
TEACHER RETIREMENT SYSTEM OF TEXAS MEETING 

BOARD OF TRUSTEES 

AND 

BUDGET COMMITTEE 

(Ms. Sissney, Committee Chair; Mr. Barth; Ms. Charleston; Mr. Moss; & Ms. Ramirez, 

Committee Members) 

 

AGENDA 

 

July 24, 2015 – 9:45 a.m. 

TRS East Building, 5th Floor, Boardroom  
 

1. Consider the approval of the June 11, 2015 committee meeting minutes – Nanette Sissney. 

2. Receive a presentation on Commission Sharing Arrangement (CSA) Commissions & 

Expenses – Sylvia Bell and Don Green. 

3. Discuss and consider recommending to the Board the adoption of the following – Don 

Green: 

A. The proposed fiscal year 2016 pension trust fund administrative operations budget, 

general provisions, and resolution authorizing transfer of pension trust funds to the 

TRS expense account to cover the expenses approved under the fiscal year 2016 

budget. 

B. The proposed fiscal year 2016 administrative operations budgets and general 

provisions for the TRS health benefits funds (TRS-Care and TRS-ActiveCare) and 

optional long-term care insurance program. 

C. The proposed fiscal year 2016 administrative operations budget and general 

provisions for the 403(b) company certification and investment product registration 

program. 

 

 

 

 

NOTE: The Board of Trustees (Board) of the Teacher Retirement System of Texas will not 

consider or act upon any item before the Budget Committee (Committee) at this meeting of the 

Committee.  This meeting is not a regular meeting of the Board.  However, because a quorum of 

the Board may attend the Committee meeting, the meeting of the Committee is also being posted 

as a meeting of the Board out of an abundance of caution. 

 



 
 
 

Minutes of the Budget Committee  
June 11, 2015 

 

The Budget Committee of the Board of Trustees of the Teacher Retirement System of Texas (TRS) 

met on Thursday, June 11, 2015 in the boardroom located on the fifth floor of the TRS East 

Building offices at 1000 Red River Street, Austin, Texas 78701. The following committee 

members were present: 

Nanette Sissney, Chair 
Todd Barth 
Karen Charleston 
Christopher Moss 
Dolores Ramirez 
 
Others present: 

David Kelly, TRS Trustee Dan Junell, TRS 
 David Corpus, TRS Trustee Jay LeBlanc, TRS 

Anita Palmer, TRS Trustee Lynn Lau, TRS 
 Brian Guthrie, TRS Stan Korn, TRS 

Ken Welch, TRS Scot Leith, TRS 

Don Green, TRS Jamie Pierce, TRS  
 Carolina de Onís, TRS Jim Pinkard, TRS 

Amy Barrett, TRS Roberto Ruiz, TRS 

Janet Bray, TRS  Beckie Smith, TRS 

Barbie Pearson, TRS Heather Traeger, TRS 

Sylvia Bell, TRS Steve Huff, Reinhart Boerner Van Deuren s.c 

Janie Duarte, TRS Philip Mullins, Texas Retired Teachers Association 

 Ted Melina Raab, Texas American Federation of Teachers 

 

With a quorum of the committee present, the meeting convened at 3:55 p.m.  

1. Consider the approval of the proposed minutes of the July 11, 2014 committee 

meeting – Nanette Sissney. 

On a motion by Mr. Barth, seconded by Ms. Ramirez, the committee unanimously approved the 

proposed minutes of the July 11, 2014 committee meeting. 

 

2. Receive an update on the administrative operations budget for fiscal year 2015,  

review the Budget History Document as background, and receive an overview of 

proposed administrative operations budgets and general provisions for fiscal year 

2016 – Don Green.  

 

Mr. Green presented an overview of the proposed administrative operations budget for fiscal year 

2016. He also discussed the portion of TRS' biennial legislative appropriations request (LAR) for 

FY 2016. He highlighted notable items in the LAR, which the legislature had approved, including: 

the addition of 11 new full-time equivalents (FTE) for the TEAM program; funding to maintain 

TRS facilities, services,  and workforce; and funding of GASB-related costs. He said that there 

would be no across-the-board pay increase for TRS staff because the legislature did not approve a 

pay increase for all state employees. Rather, he explained, the legislature increased salaries for 

those state employees who paid into the Employees Retirement System to offset their rising 
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contributions. He pointed out that, while the dollar amount allocated to the TRS merit pool would 

increase under the proposed budget, the total amount allocated for employee wages and benefits 

would decrease as a percentage of the total budget. 

 

Mr. Green laid out the administrative budgets by division and operating expense category. Per Ms. 

Sissney’s request, Mr. Green provided an update on the building renovation project. He stated that 

renovations of the fourth floor of the East building and some parts of the fourth floor of the West 

building had been finished and that contractors were currently renovating portions of the fifth floor 

of the East building. He stated that renovations were planned for the Telephone Counseling Center 

in FY 2016 and the Benefit Processing area in FY 2017. He reviewed the growth of operating 

expenses due to increases in postage, travel, software licenses, hardware maintenance, and using 

hard dollars to pay certain expenses that had previously been paid with soft dollars. Mr. Green also 

noted that staff proposed no substantive changes in the fund-transfer authority contained in  the 

general provisions that accompany the budget and give direction and delegate authority regarding 

certain funding matters. Per Ms. Sissney’s request, Mr. Green would provide details on the planned 

external audit for TRS-Care and TRS-ActiveCare. He confirmed that the audit is scheduled every 

other year for TRS-Care and TRS-ActiveCare, respectively. 

 

The meeting adjourned at 4:15 p.m.  

 
 

MINUTES APPROVED BY THE BUDGET COMMITTEE OF THE BOARD OF TRUSTEES OF 

THE TEACHER RETIREMENT SYSTEM OF TEXAS ON THE 24th DAY OF JULY, 2015. 

ATTESTED BY: 

 

 

 

  

Dan Junell 

Secretary to the TRS Board of Trustees 

 Date 
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Summary of Issue

Current Issue

• CSA 2015 commission targets have not been achieved

o FY 2015 Budget is $26.6 million and projected to be earned is $20.8 million
o CSA commissions are expected to decrease as TRS continues to expand allocation to non-

CSA eligible investment strategies such as Risk Parity and External Private Markets

Impact

• Shortfall in CSA commissions will be detrimental to quality and availability 
of Research 

• Constrains the ability to procure the necessary Research used to generate 
alpha

Proposed Solution

• Pay Research expenditures directly from Investment Trust Accounts
o Continue to pay non-research related expenditures from CSA program
o Proposed solution does not change FY 2015 or FY 2016 planned expenditures 
o Payment process similar to payment of external legal counsel expenses
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Sources and Uses of Funds

Commission Sharing Arrangement (CSA)  

• CSA commission credits are generated via a surcharge on eligible internally traded equities and futures
• CSA commission credits are remitted to State Street by TRS execution brokers and made available to spend
• CSA commission credit surcharge is netted against portfolio performance 

Commission Recapture (CR)

• CR commission credits are generated via surcharge on eligible externally traded equities
• CR commission credits are remitted to State Street by TRS investment managers and made available to spend
• CR commission credit surcharge is netted against portfolio performance 

State Street 

• Set amount deducted from Securities Lending program revenue

Budget FY 2015 Budget FY 2016

Expenditures CSA1

Commission

Recapture State Street CSA2

Commission

Recapture State Street

Research 11,361,520 13,714,115

Data Subscriptions &       
Software 11,889,109 200,000 50,000 11,189,337 390,000 758,000

Contract Services 2,040,100 2,744,200

Professional Services
2,525,000 3,585,000 3,745,000 1,702,600

Other Operating 
Expenses 809,865 300,000 324,900 403,125 410,000 795,200

Total $26,585,500 $500,000 $6,000,000 $29,051,577 $800,000 $6,000,000

1 The proposed process for research payments would reduce the FY2015 Soft Dollar Budget by $2.7 million
2 The proposed process for research payments would reduce the FY2016 Soft Dollar Budget by $13.7 million 
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Volatility in Forecasting CSA Commissions Generated
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Historical Experience

• FY 2013 – Shortfall covered by existing commission credit balances; added futures as a new commission 
credit source at $2/contract

• FY 2014 – Raised commission rates (i.e. surcharge) from 6.5 bps  to 8 bps on equities 

• FY 2015 – Actual CSA commissions generated below Target due to portfolio turnover being down by 20% 
from prior year
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Summary Of Options Considered To Resolve Shortfall

Option One – Pay CSA expenditures from Operating Budget 

Pro:
• Resolves CSA commission shortfall

Con:
• Operating Budget cannot absorb the impact in the FY 2016 - FY2017 biennium without a fiduciary finding
• Significant impact to procurement process; would be detrimental to availability/quality of research

Option Two – Increase CSA Commission Rates

Pro:
• Provides for ability to raise more commissions per trade and meet budget target

Con:
• Will increase trade execution costs
• Disproportionate performance impact for those portfolios that generate CSA eligible trades

Option Three – Pay certain CSA expenditures from Investment Trust Accounts (preferred option)

Pro:
• Mitigates reliance on volatile and uncertain source for paying fixed costs
• More aligned allocation of research expenses to investment portfolio performance; same impact to Total Trust performance
• Process, systems, controls exist; no additional changes required to budget, procurement or payment process 

Con:
• More TRS resources required in management and oversight of research expenditures



6

Using Existing Budget, Approval and Payment Process

TRS General 
Accounting

Recommendation 
provided by IMD 

based on research 
needs

Budget 
recommendation 
presented to the 

Board for approval 
with the annual 
fiscal operating 

budget

SPR Team

Approves payment
and supporting 
documentation 

Oversees program 
and provides status 

reports to Board and 
MC

TRS Investment 
Operations

SPR Team forwards 
payment voucher to

Investment Ops

Completes Funding
Request & charges 
expense to profit
center account

Funding Request is 
routed to profit 

center approval via 
electronic approval 

hierarchy

Reviews & reconciles 
SSB wire

confirmation log
activity to TRS 

Investment Cash 
Account

Completes Expense 
Reporting form for

posting in TRS Budget
system

Prepares Budget vs
Actual expenditure 

reporting 

TRS Investment 
Accounting

Verifies & approves 
Funding Request & 

support

Verifies Funding 
Request to SSB wire 

confirmation log

Custodian

Verifies Funding 
Request details 

including
appropriate
approvals

Initiates call back as 
required by the
Funds Transfer

Operating Protocol

Once callback is 
complete, wire is

sent to vendor

SSB sends a wire 
confirmation log on
the day of funding
to both Investment

Accounting & 
Operations

TRS General 
Accounting

Receives payment
form with support
for posting to TRS

Budget system

Verifies funding
details & approvals,

& posts to TRS
budget system for 

auditing and
reporting
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Budget Program Descriptions

Operating 
Budget

State Street
TRS Commission Arrangements

CSA Commission Recapture

Budget 
Process

Budget Committee, 
Board and Legislative 
Budget Board

Budget Committee and 
Board

Budget Committee and 
Board

Budget Committee and Board

Primary Uses Travel and Salaries Contract workers Third party research,
Software, Data Subscriptions

Systems and Software

Limitations State budget 
constraints and state 
contracting 
requirements

Contractual limit of $6 
million; eligible expenses
defined in SSB/TRS 
custody agreement

Generated by internal 
manager trading
commissions; subject to Soft 
Dollar Policy

Generated by external manager 
trading commissions; subject to Soft 
Dollar Policy

Credit Rates N/A N/A Dollar for dollar credit (i.e. 
no mark-up)

Standard rate sheet; dollar for 
dollar credit (i.e. no mark-up)

Other Factors State Budget 
constraints

Expenses require SSB 
approval

Administered by State 
Street; additional SEC Rule 
28(e) expense eligibility 
limitations

Administered by State Street; not 
subject to SEC Rule 28(e) expense 
eligibility limitations
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Key Points
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The total operating budget requested for FY 2016 across all funds is within existing 
legislative authority.  The total request is $172.9 million, an increase of $12 million (or 
7.5%) over FY 2015. Based on strategic planning, the following represent the agency’s 
funding priorities:

 The total TEAM request will consist of $24.6 million, representing the next 
increment needed to implement the program.  Included are 11 new FTEs approved 
by the Board during the LAR process.

 An agency merit pool of 3% for Red River and 5% for the Investment Management 
Division.

 Funding for increases in operating expenses for leased space, postage, software 
licenses, and the shift of expenses from soft dollars to hard dollars.

 No funding is requested at this time for GASB implementation; only approval upon 
a finding of fact by the TRS board.



General Provisions
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General Provisions
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Summary of FY 2016 Budget
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*  Legislative appropriations for the biennium are $40.3 million.
**Includes estimated Employer Retirement Contributions, Employer FICA Contributions, Employer Health Insurance Contributions, and

Benefit Replacement Pay.



Comparison by Department
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Comparison by Department
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Comparison by Expense Category
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Administrative Operations
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Pension Trust Fund
TEAM Program
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Pension Trust Fund
TEAM Program
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Investment Soft Dollar
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The proposed process for research payments would reduce the FY2015 Soft Dollar Budget by $2.7 million and 
would reduce the FY2016 Soft Dollar Budget by $13.7 million.



Investment Soft Dollar
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Outside Legal Counsel for 
Investments
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 In summer 2014, TRS adopted a new payment process for outside legal expenses 
related to investment transactions. Those costs are now directly charged to the 
Investment Division profit centers and paid from TRS’s custodial accounts. This 
results in the legal expenditures being netted against investment returns for each 
area.

 Quarterly Board transparency reporting includes these expenses by profit center 
and by investment transaction.

 To provide an aggregated comparison for the same calendar periods:

• For FY 2014 through June 30, 2014, the total spent was $2,622,275. Of this sum, 
Project Champ reimbursed TRS $1.1 million, which defrayed  a portion of these 
expenditures.

• For FY 2015 through June 30, 2015, the total incurred is $2,507,468. 

 Outside legal counsel costs for the investment function are  transaction-driven and 
vary from year to year, averaging $3.2 million per fiscal year since FY2008. 

 As before, Legal Services and the OAG review and approve all invoices prior to 
payment.



TRS Care
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TRS Care
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TRS ActiveCare
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TRS ActiveCare
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403 (b) Certification Program

20
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Expenses by Division, FY 2011 – 2015

Division FY2011
Expended

FY2012
Expended

FY2013
Expended

FY2014
Expended

FY2015
Projected

Agency Support 11,379,220 14,142,472 14,432,807 15,763,272 14,913,797

IMD 58,711,925 53,777,299 55,393,466 56,413,210 62,828,518

Benefit Services 8,945,746 9,136,234 9,525,752 9,855,092 10,174,715

Finance 14,383,976 11,252,259 11,726,455 10,075,678 13,778,181

Info Tech 15,245,867 12,508,872 12,822,400 14,807,085 14,875,816

TEAM - 2,091,179 14,625,644 12,781,057 23,058,107

Healthcare 5,629,633 5,800,077 5,926,825 6,402,775 7,274,838

TOTAL 114,296,367 108,708,392 124,453,349 126,098,169 146,903,972
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Pension Trust Fund, FY 2011 – 2015

Category FY2011
Expended

FY2012
Expended

FY2013
Expended

FY2014
Expended

FY2015
Projected

Wages and 
Benefits

55,957,235 52,431,485 54,403,506 57,582,047 63,823,375

Professional Fees 
and Services

4,777,632 4,812,861 7,765,423 5,520,706 2,195,754

Support Costs 4,052,401 3,688,595 4,302,793 4,644,999 4,910,176

Travel 715,481 804,691 841,022 1,079,774 1,000,625

Capital Projects 5,636,896 242,360 860,410 1,585,964 4,904,389

Operating Costs 8,532,748 8,083,195 7,893,466 9,274,609 8,330,488

TOTAL 79,672,393 70,063,187 76,066,620 79,688,099 85,164,808
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TEAM Program, FY 2011 – 2015

Category FY2012
Expended

FY2013
Expended

FY2014
Expended

FY2015
Projected

Wages and 
Benefits

233,159 1,549,137 3,008,600 4,294,879

Professional Fees 
and Services

1,046,592 9,734,745 7,927,768 15,424,526

Support Costs - 75,965 1,250 20,000

Travel 1,116 3,928 8,676 30,000

Operating Costs 810,312 3,261,869 1,834,764 3,288,702

TOTAL 2,091,179 14,625,644 12,781,058 23,085,107
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Investment Soft Dollar, FY 2011 – 2015

Category FY2011
Expended

FY2012
Expended

FY2013
Expended

FY2014
Expended

FY2015
Projected

Professional Fees 
and Services

4,329,894 8,656,984 6,332,951 5,348,196 7,742,500

Rent, Bldg and 
Parking

33,055 27,755 40,650 233,113 261,250

Staff
Development

424,013 216,897 310,746 240,157 498,000

Reference 
Materials

8,054,666 5,988,711 9,928,614 9,634,937 11,773,538

Software 99,532 - 231,563 223,181 337,488

Research 14,751,546 12,265,430 10,550,295 11,546,925 10,793,443

TOTAL 27,692,706 27,155,777 27,394,819 27,226,509 31,406,219



25

TRS Care, FY 2011 – 2015

Category FY2011
Expended

FY2012
Expended

FY2013
Expended

FY2014
Expended

FY2015
Projected

Wages and 
Benefits

2,074,566 2,219,245 2,444,709 2,640,647 3,072,153

Professional Fees 
and Services

799,865 1,286,128 792,894 736,969 1,062,000

Support Costs 120,779 98,084 91,923 33,952 120,465

Travel 4,486 6,022 6,406 10,939 13,875

Operating Costs 140,173 104,539 138,903 195,711 168,578

TOTAL 3,139,869 3,714,018 3,474,835 3,618,218 4,437,070
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TRS ActiveCare, FY 2011 – 2015

Category FY2011
Expended

FY2012
Expended

FY2013
Expended

FY2014
Expended

FY2015
Projected

Wages and 
Benefits

1,390,678 1,543,548 1,515,928 1,493,721 1,501,582

Professional Fees 
and Services

866,115 546,681 806,137 1,158,812 1,164,560

Support Costs 67,175 63,536 63,600 63,633 78,932

Travel 2,221 5,959 2,782 8,230 6,713

Operating Costs 11,095 16,886 11,274 7,457 17,925

TOTAL 2,337,284 2,176,610 2,399,721 2,731,853 2,769,711
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403 (b) Program, FY 2011 – 2015

Category FY2011
Expended

FY2012
Expended

FY2013
Expended

FY2014
Expended

FY2015
Projected

Wages 116,830 43,867 44,846 44,761 58,338

Longevity 2,220 - - - -

Retirement 7,898 2,771 2,890 3,131 3,967

Social Security 8,434 3,534 3,499 3,523 4,463

Healthcare 17,099 - - - -

BRP - 1,031 859 1,289 1,289

TOTAL 152,481 51,203 52,094 52,704 68,057



Resolution 
Authorizing Expenditure and Transfer of Trust Funds 

For Pension Trust Fund Administrative Operations 
 

July 24, 2015 
 
 

Whereas, Section 825.312 of the Government Code provides that the retirement system shall 

pay from the expense account of the retirement system account for the pension trust fund all 

administrative expenses of the retirement system that are required to perform the fiduciary duties 

of the board; 

 

Whereas, Section 825.313(d) of the Government Code provides that the TRS Board of Trustees 

(board) may authorize transferring from the interest account to the expense account of the 

retirement system an amount necessary to cover TRS' operating expenses for the fiscal year that 

are required to perform the fiduciary duties of the board;  

 

Whereas, Rider 18, “Contingent Appropriation of Pension Trust Funds for GASB Statement 

Implementation,” of the TRS bill pattern in the State General Appropriations Act, 84th 

Legislature provides that upon a finding of fact by the TRS board that additional resources are 

necessary to implement accounting guidelines related to Governmental Accounting Standards 

Board statements and pronouncements, the TRS is appropriated additional funds from the 

Pension Trust Fund (960) for fiscal year 2016; now, therefore be it; 

 

Resolved, That the board finds the expenditure of pension trust funds for operating expenses in 

Fiscal Year 2016 is required to perform the fiduciary duties of the board in administering the 

retirement system in the amount of $117,033,476, as approved today in the Fiscal Year 2016 

Budget and General Provisions for the Pension Trust Fund Administrative Operations, plus such 

additional amounts as may be necessary for the following expenditures: 

 To pay the actual amount of performance incentive compensation payable in Fiscal Year 

2016, if any; and 

 To achieve recovery of operational capabilities in the event of a catastrophic occurrence 

as contemplated by such General Provisions adopted by the board; and to implement 

GASB statements; and 

Resolved, That the staff is authorized to transfer from the interest account to the expense account 

an amount necessary to cover the expenses of the retirement system under the approved budget 

for Fiscal Year 2016, but not to exceed the amount of $117,033,476 plus, any additional amounts 

necessary to pay performance incentive compensation payable in Fiscal Year 2016 and, as 

applicable, to achieve recovery of operational capabilities in the event of a catastrophic 

occurrence as contemplated by the General Provisions adopted by the board. 


