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April 18 – 19, 2013 
 

 

 



TEACHER RETIREMENT SYSTEM OF TEXAS MEETING 
BOARD OF TRUSTEES  

 
AGENDA  

 
April 18, 2013 – 12:30 p.m. 
April 19, 2013 – 9:15 a.m. 

 
TRS East Building, 5th Floor, Boardroom  

 
NOTE: The Board may take up any item posted on the agenda during its meeting on Thursday, 
April 18, 2013, or the following day beginning at the time and place specified on this agenda. 
 
The open portions of the April 18-19, 2013, Board meetings are being broadcast over the 
Internet.  Access to the Internet broadcast of the Board meeting is provided on TRS' Web site at 
www.trs.state.tx.us. 
 
 
1. Call roll of Board members. [Estimated time 12:30-12:45] 

2. Consider approval of the February 20-22, 2013 Board meeting minutes – David Kelly. 
[Estimated time 12:30-12:45] 

3. Consider the Board meeting date and location for the February 2014 Board meeting – 
David Kelly. [Estimated time 12:30-12:45] 

4. Provide opportunity for public comments – David Kelly. [Estimated time 12:30-12:45] 

5. Review and discuss the Executive Director's report on the following matters – Brian 
Guthrie: [Estimated time 12:45 – 1:30] 

A. The most recent actuarial valuation of the TRS Pension Trust Fund.  

B. Legislation impacting TRS, including proposed state funding for TRS’ 
administrative budget, the TRS Pension Trust Fund, and the retirees’ health 
benefit program (TRS-Care). 

C. The General Counsel search. 

D. Update on Meeting with OMERS. 

E. New Process for Identifying and Processing Class Action Lawsuits. 

F. Board operational matters, including a review of draft agendas for upcoming 
meetings. 

G. Enterprise Risk Management program. 
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H. Retirement plan benefits and operations. 

I. Investment activity and operations. 

J. Health-benefit programs and operations. 

K. Administrative operations, including financial, audit, legal, staff services, board 
administration activities, including trustee nominating elections, and special 
projects. 

6. Discuss and consider investment matters, including the following items: 

A. Performance Review: Fourth Quarter 2012 – Brady O’Connell and Steve Voss, 
Hewitt EnnisKnupp. [Estimated time 1:30-2:15] 

B. Review Quarterly Portfolio Performance and market update – Britt Harris. 
[Estimated time 2:15 - 3:30] 

C. Measuring Investment Performance: A Primer – Dr. Keith Brown. [Estimated 
time 3:30 - 4:30] 

D. Review the report of the Investment Management Committee on its April 18, 
2013 meeting – Todd Barth [Estimated time 4:30 - 4:45] 

E. Review the report of the Risk Management Committee on its April 18, 2013 
meeting – Eric McDonald. [Estimated time 4:30 - 4:45] 

7. Receive the report of the Policy Committee and consider the following – Joe Colonnetta: 
[Estimated time 4:30 - 4:45] 

A. Proposed amendments to the Resolution Designating Persons Authorized to 
Approve and Sign Vouchers. 
 

B. Final adoption of proposed amendments to the following Chapter 23 
(Administrative Procedures) TRS rules in Title 34 of the Texas Administrative 
Code. 

i. Rule § 23.7, relating to the Code of Ethics for Consultants; and 
 

ii. Rule § 23.8, relating to the Expenditure Reporting by Consultants, Agents, 
Financial Advisors, Financial Services Providers, and Brokers. 

C. Final adoption of proposed amendments to the following Chapter 25 
(Membership Credit) TRS rules in Title 34 of the Texas Administrative Code. 

i. Rule § 25.1, relating to Full-time Service; 
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ii. Rule § 25.6, relating to Part-time or Temporary Employment; 
 

iii. Rule § 25.21, relating to Compensation Subject to Deposit and Credit;  
 

iv. Rule § 25.43, relating to Cost for Unreported Service or Compensation; 
 

v. Rule § 25.47, relating to Deadline for Verification; and 
 

vi. Rule § 25.81, relating to Out-of-State Service Eligible for Credit. 

D. Final adoption of proposed amendments to the following Chapter 31 
(Employment After Retirement) TRS rules in Title 34 of the Texas 
Administrative Code. 

i. Rule § 31.14, relating to One-half Time Employment; and 
 

ii. Rule § 31.41, relating to Return to Work Employer Pension Surcharge. 

E. Final adoption of proposed amendment to Rule § 41.4, relating to the Employer 
Health Benefit Surcharge of Subchapter A, Retiree Health Care Benefits (TRS-
Care) of Chapter 41, Health Care and Insurance Programs. 

F. Final adoption of proposed amendment to Rule § 47.10, relating to Determination 
of Whether an Order is a Qualified Domestic Relations Order of Chapter 47, 
Qualified Domestic Relations Orders.  
 

8. Receive the report of the Budget Committee on its April 18, 2013 meeting – Nanette 
Sissney. [Estimated time 4:30 - 4:45] 

NOTE: The Board meeting likely will recess after the last item above and resume Friday 
morning to take up items listed below. 

 
9. Provide an opportunity for public comment – David Kelly. [Estimated time 9:15 – 9:15] 

10. Receive a presentation from Focus Consulting on options for conducting executive 
personnel evaluations – Keith Robinson, Focus Consulting. [Estimated time 9:15 – 
10:00] 

11. Receive a presentation from the TEAM Program Independent Program Assessment (IPA) 
Vendor – Michael Johnson, Bridgepoint Consulting. [Estimated time 10:00 – 10:45] 

12. Receive a review of the TEAM Program –Jamie Michels; Barbie Pearson; Adam 
Fambrough; and Jay Masci, Provaliant. [Estimated time 10:45 - 11:30] 
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13. Review the reports on the Historically Underutilized Businesses (HUB) and consider 
related goals, as appropriate, for fiscal year 2013 – John Dobrich. [Estimated time 11:30 - 
11:45] 

14. Review the report of the Audit Committee on its April 19, 2013 meeting – Christopher 
Moss. [Estimated time 11:45 – 11:50] 

15. Review the report of the Chief Benefit Officer, and consider related matters – Marianne 
Woods Wiley: [Estimated time 11:50 – 12:15] 

A. Approve members qualified for retirement. 

B. Approve minutes of Medical Board meetings.  

16. Review the report of the Chief Financial Officer – Don Green: [Estimated time 12:15 - 
12:30] 

A. Review the report under § 825.314(b), Government Code, of expenditures that 
exceed the amount of operating expenses appropriated from the general revenue 
fund and are required to perform the fiduciary duties of the Board. 
 

B. Quarterly financial reports on TRS programs.  
 

17. Review the report of the Deputy Director, including – Ken Welch: [Estimated time 12:30 
– 12:45] 
 
A. An update on the TRS Telephone Counseling Center. 

18. Review the report of the General Counsel on pending or contemplated litigation, 
including updates on the following: the Bank of America securities class action; the 
Countrywide securities litigation; the Facebook securities litigation; the Pfizer securities 
litigation; the Tyco securities litigation; other securities litigation; the LIBOR litigation; 
litigation involving fiduciary duties related to investments; and litigation involving 
benefit-program contributions, retirement benefits, health-benefit programs, and open 
records – Dennis Gold. [Estimated time 12:45 - 1:00] 

19. Consider personnel matters, including the appointment, employment, evaluation, 
compensation, performance, duties, discipline, or dismissal of the Executive Director, 
Chief Investment Officer, or Chief Audit Executive – David Kelly. [Estimated time – 
This item will be taken up on Thursday evening around 4:45] 

20. Consult with the Board's attorney(s) in Executive Session on any item listed above on 
this meeting agenda as authorized by Section 551.071 of the Texas Open Meetings Act 
(Chapter 551 of the Texas Government Code) – David Kelly. 





 
Teacher Retirement System of Texas 

 
 

 
Minutes of the Board of Trustees 
February 20 – 22, 2013 
 
The Board of Trustees of the Teacher Retirement System of Texas met on February 20 – 22, 
2013 in the boardroom located on the fifth floor of the TRS East Building offices at 1000 Red 
River Street, Austin, Texas. The following board members were present:  
 
David Kelly, Chair 
Todd Barth 
Karen Charleston 
Charlotte Clifton 
Joe Colonnetta 
Eric McDonald 
Chris Moss 
Anita Palmer 
Nanette Sissney 
 
Others present: 
Brian Guthrie, TRS 
Ken Welch, TRS 
Amy Barrett, TRS 
Dennis Gold, TRS 
Howard Goldman, TRS 
Don Green, TRS 
T. Britton Harris IV, TRS 
Jerry Albright, TRS 
Ray Spivey, TRS 
Thomas Albright, TRS  
Jase Auby, TRS 
Mohan Balachandran, TRS 
Ashley Baum, TRS 
Sylvia Bell, TRS 
Stuart Bernstein, TRS 
Chi Chai, TRS 
Michelle Bertram, TRS  
Brian Gomolski, TRS 
Rich Hall, TRS 
Terry Harris, TRS 
Dan Herron, TRS 
Janis Hydak, TRS 
Dan Junell, TRS 
Eric Lang, TRS 
Lynn Lau, TRS 
Scot Leith, TRS 
Denise Lopez, TRS 
Shayne McGuire, TRS 
Rebecca Merrill, TRS 

Kelly Newhall, TRS 
Melinda Nink, TRS 
Hugh Ohn, TRS 
Rhonda Price, TRS 
Noel Sherman, TRS 
Rebecca Smith, TRS 
Sharon Toalson, TRS 
David Veal, TRS 
Angela Vogeli, TRS 
Susan Wade, TRS 
Jennifer Wenzel, TRS 
Dr. Keith Brown 
Steve Huff, Reinhart Boerner Van Deuren 
Keith Johnson, Reinhart Boerner Van Deuren 
Steve Voss, Hewitt EnnisKnupp 
Brady O’Connell, Hewitt EnnisKnupp 
George Roberts, KKR 
Tess Weil, Purrington Moody Weil 
Philip Mullins, Austin Retired Teachers Association and 
Texas State Employees Union 
Jeff Lambert, State Street 
Mark Schafer, State Street 
Ann Fickel, Texas Classroom Teachers Association 
Tom Rogers, Austin Retired Teachers Association and 
Texas Retired Teachers Association 
Jeremy Begman, Apollo 
Holly McMullan, Apollo 
Josh Sanderson, Association of Texas Professional 
Educators 

 
Mr. David Kelly called the meeting to order at 10:05 a.m. 
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1. Call roll of Board members. 
 
Ms. Lynn Lau called the roll. A quorum was present. Mr. Joe Colonnetta arrived at the meeting 
around 11:00 a.m. 
 
2. Consider the approval of the December 13–14, 2012 Board meeting minutes  
 
On a motion by Mr. Chris Moss, seconded by Ms. Charlotte Clifton, the board unanimously 
approved the minutes for the December 13-14, 2012 meeting.  
 
3. Provide opportunity for public comment  
 
Mr. Kelly called for public comment. No public comment was received. 
 
Mr. Kelly announced that the board would take up agenda item number 5A. 
 
5. Receive presentations on the TRS investment management and functions, including 

the following matters:  
 

A. Receive an update on the Investment Management Division and a review of 
market conditions and outlook.  

 
Mr. Britt Harris discussed the performance of the pension trust fund, changes to the accounting 
system, and the recent pension benefit design study. Mr. Brian Guthrie elaborated on the outlook 
for the pension fund and potential changes related to the benefit design study. Per Mr. Kelly’s 
request, Mr. Harris explained the outperformance of hedge funds in the markets since 2007. Mr. 
Harris also presented the market outlook for 2013 and global economic conditions, including 
sustainability issues relating to supply shortages of natural resources. He concluded his 
presentation by laying out TRS’ historical ability to generate the 8 percent target return.  
 
After a brief recess at 11:35 a.m., the board reconvened at 12 p.m.  
 
Mr. Kelly announced that the board would take up agenda item 4.  

4. Review and discuss the Executive Director's report on the following matters:  

A. Review the agenda items to be taken up on February 20, 2013. 

Mr. Guthrie provided an overview of the agenda items for this meeting. 

B. Discuss TRS organizational structure, review the agency’s 2012 
accomplishments, and discuss the Executive Director’s 2013 goals and 
objectives, including strategic planning, identified priorities, and metrics for 
success.  

 
Mr. Guthrie provided a historical overview of significant events since the fund’s inception. 
Responding to questions from Mr. Kelly about the pension fund and TRS-Care sustainability 
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studies requested by the Legislature, Mr. Guthrie said that both studies had been favorably 
received. He said that the pension fund study provided objective information and helped educate 
policymakers about the viability and advantages of a defined benefit plan like TRS’ and the plan-
design options for ensuring long-term sustainability. Mr. Guthrie addressed workforce continuity 
issues given the increasing number of employees becoming eligible for retirement. He presented 
the agency accomplishments in 2012 and goals and challenges in 2013. Responding to a question 
from Ms. Nanette Sissney regarding adequate staffing, Mr. Guthrie stated that most of the 
challenges were tied to the TEAM program.  

C. Preview draft agendas for upcoming Board meetings. 

Mr. Guthrie reviewed the board meeting agendas for the rest of calendar year 2013. 

D. Receive the Board training calendar. 

Mr. Guthrie referred the board to the training calendar, which showed upcoming educational 
opportunities.  

E. Discuss the project to review Board orientation materials. 

This item was deferred. 

F. Retirement plan benefits, investment activity and operations, health-benefit 
programs and operations, and administrative operations, including financial, 
audit, legal, and staff services and special projects. 

After a brief recess at 2:12 p.m., the board reconvened at 2:25 p.m. 

Mr. Kelly announced that the board would take up agenda item number 6.  

6. Receive a presentation on Dodd-Frank.  

Ms. Angela Vogeli, Ms. Denise Lopez, and Ms. Tess Weil of Purrington Moody Weil provided a 
presentation on Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010. 

Mr. Kelly announced that the board would take up agenda item number 5B and defer item 
number 5E.  

5. Receive presentations on the TRS investment management and functions, including 
the following matters:  

 B. Receive an overview and update on principal investments. 

Mr. Colonnetta introduced the general concept of principal investments and their process.  

Mr. Jerry Albright profiled TRS’ Principal Investment Program (program), including the 
following: its organizational structure, current allocations in real assets and private equity, 
historical implementation process, and long-term goals. Mr. Colonnetta and Dr. Keith Brown 
shared their insights on the investment process. Mr. Rich Hall and Mr. Eric Lang, respectively, 
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provided a detailed overview of the private equity and real estate investment programs. They laid 
out the advantages and opportunities available through the programs. They also discussed the 
private markets programs’ performance drivers, objectives, process, and current goals. Mr. Kelly 
asked that in the future the staff address negative performance information, if any, reflected in 
the presentation materials.  

C. Confer with employees, consultants, or legal counsel of TRS and one or more 
representatives of KKR & Co. L.P. about TRS’ investment in a private investment 
fund or the purchase, holding, or disposal of restricted securities or a private 
investment fund’s investment in restricted securities.  

Mr. Colonnetta briefly introduced the item. 

Mr. Kelly announced that the board would go into executive session on agenda item number 5C 
under the following statutes: section 825.3011 of the Government Code to confer about 
confidential investment matters relating to a private investment fund for the purchase, holding, or 
disposal of restricted securities; and section 551.071 of the Government Code to seek advice 
from the board’s legal counsel as needed. He asked all members of the public and staff not 
needed for the executive session to leave the meeting room and take their belongings with them. 

The open portion of the board meeting recessed at 4:35 p.m. After the executive session 
concluded, Mr. Kelly announced that the open session was reconvened at 5:45 p.m.  

Mr. Kelly announced that the board would take up agenda item number 5D. 

D. Receive an update on TRS’ Emerging Manager Program.  
 
Mr. Stuart Bernstein profiled the Emerging Managers Program (program), including the 
following: its organizational structure, history since inception, process, achievements, and 
performance. Mr. Todd Barth asked about the program’s current allocation, invested amount, net 
asset value, and available funding. Mr. Harris and Mr. Bernstein responded by providing a 
historical overview of the allocation approved by the board and explained how staff had built the 
program with the approved allocation. Mr. Harris stated that the program had grown from $500 
million to $1.65 billion in value and from 30 relationships to over 101 relationships. He stated 
that the program was being funded within its allocation limit as rapidly and prudently as 
possible. Mr. Hall and Mr. Bernstein discussed commitments and investments in the Credit 
Suisse funds of funds. Mr. Steve Voss confirmed for Ms. Sissney that the policy currently caps 
the total allocation, measured by commitments, for emerging managers at $1.65 billion. Mr. 
Dennis Gold described the commitment policies for the Emerging Managing Program and the 
Private Equity and Real Assets Portfolios. He clarified for Mr. Barth that, although an allocation 
to the program remained at $1.65 billion, it could be replenished through unused capital left at 
the end of an investment period or by distributions received on investments. He noted that not 
many investments, if any, had reached the expiration of their investment periods. He said that, in 
managing program investments, staff could overcommit capital in order to meet the committed 
allocation target. Mr. Albright explained for Mr. Eric McDonald that an unused capital 
commitment would be rolled into the total fund and not kept as idle cash in the program, which 
would stay fully funded.  
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Mr. Bernstein laid out the investment process and best practices for the program. Mr. Albright 
provided an overview of the experience gained, the accomplishments achieved since inception, 
and the future plans and additional resources needed. Responding to questions from Mr. 
McDonald and Ms. Clifton regarding the ultimate goal of the program and its benefit to the TRS 
membership, Mr. Harris stated that the program was intended to build long-term investment 
relationships that would produce future returns. 
 
Whereupon, the meeting recessed at 7:00 p.m. 
 
The Board of Trustees of the Teacher Retirement System of Texas reconvened on February 21, 
2013, in the boardroom located on the fifth floor of the TRS East Building offices at 1000 Red 
River Street, Austin, Texas. The following board members were present:  
 
David Kelly, Chair 
Todd Barth 
Karen Charleston 
Charlotte Clifton 
Joe Colonnetta 
Eric McDonald 
Chris Moss 
Anita Palmer 
Nanette Sissney 
 
Others present: 
Brian Guthrie, TRS 
Ken Welch, TRS 
Amy Barrett, TRS 
Dennis Gold, TRS 
Howard Goldman, TRS 
Janet Bray, TRS 
T. Britton Harris IV, TRS 
Jerry Albright, TRS 
Betsey Jones, TRS 
Ray Spivey, TRS 
Marianne Woods Wiley, TRS 
Tina Carnes, TRS 
Mary Chang, TRS 
Janie Duarte, TRS 
Michelle Bertram, TRS 
Adam Fambrough, TRS 
Tom Guerin, TRS 
Dan Herron, TRS 
Bob Jordan, TRS 
Dan Junell, TRS 
Lynn Lau, TRS 
Scot Leith, TRS 
Sam Martin, TRS 
Rebecca Merrill, TRS 
Jamie Michels, TRS 
Melinda Nink, TRS 
Rhonda Price, TRS 

Jimmie Savage, TRS 
Noel Shelman, TRS 
Charmaine Skillman, TRS 
Ellen Small, TRS 
Rebecca Smith, TRS 
David Veal, TRS  
Angela Vogeli, TRS 
Susan Wade, TRS 
Merita Zoga, TRS 
Steve Voss, Hewitt EnnisKnupp 
Brady O’Connell, Hewitt EnnisKnupp 
Steve Huff, Reinhart Boerner Van Deuren 
Keith Johnson, Reinhart Boerner Van Deuren 
Philip Mullins, Austin Retired Teachers Association and 
Texas State Employees Union 
Bill Hickman, Gabriel Roeder Smith and Company 
Tom Rogers, Texas Retired Teachers Association 
Sammy Berrios, Aetna 
Josh Sanderson, Association of Texas Professional 
Educators 
Ted Melina Raab, Texas American Federation of Teachers 
Ann Fickel. Texas Classroom Teachers Association 
Derly Rivera, Austin Retired Teachers Association 
Jon Scolnik, Unite Here 
Craig Kessler, ESI 
Tim Lee Texas Retired Teachers Association 
David Runyan, Express Scripts 

 

Mr. Kelly called the meeting to order at 8:10 a.m. 
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1. Call roll of Board members. 
 
Ms. Lau called the roll. All trustees were present.  

7. Provide opportunity for public comment.  

Mr. Kelly called for public comment. No comment was received. 

8. Review the agenda items to be taken up on February 21, 2013. 

Mr. Guthrie reviewed the February 21, 2013 agenda.  

Mr. Guthrie announced that the Senate Finance Committee had confirmed the appointments of 
four board members: Ms. Karen Charleston, Mr. Colonnetta, Mr. Kelly, and Ms. Anita Palmer.  

9. Receive an overview of the Texas budgeting process and the legislative landscape, 
including a discussion of the proposed state budget for TRS in the House and Senate 
Appropriations bills. 

Mr. Ray Spivey described the legislative landscape and summarized challenges faced by TRS. 
Mr. Don Green provided an overview of the appropriation process, including the following: 
timelines, roles of key participants, major budget drivers, state revenue sources, constitutional 
spending limits, and revenues available through the Economic Stabilization Fund, Texas’ so-
called rainy day fund. He also summarized the fiscal years 2014-2015 biennial budget 
recommendations and the Legislative Budget Board's recommendations for appropriations to 
TRS. Mr. Green, Mr. Guthrie, and Mr. Gold also clarified for the trustees the process of paying 
agency expenses.  

After a brief recess at 9:35 a.m., the meeting reconvened at 9:49 a.m. 

10. Receive an overview of the organization and functions of the TRS Human Resources 
Division. 

Ms. Janet Bray provided an overview of the TRS workforce. She presented the key functions of 
the Human Resources Division and its organizational structure.   

11. Discuss agency staffing and resource matters.  

Ms. Bray presented the current agency staffing considerations. She highlighted the staffing needs 
for the TEAM program.  

Mr. Green discussed strategies to address the staffing needs for TEAM. He described the 
Legislature's allocation of full-time equivalent (FTE) employees to TRS for TEAM under the 
current General Appropriations Act for fiscal year (FY) 2013 and in the filed general 
appropriations bill for the next biennium. He said that the Legislature wanted TRS to give a 
status report on the progress of TEAM before restoring the previously authorized FTEs for FY 
2014-2015. He added that those FTEs, if approved, would be paid from the TRS trust fund. Mr. 
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Guthrie clarified for Mr. Kelly that the legislative cap on FTEs would be eliminated if the 
Legislature removed TRS’ administrative budget from the appropriations act. In that case, Mr. 
Guthrie said, the TRS board would determine the system's administrative operating budget, 
including staffing, outside the strictures of the appropriations act. He noted that other statewide 
pension funds typically have such budget discretion.  

Mr. Green concluded his presentation by laying out the long-term considerations for staffing 
needs and the opportunities for insourcing and outsourcing to tackle some of the staffing issues. 

12. Receive an overview of the organization and functions of the Legal Services 
Division.  

Per Mr. Kelly’s request, Mr. Guthrie provided an update on the selection of the new general 
counsel. He stated that three finalists had been selected for a final interview by Mr. Ken Welch 
and himself. He stated that the finalists will be invited to meet with Mr. Kelly, Ms. Clifton, and 
managers on the Executive Council. He confirmed for Mr. Kelly that the finalists could be 
invited to meet an individual board member upon his or her request. Mr. Colonnetta commented 
that the finalists should be aware of the general counsel’s role in providing legal services related 
to board governance and have common sense about business matters. Mr. McDonald and Mr. 
Barth concurred with Mr. Colonnetta’s comment.  

Mr. Gold profiled TRS Legal Services. Per Mr. Kelly’s request, he explained the role of TRS 
legal staff in serving the board and the agency as a public entity and the distinction between the 
role of the general counsel office and the fiduciary counsel. He described the different roles of 
members of the legal staff and summarized their professional credentials and experience.  In 
response to a question from Mr. Barth regarding the cost and resources needed to respond to 
open record requests, Mr. Gold discussed the challenge faced by Legal and other departments in 
fulfilling those requests. He said that staff was looking at software that would help expedite open 
records processing and make it more efficient. There was an extensive discussion concerning 
open record requests affecting employees’ privacy. Mr. Colonnetta suggested that the board 
discuss the issue further to seek remedies for this issue.   

13. Review trustee roles, responsibilities, and fiduciary duties; qualifications for office 
and standards of conduct; immunities, indemnification, and insurance; and 
requirements related to trustee ethics, conflicts, and disclosures. 

Mr. Steve Huff and Mr. Keith Johnson presented the trustee ethics policies relating to gifts, 
lodging and entertainment of trustees’ duties, policies relating to personal investments, conflicts 
of interest, recusal and disclosure remedies, and trustee qualifications. They discussed best 
governance practices and compared them with TRS’. The board also discussed a process for 
evaluating board members. In response to a question from Mr. Kelly regarding the function of 
the board's Ethics Committee, Mr. Gold explained that it is a committee of the whole that mainly 
would consider any proposal to waive a provision in the Ethics Policy. He also elaborated on 
sovereign immunity.   
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14. Receive open government training.  
  
Mr. Dan Junell provided an overview of the Public Information Act. He explained the process of 
meeting open record requests, the fee schedule, trustee requirements, timeline, and current 
workload. In response to Ms. Clifton’s request, Mr. Gold provided detail on the software that 
may help facilitate the process. Mr. Junell further explained for Mr. Colonnetta how staff 
determines whether information is confidential.  
 
Mr. Junell provided an overview of the Open Meeting Act (Act) and an update of significant 
opinions by the courts and Attorney General in 2012. Mr. Barth and Ms. Sissney asked about a 
recent incident when trustees were restricted to  attend a conference to avoid a quorum, Ms. 
Rebecca Merrill clarified that both deliberation among board members and receiving information 
from a third party can constitute a public meeting if a quorum is involved and the meeting is 
about TRS business. She noted an exception in the Act for regional networking conferences that 
would allow any number of trustees to attend a conference at the same time. Mr. Junell 
confirmed for Mr. Kelly that most offenses under the Act are misdemeanors.   
  
Mr. Junell highlighted significant meeting issues addressed in 2012, including meeting through 
e-mail, discussions outside board meetings, attorney consultations, attendance of a board quorum 
at a committee meeting, and emergency meetings.  

15. Receive an overview of the Communications Division, including a discussion of TRS 
communication initiatives and policies.  

 
Mr. Howard Goldman provided an overview of the Communications Department. He laid out the 
division’s functions and responsibilities. He described different social media sites hosted by 
TRS. He reviewed the department's accomplishments in FY 2012 and discussed its focus for FY 
2013. He also presented information on current issues and trends as well as online and software 
tools designed to improve communications with TRS members and the public.   
 
Mr. Goldman and Mr. Guthrie discussed with board members how TRS responds to media 
inquiries, requests for interviews and published or broadcast reports about TRS. They also 
discussed press releases, corrections and other communications with the media initiated by TRS. 
Mr. Guthrie said that one option for the board to consider would be to limit media 
communication in writing only. Mr. Goldman discussed the risks and opportunities of social 
media for TRS. He said that Communications monitors and uses social media to correct 
misunderstandings about issues related to TRS.  

16. Receive an overview of the organization and functions of the Special Projects 
Department, including the 403(b) company certification and product registration 
program and the legislative fiscal-note preparation function.  

Ms. Merrill provided an overview of the Special Projects Department, including its 
organizational structure and key functions. She highlighted the 403(b) program, fiscal notes 
preparation, CEM benchmarking study and other studies and publications assigned to the 
department to complete. Ms. Merrill reviewed her role in board operations, including overseeing 
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the switch from paper to electronic board materials and expediting the turnaround time of 
delivering final materials to the board.  

17. Receive an overview of the organization and functions of the Financial Division.  

Mr. Green provided an overview of the Financial Division, which consists of Benefit 
Accounting, General Accounting, Investment Accounting, and Staff Services. He introduced the 
functions of each team, team leaders, and their organizational structures.  He highlighted the 
division’s 2012 accomplishments as well as ongoing and future challenges.  

18. Review the reports of the Chief Financial Officer:  

A. Review the report under § 825.314(b), Government Code, of expenditures 
that exceed the amount of operating expenses appropriated from the general 
revenue fund and are required to perform the fiduciary duties of the Board. 

 
Pursuant to section 825.314(b) of the Government Code, Mr. Green presented a report of the 
expenditures paid during the months of November and December 2012 that were required to 
perform the fiduciary duties of the board.  

B. Quarterly financial reports on TRS programs. 

Mr. Green provided the quarterly financial reports on TRS programs as of November 30, 2012.   

Mr. Green suggested adding a new section to report expenditures by division or department. He 
said that he would provide a sample of the new section for the board’s review before 
incorporating it into the regular quarterly reports.  

19. Receive a presentation on the administration and operation of the TRS pension 
plan, including the following subjects:  

A. Overview of the TRS Pension Plan. 
 
Ms. Marianne Woods Wiley provided an overview of the pension plan. She also summarized the 
key plan terms for determining retirement eligibility and benefits.  

B. Information on Increased Cost of Certain Service Credit. 
 
Mr. Tom Guerin presented information on the increased costs to purchase special service.  

C. Organization and functions of the Benefits Services Division 

Ms. Woods Wiley provided an overview of the functions, organization and departments of the 
Benefit Services Division, including those related to Member Data Services, Benefit Counseling 
and Benefit Processing. She highlighted the division’s 2012 accomplishments as well as ongoing 
and future challenges.  

After a recess at 5:25 p.m., the board reconvened at 5:40 p.m. 
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20. Receive a presentation on Health Care 101, including an overview of the 
administrative organization and functions of TRS-Care and TRS-ActiveCare and 
an update on the TRS-Care Medicare Advantage and Prescription Drug Plans.   

  
Ms. Betsey Jones presented an overview of the Health and Insurance Benefits Department. She 
described the department’s organizational structure, core functions, and vendors’ responsibilities. 
She introduced the team leaders.   
 
Ms. Jones provided an update on the TRS-Care program. She described the transition to Express 
Scripts as the Pharmacy Benefit Manager (PBM). She reviewed the implementation of the new 
Aetna Medicare Advantage and Part D plans, which had generated significant savings and 
improved the near-term solvency of TRS-Care. She said that the program was projected to be 
solvent through 2015. She stated that the primary challenge for TRS-Care continued to be its 
long-term solvency. She said that any staff recommendations for changes to the program would 
be presented to the board in June 2013. The board discussed ways to generate savings and 
provide funding for TRS-Care. 
 
Ms. Jones provided an overview of the TRS-ActiveCare program. She presented the following 
information about the program: its history, accomplishments, funding sources, eligibility 
requirements, levels of plan benefits, current district participation and member enrollment, key 
processes, vendor responsibilities, and ongoing and future challenges.  

21. Receive presentation on and consider premiums and plan design for the preferred-
provider organization (PPO) plan options under the active employees health 
benefits program (TRS-ActiveCare).  

Ms. Jones provided an overview of the proposed changes to the premiums and plan design for 
TRS-ActiveCare. She reviewed employee-only benefits, including participation rates and 
funding sources.  She highlighted the shift in participation from TRS-ActiveCare 2 to TRS-
ActiveCare 1 and 1-HD, which have higher deductibles. She said that the shift occurred after 
premiums increased and benefits decreased for ActiveCare 2. She explained how the shift 
affected the fund balance. The challenge, she said, was to project shifts of enrollment to 
accurately set premiums for each tier. She stated that a negative fund balance of $69 million was 
anticipated at the end of 2013 because of the enrollment shift and insufficient premiums. Mr. 
Hickman of Gabriel, Roeder, Smith & Company (GRS) elaborated on the projected change in 
enrollment distribution among the benefit tiers for 2013. He stated that claims over $100,000 
significantly and unexpectedly increased from the year before. 

Ms. Jones presented in detail the proposed increase in monthly rates and additional benefit 
changes to the TRS-ActiveCare plan options recommended by staff and GRS to generate 
necessary funding for the program. Responding to a question from Mr. Kelly regarding the 25% 
increase in premiums for TRS-ActiveCare 3, Ms. Jones stated that ActiveCare 3 was not a 
sustainable tier under the current or proposed funding structure and had only a 3 percent 
enrollment rate. She stated that the 25 percent increase was insufficient to pay for the plan and 
showed that it should eventually be eliminated. She stated that doubling the premium of 
ActiveCare 3 likely would drive participants to switch to ActiveCare 2. Mr. Hickman stated that 
the rate increase was driven by this migration of population, which was anticipated to be 25 
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percent for this year. He explained that statutes required ActiveCare 1 and 2 to offer primary and 
catastrophic health benefits comparable to those provided for state employees. He stated that 
raising the family deductible was intended to provide an affordable option for everyone in the 
current funding environment. Ms. Jones explained for Ms. Sissney the proposed premium for 
each tier. Further discussion followed concerning other options to keep the plans affordable and 
solvent as well as staff’s projections on the impact of the changes.  

On a motion by Mr. McDonald, seconded by Mr. Colonnetta, the board unanimously adopted the 
following resolution discontinuing TRS-ActiveCare 1 and approving premium rates and benefits 
for TRS-ActiveCare 1-HD, TRS-ActiveCare 2, and TRS-ActiveCare 3: 

Whereas, Chapter 1579, Insurance Code, authorizes the Teacher 
Retirement System of Texas (TRS), as trustee, to implement and 
administer the uniform group health benefits program under the Texas 
School Employees Uniform Group Health Coverage Act (TRS-ActiveCare), 
as described in the statute; 

Whereas, TRS staff and the TRS health benefits consultant, Gabriel, 
Roeder, Smith & Company (“GRS”), have recommended that TRS-
ActiveCare 1 be discontinued effective September 1, 2013; 

Whereas, TRS staff and GRS have recommended that all enrollees in 
TRS-ActiveCare 1 be transitioned to TRS-ActiveCare 1-HD effective 
September 1, 2013, unless the employee selects TRS-ActiveCare 2 or 3 
during the annual enrollment periods for the 2013-2014 plan year; 

Whereas, TRS staff and GRS have recommended that benefit changes, 
as indicated below, be made to TRS-ActiveCare 1-HD and 2 for the plan 
year commencing on September 1, 2013; 

Whereas, TRS staff and GRS have recommended that the current 
benefits for TRS-ActiveCare 3 remain unchanged for the plan year 
commencing on September 1, 2013; 

Whereas, TRS staff and GRS have recommended that for the plan year 
commencing on September 1, 2013, rates at all levels of coverage in 
TRS-ActiveCare 1-HD, 2, and 3 be adjusted to the gross premium 
amounts indicated in this resolution; and 

Whereas, The TRS Board of Trustees (“Board”) desires to adopt the 
recommendations of TRS staff and GRS; now, therefore, be it 

Resolved, That the Board hereby adopts and authorizes the following 
benefit changes, subject to all other plan requirements and restrictions, 
for TRS-ActiveCare 1-HD, beginning in the plan year commencing on 
September 1, 2013 and thereafter, until further action by the Board: 
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Plan Feature From 2012-2013 Plan Year To 2013-2014 Plan Year 

Family Deductible $2,400 $4,800 

Individual Out-of-pocket maximum  
Family Out-of-pocket maximum 
(Out-of-pocket maximums exclude deductibles 
and copayments) 

$3,000 
$5,000 

$3,850 
$4,200 

Resolved, That the Board hereby adopts and authorizes the following 
benefit changes, subject to all other plan requirements and restrictions, 
for TRS-ActiveCare 2, beginning in the plan year commencing on 
September 1, 2013 and thereafter, until further action by the Board: 

 
Plan Feature From 

2012-2013 Plan Year 

To 2013-2014  

Plan Year 

Individual Deductible $750 $1,000 
Family Deductible $2,250 $3,000 
Individual Out-of-pocket maximum $2,000 $4,000 
Family Out-of-pocket maximum $6,000 $8,000 

(Out-of-pocket maximums exclude deductibles and 
 

  

Retail Short-term Drug Copays   

Tier 1 Drugs $15 $20 
Tier 2 Drugs $35 $40 
Tier 3 Drugs $60 $65 

(Up to 31 day supply)*   

Retail Maintenance Drug Copays   

Tier 1 Drugs $20 $25 
Tier 2 Drugs $45 $50 
Tier 3 Drugs $75 $80 

(Up to 31 day supply)*   

* Maximum day supply is increased from 30 to 31 for the 2013-
2014 plan year. 

Resolved, That the Board hereby adopts and authorizes the following 
gross premium rates for TRS-ActiveCare 1-HD, 2, and 3 for the plan year 
commencing on September 1, 2013 and thereafter, until further action 
by the Board: 
 Current Gross Monthly  

Premium Before State  
and District  

Contributions 

From 
2012-2013 Plan Year 

Proposed Gross  
Monthly Premium  

Before State and District  
Contributions 

To 
2013-2014 Plan Year 

ActiveCare 1-HD   

Employee Only $298.00 $325.00 

Employee and Spouse $731.00 $794.00 
Employee and Child(ren) $466.00 $572.00 

Employee and Family $957.00 $1,060.00 
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ActiveCare 2   

Employee Only $460.00 $529.00 
Employee and Spouse $1,046.00 $1,203.00 

Employee and Child(ren) $731.00 $841.00 
Employee and Family $1,150.00 $1,323.00 

ActiveCare 3   

Employee Only $637.00 $796.00 
Employee and Spouse $1,448.00 $1,810.00 
Employee and Child(ren) $1,015.00 $1,269.00 
Employee and Family $1,592.00 $1,990.00 

Resolved, That all enrollees in TRS-ActiveCare 1 be transitioned to TRS-
ActiveCare 1-HD effective September 1, 2013, unless the employee 
selects TRS-ActiveCare 2 or 3 during the annual enrollment periods for 
the 2013-2014 plan year; and 

Resolved, That the Board authorizes the Executive Director or his 
designees to take any actions that are necessary or advisable to 
implement the benefit structure and premium rates, as adopted or 
authorized herein, to otherwise continue the existing approved TRS-
ActiveCare 1 plan of coverage until September 1, 2013, to discontinue 
TRS-ActiveCare 1 effective September 1, 2013, and continue the existing 
approved plans of coverage for TRS-ActiveCare 1-HD, 2, and 3, until 
further action by the Board. 

22. Receive presentation on and consider premiums and plan design for health 
maintenance organizations (HMOs) under the active employees health benefits 
program (TRS-ActiveCare).  

Ms. Jones referred the board to the memo by Mr. Hickman laying out recommended premium 
and plan design changes for health maintenance organizations (HMOs) under TRS-ActiveCare. 
On a motion by Mr. Barth, seconded by Mr. Moss, the board unanimously adopted the following 
resolution regarding the rates and benefits of HMOs for the TRS-ActiveCare program: 
 

Whereas, Chapter 1579, Insurance Code, authorizes the Teacher 
Retirement System of Texas (TRS), as trustee, to implement and 
administer the uniform group health benefits program under the Texas 
School Employees Uniform Group Health Coverage Act (TRS-ActiveCare), 
as described in the statute;  
 
Whereas, TRS currently has contracts with three health maintenance 
organizations, SHA, L.L.C. d/b/a FIRSTCARE, Scott & White Health Plan, 
and Valley Baptist Health Plan, Inc., to offer benefits to participants in 
TRS-ActiveCare who reside or work in the respective service areas of 
each health maintenance organization (“HMO”); 
 
Whereas, The respective contract with each HMO automatically renews 
for successive one (1) year terms, unless terminated as provided in each 
contract; 
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Whereas, Staff and TRS health benefits consultant, Gabriel, Roeder, 
Smith & Company (“GRS”) have recommended that during Fiscal Year 
2014, SHA, L.L.C. d/b/a FIRSTCARE, Scott & White Health Plan, and 
Valley Baptist Health Plan, Inc. be allowed to provide health care 
services to TRS-ActiveCare participants in their respective service areas 
under the same respective plan design that each HMO offered in Fiscal 
Year 2013, with only those major changes in benefits noted hereafter, 
along with other minor benefit changes that will be reflected in the TRS-
ActiveCare Enrollment Guide and the Evidence of Coverage issued by 
each respective HMO; 
 
Whereas, Staff and GRS have recommended that the premiums to be 
paid by TRS-ActiveCare participants enrolled in an HMO include the rates 
offered for Fiscal Year 2014 by each of the three HMOs plus a monthly 
administration fee of $5.00 per contract between a participant and an 
HMO to cover the clearinghouse fees and other administrative expenses 
incurred by the TRS-ActiveCare program; 
 
Whereas, Scott & White Health Plan has received a Certificate of 
Authority from the Texas Department of Insurance to include the County 
of Limestone in its authorized service area, and TRS staff and GRS have 
concluded that the addition of this county to the service area offered 
under TRS-ActiveCare by Scott & White Health Plan is beneficial to the 
overall plan and its participants, and the addition of this county is 
recommended; and 
 
Whereas, The Board desires to approve the recommendations, 
including the respective plan design offered in Fiscal Year 2014 by each 
of the three HMOs, with the respective changes in benefits proposed by 
SHA, L.L.C. d/b/a FIRSTCARE, Scott & White Health Plan, and Valley 
Baptist Health Plan, Inc., and to approve the rates offered for Fiscal Year 
2014 by each of the three HMOs and the premiums recommended by 
Staff and GRS; now, therefore, be it 
 
Resolved, That the Board hereby approves the proposal for SHA, L.L.C. 
d/b/a FIRSTCARE to offer to TRS-ActiveCare participants during Fiscal 
Year 2014 the same plan design it offered in Fiscal Year 2013, with no 
benefit changes, and approves and adopts the following monthly 
premiums to be charged to TRS-ActiveCare participants enrolled in this 
HMO during Fiscal Year 2014 according to coverage tier: 
 
SHA, L.L.C. d/b/a FIRSTCARE Premium Changes 

Coverage Tier FY 2013 Premiums FY 2014 Premiums Percent Change 
Employee Only $382.06 $391.50 +2.5% 
Employee & Spouse $961.16 $985.06 +2.5% 
Employee & Child(ren) $607.56 $622.62 +2.5% 
Employee & Family $970.70 $994.84 +2.5% 

 
Resolved, That the Board hereby approves the proposal for Scott & 
White Health Plan to offer to TRS-ActiveCare participants during Fiscal 
Year 2014 the same plan design it offered in Fiscal Year 2013, with the 
following proposed benefit change, and approves and adopts the 
following monthly premiums to be charged to TRS-ActiveCare 
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participants enrolled in this HMO during Fiscal Year 2014, according to 
coverage tier: 
 
Scott & White Health Plan Benefit Change Highlights 

Benefit 2012-2013 Plan Year Commencing 9-1-2013 
Urgent Care Copay $40 $55 

 
Scott & White Health Plan Premium Changes 

Coverage Tier FY 2013 
Premiums 

FY 2014 
Premiums 

Percent 
Change 

Employee Only $398.00 $418.42 +5.1% 
Employee & Spouse $961.00 $945.10 -1.7% 
Employee & Child(ren) $641.00 $664.00 +3.6% 
Employee & Family $997.00 $1,048.54 +5.2% 

 
Resolved, That the Board hereby approves the proposal for Scott & 
White Health Plan to include the County of Limestone in its authorized 
service area for TRS-ActiveCare, beginning on September 1, 2013; 
 
Resolved, That the Board hereby approves the proposal for Valley 
Baptist Health Plan, Inc. to offer to TRS-ActiveCare participants during 
Fiscal Year 2014 the same plan design it offered in Fiscal Year 2013, with 
the following proposed major benefit changes, and approves and adopts 
the following monthly premiums to be charged to TRS-ActiveCare 
participants enrolled in this HMO during Fiscal Year 2014 according to 
coverage tier: 
 
Valley Baptist Health Plan, Inc. Benefit Change Highlights 

Benefit 2012-2013 Plan Year Commencing 9-1-2013 
Out-of-pocket maximum 

• Individual 
• Family 

 
$3,500 
$7,000 

 
$4,000 
$8,000 

 
Valley Baptist Health Plan, Inc. With No Premium Changes 

Coverage Tier FY 2013 
Premiums 

FY 2014 
Premiums 

Percent Change 

Employee Only $387.06 $387.06 0.0% 
Employee & Spouse $941.04 $941.04 0.0% 
Employee & Child(ren) $607.86 $607.86 0.0% 
Employee & Family $960.14 $960.14 0.0% 

 
Resolved, That the approved plans of coverage offered by each HMO to 
participants in TRS-ActiveCare who reside or work in the respective 
service areas of each HMO, each of which commences on September 1, 
2013, shall remain unchanged until further action by the Board. 
  
Resolved, That with prior written approval from the Executive Director 
or his designee, each HMO may offer to participants in TRS-ActiveCare 
who reside or work in the respective service areas of each HMO, lower 
premiums than those herein approved, each of which commences on 
September 1, 2013. 
 
Resolved, That the Board authorizes the Executive Director or his 
designees to take any actions, including the expenditure of funds and 
the execution of all documents, deemed by him or such designee to be 
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necessary or advisable to implement this resolution and to administer the 
TRS-ActiveCare contracts with the HMOs. 

23. Consider the enrollment periods for the 2013-2014 plan year for the active 
employees health benefits program (TRS-ActiveCare), including presentation of 
participation data.  

Ms. Jones referred the board to the resolution establishing the enrollment periods for TRS-
ActiveCare, as required by law. She noted that staff recommended adding an enrollment period 
from August 1, 2013 through August 31, 2013 to provide plan participants an opportunity to 
make changes, if necessary. On a motion by Ms. Clifton, seconded by Mr. McDonald, the board 
unanimously adopted the following resolution establishing the enrollment periods for the 2013-
2014 plan year for TRS-ActiveCare: 
 

Whereas, Chapter 1579, Insurance Code, authorizes the Teacher 
Retirement System of Texas (TRS), as trustee, to implement and 
administer the uniform group health benefits program under the Texas 
School Employees Uniform Group Health Coverage Act (TRS-ActiveCare), 
as described in the statute; 
 
Whereas, 34 TEX. ADMIN. CODE § 41.36 provides that the TRS Board of 
Trustees may set the plan enrollment periods for TRS-ActiveCare by 
resolution;  
 
Whereas, TRS staff and the TRS-ActiveCare health plan administrator, 
Blue Cross and Blue Shield of Texas, have recommended that the plan 
enrollment periods for Fiscal Year 2014 TRS-ActiveCare coverage, 
effective September 1, 2013, occur from April 22, 2013 through May 24, 
2013, and from August 1, 2013 through August 31, 2013; 
 
Whereas, These plan enrollment periods do not affect the enrollment 
periods for any entity that becomes a participating entity after 
September 1, 2013; and 
 
Whereas, The Board desires to adopt the recommended plan 
enrollment dates; now, therefore, be it 
 
Resolved, Subject to alternative plan enrollment dates established 
under 34 Texas Administrative Code § 41.30, that the Fiscal Year 2014 
TRS-ActiveCare plan enrollment dates for entities who are participating 
entities on or before September 1, 2013 are from April 22, 2013 through 
May 24, 2013, and from August 1, 2013 through August 31, 2013.   

Whereupon, the meeting recessed at 7:24 p.m. 
 
The Board of Trustees of the Teacher Retirement System of Texas reconvened on February 22, 
2013, in the boardroom located on the fifth floor of the TRS East Building offices at 1000 Red 
River Street, Austin, Texas. The following board trustees were present:  
 
David Kelly, Chair 
Todd Barth 
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Karen Charleston 
Charlotte Clifton 
Joe Colonnetta 
Eric McDonald 
Chris Moss 
Anita Palmer 
Nanette Sissney 
 
Others present: 
Brian Guthrie, TRS 
Ken Welch, TRS 
Jerry Albright, TRS 
Amy Barrett, TRS 
Janet Bray, TRS 
Dennis Gold, TRS 
Howard Goldman, TRS 
Don Green, TRS 
T. Britt Harris, TRS 
Amy Morgan, TRS 
Marianne Woods Wiley, TRS 
Don Ballard, TRS 
Sylvia Bell, TRS 
Jamie Michels, TRS 
Cindy Haley, TRS 
Dan Herron, TRS 
Eric Lang, TRS 

Dan Junell, TRS 
Lynn Lau, TRS 
Jay LeBlanc, TRS 
Rebecca Merrill, TRS 
Melinda Nink, TRS 
Rhonda Price, TRS 
Rebecca Smith, TRS 
Steve Huff, Reinhart Boerner Van Deuren, Fiduciary Counsel 
Jay Masci, Provaliant 
Tim Lee, Texas Retired Teachers Association 
Michael Johnson, Bridgepoint Consulting 
Andrea Anderson, Bridgepoint Consulting 
Andy Tonkovich, HP 
Ernie Sanders, HP 
Victor Ferreira, HP  
John Grey, Texas State Teachers Association 
 

 
Mr. Kelly called the meeting to order at 8:09 a.m. 
 
1. Call roll of Board members. 
 
Ms. Lau called the roll. All trustees were present.  

24. Provide opportunity for public comment.  

In memory of former TRS employee, Diane Amaya of Legal Services, Ms. Rebecca Smith 
presented a framed print of the painting named “The Storm” by Trustee Anita Palmer. Ms. Smith 
stated that Ms. Amaya passed away in a sudden, tragic incident in August 2012. Ms. Smith 
expressed her appreciation to Ms. Palmer for her generous donation. The painting will be 
displayed in the offices of Legal Services. 

Mr. Tim Lee of Texas Retired Teachers Association acknowledged staff’s effort in informing 
retirees about the new Medicare Advantage plans. He stated that he hoped the positive feedback 
from those who had switched would encourage other retirees to look into the new options. He 
stated that the recently released pension plan study indicated that the TRS pension plan benefited 
both the state and the people who serve in the public school system. He expressed appreciation 
for the factual information presented in the study, which educated its audience about the benefits 
of TRS’ defined benefit plan.  He stated that the main concerns of his organization were the 
actuarial soundness of the pension and health benefit funds and the fact that retirees had not 
received a permanent annuity increase in 12 years.  
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25. Review the agenda items to be taken up on February 22, 2013.  

Mr. Guthrie reviewed the February 22, 2013 agenda items.  

Mr. Guthrie presented a draft letter to the state leadership to inform them of the changes adopted 
relating to the TRS-ActiveCare premiums and plan design. Per Mr. Barth’s suggestion, Mr. 
Guthrie said that he would clarify the rationale for the premium increase in the letter.   

26. Receive a presentation from the TEAM Program Independent Program Assessment 
(IPA) Vendor.  

Mr. Michael Johnson of Bridgepoint Consulting, the TEAM Program Independent Program 
Assessment (IPA) vendor, summarized the work completed to date. He presented the upcoming 
milestones and IPA activity.  

Mr. Johnson explained the risk-based approach to be used in assessing the TEAM Program. He 
categorized the typical risks faced during different phrases of the project, including staffing, 
process, and technology. Responding to a question from Ms. Sissney regarding inadequate data 
conversion, Mr. Johnson confirmed that the data cleansing process would occur during the 
implementation process. He said that the risk-based approach being used would perform quality 
control to ensure that any inadequacy would be detected and mitigated. Responding to Ms. 
Charleston’s questions regarding the basic skill sets needed to accomplish the project goals and 
how they would be provided, Mr. Johnson stated that the IPA would monitor the adequacy of 
those skill sets, the demand for which would substantially increase once the Line of Business 
(LOB) vendor was on board. Mr. Welch described the process for obtaining enough staff with 
the needed skill sets to implement the project.  

Mr. Johnson explained Bridgepoint’s program assessment methodology and reporting process, 
including the status report. He confirmed for Ms. Sissney that Bridgepoint would be actively 
engaged in offering solutions to risks presented in the status report, but it would be up to the 
management to take the actions needed to mitigate the risks.  

27. Receive an update on the TEAM Program.  

Mr. Welch presented the finalists of the naming the system context and announced that the 
winning submission was “TRUST,” which stands for Teacher Retirement System Unified 
System for Technology, submitted by Rebecca Smith and Don Ballard of Legal Services.   

Ms. Amy Morgan provided an update on the current status of the TEAM project. Responding to 
a question from Ms. Sissney concerning the distinction between the LOB and the financial 
system replacement projects, Ms. Woods Wiley stated that the LOB project specifically involves 
the pension benefit systems. Ms. Morgan stated that the scope of the financial system project had 
not been established yet. Mr. Jay Masci of Provaliant stated that the delay in the financial system 
project was due to staffing.  

Ms. Morgan summarized the accomplishments of the TEAM program to date and the upcoming 
milestones.   



 

 
TRS Board Meeting: February 20-22, 2013 
Page 19 of 19 

Ms. Bray provided an overview of the organizational change management project for the 
implementation of the TEAM program. 

After a recess at 10:02 a.m., the meeting reconvened at 10:25 a.m.  

28. Receive a panel discussion on the oversight functions for TRS.  

Ms. Amy Barrett introduced TRS’ oversight functions. Ms. Jamie Michels, Mr. Don Ballard, Mr. 
Jay LeBlanc, and Ms. Barrett presented the oversight functions performed by General 
Accounting, Legal Services, Enterprise Risk Management, and Internal Audit, respectively.  Ms. 
Michels and Mr. Hugh Ohn presented the oversight roles of the Comptroller’s office and the 
State Auditor’s Office, respectively, in purchasing and contracts. Ms. Barrett also laid out the 
lines of defense in the areas of purchasing and contracts and TEAM program to help ensure 
effective oversight and accountability in those areas. Ms. Michels and Mr. Ballard clarified for 
Ms. Sissney that multiple contracts awarded to the same vendor would be reported internally and 
to the Legislative Budget Board (LBB).  

29. Review the Deputy Director’s report, including an update on Board elections. 

Mr. Welch provided an update on the board elections. He announced the three candidates 
currently on the ballot for the active public education seat on the TRS Board: Mr. Hiram 
Burguete of Mission, Ms. Lindsey Pollock of Houston, and Ms. Dolores Ramirez of San Benito. 
He briefly laid out the next steps in the election process.   

30. Consider personnel matters, including the appointment, employment, evaluation, 
compensation, performance, duties, discipline, or dismissal of the Executive 
Director, Chief Investment Officer, or Chief Audit Executive.  

31. Consult with the Board's attorney(s) in Executive Session on any item listed above 
on this meeting agenda as authorized by Section 551.071 of the Texas Open 
Meetings Act (Chapter 551 of the Texas Government Code). 

Mr. Kelly announced that the board would go into executive session on agenda items 30 and 31 
under section 551.074 of the Texas Open Meeting Act to deliberate posted personnel matters, 
and under section 551.071 of the Act to receive legal advice from its attorney. All members of 
the public and staff not needed for the executive session were asked to leave the meeting room at 
this time and take their belongings with them.  

Whereupon, the open session recessed at 11:17 a.m. 
 
The meeting was reconvened in open session at 12:43 p.m. and then adjourned at 12:45 p.m. 
  
 
 

 

 





Teacher Retirement System of Texas 
Board of Trustees 

Resolution Setting Meeting Date for February 2014 
April 18-19, 2013 

RESOLVED, That the Board of Trustees (board) of the Teacher Retirement System of 

Texas sets the following meeting date and location: February 12 – 14, 2014 in 

Corpus Christi, Texas, at convenient times to be determined by the board chairman 

and executive director; and 

RESOLVED, That the executive director or his designee shall arrange for an 

appropriate site at which to hold the February 2014 board meeting.  

 

 





Teacher Retirement System of Texas 

Brian Guthrie 
April 19, 2013 

Executive Director’s Report 



Presentation Objectives 

2 

 Mid-Year Actuarial Valuation. 

 Legislative Update. 

 General Counsel Search Update. 

 Update on Meeting with OMERS. 

 New Process for Identifying and Processing Class Action 
Lawsuits. 

 Update on Agendas for June and July Board Meetings. 



3 

 

 

Mid-Year Actuarial Valuation 



Mid-Year Actuarial Valuation 

4 

TRS Trust Fund Valuation 2/28/13 8/31/12 Change 
8/31/12 - 2/28/13 

Market Value $116.3 billion $111.4 billion +4.9 billion 

Unfunded Actuarial Accrued Liability $27.4 billion $26.1 billion +1.3 billion 

Funded Ratio 
  81.4% 81.9% -0.5% 

Funding Period (years) 
  Never Never 

  
  
0.00% 
  
  

State Contribution Rate* 
  6.40% 6.40% 

Member Contribution Rate* 
  6.40% 6.40% 

Are contributions sufficient to fund future liabilities? No No 

Annual Required Contribution* (ARC) 8.77% 8.62% +.15% 



Mid-Year Actuarial Valuation 

5 

 The System’s asset performance exceeded expectations for the 
first six months of the current plan year with a market return of 
6.12% (equal to 12.24% annualized).   

 If the current contribution policy continues, the trust fund is 
projected to have sufficient assets to make benefit payments 
through 2069, after which the funding would return to a pay-
as-you-go status.  

 Despite strong investment returns over the last six months, the 
Unfunded Actuarial Accrued Liability increased slightly. This 
was due, primarily, to recognition of investment losses from 
2008-09.   

 Roughly $4 billion remain in unrecognized losses. 



6 

 

 

Legislative Update 



Legislative Update 
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 Proposed contribution rates in the Appropriation Bills: 
• House proposes 6.6% for both FY 14 and 15; and 
• Senate proposes 6.4% for FY 14 and 6.7% for FY 15.  

 TRS’ omnibus bill is HB 3357 (Callegari) and SB 1490 (Duncan): 

• Authorizes the Board to meet in executive session to discuss Board 
procurements with certain qualifications and audit items, such as internal 
control weaknesses; 

• Authorizes 3rd parties to present to the Board by telephone conference call 
(currently, 3rd parties can only present by video conference); 

• Exempts the Medical Board from subpoena; 
• Makes confidential TRS employees’ personal information, such as account 

numbers and names of family members, contained on financial disclosure 
statements and disclosure statements of conflicts of interest;  

• Remove requirement that TRS expenses be funded from General Revenue 
Fund;  

• Allows retirees to modify annuity option under certain conditions; and 
• Updates TRS-Care and TRS-ActiveCare to match federal law. 

 
 

 
 



Legislative Update 

8 

 Possible amendments to pension and health benefits in the 
substitutes for SB 1458 (Duncan) and HB 1884 (Callegari): 
• Increase to either 60 or 62 the minimum age for normal-age 

retirement eligibility; 
• Grandfather those within 5 years of retirement as of 8/31/14; 
• Member and state contributions match with a member contribution 

floor of 6.4% and a ceiling of 6.9%; 
• 1% contribution by school districts for those TRS members who do 

not participate in OASDI; 
• Reduce interest rate on withdrawn service from 5% to 2%; 
• Those who retire prior to age 60 or 62 can only participate in TRS-

Care 1 (Those currently in TRS-Care 2 and 3 keep coverage and 
retirees become eligible for TRS-Care 2 or 3 upon reaching the 
minimum age); and 

• No longer have to offer an ERS-equivalent plan in TRS-ActiveCare. 
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General Counsel Search  
Update 
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Update on Meeting with 
Ontario Municipal Employees 
Retirement System (OMERS) 
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New Process for Identifying and 
Processing Class Action Lawsuits 
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Upcoming Agendas 
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June 13-14, 2013 Major items include: 
Board  

• SPN (KKR and Apollo) review and due diligence discussion in executive 
session; 

• Report on Q1 earnings; 
• Adopt FY 2014 Budget; 
• Adopt TRS-Care rates; 
• Legislative update; and  
• Overview of services provided by State Street. 

Committees  
• IMC - Review Private Equity and Real Assets and receive first overview 

of Energy & Natural Resources; 
• Policy Committee - Begin review of 403(b) rules; 
• RMC - Enterprise Risk Management Report; 
• Benefits Committee - Benefit Services Division statistics report; and 
• Audit Committee - SAO’s audit of incentive compensation and  
  results of health care administration audit. 



Upcoming Agendas 
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July 26, 2013 Major items include: 
Board  

• Conduct annual evaluations of Executive Director, Chief Audit Executive, 
and Chief Investment Officer; 

• Interview and consider selection of fiduciary counsel; 
• Legislative implementation update; 
• Certify state contributions to TRS-Care; 
• Authorize purchase of D&O and fiduciary liability insurance; and 
• Recognize outgoing Trustees. 

Committees  
• Audit Committee will meet to conduct an evaluation of the Chief Audit 

Executive. 
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Summary 

 Most equity markets around the world posted modest positive returns during the fourth quarter to 
finish off 2012 with double digit gains.  
– Positive economic data and reduced concern about a Eurozone debt crisis helped during the fourth 

quarter, but the fiscal cliff in the US kept risk appetites in check.  
 TRS Total Fund gained 2.5% during the fourth quarter and modestly outperformed its benchmark 

– Total Fund one-year return of 13.9%  is ahead of policy benchmark by 1.7% driven by strong 
results across most investments, specifically from private equity, other absolute return, and real 
assets. 

 Major sources of outperformance during the quarter included: 
– Global Equity: 

• Private Equity 
• U.S. Large Cap 
• Non-U.S. Emerging Markets (outperformance and an overweight allocation) 

– Stable Value: 
• An underweight allocation to Long Treasuries 
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1. Market Summary – Fourth Quarter 2012 

Fourth Quarter One Year Three Years Five Years Ten Years 

Global Equity: 

MSCI USA Standard -0.2% 16.1% 11.0% 1.8% 7.3% 
MSCI USA Small Cap 2.8 18.2 13.6 5.6 11.0 
MSCI EAFE + Canada Index 5.9 16.4 3.6 -3.4 8.6 
MSCI Emerging Markets Index 5.6 18.2 4.7 -0.9 16.5 
HFRI Fund of Funds Composite Index 1.3 4.8 1.5 -1.8 3.6 
State Street Private Equity Index (qtr lagged) 2.5 11.3 13.0 3.1 11.7 
Global Equity Policy Benchmark 2.9 15.0 8.0 0.4 -- 
Stable Value:   

Barclays Capital Long Treasury Index -0.8% 3.6% 13.8% 9.7% 7.6% 
HFRI Fund of Funds Conservative Index 1.5 4.1 1.8 -1.5 2.8 
3 Month LIBOR + 2% 0.6 2.4 2.4 2.9 4.2 
90 Day US Treasury Bill 0.0 0.1 0.1 0.5 1.8 
Stable Value Policy Benchmark -0.2 3.6 10.9 7.9 -- 
Real Return:   

Barclays Capital US Treasury TIPS Index 0.7% 7.0% 8.9% 7.0% 6.7% 
NCREIF ODCE (qtr lagged) 2.5 10.5 11.1 -2.0 -- 
Goldman Sachs Commodities Index -3.3 0.1 2.5 -8.1 2.7 
MSCI US REIT 2.5 17.8 18.0 5.6 11.6 
Real Return Policy Benchmark 2.1 10.4 10.8 3.5 -- 
TRS Policy Benchmark 2.2% 12.2% 9.6% 3.1% 7.7% 
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2. Market Value Change 

$112,432.0 

-$879.6 

$2,812.2 

$114,364.6 

 (20,000)

 -

 20,000

 40,000

 60,000

 80,000

 100,000

 120,000

Beginning Market Value Net Additions / Withdrawals Investment Earnings Ending Market Value

M
ill

io
ns

 ($
) 

Change in Market Value ( $Millions ) 
From October 1, 2012 To December 31, 2012 



Teacher Retirement System of Texas  |  April 2013 6 

3. Asset Allocation Detail 

Note: Actual allocations above are based upon Account Level information 

Market Value   
($ in millions) 

 as of 12/31/2012 
Policy  
Target 

Relative 
Allocation 

to 
Policy    
Target Ranges ($) (%) 

  Total Fund $114,365  100% 100% --- -- 
  U.S. Large $22,191  19.4% 18% +1.4% 13-23% 
  U.S. Small $1,835  1.6% 2% -0.4% 0-7% 
  Non-U.S. Developed $15,020  13.1% 15% -1.9% 10-20% 
  Emerging Markets $13,879  12.1% 10% +2.1% 5-15% 
  Directional Hedge Funds $5,774  5.0% 5% +0.0% 0-10% 
  Private Equity $13,472  11.8% 12% -0.2% 7-17% 
  Global Equity $72,171  63.1% 62% +1.1% 55-69% 
  Long Treasuries $13,406  11.7% 13% -1.3% 0-20% 
  Stable Value Hedge Funds $4,109  3.6% 4% -0.4% 0-10% 
  Absolute Return (including OAR) $1,075  0.9% 0% +0.9% 0-20% 
  Cash $2,293  2.0% 1% +1.0% 0-5% 
  Stable Value $20,883  18.3% 18% +0.3% 13-23% 
  TIPS $6,260  5.5% 5% +0.5% 0-10% 
  Real Assets $13,982  12.2% 15% -2.8% 5-20% 
  Commodities $1,068  0.9% 0% +0.9% 0-5% 
  Real Return $21,311  18.6% 20% -1.4% 15-25% 



Teacher Retirement System of Texas  |  April 2013 7 

4. Total TRS Performance Ending 12/31/2012 

Note: The excess returns shown above may not be a perfect difference between the actual and benchmark returns due entirely to rounding.  
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5. Total Fund Attribution - Quarter Ending 12/31/2012 

Asset Class 

Allocation 
Effect  

(in bps) 

U.S. Large Cap -9 

U.S. Small Cap 0 

Non-U.S. Developed -6 

Emerging Markets 5 

Directional Hedge Funds 0 

Private Equity 0 

Long Treasuries 6 

Stable Value Hedge Funds 0 

Cash Equivalents -2 

Other Absolute Return -1 

U.S. TIPS -1 

Real Assets -1 

REITS 0 

Commodities -5 

Total Allocation Effect -14 
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5. Total Fund Attribution – One Year Ending 12/31/2012 

Asset Class 

Allocation 
Effect  

(in bps) 

U.S. Large Cap -1 

U.S. Small Cap -7 

Non-U.S. Developed 2 

Emerging Markets -13 

Directional Hedge Funds 0 

Private Equity 2 

Long Treasuries 24 

Stable Value Hedge Funds 4 

Cash Equivalents -4 

Other Absolute Return -16 

U.S. TIPS -3 

Real Assets 1 

REITS 0 

Commodities -11 

Total Allocation Effect -22 
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6. Risk Profile: Total Fund Risk-Return vs. Peers 
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6. Risk Profile: Trailing 3-Year Risk Metrics Peer Comparison 

Universe: Public Funds > $1B Net 
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6. Risk Profile: Trailing 5-Year Risk Metrics Peer Comparison 

Universe: Public Funds > $1B Net 
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7. Global Equity: Performance Summary Ending 12/31/2012 

Fourth Quarter One Year Three Years Five Years 

Total Global Equity 3.5% 16.3% 8.1% 0.4% 

Global Equity Benchmark 2.9 15.0 8.0 0.4 

Difference +0.6 +1.3 +0.1 0.0 

Total U.S.  0.9% 17.4% 10.8% 2.1% 
U.S. Benchmark 0.1 16.3 11.0 2.0 

Difference +0.8 +1.1 -0.2 +0.1 

U.S. Large Cap 0.7% 17.1% 10.4% - 

Large Cap Benchmark -0.2 16.1 10.5 - 

Difference +0.9 +1.0 -0.1 - 

U.S. Small Cap 3.0% 22.6% 14.8% 5.8% 

Small Cap Benchmark 2.8 18.2 13.6 4.5 

Difference +0.2 +4.4 +1.2 +1.3 

Non-U.S. Equity 5.7% 17.2% 4.4% -1.2% 
Non-U.S. Benchmark 5.8 17.2 4.2 -2.0 

Difference -0.1 0.0 +0.2 +0.8 

Non-U.S. Developed 5.4% 15.9% 4.2% -2.7% 

MSCI EAFE + Canada 5.9 16.4 3.7 -3.4 

Difference -0.5 -0.5 +0.5 +0.7 

Emerging Markets 6.0% 19.5% 4.9% -0.6% 

MSCI Emerging Markets 5.6 18.2 4.7 -0.9 

Difference +0.4 +1.3 +0.2 +0.3 

Note: The excess returns shown in this presentation may differ from State Street statements due entirely to rounding. These differences are 
generally within a few basis points and are not material. 
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7. Global Equity: Performance Summary Ending 12/31/2012 (cont’d) 

Fourth Quarter One Year Three Years Five Years 

Directional Hedge Funds 2.2% 6.8% - - 

HFRI Fund of Funds Composite Index 1.3 4.8 - - 

Difference +0.9 +2.0 - - 

Total Public Equity 3.3% 16.1% 6.7% -0.3% 

Public Equity Benchmark 3.0 15.8 6.9 -0.3 

Difference +0.3 +0.3 -0.2 0.0 

Total Private Equity 4.5% 16.4% 15.6% 4.8% 

Private Equity Benchmark 2.5 11.3 13.0 4.8 

Difference +2.0 +5.1 +2.6 0.0 

Note: The excess returns shown in this presentation may differ from State Street statements due entirely to rounding. These differences are 
generally within a few basis points and are not material. 
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8. Stable Value: Performance Summary Ending 12/31/2012 

Fourth Quarter One Year Three Years Five Years 

Total Stable Value 0.1% 6.5% 11.7% 7.9% 

Total Stable Value Benchmark -0.2 3.6 10.9 7.9 

Difference +0.3 +2.9 +0.8 0.0 

Long Treasuries -0.7% 4.2% 14.5% 10.9 

Treasury Benchmark -0.8 3.6 13.8 9.7 

Difference +0.1 +0.6 +0.7 +1.2 

Stable Value Hedge Funds 0.8% 2.3% 2.3% 0.0% 

Hedge Funds Benchmark 1.5 4.1 2.7 3.1 

Difference -0.7 -1.7 -0.4 -3.1 

Other Absolute Return 3.7% 38.6% 17.2% - 

Other Absolute Return Benchmark 0.6 2.4 2.4 - 

Difference +3.1 +36.2 +14.8 - 

Cash Equivalents 0.1% 1.0% -0.3% 0.2% 

Cash Benchmark 0.0 0.1 0.1 0.5 

Difference +0.1 +0.9 -0.4 -0.3 

Note: Performance of Cash Equivalents is shown net of fees paid to TRS Strategic Partners 
 
Note: The excess returns shown in this presentation may differ from State Street statements due entirely to rounding. These differences are generally within a few basis points 
and are not material. 
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9. Real Return: Performance Summary Ending 12/31/2012 

Fourth Quarter One Year Three Years Five Years 

Total Real Return 1.4% 11.1% 11.2% 3.9% 

Real Return Benchmark 2.1 10.4 10.8 3.5 

Difference -0.7 +0.7 +0.4 -0.4 

TIPS 0.8% 7.1% 9.1% 7.3% 

U.S. TIPS Benchmark 0.7 7.0 8.9 6.5 

Difference +0.1 +0.1 +0.2 +0.8 

Real Assets 2.5% 13.6% 13.6% -0.4% 

Real Asset Benchmark 2.5 10.5 11.1 -1.6 

Difference -0.0 +3.1 +2.5 +1.2 

Commodities  -10.1% -0.3% 2.6% -6.0% 

Commodities Benchmark -3.3 0.1 2.5 -8.1 

Difference -6.8 -0.4 +0.1 +2.1 

Note: The excess returns shown in this presentation may differ from State Street statements due entirely to rounding.  
These differences are generally within a few basis points and are not material. 
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Historical Excess Performance 

Quarterly and Cumulative Excess Performance   

Total Fund vs. Total Fund Benchmark 
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External Manager Program: Public Equity Performance as of 12/31/2012 

Allocation  
($ in billions) 

Fourth  
Quarter 

One  
Year 

Three  
Years 

  EP Total Global Equity $30.4  4.0% 17.4% 6.9% 

  EP Global Equity Benchmark -- 3.0 15.6 6.6 

  Difference -- +1.0 +1.8 +0.3 

  EP U.S. Large Cap $7.3 1.8% 18.5% 11.2% 

  EP Large Cap Benchmark -- -0.2 16.1 10.5 

  Difference -- +2.0 +2.4 +0.7 

  EP U.S. Small Cap $1.8 2.9 20.0 - 

  EP Small Cap Benchmark -- 2.8 18.2 - 

  Difference -- +0.1 +1.8 - 

  EP Non-U.S. Developed $5.5 5.6 14.6 3.6 

  MSCI EAFE + Canada Index -- 5.9 16.4 3.7 

  Difference -- -0.3 -1.8 -0.1 

  EP Emerging Markets $7.3 5.9 19.9 5.1 

  MSCI Emerging Markets Index -- 5.6 18.2 4.7 

  Difference -- +0.3 +1.7 +0.5 

  EP World Equity $4.0 4.7% 19.9% 7.3% 

  EP World Equity Benchmark -- 2.9 16.1 6.6 

  Difference -- +1.8 +3.8 +0.7 

  EP Directional Hedge Funds $4.5 2.7 8.2 - 

  HFRI Fund of Funds Composite Index -- 1.3 4.8 - 
  Difference -- +1.4 +3.4 - 

Note: The excess returns shown in this presentation may differ from State Street statements due entirely to rounding.  These differences are 
generally within a few basis points and are not material. 
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External Manager Program: Stable Value/Total Program Performance 
as of 12/31/2012 

Allocation  
($ in billions) 

Fourth  
Quarter 

One  
Year 

Three  
Years 

  EP Total Stable Value $4.2 1.4% 10.6% 6.5% 

  EP Stable Value Benchmark -- 0.0 0.4 1.5 

  Difference -- +1.4 +10.2 +5.0 

  EP Stable Value Hedge Funds $4.1 0.8% 2.3% 2.3% 

  EP Stable Value Hedge Funds Benchmark -- 1.5 4.1 2.7 

  Difference -- -0.7 -1.7 -0.4 

  EP OAR $0.1 12.1% 52.1% 18.9% 

  EP OAR Benchmark -- 0.6 2.4 2.4 

  Difference -- +11.5 +49.7 +16.5 

  Total External Public Program $34.6 3.7% 16.4% 7.3% 

  EP External Public Benchmark -- 2.9 13.7 5.8 

  Difference -- +0.8 +2.7 +1.5 

Note: The excess returns shown in this presentation may differ from State Street statements due entirely to rounding. These differences are 
generally within a few basis points and are not material. 
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Strategic Partnership Program (SPN): Performance Summary 
Ending 12/31/2012 

 The Public SPNs in aggregate outperformed the benchmark during all time periods shown above 
 The three-year return of the Public SPN coincidentally matches the return of the TRS total portfolio at 

10.0%.  
 The Private Markets Strategic Partnership outperformed its benchmark by 0.2% during the quarter. 
.  

  Allocation          
($ in billions) 

Fourth  
Quarter 

One  
Year 

Three  
Years 

 Public Strategic Partnership $5.8 2.4% 15.0% 10.0% 
 Public SPN Benchmark -- 1.7 13.5 9.8 

 Difference -- +0.7 +1.5 +0.2 

 Blackrock $1.3 2.2% 13.4% 9.3% 
 J.P. Morgan $1.4 3.8% 17.0% 10.4% 
 Neuberger Berman $1.3 1.8% 14.5% 9.9% 
 Morgan Stanley $1.3 1.8% 15.3% 10.1% 
 Barclays Capital $0.6 2.4% 14.9% -- 
 Private Markets Strategic Partnership $0.3 2.7% - - 
 Private Markets SPN Benchmark -- 2.5 - - 
 Difference -- +0.2 - - 
 Apollo 
 KKR 

$0.1 
$0.2 

-1.4% 
5.5% 

- 
- 

- 
- 

 Public and Private Strategic Partnership Program  
$6.1 

 
2.4% 

 
- 

 
- 

 Total SPN Benchmark -- 1.8 - - 
  Difference -- +0.6 - - 

Note: The excess returns shown in this presentation may differ from State Street statements due entirely to rounding. These differences are 
generally within a few basis points and are not material. 
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Benchmarks 

 Total Fund Performance Benchmark – 18% MSCI US Standard, 2% MSCI US Small Cap, 10% 
MSCI Emerging Markets,  15% MSCI EAFE plus Canada, 5% HFRI FoF Composite Index, 12% State 
Street Private Equity (1 qtr lagged), 13% BC Long Term Treasury, 4% HFRI FoF Conservative Index, 
1% Citigroup 3 Mo T-Bill, 5% BC US TIPS, and 15% NCREIF ODCE (1 qtr lagged) 

 Global Equity Benchmark– 24% MSCI EAFE plus Canada, 29% MSCI US Standard, 3% MSCI US 
Small Cap,16% MSCI Emerging markets index, 8% HFRI FoF Composite Index, and 19% State 
Street Private Equity (1 qtr lagged) 

 US Large Cap Benchmark - MSCI US Standard Index 
 US Small Cap Benchmark - MSCI US Small Cap Index 
 Emerging Markets Benchmark – MSCI Emerging Markets  
 Non-US Developed Benchmark– MSCI EAFE plus Canada 
 Directional Hedge Funds – HFRI Fund of Funds (FoF) Composite Index 
 Private Equity Benchmark - State Street Private Equity (1 qtr lagged) 
 Stable Value Benchmark – 22% HFRI FoF Conservative Index, 72% BC Long Term Treasury, and 

6% Citigroup 3 mo T-Bill. 
 US Treasuries Benchmark – Barclays Capital (BC) Long Term Treasury 
 Stable Value Hedge Funds – HFRI Fund of Funds (FoF) Conservative Index 
 Other Absolute Return Benchmark  - 3 Mo LIBOR + 2% 
 Cash Benchmark - Citigroup 3 Mo T-Bill 
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Benchmarks (cont’d) 

 Real Return Benchmark – 25% BC US TIPS and 75% NCREIF ODCE 
 US TIPS Benchmark  - BC US TIPS Index 
 Real Assets Benchmark –NCREIF ODCE (1qtr lagged)  
 Commodities Benchmark - Goldman Sachs Commodity Index  
 
Note: Returns and market values (based on account level) reported are provided by State Street. Net 
additions/withdrawals are reported on a gross (adjusted for expenses) total fund level as provided by 
State Street. All rates of return for time periods greater than one year are annualized. The excess returns 
shown in this presentation may differ from State Street statements due entirely to rounding. These 
differences are generally within a few basis points and are not material.  
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Description of Performance Attribution 

 A measure of the source of the deviation of a fund's performance from that of its policy benchmark. 
Each bar on the attribution graph represents the contribution made by the asset class to the total 
difference in performance. A positive value for a component indicates a positive contribution to the 
aggregate relative performance. A negative value indicates a detrimental impact. The magnitude of 
each component's contribution is a function of (1) the performance of the component relative to its 
benchmark, and (2) the weight (beginning of period) of the component in the aggregate.  

 The individual Asset Class effect, also called Selection Effect, is calculated as  
 Actual Weight of Asset Class x (Actual Asset Class Return – Asset Class Benchmark Return) 
 The bar labeled Allocation Effect illustrates the effect that a Total Fund's asset allocation has on its 

relative performance. Allocation Effect calculation = (Asset Class Benchmark Return –Total 
Benchmark Return) x (Actual Weight of Asset Class – Target Policy Weight of Asset Class).  

 The bar labeled Cash Flow Effect describes the impact of asset movements on the Total Fund results.  
 Cash Flow Effect calculation = (Total Fund Actual Return – Total Fund Policy Return) – Current 

Selection Effect – Current Allocation Effect 
 The bar labeled Benchmark Effect results from the weighted average return of the asset classes' 

benchmarks being different from the Total Funds’ policy benchmark return. Benchmark Effect 
calculation = Total Fund Policy Return – (Asset Class Benchmark Return x Target Policy Weight of 
Asset Class) 

 Cumulative Effect 
 Cumulative Effect calculation = Current Effect t *(1+Cumulative Total Fund Actual Return t-1) + 
     Cumulative Effect t-1*(1+Total Fund Benchmark Return t) 
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Percent of 
Trust 2012 Return Value Added 

Total Trust 100% 13.9% 1.7% 
Global Equity 62% 16.3% 1.3% 
Stable Value 19% 6.5% 2.9% 
Real Return 19% 11.1% 0.7% 
EAFE 14% 15.9%   -0.6%1 
Emerging Markets 12% 19.5% 1.3% 
Real Assets 12% 13.6% 3.1% 
Private Equity  12% 16.4% 5.1% 
Long Treasury Bonds 12% 4.2% 0.6% 
Large Cap Value (US) 8% 16.1% 1.1% 
Large Cap Growth (US) 8% 17.8% 0.5% 
TIPS 5% 7.1% 0.2% 
Directional Hedge Funds 5% 6.8% 2.0% 
Stable Value Hedge Funds 4% 2.3% -1.7%2 
Cash 3% 1.0% 0.9% 
Small Cap (US) 2% 22.6% 4.4% 
Tactical Credit 1% 39.3% 36.9% 
Precious Metals 1% 2.0% 2.3% 

Trust Returns and IMD Value Added  
As Percent of the Trust 

Notes: 
1 Positive 50 basis points for 3 years 
2 Negative 40 basis points for 3 years 
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Peer Comparison 
As of December 31, 2012 

Source: Hewitt EnnisKnupp, Wilshire TUCS 
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Risk Profile 
Trailing 3-Year Risk Metrics 

Source: Hewitt EnnisKnupp, Universe: Public Funds >$1B Net 
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Internal and External Audits and Formal Consulting 
Projects 
• 28 audits over the past four years 
• Multiple audit sources 
• No significant findings 
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Monitoring: HF 
definition 

IA – Performance 
Benchmarks 

IA/Huron – Valuation Audit IA Derivative 
Use 

IA - Investment Selection 
and Monitoring (EM) 

IA- IPS Compliance 
(quarterly) 

Inv Training Consulting 
Inst (ITCI) – Domestic 
Equities 

Independent Fiduciary 
Review – Review of Ext 
Mgrs, Derivatives 

IA/Duff & Phelps – 
Performance 
Measurement 

IA – Soft Dollars SAO – 
Derivative Use 

IA - Allowances in Asset 
Management Contracts 

IA – Security Testing 
incl. Bloomberg Access 
(quarterly) 

SAO – Manager 
Selection 

IA - Incentive 
Calculations 

Duff & Phelps – Valuation 
Policy 

 IA - TRS-wide Data Backup 
& Recovery 

IA – Inv Risk Mgmt.  SAO – Mgr Monitoring IA – Inv Accounting SAO – CAFR (annually)  IA – Derivatives 

  IA – Partnership 
Selection & Monitoring 

IA – SSB Compliance 
Calculations 

Grant Thornton – IT Ops 
(Resource Review) 

 SAO- Incentive Pay Plans at 
TRS, ERS & Permanent 
School Fund 

   Grant Thornton – IT 
Controls 

 SAO – CAFR 

   Grant Thornton – IT Service 
Level Agreement 

 Comptroller – Post-
Payment Audit (Payroll, 
Travel & Payables) 

   Vito Consulting – Hiring 
Procedures 

 

   IA – Records Retention  

   IA – 3rd Party Paid Travel  
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Long Term Results 

• aiCIO Runner-Up, Best Public Pension Plan >$15B 

• Highest 10 Year Private Equity Return for Plans >$1B 

• PERE North America Institutional Investor of the Year 

• Institutional Investor Hedge Fund Industry Awards – 
Nominated for Large Public Plan of the Year 

• TOIGO Innovative Leadership Award 

• Private Equity International North American LP of the Year 

• HFM Week - #6 Most Influential Investors and Advisors in 
the Hedge Fund Space 

Source: State Street Bank, Wilshire TUCS 

12.2% 

9.6% 

7.8% 
8.8% 

1.7% 

0.4% 

0.2% 
0.3% 

0%

2%

4%

6%

8%

10%

12%

14%

16%

1 Year 3 Years 10 Years 25 Years

Trust Annualized Performance 

Benchmark Alpha

Alpha Contribution 

($ millions) vs. Passive vs. Peers* 

1 Year 1,592 340 

3 Years 1,117 2,510 

10 Years 2,292 2,980 

25 Years 12,397 N/A 
*TUCS Median, Funds >$10B 

Top 5 Best Large Public Plan 

13.9% 

10.0% 

8.0% 
9.1% 
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Long-Term Success 
TRS Investment Management Division 

Right 

Plan 
People 
Metrics 

Right 

Framework 
Approach 

Brand 

Long Term 
Success 

+ = 



BETA STRUCTURE 

Right Plan 
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• GDP surprises are negative 
• Inflation surprisingly low with weak 

demand 
• Negative earnings surprises 
• Out of line valuations 
• Flight to quality 

• GDP surprises are positive 
• Inflation surprises not 

dramatic 
• Positive earnings surprises 
• Reasonable valuations 
• Political stability generally 

exists 

• Real GDP growth too low 
• Inflation surprises on the high side 
• Real earnings too low 
• Commodity-oriented demand exceeds 

supply by an above normal margin 

 
 
 

Public Equities 50% 
Private Equity 12% 

 
US Large Cap 18% 
US Small Cap 2% 

Non- US Developed 15% 
Emerging Market Equities 10% 
Directional Hedge Funds 5% 

Private Equity 12% 

 

 

Global TIPS 5% 
Commodities 0% 
Real Assets 15% 

 

 
 
 

Treasuries 13% 
Hedge Funds 4% 

Cash 1% 

 

Stable Value 
18% 

Global Equity 
62% 

Real Return 
20% 

Category: 

Asset Class: 

Economic 
Conditions: 

TRS Diversification Framework 
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Diversification Effectiveness 

6.6% 

11.7% 

16.3% 

8.1% 

11.1% 11.2% 

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

14.0%

16.0%

18.0%

1 Year 3 Year

Stable Value (Deflation)

Global Equity

Real Return (Inflation)
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GMO vs. JP Morgan Market Return Projections 

Source: TRS Pension Benefit Design Study (2012) 

Current Policy Allocations and Forecasts Used For Most DB Returns In Study 
    Current TRS Long-Term (JPM) Intermediate Term (GMO) 

    Policy Allocation (%) Forecast (%) Volatility (%)  Forecast (%) Volatility (%)   

  Large Cap Value 9.00 9.66 20.75 2.70 20.75 
  Large Cap Growth 9.00   10.11   20.50   4.10 20.50   
  Small Cap 2.00   11.21   25.00   1.70 25.00   
  EAFE Unhedged 15.00   10.42   24.75   8.30 24.75   
  Emerging Markets 10.00   13.88   30.50   8.90 30.50   

  Directional Hedge Funds1 5.00   8.14   5.904 4.30 5.904 

  Private Equity2 12.00   14.00   17.20   7.90 17.20   

  Stable Value Hedge Funds1 4.00   6.67   4.014 3.30 4.014 

  Long Treasuries/US Bonds 13.00   2.66   13.75   0.70 13.75   
  Cash 1.00   2.00   0.50   2.30 0.50   
  US Aggregate 0.00   3.07   3.75   2.02 3.75   
  US TIPS/Index Linked Bonds 5.00   3.74   7.00   0.10 7.00   
  REITS 0.00   9.90   25.75   0.60 25.75   
  Commodities 0.00   8.01   18.25   6.00 18.25   
  Real Assets2 15.00 8.00   10.40   6.00 10.40   
  Total 100.0               
  Expected Gross Annualized Return5     8.43   4.47   
                      
  Notes:    

1 Hedge fund forecasts are a blend of sub-strategies.  
2 Private Equity and Real Assets expected returns are based on internal TRS projections. Private Equity volatility is based on 10 year annualized benchmark volatility (SSPEI) and 
Real Assets volatility is based on since inception annualized benchmark volatility (NCREIF ODCE). 

3 GMO does not provide forecasts for Hedge Funds, Real Assets, Commodities and the US Aggregate Bond Index.  We assume the following intermediate-term expected returns: 
Directional Hedge Funds are Cash plus 2%. Private Equity is the average of Large Cap Value and Growth plus 4.5%.  Stable Value Hedge funds are Cash plus 1%. US Aggregate is 
the current yield on the index.   Commodities and Real Assets are reduced by 2% from JPM forecasts. 

4 Directional Hedge Fund volatility estimated from monthly return data for the HFRI FOF Composite Index from February 1990 to April 2012. Stable Value Hedge Fund volatility 
estimated from monthly return data for the HFRI FOF Conservative Index for the same period. 

5 Return forecast includes an assumption of 0.15% of alpha primarily from private asset classes. Target alpha for the current policy allocation is 1%. 
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GMO Asset Class Return Forecast 
As of January 1, 2001 

 

Source: GMO 
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GMO Asset Class Return Forecast 
As of December 31, 2008 

 

Source: GMO 

0.2% 
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6.5% Long-term Historical US Equity Return 

Stocks Bonds Other 

GMO 7-Year Asset Class Return Forecasts 
As of February 28, 2013 

*The chart represents real return forecasts for several asset classes and not for any GMO fund or strategy.  These forecasts are forward-looking statements based upon the 
reasonable beliefs of GMO and are not a guarantee of future performance.  Forward-looking statements speak only as of the date they are made, and GMO assumes no duty 
to and does not undertake to update forward-looking statements.  Forward-looking statements are subject to numerous assumptions, risks, and uncertainties, which change 
over time.  Actual results may differ materially from those anticipated in forward-looking statements.  US inflation is assumed to mean revert to long-term inflation of 2.2% 
over 15 years. 

Estimated Range of  
7-Year Annualized Returns 

(%) 
±6.5 ±7.0 ±6.0 ±7.0 ±10.5 ±4.0 ±4.0 ±8.5 ±1.5 ±1.5 ±5.5 ±6.5 
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Market Expectations & Economic Activity 

Source: Bridgewater Daily Observations 1/12/2010 

Market Expectations at the Start of the Decade 
1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 

Discounted Growth -8.2% -0.7% -3.7% -7.4% 0.3% 3.0% 2.0% 4.3% 6.0% 1.8% 

Break-Even Inflation 5.1% -1.0% -1.6% 0.8% 0.5% 4.2% 8.1% 4.4% 2.2% 2.2% 

Economic Activity and Interest Rates, Average over Each Decade 
1920’s 1930’s 1940’s 1950’s 1960’s 1970’s 1980’s 1990’s 2000’s 

Real Growth 2.7% 1.8% 5.4% 4.0% 4.3% 3.3% 3.1% 3.2% 1.8% 

Bill Yield 3.8% 0.5% 0.5% 2.0% 4.1% 6.3% 8.8% 4.8% 3.2% 

Bond Yield 4.1% 3.0% 2.3% 3.0% 4.7% 7.6% 10.9% 6.8% 4.5% 

Unemployment 4.3% 16.5% 5.1% 4.5% 4.8% 6.2% 7.3% 5.8% 5.5% 

Inflation -1.3% -2.0% 5.5% 2.2% 2.5% 7.4% 4.9% 2.9% 2.5% 
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What Markets Are Discounting 
Lowest Implied Growth Rates for 100 Years 

• Last 18 months: corporate earnings up 
20%, bond yields down 1.5% 

• Absent the drop in rates, this change in 
discounted growth rate would equate to 
a 35% price drop for stocks 

Types of Principal Investments 

Real Long-Term Growth Rate 
Implied By Equity Market 

Pre-crisis 3% 

Early 2011 2% 

Today Negative 

Source: Bridgewater 
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Asset Class Returns 

Source: Bridgewater Daily Observations 1/12/2010 

Asset Class Nominal Returns by Decade 
1920’s 1930’s 1940’s 1950’s 1960’s 1970’s 1980’s 1990’s 2000’s 

Stocks 17% -2% 10% 18% 8% 7% 17% 18% -2% 

Bonds (at eq vol) 22% 15% 8% -1% 4% 10% 14% 10% 12% 

Gold 0% 5% 1% -1% 0% 31% -3% -4% 11% 

Silver -9% -2% 8% 2% 7% 27% -12% 0% 10% 

Commodities -5% -4% 6% 0% 2% 10% -2% -1% 9% 
Starting and ending points of decades are smoothed 

Asset Class Real Returns by Decade 
1920’s 1930’s 1940’s 1950’s 1960’s 1970’s 1980’s 1990’s 2000’s 

Stocks 18% 0% 4% 16% 5% -1% 12% 15% -4% 

Bonds (at eq vol) 24% 17% 2% -3% 1% 2% 9% 7% 9% 

Gold 1% 7% -4% -3% -2% 22% -8% -6% 8% 

Silver -8% 0% 2% 0% 4% 18% -17% -3% 7% 

Commodities -4% -2% 0% -2% -1% 3% -6% -4% 6% 
Starting and ending points of decades are smoothed 
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Money and Interest Expense 

 
Source: Bridgewater Daily Observations 1/12/2010 
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Total Debt / GDP 

Money and Credit at Beginning of Each Decade 
1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 

Total Debt / GDP 127% 166% 164% 145% 140% 143% 155% 224% 256% 355% 

Money / GDP 8% 7% 21% 16% 10% 8% 6% 5% 6% 14% 
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Interest Expense 
Personal 

Source: Bloomberg 
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Inflation and Treasury Yield 
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Source: Bloomberg, Robert Shiller 
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High Yield 
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Shiller P/E Ratio 

Source: Robert Shiller, Bloomberg, Datastream 
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Private Equity Multiples and Volume 

Source: S&P M&A Stats, US Buyouts >$500mm 
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Real Estate Cycle Clock - Fundamentals 
United States as of March 2013 

Overshooting/ 
Demand Shortfall 
Phase 

Absorption 
Phase 

Decline 
Phase 

Growth 
Phase 

12 

9 3 

6 

Equilibrium 

Class C Malls – 3:30 

Power Center – 4:00 

Multifamily Rental – 7:30 

Residential Land / Suburban 
Office – 4:30 

CBD Office / Industrial / Full Service Hotels / 
Resorts / Single Family – 6:00 

Class A Malls / Outlet Center – 6:30 

Neighborhood Strip / Extended Stay / 
Ltd. Service Hotels  – 5:00 

 

Source: Rosen Consulting Group 
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Oil Prices 

Source: Oil prices – www.PlainsAllAmerican.com – Illinois Crude 
CPI-U Inflation Index – www.bls.gov 

http://www.plainsallamerican.com/
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Gold Prices 
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Global Debt 

Source: Bloomberg 
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Currencies 

Source: Bloomberg 
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Risk Parity 
Another Way 



ALPHA STRUCTURE 

Right Plan 
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Value Added Above Market Returns in 2012 
Internal Plus External Management 

-1.7% 

-0.6% 

0.0% 

0.2% 

0.5% 

0.6% 

0.9% 

1.1% 

1.3% 

2.0% 

2.3% 

3.0% 

3.1% 

4.4% 

5.1% 

36.9% 

0.7% 

1.3% 

2.9% 

1.7% 

Stable Value Hedge Funds
EAFE

World Equity
TIPS

Large Cap Growth (US)
Long Treasury Bonds

Cash
Large Cap Value (US)

Emerging Markets
Directional Hedge Funds

Precious Metals
Other Large Cap US

Real Assets
Small Cap US

Private Equity
Tactical Credit

Real Return
Global Equity
Stable Value

Total Trust
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Principal Investments Rationale (Private Transactions)  

The Principal Investment Program 
Texas Way in Principal Investments 

• The team continues to see a strong pipeline of 
opportunities 

• Current managers 
• Potential managers 
• Investment bankers and brokers 

• Execution has built the Texas Way and generates 
additional deal flow 

Accomplishments 
• Achieved goal of 20% of portfolio for Real Assets 

and – moving toward 20% goal for Private Equity  
• Alpha generator for the portfolio 

Going Forward 
• Private Equity / Real Asset program provides 

TRS flexibility on structure and size 
• Expect a mix of sidecars, traditional co-

investments, and tactical single-asset or 
portfolio opportunities to materialize 

• For Private Equity: Co-underwritten / lead 
underwriter will be the most competitive 
strategies to pursue . 

• For Real Assets: Sidecars will be  the most 
prevalent vehicle in order to control portfolio. 

• Example: 50% of commitment to fund 
and 50% to sidecar 

• The Principal Investment Program has been a source of Alpha for TRS: 
• Principal Investments provide lower fees and costs 
• Principal Investments allow TRS the ability to better manage its portfolio and exposures 
• No two investments are ever the same 
• Private Equity has generated alpha of 9.0% against the SSPEI1  Benchmark 
• Real Assets has generated alpha of 10.1% against the NCREIF – ODCE Fund Index  

1 Since Inception IRR 
Source: State Street Bank 
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Tactical Asset Allocation 
Decision Tree 

• Eleven Asset Class Pair Models • Factor-based, updated monthly 
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Stock Market Cycles 
United States 

US: Cycles Based on S&P 500 Stock Market Levels 

Previous Peak Trough 
Quarters in 
Recession Recovery 

Quarters in 
Recovery Expansion 

Quarters in 
Expansion 

Distance Past 
Prior  Market 
Peak (Cum.) 

Q2 1948 Q2 1949 4 Q4 1949 2 Q4 1952 12 59% 

Q4 1952 Q3 1953 3 Q1 1954 2 Q1 1956 8 82% 

Q1 1956 Q4 1957 7 Q3 1958 3 Q4 1961 13 48% 

Q4 1961 Q2 1962 2 Q3 1963 5 Q4 1965 9 29% 

Q4 1965 Q3 1966 3 Q3 1967 4 Q4 1967 1 4% 

Q4 1967 Q1 1968 1 Q2 1968 1 Q4 1968 2 8% 

Q4 1968 Q2 1970 6 N/A--recovered 97% of prior peak -  - -  

Q1 1971 Q3 1971 2 Q4 1971 1 Q4 1972 4 18% 

Q4 1972 Q3 1974 7 N/A--recovered 85% of prior peak -  - - 

Q2 1977 Q1 1978 3 Q3 1978 2 Q3 1979 4 9% 

Q3 1979 Q1 1980 2 Q2 1980 1 Q1 1981 3 24% 

Q1 1981 Q2 1982 5 Q4 1982 2 Q2 1983 2 24% 

Q2 1983 Q2 1984 4 Q1 1985 3 Q4 1993 35 177% 

Q4 1993 Q2 1994 2 Q1 1995 3 Q1 2000 20 221% 

Q1 2000 Q1 2003 12 Q2 2007 17 Q3 2007 1 2% 

Q3 2007 Q1 2009 6 
Q1 2013 recovered 

prior quarterly 
peak on 2/19/2013 

16 Q2 2013 ? ? 

Average   4   4   9 54% 

Median   4   3   4 24% 

 *Recession defined as 2 consecutive quarters negative stock market growth 
 Average, Medians and Quartiles presented include only complete cycles. 
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RISK STRUCTURE 

Right Plan 
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Risk Boundaries 

Asset Class Benchmark 
Bloomberg 

Ticker 
Minimum 

Range 
Maximum 

Range Target 

Global Equity 
US Large Cap MSCI USA Standard GDDUUS 13% 23% 18% 

US Small Cap MSCI USA Small Cap GCUDUS 0% 7% 2% 

Non-US Developed MSCI EAFE and Canada NDDUEC 10% 20% 15% 

Emerging Markets MSCI EM NDUEEGF 5% 15% 10% 

Directional Hedge Funds HFRI Fund of Funds Composite HFRIFOF 0% 10% 5% 

Total Public Equity Target-weighted Blend 45% 55% 50% 

Private Equity State Street Private Equity Index – lagged one quarter 7% 17% 12% 

Total Global Equity Target-weighted Blend 55% 69% 62% 

Stable Value 
US Treasuries Barclays Capital (BarCap) Long Treasury Index LUTLTRUU 0% 20% 13% 

Absolute Return (Including 
Credit Sensitive Investments)2 

3 Month LIBOR + 2% USCOTRO3 
(plus 2%) 

0% 20% 0% 

Stable Value Hedge Funds HFRI Fund of Funds Conservative HRFIFOFC 0% 10% 4% 

Cash Citigroup 90-day US Treasury SBMMTB3 0% 5% 1% 

Total Stable Value Target-weighted Blend 13% 23% 18% 

Real Return 
Global Inflation Linked Bonds BarCap US Treasury TIPS Index LBUTTRUU 0% 10% 5% 

Real Assets NCREIF ODCE – lagged one quarter 5% 20% 15% 

Commodities3 Goldman Sachs Commodity Index SPGCCITR 0% 5% 0% 

Total Real Return Target-weighted Blend 15% 25% 20% 
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US Policy Signal Chart 
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Bubble Monitor 



COST STRUCTURE 
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IMD Compensation Philosophy 

• Use internal management (active and passive) 

• Use performance-based fee structures (internal and external) 

• Leverage scale and time horizon 

• Clearly aligned and mutual impact outcomes 

• Use scarce resources well 

 

 
Source: State Street Bank, 2012 CAFR 

Internal 
10% 

External 
90% 

Costs as Percentage of Trust 
Internal People 2.1 bps 

Internal Administrative 2.6 bps 

External 40.7 bps 

Active Equity 
Active Equity 

Long Treasuries 

TIPS 
Passive Equity 

Real Assets 

Private Equity 

Hedge Funds 

Hedge Funds 
Cash 

Internal - 38.4% External - 61.6%

Costs as of FY2012, Trust Value as of 2/28/13 



44 

Example of a Performance Payment Schedule 
Various Scenarios (Target Alpha: 200 Basis Points) 

0

10

20

30

40

50

60

70

80

90

-200 -100 0 100 200 300 400 500 600 700

Total Fees
(bps)

Net Alpha To TRS (bps)

Fee at 0 bps Alpha: 20bps
Fee at 50 bps Alpha: 26 bps
Fee at 150 bps Alpha: 38 bps
Fee at 200 bps (Target) Alpha: 44 bps
Fee at 250 bps Alpha: 50 bps

Average Fee Paid
by TRS Peers1

1CEM Benchmarking as of December 31, 2010 
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Alignment 
Performance Pay (Internal Investment Team) 

Conditions for payment: 

1. Members make money 

2. Trust outperforms the market (passive) 

3. Trust outperforms the competition 

4. No risk violations 

5. Rolling one and three year periods 
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CEM Benchmarking Results 
Three Year Performance 

• TRS 3-year performance is in the positive value added, low cost quadrant 

Source: CEM Benchmarking, Inc. 2011 



RIGHT PEOPLE 
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Rich Hall, 
Private Equity, 

$12.3, 11% 

Eric Lang, 
Real Assets, 
$13.0, 11% 

Hedge Funds, 
 $8.6, 8% 

Other Absolute Return,  
$0.1, 0% 

External Equities, 
$25.6, 22% 

Chi Kit Chai, 
Internal Public, 

$21.3, 19% 

TBD, 
Strategic Partnerships, 

$5.8, 5% 

Mohan Balachandran, 
Passive Portfolio, 

$25.2, 22% 

Stuart Bernstein, 
Emerging Managers 

$ 0.7, 1% 
Vaughn Brock, 

Energy Natural Resources, 
$1.5, 1% 

Susan Wade  
Professional Development 

Jerry Albright 
Deputy CIO 

 

Jase Auby - Risk Strategies 
Curt Rogers – Tactical Asset Allocation 

Bernie Bozzelli – Trading  

Britt Harris 
CIO 

Sylvia Bell 
Operations/Trust Performance 

IMD Organization 

Dale West, 
External Public Markets 
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Jase Auby David DeStefano Rich Hall Janis Hydak  Eric Lang Shayne McGuire Curt Rogers Dale West

Mark Albert Sylvia Bell Bernie Bozzelli Patrick Cosgrove Ralph Linn  

   Vaughn Brock Susanne Gealy Brad Gilbert Katy Hoffman  Neil Randall John Ritter   

Stuart Bernstein Mark Cassens Tim Jones  Kevin Lincoln Allen MacDonell Steven Peterson Corina Scoggins Joe Tannehill Courtney Villalta John Watkins
Tom Cammack Kay Cuclis Michael Lazorik Jaime Llano Scott Moore Michael Pia Wayne Speer KJ Van Ackeren Grant Walker Nathan Zinn

James Nield Demetrius Pope   

Phillip Auth Ashley Baum Grant Birdwell Rich Campbell Marissa Hogan Stacey Peot Marshall Reid Daniel Steinberg Brad Thawley  Jennifer Wenzel
John DeMichelle Craig McCullough Scott Ramsower Craig Rochette   

Jeremy Aston Brian Baumhover Patricia Cantu Kendall Courtney Karoline Freeman Jon Hook Jared Morris Komson Silapachai Mark Telschow Susan Wade
David Cox Jingshan Fu Lourdes Llano Kelly Newhall Matt Talbert  David Veal

 Lee Carter JB Daumerie DC Gunnia Terri Krumnow Jared Simpson Ross Willman Steven Wilson Barbara Woodard
Solomon Gold Matthew Halstead Roy Kurian Daniel Ting

 Pat Barker Rachel Clark Steven Lambert  Krisi Vorce

Thomas Albright Andrew Cronin Melissa Kleihege Jon Klekman Maribel Nesuda Christopher Pan Molly Rose Stacy Sakoulas

  Monica Larson Gracie Marsh Hugo Rangel Babette Ruiz Marina  Salazar Sharon Toalson Susan White

Senior Managing Directors (1)

Jerry Albright, Deputy CIO

Irma Zavaleta-Castillo

Britt Harris, CIO

Assistants (7)

Senior Investment Managers (22)

Directors (6)

Senior Directors (5)

Managing Directors (9)

Barbara Forssell

Investment Managers (14)

Senior Associate (16)

Senior Analyst (5)

Analyst (8)

Chi Kit Chai

Mohan Balachandran

Associate (13)

IMD Organization 
As of March 2013 

Key Positions 
1      New Hire/Positions 
2      Turnover 
0      Transfer     

49 MBAs  
30 Other Masters 
37 CFAs 
  4    PhDs 
  3    JDs        
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IMD Culture 

• Creative Construction 
• Openness (no gossip) 
• Meritocracy 
• Elimination of bureaucracy 
• Continual advancement 

 

• Personal Fulfillment 
• Individual genius 
• Honorable behavior 
• Fully engaged 

• Individual Responsibility 
• Personal assignments 
• Mastery 
• Acceptance of accountability 

• Teamwork 
• One product 
• Continuous collaboration 
• Self-sacrifice 
• Pride 

Purpose:  Competitive Advantage 
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Top Agency Structure 

Clarity of Capabilities 

Positive Continual  
Growth 

Integrated Information 
Systems 

Preferred Destination 
for Attractive Large 

Investments 

Clarity / Courage 
Operational Preparedness 

Legal Efficiency 

Competitive Advantage 
Mastery 

Maximization 

Standardization 
Critical Processes 

Continual Productivity 

Risk Standards 
Bubble Monitors 

Environmental Reports 

Texas Way 
Historical Norms 

Advisor Networks 

Continual Advancement 

Ability     
to Act 

  Decisions 

Circle of 
Competence 

Focus 

Repeatable Practices  
Critical Process Maps 

Bubble Risk Dilution 
Monitoring Systems / Practices 

Strong Pricing Skills   
Valuation Systems and Disciplines 
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Roles of Board of Trustees and the Investment Division 
Governance Structure 

Board of Trustees 
Nine Members Appointed for Six-Year Terms 

Board Advisory Committees 

Internal Investment Committee (IIC) 
Six Senior Members of Investment Division + Executive Director 

Risk 
Mgmt. 

 

Internal  
Management 

 

Operations 
 

 

Standardized “Regular Reporting Process” with Monthly “Transparency Reports” 

Board Fiduciary Obligations 
•   Establish long-term asset allocation policy 
•   Approve long-term return targets and risk 
 parameters 
•   Provide appropriate resources , incentives  and 
 establish approved processes 
•   Establish appropriate reporting standards and 
 metrics 
•   Comply with relevant laws 
•   Assure professional audit systems 
•   Approve budget 

IIC Fiduciary Obligations 
• Implement investment policies within 

approved guidelines 
• Maximize effectiveness of resources provided 
• Deliver Transparent Reporting 
• Comply with relevant laws 
• Collaborate with audit process  
• Collaborate with Board 

Risk 
Mgmt 

Audit 
 

Investment 
Mgmt 

Ethics 
 

Policy 
 

Compensation 
 

Benefits 
 

Budgets 
 

Deputy 
CIO 

(Chair) 

CIO 
 
 

The TRS Board of Trustees is responsible for administration of the system under provisions of the state constitution and laws. The board is 
comprised of nine trustees, all of whom are appointed by the governor to staggered six-year terms. Three trustees are direct appointments of 
the governor. Two trustees are appointed from a list prepared by the State Board of Education. Two trustees are appointed from the three public 
school district active member candidates who have been nominated for each position by employees of public school districts. One trustee is 
appointed from the three higher education active member candidates nominated by employees of institutions of higher education. One trustee 
is appointed from the three retired member candidates who are nominated by TRS retirees. Appointments are subject to confirmation by the 
Senate. Board member terms expire August 31 of odd numbered years.  

Executive Director 
(non-voting,  

but with veto) 

Energy & 
Natural 

Resources 
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Conclusion 

• Right Plan 

• Right People 

• Right Metrics 



APPENDIX 
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Global Shiller P/E Ratios 

Source: Datastream 
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Real Estate Cap Rate History 

Less Expensive 

More Expensive 
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Japan Policy Signal Chart 
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China Policy Signal Chart 
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-3.0% -2.8%

2.9%
2.5%

-0.6%

-6%

-4%

-2%

0%

2%

4%

6%

Loss from P/E
Contraction

Loss from Margin
Decrease

Gain from Sales
Growth

Dividend
Yield

Total
Return+ + + = 

S&P 500 
Building a 7-Year Forecast 

• Components of annual return of S&P 500, with regression over 7 years 

P/E
Profit

Margin
Dividend

Yield
1926-1999 14.0 4.9%  1.8%  4.3%
Averages

Starting 18.5 7.4% 1.9%  2.2%
Levels

Assumption for 15.0 6.1% 2.9% 2.5%
Next 7 Years

Real Sales per 
Share Growth

(Terminal 
Value)

(Terminal 
Value)

The chart represents a real return forecast for the above named asset class and not for any GMO fund or strategy.  These forecasts are forward-looking 
statements based upon the reasonable beliefs of GMO and are not a guarantee of future performance.  Forward-looking statements speak only as of the date 
they are made, and GMO assumes no duty to and does not undertake to update forward-looking statements.  Forward-looking statements are subject to 
numerous assumptions, risks, and uncertainties, which change over time.  Actual results may differ materially from the forecasts above.  

Source: GMO as of  2/28/2013 
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Mean Reversion Drives Everything 

 

Source: GMO 

• Realized performance of GMO forecasts since June 1994 
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TIPS Implied Real Interest Rates 

Source: Bloomberg 
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Private Equity 
Vintage Year Returns  

* Source: State Street Private Equity Index , All PE (as of 9/30/12) 
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Agenda for the Discussion 
 
I.  Overview of Performance Measurement in Funds Management 

- Fitting Performance Measurement in the Portfolio Management Process 
- The “Big Picture” of Performance Measurement 
- The Two Questions of Performance Measurement 

 
II.  Addressing Performance Measurement Question #1 

- Simple Performance Measures 
- Traditional Risk-Adjusted Performance Measures 

 
III. Addressing Performance Measurement Question #2 

- Attribution Analysis Measures 
 
IV. Appendix 

-  Tracking Error: Concept and Calculations 
-  Examples of Performance Measure Calculations 
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I.  An Overview of Performance Measurement in the  
Portfolio Management Process 

 
 The portfolio management process can be viewed in three steps: 

-  Analysis of Capital Market and Investor-Specific Conditions 
 Policy Formation and Market Expectations 

-  Formation of Asset Class-Specific Portfolios 
 Strategic Asset Allocation Decision 
 Security Selection Decision 

-  Analysis of Investment Performance 
 Performance Measurement Analytics 

 
 
 The first two of these steps are ex ante; the third is ex post.  Thus, 

performance measurement can be viewed as the “end game” for the 
portfolio management process, recognizing that the information 
generated in this evaluation will be used to alter decisions made 
about the portfolio’s design 

-  That is, portfolio management is a dynamic process 
 

 



Illustrating the Role of Performance Measurement in the  
Portfolio Management Process 
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Specification and quantification 
of investor objectives, 

constraints and preferences 

Portfolio Policies and 
Strategies 

Capital Market Expectations 

Relevant economic, social, 
political, sector, and security 

considerations 

Monitoring investor-related 
input factors 

Portfolio construction and 
revision 

 
- Asset allocation and 

portfolio optimization 
- Security selection, 

implementation, and 
execution 

Monitoring economic and 
market input factors 

Attainment of investor 
objectives 

 
Performance Measurement 

Stage 1: Stage 2: Stage 3: 

Ex Post: Ex Ante: 



A “Big Picture” Look at the Performance Measurement Process 

 Generally speaking, assessing the performance of an investment 
portfolio is an exercise in comparing some measure of the returns 
that the fund actually produced to a measure of the returns that the 
fund should have produced. 
 
 

 In estimating the return that the portfolio should have produced over 
a given investment period, it is necessary to take into account that 
investors expect to be compensated for two functions: 

 (i) committing their financial capital  
 (ii) incurring risk. 

 
 

 One popular way of making this comparison is to compute the 
“alpha” component of the portfolio’s return as: 

 
Alpha = (Actual Return) – (Expected Return) 
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“Big Picture” of the Performance Measurement Process (cont.) 

 In practice, there are three primary ways to estimate expected 
returns (i.e., what the portfolio’s return should have been): 

- The average contemporaneous return to a peer group of 
comparably managed portfolios 

- The contemporaneous return to an index (or index fund) serving as 
a benchmark for the portfolio 

- The return estimated by a risk factor model, such as the CAPM 
 

 Each approach to measuring expected returns has its 
advantages and disadvantages 

- Peer groups and benchmarks are easily observable and often 
represent plausible alternative investment vehicles, but do not 
control explicitly for the risk incurred in the actual portfolio 

- Factor models can estimate systematic risk exposures very 
precisely, but are generally not investible (i.e., they are theoretical 
concepts). 

5 



“Big Picture” of the Performance Measurement Process (cont.) 

 
 One important notion that underlies the performance 

measurement process is that the portfolio’s expected 
return should be thought of as the opportunity cost of 
investing in the managed portfolio 

- That is, if an investor did not hold the actual portfolio, what would 
be the return to his or her next best alternative position? 

- In this context, an important consideration is whether the 
benchmark (or peer group) is actually an investible alternative to 
the actual portfolio. 

6 
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Benchmark-Adjusted (i.e., “Alpha”) Performance at TRS: November 2012 
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Performance Measurement Reporting for TRS 
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The Two Questions of Performance Measurement 

 
 How did the portfolio manager actually do? 

- Simple Performance Measures 
- Peer Group Comparisons 
- Drawdown Analysis 
- Up Capture/Down Capture Analysis 

- Risk-Adjusted Performance Measures 
- Sharpe Ratio 
- Treynor Ratio 
- Information Ratio 
- Sortino Ratio 
- Jensen’s Alpha 

 
 Why did the portfolio manager do what he or she did? 

- Decomposition of Portfolio Returns 
- Attribution Analysis 
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II.  Performance Measurement Question #1: 
 

1. Simple Performance Measures: Peer Group Comparisons 

 
 Perhaps the most straightforward way to evaluate the investment 

performance of a particular portfolio manager is a peer group 
comparison.  This is accomplished by calculating a portfolio’s 
relative return ranking compared to a collection of similar funds: 

 
   % Ranking = [1 – (Fund’s Absolute Ranking/Ttl Peer Funds)] x 100 
 
     Notice that this measure expresses the percentile ranking for a 
     particular fund from best (i.e., 99th percentile) to worst (i.e., 0th  
     percentile) 

 
 The primary advantage of a peer group comparison is that it is 

relatively simple to produce.  The goal is to compare the return 
generated by a given fund relative to other portfolios that follow the 
same investment mandate.   

-  This comparison can be captured visually by a boxplot graph. 
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Peer Group Comparisons (cont.) 

 
 There are disadvantages to the peer group comparison method of 

performance evaluation: 
 
 It requires the designation of a peer group, which may be difficult 

depending on the degree of specialization for the fund in question 
 

 It does not make an explicit adjustment for risk differences between 
portfolios in the peer group.  Risk adjustment is implicit assuming that 
funds with the same objective should have the same level of risk. 
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TRS Peer Group Ranking: June 2012 
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TRS Fund vs. Peer Group:  
The Problem With Not Controlling Directly for Risk 



2. Simple Performance Measures: Portfolio Drawdown 

 At any point in time, the drawdown of a portfolio measures its decline 
in value relative to its historical peak value over some pre-defined past 
period. 

- Notice that the drawdown statistic attempts to measure one aspect of the 
downside risk that the portfolio has faced historically. 

 
 Consider a series of returns to Portfolio j over the interval from (0, N), or 

{Rj1, Rj2,…RjT…RjN}.   
- So, the cumulative value of the portfolio as of Period T (assuming a $1 initial 

level of capitalization) is:  
(Value)jT = ∏ (1 + 𝑅𝑗𝑗)𝑇

𝑡=1  
 

 The drawdown as of Period T, expressed as a percentage of previous 
peak value, is: 
 

𝐷𝐷𝑗𝑗 = 𝑀𝑀𝑀 0,
𝑉𝑉𝑉𝑉𝑉𝑗𝑗

𝑀𝑀𝑀(𝑉𝑉𝑉𝑉𝑉𝑗𝑗, 𝑉𝑉𝑉𝑉𝑉𝑗𝑗, …𝑉𝑉𝑉𝑉𝑉𝑗𝑗)
 − 1  

 
 The maximum drawdown for Portfolio j over the interval (0, N) is then 

calculated as:   
(MaxDD)jT = Min{DDj1, DDj2, …DDjT, … DDjN}. 
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Example of Portfolio Drawdown 

 As an example, consider 
the returns to (i) an active 
portfolio manager and (ii) 
the benchmark index that 
manager faces over a 41-
month return period. 
 

 Notice that the returns 
have been converted into 
cumulative fund value 
levels, assuming a $1 
initial investment 
 

 Drawdown levels are 
computed for each month 
relative to the past 
sequence of fund values 
from the initial investment 
through that period, 
expressed as a 
percentage decline from 
peak value. 
 

 The Maximum Drawdown 
is then the largest absolute 
decline in value that 
occurred over the entire 
investment period. 
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Example of Portfolio Drawdown (cont.) 

 Graphically, for the actively managed portfolio: 
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Portfolio Drawdown at TRS Total Fund:  
January 2003 – December 2012 
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3.  Simple Performance Measurement: 
“Up Capture” and “Down Capture” Ratios 

 “Up Capture” and “Down Capture” ratios are comparisons of 
the average periodic return to an active portfolio versus the 
average periodic return to a benchmark portfolio. 
 

 The difference between the two ratios lies in which periodic 
returns are included in the averaging process: 

- Up Capture involves returns from periods during which the 
benchmark return was positive (or zero) 

- Down Capture involves returns from periods during which the 
benchmark return was negative 
 

 Specifically, for a series of active portfolio and benchmark 
returns (i.e., {Rpt, Rbt}): 

- Up Capture Ratio = Avg[{Rpt | Rbt > 0}] ÷ Avg[{Rbt | Rbt > 0}]  
- Down Capture Ratio = Avg[{Rpt | Rbt < 0}] ÷ Avg[{Rbt | Rbt < 0}]  
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Example of “Up Capture” and “Down Capture” Ratios 

 For the active fund data in the last example, the Up Capture and Down 
Capture ratios (relative to the index fund) are as follows: 

19 



“Up Capture” and “Down Capture” Ratios Example (cont.) 

 Graphically: 
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Up Capture and Down Capture Ratios for TRS Total Fund: 
Jan 2003 – Dec 2012 

 Up Capture Ratio:  (30.10) / (29.37) = 102.49% 
 

 Down Capture Ratio:  (-24.66) / (-24.26) = 101.65% 
 21 
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II.  Performance Measurement Question #1: 
 

Traditional Risk-Adjusted Performance Measures 

Simple portfolio performance measures (such as peer group comparisons) are potentially flawed in 
the sense that they do not make explicit adjustments for the risk of the portfolios in the comparison.   
 
To address this shortcoming, there are also several performance measures that do take risk into 
account when assessing the returns produced by the portfolio manager.  In fact, there are five well-
established risk-adjusted performance measures used widely in practice: 
 

1. Sharpe Ratio 
2. Treynor Ratio 
3. Information Ratio 
4. Sortino Ratio 
5.  Jensen’s Alpha 

 
To understand how these measures are calculated and what they mean, consider the situation you 
must assess the investment performance of a portfolio manager over a given period of time.  In 
executing this task, you will be using a historical data set consisting of 'N' periodic (e.g., monthly) 
observations on the following variables: 
 
 
 Rpt  =  the period t return to the p-th portfolio; 

 Rmt  =  the period t return to a market benchmark portfolio ; 

 RFt  =  the period t return to a risk-free security (i.e., a T-bill). 
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1. Risk-Adjusted Performance Measures: Sharpe Ratio 

This measure ranks investment performance on the basis of the portfolio's risk 
premium earned per unit of risk, where risk is measured by the standard 
deviation of the set of historical returns (i.e., σp).  That is, for the p-th portfolio 
calculate: 
 

S p =
(Rp - RF)

σp  
 
 
where the numerator is the difference between the historical average periodic returns 
to the portfolio and the risk-free rate, respectively.   
 
In practice, the denominator can be calculated as either the standard deviation of the 
actual portfolio returns or as the standard deviation of the excess portfolio returns 
(i.e., the portfolio returns net of the risk-free rate). 
 
The Sharpe ratio is then used to establish a simple ranking of managerial 
performance by listing the values corresponding to each portfolio from highest to 
lowest. 
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Sharpe Ratio (cont.) 
An advantage of the Sharpe ratio is that it is relatively easy to compute and widely used 
in practice.  In fact, it is arguably the widely used risk-adjusted performance measure 
reported throughout the funds management industry. 
 
The disadvantages are that it is difficult to interpret and does not permit precise 
statistical comparisons between portfolios.  For instance, suppose that two portfolios 
being compared produce Sharpe ratios of 0.51 and 0.49, respectively.  It is:  
 
(i) not clear exactly what those numbers mean (i.e., the first manager produced 0.51 unit 
of return in excess of the risk-free rate for every unit of risk, as measured by total 
portfolio volatility); and  
 
(ii) whether 0.51 is significantly different than 0.49, or whether the two performance 
statistics are within the range of rounding and measurement error. 
 
 
One absolute assessment that can be made with the Sharpe ratio is whether it is a 
positive or a negative number.  Notice that the Sharpe ratio can only be positive if the 
manager produced an average return over the measurement period that exceeded the 
risk-free rate (i.e., the numerator of the statistic is positive).  By construction, the 
standard deviation measure in the denominator of the Sharpe ratio can never be a 
negative number. 
 



Sharpe Ratios for TRS Total Fund vs. Benchmark: 
 Jan 2003 – Dec 2012 

 TRS Sharpe Ratio:  (0.0795 – .0169) / (0.1020) = 0.614 
 

 Benchmark Sharpe Ratio:  (0.0775 – .0169) / (0.1018) = 0.595 
25 
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2. Risk-Adjusted Performance Measures: Treynor Ratio 

 
Like the Sharpe ratio, the Treynor measure assesses performance on the basis of a ratio 
of average excess return to risk.  The difference is that the Treynor ratio considers only 
the systematic component of a portfolio's risk to be relevant.  Letting βp be the 
portfolio's beta coefficient, the Treynor ratio is calculated as follows: 

 

Tp =
(Rp - RF)

β p  
 
 
Like the Sharpe measure, Tp produces a simple ranking of performance.  (In fact, if all 
the portfolios being ranked are fully diversified, the Sharpe and Treynor indexes will 
create the same ranking.) 
 
The Treynor ratio is not as easy to compute as the Sharpe ratio (i.e., it requires the 
calculation of the portfolio’s beta coefficient) but is based on a widely accepted measure 
of risk.  Similar to Sp, the disadvantages of Treynor’s measure are that it is difficult to 
interpret and does not permit precise statistical comparisons between portfolios. 
 



Treynor Ratios for TRS Total Fund vs. Benchmark: 
 Jan 2003 – Dec 2012 

 TRS Treynor Ratio:  (0.0795 – .0169) / (0.99) = 0.063 
 

 Benchmark Treynor Ratio:  (0.0775 – .0169) / (1.00) = 0.061 
27 
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3. Risk-Adjusted Performance Measures: Information Ratio 

Closely related to the risk-adjusted performance statistics just presented (i.e., Sharpe, Treynor) is 

another widely used performance measure: the Information Ratio.   

 

This statistic measures a portfolio’s average return in excess of that to a comparison, or 

benchmark, portfolio divided by the standard deviation of this excess return.  Formally, the 

information ratio (IR) is calculated as: 

 

 

ER

p

ER

bp
p

RE
    

R - R
    IR

σσ
==  

where: 

  IRp  =  the information ratio for portfolio j 

 pR   =  the average return for portfolio j during the specified time period 
 bR   =  the average return for the benchmark portfolio during the period 
 ERσ =  the standard deviation of the excess return during the period. 
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3.  The Information Ratio (cont.) 
To interpret IR, notice that the mean excess return in the numerator represents the manager’s ability 

to use his talent and information to generate a portfolio return that differs from that of the 

benchmark against which his performance is being measured.  As we have seen, this average return 

differential between the actual portfolio and the benchmark is one way of measuring the portfolio’s 

Alpha coefficient. 

 

Conversely, the denominator measures the amount of residual (unsystematic) risk that the investor 

incurred in pursuit of those excess returns.  The coefficient ERσ is sometimes called the Tracking 

Error of the investor’s portfolio and it is a “cost” of active management in the sense that 

fluctuations in the periodic ERj values represent random noise beyond an investor’s control that 

could hurt performance.   

 

Thus, the IR can be viewed as a benefit-to-cost ratio that assesses the quality of the investor’s 

information and skill deflated by incremental risk generated by the active investment process, or: 

 

IRp  =   (Alpha)p  ÷  (Tracking Error)p 
 

 



Information Ratio for TRS Total Fund vs. Benchmark: 
 Jan 2003 – Dec 2012 

 TRS Information Ratio:  (0.0795 – .0775) / (.014) = 0.143 

30 
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Tracking Error Risk Budget at TRS: August 2012 
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The Information Ratio: Additional Thoughts 
-   Goodwin has noted that the Sharpe ratio is a special case of the IR where the risk-free asset is the 

benchmark portfolio, despite the fact that this interpretation violates the spirit of a statistic that 

should have a value of zero for any passively managed portfolio.   
 
 

- Recall that the IR statistic can be interpreted as: 
 

IR  =  (Alpha)  ÷  (Tracking Error) 

 

 So, if the Information Ratio is used as a policy tool for assessing what an active manager should 

“deliver”, then we should think of the Tracking Error as the manager’s risk budget and the Alpha 

coefficient of the return produced by spending that risk budget. 

 

 In that context, notice that different combinations of Alpha and Tracking Error can produce the 

same IR target: An IR statistic of 0.50 can be produced by a combination of [Alpha = 1.00%, TE 

= 2.00%] or a combination of [Alpha = 2.00%, TE = 4.00%]. 

 

 The consequence of this is that a manager who is granted a bigger risk budget (i.e., a higher 

allowable TE) will need to produce a higher level of Alpha to justify his or her activity. 
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The Information Ratio: Additional Thoughts (cont.) 

- There is no theory for what is an acceptable level of the IR statistic.  However, notice that IR 

will only be positive if the manager’s actual return exceeds that of the benchmark (i.e., 

produces a positive Alpha).  By construction, tracking error—which is just calculated as a 

standard deviation—can never be negative. 

 

- Grinold and Kahn have argued that reasonable information ratio levels should range from 

0.50 to 1.00, with an investor having an IR of 0.50 being good and one with an IR of 1.00 

being exceptional.  These, however, appear to be exceptionally difficult hurdles to clear.   

 

- Goodwin studied the performance of more than 200 professional equity and fixed-income 

portfolio managers with various investment styles over a ten-year period.  He found that the 

IR of the median manager in each style group was positive but that the ratio never exceeded 

0.50.  Thus, while the average manager appears to add value to investors—α (and hence IR) 

is greater than zero—she doesn’t qualify as “good.” Further, no style group had more than 

three percent of its managers deliver an IR in excess of 1.00. 
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The Information Ratio: Goodwin’s Fund Comparison 
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4.  Risk-Adjusted Performance Measures: Sortino Ratio 

The Sortino measure is a risk-adjusted investment performance statistic that differs from the 
Sharpe ratio in two ways:   
 
(i) the Sortino ratio measures the portfolio’s average return in excess of a user-selected minimum 
acceptable return (MAR) threshold; and  
 
(ii) it focuses on  just the downside risk in the portfolio.   
 
This measure can be calculated as follows: 
 

  
p

i
p DR

 - R    ST τ
=  

where 
 
    τ  = the minimum acceptable return threshold specified for the time period 
 DRp = the downside risk coefficient for Portfolio p during the specified time period. 
 
One of the most popular ways to compute DR is the semi-deviation, which uses the portfolio’s 
average (expected) return as the hurdle rate: 
 

∑
<

=
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2
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n
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where 
 
 n = the number of portfolio returns falling below the expected return 
 
Like the Sharpe ratio, higher values of the ST measure indicate superior levels of portfolio 
management. 
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Sortino Ratio: An Example 
Suppose that over the past ten years, two portfolio managers have produced the following returns: 
 

Year Portfolio A Return (%) Portfolio B Return (%) 
1 -5 -1 
2 -3 -1 
3 -2 -1 
4 3 -1 
5 3 0 
6 6 4 
7 7 4 
8 8 7 
9 10 13 

10 13 16 
 

Average: 4 4 
Std. Dev.: 5.60 5.92 

 
Both portfolios had an average annual return of 4 percent over this horizon, meaning that it will be how their risk is measured that 
determines which manager performed the best. 
 Based on the listed standard deviation coefficients, it appears that Portfolio A is the less volatile portfolio.  Notice, however, that 
a substantial amount of the variation for Portfolio B came from two large positive returns, which are included in the computation of 
total risk.  Assuming the average risk-free rate during this period was 2 percent, the Sharpe ratio calculations confirm that Portfolio A 
outperformed Portfolio B: SA = 0.357 (= [4 – 2]/5.60) and SB = 0.338 (= [4 – 2]/5.92). 
 The story changes when just the downside risk of the portfolios is considered.  In addition to more extreme positive values, 
notice that Portfolio B also had losses that were limited to 1 percent in any given year, perhaps as a result of a portfolio insurance 
strategy the manager is using.  Using semi-deviation to compute DR for both portfolios leaves: 
 

5.80    5 ]4)-(34)-(34)-(-24)-(-34)-[(-5  DR 22222
A =÷++++=  

and 
4.82    5 ]4)-(04)-(-14)-(-14)-(-14)-[(-1  DR 22222

B =÷++++=  
 
Thus, when only the possibility of receiving a less-than-average return is considered, Portfolio A now appears to be the risky 
alternative due to the fact it has more extreme negative returns than Portfolio B.  Assuming a minimum return threshold of 2 percent to 
match the Sharpe measure, the Sortino ratios for both portfolios indicate that, by limiting the extent of his downside risk, the manager 
for Portfolio B was actually the superior performer: STA = 0.345 (= [4 – 2]/5.80) and STB = 0.415 (= [4 – 2]/4.82). 



Sortino Ratio for TRS Total Fund vs. Risk-Free Rate: 
 Jan 2003 – Dec 2012 

 TRS Sortino Ratio:  (0.0795 – .0169) / (Semi-Deviation) = 0.26 
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5. Risk-Adjusted Performance Measures: Jensen’s Alpha 
Unlike the previous risk-adjusted performance measures, which summarize the historical return data 
by taking simple averages, the Jensen’s Alpha procedure estimates the coefficients of the following 
time-series regression for each portfolio relative to a risk factor model.  For instance: 
 
 

(Rpt - RF t ) = α p + β p (Rmt - RF t ) + εt ; t = 1, .. . , N 
 
 
 
In this procedure, αp is the performance index.  According to the Capital Asset Pricing Model 
(CAPM), Jensen's alpha should be equal to zero.  Thus, if it is significantly above (below) zero, you 
can conclude that the portfolio manager has significantly outperformed (underperformed) the market, 
after adjusting for the risk of his or her investment.   
 
There are three advantages to Jensen's alpha as a performance measure: 
  
   (i) since it is a byproduct of a regression, its statistical validity can be established directly,  
   (ii) it can be interpreted as the level of return that the manager generated in excess (deficient) of 
what he or she should have earned given the risk of the investment, and  
   (iii) it can be adapted to other models of estimating expected returns besides the CAPM (e.g., Fama-
French three-factor model). 
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Jensen’s Alpha (cont.) 

In particular, when assessing the performance of all-equity portfolios, Jensen’s alpha is often 
calculated using the following versions of the Fama-French multi-factor model: 
 
Three-Factor Model: 
 
 Rpt – RFRt  =  αj  + {[bp1(Rmt – RFRt) + bp2SMBt + bp3HMLt]}+ ept 
 
Four-Factor Model: 
 
 Rpt – RFRt  =  αj  + {[bp1(Rmt – RFRt) + bp2SMBt + bp3HMLt] + bp4MOMt}+ ept 
 
 
where the risk factors are defined as being related to the general stock market (Rm – RFR), firm 
size (SMB), relative valuation (HML) and return momentum (MOM). 
 



Jensen’s Alpha for TRS Total Fund vs. Benchmark: 
 Jan 2003 – Dec 2012 

 TRS Jensen’s Alpha:  0.25% (relative to single-factor market model) 
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III.  Performance Measurement Question #2: 

 The risk-adjusted performance measures that we have just 
discussed are the answer to the first, and most important, question 
involved in the performance measurement process: 
 How did the portfolio manager do relative to the “competition” (i.e., the 

benchmark, peer group, return-generating model)? 
 

 Once the first question has been answered, the second that should 
be addressed is: 
 Why did the portfolio manager perform as he or she did? 

 
 Said differently, the second question seeks to establish which skills 

or decisions associated with the manager that the investment 
performance can be attributed.  Accordingly, the techniques involved 
with answering this second question are collectively called 
attribution analysis. 
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Attribution Analysis 

 Portfolio managers can "add value" to their investors in 
either of two ways:  
(i) selecting superior securities, or  
(ii) demonstrating superior market timing skills through their 
allocation of funds to different asset classes or market segments.  

 
 Attribution analysis attempts to distinguish which of 

these factors was the source of the portfolio's overall 
performance.  Specifically, this method compares the 
total return to the manager's actual investment holdings 
to the return for a pre-determined benchmark portfolio 
and decomposes the difference into: 
(i) an allocation effect, and  
(ii) a selection effect.  
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Attribution Analysis (cont.) 

The most straightforward way to measure these two effects is as follows: 
 

 Allocation Effect  =  Σi [wpi - wbi] x [Rbi - Rb] 

and: 

 Selection Effect  =    Σi [wpi] x [Rpi - Rbi] 

 

where: 

 [wpi , wbi] = the investment proportions given to the i-th market segment (e.g., asset  

  class, industry group) in the manager's actual portfolio and the  

  benchmark portfolio, respectively; 

 [Rpi , Rbi] = the investment return to the i-th market segment in the manager's actual  

  portfolio and the benchmark portfolio, respectively; 

 Rb  =  the total return to the benchmark portfolio. 
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Attribution Analysis (cont.) 

 Computed in this manner, the allocation effect measures the 
decision of the manager to over- or underweight a particular market 
segment (i.e., [wpi - wbi]) in terms of that segment's return 
performance relative to the overall return to the benchmark (i.e., [Rbi 
- Rb]). Good timing skill is therefore a matter of investing more 
money in those market segments that end up producing greater than 
average returns.  
 

 The selection effect measures the manager's ability to form specific 
market segment portfolios that generate superior returns relative to 
the way in which that comparable market segment is defined in the 
benchmark portfolio (i.e., [Rpi - Rbi]), weighted by the manager's 
actual market segment investment proportions.  
 

 When constructed in this manner, the manager's total value-added 
performance is the sum of the allocation and selection effects.  
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Attribution Analysis (cont.) 

     Total Value-Added   =  (Allocation Effect)  +  (Selection Effect) 
 
    =  (Total Actual Return)  -  (Total Benchmark Return) 
 
    =  (Rp  -  Rb)   =  Alpha 
 
 
 
This can be seen as follows: 
 
 (Allocation Effect)  +  (Selection Effect)  =  
 
 { Σi [wpi – wbi] x [Rbi – Rb] } + {Σi [wpi] x [Rpi – Rbi] }  = 
 

{ Σi [wpi Rbi – wpi Rb – wbi Rbi + wbi Rb] } + {Σi [wpi Rpi – wpi Rbi] }  = 
 

{ Σwpi Rbi – Σwpi Rb – Σwbi Rbi + Σwbi Rb] } + {Σwpi Rpi – Σwpi Rbi] }  = 
 

[Σwpi Rbi – Σwpi Rbi]  +  Rb [Σwbi -  Σwpi]  +  [Σwpi Rpi -  Σwbi Rbi]   
 
   =    (Rp  -  Rb)    
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Attribution Analysis: An Illustrative Example 

 Consider an investor whose "top down" portfolio strategy 
consists of two dimensions.  First, he decides on a broad 
allocation of his investment dollars across three asset 
classes: U.S. stocks; U.S. long-term bonds; and cash 
equivalents, such as U.S. Treasury bills or bank 
certificates of deposit.   
 

 Once this judgment is made, the investor's second 
general decision involves choosing which specific 
stocks, bonds, and cash instruments to buy.  As a 
benchmark for his investment prowess, he selects a 
hypothetical portfolio with a:  

- 60% allocation to the Standard & Poor's 500 index,  
- 30% investment in the Barclay’s U.S. Aggregate Bond index,  
- 10% allocation to three-month Treasury bills.  
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Attribution Analysis: An Illustrative Example (cont.) 

 Suppose that at the start of the investment period, the investor feels that 
equity values are somewhat inflated and is not optimistic about the near-
term performance of the stock market.  Compared to the benchmark, he 
therefore decides to underweight stocks and overweight bonds and cash in 
his actual portfolio.  The investment proportions he chooses are 50% in 
equity, 38% in bonds, and 12% in cash.  
 

 Further, instead of selecting a broad-based portfolio of equities, he decides 
to concentrate on the interest rate sensitive sectors, such as utilities and 
financial companies, while deemphasizing the technology and consumer 
durables sectors.  Also, he resolves to buy shorter duration bonds of a 
higher credit quality than are contained in the benchmark bond index and to 
buy commercial paper rather than Treasury bills. 
 

 Notice in this example that the manager has made active investment 
decisions involving both the allocation of assets and the selection of 
individual securities.  To determine if either (or both) of these decisions 
proved to be wise ones, at the end of the investment period he can 
calculate his overall and segment-specific performance.  
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Attribution Analysis: An Illustrative Example (cont.) 
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Attribution Analysis at TRS – June 2010 
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TRS Attribution Analysis: June 2010 
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TRS Attribution Analysis: June 2010 (cont.) 
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TRS Attribution Analysis: September 2012 Update 
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TRS Attribution Analysis: September 2012 Update (cont.) 
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IV. Appendix 
 

1.  The Notion of Tracking Error: Concept and Calculation 

 One way to evaluate how closely any managed investment fund 
matches its intended benchmark is to calculate the fund’s tracking 
error. 
 

 Tracking error can be computed as the standard deviation of the 
difference in returns between the managed portfolio (i.e., either 
active or passive) and the underlying benchmark. 
 

 Let ∆t = (RMgdPort – RBench)t.  Then, using a total of T return periods, 
periodic tracking error equals: 

 

)1T(
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T
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t

−
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Notion of Tracking Error (cont.) 

 For P return periods in a year (e.g., P = 12 for monthly returns) 
annualized tracking error is then: 

 
 
 

 Generally speaking, managed portfolios can be separated into the 
following categories by the level of their annualized tracking 
errors: 

 
-  Passive (i.e., Indexed):  TE < 1.0%  (Note: TE < 0.5% is normal) 

 
 -  Structured (i.e., Enhanced Index):  1.0% < TE < 3% 

 
 -  Active: TE > 3%  (Note: TE > 5% is normal for some active managers) 

P  TE ∆=σ
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Tracking Error Example: 
“Large Blend” Active Manager vs. Index Funds 
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Index Fund (VFINX) and Exchange-Traded Fund (SPY) 
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Tracking Errors for VFINX, SPY, DGAGX 



Tracking Error Example: Calculations 

 TE for VFINX: 
 
 

 
 TE for SPY: 

 
 
 

 TE for DGAGX: 

59 

0.16    
1) - 10(

(-0.07)] 18.0[  ...  (-0.07)] 14.0[  (-0.07)] 18.0[ 2 2 2 
=

−−++−−+−−

0.20    
1) - 10(

(-0.12)] 50.0[  ...  (-0.12)] 22.0[  (-0.12)] 01.0[ 2 2 2 
=

−−++−−+−−

4.66    
1) - 10(

(-1.38)] 29.8[  ...  (-1.38)] 51.5[  (-1.38)] 82.5[ 2 2 2 
=

−−++−+−−



2.  Examples of Risk-Adjusted Performance Measure Calculations 
 Consider the monthly returns over a 41-month historical period to the following:  

- An actively managed investment fund 
- The market benchmark the actively managed fund uses 
- The risk-free rate 
- Three Fama-French risk Factors: Excess Market, SMB, HML 
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Sharpe Ratio 

 Active Fund Sharpe:    (1.627%) / (5.729%) = 0.284 
 

 Market Index Sharpe:  (1.531%) / (4.824%) = 0.317 
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Treynor Ratio 

 Active Fund Treynor:    (1.627%) / (0.918) = 1.773 
 

 Market Index Treynor:  (1.531%) / (1.000) = 1.531 
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Information Ratio 

 Active Fund IR (Annual):  (1.159%) / (12.669) = [(0.097%) / (3.657)] x 12 = 0.092 
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Jensen’s Alpha: Single Market Index Risk Factor Model 

 Active Fund One-Factor Model Alpha (Monthly):  0.223%  (t-stat: 0.37) 
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Jensen’s Alpha: Fama-French Three Risk Factor Model 

 Active Fund Three-Factor Model Alpha (Monthly):  0.072%  (t-stat: 0.13) 
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RESOLUTION 
DESIGNATING PERSONS AUTHORIZED TO SIGN TRS VOUCHERS 

 
April 18, 2013  

 
 
WHEREAS, In accordance with section 825.104 of the Texas Government Code, the Board of 
Trustees (the "Board") of the Teacher Retirement System of Texas ("TRS") has previously 
granted authority to certain persons to approve and sign vouchers for payment from accounts of 
TRS; and 
 
WHEREAS, The Board desires to re-designate those persons to whom this authority has been 
granted and to add Janie Duarte as Assistant Manager of General Accounting and Budgeting as 
an additional authorized designee; now, therefore, be it 
 
RESOLVED, That the Board designates the following persons to approve and sign vouchers for 
payment from accounts of TRS from and after April 18, 2013, and until the designated person 
separates from employment with TRS, is no longer employed in any capacity for which authority 
is granted under this resolution, or is not re-designated by the Board, whichever occurs first: 
 

Brian K. Guthrie Executive Director 
Ken Welch Deputy Director 
Don Green Chief Financial Officer 
Jamie Michels Manager of General Accounting 
Scot Leith Manager of Investment Accounting 
Janie Duarte Assistant Manager of General Accounting & Budgeting 
Cindy Haley Team Leader of Financial Reporting 
Martha Rivera Team Leader of Employee Payroll & Benefits 
Vicki Garcia Team Leader of Investment Accounting  

 
ATTESTED: 
 
 
Signed:_______________________________ Date: April 18, 2013      
            R. David Kelly, Board Chairman 
 
 

 

Signed:_______________________________ Date: April 18, 2013 
            Brian K. Guthrie, Executive Director  
 





  

 
Legal Services 

Memorandum 

TO:  Policy Committee and the Board of Trustees 
From:  Timothy Wei, Assistant General Counsel 

 
Copy: Brian Guthrie, Executive Director  

Ken Welch, Deputy Director  
Dennis Gold, Interim General Counsel  
Rebecca Merrill, Special Advisor to the Executive Director and Manager of 
Special Projects 
 

Date:  April 1, 2013 
 
Re: Amendments to TRS Code of Ethics Rules §§ 23.7 & 23.8 
 
 

REQUESTED ACTION 
 
At the December 2012 meeting, the TRS Policy Committee authorized public-comment 
publication of proposed amendments to rules § 23.7, relating to the Code of Ethics for 
Contractors (“Code”), and § 23.8 relating to expenditure reporting by contractors. The proposed 
amendments update the rules to reflect the board’s most recent adoptions. The proposed 
amendments were published for public comment in the February 8, 2013 issue of the Texas 
Register (38 TexReg 633), and therefore were published at least thirty days before being 
considered for adoption. As of the date of this memorandum, TRS had received no comments on 
the proposed amendments, which are ready for adoption. 
 
At the April 2013 meeting, the Policy Committee will consider recommending to the board the 
adoption of the proposed amendments to rules §§ 23.7 and 23.8.   
 
WHY THE ACTION IS REQUESTED 
 
The proposed amendments would update the rules to reflect the current versions of the Code 
adopted by the board and the related memorandum from the executive director to contractors 
explaining reporting requirements under the Code. 
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BACKGROUND OF THE REQUESTED ACTION 
 
Rule § 23.7. Government Code § 825.212(e) requires the board to adopt by rule standards of 
conduct applicable to TRS consultants and advisors (contractors) who likely will be paid over 
$10,000 in a year or who provide important investment advice. Rule § 23.7 adopts the Code by 
reference. In April 2012, the board adopted a revised Code. The proposed rule amendments 
update Rule 23.7 to reflect the current version of the Code. Other minor changes would clarify 
references to the revised Code and the terms used in it. 
 
Rule § 23.8. Texas Government Code § 825.212(g) requires the board by rule to require 
consultants and advisors to the retirement system and brokers (contractors) to file with the 
system a report detailing any expenditure of more than $50 made on behalf of a trustee or 
employee of the system. The board adopts the form used by contractors to report such 
expenditures. The executive director provides an explanatory memorandum addressed to 
contractors to accompany the reporting form. Rule § 23.8 adopts by reference the board's 
reporting form, the Expenditure Reporting Form for Contractors, and the executive director's 
memorandum, the Expenditure Reporting Memorandum. In September 2010, the board adopted 
a revised reporting form.  In December 2012, the executive director approved a revised 
memorandum. The proposed amendments to rule § 23.8 would adopt by reference the latest 
version of the executive director's memorandum.  Other minor changes clarify the reporting 
requirements for Contractors under the updated Code adopted by reference in rule § 23.7. 
 
PROPOSED RULE TEXTS (showing changes)  
 
§23.7. Code of Ethics for Contractors. 
 
Any Consultant, Agent, Financial Advisor, or Financial Services Provider doing business 
withThe Code of Ethics for Contractors (the Code) sets forth the ethical responsibilities and 
requirements of Contractors, as that term is defined in the Code, in performing services for the 
Teacher Retirement System of Texas (TRS), or Broker approved to do business with TRS, must 
comply with TRS' Code of Ethics for Contractors (the Code of Ethics). The Board of Trustees of 
TRS (the board) adopts by reference the Code of Ethics as most recently revised and adopted to 
be effective September 17, 2010April 20, 2012. Capitalized words appearing in this section have 
the same meaning assigned to them in the Code of Ethics. A copy of the most recently revised 
Code of Ethics has been filed with the Office of the Secretary of State in Austin. Copies of the 
Code of Ethics are available from TRS at 1000 Red River Street, Austin, Texas 78701-2698, 
(512) 542-6400. Also, a copy of the Code of Ethics can be found on and printed from the TRS 
website, www.trs.state.tx.us, in the information regarding TRS Ethics.  
 
§23.8. Expenditure Reporting by Consultants, Agents, Financial Advisors, Financial 
Services Providers, and BrokersCertain Contractors. 
 
Under 23.7 of this title (relating to Code of Ethics for Contractors) and the Code of Ethics for 
Contractors (the Code) adopted by the Board of Trustees of the Teacher Retirement System of 
Texas (TRS), each Contractor, as that term is defined in the Code, must annually file an 
expenditure report on the prescribed TRS form. The Contractor must include in the report 
itemized, reasonably detailed lists of expenditures of more than $50 per day made by or on 
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behalf of the Contractor with respect to or for the benefit of each TRS Trustee or Employee.  
Each Contractor must comply with TRS rules governing the filing of and requirements for the 
expenditure reporting form promulgated by TRS, including Consultants, Agents, Financial 
Advisors, and Financial Services Providers doing business with the Teacher Retirement System 
of Texas (TRS), and Brokers approved to do business with TRS, must report expenditures made 
of more than $50 on behalf of any one trustee or employee of TRS and must file any other report 
required by the Code of Ethics for Contractors (Code of Ethics), which is adopted by reference in 
§23.7 of this title (relating to Code of Ethics for Contractors). The reports must be filed no later 
than April 15 of each year with the Executive Director and must comply with the Code, of Ethics 
and the Expenditure Reporting Memorandum (reporting memorandum), and the Expenditure 
Reporting Form for Contractors (reporting form) as promulgated and applicable under the Code 
of Ethics for Contractors and revised from time to time. TRS adopts by reference the reporting 
memorandum as most recently revised November 2, 2010  December 15, 2012 and the reporting 
form as most recently revised September 17, 2010. Capitalized words appearing in this section 
have the same meaning assigned to them in the Code of Ethics, as revised from time to time. 
Copies of the most recently revised reporting memorandum and reporting form have been filed 
with the Office of the Secretary of State in Austin. Copies of the reporting memorandum and the 
reporting form are available from TRS at 1000 Red River Street, Austin, Texas 78701-2698, 
(512) 542-6400. Also, copies of the reporting memorandum and the reporting form can be found 
on and printed from the TRS website, www.trs.state.tx.us, in the information regarding TRS 
Ethics.  
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BOARD RESOLUTION 

Adopting Amended TRS Rule 34 Tex. Admin. Code § 23.7,  
Relating to Code of Ethics for Contractors 

April 18-19, 2013 

Whereas, Section 825.212(e) of the Texas Government Code requires the board to adopt by rule 
standards of conduct applicable to TRS consultants and advisors who may reasonably be expected to 
receive more than $10,000 compensation from TRS for a fiscal year or who render important investment 
advice to TRS;  

Whereas, The board previously adopted Rule § 23.7 to implement this requirement under section 
825.212(e), which rule adopted by reference TRS’ Code of Ethics for Contractors (“Code”);  

Whereas, In April 2012, the board adopted a revised Code;  

Whereas, Staff has recommended amendments to Rule § 23.7 to adopt the April 2012 revisions to the 
Code;  

Whereas, Pursuant to the authority granted by the policy committee at its December 2012 meeting, TRS 
published proposed amendments to Rule § 23.7 for public comment in the February 8, 2013 issue of the 
Texas Register (38 TexReg 633), and the public had at least 30 days’ notice of TRS’ intention to adopt the 
proposed amendments before the board considered their adoption, and TRS received no comments; 
and  

Whereas, The Policy Committee has recommended that the board adopt the proposed amendments to 
Rule § 23.7 without changes to the text of the proposed rule as published in the Texas Register; now 
therefore, be it 

Resolved, That the board hereby: 

1) Adopts amended rule 34 TEX. ADMIN. CODE § 23.7, without changes to the text of the proposed 
rule as published in the February 8, 2013 issue of the Texas Register (38 TexReg 633); 

2) Incorporates by reference into this Resolution, as though fully set out in it, the applicable policy 
committee and board meeting materials, discussions, and actions, including the approved rule 
text and reasoned justification for its adoption as presented in those meeting materials, 
discussions and actions; 

3) Grants the TRS staff authority to prepare and to file all documents required by this Resolution, 
to work with the Office of the Secretary of State in preparing and filings such documents, and to 
make any technical changes required for publication of the adopted rule; and  

4) Grants the board chairman authority to sign an order showing the action of the board.  
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BOARD RESOLUTION 

Adopting Amended TRS Rule 34 Tex. Admin. Code § 23.8, 
Relating to Expenditure Reporting by Certain Contractors 

April 18-19, 2013 

Whereas, Section 825.212(g) of the Texas Government Code requires the board by rule to require 
consultants and advisors to TRS and brokers to file regularly with TRS a report detailing any expenditure 
of more than $50 made on behalf of a trustee or employee of TRS;  

Whereas, The board previously adopted Rule § 23.8 to implement this requirement under section 
825.212(e), which rule adopted by reference certain documents, including an expenditure reporting 
memorandum;  

Whereas, In December 2012, the executive director issued a revised expenditure reporting 
memorandum;  

Whereas, Staff has recommended amendments to Rule § 23.8 to adopt the December 2012 revisions to 
the expenditure reporting memorandum;  

Whereas, Pursuant to the authority granted by the policy committee at its December 2012 meeting, TRS 
published proposed amendments to Rule § 23.8 for public comment in the February 8, 2013 issue of the 
Texas Register (38 TexReg 633), and the public had at least 30 days’ notice of TRS’ intention to adopt the 
proposed amendments before the board considered their adoption, and TRS received no comments; 
and  

Whereas, The Policy Committee recommends that the board adopt the proposed amendments to Rule § 
23.8 without changes to the text of the proposed rule as published in the Texas Register; now therefore, 
be it 

Resolved, That the board hereby: 

1) Adopts amended rule 34 TEX. ADMIN. CODE § 23.8, without changes to the text of the proposed 
rule as published in the February 8, 2013 issue of the Texas Register (38 TexReg 633); 

2) Incorporates by reference into this Resolution, as though fully set out in it, the applicable policy 
committee and board meeting materials, discussions, and actions, including the approved 
amended rule text and reasoned justification for its adoption as presented in those meeting 
materials, discussions and actions; 

3) Grants the TRS staff authority to prepare and to file all documents required by this Resolution, 
to work with the Office of the Secretary of State in preparing and filings such documents, and to 
make any technical changes required for publication of the adopted rule; and  

4) Grants the board chairman authority to sign an order showing the action of the board.  

 





 

 
 

M E M O R A N D U M  
 
 
To:  Policy Committee and the Board of Trustees 
 
From:  Rebecca M. Smith, Assistant General Counsel 
 
Copy:  Brian Guthrie, Executive Director 
  Ken Welch, Deputy Director 
  Dennis Gold, Interim General Counsel 
  Rebecca Merrill, Special Advisor to the Executive Director and Manager of  
  Special Projects 
 
Date:  April 1, 2013 
 
Re:  Proposed Amendments to Chapter 25, relating to Membership Credit 
 
 
REQUESTED ACTION 
 
At its December 2012 meeting, the Policy Committee authorized publication for public comment 
proposed amendments to six rules in Chapter 25 regarding membership eligibility, creditable 
compensation, and out-of-state service credit.  Specifically, the Policy Committee authorized 
publication of staff-proposed amendments to the following rules: §25.1, relating to Full-time 
Service; §25.6, relating to Part-time or Temporary Employment; §25.21, relating to 
Compensation Subject to Deposit and Credit; §25.43 relating to Cost for Unreported Service or 
Compensation; §25.47, relating to Deadline for Verification; and §25.81, relating to Out-of-State 
Service Eligible for Credit.  The proposed amendments were published and no comments were 
received at the time of submission of this memorandum.  If comments are received prior to the 
meeting of the Policy Committee, staff will address them at the meeting.  The proposed 
amendments are before the committee now for a recommendation to the Board of Trustees 
regarding adoption.   

WHY THE ACTION IS REQUESTED 

The proposed rule changes address how employment in an institution of higher education that is 
expressed in terms of the number of courses or semester hours taught is considered in 
determining eligibility for TRS membership.  This change would establish the same standard for 
workloads expressed in course credits or semester hours for determining membership eligibility 
that is used for one-half time employment for retirees.  The proposed amendment regarding 
temporary employment will clarify how employment on a semester-by-semester basis should be 
considered in determining membership eligibility.  The proposed amendments regarding workers 
compensation paid as temporary wage replacement pay will clarify and provide notice of how 

Legal Services 
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TRS credits workers compensation in determining benefits. The proposed amendments to the 
rule regarding establishing out-of-state service credit reflect the 90-day standard for a creditable 
year of service credit that was adopted for crediting service beginning with the 2011-2012 school 
year.   

BACKGROUND OF THE REQUESTED ACTION 

Section 25.1. The standards for membership eligibility in TRS are established in §25.1:  
employment for one-half or more of the standard full-time work load, for a period of four and 
one-half months or more, with pay at a rate comparable to the rate of compensation for other 
persons employed in similar positions.  Consistent application of this standard is difficult when 
the work load is expressed in terms of the number of semester hours or course credits taught, as 
is the common practice for faculty employed in institutions of higher education, rather than clock 
hours.  The proposed rule amendments establish the same ratio for converting semester hours or 
course credits to clock hours for the purpose of determining eligibility for membership as that 
used for the purpose of determining the number of hours worked by a retiree under the one-half 
time exception:  two clock hours for every hour of instruction in the classroom or lab.  This 
conversion ratio reflects the instructional time as well as preparation, grading, and other time 
typically associated with one hour of instruction.  Providing the same conversion ratio for 
membership eligibility and employment after retirement will reduce confusion, ease 
communication, and improve consistent administration of the standard. The proposed 
amendments also clarify that employment in an institution of higher education is “regular” 
employment if it is expected to continue more than one full semester in the same school year or if 
it continues for more than one full semester in a school year.  

Section 25.6. The proposed amendment incorporates the current administrative interpretation of 
temporary employment for purposes of determining eligibility for membership in TRS for 
employees of institutions of higher education.  Amending the rule to specifically define 
temporary employment for faculty in higher education will further the consistent application of 
the eligibility requirements and simplify communication regarding the standard for temporary 
employment. 

Section 25.21. Proposed amendments to this rule regard the eligibility of workers compensation 
paid as temporary wage replacement pay for credit with TRS.  Currently, there is no reference to 
workers compensation in the TRS rule regarding creditable compensation.  However, the current 
practice is to credit workers compensation for any month that the member also receives 
creditable compensation from the employer.  Because workers compensation is not paid directly 
by the employer, the member must verify the workers compensation to TRS after the fact and 
make deposits on the amount of workers compensation paid.  With the change in the cost of 
unreported service increasing to the actuarial cost of the increased benefits associated with the 
additional compensation credit or service credit, staff recommends that the rule provide notice of 
how the temporary wage replacement benefit will be credited by TRS.  The proposed 
amendment provides that workers compensation is creditable compensation if the compensation 
is reported or verified to TRS by the end of the school year following the year in which it was 
paid.  This amendment will allow a member sufficient time to verify the compensation and pay 
the member contributions before the cost increases.   



 

3 
 

Section 25.43.  The proposed changes to this rule address the amount that must be paid to TRS to 
receive not only compensation credit for workers compensation but also service credit associated 
with the workers compensation.  If the workers compensation is reported or verified to TRS no 
later than the last day of the school year following the school year in which the workers 
compensation was paid, the cost to establish the compensation and associated service credit is 
the amount of member contributions owed on the compensation.  The cost of the compensation 
and associated service credit must be paid in a lump sum no later than the last day of the school 
year following the year in which the workers compensation was paid.  If the compensation and 
associated service credit are not verified or reported and/or the member contributions not paid by 
the end of the school year following the school year in which the workers compensation was 
paid, the cost of establishing the compensation and/or service credit is the actuarial cost of 
unreported service or compensation. 

Section 25.47.  The proposed amendment to this rule clarifies that workers compensation paid as 
temporary wage replacement pay is not unreported compensation until after the end of the school 
year following the school year in which the compensation was paid. 

Section 25.81.  The proposed amendment to this rule updates the rule to reflect the new 90 day 
standard for the amount of time that a member must have worked in an otherwise eligible 
position in an out-of-state school in order to purchase the service credit.     
 
RECOMMENDATION 
 
Staff recommends the Policy Committee of the Board of Trustees consider recommending to the 
Board of Trustees the adoption of the amendments to the rules in Chapter 25 as outlined herein 
and without changes to the text as published in the Texas Register for public comment.   
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RULE §25.1 Full-time Service. 
(a) (No change.) 
(b) (No change.) 
(c) (No change.)  
(d) (No change.)  
(e) (No change.) 
(1)-(2) (No change.) 
(f) (No change.) 
(1)-(3) (No change.)  
(g) For purposes of subsection (a) of this section, regular employment is employment that is 
expected to continue for four and one-half months or more. Employment with an institution of 
higher education (including community and junior colleges) is regular employment if it is 
expected to continue for more than one full semester or continues for more than one full semester 
in the same school year.  Employment that is expected to continue for less than four and one-half 
months or for no more than one full semester in a school year is temporary employment and is 
not eligible for membership.  
(h) (No change.) 
(i) For purposes of this section, employment in institutions of higher education (including 
community and junior colleges) measured or expressed in terms of the number of courses; 
semester or course hours/credits; instructional units; or other units of time representing class or 
instructional time must be converted to clock hours and counted as a minimum of two clock 
hours for each clock hour of instruction or time in the classroom or lab in order to reflect 
instructional time as well as preparation, grading, and other time typically associated with one 
hour of instruction.  If the employer has established a greater amount of preparation time for 
each hour in the classroom or lab, the employer’s standard will be used to determine the number 
of clock hours scheduled for work.   

 
RULE §25.6 Part-time or Temporary Employment. 
Part-time (employment that is less than one-half the standard work load), irregular, seasonal, or 
temporary employment (employment for a definite period of less than four and 1/2 months or for 
employment with an institution of higher education, the employment is for no more than one 
semester in a school year) is eligible only if such employment, when combined with other 
employment in Texas public educational institutions during the same school year, qualifies as 
service eligible for membership or if such other employment in itself qualifies as service eligible 
for membership. 
 
RULE §25.21 Compensation Subject to Deposit and Credit 
(a) (No change.) 
(b) (No change.)  
(1)-(3) (No change.) 
(c)  
(1)-(8) (No change.) 
(9) amounts deducted from regular pay for a qualified transportation benefit under Texas 
Government Code §659.202; and  
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(10) compensation designated as health care supplementation by an employee under Subchapter 
D of, Chapter 22, Education Code.; and 
(11) workers’ compensation paid as temporary wage replacement pay and reported or verified to 
TRS and with member contributions paid on the amount of workers’ compensation, by the end of 
the school year following the year in which it was paid.  Workers’ compensation paid as 
temporary wage replacement pay and not reported or verified to TRS with member contributions 
paid on the workers’ compensation in the time period provided may be verified and purchased as 
provided in §25.45 of this title (relating to Verification of Unreported Compensation or Service) 
and §25.43 of this title (relating to Cost for Unreported Service or Compensation) no later than 
the end of the fifth year following the school year in which it may be reported or verified under 
this paragraph.  
(d) (No change.) 
(1)-(16) (No change.) 
(e) (No change.)  
(f) (No change.) 
 
RULE §25.43 Cost for Unreported Service or Compensation. 
(a) Except as provided by subsections (e), and (f), and (g) of this section, the cost of establishing 
unreported service or compensation credit is the actuarial cost, as determined by TRS, of the 
additional standard annuity retirement benefits that would be attributable to the unreported 
service or compensation credit purchased under this subchapter.  
(b) (No change.) 
(c) (No change.)  
(d) (No change.)  
(e) (No change.) 
(1)-(3) (No change.) 
(f) (No change.) 
(g) For purposes of this section, workers’ compensation paid as temporary wage replacement pay 
may be reported or verified to TRS until the end of the school year following the school year in 
which it is paid.  If the workers’ compensation is reported or verified to TRS no later than the 
end of the school year following the school year in which it is paid, member contributions on the 
workers’ compensation  paid are required to establish the compensation and service credit 
associated with the workers’ compensation. The member contributions on the worker’s 
compensation must be paid in full in a lump sum by the end of the school year following the year 
in which the workers’ compensation was paid. If the workers’ compensation is not reported or 
verified and member contributions are not paid by the end of the school year following the year 
in which the workers’ compensation is paid, the member may establish the service and 
compensation as unreported compensation as provided in this section.   
 
RULE §25.47 Deadline for Verification. 
 
(a) (No change.) 
(b) (No change.) 
(c) (No change.) 
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(d) For purposes of this section, workers’ compensation paid as temporary wage replacement pay 
is not unreported compensation until after the end of the school year following the school year in 
which the compensation was paid. 
 
RULE §25.81 Out-of-State Service Eligible for Credit. 
 
A member may obtain out-of-state service credit for qualified employment in public educational 
institutions which are maintained in whole or in part by one of the states in the United States of 
America; by a commonwealth, territory, or possession of the United States of America; or by the 
United States government. Public educational institutions of the United States government must 
have been maintained for the primary purpose of educating the children of United States citizens 
either in foreign countries or in locations within the United States where state and local 
government have not provided public educational facilities. The service in eligible institutions 
must satisfy the requirements for membership in the Teacher Retirement System of Texas, 
except for the requirement that the employment be in Texas. Further, the service must have been 
for at least 4 1/2 months of the school year, or for at least a full semester of more than four 
calendar months, or for at least 90 days of a school year as a substitute in a position otherwise 
eligible for out-of-state service. For service rendered in the 2011-2012 school year and after, a 
member must have worked or received paid leave for at least 90 days in a school year in a 
position otherwise eligible for out-of-state service or worked for at least 90 days in a school year 
as a substitute in a position otherwise eligible for out-of-state service.   A member may satisfy 
any of these requirements by combining the out-of-state service with employment in the Texas 
public schools that occurred in the same school year and for which deposits are maintained in the 
member's account. A member eligible to establish normal membership service credit for a school 
year may not obtain out-of-state credit for that year. 

 

 

 

 

 

 

 

 

 

 

 



 

Teacher Retirement System of Texas 
 

BOARD RESOLUTION  

Adopting Amended TRS Rules 34 TAC §§25.1, 25.6, 25.21,  

25.43, 25.47, and 25.81 

April 18-19, 2013 
 

Whereas, Section 825.102 of the Texas Government Code authorizes the Board of 
Trustees (board) of the Teacher Retirement System of Texas (TRS) to adopt rules 
regarding eligibility for membership, the administration of the funds of the system, and 
the transaction of the business of the board;  

Whereas, The standards for membership eligibility in TRS are established in TRS rule 
§25.1 and provide that employment for one-half or more of the standard full-time work 
load, for a period of four and one-half months or more, with pay at a rate comparable 
to the rate of compensation for other persons employed in similar positions is eligible 
for membership and consistent application of this standard is difficult when the work 
load is expressed in terms of the number of semester hours or course credits taught by 
faculty employed in institutions of higher education rather than in clock hours;  

Whereas, The proposed rule amendments establish the same ratio for converting 
semester hours or course credits to clock hours for the purpose of determining eligibility 
for membership as that used for the purpose of determining the number of hours 
worked by a retiree under the one-half time exception to employment after retirement 
and the conversion ratio of two clock hours for every hour of instruction in the 
classroom or lab reflects the instructional time as well as preparation, grading, and 
other time typically associated with one hour of instruction;  

Whereas, Providing the same conversion ratio for membership eligibility and 
employment after retirement will reduce confusion, ease communication, and improve 
consistent administration of the standard and will also clarify that employment in an 
institution of higher education is “regular” employment if it is expected to continue 
more than one full semester in the same school year or if it continues for more than 
one full semester in a school year;   

Whereas, The proposed amendment in TRS rule §25.6 incorporates the current 
administrative interpretation of temporary employment for purposes of determining 
eligibility for membership for employees of institutions of higher education and 
amending the rule to specifically define temporary employment for faculty in higher 
education as employment for no more than one semester in  a school year will further 
the consistent application of the eligibility requirements and simplify communication 
regarding the standard for temporary employment; and 
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Whereas, The proposed amendments to TRS rule §25.21 regard the eligibility of 
workers compensation paid as temporary wage replacement pay for credit with TRS 
which is not currently addressed in TRS rules and the proposed amendments provide 
that workers compensation is creditable compensation provided that the compensation 
is reported or verified to TRS by the end of the school year following the year in which 
it was paid, which will give a member sufficient time to verify the compensation and 
pay the member contributions before the cost increases;  

Whereas, The proposed changes to TRS rule §25.43 address the amount that must be 
paid to TRS to receive not only compensation credit for workers compensation but also 
service credit associated with the workers compensation and provide if the workers 
compensation is reported or verified to TRS no later than the last day of the school year 
following the school year in which the workers compensation is paid, the cost to 
establish the compensation and associated service credit is the amount of member 
contributions owed on the compensation and the cost of the compensation and 
associated service credit must be paid in a lump sum no later than the last day of the 
school year following the year in which the workers compensation was paid or be 
purchased as unreported compensation;  

Whereas, The proposed amendment to TRS rule §25.47 clarifies that workers 
compensation paid as temporary wage replacement pay is not unreported 
compensation until after the end of the school year following the school year in which 
the compensation was paid;  

Whereas, The proposed amendments to TRS rule §25.81 reflect the new 90-day 
standard for the amount of time that a member must have worked in an otherwise 
eligible position in an out-of-state school in order to purchase the service credit;     

Whereas, Pursuant to the authority granted by the Policy Committee of the board at 
its December 2012 meeting, TRS published proposed changes to the rules in Chapter 
25 for public comment in the March 15, 2013 issue of the Texas Register, and the 
public had at least 30 days' notice of TRS' intention to adopt the proposed amendments 
before the board considered their adoption and TRS received no comments; and 

Whereas, The board's policy committee has recommended that the board adopt the 
proposed amendments, and the board desires to adopt the proposed amendments 
without changes to the published texts of the proposed rule; now, therefore, be it  

Resolved, That the board hereby: 

1) Adopts amended TRS rule 34 TEX. ADMIN. CODE §25.1, 25.5, 25.21, 25.43, 
25.47, and 25.81 as published in the March 15, 2013 issue of the Texas 
Register (38 TexReg 1844-47);  

2) Incorporates by reference into this Resolution, as though fully set out in it, the 
applicable policy committee and board meeting materials, discussions and 
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actions, including the approved  rule text and reasoned justification for its 
adoption as presented in those meeting materials, discussions and actions; 

3) Grants the TRS staff authority to prepare and to file all documents required by 
this Resolution, to work with the Office of the Secretary of State in preparing 
and filing such documents, and to make any technical changes required for 
publication of the adopted rule; and 

4) Grants the board chairman the authority to sign an order showing the action of 
the board. 

 

 

 





 

 
 

M E M O R A N D U M  
 
 
To:  Policy Committee and the Board of Trustees 
 
From:  Rebecca M. Smith, Assistant General Counsel 
 
Copy:  Brian Guthrie, Executive Director 
  Ken Welch, Deputy Director 
  Dennis Gold, Interim General Counsel 
  Rebecca Merrill, Special Advisor to the Executive Director and Manager of  
  Special Projects 
 
Date:  April 1, 2013 
 
Re:  Proposed Amendments to Chapter 31, relating to Employment After Retirement  
 
 
REQUESTED ACTION 
 
At its December 2012 meeting, the Policy Committee authorized publication for public comment 
proposed amendments to two rules in Chapter 31 regarding employment after retirement and the 
employer pension surcharge. Specifically, staff proposed amendments to §31.14, relating to One-
half Time Employment, and §31.41, relating to Return to Work Employer Pension Surcharge. 
The proposed amendments were published and no comments were received at the time of 
submission of this memorandum.  If comments are received prior to the meeting of the Policy 
Committee, staff will address them at the meeting.  The proposed amendments are before the 
committee now for a recommendation to the Board of Trustees regarding adoption.   

WHY THE ACTION IS REQUESTED 

The proposed rule changes to §31.14 address how employment in an institution of higher 
education that is expressed in terms of the number of courses or semester hours taught is 
considered in determining the number of clock hours that can be worked under the limits for one-
half time employment by a retiree.  The most recent prior changes made to this rule provided a 
new standard for one-half time employment.  The new standard for retirees working for TRS-
covered employers allowed a retiree to work the equivalent of four (4) clock hours for every 
work day in the month without forfeiting the annuity payable for that month.  Experience with 
the rule and the conversion ratio in the rule indicate that further refinement is needed to ensure 
consistent application of the rule.  Similarly, experience with the new standard for one-half time 
employment for retirees reflects the confusion that occurs when the standard for payment of the 
pension surcharge is different than the standard for one-half time employment without loss of 
annuity.  The proposed amendments to §31.41 incorporate the same standard for triggering 
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payment of the pension surcharge and the loss of annuity for exceeding one-half time 
employment.     

BACKGROUND OF THE REQUESTED ACTION 

Section 31.14. Recent changes to this rule created one standard for all service retirees working 
for TRS-covered employers after retirement.  In the absence of a twelve full, consecutive 
calendar month break in service from employment with a TRS-covered employer, retirees who 
retired after January 1, 2011 are limited to working no more than one-half time without forfeiting 
the monthly annuity. One-half time means working no more than the equivalent of four clock 
hours for each work day in that calendar month.  A conversion ratio was also added to the rule 
that required work expressed in the number of course or semester hours taught to be converted to 
clock hours.  The ratio was two clock hours for each course or semester hour.   

Experience with the new language revealed a need for further clarification in the ratio language, 
an improvement that is addressed in the current proposed amendments.  Rather than converting 
semester hours or course credits to clock hours, the proposed amendments direct that the number 
of hours of instruction in the classroom or lab be converted to clock hours using the conversion 
ratio.  The conversion ratio takes into account not only the amount of time spent instructing 
students, but also the amount of preparation time, time spent grading work and submitting 
grades, and similar work related to the classroom instruction.  This amendment is recommended 
to eliminate the need to specifically include the many different terms used by employers to 
describe the amount of work performed by faculty by using a single standard of the amount of 
time in the classroom or lab to ensure consistent application of the limit.  

Section 31.41.  The proposed amendments to this rule address the requirements for triggering 
payment of the pension surcharge.  Currently, a pension surcharge is owed by the employer who 
employs a retiree who retired September 1, 2005 or after and is working in a TRS-eligible 
position.  Experience with using two different one-half time standards to evaluate the 
employment of a retiree highlighted the confusion experienced by employers, the difficulty in 
communicating the two standards to employers and retirees, and the unanticipated cost to both 
parties when the work triggered the surcharges.  The standard for one-half time employment that 
avoids loss of the monthly annuity is working no more than the equivalent of 4 clock hours for 
each work day in the calendar month and the standard for triggering the surcharge is working at 
least one-half the full-time load for a period of four and one-half months or more.  The proposed 
amendments establish the same standard for triggering payment of the surcharge and the loss of 
annuity for exceeding one-half time employment.   
 
RECOMMENDATION 
 
Staff recommends the Policy Committee of the Board of Trustees consider recommending to the 
Board of Trustees the adoption of the amendments to the rules in Chapter 31 as outlined herein 
and without changes to the text as published in the Texas Register for public comment.   
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RULE §31.14 One-half Time Employment. 
(a) (No change.) 
(b) (No change.) 
(c) (No change.)  
(d) For the purpose of this section, actual course or lab instruction with an institution of higher 
education in state-supported colleges (including community and junior colleges), and universities 
that is expressed measured in terms of number of courses; course or semester hours/credits; 
instructional units; or other units of time representing class or instructional time shall be counted 
as a minimum of two clock hours for each clock hour of instruction or time in the classroom or 
labper one course or semester hour in order to reflect instructional time as well as preparation, 
grading, and other time typically associated with one course hour of instruction. If the employer 
has established a greater amount of preparation time for each course or semester hour in the 
classroom or lab, the employer's established standard will be used to determine the number of 
courses or labs or semester hours a retiree may teach under the exception to loss of annuity 
provided by this section. The equivalent clock hours computed under this subsection may not be 
greater than the number of work hours authorized in subsection (a) of this section.  
(e) This exception and the exception for substitute service may be used during the same calendar 
month without forfeiting the annuity only if the total amount of time that the retiree works in 
those positions in that month does not exceed the amount of time per month for work on a one-
half time basis. Beginning September 1, 2011 and thereafter, the exception for one-half time 
employment under this section and the exception for substitute service under §31.13 of this 
chapter title (relating to Substitute Service) may be used during the same calendar month without 
forfeiting the annuity only if the total number of days that the retiree works in those positions in 
that month does not exceed one-half the number of days available for that month for work.  
(f) A person working under the exception described in this section is not separated from service 
with all Texas public educational institutions for the purpose of the required 12 full consecutive 
month break described in §31.15 of this chapter title (relating to Full-time Employment after 12 -
Consecutive -Month Break in Service).  
(g) (No change.) 
 
RULE §31.41 Return to Work Employer Pension Surcharge. 
 
(a) For school years prior to the 2013-2014 school year, for each report month a retiree who 
retired September 1, 2005 or after is working for a TRS-covered employer (employer) or third 
party entity in a position eligible for membership in TRS, the employer that reports the retiree on 
the Employment of Retired Members Reports shall pay the Teacher Retirement System of Texas 
(TRS) the surcharge described in this section.(ab) Beginning September 1, 2013, fFor each report 
month a retiree is working for an in a TRS-covered position employer or third party entity for 
more than the equivalent of four clock hours for each work day in that calendar monthand 
reported on the Employment of Retired Members Report, the employer that reports the retiree on 
the Employment of Retired Members Report shall pay to the Teacher Retirement System of 
Texas (TRS) a surcharge based on the retiree's salary paid that report month. For purposes of this 
section, the employer is the reporting entity that reports the employment of the retiree and the 
criteria used to determine if the retiree is working more than the equivalent of four clock hours 
for each work day in that calendar monthin a TRS-covered position are the same as the criteria 
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for determining one-half time employment under §31.14 of this title (relating to One-half Time 
Employment)eligible for TRS membership, except that. A a retiree reported as a substitute must 
meet the requirements of §31.1(b) of this title (relating to Definitions) for the surcharge not to 
apply.  
(bc) The surcharge amount that must be paid by the employer for each retiree working more than 
the equivalent of four clock hours for each work day in that calendar monthin a TRS-covered 
position is an amount that is derived by applying a percentage to the retiree's salary. The 
percentage applied to the retiree's salary is an amount set by the Board of Trustees and is based 
on member contribution rate and the state pension contribution rate.  
(dc) The surcharge is due from each employer that reports a retiree as working as described in 
this section on or after September 1, 2005, beginning with the report month for September 2005.  
(ed) The surcharge is not owed by the employer for any retiree employed who retired from the 
retirement system before September 1, 2005.  
(fe) The surcharge is not owed by the employer for a retiree that is reported as working under the 
exception for Substitute Service as provided in §31.13 of this title (relating to Substitute Service) 
unless that retiree combines Substitute Service under §31.13 of this title with other TRS-covered 
employment with the same or another employer or third party entity in the same calendar month. 
For each calendar month that the retiree combines substitute service and other TRS-covered 
employment as described so that the work exceeds one-half time as described in §31.14(e) of this 
title, the surcharge is owed on all compensation paid to the retiree, including compensation paid 
for substitute service. If the employment is with more than one employer, the surcharge is owed 
by each employer on the compensation paid by that employerby the employer that reports the 
retiree on all compensation earned by the retiree, including compensation for the substitute 
service.  
(gf) The surcharge is owed by the employer on any retiree who is working for a third party entity 
and performing duties or providing services on behalf of the employer for more than the 
equivalent of four clock hours for each work day in that calendar monthbut serving in a TRS-
covered position and who is considered an employee of that employer under §824.601(d) of the 
Government Code.  
(hg) Except as provided in subsection (f) of this section relating to combining substitute service 
with other employment, iIf a retiree is employed concurrently in more than one position that is 
not eligible for TRS membership, the surcharge is owed if the combined employment is for more 
than the equivalent of four clock hours for each work day in that calendar montheligible for 
membership under §25.6 of this title (relating to Part-time or Temporary Employment). If the 
employment is with more than one employer, the surcharge is owed by each employer.  
(i) For school years prior to the 2013-2014 school year, if a retiree is employed concurrently in 
more than one position that is not eligible for membership, the surcharge is owed if the combined 
employment is eligible for membership under §25.6 of this title (relating to Part-time or 
Temporary Employment).  If the employment is with more than one employer, the surcharge is 
owed by each employer.   
(hj) For school years prior to the 2013-2014 school year, iIf a retiree is employed concurrently in 
more than one position and one of the positions is eligible for TRS membership and one is not, 
the surcharge is owed on the combined employment. If the employment is with more than one 
employer, the surcharge is owed by each employer.  
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(ik) For school years prior to the 2013-2014 school year, iIf a retiree is employed in a position 
eligible for TRS membership, the surcharge is owed by each employer on all subsequent 
employment with a TRS-covered employer for the same school year. 



 

Teacher Retirement System of Texas 
 

BOARD RESOLUTION  

Adopting Amended TRS Rules 34 TAC §31.14 and §31.41 

April 18-19, 2013 

Whereas, Section 824.601 of the Texas Government Code authorizes the Board of 
Trustees (board) of the Teacher Retirement System of Texas (TRS) to adopt rules to 
implement the limits on employment after retirement and §825.102 of the Texas 
Government Code authorizes the board to adopt rules regarding eligibility for 
membership, the administration of the funds of the system, and the transaction of the 
business of the board;  

Whereas, Recent changes to §31.14 created one standard for one-half time 
employment for all service retirees working for TRS-covered employers that allows each 
retiree to work the equivalent of four clock hours for each work day in that calendar 
month without forfeiting the annuity for that month and a conversion ratio was also 
added to the rule that required work expressed in the number of course or semester 
hours taught to be converted to clock hours with each course or semester hour counted 
as two clock hours;  

Whereas, Experience with the new standard revealed a further need for clarification in 
the conversion ratio language to eliminate the need to include the many different terms 
used to describe the amount of work performed by faculty by using a single standard of 
the amount of time in the classroom or lab to ensure consistent application and the 
proposed amendments provide a conversion ratio of 2 clock hours for every hour of 
instruction or time in the classroom or lab that takes into account not only the amount 
of time spent instructing students, but also the amount of preparation time, time spent 
grading work and submitting grades, and similar work related to the classroom 
instruction;   

Whereas, The proposed amendments to §31.41 address the requirements for 
triggering payment of the pension surcharge which currently require that a pension 
surcharge be paid when a retiree is employed for one-half or more of the full-time load 
but the limit on one-half time employment for the retiree utilizes a standard of working 
no more than the equivalent of 4 clock hours for each working day in the month;  

Whereas, Experience with using two different one-half time standards to evaluate the 
employment of a retiree highlighted the confusion experienced by employers, the 
difficulty in communicating the two standards to employers and retirees, and the 
unanticipated cost to both parties when the work triggered the surcharges and the 
proposed amendments will establish the same standard for triggering payment of the 
surcharge and the loss of annuity for exceeding one-half time employment; and   
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Whereas, Pursuant to the authority granted by the Policy Committee of the board at 
its December 2012 meeting, TRS published proposed changes to the rules in Chapter 
31 for public comment in the March 15, 2013 issue of the Texas Register, and the 
public had at least 30 days' notice of TRS' intention to adopt the proposed amendments 
before the board considered their adoption and TRS received no comments; and 

Whereas, The board's policy committee has recommended that the board adopt the 
proposed amendments, and the board desires to adopt the proposed amendments 
without changes to the published texts of the proposed rule; now, therefore, be it  

Resolved, That the board hereby: 

1) Adopts amended TRS rule 34 TEX. ADMIN. CODE §31.14 and §31.41 as published 
in the March 15, 2013 issue of the Texas Register (38 TexReg 1848);  

2) Incorporates by reference into this Resolution, as though fully set out in it, the 
applicable Policy Committee and board meeting materials, discussions and 
actions, including the approved  rule text and reasoned justification for its 
adoption as presented in those meeting materials, discussions and actions; 

3) Grants the TRS staff authority to prepare and to file all documents required by 
this Resolution, to work with the Office of the Secretary of State in preparing 
and filing such documents, and to make any technical changes required for 
publication of the adopted rule; and 

4) Grants the board chairman the authority to sign an order showing the action of 
the board. 

 

 
 
 

 

 

 

   

 





 

 
 

M E M O R A N D U M  
 
 
To:  Policy Committee and the Board of Trustees 
 
From:  Rebecca M. Smith, Assistant General Counsel 
 
Copy:  Brian Guthrie, Executive Director 
  Ken Welch, Deputy Director 
  Dennis Gold, Interim General Counsel 
  Rebecca Merrill, Special Advisor to the Executive Director and Manager of  
  Special Projects 
  Clarke Howard, Assistant General Counsel 
 
Date:  April 1, 2013 
 
Re: Proposed Amendments to Chapter 41, relating to Health Care and Insurance 

Programs  
 
 
REQUESTED ACTION 

At its December 2012 meeting, the Policy Committee authorized publication for public comment 
proposed amendments to one rule in Chapter 41 regarding TRS-Care and the health benefit 
surcharge owed by employers when retirees are employed. Specifically, staff proposed 
amendments to §41.4, relating to Employer Health Benefit Surcharge. The proposed 
amendments were published and no comments were received at the time of submission of this 
memorandum.  If comments are received prior to the meeting of the Policy Committee, staff will 
address them at the meeting.  The proposed amendments are before the committee now for a 
recommendation to the Board of Trustees regarding adoption. 

WHY THE ACTION IS REQUESTED 

The proposed changes to §41.4 establish a new standard for triggering payment of the health 
benefit surcharge.  Prior changes made to §31.14, relating to One-half Time Employment, 
established a new standard for one-half time employment after retirement.  Under the revised 
standard, service retirees can work the equivalent of four (4) clock hours for each work day in 
the calendar month without forfeiting the annuity for the month.  A ratio for converting the 
number of course credits or semester hours taught to clock hours was also established.  However, 
payment of the health benefit surcharge is required when the retiree is hired in a position eligible 
for membership in TRS and membership is authorized when the employee is working one-half or 
more of the full-time load for a period of four and one-half months or more.  Experience with the 
revised language of the rule reflected confusion with the different standards used to trigger 
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payment of the health benefit surcharge and for loss of annuity for exceeding one-half time 
employment.  The proposed amendments to §41.4 incorporate the same standard for triggering 
payment of the health benefit surcharge as the limit on one-half time employment that results in 
loss of the monthly annuity and tracks the standard used for triggering payment of the pension 
surcharge.   

BACKGROUND OF THE REQUESTED ACTION 

Section 41.4.  The proposed amendments to this rule address the requirements for triggering 
payment of the health benefit surcharge.  Currently, a health benefit surcharge is owed by the 
employer who employs a retiree who retired September 1, 2005 or after and who is working in a 
TRS-eligible position.  Experience with using the new standard for one-half time employment 
for retirees (equivalent of 4 clock hours for each work day in the calendar month) and the 
standard for one-half time employment eligible for membership (one-half the full-time load) to 
trigger payment of the health benefit surcharge revealed confusion on the part of employers, 
difficulty in communicating the two standards to the employers and retirees, and unanticipated 
cost to both when the retiree worked one-half time.   The proposed amendments establish the 
same standard for triggering payment of the surcharge and loss of annuity for exceeding one-half 
time employment.  
  
RECOMMENDATION 
 
Staff recommends the Policy Committee of the Board of Trustees consider recommending to the 
Board of Trustees the adoption of the amendments to the rule in Chapter 41 as outlined herein 
and without changes to the text as published in the Texas Register for public comment.   
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RULE §41.4 Health Benefit Surcharge. 
(a) When used in this section, the term "employer" has the meaning given in §821.001(7), Government 
Code.  
(b) For school years prior to the 2013-2014 school year, for each report month a retiree is enrolled in the 
health benefits program (TRS-Care) provided pursuant to the Texas Public School Retired Employees 
Group Benefits Act and working for an employer or a third party entity as defined in §824.601, 
Government Code, in a position eligible for membership in TRS, the employer that reports the retiree on 
the Employment of Retired Members Report shall pay the monthly surcharge described in this section to 
the Retired School Employees Group Insurance Fund (the Fund).   
(bc) Beginning September 1, 2013, Ffor each report month a retiree is enrolled in the health benefits 
program ("TRS-Care ") provided pursuant to the Texas Public School Retired Employees Group Benefits 
Act,  and is working for an employer in a TRS-covered positionfor more than the equivalent of four clock 
hours for each work day in that calendar month, the employer that reports the employment of the 
retiree and is reported on the Employment of Retired Members Report to the Teacher Retirement 
System of Texas ("TRS"), the employer that reports the retiree shall pay monthly to the Retired School 
Employees Group Insurance Fund (the "Fund ") a  surcharge established by the Board of Trustees of TRS.  
(cd) The criteria used to determine if the retiree is working more than the equivalent of four clock hours 
for each work day in that calendar month in a TRS-covered position are the same as the criteria for 
determining one-half time employment under §31.14 of this title (relating to One-half Time 
Employment)eligible for TRS membership.  
(de) The surcharge is also owed by the employer on any retiree who is enrolled in TRS-Care, is working 
for a third party entity but is working for more than the equivalent of four clock hours for each work day 
in that calendar month serving in a TRS-covered position, and who is considered an employee of that 
employer under §824.601(d) of the Government Code.  
(ef) The surcharge under subsection (b) of this section is not owed:  
(1) by an employer for any retiree employed by that employer who retired from TRS before September 
1, 2005; or  
(2) by an employer for a retiree reported as working under the exception for Substitute Service as 
provided in §31.13 of this title (relating to Substitute Service) unless that retiree combines Substitute 
Service under §31.13 of this title with other TRS-covered employment with the same or another 
employer or third party entity in the same calendar month. For each calendar month that the retiree 
combines substitute service and other TRS-covered employment as described so that the work exceeds 
one-half time as described in §31.14(e) of this title, the surcharge is owed by each employer as provided 
in this section.  
(fg) A retiree who is enrolled in TRS-Care, is working for an in a TRS-covered employer or third party 
entity for more than the equivalent of four clock hours for each work day in that calendar 
monthposition, and is reported on the Employment of Retired Members Report to TRS shall inform the 
employer of the identification of all employers of the retiree and all employers of any other retiree 
enrolled under the same account identification number. An employer who reports to TRS the 
employment of a retiree who is enrolled in TRS-Care and is working more than the equivalent of four 
clock hours for each work day in that calendar month in a TRS-covered position shall inform TRS as soon 
as possible in writing of the name, address, and telephone number of any other employer that employs 
the retiree or any other retiree who is also enrolled under the same account identification number.  
(gh) If more than one employer reports the employment of a retiree who is enrolled in TRS-Care to TRS 
during any part of a month, the surcharge under subsection (b) of this section required to be paid into 
the Fund by each reporting employer for that month is the total amount of the surcharge due that 
month divided by the number of reporting employers. The pro rata share owed by each employer is not 
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based on the number of hours respectively worked each week by the retiree for each employer, nor is it 
based on the number of days respectively worked during the month by the retiree for each employer.  
(hi) If a retiree who is enrolled in TRS-Care is employed concurrently by one or more employers in more 
than one position that is not eligible for TRS membership, the surcharge is owed if the combined 
employment is for more than the equivalent of four clock hours for each work day in that calendar 
month.eligible for membership under §25.6 of this title. If the employment is with more than one 
employer, the surcharge will be paid according to subsection (hg) of this section by each employer.  
(ij) For school years prior to the 2013-2014 school year, iIf a retiree who is enrolled in TRS-Care is 
employed concurrently in more than one position and one of the positions is eligible for TRS 
membership and one is not, the surcharge is owed on the combined employment. If the employment is 
with more than one employer, the surcharge will be paid according to subsection (hg) of this section by 
each employer.  
(kj) For school years prior to the 2013-2014 school year, iIf a retiree who is enrolled in TRS-Care is 
employed in a position eligible for TRS membership, the surcharge will be paid according to subsection 
(hg) of this section by each employer on all subsequent employment, whether eligible for membership 
or not, with a TRS-covered employer for the same school year.  
(lk) The employer shall maintain the confidentiality of any information provided to the employer under 
this section and shall use the information only as needed to carry out the purposes stated in this section 
and related applicable rules or statutes. 

 

 

   

 

 

 

 

 



 

Teacher Retirement System of Texas 
 

BOARD RESOLUTION  

Adopting Amended TRS Rule 34 TAC §41. 4  

April 18-19, 2013 

Whereas, The Texas Public School Retired Employees Group Benefits Act (the “Act”), 
Chapter 1575, Insurance Code, authorizes the Teacher Retirement System of Texas 
(TRS), as trustee, to implement and administer a uniform group health benefits 
program (“TRS-Care”), as described in the Act; 

Whereas, Section 1575.204, Insurance Code, requires the employer of a reported 
retiree to pay a health benefit surcharge based on the difference between the amount 
the retiree is required to pay monthly for the retiree's and any enrolled dependent's 
coverage under TRS-Care and the monthly full cost of such coverage for the retiree and 
any enrolled dependent (the “monthly employer health benefit surcharge amount”); 

Whereas, Section 1575.052, Insurance Code, authorizes the TRS Board of Trustees 
("board") to adopt rules it considers necessary to implement and administer the TRS-
Care program; 

Whereas, Recent changes to TRS rule §31.14, relating to one-half time employment, 
establish a new standard for one-half time employment after retirement and establish a 
ratio for converting course credits or semester hours to clock hours;   

Whereas, The proposed amendments to TRS rule §41.4, relating to the return-to-work 
employer health benefit surcharge, establish a new standard for triggering payment of 
the monthly employer health benefit surcharge by incorporating the same standard 
used for triggering payment of the pension surcharge;   

Whereas, Pursuant to the authority granted by the Policy Committee of the board at 
its December 2012 meeting, TRS published proposed changes to §41.4 for public 
comment in the March 15, 2013 issue of the Texas Register, and the public had at least 
30 days' notice of TRS' intention to adopt the proposed amendments before the board 
considered their adoption and TRS received no comments; and 

Whereas, The board's policy committee has recommended that the board adopt the 
proposed amendments, and the board desires to adopt the proposed amendments 
without changes to the published texts of the proposed rule; now, therefore, be it  

Resolved, That the board hereby: 

1) Adopts amended TRS rule 34 TEX. ADMIN. CODE §41. 4 as published in the March 
15, 2013 issue of the Texas Register (38 TexReg 1851);  
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2) Incorporates by reference into this Resolution, as though fully set out in it, the 
applicable policy committee and board meeting materials, discussions and 
actions, including the approved  rule text and reasoned justification for its 
adoption as presented in those meeting materials, discussions and actions; 

3) Grants the TRS staff authority to prepare and to file all documents required by 
this Resolution, to work with the Office of the Secretary of State in preparing 
and filing such documents, and to make any technical changes required for 
publication of the adopted rule; and 

4) Grants the board chairman the authority to sign an order showing the action of 
the board. 

 

 

 





 

 
 

M E M O R A N D U M  
 
 
To:  Policy Committee and the Board of Trustees 
 
From:  Rebecca M. Smith, Assistant General Counsel 
 
Copy:  Brian Guthrie, Executive Director 
  Ken Welch, Deputy Director 
  Dennis Gold, Interim General Counsel 
  Rebecca Merrill, Special Advisor to the Executive Director and Manager of  
  Special Projects 
 
Date:  April 1, 2013 
 
Re: Proposed Amendments to Chapter 47, relating to Qualified Domestic Relations 

Orders  
 
 
REQUESTED ACTION 
 
At its December 2012 meeting, the Policy Committee authorized publication for public comment 
proposed amendments to one rule in Chapter 47 regarding qualified domestic relations orders. 
Specifically, staff proposes amendments to §47.10, relating to Determination of Whether an 
Order is a Qualified Domestic Relations Order.  The proposed amendments were published and 
no comments were received at the time of submission of this memorandum.  If comments are 
received prior to the meeting of the Policy Committee, staff will address them at the meeting.  
The proposed amendments are before the committee now for a recommendation to the Board of 
Trustees regarding adoption.   

WHY THE ACTION IS REQUESTED 

The proposed rule changes to §47.10 establish a requirement that domestic relations orders 
entered by a court September 1, 2013 or after must be in a form prescribed by TRS.  Currently, 
TRS provides a model order to aid parties in drafting a domestic relations order that meets all of 
the plan requirements in order to be a qualified order.  Although most orders are based in large 
part on the model order, many parties include limiting language or additional requirements that 
are difficult for TRS to administer and/or require manual administration.  TRS received statutory 
authorization in the last legislative session to require use of a prescribed form or model.  The 
proposed changes to §47.10 implement the statutory authority to require that parties use a 
prescribed model for an order to be approved by TRS as a qualified order.  
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BACKGROUND OF THE REQUESTED ACTION 

Section 47.10.  TRS was given authority in 1991 to administer qualified domestic relations 
orders.  A domestic relations order is any judgment, decree, or order, including approval of a 
property settlement agreement, which relates to the provision of child support, alimony 
payments, or marital property rights to a spouse, former spouse, child, or other dependent of a 
member or retiree, and is made pursuant to a domestic relations law, including a community 
property law of the State of Texas or another state.   

A court enters the domestic relations order that directs TRS to pay an alternate payee a part or all 
of the benefits owed on behalf of the participant and TRS must review the order and determine if 
it is a qualified order.  The Legal-Benefits Team in the Legal Services Department performs this 
review on behalf of the Executive Director.  The parties are notified by TRS if the order is 
approved and the requirements of the order are set up in the alternate payment system (ALTP) 
for administration.  If the order does not meet the statutory requirements, the parties are provided 
a written determination that the order is not a qualified order that includes the basis for the 
rejection of the order.  The parties may then either return to court to obtain an amended order or 
may appeal the determination to district court in Travis County after a request to the Executive 
Director for reconsideration.   

TRS developed the first model domestic relations order in 1992 and continues to use a revised 
version of the original model order.  However, in the absence of a requirement to use the model 
order, courts make revisions to the order that must be evaluated for compliance with the plan’s 
terms.  A determination must also be made that it is possible for TRS to administer the order 
programmatically.  For example, one party may owe the other a sum of money or an equal 
division of the assets cannot be achieved.  The court may order the amount owed to be deducted 
from the benefits to be received from TRS or may order a disproportionate share of one type of 
benefit to be awarded to the former spouse.  The responsibility for tracking the payments and 
administering the division introduces the possibility of human error and can become a liability 
for the trust fund.  By having the requirement that the parties use a form or model prescribed by 
TRS, programming can be developed to ensure the accurate administration of the order and 
reduce the amount of staff time required to manually track payments.  Also, the amount of staff 
time required to review and approve or reject orders will also be reduced by the requirement to 
use a prescribed form.   
 
RECOMMENDATION 

Staff recommends the Policy Committee of the Board of Trustees consider recommending to the 
Board of Trustees the adoption of the amendments to the rule in Chapter 47 as outlined herein 
and without changes to the text as published in the Texas Register for public comment. 
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RULE §47.10 Determination of Whether an Order is a Qualified Domestic Relations Order 
 
(a) A domestic relations order entered by a court of competent jurisdiction September 1, 2013 or 
after must be in a form prescribed by TRS.  The form prescribed by TRS must ensure 
compliance with the requirements in subsection (b) of this section. 
(b) For domestic relations orders entered by a court of competent jurisdiction before September 
1, 2013, TRS shall apply the statutory criteria to determine whether an order is a QDRO. The 
following provisions shall also be used in making the determination.  
(1) The order must provide for each possible distribution by the retirement system for the 
member or retiree. This requirement may be met by a provision that:  
(A) awards a specified or clearly determinable percentage, rather than an amount, of each 
distribution by TRS based on the participant's account; or  
(B) awards all benefits not specified to the participant to be paid in accordance with plan 
provisions.  
(2) The order must provide for reducing the amount awarded in the event of reduction of the 
benefit based on the age of the participant, each reduction to be in proportion to the factors used 
to reduce the standard annuity on the basis of the participant's age below normal retirement age. 
This requirement shall not apply if:  
(A) the order awards a percentage of whatever monthly benefit is payable after all elections have 
been made by the member, or in the event of death benefits, by the designated beneficiary;  
(B) the member or retiree has reached normal retirement age and, if a retiree, has retired without 
any reduction for early age retirement at the time of the determination as to whether the order is a 
QDRO; or  
(C) the order reflects that the retiree is, or will be receiving, retirement benefits reduced for early 
age retirement and the award to the alternate payee has considered the reduced amount of the 
retiree's annuity payments.  
(3) The order may not:  
(A) purport to require the designation by the participant of a particular person as the recipient of 
benefits in the event of a member's or annuitant's death;  
(B) purport to require the selection of a particular payment plan or benefit option;  
(C) require any action on the part of the retirement system contrary to its governing statutes or 
plan provisions other than the direct payment of the benefit awarded to an alternate payee; or  
(D) award any interest in distributions by the retirement system contingent on any condition 
other than those conditions resulting in the liability of the retirement system for payment under 
its plan provision.  
(4) A QDRO may not provide for the award of a specific amount of a benefit, rather than a 
percentage of this benefit, to an alternate payee unless the order also provides for a reduction of 
the amount awarded in the event that the benefits available to the retiree or member are reduced 
by law. This requirement shall not apply to benefit waivers executed by the participant.  
(5) If the order intends to award the participant the full amount of any future benefit increases 
that are provided or required by the legislature, the order must explicitly state such. TRS, its 
board of trustees, and its officers and employees shall not be liable for making payment of part of 
any future benefit increases to any person if the order so requires or if the order awards a 
percentage of benefits payable and does not explicitly state that future benefit increases are 
awarded solely and completely to the plan participant.  
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(6) An order that purports to give to someone other than a member the right to designate a 
beneficiary or choose any retirement plan available from TRS is one that requires an action 
contrary to TRS' governing statute and plan provisions and therefore is not a QDRO.  
(7) An order that attaches a lien to any part of amounts payable with respect to a member or 
retiree is one that requires an action contrary to TRS' governing statute and plan provisions and 
therefore is not a qualified domestic relations order.  
(8) An order that awards an alternate payee a portion of the benefits payable with respect to a 
member or retiree under TRS and that purports to require TRS to make a lump sum payment of 
the awarded portion of the benefits to the alternate payee that are not payable in a lump sum is 
one that requires action contrary to TRS' governing statute and plan provisions and therefore is 
not a QDRO.  
(9) An order shall specify the date of the marriage.  
(10) An order that allocates the participant's investment in contract in a manner not in 
compliance with any requirements of the Internal Revenue Code and applicable regulations is 
not a QDRO. An order that does not allocate a participant's investment in contract may be 
determined to be a QDRO if it provides sufficient information for TRS to make the allocation in 
accordance with applicable laws and regulations.  
(11) An order that purports to require a member to terminate employment, to withdraw 
contributions, or to apply for retirement, is not a QDRO.  
(12) The order must satisfy the requirements of Internal Revenue Code §414(p)(1)(A)(i) and 
§414(p)(1)(B).  
(13) The order may contain provisions consistent with Government Code §824.1012, 
Government Code,  or §824.1013, Government Code, and TRS may rely on the provisions of the 
order as though the provisions were included in the decree of divorce or order accepting a 
property settlement.  
(14) The order may specify an alternative method for the parties to verify their Social Security 
numbers to TRS, if the court finds that omission of the numbers in the order is necessary to 
reduce the risk of identity theft. The order is not a QDRO if TRS finds that the method of 
verification is insufficient for the purpose of payment of benefits or reporting of income for tax 
purposes. 



 

Teacher Retirement System of Texas 
 

BOARD RESOLUTION  

Adopting Amended TRS Rule 34 TAC §47.10 

April 18-19, 2013 

Whereas, Section 804.003(n) of the Texas Government Code authorizes the Board of 
Trustees (board) of the Teacher Retirement System of Texas (TRS) to adopt rules to 
implement the provisions for payments to an alternate payee under the terms of a 
qualified domestic relations order, and §825.102 of the Texas Government Code 
authorizes the board to adopt rules regarding eligibility for membership, the 
administration of the funds of the system, and the transaction of the business of the 
board;  

Whereas, TRS first developed a model domestic relations order in 1992 to assist 
parties and their attorneys in drafting an order that meets all of the plan’s requirements 
for a qualified order;  

Whereas, Experience with the model order reflects that, in the absence of a 
requirement to use the model order, many parties revise the order, making changes 
that must be evaluated for compliance with the plan’s terms and often require manual 
administration of the order, a process which introduces the possibility of human error 
and liability for the trust fund;   

Whereas, Recent changes to §804.003(g) of the Texas Government Code authorize 
TRS to reject a domestic relations order as a qualified order unless the order conforms 
to a model order;  

Whereas, Requiring the parties to use a model order prescribed by TRS will reduce the 
amount of staff time required to review the orders and manually track payments, will 
allow TRS to develop programming to ensure accurate administration of the order, and 
will reduce liability for the trust fund;  

Whereas, The proposed amendment to TRS rule §47.10 implements the statutory 
authority to require use of a prescribed form in order for the domestic relations order to 
be approved by TRS as a qualified order;  

Whereas, Pursuant to the authority granted by the Policy Committee of the board at 
its December 2012 meeting, TRS published proposed changes to the rule in Chapter 47 
for public comment in the March 15, 2013 issue of the Texas Register, and the public 
had at least 30 days notice of TRS' intention to adopt the proposed amendments before 
the board considered their adoption and TRS received no comments; and 
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Whereas, The board's policy committee has recommended that the board adopt the 
proposed amendments, and the board desires to adopt the proposed amendments 
without changes to the published text of the proposed rule; now, therefore, be it  

Resolved, That the board hereby: 

1) Adopts amended TRS rule 34 TEX. ADMIN. CODE §47.10 as published in the 
March 15, 2013 issue of the Texas Register (38 TexReg 1853);  

2) Incorporates by reference into this Resolution, as though fully set out in it, the 
applicable policy committee and board meeting materials, discussions and 
actions, including the approved  rule text and reasoned justification for its 
adoption as presented in those meeting materials, discussions and actions; 

3) Grants the TRS staff authority to prepare and to file all documents required by 
this Resolution, to work with the Office of the Secretary of State in preparing 
and filing such documents, and to make any technical changes required for 
publication of the adopted rule; and 

4) Grants the board chairman the authority to sign an order showing the action of 
the board. 
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FOCUS Consulting Group 

FCG C-Suite Assessment 
TRS PROCESS REVIEW MAP: 

 
 

1. Assessment will be for: Brian Guthrie, Britt Harris and Amy Barrett 
2. TRS Board overview presentation (April 19) 
3. Discuss and agree on transparency level in the process 

 
1. Determine the performance goals  being assessed for each candidate 
2. Determine the specific competencies to be assessed (Complete) 
3. Customize the FCG system 
 

1. Implement the FCG 360 process for assessment 
2. Implement the Enneagram leadership personality tool (Complete) 
3. Interview TRS Board members to obtain performance feedback 

1. Prepare the final feedback reports 
2. Review the feedback with each individual assessed 
3. Review the summary feedback reports with the TRS Board 

 
1. Prepare development plans with individual assessed 
2. Prepare performance goals and objectives for next year 
3. Ratify goals and development with the TRS Board 

 

Determine  “Who and How” 

Assess the Individual(s) 

Review the Data 

Refine the Criteria 

Prepare Next Steps  

2 

2 

3 

4 

5 

1 



         
      

FOCUS Consulting Group 

TRS Leadership Assessment Process Steps & 
Timeline 

www.focusCgroup.com 3 

Online  Competency Rating 

Video Conference Board 
Interviews 

Report Generation & Candidate 
Review 

Report Review and Feedback – 
TRS Board 

Ongoing Executive Coaching 

May 10th – 31st   

July 26th   

July 8th – 19th    

June 10th – 21st   

2013/14   



         
      

FOCUS Consulting Group 

TRS Leadership Assessments - Input 

www.focusCgroup.com 4 

Self   

Board  

Direct 
Report  

Others 
(Peers) 

Competency  
Online 360 Degree Assessment 

Contribution 
Interview  and Manager Based  

Self 

Manager/ 
Board 

Other 



         
      

FOCUS Consulting Group 

TRS Leadership Rating Scales - Input 

www.focusCgroup.com 5 

Scale Competency 
“Candidate demonstrates this 
behavior…” 

Contribution 
“On this goal candidate…” 

5 To a very great extent Far Exceeded expectations 
4 To a great extent Exceeded expectations 
3 To some extent Met expectations 
2 To a little extent Partially met expectations 
1 Not at all Did not meet expectations 



         
      

FOCUS Consulting Group 

TRS Leadership Contribution – Executive Director 
Input Sample 

www.focusCgroup.com 6 

Contribution Goals Score 

Develop and finalize TRS agency core values: 
communicate and integrate them into key processes for 
management of TRS human resources by 12/31/2013.    
Comments: 

Attract and retain a new General Counsel by (06/30/2013) 

Comments: 

Develop and deliver agency wide communication plan to 
continue to drive agency performance. 
Comments: 
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TRS Leadership Competencies – Executive Director 
Input 

www.focusCgroup.com 7 

Leads the Firm Leads the Team Leads the Self 

Servant Leadership Builds Collaboration Ethical Leadership 

Client Focus Reading People Candor 

Strategic Thinking Provides Direction Integrity and Trust 

Effective Decision 
Making 

Priority Setting Learning Agility 

Drives Firm Vision Conflict Resolution Self-Awareness 

Builds Firm Talent Listens Actively 
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Leadership Summary Map – Output Sample 

Contribution 

Competence 

1              2              3                4                  5 

5 
 
 
4 
 
 
3 
 
 
2 
 
 
1 

BG  
4.10 Firm 
3.75 Team 
3.81 Self 

4.20 Cont. 
 
 



         
      

FOCUS Consulting Group 

TRS Leadership Assessments – Output Sample 
Summary 

www.focusCgroup.com 9 

Name 
 

Competency Contribution 

Brian Guthrie Leads Self Leads Team Leads Firm Performance 
Goals 

Overall Avg 3.81 3.75 4.10 4.20 

CEO/ED 
Peer comparison 

3.41 3.75 4.00 N/A 

Self Evaluation 4.00 3.88 4.20 4.10 

Board Evaluation 4.10 3.78 4.25 4.30 

Direct Reports 
Evaluation 

3.83 4.00 4.10 N/A 

Other 
Evaluation 

3.84 3.65 3.90 N/A 



         
      

FOCUS Consulting Group 

 

 

  

Perfectionist 

Helper 

Performer 

Individualist Observer 

Loyal Skeptic 

Enthusiast 

Challenger 

Mediator 
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Strengths: Idea Catalyst, Devil’s 
Advocate, High Ethics 
 
Weaknesses: Seeing New Themes, 
Overconfidence 

Strengths: Good Catalyst, Team 
Player 
Weaknesses: Detail Work, Tough 
Decisions 

Strengths: Gathering Info, Decision 
Making 
Weaknesses: Impatience, 
Overconfidence, Demanding 

Strengths: Creative,  
Team Builder 
Weaknesses: Detail  

Strengths: Questioning, Reader, 
Focus 
Weaknesses: Intuition 

Strengths: Intuition, Devil’s Advocate, 
Spotting Risk 
 
Weaknesses: Easily Bored, Difficulty 
Trusting 

Strengths: Creative Ideas, Integrating 
New Info 
 
Weaknesses: Focus, Consistency, 
Decisiveness 

Strengths: Identify Key Drivers,  Timely 
Decisions 
 
Weaknesses: Quick to Find Fault, 
Overconfidence, Intimidating 

Strengths: Team Player, New Ideas, 
Focused, Calm 
 
Weaknesses: Communications, 
Quant 

Leadership Personality – Output Sample 

Brian G. 
3w2 



         
      

FOCUS Consulting Group 

Questions & Comments 

Jim Ware, CFA 
847-373-8853 

jware@focusCgroup.com  

Keith Robinson 
312-560-7216 

krobinson@focusCgroup.com  
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Liz Severyns 
847-989-5699 

lseveryns@focusCgroup.com  
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Teacher Retirement System of Texas 
 
TEAM Program:  
Independent Program Assessment 
 
Board Presentation  
 
April 19, 2013 
 
 



Objectives 

• Independent Program Assessment (IPA): 
 Provide independent reporting and oversight to the TRS Board 

and Executive Director or designee regarding critical risks 
related to the TRS Enterprise Application Modernization (TEAM) 
Program to enable informed decision-making.  
 

Critical Risks Focus: 
Failure to meet TEAM objectives 
Lack of user acceptance 
Program substantially delayed 
Program substantially over budget 

 

 
 2 



TEAM Program IPA Observations – 
Strengths  

1) Strong and effective Core Management Team (CMT)  
 Cohesive team working well together. All details discussed 

and evaluated - decisions are openly discussed. 
 
2) Organized Reporting Entity Outreach and Business Rules 

Project Management 
 Strong project managers, detailed and updated project 

documentation. 
 
3) Good collaboration between CMT and Risk Management 

Department 
 They are working together to identify risks and related 

mitigation approaches. 
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TEAM IPA Scorecard 

4 

TEAM Program Governance 
Prior 
Score 

Current  
Score Comments 

1.  Program/Project Management  2 Project charter,  status, schedules and Project interdependencies 
2.  Risk Management 1   
3.  Issues Management and Tracking 1   
4.   Program Communication 1   
5.   Change Management 2 Project Change Management procedures and project baseline 
6.   Staffing and Organization 2 Project team charters – staffing, specific roles and responsibilities 
7.   Budget Tracking 1   
    
TEAM Projects   
1.  LOB System Selection & Implementation 1   
2.  FSR Implementation 2 Contingency plan and project charter 
3.  Data Management 2 Project milestones, schedule and  project charter (team info) 
4.  Reporting Entity Outreach 1   
5.  Organizational Change Management 2 OCM Scope, change management roles and responsibilities 
6.  Business Rules Development 1   
7.  Business Process and Training NA   
8.  Legacy System Decommissioning  NA   

9.  External Website  Redesign NA   

10. Maintenance and Enhancement of LOB N/A   
        
Legend 
1 = LOW   
2= GUARDED   
3= CAUTION   
4= ELEVATED   
5= SEVERE   
N/A=  Project not started,  rating is not applicable at this time 



ID # Date Observation Management Responses 
1 1/2013 Re-engineering of 

internal controls has 
not yet been 
addressed within 
the TEAM Program 

In Progress 
Change control processes were already in place.  
Changes were made to the repository to make access 
to those processes easier.  Business Process 
Managers reviewed the Line Of Business and 
Financial System Replacement requirements to ensure 
that controls are included and clearly identified.  The 
TRS Internal Audit team is also reviewing these items. 
Due Date: May 15, 2013 
 

2 1/2013 Approach not 
formalized and 
timely for hiring and 
retention of  high 
tech IT staff 

In Progress  
This observation validates TRS staff observations and 
this is currently being addressed. 
Due Date: December 31, 2013 
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TEAM IPA Summary Observations 



ID # Date Observation Management Responses 
3 2/2013 Project plan 

inconsistent with 
project reporting 

In Progress 
The Project Plans are currently being updated on the 
projects that are in process. The Organizational 
Change Management and the Financial System 
Replacement will be updated when the Statement of 
Work is finalized and a vendor has been selected.  The 
Data Management Project Plan updates should be 
complete by the due date. 
Due Date:  April 30, 2013 

4 2/2013 TEAM Program and 
project staffing plan 
is not detailed 
enough 

In Progress 
This observation is closely related to Observation 2 
noted previously.  Core Management Team presented 
a detailed staffing plan for TEAM Program needs 
throughout the anticipated timeline of the project. 
Project Plans are in the process of being updated to 
include specific roles.  
Due Date:  December 31, 2013 
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TEAM IPA Summary Observations 



ID # Date Observation Management Responses 
5 2/2013 Project 

interdependencies 
have not been 
documented 

In Progress 
This observation validates TRS staff observations and 
is currently being addressed.  Provaliant has been 
holding project interdependency meetings, which look 
at the cross-project interdependencies such as 
schedule and staffing. 
Due Date:  December 31, 2013 
 

6 2/2013 Financial System 
Replacement (FSR) 
contingency plan has 
not been developed 

In Progress 
The FSR Team restructured the vendor's proposed 
methodology to mitigate the risk of not having control 
of the overall scope and the resulting cost. The result 
of the phase will be Go/No-Go decisions after TRS 
performs cost benefit analysis for each.  
Due Date: October 31, 2013 
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TEAM IPA Summary Observations 



TEAM IPA Summary Observations 

 ID# Date Observation Management Responses 
7 2/2013 Organizational 

Change 
Management (OCM) 
project scope and 
plan have not been 
clearly identified 

In Progress 
Core Management Team (CMT) placed responsibility for 
TEAM Program communications under the CMT 
Communications Sub-Team . HR representative was 
added to the CMT as a non-voting member representing 
the OCM Project as the Project Sponsor.  Revised 
Charter that further defines the scope: under review.  
SOW: being revised to further define the project scope.  
Project Plan: vendor will finalize as a deliverable. 
Due Date:  April 30, 2013 (Charter and SOW) 
                  July 31, 2013 (Finalized Project Plan) 

8 2/2013 Change 
Management and 
Quality Control 
Procedures have 
not been finalized 
and published 

TRS IT has change control procedures in place at the 
contract change level as well as the process change 
level.  These procedures are based on the IT 
Governance Document and other change management 
policies defined for the TEAM Program.  All TEAM 
Projects will use these procedures going forward.  
Completed. 
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IPA Activities - Completed Summary 

1. Reviewed OCM Requirements and provided feedback to OCM Project Lead 

2. Attended weekly ESC and CMT meetings and Project Team Meetings including Data 
Management and FSR projects 

3. Completed baseline project management assessment and identified specific observations 
and associated risks 

 Conducted additional interviews and follow-up meetings with Provaliant, Risk 
Management and various Project Sponsors, Leads and Managers 

 Provided status updates and solicited feedback on IPA work from three ESC 
members 

 Reviewed  program and project level documentation, including organizational charts, 
project charters, project plans and status reporting 

 Reviewed updated Data Management Deliverables documentation. 

4. Reviewed LOB Selection criteria and vendor response evaluation approach, and attended 
LOB vendors Pre-Offer conference  

5. Presented baseline assessment observations, identified risks and recommendations 
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IPA Activities - Next Steps Summary 

1. Continue attending ESC, CMT and specific project meetings as needed for monitoring 
progress 

2. Review updated project plan/schedule for Data Management  Project  and verify that Project 
schedule includes new milestone dates 

3. Evaluate Financial System Replacement (FSR) vendor statement of work document (when 
finalized) and provide feedback 

4. Monitor staffing and resource allocation plans, including strategic planning for high tech IT 
staffing needs 

5. Review and evaluate project level risk logs and provide feedback to Risk Management  

6. Continue to review current  TEAM vendor contracts in place and vendor payment schedules 
 
 
 

* Note: The IPA quarterly budget and hours will be reported starting next Board Meeting  in June 2013 
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TEAM IPA Observations – Jan 2013  
 
1.  Re-engineering of internal controls has not yet been addressed within the TEAM Program 
Risks:   

 Inadequate internal control environment  
 Increased cost to design post go-live 
 

Recommendations: 
Incorporate internal controls assessment and design into  applicable project plans (e.g., LOB, FSR) 
 
Management  Response:  
Business Process Managers have reviewed the commitments in the LOB RFO and identified the 
internal controls that are listed for the new LOB.  The list of controls was sent to the ESC and Internal 
Audit for review on 3/8/2013. 
On 3/21/2013 the Business Process Managers were asked by a member of the CMT to perform a 
similar activity by reviewing the requirements for the Financial System Replacement and identifying 
the internal controls.  These internal controls will already have been collected in a spreadsheet.  On 
3/22/2013 a draft of these internal controls were provided to the requestor from the CMT.  These 
internal controls were reviewed on 3/25/2013.  These internal controls will be sent to the CMT and 
then to the ESC and Internal Audit for review.  The submission of this list of internal controls for the 
Financial System Replacement to the ESC and Internal Audit should occur on or before 4/2/2013. 
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2.  Approach not formalized and timely for hiring and retention of  high tech IT staff for TEAM 
implementation and ongoing, sustainable support 

Risks:   
 Inadequate  investment in IT staffing to accomplish TEAM  objectives and ongoing 

sustainability  
Recommendations: 

Consider possible approaches, including cost/benefit analysis: 
 Hire new graduates and train/develop; Train and develop existing selected staff; Hire 

experienced people; Outsource or Combination of the above 
Management  Response:  
This observation validates TRS staff observations and this is currently being addressed.  TRS IT is 
currently providing training for existing staff for development and will continue to do so.   Knowledge of 
the technology used by the LOB and FSR vendors will help TRS IT more precisely identify training 
needs.  TRS IT does currently utilize the Intern program and recently promoted an intern to a full-time 
employee.  TRS IT typically hires experienced candidates and has not hired new graduates recently.  
TRS IT is utilizing outsourcing by hiring contractors for specific technical needs and roles within TRS.  
The new technology will determine the skill set needed for IT staff, which cannot be fully identified until 
the LOB and the FSR Vendors have been selected. 
The OCM Project will also assist in providing skills assessment, identifying development needs, and 
updating job descriptions for these new positions.  
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TEAM IPA Observations – Jan 2013  
 



TEAM IPA Observations 

3.   Project Plan and Reporting inconsistencies: 
  Project Schedules (MS Project Server) are not consistently being updated  for projects 

currently in progress (Data Management, Organizational Change Management, Financial 
Systems Replacement)  

  Status Reporting: Dashboard Milestones and Board report Milestones not  reported at the 
same level of detail 

 Business Process Mapping  activities are not tracked within any of the project schedules 
 

Risks:   
 Incomplete or inaccurate project plan 
 Delays in projects may not be accurately reported 

 
Recommendations: 

 Update project schedules for all projects currently in-progress (DM, OCM, FSR) with tasks 
and milestones. If needed, provide guidance to Project Managers with this process. 

 Consider adding Business Process Mapping activities (tasks and milestones) to the LOB 
project implementation plan, requirements definition phase. 
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TEAM IPA Observations  

3. Project Plan and Reporting: - continued 
 
Management  Response:  
Data Management Project Plan is being updated to reflect accurate milestones. 
FSR Project Plan has not been finalized and will not be finalized until the vendor has been selected, 
which will occur after the SOW has been finalized. 
OCM Project schedule is current through SOW. The project plan will be updated and finalized once the 
SOW has been finalized and the vendor has been selected. 
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TEAM IPA Observations  

4.   TEAM program and project staffing plan is not detailed enough:  
 Project Team resources specific roles and responsibilities have not been clearly identified.  
 Consolidated resource allocation has not yet been clearly documented. 
 

Risks:   
 Inadequate  investment in staffing to accomplish TEAM  objectives and ongoing 

sustainability 
 

Recommendations: 
 Update project plans to include detail roles and responsibilities  by each team member, 

including PMO and Vendor roles, and authority levels where applicable. 
 Develop a detailed staffing matrix for all TEAM projects and resource management plan 

within MS Project. 
 
Management  Response:  
CMT presented a detailed staffing plan for TEAM Program needs throughout the anticipated timeline 
of the project. Project Plans are in the process of being updated to include specific roles.  
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TEAM IPA Observations 

5.   Project interdependencies have not been documented: 
 Interdependencies between related projects have not been clearly documented or 

communicated. For example: Data conversion in LOB and FSR will depend on data being 
cleansed and identified, thus dependency between Data Management Project and LOB  or  
Business Rules and LOB  

 Routine Project Manager and Business Process Manager level cross communication has 
not been established. (TEAM level meetings) 

Risks:   
 Data source may not be cleansed in time for LOB and FSR 
 Program Management structure may not operate effectively 
 Lack of resources or conflicts in staffing allocation to projects 

Recommendations: 
 Develop a consolidated MS Project Plan with interdependencies identified at a high level.  
 Establish Monthly Project Interdependency meetings including Project Managers, BPMs 

and key project team members. 
Management  Response:  
This observation validates TRS staff observations and is currently being addressed.  Provaliant has 
been holding project interdependency meetings, which look at the cross-project interdependencies 
such as schedule and staffing. 
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TEAM IPA Observations  

6.  FSR Contingency plan has not been developed and Project Charter has not been updated:  
 Contingency plan or cost/benefit analysis requirements have not been included within the 

FSR Project Plan or Charter to facilitate the Go/No-Go decision following the Envisioning 
phase 

 Project Charter documentation has not been updated, finalized or published in SharePoint 
(FSR draft dated 6/29/2012).  

Risks:   
 New Financial Systems may not be implemented within TEAM program on time and/or 

within budget 
Recommendations: 

 Recommend developing a  contingency plan with cost/benefit analysis to facilitate Go/No-
Go decision at the end of Envisioning  

 Project management documentation and schedule should be updated to reflect current 
project direction. 
 

Management  Responses:  
The FSR Team restructured the vendor's proposed methodology to mitigate the risk of not having 
control of the overall scope and the resulting cost. The result of the phase will be Go/No-Go decisions 
after TRS performs cost benefit analysis for each. 
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TEAM IPA Observations  

7.  Organizational Change Management (OCM) project scope and plan have not been clearly 
identified: 
 The relationship between HR, OCM, Communications Sub-Team and the "Business 

Procedures and Training (BPT)” projects have not been clarified  
 OCM scope, roles and responsibilities not defined 
 

Risks:   
 Communication may not be clear 
 Lack of staff acceptance 
 Lack of clarity as to who has the overall responsibility for organizational readiness 

 
Recommendations: 

 Clarify roles and responsibilities between HR, OCM, TEAM Communications Sub-Team 
and the "Business Procedures and Training" projects 

 Consider adding HR representation to the CMT and aligning Communication and End User 
Training under Organizational Change Management Project 

 
Management  Response:  
The CMT placed responsibility for TEAM Program communications under the CMT Communications 
Sub-Team. Cindy Yarbrough was added to the CMT as a non-voting member representing the OCM 
Project as the Project Sponsor. The full scope of the relationship will be developed as TRS gets closer 
to starting the BPT project. 
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TEAM IPA Observations  

8.  Change Management and Quality Control Procedures have not been finalized and published: 
 Change Management Procedures for TEAM Program changes, excluding contract 

changes, have not been finalized, approved and published.   
 Additionally, TEAM Program Quality Control procedures and responsibilities have not been 

defined. 
 

Risks:   
 Lack of visibility and appropriate authorization to changes that impact scope, schedule 

and/or cost 
 

Recommendations: 
 Recommend detailed Change Management procedures be developed, approved and 

published.  
 Procedures should identify project baseline, workflow, responsibilities, prioritization 

process, approval procedures, and QA process. 
 
Management  Response:  
TRS IT has change control procedures in place at the contract change level as well as the process 
change level.  These procedures are based on  the IT Governance Document and other change 
management policies defined for the TEAM Program.  All TEAM Projects will use these procedures 
going forward. 
 
 
 

 

19 





Teacher Retirement System of Texas 

TEAM Program Update 

   April 2013 



TEAM PROGRAM 

2 

Agenda 

• Vision of the future 
• Defining the future 
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• TEAM Program Progress 
• Milestones 
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Vision of the Future 

The vision for the future provides for expanded member self-
service, reduced manual processes, improved data quality, and 
easily modified components. 
 
Developing Our Vision 
 
• Site visits – Lessons Learned 
• Roadmap 
• Information Technology Plan 
 



TEAM PROGRAM 
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Defining the Future 

The Process 
 
• Development of a Request for Offer for the Pension 

Administration Line of Business (LOB) System Replacement 
• Development of a Statement of Work for the Financial 

System Replacement (FSR) 
• Commitment Gathering for LOB 
• Requirements Gathering for FSR 
• Current Functionality Assessment (CFA) Visits - LOB 



TEAM PROGRAM 
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Defining the Future 

Request for Offer Development - Pension 
Administration Line of Business (LOB) System 
Replacement 
 
• Over 120 commitment gathering sessions 
• Over 100 TRS staff members involved 
• 1,751 commitments in final RFO 
• Non-confidential portion – 367 pages 
• Confidential portion – 73 pages 



TEAM PROGRAM 
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Examples of Commitments for the Future - LOB 

• Commitments are high level.  
• They define what TRS wants the new system to do. 
• Detailed requirements will be defined once the 

selected vendor is on-site. 
• These are examples of commitments in the RFO. 
• The actual implementation of these commitments 

will be determined during the requirements 
gathering process. 



TEAM PROGRAM 
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Participant Searches 
 

Current: We can search by Social Security Number, XR#, and last 
name. Members are hesitant to give out SSN over the phone or 
on written correspondence. 
 

LOB Commitment: General LOB – Shall provide the ability to 
search by any demographic information (e.g., name 
(combination of, wildcard, and soundex), location, SSN, or TRS 
ID, or phone number) to find a member’s record. 
 

Outcome: Timely processing; enhanced service. 

Examples of Commitments for the Future - LOB 



TEAM PROGRAM 
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Beneficiary Designations 
 

Current: Beneficiary designations must be mailed to TRS on a 
TRS prescribed form and contain the original signature of the 
participant. 
 

LOB Commitment: Web Self-Service - Shall provide the ability to 
view, add, and update beneficiary information (e.g., retired, 
active) 
 

Outcome: Enhanced service for our membership.  

Examples of Commitments for the Future - LOB 



TEAM PROGRAM 
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Requesting refunds through web self-service 
 

Current: A request for refund must be mailed to TRS on a TRS 
prescribed form and contain the original signature of the 
participant. Additional forms may be required depending on the 
situation. 
 

LOB Commitment: Web Self-Service - Shall provide the ability to 
request a refund. 
 

Outcome: Enhanced service to our membership.  

Examples of Commitments for the Future - LOB 
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Required minimum distribution processing - refunds 
 

Current: Due to IRS regulations, TRS must calculate required 
minimum distributions (RMD) for members that are age 70 ½ or 
older and request a refund rollover. RMDs are not rollover 
eligible. An Excel spreadsheet is used to calculate the RMD 
which is then manually entered into the refund system. 
 

LOB Commitment: Refunds – Shall apply IRS required minimum 
distribution rules to rollovers. 
 

Outcome: Elimination of manual process; reduction of errors. 

Examples of Commitments for the Future - LOB 



TEAM PROGRAM 
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Requesting Refunds Outside of Normal Schedule 
 

Current: Occasionally, TRS must issue a refund outside of our 
normal processing schedule. This process is totally manual. Excel 
spreadsheets are used to calculate the refund and produce the 
payment voucher. General Accounting must then manually 
enter the information into the Comptroller’s system. 
 

LOB Commitment: Refunds – Shall provide the ability to allow 
an unscheduled refund payment outside the normal schedule 
 

Outcome: Use of workflow to coordinate work; Elimination of 
manual process; reduction of errors. 

Examples of Commitments for the Future - LOB 
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12 

Requesting Refunds for Ineligible Contributions 
 

Current: If TRS determines that an individual is not eligible for 
membership, we must refund the contributions to the 
individual. The process is manual and requires multiple 
signatures and reviews. 
 

LOB Commitment: Refunds – Shall provide the ability to refund 
contributions and cancel service for member ineligible 
contributions submitted by reporting entity. 
 

Outcome: Elimination of manual process; reduction of errors. 

Examples of Commitments for the Future - LOB 
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Disability Certification Process 
 

Current: PDF packets containing disability information are 
shared with the TRS Medical Board using a secure server; 
however, a paper certification form must be signed by each 
Medical Board member and returned to TRS for processing. 
 

LOB Commitment: Web Self-Service: Shall provide the ability for 
TRS Medical Board to certify disability benefits. 
 

Outcome: Elimination of data entry; faster turnaround. 

Examples of Commitments for the Future - LOB 



TEAM PROGRAM 

14 

Workflows 
 

Current: Work items are pulled by staff or manually pushed by 
management. Management must rely on reports to determine 
the aging and status of work items. The new system will push 
work items to staff.  
 

LOB Commitment: Workflow: Shall provide the ability to auto-
assign or notify a supervisor if a user has not logged in after a 
TRS-defined timeframe and has a task assigned. 
 

Outcome: Timely processing; staff accountability. 

Examples of Commitments for the Future - LOB 
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Benefit Payments and Other Transactions 
 

Current: Many types of transactions are not interfaced between 
systems. 
 

FSR Requirement/Objective: All inter-system or module activity 
will be automatically interfaced and associated workflows will 
progress with electronic approvals. 
 

Outcome: Elimination of manual process; reduction of errors. 

Examples of Requirements for the Future - FSR 
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Reporting 
 

Current Constraint: Data is held in multiple systems and 
spreadsheets, handled numerous times and requires extensive 
quality control efforts. 
 

FSR Requirement/Objective: Capable of generating camera-
ready copy directly from the database on ad-hoc or regularly 
scheduled basis without extensive reconciliation 
 

Outcome: Elimination of manual process; faster turn-around, 
enhanced availability of real-time data. 

Examples of Requirements for the Future - FSR 
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Reconciliations 
 

Current: General Accounting manually prepares approximately 
35 reconciliations on a monthly basis by re-keying data from 
various system reports into spreadsheets.  
  

FSR Requirement/Objective: Reconciliations are automated or 
eliminated because no longer necessary. 
 

Outcome: Elimination of manual process; improved 
synchronization of data. 

Examples of Requirements for the Future - FSR 
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Accounts Payable 
 

Current: Accounts Payable staff required to manually perform 
three-way matching.   
Travel requisitions and payment processing requires multiple 
forms with manual workflow.   
 

FSR Requirement/Objective: The new system will consolidate 
forms, streamline the process through standardized workflows 
and three-way matching will be done on an automated basis. 
 

Outcome: Elimination of manual process; improved efficiency. 

Examples of Requirements for the Future - FSR 
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Time Keeping and Leave Accounting 
 

Current Constraint: The Time Keeping and Leave Accounting 
processes require that data be manually re-keyed and verified 
multiple times. 
 

FSR Requirement/Objective: The new system will have online 
entry from the employee with electronic workflow providing 
real-time leave data for employee and managerial use. 
 

Outcome: Elimination of manual process; availability of real-
time data. 

Examples of Requirements for the Future - FSR 
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Procurement and Contract Management 
 

Current Constraint: Purchase requisitions must be entered into 
multiple systems and Excel for tracking and accounting purposes 
and to create multiple documents.  Thus, reporting the data 
requires it be manually gathered from multiple locations. 
 

FSR Requirement/Objective: The new system will eliminate 
duplicate entry and consolidate data for ease of reporting. 
 

Outcome: Elimination of manual process; enhanced availability 
of real-time data. 

Examples of Requirements for the Future - FSR 
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Investment Accounting 
 

Current Constraint: Manually reconciles the monthly 
investment ledgers from the custodian bank to the detailed 
subsidiary ledgers maintained within multiple systems and Excel 
for tracking, accounting and reporting purposes. 
 

FSR Requirement/Objective: The new system will eliminate 
manual entry, simplify reconciliation and consolidate data for 
ease of reporting. 
 

Outcome: Elimination of manual process; enhanced availability 
of real-time data. 

Examples of Requirements for the Future - FSR 
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Human Resources 
 

Current Constraint: Texas Comptroller’s Uniform Statewide 
Payroll/Personnel System (USPS), Family Medical Leave (FMLA), 
Sick Leave, and other data are all manually entered and 
maintained on separate, non-integrated databases and Excel 
spreadsheets. 
 

FSR Requirement/Objective: The new system will reduce manual 
entry, simplify tracking and integrate personnel, performance and 
payroll data for vastly improved managerial access. 
 

Outcome: Elimination of manual process, enhanced  
availability of real-time data. 

Examples of Requirements for the Future - FSR 
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TRUST - The Future 
 

Teacher Retirement Unified System for Technology 
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One integrated system  
instead of a collection of disparate systems 

 
• Better data on front end; one system of record– rely less on 

staff intervention at the time of a benefit request; 
consolidated view of member information 

• Rely less on reports and Excel spreadsheets – automation of 
manual processes; use of workflows to drive efficiency 

• Integration – less manual work between systems (e.g. 
contact management – information reused across 
teams/departments; reduced manual reconciliations) 
 

TRUST - The Future 
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TRUST - The Future 

TRUST 

Pension 
Line of 

Business 
(LOB) 

Contact 
Mgmt 

Member 
Self-

Service 

Reporting 
Entity Self-

Service 

Imaging, 
Document 

Mgmt, 
Workflow 

HR System 

Financial 
System 

TRS 
Website 

Outside 
Apps 



Teacher Retirement System of Texas 

TEAM Program Management Update 
Provaliant 

   April 2013 



TEAM PROGRAM 

27 

FY2013 FY2012 FY2014 FY2015 FY201? 
Financial System Replacement 

*  SOW = Statement of Work 
** RFO = Request for Offer 

Today 

SOW* SOW* 
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FY2013 FY2012 FY2014 FY2015 FY201? 

Business Rules 

Reporting Entity Outreach 

Business Procedures and Training 

Decommissioning of the Legacy System 

        Organizational Change Management 

Website Redesign 

Pension Administration Line of Business RFO** 

Data Management SOW* 

Financial System 

Independent Program Assessment RFO** 

*  SOW = Statement of Work 
** RFO = Request for Offer 

Today 

SOW* 

SOW* 

           RFO** 

RFO** 

SOW** SOW** 

      SOW* 
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Pension Administration Line of Business (LOB)  
System Replacement 
• Receive Vendor Proposals 
• Current Functionality Assessment (CFA) Visits 
• Receive Detailed Price Responses 
• Scoring RFO Responses 
• Finalists Will Be Notified 

TRUST – Upcoming Activities 
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Current Functionality Assessment (CFA) Visits 
 
• Must meet minimum qualifications 
• Visit to Red River campus to review current TRS functionality 
• Two groups – business and technical 
• Emphasis on functionality that is unique to TRS 

• Customer Relationship Management 
• Health Insurance 

• Allows respondent to appropriately price out the 
commitment that preserves current functionality 

 

TRUST – Upcoming Activities 
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Financial System Replacement (FSR) 
• Development of the Statement Of Work (SOW) 
• Start Negotiations 
• Award Contract and Start Project 

TRUST – Upcoming Activities 
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Major Milestones 

The milestones have been restructured to better align with 
internal status reporting and milestone tracking and reporting to 
the TRS Board of Trustees. In addition, various planning and 
procurement milestones that have been completed have been 
moved off the milestone list. 
  
Milestones flagged with an asterisk and highlighted in yellow 
represent a date change from the last report.  Milestones 
highlighted in green represent that the milestone has been 
completed since the last report. 
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Major Milestones 
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Major Milestones 
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Major Milestones 
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Major Milestones 
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Major Milestones 





Teacher Retirement System of TexasTeacher Retirement System of Texas
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(HUB) Program
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TRS 2012 Comparison with
State of Texas by HUB Category
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Heavy Construction Building Construction Special Trade Professional Services Other Services Commodities Total

State HUB Goal State HUB Actual TRS HUB Goal TRS HUB Actual

Heavy 
Construction

Building 
Construction Special Trade

Professional 
Services Other Services Commodities Total

State HUB Goal  11.20% 21.10% 32.70% 23.60% 24.60% 21.00%
State HUB Actual 6.66% 23.79% 30.83% 15.58% 17.32% 12.61% 13.87%
TRS HUB Goal 0.00% 0.00% 25.00% 5.00% 20.00% 50.00%
TRS HUB Actual 0.00% 0.00% 40.84% 7.65% 8.85% 30.95% 13.50%
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TRS HUB Expenditure Comparison 
FY2011 and FY2012

State Annual
Total Expenditures Non‐HUB Expenditures Non‐HUB % HUB Expenditures HUB % TRS Goal % Procurement Goal %

Heavy Construction ‐$                              ‐$                                        ‐$                              11.90%
Building Construction ‐$                              ‐$                                        ‐$                              26.10%
Special Trade 508,256.00$               395,393.00$                       77.79% 112,862.00$             22.21% 25.00% 57.20%
Professional Services 1,735,338.00$           1,585,338.00$                   91.36% 150,000.00$             8.64% 5.00% 20.00%
Other Services 8,196,601.00$           7,322,317.00$                   89.33% 874,284.00$             10.67% 20.00% 33.00%
Commodity Purchasing 2,450,096.00$           1,226,516.00$                   50.06% 1,223,580.00$         49.94% 50.00% 12.60%

Total: 12,890,291.00$         10,529,564.00$                 81.69% 2,360,726.00$         18.31%

State Annual
Total Expenditures Non‐HUB Expenditures Non‐HUB % HUB Expenditures HUB % TRS Goal % Procurement Goal %

Heavy Construction ‐$                              ‐$                                        ‐$                              11.20%
Building Construction 4,081.00$                   4,081.00$                           100.00% ‐$                            0.00% 21.10%
Special Trade 450,393.00$               266,450.00$                       59.16% 183,943.00$             40.84% 25.00% 32.70%
Professional Services 1,684,100.00$           1,555,210.00$                   92.35% 128,890.00$             7.65% 5.00% 23.60%
Other Services 11,234,438.00$         10,240,129.00$                 91.15% 994,308.00$             8.85% 20.00% 24.60%
Commodity Purchasing 2,852,947.00$           1,970,039.00$                   69.05% 882,908.00$             30.95% 50.00% 21.00%

Total: 16,225,959.00$         14,035,909.00$                 86.50% 2,190,049.00$         13.50%

FY2011

FY2012
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Analysis of Net Decline in Total HUB Program 
Expenditures from FY2011 to FY2012

Total Expenditures in HUB‐Reportable Categories
FY2011 56 2,360,726.00$          FY2011 12,890,290.00$       
FY2012 51 2,190,049.00$          FY2012 16,225,958.00$       

% Change ‐8.93% ‐7.23% % Change 25.88%

FY2011 % HUB FY2012 % HUB Net % Change FY2011 % Non‐HUB FY2012 % Non‐HUB Net % Change
Heavy Construction 0.00% 0.00% 0.00% Heavy Construction 0.00% 0.00% 0.00%
Building Construction 0.00% 0.00% 0.00% Building Construction 0.00% 100.00% 100.00%
Special Trade 22.21% 40.84% 18.63% Special Trade 77.79% 59.16% ‐18.63%
Professional Services 8.64% 7.65% ‐0.99% Professional Services 91.36% 92.35% 0.99%
Other Services 10.67% 8.85% ‐1.82% Other Services 89.33% 91.15% 1.82%
Commodity Purchasing 49.94% 30.95% ‐18.99% Commodity Purchasing 50.06% 69.05% 18.99%

Overall 18.31% 13.50% ‐4.82% Overall 81.69% 86.50% 4.82%

FY2011 $ HUB FY2012 $ HUB Net % Change FY2011 $ Non‐HUB FY2012 $ Non‐HUB Net % Change
Heavy Construction ‐$                         ‐$                            0.00% Heavy Construction ‐$                             ‐$                             0.00%
Building Construction ‐$                         ‐$                            0.00% Building Construction ‐$                             4,081.00$                   ‐    .

Special Trade 112,862.00$          183,943.00$             62.98% Special Trade 395,393.00$              266,450.00$              ‐32.61%
Professional Services 150,000.00$          128,890.00$             ‐14.07% Professional Services 1,585,338.00$          1,555,210.00$           ‐1.90%
Other Services 874,284.00$          994,308.00$             13.73% Other Services 7,322,317.00$          10,240,129.00$        39.85%
Commodity Purchasing 1,223,580.00$      882,908.00$             ‐27.84% Commodity Purchasing 1,226,516.00$          1,970,039.00$           60.62%

Total 2,360,726.00$      2,190,049.00$          ‐7.23% Total 10,529,564.00$        14,035,909.00$        33.30%

Number of Contracts Awarded to HUBs

Non‐HUB Expenditures
Percentage Analysis  by Category

Dollar Analysis by Category Dollar Analysis by Category

HUB Expenditures
Percentage Analysis  by Category

Notes:
In FY2012, there were a number of large dollar non‐HUB purchases for IT hardware/software infrastructure in preparation of TEAM.
Provaliant TEAM Program Management started in FY2012 and $656,292 was expended in FY2012.
With the TEAM projects, a downward trend in our HUB utilization percentage is anticipated to continue.
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Primary Non‐HUB
Contracting Categories
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Historical Perspective
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TRS Accomplishments

The following initiatives were accomplished during FY 2012 to increase procurement 
opportunities with HUB vendors:

 Co‐hosted the 12th Annual HUB Forum with the Texas Workforce Commission 
February 7, 2012 with 25 Texas state agencies and 102 vendor representatives in 
attendance.

 Attended 4 additional forums in FY 2012; mentored HUB vendors on business 
opportunities with TRS and finding opportunities with other State agencies; and 
provided information to assist HUBs with certifications and renewals.

 TRS staff met one‐on‐one with 9 HUB vendors to discuss business opportunities with 
TRS, possible opportunities with other State agencies, and how best to find 
opportunities with the State.

 Paid $1.4 million to certified Texas HUBs via subcontracting on contracts with non‐
reportable expenditure codes.
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Future Initiatives

TRS will continue to:

 Support and implement responsibilities as determined by Texas Comptroller of Public 
Accounts (CPA)

 Host HUB Forums with other agencies and participate in local and selected statewide 
HUB events including CPA Forums

 Conduct one‐on‐one meetings with HUB vendors and assist with identifying business 
opportunities with TRS and other State agencies and assist vendors in becoming 
certified or re‐certified as a Texas HUB 

 Encourage vendor participation in the Mentor‐Protégé Program 

 Support and enhance the Emerging Managers program initiated by the Investments 
Division

While TRS’ initiatives, including subcontracting and attendance of HUB Economic 
Opportunity Forums, have been successful, TRS is committed to improving its outreach to 
HUBs to increase their utilization and success.
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Conclusion

• Since the inception of the HUB Program, TRS’ HUB utilization 
percentages have fluctuated from 1.25% in FY 1992 up to a high 
point of 25.83% in FY 2000.  The FY 2012 percentage is 13.5%.

• TRS’ overall HUB utilization performance is in‐line with the overall 
State of Texas performance.

• TRS recognizes the importance of the HUB program and develops 
initiatives to promote and increase HUB opportunities.  TRS is 
committed to achieving established goals and making a good faith 
effort in all areas.
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Appendix A – HUB Definition

A HUB is defined as a corporation, sole proprietorship, partnership 
or joint venture formed for the purpose of making a profit in which 
the principal place of business is in the State of Texas and at least 
51% is owned, operated, and actively controlled and managed by 
one or more persons who are members of the following 
economically disadvantaged groups:

 Black Americans
 Hispanic Americans
 Asian Pacific Americans
 Native Americans
 American Women
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Appendix B
Secrets of Selling To The State

Secrets of Selling to the State is a presentation created in order to provide vendors a better 
understanding of the State’s and TRS’ contracting processes, the resources and tools 
readily available for use by vendors to identify and earn contracting opportunities, and 
instructions on how to use those resources and tools.  These are methods that vendors 
can use at no cost and with a minimum investment of time. 

The presentation contains sections specific to those vendors seeking opportunities as 
prime contractors and those seeking opportunities as subcontractors.

This was first presented at the 10th Annual TRS‐TWC HUB Forum and is available on TRS’ 
website at:

http://www.trs.state.tx.us/info.jsp?submenu=procurement&page_id=/procurement/selling_to_state
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Appendix C
TRS’ 12 Tips for Contracting with State Agencies

TRS’ 12 Tips for Contracting with State Agencies is a two page handout that covers all 
the basic information for any vendor that wants to do business with the State.  This 
was the first document of its kind to provide this essential information in such a 
concise and easily understood format.  It is provided to vendors at Economic 
Opportunity Forums, one‐on‐one meetings, and anytime a vendor contacts us about 
how to do business with TRS.

Multiple other State agencies have adopted this document for their own use.

This document is also available on the TRS web site at:

http://www.trs.state.tx.us/info.jsp?submenu=procurement&page_id=/procurement/contracting_tips
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Questions?
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Resolution

Category TRS FY12 Goals TRS FY12 Actual TRS FY13 Goals

Special 
Trade 25% 40.84% 25%

Professional 
Services 5% 7.65% 5%

Other 
Services 20% 8.85% 20%

Commodity 
Purchases 50% 30.95% 50%

Whereas, TRS staff met on March 26, 2013 and reviewed the 
report of the Texas Comptroller of Public Accounts on TRS HUB 
expenditures for fiscal year 2012 and discussed the 2012 HUB 
Program Annual Status Report to be presented to the TRS Board 
of Trustees (Board);

Whereas, TRS staff developed proposed HUB goals for fiscal year 
2013 for the Board to consider; and

Whereas, The Board has received and discussed the HUB 
expenditure reports, and the Board desires to adopt TRS’ HUB 
goals for fiscal year 2013; now, therefore, be it

Resolved, That the Board hereby adopts the following HUB 
expenditure goals for fiscal year 2013:





TEACHER RETIREMENT SYSTEM OF TEXAS 
BOARD OF TRUSTEES 

AUDIT COMMITTEE 
 

MEETING AGENDA 
 

April 19, 2013 – 8:00 a.m. 
TRS East Building – 5th Floor, Boardroom 

 
 
 
The Audit Committee will meet at 8:00 a.m. on Friday, April 19, 2013, in 
the 5th Floor Boardroom and conclude at approximately 9:15 a.m. 
 
The following reports will be presented: 
 

• Ethics Policies Follow-Up Audit by the State Auditor’s Office 
 

• Employee Ethics Survey by Internal Audit 
 

• Audit of TRS-ActiveCare Service Providers by Sagebrush Solutions, 
LLC 

 
• Audit of Derivatives by Internal Audit and Protiviti Inc. 

 
• Quarterly Investment Testing by Internal Audit 

 
• Audit of Backup and Recovery by Myers and Stauffer LC 

 
• Audit of the Telephone Counseling Center Performance Measures by 

Myers and Stauffer LC 
 

• Semi-Annual Testing of Benefit Payments by Internal Audit 
 

• Status of Prior Audit and Consulting Recommendations by Internal 
Audit 
 

• Quarterly Internal Audit Status Reports by Internal Audit 
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Financial Statements 
Second Quarter 

January and February 2013 Cash Disbursements  
Pension Trust Fund 

 
 
 

  To:   TRS Board of Trustees 
    Brian Guthrie, Executive Director 
    Ken Welch, Deputy Director 
    
  From:   Don Green, Chief Financial Officer 
 
  Date:   April 4, 2013 
 
 
 
Section 825.314(b) of the Texas Government Code requires the staff of the retirement 
system to report to the board at each board meeting the amounts and uses since the 
preceding board meeting of any money expended by the system from the Pension Trust 
Fund along with an explanation of why the amounts were needed to perform the fiduciary 
duties of the board.  The 82nd Texas State Legislature adopted provisions allowing 
operating expenses of the system to be paid out of the Pension Trust Fund.  On June 8, 
2012, the board approved the Administrative Operations budget for fiscal year 2013. 
 
Total Administrative Expenses (excluding TEAM program) of $13.3 million were 
disbursed in January, 2013.  Salaries and Other Personnel Costs were $11.1 million, 
which includes $6.9 million for annual performance incentive compensation, Professional 
Fees were $0.4 million, Capital Projects were $0.6 million, and Other Operating Expenses 
were $1.2 million.  Items of interest include payments of $129 thousand for investment 
counsel, $222 thousand for postage and mailing, $116 thousand for insurance premiums, 
and $219 thousand in software purchases and maintenance. 
 
Total Administrative Expenses (excluding TEAM Program) of $5.2 million were disbursed 
in February, 2013.  Salaries and Other Personnel Costs were $3.9 million, Professional 
Fees were $0.4 million, and Other Operating Expenses were $0.9 million.  Items of 
interest include payments of $133 thousand for investment counsel, $311 thousand for 
postage and mailing, and $116 thousand for insurance premiums. 
 
TEAM Program Expenses of $319 thousand were disbursed in January, 2013.  Salaries and 
Other Personnel Costs were $255 thousand, Professional Fees were $59 thousand, and 
Other Operating Expenses were $5 thousand. 
 
TEAM Program Expenses of $256 thousand were disbursed in February, 2013.  Salaries 
and Other Personnel Costs were $119 thousand, Professional Fees were $90 thousand, 
and Other Operating Expenses were $47 thousand. 
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Source:  Unaudited monthly financial statements. 

2013 2012
     September 6,956,188$            6,793,546$            
     October 7,527,488              6,450,857              
     November 7,342,717              4,929,626              
     December 5,384,514 5,984,486
     January 13,588,764 (a) 12,409,354
     February 5,410,553 5,413,959
     Totals 46,210,224$          (b) 41,981,828$          (c)

(a) Includes $6.9 million in incentive compensation pay.
(b) Includes reimbursements of $17,364
(c) Cash Disbursements totaled $74,094,530 at August 31, 2012.

Pension Trust Fund
Cash Disbursements - FY 2013

YTD for the Month Ended February 28

TEAM
 Administrative Expenses - FY 2013

YTD for the Month ended February 28  

Salaries & 
Personnel  

$730
31%

Professional 
Fees & 

Services
$917

40%

Other 
Operating  

$680
29%

$2,327,117
(Graph in Millions)
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Financial Statements 
Second Quarter 

Financial Report for the Second Quarter Ended February 28, 2013 
Pension Trust Fund 

 
 
 
 
To:  TRS Board of Trustees 
  Brian Guthrie, Executive Director 
  Ken Welch, Deputy Director 
   
From:  Don Green, Chief Financial Officer  
 
Date:  April 4, 2013   
 
 
Net Assets Held in Trust for Pension Benefits: 
 
For the second quarter ended February 28, 2013, Net Assets Held in Trust for Pension Benefits were 
$116.5 billion, an increase of $2.8 billion over the first quarter and an increase of $5.1 billion over 
the $111.4 billion at August 31, 2012.  Total Additions excluding Net Appreciation in Fair Value of 
Investments were $1.5 billion, a decrease of $75 million from the first quarter.  Interest, dividend, 
and securities lending income totaled $350.5 million, a decrease of $103.3 million from the first 
quarter. Total Deductions were $2.1 billion including external manager fees of $43.5 million.  
Benefit payments account for 93% of all deductions.   
 
 
Administrative Operations: 
 
 Total Administrative Expenses were $22.6 million of which $4.8 million was for December, $12.6 
million for January, and $5.2 million for February.  Salaries and Other Personnel Costs were $19.1 
million which included the annual performance incentive compensation, Professional Fees and 
Services were $975 thousand, Other Operating Expenses were $2.5 million, and Capital Expenses 
were $5 thousand.  At the end of the second quarter 52% of the total funds budgeted were 
remaining. 
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Financial Statements 
Second Quarter 

Source:  Unaudited monthly financial statements. 

YTD for the Second Quarter Ended February 28

Pension Trust Fund
Net Assets - FY 2013 YTD and FY 2012

Additions and Deductions - FY 2013

Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May Jun. Jul. Aug.
FY 2013 112.8 112.5 113.7 114.8 116.6 116.5
FY 2012 101.6 106.6 104.7 104.4 108.3 110.8 110.7 110.9 107.3 109.3 110.3 111.4

$90

$95

$100

$105

$110

$115

$120

$125

Contrib. 
& Other
$2,281.4 

74%
Interest, 

Dividends 
& Sec. 
Lend.
$804.2 
26%

Additions
$3,085,641,633                  
(Graph in Millions)

Benefits
$3,930.5 

93%

Refunds
$196.5 

5%

Admin. & 
Ext. Mgr. 

$106.6 
2%

Deductions  
$4,233,564,572
(Graph in Millions)
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Financial Statements 
Second Quarter 

Source:  Unaudited monthly financial statements. 

   
 

YTD for the Second Quarter Ended February 28 - FY 2012 and FY 2013

(Excluding TEAM and Encumbered Funds)
Budget to YTD Actual - FY 2013

Pension Trust Fund (excludes TEAM)

Administrative Expenses

Salary & 
Other 

Personnel 
$30,429 

78%

Prof. Fees/ 
Services

$1,545 
4%

Other 
Operating

$7,116 
18%Capital 

Expenses
$10 
0%

FY 2013
$39,099,573

(Graph in Thousands)

Salary & 
Other 

Personnel 
$29,272 

75%

Prof. Fees/ 
Services
$1,929 

5%

Other 
Operating

$7,794 
20%Capital 

Expenses
$102 
0%

FY 2012
$39,096,848

(Graph in Thousands)

Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May Jun. Jul. Aug.
2013 Budget (as

amended) 6,165 12,330 18,495 24,660 37,724 43,889 50,054 56,219 62,384 68,549 74,714 80,878

2013 Actual 4,912 10,596 16,528 21,312 33,934 39,100

 $0

 $10,000

 $20,000

 $30,000

 $40,000

 $50,000

 $60,000

 $70,000

 $80,000

 $90,000

 $100,000
Thousands

Budget Totaled $43,889,120  as of  February 28
Actual Expenses Totaled $39,099,573 as of  February 28
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Financial Statements 
Second Quarter 

Pension Trust Fund (Excludes TEAM) 
FY 2013 Budget Basis Administrative Expenses 

Source:  Unaudited monthly financial statements. 

Actual Encumbered Annual Remaining
YTD YTD Budget Budget %

February 28, 2013 February 28, 2013 Amount Amount Expended
SALARIES AND OTHER PERSONNEL COSTS
   Salaries and Wages $ 18,035,010.91 $ $ 38,284,981.00 $ 20,249,970.09 47%
   Longevity Pay 299,180.00 636,720.00 337,540.00 47%
   Employer Retirement Contributions 1,160,807.70 2,450,239.00 1,289,431.30 47%
   Employer FICA Contributions 1,551,443.39 2,804,067.00 1,252,623.61 55%
   Employer Health Insurance Contributions 2,326,277.19 4,805,304.00 2,479,026.81 48%
   Benefit Replacement Pay 88,674.88 129,836.00 41,161.12 68%
   Other Employee Benefits 67,254.14 7,500.00 461,000.00 386,245.86 16%

TOTAL SALARIES AND OTHER PERSONNEL COSTS $ 23,528,648.21 $ 7,500.00 $ 49,572,147.00 $ 26,035,998.79 47%

PROFESSIONAL FEES AND SERVICES $ 1,545,183.39 $ 1,120,462.21 $ 8,064,064.00 $ 5,398,418.40 33%
   

OTHER OPERATING EXPENSES
   Consumable Supplies and Fuels $ 199,932.09 $ 42,777.13 $ 453,210.00 $ 210,500.78 54%
   Utilities 292,563.55 241,655.73 1,105,355.00 571,135.72 48%
   Travel 409,953.05 53,152.66 1,177,003.00 713,897.29 39%
   Rentals 1,155,463.57 387,342.29 2,239,147.00 696,341.14 69%
   Dues, Fees and Staff Development 115,014.19 18,881.78 395,381.00 261,485.03 34%
   Subscriptions and Reference Information 94,256.72 16,527.73 287,419.00 176,634.55 39%
   Printing and Reproduction Services 110,406.29 204,938.56 507,650.00 192,305.15 62%
   Postage, Mailing and Delivery Services 1,557,161.18 88,818.48 2,277,364.00 631,384.34 72%
   Software Purchases and Maintenance 1,644,723.26 421,190.64 2,733,106.00 667,192.10 76%
   Computer Hardware Maintenance 298,381.12 96,419.95 465,000.00 70,198.93 85%
   Miscellaneous Expenses 274,948.24 131,121.07 1,095,370.00 689,300.69 37%
   Insurance Premiums 615,131.00 693,100.00 77,969.00 89%
   Furniture and Equipment - Expensed 133,880.86 5,183.52 430,550.00 291,485.62 32%
   Maintenance - Buildings and Equipment 214,063.05 311,160.40 948,433.00 423,209.55 55%

TOTAL OTHER OPERATING EXPENSES $ 7,115,878.17 $ 2,019,169.94 $ 14,808,088.00 $ 5,673,039.89 62%

TOTAL OPERATING EXPENSES $ 32,189,709.77 $ 3,147,132.15 $ 72,444,299.00 $ 37,107,457.08 49%
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Financial Statements 
Second Quarter 

Pension Trust Fund (Excludes TEAM) 
FY 2013 Budget Basis Administrative Expenses 

Source:  Unaudited monthly financial statements. 

(concluded)

Actual Encumbered Annual Remaining
YTD YTD Budget Budget %

February 28, 2013 February 28, 2013 Amount Amount Expended

CAPITAL EXPENSES
   Furniture and Equipment $ 10,020.50 $ 22,148.56 $ 96,665.00 $ 64,495.94 33%
   Capital Budget Items 283,383.90 1,437,590.31 1,154,206.41 20%

TOTAL CAPITAL EXPENSES $ 10,020.50 $ 305,532.46 $ 1,534,255.31 $ 1,218,702.35 21%

TOTAL OPERATING AND CAPITAL EXPENSES* $ 32,199,730.27 $ 3,452,664.61 $ 73,978,554.31 $ 38,326,159.43 48%

PERFORMANCE INCENTIVE COMPENSATION $ 6,899,843.13 $ $ 6,899,843.13 $ 100%

TOTAL OPERATING AND CAPITAL EXPENSES
INCLUDING PERFORMANCE INCENTIVE

COMPENSATION $ 39,099,573.40 $ 3,452,664.61 $ 80,878,397.44 $ 38,326,159.43 47%

METHOD OF FINANCE
  Administrative Operation Appropriations $ 33,972,370.24 $ 3,452,664.61 $ 70,688,951.44 $ 33,263,916.59 53%
  Employer Retirement Contributions 1,160,807.70 2,450,239.00 1,289,431.30 47%
  Employer FICA Contributions 1,551,443.39 2,804,067.00 1,252,623.61 55%
  Employer Health Insurance Contributions 2,326,277.19 4,805,304.00 2,479,026.81 48%
  Benefit Replacement Pay 88,674.88 129,836.00 41,161.12 68%

TOTAL OPERATING AND CAPITAL EXPENSES $ 39,099,573.40 $ 3,452,664.61 $ 80,878,397.44 $ 38,326,159.43 53%

*Amounts are net of reimbursements.
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Financial Statements 
Second Quarter 

TRS Enterprise Application Modernization  - TEAM 
FY 2013 Budget Basis Administrative Expenses 

Source:  Unaudited monthly financial statements. 

Actual Encumbered Annual Remaining
YTD YTD Budget Budget %

February 28, 2013 February 28, 2013 Amount Amount Expended
SALARIES AND OTHER PERSONNEL COSTS
   Salaries and Wages $ 542,646.91 $ $ 1,210,950.00 $ 668,303.09 45%
   Longevity Pay 8,560.00 17,355.00 8,795.00 49%
   Employer Retirement Contributions 35,376.24 77,501.00 42,124.76 46%
   Employer FICA Contributions 40,962.15 92,638.00 51,675.85 44%
   Employer Health Insurance Contributions 44,905.20 106,720.00 61,814.80 42%
   Benefit Replacement Pay 1,546.86 4,125.00 2,578.14 37%
   Other Employee Benefits 15,095.00 15,095.00

TOTAL SALARIES AND OTHER PERSONNEL COSTS $ 673,997.36 $ $ 1,524,384.00 $ 850,386.64 44%

PROFESSIONAL FEES AND SERVICES $ 658,504.77 $ 1,100,761.70 $ 15,024,840.00 $ 13,265,573.53 12%
   

OTHER OPERATING EXPENSES
   Travel 984.22$                              $                   25,000.00$     24,015.78$     4%
   Dues, Fees and Staff Development 1,785.00 3,190.00 50,000.00 45,025.00 10%
   Software Purchases and Maintenance 158,250.75 2,870,000.00 2,711,749.25 6%
   Furniture and Equipment - Expensed 2,024.99 18,959.81 24,000.00 3,015.20 87%

TOTAL OTHER OPERATING EXPENSES $ 163,044.96 $ 22,149.81 $ 2,969,000.00 $ 2,783,805.23 6%

TOTAL OPERATING EXPENSES $ 1,495,547.09 $ 1,122,911.51 $ 19,518,224.00 $ 16,899,765.40 13%
CAPITAL EXPENSES
   Furniture and Equipment $ 405,674.89 $ 952,567.36 $ 1,525,000.00 $ 166,757.75 89%
   Capital Budget Items

TOTAL CAPITAL EXPENSES $ 405,674.89 $ 952,567.36 $ 1,525,000.00 $ 166,757.75 89%

TOTAL OPERATING AND CAPITAL EXPENSES* $ 1,901,221.98 $ 2,075,478.87 $ 21,043,224.00 $ 17,066,523.15 19%

METHOD OF FINANCE
  Administrative Operation Appropriations $ 1,778,431.53 $ 2,075,478.87 $ 20,762,240.00 $ 16,908,329.60 19%
  Employer Retirement Contributions 35,376.24 77,501.00 42,124.76 46%
  Employer FICA Contributions 40,962.15 92,638.00 51,675.85 44%
  Employer Health Insurance Contributions 44,905.20 106,720.00 61,814.80 42%
  Benefit Replacement Pay 1,546.86 4,125.00 2,578.14 37%

TOTAL OPERATING AND CAPITAL EXPENSES $ 1,901,221.98 $ 2,075,478.87 $ 21,043,224.00 $ 17,066,523.15 19%
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Source:  Unaudited monthly financial statements. 

   
    

    
 

   
    

    
 

  
 

Budget to YTD Actual - FY 2013

Investment Soft Dollars
Administrative Expenses

YTD for the Second Quarter Ended February 28 - FY 2012 and FY 2013
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Actual Expenses Totaled $4,024,568 as of  February 28
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Source:  Unaudited monthly financial statements. 

   

    
    

 

   

    

  
 

Budget to YTD Actual - FY 2013

SSB/TRS Partnership Account
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Financial Report for the Second Quarter Ended February 28, 2013 

TRS-Care 
 
 
 
 
To:  TRS Board of Trustees 
  Brian Guthrie, Executive Director 
  Ken Welch, Deputy Director 
   
From:  Don Green, Chief Financial Officer 
 
Date:  April 4, 2013 
 
 
Net Assets Held in Trust for Other Employee Benefits: 
 
For the second quarter ended February 28, 2013, Net Assets Held in Trust for Other 
Employee Benefits were $687.0 million, a decrease of $78.4 million from the first quarter 
and a $54.0 million decrease from the $741.0 million at August 31, 2012.  Total Additions 
include contributions and other additions of $123.1 million, premiums of $88.2 million, 
and federal revenue of $16.4 million.  Total Deductions were $306.1 million including 
medical claims payments and processing fees of $174.4 million and pharmacy claims 
payments and processing fees of $131.0 million. 
 
Administrative Operations: 
 
Total Administrative Expenses were $713 thousand of which $231 thousand was for 
December, $283 thousand for January, and $199 thousand for February.  Salaries and 
Other Personnel Costs were $611 thousand, Professional Fees and Services were $92 
thousand, and Other Operating Expenses were $10 thousand.  At the end of the second 
quarter, 65% of the total funds budgeted were remaining. 
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Source:  Unaudited monthly financial statements. 

TRS-Care
Net Assets - FY 2013 YTD and FY 2012

Additions and Deductions - FY 2013
YTD for the Second Quarter Ended February 28

Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May Jun. Jul. Aug.
FY 2013 723.1 689.3 765.4 749.4 710.9 687.0
FY 2012 876.9 874.3 878.6 870.1 858.6 861.5 844.3 830.1 817.4 810.3 777.7 741.0
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Source:  Unaudited monthly financial statements. 

  
 

Budget to YTD Actual - FY 2013
(Excludes Encumbered Funds)
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Source:  Unaudited monthly financial statements. 

TRS-Care 
FY 2013 Budget Basis Administrative Expenses 

Actual Encumbered Annual Remaining
YTD YTD Budget Budget %

February 28, 2013 February 28, 2013 Amount Amount Expended

SALARIES AND OTHER PERSONNEL COSTS
Salaries and Wages 912,525.47$                   -$                                 1,815,673.00$  903,147.53$          50%
Lump Sum Payments 50,000.00 50,000.00               
Longevity Pay 26,540.00 54,100.00          27,560.00               49%
Employer Retirement Contributions 58,973.87 116,203.00       57,229.13               51%
Employer FICA Contributions 68,790.62 138,899.00       70,108.38               50%
Benefit Replacement Pay 9,719.82 12,377.00          2,657.18                 79%
Other Employee Benefits 14,150.00          14,150.00               
Employer Health Insurance Contributions 113,301.18 233,442.00 120,140.82            49%

TOTAL SALARIES AND OTHER PERSONNEL COSTS 1,189,850.96$                -$                                 2,434,844.00$  1,244,993.04$       49%

PROFESSIONAL FEES AND SERVICES 120,983.02$                   170,263.66$                   1,071,000.00$  779,753.32$          27%
 

OTHER OPERATING EXPENSES      
Consumable Supplies 610.86$                           700.00$                           5,200.00$          3,889.14$               25%
Utilities 2,745.18 5,531.00            2,785.82                 50%
Travel In-State 1,367.00                          6,500.00            5,133.00                 21%
Travel Out of State 2,818.21 5,455.00            2,636.79                 52%
Rental - Building 41,255.50                        82,511.00          41,255.50               50%
Dues, Fees and Staff Development 75.00 1,036.00                          3,325.00            2,214.00                 33%
Subscriptions and Reference Information 570.00 570.00                    
Printing and Reproduction Services 3,294.85 2,230.50                          15,000.00 9,474.65                 37%
Postage, Mailing and Delivery Services 2,208.59 48,163.63                        135,277.00 84,904.78               37%
Miscellaneous Expenses 6,415.97 833.33                             14,600.00 7,350.70                 50%
Furniture and Equipment - Expensed 6,500.00 6,500.00                 
Maintenance - Buildings and Equipment (5.71) 2,000.00 2,005.71                 0%

TOTAL OTHER OPERATING EXPENSES 18,162.95$                     95,585.96$                     282,469.00$     168,720.09$          40%
 

TOTAL OPERATING EXPENSES 1,328,996.93$                265,849.62$                   3,788,313.00$  2,193,466.45$       42%
  Less:  Employer Retirement Contributions
              paid on behalf of Employees (58,973.87)$                    -$                                 (116,203.00)$    (57,229.13)$           51%

TOTAL CASH OUTLAY FOR OPERATING EXPENSES 1,270,023.06$                265,849.62$                   3,672,110.00$  2,136,237.32$       42%
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Financial Report for the Second Quarter Ended February 28, 2013 
TRS-ActiveCare 

 
 
To:  TRS Board of Trustees 
  Brian Guthrie, Executive Director  
  Ken Welch, Deputy Director 
 
From:  Don Green, Chief Financial Officer 
 
Date:  April 4, 2013 
 
 
The fund captures financial activity for the following programs: 
 
 TRS-ActiveCare health care program for active public school employees 

 
 Optional life and long-term care insurance for active members and retirees 

 
Net Assets – Restricted for Health Care Programs 
 
For the second quarter ended February 28, 2013, Net Assets were $74.6 million, a 
decrease of $3.9 million from the first quarter and an increase of $28.8 million over the 
$45.8 million at August 31, 2012. Total Revenues were $453.1 million.  Health care 
premiums were $450.7 million, COBRA premiums were $2.0 million, investment income 
was $321 thousand and optional life and long-term care administrative fees were $23 
thousand. Total Expenses were $457 million including medical claims payments and 
processing fees of $367.3 million, pharmacy claims payments and processing fees of 
$64.2 million, and HMO payments of $25 million.  
 
Administrative Operations: 
 
Total Administrative Expenses were $473 thousand of which $129 thousand was for 
December, $165 thousand for January, and $179 thousand for February.  Salaries and 
Other Personnel Costs were $386 thousand, Professional Fees and Services were $84 
thousand and Other Operating Expenses were $3 thousand.  At the end of the second 
quarter, 67% of the total funds budgeted were remaining. 
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Source:  Unaudited monthly financial statements. 

TRS-ActiveCare
Net Assets - FY 2013 YTD and FY 2012

YTD for the Second Quarter Ended February 28
Revenues and Expenses - FY 2013

Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May Jun. Jul. Aug.
FY 2013 62.3 67.0 78.5 92.3 75.7 74.6
FY 2012 198.0 216.7 229.2 230.3 228.2 222.2 213.1 208.2 189.3 166.4 117.6 45.8
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Budget to YTD Actual - FY 2013
(Excludes Encumbered Funds)

YTD for the Second Quarter Ended February 28 - FY 2012 and FY 2013
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Budget Totaled $1,382,185 as of  February 28
Actual Expenses Totaled $903,008 as of  February 28
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TRS-ActiveCare 
FY 2013 Budget Basis Administrative Expenses 

Source:  Unaudited monthly financial statements. 

Actual Encumbered Annual Remaining
YTD YTD Budget Budget %

February 28, 2013 February 28, 2013 Amount Amount Expended
SALARIES AND OTHER PERSONNEL COSTS
   Salaries and Wages 575,859.57$         $                        1,295,835.00$     719,975.43$        44%
   Longevity Pay 12,960.00            32,040.00             19,080.00             40%
   Employer Retirement Contributions 37,589.32            82,933.00             45,343.68             45%
   Employer FICA Contributions 42,326.33            99,131.00             56,804.67             43%
   Employer Health Insurance Contributions 61,247.50            141,422.00          80,174.50             43%
   Benefit Replacement Pay 515.61                  2,063.00               1,547.39               25%
   Other Employee Benefits                           59,500.00             59,500.00             0%

     TOTAL SALARIES AND OTHER PERSONNEL COSTS 730,498.33$        0.00$                      1,712,924.00$     982,425.67$        43%

PROFESSIONAL FEES AND SERVICES 165,926.30$        371,916.66$          950,750.00$        412,907.04$        57%
 

OTHER OPERATING EXPENSES
  Consumable Supplies 253.69$                333.26$                 3,000.00$             2,413.05$             20%
  Utilities 306.56                  1,500.00               1,193.44               20%
  Travel 1,145.37               425.00                    8,350.00               6,779.63               19%
  Rentals                           28,222.00              62,245.00             34,023.00             45%
  Dues, Fees and Staff Development 3,885.00               299.00                    8,700.00               4,516.00               48%
  Subscriptions and Reference Information 499.00                  900.00                  401.00                  55%
  Printing and Reproduction Services                           712.50                    1,425.00               712.50                  50%
  Postage, Mailing and Delivery Services                           1,817.74                4,775.00               2,957.26               38%
  Miscellaneous Expenses 493.63                  166.63                    3,300.00               2,639.74               20%
  Furniture and Equipment - Expensed                           4,500.00               4,500.00               0%
  Maintenance - Buildings and Equipment                           2,000.00               2,000.00               0%

           TOTAL OTHER OPERATING EXPENSES 6,583.25$            31,976.13$            100,695.00$        62,135.62$           38%

                   TOTAL OPERATING EXPENSES 903,007.88$        403,892.79$          2,764,369.00$     1,457,468.33$     47%

  Less:  Employer Retirement Contributions
             paid on behalf of Employees (37,589.32)$         -$                        (82,933.00)$         (45,343.68)$         45%

      TOTAL CASH OUTLAY FOR OPERATING EXPENSES 865,418.56$        403,892.79$          2,681,436.00$     1,412,124.65$     47%
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 Financial Report for the Second Quarter Ended February 28, 2013 
403(b) Administrative Program 

 
 
To:  TRS Board of Trustees 
  Brian Guthrie, Executive Director 
  Ken Welch, Deputy Director 
   
From:  Don Green, Chief Financial Officer  
 
Date:             April 4, 2013   
 
 
For the second quarter ended February 28, 2013, Net Assets were $330 thousand, an increase of $27 
thousand over the first quarter of $303 thousand.  Total Revenues were $39 thousand. Product 
Registration Fees were $33 thousand and Certification Fees were $6 thousand.  Total Operating 
Expenses were $13 thousand for Salaries and Other Personnel Costs.  At the end of the second 
quarter, 49% of the total funds budgeted were remaining. 
 
 

403(b) Certification Program 
Net Assets – FY 2013 YTD and FY 2012 
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