Policy Committee Meeting

November 19, 2015



TEACHER RETIREMENT SYSTEM OF TEXAS MEETING
BOARD OF TRUSTEES
AND
POLICY COMMITTEE

(Committee Chair and Members are Subject to Change at the November Board Meeting — Mr.
Colonnetta, Chairman,; Mr. Barth;, Mr. Corpus; Mr. Kelly;, & Ms. Ramirez, Committee Members)

AGENDA

November 19, 2015 — 2:00 p.m.
TRS East Building, 5™ Floor, Boardroom

Consider the approval of the proposed minutes of the September 24, 2015 committee meeting
— Committee Chair.

Conduct the required comprehensive review of the TRS Mission Statement under the Policy
Review Schedule and consider recommending to the Board any amendments — Brian Guthrie.

Conduct the required comprehensive review of the TRS Key Employee Determinations under
the Policy Review Schedule and consider recommending to the Board any amendments —
Heather Traeger.

Consider recommending to the Board the adoption of proposed amendments to the following
TRS rules in Title 34, Part 3 of the Texas Administrative Code — Rebecca Smith:
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Rule § 25.1, relating to Full-time Service;

Rule § 25.4, relating to Substitutes;

Rule § 25.6, relating to Part-time or Temporary Employment;

Rule § 25.26, relating to Annual Compensation Creditable for Benefit Calculation;

Rule § 25.46, relating to Determination of Compensation Subject to Deposit and
Credit;

Rule § 25.74, relating to Cost;

Rule § 25.85, relating to Amount of Out-of-State Service Which Can Be Purchased,
Rule § 25.121, relating to Employer Verification;

Rule § 25.131, relating to Required Service;

Rule § 25.133, relating to School Year;

Rule § 25.181, relating to Minimum Monthly Payment;



o z z r

~

S.

T.
U.
v

Rule § 25.182, relating to Yearly Increments of Credit;

Rule § 27.6, relating to Reinstatement of an Account;

Rule § 29.13, relating to Changing Beneficiary for Survivor Benefits;
Rule § 29.33, relating to Absence from Service;

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

Rule § 31.32, relating to Half-time Employment Up to 90 Days;

Rule § 31.34, relating to Employment Up to Three Months on a One-Time Only Trial
Basis;

Rule § 43.16, relating to Notice of Hearing and Other Action;
Rule § 43.46, relating to Rehearings;
Rule § 47.6, relating to Determination That An Order Is Not Qualified Is Final; and

Rule § 49.3, relating to Referrals of Delinquent Obligations to Attorney General for
Collection.

5. Consider recommending to the Board the adoption of proposed amendments to the TRS Board
of Trustees Ethics Policy — Carolina de Onis and Heather Traeger; Steve Huff, Reinhart
Boerner Van Deuren, s.c.

NOTE: The Board of Trustees (Board) of the Teacher Retirement System of Texas will not consider or act upon any item
before the Policy Committee (Committee) at this meeting of the Committee. This meeting is not a regular meeting of the
Board. However, because the full Policy Committee constitutes a quorum of the Board, the meeting of the Committee is
also being posted as a meeting of the Board out of an abundance of caution.
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Minutes of the Policy Committee

S

eptember 24, 2015

The Policy Committee of the Board of Trustees of the Teacher Retirement System of Texas met
on September 24, 2015 in the boardroom located on the fifth floor of the East Building of TRS’
offices located at 1000 Red River Street, Austin, Texas 78701. The following committee members
were present:

Joe Colonnetta, Chair
Todd Barth

David Corpus

David Kelly

Dolores Ramirez

Others present:

Karen Charleston, TRS Trustee
Christopher Moss, TRS Trustee
Anita Palmer, TRS Trustee
Nanette Sissney, TRS Trustee
Brian Guthrie, TRS

Ken Welch, TRS

Carolina de Onis, TRS

Britt Harris, TRS

Jerry Albright, TRS

Amy Barrett, TRS

Janet Bray, TRS

Rebecca Merrill, TRS

Barbie Pearson, TRS

Ronnie Bounds, TRS

Mary Chang, TRS

Tom Guerin, TRS

Katy Hoffman, TRS

Dan Junell, TRS

Lynn Lau, TRS

Beckie Smith, TRS

Sharon Toalson, TRS

Heather Traeger, TRS

Brian Zunker, TRS

Steven Huff, Fiduciary Counsel, Reinhart Boerner Van Deuren s.c.
Dr. Keith Brown, Investment Consultant

Ann Fickel, Texas Classroom Teachers Association

Philip Mullins, Texas Retired Teachers Association

Ted Melina Raab, Texas American Federation of Teachers

Mr. Colonnetta called the meeting to order at 1:05 p.m. A quorum was present.

1.

Consider the approval of the proposed minutes of the June 11, 2015 committee

meeting — Committee Chair.

On a motion by Mr. Barth, seconded by Ms. Ramirez, the committee approved the proposed
minutes of the June 11, 2015 meeting, as presented.

2.

Consider authorizing for public comment publication in the Texas Register proposed

amendments to the following TRS rules in Title 34, Part 3 of the Texas Administrative

Code — Rebecca Smith:

A. Rule § 25.1, relating to Full-time Service;
Rule § 25.4, relating to Substitutes;

B
C. Rule § 25.6, relating to Part-time or Temporary Employment;
D

Rule § 25.26, relating to Annual Compensation Creditable for Benefit

Calculation;



E. Rule § 25.46, relating to Determination of Compensation Subject to Deposit
and Credit;

Rule § 25.74, relating to Cost;

Rule § 25.85, relating to Amount of Out-of-State Service Which Can Be
Purchased;

a =

Rule § 25.121, relating to Employer Verification;

Rule § 25.131, relating to Required Service;

Rule § 25.133, relating to School Year;

Rule § 25.181, relating to Minimum Monthly Payment;

Rule § 25.182, relating to Yearly Increments of Credit;

Rule § 27.6, relating to Reinstatement of an Account;

Rule § 29.13, relating to Changing Beneficiary for Survivor Benefits;
Rule § 29.33, relating to Absence from Service;

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

Rule § 31.32, relating to Half-time Employment Up to 90 Days;

Rule § 31.34, relating to Disability Retiree Report of Excess Compensation;
Rule § 43.16, relating to Notice of Hearing and Other Action;

Rule § 43.46, relating to Rehearings;

Rule § 47.6, relating to Determination That An Order Is Not Qualified Is Final;
and
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Rule § 49.3, relating to Referrals of Delinquent Obligations to Attorney
General for Collections.

Ms. Smith presented the rules that staff was recommending for amendment. She stated that the
proposed changes addressed recent legislation, issues identified in the TRS Enterprise Application
Modernization (TEAM) Program, or the recent Supreme Court case concerning same-sex
marriage. She highlighted major proposed changes to the rules. She explained the proposed
amendments alleviating the impact of the standard school year on crediting salary paid during a
retiree’s last year of employment before a retirement. She noted that one of the stakeholder
associations had raised the issue during public comment before the board at an earlier meeting.
She also discussed the proposed change eliminating the installment payment option for the
purchase of service credit under the federal Uniformed Services Employment and Reemployment
Rights Act (USERRA). She explained that USERRA prohibited TRS from charging installment
fees for such purchases. She referenced the issues in developing the required programming for the
new system to charge installment fees for the purchase of other types of service credit but not for
USERRA service credit.

Ms. Smith described the proposed change that would provide a two-year window of opportunity
for a retiree who married a same-sex spouse after retirement to change a standard annuity to an

Policy Committee, September 24, 2015
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optional annuity and to name the same-sex spouse as beneficiary. It would also provide a retiree
who was prohibited from naming a same-sex spouse as beneficiary of an optional annuity at the
time of retirement due to the IRC restriction on the minimum adjusted age difference to select an
optional annuity and name the same-sex spouse as beneficiary as if they married after retirement.
Responding to a question from Mr. Colonnetta concerning the impact of comments and debates
about the Supreme Court ruling on the current rule proposal, Mr. Guthrie stated that TRS was
asked by the Office of the Attorney General of Texas to provide input regarding whether state
contributions appropriated to TRS and the Employees Retirement System could be used as a new
benefit for retirees and their beneficiaries in same sex marriages. Ms. Smith said that TRS’ actuary
had issued a letter opinion stating that providing such benefits would not affect the funding of the
TRS plan.

Ms. Smith said that staff was asking the committee to authorize public comment publication of the
proposed amended rules. She said that staff would bring the proposed rules, along with any public
comments, back to the committee in November so that the committee could consider
recommending them to the board for final adoption.

On a motion by Mr. Corpus, seconded by Ms. Ramirez, the committee unanimously voted to
authorize public comment publication of the proposed amended rules in Chapters 25 through 49
of TRS rules, as presented by staff.

3. Consider updates to the Policy Review Schedule — Rebecca Merrill.

Ms. Merrill proposed an updated Policy Review Schedule for the committee’s consideration,
including a list of policies up for review through the end of calendar year 2016.

On a motion by Mr. Corpus, seconded by Mr. Kelly, the committee unanimously voted to approve
the proposed Policy Review Schedule, as presented by staff.

The committee adjourned at 1:22 p.m.

Approved by the Policy Committee of the Board of Trustees of the Teacher Retirement System of Texas on the 19th
day of November 2015.
ATTESTED BY:

Dan Junell Date
Secretary to the TRS Board of Trustees

Policy Committee, September 24, 2015
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Legal Services
Memorandum

DATE: November 19, 2015
TO: Policy Committee of the Board of Trustees
FROM: Carolina de Onis, General Counsel
Heather Traeger, Chief Compliance Officer
COPY: Board of Trustees
Steven Huff, Fiduciary Counsel

RE: Proposed Changes to the TRS Key Employee Determinations
Resolution

Pursuant to the Policy Review Schedule, the comprehensive review of the resolution for TRS
Key Employee Determinations (Key Employee) is due.

A “Key Employee™ is an employee who has been determined by the Board as one who
exercises significant decision-making or fiduciary authority by virtue of the position he or
she holds with TRS. A Key Employee is subject to special requirements under the Employee
Ethics Policy and TRS Trading Policy for Employees and Certain Contractors.

Attached please find a red-lined version of proposed changes to the Key Employee resolution
(Exhibit A) and a clean copy of the resolution with proposed revisions (Exhibit B). The proposed
revisions memorialize authorized practices with respect to Key Employee determinations and
clarify the interaction between the General Authority Resolution and the Key Employee
resolution. The proposed changes do not add, remove or alter existing authority under the Key
Employee resolution.

Legal Services worked with fiduciary counsel in preparing the proposed revisions to the
Trustee Ethics Policy. Internal Audit was provided drafts of the revisions and the opportunity to
comment upon them.
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Staff asks the Committee to recommend to the Board that it adopt the proposed revisions to
the Key Employee resolution as presented by Staff.



November 19, 2015May-1,-2015

Teacher Retirement System of Texas
Board of Trustees
Resolution Adopting Revised TRS Key Employee Determinations

Whereas, In accordance with Government Code Section 825.212 and the Employee Ethics Policy, as
revised from time to time, the Board of Trustees of the Teacher Retirement System of Texas (the “Board”)
has authority to determine employees who exercise significant fiduciary authority (“key employees”); and

Whereas, The Board desires to adopt the following determinations of key employees; now, therefore be
it

Resolved, That the following positions are determined to be key employees and their current and future
incumbents subject to all applicable requirements for key employees:

Title

Executive Director

Deputy Director

Chief Investment Officer

Deputy Chief Investment Officer
Chief Benefit Officer

Chief Financial Officer

General Counsel

Chief Audit Executive

Chief Information Officer

Deputy Chief Information Officer
Chief Healthcare Officer

Director of Strategic Initiatives
Director of General Accounting & Budget
Director of Investment Accounting

Further resolved, That all employees who hold a voting position on the Internal Investment Committee
at any time during a reporting period are determined to be key employees subject to all applicable
requirements for key employees;

Further resolved, That all Investment Management Division employees who hold the working title of
Director or higher during a reporting period are determined to be key employees and subject to all
applicable requirements for key employees;

Further resolved, That all employees who have authority to approve or execute securities trades in the
TRS order management system during a reporting period are determined to be key employees and subject
to all applicable requirements for key employees;



Further resolved, That all employees who hold authority during a reporting period under the Board’s
General Authority Resolution,-either through direct delegation from the Board, by designation of the
Executive Director under the General Authority Resolution, or otherwise, are hereby determined to be
key employees and subject to all applicable requirements for key employees;

Further resolved, That, in addition to the authority granted under the Board’s General Authority
Resolution, the Executive Director is authorized to designate, upon notice to the General Counsel, an
employee not identified above to be a supplemental key employee if the Executive Director determines
that it would be prudent for TRS to have the employee subject to the key employee requirements because
of the influence the employee exercises, the nature of the employee’s job, the information to which the
employee has access, or another appropriate reason; at the next meeting of the Board after any
supplemental key employee designations, the Executive Director shall notify the Board of the designations
for the Board to consider ratification of the designations; and

Further resolved, That the foregoing resolutions and all applicable key employee requirements, including
submitting enhanced disclosures required by the Employee Ethics Policy, are effective for the 2014
reporting year and shall remain effective until modified by the Board.



November 19, 2015

Teacher Retirement System of Texas
Board of Trustees
Resolution Adopting Revised TRS Key Employee Determinations

Whereas, In accordance with Government Code Section 825.212 and the Employee Ethics Policy, as
revised from time to time, the Board of Trustees of the Teacher Retirement System of Texas (the “Board”)
has authority to determine employees who exercise significant fiduciary authority (“key employees”); and

Whereas, The Board desires to adopt the following determinations of key employees; now, therefore be
it

Resolved, That the following positions are determined to be key employees and their current and future
incumbents subject to all applicable requirements for key employees:

Title

Executive Director

Deputy Director

Chief Investment Officer

Deputy Chief Investment Officer
Chief Benefit Officer

Chief Financial Officer

General Counsel

Chief Audit Executive

Chief Information Officer

Deputy Chief Information Officer
Chief Healthcare Officer

Director of Strategic Initiatives
Director of General Accounting & Budget
Director of Investment Accounting

Further resolved, That all employees who hold a voting position on the Internal Investment Committee
at any time during a reporting period are determined to be key employees subject to all applicable
requirements for key employees;

Further resolved, That all Investment Management Division employees who hold the working title of
Director or higher during a reporting period are determined to be key employees and subject to all
applicable requirements for key employees;

Further resolved, That all employees who have authority to approve or execute securities trades in the
TRS order management system during a reporting period are determined to be key employees and subject
to all applicable requirements for key employees;



Tab 4



Legal Services

Memorandum
DATE: November 9, 2015
TO: Policy Committee of the Board of Trustees
FROM: Rebecca M. Smith, Assistant General Counsel
COPY: Brian Guthrie, Executive Director

Ken Welch, Deputy Director
Carolina de Onis, General Counsel

RE: Proposed Amendments to Chapter 25, relating to Membership Credit

REQUESTED ACTION

At its September 24, 2015 meeting, the Policy Committee authorized public comment publication of the
proposed amendments to 12 rules in Chapter 25, relating to Membership Credit. The proposed
amendments will have been published for public comment in the Texas Register for at least 30 days before
the committee and board consider their adoption. The proposed amendments that were published
addressed the following rules: §25.1, relating to Full-time Service (40 TexReg 7182); §25.4, relating to
Substitutes (40 TexReg 7182); §25.6, relating to Part-time or Temporary Employment (40 TexReg 7182);
§25.26, relating to Annual Compensation Creditable for Benefit Calculation (40 TexReg 7185); §25.46,
relating to Determination of Compensation Subject to Deposit and Credit (40 TexReg 7186); §25.74,
relating to Cost (40 TexReg 7187); §25.85, relating to Amount of Out-of-State Service Which Can be
Purchased (40 TexReg 7188); §25.121, relating to Employer Verification (40 TexReg 7189); §25.131,
relating to Required Service (40 TexReg 7189) §25.133, relating to School Year (40 TexReg 7189); §25.181,
relating to Minimum Monthly Payment (40 TexReg 7191); and §25.182, relating to Yearly Increments of
Credit (40 TexReg 7191).

To date TRS has not received any written comments regarding the proposed amendments. Any written
comments that TRS receives after the date of this memorandum will be addressed in a separate document
that will be available for your review at the November meeting.

BACKGROUND OF THE REQUESTED ACTION

The proposed changes to the rules in Chapter 25 address statutory changes in the plan’s terms adopted
during the most recent legislative session and issues identified in TEAM while developing requirements
for the new system.
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Section 25.1, relating to Full-time Service. The proposed changes to this rule reflect statutory changes
adopted in HB 2974 that require membership to be established through employment with a single
employer and to clarify how to determine membership eligibility for employment in institutions of higher
education (including community and junior colleges) of an instructor of classes that are taken to prepare
the student for college level work but the class is not eligible for college credit.

Section 25.4, relating to Substitutes. The proposed changes to this rule clarify that employment as a
substitute is not eligible for membership but service credit may be purchased for 90 days of employment
as a substitute in a school year and membership in TRS established by purchasing the service credit. The
proposed changes also correct the reference to the former requirement that the member make the
contributions on compensation received as a substitute in order to purchase the service credit and reflect
the current requirement that the cost to establish the service credit is the actuarial cost.

Section 25.6, relating to Part-time or Temporary Employment. The proposed changes to this rule reflect
statutory changes adopted in HB 2974 that require membership to be established through employment
with a single employer and clarify that once membership is established through one employer, any other
employment is also eligible employment.

Section 25.26, relating to Annual Compensation Creditable for Benefit Calculation. The proposed changes
address the authority provided to the Board in HB 2974 to establish the 12 month period used in
determining a member’s annual compensation. The proposed changes address the issues raised to the
Board in public comment regarding the reduced compensation used by TRS in determining the
compensation in the final year of retirement due to the standard school year (September 1- August 31).
The proposed changes maintain the standard school year but provide an alternate method for
determining the annual compensation in the year of retirement. The proposed changes also clarify the
amount of salary TRS will attribute to the 2014-2015 school year if a member loses a month of
compensation due to the recent rule change that required employers to report compensation in the
month that the compensation is paid rather than the month in which the compensation is earned.

Section 25.46, relating to Determination of Compensation Subject to Deposit and Credit. The proposed
changes clarify that corrections to compensation due to an underpayment by the employer in the prior
school year(s) will be credited by TRS in the school year in which the corrective payment is made and
member contributions must be made in a lump sum based on the current contribution rate.

Section 25.74, relating to Cost. The proposed changes address issues identified in TEAM while developing
requirements for the new system regarding the lack of authority of TRS to charge installment fees for the
purchase of USERRA service credit and the required programming for the new system to charge
installment fees for the purchase of other types of service credit but not for the purchase of USERRA
service credit.

Section 25.85, relating to Amount of Out-of-State Service Which Can be Purchased. The proposed changes
reflect statutory changes adopted in HB 2974 that clarify the amount of out-of-state service credit that
may be purchased is limited to 5 years if the member is eligible to receive a benefit from another
retirement system for the same service.

Section 25.121, relating to Employer Verification. The proposed change addresses a change identified in
TEAM while developing requirements for the new system that will allow a reporting entity to make certain
verifications and certifications electronically via the TRS Reporting Entity Portal rather than on a paper
form.

Section 25.131, relating to Required Service. The proposed changes address issues identified in TEAM
while developing requirements for the new system regarding the alternate method of establishing service
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credit for members who are regularly scheduled to work fewer than 5 days per week. Members who are
regularly scheduled to work fewer than 5 days per week may earn service credit by working 4 % months
rather than 90 days. The four and one-half month period must include four full calendar months in which
the member works or receives paid leave for at least 8 days and an additional 5 days of service rendered
in another month or months.

Section 25.133, relating to School Year. The proposed changes to this rule reference the changes in §25.26
regarding how TRS will determine annual compensation in the school year in which the member retires.

Section 25.181, relating to Minimum Monthly Payment. The proposed changes address issues identified
in TEAM while developing requirements for the new system regarding the lack of authority of TRS to
charge installment fees for the purchase of USERRA service credit and the required programming for the
new system to charge installment fees for the purchase of other types of service credit but not for the
purchase of USERRA service credit.

Section 25.182, relating to Yearly Increments of Credit. The proposed changes address issues identified
in TEAM while developing requirements for the new system regarding the lack of authority of TRS to
charge installment fees for the purchase of USERRA service credit and the required programming for the
new system to charge installment fees for the purchase of other types of service credit but not for the
purchase of USERRA service credit.

RECOMMENDATION

Staff recommends adoption of the proposed amendments and requests the Policy Committee to
recommend to the Board of Trustees that the proposed rule amendments be adopted as published in the
Texas Register.



RULE §25.1 Full-time Service

(@) Employment of a person by a single TRS covered employer for one-half or more of the
standard full-time work load at a rate comparable to the rate of compensation for other persons
employed in similar positions is regular, full-time service eligible for membership.

(b) Any employee of a public state-supported educational institution in Texas shall be considered
to meet the requirements of subsection (a) of this section if his or her customary employment with
a single employer is for 20 hours or more for each week and for four and one-half months or
more.

(c) Membership eligibility for positions requiring a varied work schedule is based on the average
of the number of hours worked per week in a calendar month and the average number of hours
worked must equal or exceed one-half of the hours required for a similar full-time position.

(d) For purposes of subsection (a) of this section, full-time service is employment that is usually
40 clock hours per week. If the TRS-covered employer has established a lesser requirement for
full-time employment for specified positions that is not substantially less than 40 hours per week,
full-time service includes employment in those positions. In no event may full-time employment
require less than 30 hours per week.

(e) Beginning on the first day of the 2011-2012 school year and thereafter:

(1) Except as provided in subsection (j) of this section regarding adjunct faculty, if there is no
equivalent full-time position of a given position, the minimum number of hours required per week
that will qualify the position for TRS membership is 15.

(2) The requirement in this subsection applies to all positions, including bus drivers.

(f) For school years prior to the 2011-2012 school year:

(1) If there is no equivalent full-time position of a given non-certified position, the minimum
number of hours required per week that will qualify the position for TRS membership is 15.

(2) If there is no equivalent full-time position of a given certified position, the minimum number
of hours required per week that will qualify the position for TRS membership is 20.

(3) Persons regularly employed as bus drivers for routes approved by the Transportation
Department of the Texas Education Agency are eligible for membership. A person will be
considered regularly employed as a bus driver if his or her customary employment requires
driving at least one such route per day.

(9) 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) For purposes of subsection (a) of this section, a rate of compensation is comparable to other
persons employed in similar positions if the rate of compensation is within the range of pay
established by the Board of Trustees for other similarly situated employees or is the customary
rate of pay for persons employed by that employer in similar positions.

(i) For purposes of this section, employment in institutions of higher education (including
community and junior colleges) as an instructor of classes taken by students for college credit or
classes that are taken to prepare students for college level work, that areis 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. Employment as an instructor of an on-
line class taken by students for college credit that is 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 counted as a minimum of two clock hours for each course hour
or semester hour. Employment as an instructor of continuing education, adult education, and/or
classes offered to employers or businesses for employee training, that is not measured or
expressed in terms of the number of courses; semester or course hours/credits; or instructional
units or other units of time rather than clock hours and for which the students/participants do not
receive college credit must be considered for membership based on the number of clock hours
worked.

(j) Beginning on the first day of the 2013-2014 school year, the minimum number of hours
required per week that will qualify an adjunct faculty position for TRS membership is 20.
Effective with the beginning of the 2015-2016 school year, the minimum number of hours per
week that will qualify an adjunct faculty position as eligible for membership in TRS must be
served with a single employer or must meet the requirements of §25.6 of this title (relating to
Part-time or Temporary Employment). For purposes of this section, an adjunct faculty position is
an instructor position that is filled on a semester-by-semester basis, compensated on a per class
basis, and the duties include only those directly related to instruction of students in a class taken
by students for college credit_or taken to prepare students for college level work. If a person
combines work as an adjunct faculty instructor and any other type of employment, the minimum
number of hours worked per week that will qualify the person for membership is 20.

(k) A person employed by an open enrollment charter school authorized under Subchapter D,
Chapter 12, Education Code, or the open enrollment charter holder is eligible for membership in
TRS if the person is performing services on behalf of the Texas open enrollment charter school
and the employment otherwise meets the requirements of this section. A person employed by a
management company or other entity retained by the charter school or charter holder to provide
management or other services on behalf of the open enrollment charter school is not eligible for
membership in TRS.

() A person employed by a Texas public school district and performing services on behalf of a
campus or program charter school authorized under Subchapter C, Chapter 12, Education Code,
is eligible for membership in TRS if the employment otherwise meets the requirements of this
section. An employee of an open enrollment charter holder that is contracted to provide services
to a campus or program charter school is eligible for membership in TRS if the person is
performing services on behalf of the campus or program charter school and the employment
otherwise meets the requirements of this section. An employee of a management company or
other entity retained to provide management or other services on behalf of the campus or program
charter school is not eligible for membership in TRS.

(m) Beginning on September 1, 2015, if an employee is employed in two or more part-time
positions with a single employer, the minimum number of hours the employee must work in all
positions in order to establish eligibility for membership in TRS must equal or exceed one-half




of the hours required for the full-time equivalent position requiring the greater number of hours
per week.



RULE §25.4 Substitutes

(@) Persons who serve as substitutes in positions otherwise eligible for membership may qualify
for membership provided that they serve for at least 90 days in one school year and purchase the
service credit.

(b) For purposes of this title, a substitute is a person who serves on a temporary basis in the place
of a current employee. A substitute may be paid no more than the daily rate of pay set by the
employer.

(c) Membership may be established and credit received by verifying the number of days worked
as a substitute and salary earned and paying the actuarial cost making-the required depesits under
825.43 of this title (relating to Cost Fee-en-Bepesits-for Unreported Service or Compensation).
Verification must be made inen a form prescribed by the retirement system.

(d) In no event shall verification of substitute service be accepted after a member has retired from
the system and his or her first monthly annuity payment has been issued or after the effective date
of a member's participation in the Deferred Retirement Option Plan (DROP).

(e) Required actuarial costsdepesits—and-—fees must be paid before any benefits based on the
verified substitute service are paid by TRS on behalf of the member or before the verified service
is used to determine eligibility for benefits. Members claiming credit for such service will be
assessed a fee for delinquent deposits, if applicable, as provided in §25.43 of this title.

(f) Payment for substitute service required in subsection (e) of this section will be accepted and
credit granted only as permissible under the Internal Revenue Code.

(9) Substitute service purchased as provided in this section shall be included in the school year in
which it was rendered in counting the amount of service provided in order to receive a year of
service credit under 825.131 of this title (relating to Required Service).




RULE §25.6 Part-time or Temporary Employment

(a) 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.

(b) Beginning with the 2015-2016 school year, part-time (employment that is less than one-
half the standard work load), irreqular, 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 combined with other employment with the same employer
so that the combined employment qualifies as service eligible for membership, or if other
employment with the same or another TRS-covered employer in itself qualifies as service
eligible for membership.




RULE §25.26 Annual Compensation Creditable for Benefit Calculation

(a) Except as provided in subsections (b), (g) and (h) of this section, for the purpose of computing
the amount of a retirement benefit or a death benefit under §824.402, Government Code, annual
compensation means creditable compensation for service paid to a member of the retirement
system during a 12- month period beglnnlng September 1 and endlng August 31 of the next

(b) For the purpose of computing the amount of a retirement benefit or a death benefit under
8824.402, Government Code, for retirements or deaths before April 1, 2015, annual compensation
paid prior to September 1, 2012 is the greater of:

(1) the amount of creditable compensation for service paid to a member of the retirement system
during a 12-month school year as defined in §25.133(a) of this title (relating to School Year); or

(2) the amount of creditable compensation paid to the member during a 12-month period
beginning September 1 and ending August 31 of the next calendar year.
(c) Unless otherwise provided by law or this chapter, a member shall receive credit only for annual
compensation actually received.
(d) Compensation from which deductions for an Optional Retirement Program annuity were made
shall not be included in annual compensation for benefit calculation purposes.
(e) If as a result of the requirement in §25.28(c) of this title (relating to Payroll Report Dates) to
report compensation in the month that it is paid rather than the month it is earned a member has
only 11 months of salary credited by TRS in the 2014-2015 school year and that year of
compensation would have been one of the years of compensation used in calculating the member's
highest average salary for benefit calculation purposes, TRS will attribute an additional month of
salary in the 2014-2015 school year for purposes of benefit calculation. The amount that TRS will
attribute for the additional month of salary is the amount of compensation that would have been
reported for the missing month if the requirement in §25.28(c) of this title to report compensation
in the month that it is paid was not in place and instead the employer reported the compensation
earned in the missing month.
(F) For the purpose of computing the amount of retirement benefit or a death benefit under
8824.402, Government Code, for retirements or deaths after March 31, 2015, annual
compensation shall be calculated as follows:

(1) for the 2013-2014 school year and thereafter, annual compensation is the amount of creditable
compensation for service paid to a member of the retirement system during a 12-month period
beginning September 1 and ending August 31 of the next calendar year;

(2) for the 2012-2013 school year, annual compensation is the greater of:




(A) the amount of creditable compensation for service paid to a member of the retirement
system during the 12-month school year as defined in §25.133(a) of this title (relating to School
Year); or

(B) the amount of creditable compensation paid to the member during a 12-month period
beginning September 1, 2012 and ending August 31, 2013.

(3) for school years prior to the 2012-2013 school year annual compensation shall be the amount
of creditable compensation for service paid to a member of the retirement system during the 12-
month school year as defined in 825.133(a) of this title (relating to School Year).

(q) Effective with the 2015-2016 school year, annual compensation for the school year in which
the member retires is the highest total of compensation received during a 12 consecutive month
period that occurs during a 14 consecutive month period provided:

(1) the member completes the full contract period for the final year;

(2) the 14 consecutive month period includes the months of September through August of the
school year in which the member retires;

(3) the 14 consecutive month period does not include months prior to the month in which the
member’s contract for the final year began;

(4) the annual compensation under this subsection does not include compensation earned after
retirement, except that as provided in 825.24(e) of this title (relating to Performance Pay),
creditable annual compensation earned by the date of retirement but not yet paid at the date of
retirement is included in the annual compensation for that year;

(5) the annual compensation under this subsection does not include performance pay credited
by TRS as annual compensation in a prior school year;

(6) the annual compensation for the school year in which the member retires is subject to all
applicable Internal Revenue Code limits for that school year;

(7) the member does not receive credit for more than 12 months of compensation in the annual
compensation for the final school year; and

(8) the member’s compensation in the final year before retirement is not paid out in fewer than
12 months.

(h) If due to an error of the employer, compensation earned by the retiree in the final school year
before retirement is not paid and/or not reported before the first annuity payment is issued, upon
notice to TRS and the submission of all required corrected reports and member and employer
contributions on the compensation, TRS shall adjust its records. If the additional compensation
results in increased benefits payable on behalf of the retiree, the adjusted benefit shall be paid
beginning in the month TRS receives the additional contributions and the corrected reports. In no
event may an error be corrected under this subsection after the end of the school year following
the school year in which the member retired.




RULE §25.46 Determination of Compensation Subject to Deposit and Credit

(a) The amount of deposits due for unreported service rendered or compensation paid in the
current school year or for unreported service rendered or compensation paid in the
immediately preceding school year and corrected as provided in §25.28(g) of this title
(relating to Payroll Report Dates) will be calculated at the member contribution rate in
effect for the year in which the service was rendered or compensation was paid but for
which no deposits or insufficient deposits were made. Contributions will be based on
creditable compensation as determined under the laws and rules applicable at the time of
the service.

ta)(b) Beginning with the 2015-2016 school year, compensation paid to a member by an
employer to correct an error of underpayment occurring in a prior school year or school
years will be credited by TRS in the school year in which the compensation is paid. The
amount of contributions owed on creditable compensation is determined under the laws
and rules applicable at the time of the corrective payment and must be paid in a lump sum
pursuant to Government Code, 8825.409 from any compensation due to the employee.




RULE §25.74 Cost

(@) To obtain service credit for active military duty under the Uniformed Services Employment
and Re-Employment Rights Act (USERRA) and §25.71 of this title (relating to Service Credit for
Eligible Active Duty under the Uniformed Services Employment and Re-Employment Rights
Act), the member must deposit with the retirement system for each school year of service claimed
an amount equal to member contributions based on the following:

(1) the percentage of the applicable full annual compensation rate equal to that in effect for
deductions from member salaries for the school year in which the military duty was rendered; and

(2) the full annual compensation rate for each school year of membership service in which the
member was on active military duty eligible under the USERRA and 825.71 of this title.
Membership service does not include service as a substitute. For purposes of determining the full
annual compensation rate under this section, the Teacher Retirement System (TRS) will use the
amount of wages and salary the member would have received had he continued to be employed
in his former TRS covered position from which he left for active military duty. The member must
submit a certification by the employer whose employ he left to enter into active military duty of
the wages and salary he would have received had he remained in the TRS covered position.
(b) To obtain credit for member compensation for active military duty under the USERRA and
825.71 of this title, the member must deposit with the retirement system for each school year of
salary credit claimed an amount equal to member contributions based on the following:

(1) the percentage of the applicable full annual compensation rate equal to that in effect for
deductions from member salaries for the school year in which the military duty was rendered; and

(2) the full annual compensation rate for each school year of membership service in which the
member was on active military duty eligible under the USERRA and 825.71 of this title.
Membership service does not include service as a substitute. For purposes of determining the full
annual compensation rate under this section, TRS will use the amount of wages and salary the
member would have received had he continued to be employed in his former TRS covered
position from which he left for active military duty. The member must submit a certification by
the employer whose employ he left to enter into active military duty of the wages and salary he
would have received had he remained in the TRS covered position.
(c) Credit for member compensation may be established for any school year of active military
duty eligible under the USERRA and 825.71 of this title, even if service credit has already been
granted for the school year for service in the public schools of Texas.
(d) Establishment of compensation credit does not entitle a member to service credit for a school
year unless no service credit has been granted for the school year through sufficient service in the
public schools of Texas.
(e) A member is first eligible to establish credit under §25.71 of this title on the date of application
for reemployment in a TRS covered position or on November 12, 1991, whichever is later.
(f) Service credit purchased under this section shall be purchased in the order in which the service
was rendered, with the earliest years of military service being purchased first.
(9) The amount required to establish service credit under subsection (a) of this section and the
amount required to establish compensation credit under subsection (b) of this section must be
submitted in a lump sum equal to the cost to purchase at least one year of service or compensation
credit and may not be submitted using the installment method of payment.




RULE §25.85 Amount of Out-of-State Service Which Can Be Purchased

(@) Credit is limited to one year of out-of-state service for each year in Texas.

(b) No out-of-state service can be used to compute any benefit for any person with less than 5
years service in Texas.

(c) Not more than 15 years out-of-state service can be purchased in accordance with Government
Code, §823.401, provided that if any of the years of out-of-state service is considered nonqualified
service, no more than five years of nonqualified service credit can be purchased. For purposes of
this section, nongualified service means the member’s out-of-state service is currently maintained
in another public retirement system from which the member has a right to receive a distribution,

mcludlnq a refund of contrlbutlonsand—an%p&mhase%%@eeHeﬂap%eabI&pmkquahﬁeauen
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RULE 8§25.121 Employer Verification

Verification of service or compensation that was not reported to TRS or that was reported but
requires further documentation in order to be creditable must be made by the employer es-in a
form prescribed by TRS. At the request of TRS, employers shall provide copies of any records or
information regarding service or compensation, including but not limited to contracts, work
agreements, salary schedules or addenda, board minutes, payroll records, employment records, or
other materials that will assist TRS in making a determination. TRS may rely upon employer
verifications of service or compensation or may conduct an investigation to determine whether
verified service or compensation is eligible.



RULE §25.131 Required Service

(@) Beginning on the first day of the 2011-2012 school year and thereafter:

(1) Except as provided in paragraph (3) of this subsection, a member must work ina TRS eligible
position and be paid or receive paid leave from a TRS eligible position at least 90 days during the
school year to receive a year of service credit.

(2) A substitute as defined in 825.4 of this title (relating to Substitutes) will be qualified for
membership and granted a full year of service credit by working 90 or more days as a substitute
in a school year, receiving pay for that work, and verifying the work as provided in §25.121 of
this title (relating to Employer Verification) and paying depesits-and-fees- the actuarial cost for
the work as provided in §825.43 of this title (relating to Cost Fee-en-Bepesits-for Unreported
Service or Compensation).

(3) In the last school year of service before retirement, a member serving in an eligible position
who worked and was paid for that work or received paid leave for less than 90 days in the school
year but worked and was paid for that work or received paid leave for a full fall semester in
accordance with the employer's calendar will receive a year of service credit. If the employer's
calendar does not provide for semesters, a member must work and be paid for work in an eligible
position or receive paid leave from an eligible position for at least 90 days in order to receive a
year of service credit for the school year before retirement.

(4) Days that the employer is scheduled to be closed for business are not included in the 90 days
of work required to receive a year of service credit unless the day(s) are paid holidays by the
employer or the employee was charged with paid leave during the closing. Holidays that are not
included in the required number of work days for an employee are not counted as paid holidays
or days of paid leave.

(b) For school years prior to the 2011-2012 school year:

(1) Except as provided in paragraph (2), (3), or (4) of this subsection, a member must serve at
least 4 1/2 months in an eligible position during the school year to receive credit for a year of
service.

(2) A member who served less than four and one-half months in a school year but served a full
semester of more than four calendar months will receive credit for a year of service.

(3) A substitute as defined in 825.4 of this title will be qualified for membership and granted a
full year of service credit by rendering 90 or more days of service as a substitute in a school year
and verifying the service as provided in §25.121 of this title and paying deposits and fees for the
service as provided in §25.43 of this title.

(4) An employee who enters into an employment contract or oral or written work agreement for
a period which would qualify the employee for a year of service credit under the other provisions
of this section but who actually renders only the amount of service specified in §25.4 of this title
will receive credit for a year of service credit.

(c) Beginning on the first day of the 2015-2016 school year and thereafter, in lieu of the
requirements in subsection (a) of this section, a member who is serving in a membership eligible
position and who is regularly scheduled to work fewer than 5 days per week, may establish a year
of service credit by working and receiving pay for that work or using paid leave, for four and one-
half months. The four and one-half month period must include four full calendar months in which
the member renders service and is paid or the member uses paid leave, for at least 8 days and an
additional five days of service rendered and for which the member is paid or paid leave used in




another calendar month or months_but not to include -that-precede-and/erfoHew-the four full
calendar months.

(d) Except as provided in subsection (a) of this section, for service credit granted in the school
year in which the member retires, in no event may a member receive a year of service credit
earlier than December 31.




RULE §25.133 School Year

(@) For the purpose of granting creditable time toward retirement and determining a member's
annual compensation, for school years prior to the 2012-2013 school year a "school year" shall
be one of the following:

(1) a period extending from the beginning of the school term (but not earlier than August 23)
through August 31 of the following calendar year for service rendered prior to the 1970-1971
school year;

(2) a period extending from the beginning of the school term (but not earlier than August 2)
through August 31 of the following calendar year for service rendered for the 1970-1971 school
year and thereafter; or

(3) a period not to include more than 12 months, extending from the beginning date of a

"qualified contract™ or an oral or written work agreement year through August 31 of the following
calendar year or to the beginning date of a subsequent qualified contract or oral or written work
agreement year, whichever is earlier. Use of this "qualified contract year" is optional for school
years 1970-1971 through 1974-1975 but shall be mandatory for all persons under a qualified
contract after the 1974-1975 school year. Use of a written or oral work agreement that is not a
qualified contract is optional for school years 1970-1971 through 1994-1995, but shall be
mandatory for all persons employed under a written or oral work agreement after the 1994-1995
school year. A "qualified contract” or "work agreement" is any employment agreement in which
service each year under the agreement is to begin on or after July 1 and is to extend past August
31 of the same calendar year. A "qualified contract” further imposes upon the employing school
district a legal obligation to employ and compensate the employee for the entire duration of the
agreed employment period.
(b) Except as provided in 825.26(qg) of this title (relating to Annual Compensation Creditable for
Benefit Calculation) regarding determining a member’s annual compensation in the year of
retirement, for Fer-the purpose of granting creditable time toward retirement and determining a
member's annual compensation, beginning with the 2012-2013 school year and thereafter a
"school year" shall be a 12 month period beginning September 1 and ending August 31 of the
next calendar year.




RULE §25.181 Minimum Monthly Payment

Installment payments to establish special service credit, except USERRA service credit which
may not be purchased using installment payments, including payments by cash, check, or similar
methods, payments by bank draft, or payments by payroll deduction shall be no less than $25 per
month.




RULE §25.182 Yearly Increments of Credit

(@) For out-of-state service credit, military service credit, work experience service credit
purchased under Government Code 8823.404, USERRA service credit, developmental leave
service credit, and unreported service credit, a member may choose to purchase fewer years of
service credit than the total years of service credit which the member is eligible to purchase. The
years of credit shall be purchased and credited in the order in which they appear on the TRS bill
for the purchase.

(b) For military service; and work experience service credit purchased under Government Code
8823.404, and-USERRA-service, the member must complete payment for the number of years of
credit that the member has chosen to purchase before purchasing additional years of the same
kind of service credit by either lump sum payment or by additional installment payments. A
member purchasing USERRA service credit must purchase the service credit by paying the cost
of the additional year(s) in a lump sum payment and may not purchase the service credit using
the installment payment method. Until August 31, 2013, a member purchasing out-of-state
service credit, developmental leave service credit, or unreported service credit under an
installment purchase agreement may enter into a second installment purchase agreement for the
same type of service credit or may pay the lump sum cost of the additional service credit before
completing the purchase of the same type of service credit under the initial installment purchase
agreement.

(c) A member must purchase all withdrawn service credit and may not choose to purchase this
type of service credit in yearly increments. A member will not receive any credit for withdrawn
service until the entire balance due and all fees have been paid




Legal Services

Memorandum
DATE: November 9, 2015
TO: Policy Committee of the Board of Trustees
FROM: Rebecca M. Smith, Assistant General Counsel
COPY: Brian Guthrie, Executive Director

Ken Welch, Deputy Director
Carolina de Onis, General Counsel

RE: Proposed Amendments to Chapter 27, relating to Termination of Membership
and Refunds

REQUESTED ACTION

At its September 24, 2015 meeting, the Policy Committee authorized public comment publication of
proposed amendments to one rule in Chapter 27, relating to Termination of Membership and Refunds.
The proposed amendments will have been published for public comment in the Texas Register for at least
30 days before the committee and board consider their adoption. The proposed amendments were
published at 40 TexReg 7192 and address changes to §27.6, relating to Reinstatement of an Account.

To date TRS has not received any written comments regarding the proposed amendments. Any written
comments that TRS receives after the date of this memorandum will be addressed in a separate document
that will be available for your review at the November meeting.

BACKGROUND OF THE REQUESTED ACTION

The proposed changes to the rule in Chapter 27 address an issue identified in TEAM while developing
requirements for the new system.

Section 27.6, relating to Reinstatement of an Account. The proposed changes to this rule clarify that
service credit terminated by an election to participate in the Optional Retirement Program (ORP) may not
be reinstated for the purpose of establishing eligibility for benefits under the Proportionate Retirement
Program except by terminating all employment with institutions of higher education and returning to
employment with a public school employer as described in §25.172(a).

RECOMMENDATION

Staff recommends adoption of the proposed amendments and requests the Policy Committee to
recommend to the Board of Trustees that the proposed rule amendments be adopted as published in the
Texas Register.



RULE 827.6 Reinstatement of an Account

(a) Except as provided in subsection (e) of this section, any Ary-member who has withdrawn an
account resulting in the cancellation of service credit may reinstate this account and receive credit
for the canceled service by meeting the following requirements:

(1) resume membership service in the retirement system or establish eligibility under
Government Code, Chapter 803 or 805;

(2) redeposit the amount withdrawn for the years during which the membership was terminated,

(3) except as provided by subsections (b) and (c) of this section, pay a reinstatement fee of 8
percent compounded annually in whole year increments from August 31st of the plan year in
which the withdrawal occurred to the date of redeposit;

(4) reinstate all withdrawn accounts which resulted in the cancellation of service credit. A
withdrawn account representing less than a creditable year of service must be reinstated only
when it is necessary to combine the canceled service in the account with all other canceled service
or with other eligible membership service or equivalent membership service performed in the
same year to constitute a creditable year of service.

(b) A member may establish withdrawn service credit by paying the deposits and fees required in
subsection (c) of this section if:

(1) the member otherwise meets all eligibility requirements under 8823.501, Government Code,
as amended;

(2) all of the service for which credit is sought to be established was rendered before September
1, 2011, and TRS received an application to withdraw the credit on or before August 31, 2011,
and

(3) the member makes payment for the withdrawn service credit, or enters into an installment
agreement for payment, not later than August 31, 2013.

(c) To reinstate withdrawn service credit under subsection (b) of this section, the member shall
redeposit the amount withdrawn for the years during which the membership was terminated and
shall pay a reinstatement fee of 6 percent compounded annually in whole year increments from
August 31 of the plan year in which the withdrawal occurred to the date of redeposit.

(d) Membership service credit and the accumulated contributions associated with the membership
terminated by not qualifying for service credit for five consecutive years as provided in
8822.003(a)(4), Government Code, may be restored by TRS when the person returns to TRS
covered employment provided the accumulated contributions in the member account have not
been withdrawn. If the accumulated contributions have been withdrawn, the member may
reinstate the withdrawn account as provided in this section.

(e) A person who terminated membership in TRS by electing participation in the Optional
Retirement Program (ORP) may not reinstate the years of terminated service credit in TRS for
the purpose of establishing eligibility for retirement benefits under the Proportionate Retirement
Program except as provided in 825.172(a) of this title (relating to ORP and TRS).




Legal Services

Memorandum

DATE: November 9, 2015

TO: Policy Committee of the Board of Trustees
FROM:  Rebecca M. Smith, Assistant General Counsel
COPY: Brian Guthrie, Executive Director

Ken Welch, Deputy Director
Carolina de Onis, General Counsel

RE: Proposed Amendments to Chapter 29, relating to Benefits

REQUESTED ACTION

At its September 24, 2015 meeting, the Policy Committee authorized public comment publication of the
proposed amendments to two rules in Chapter 29, relating to Benefits. The proposed amendments will
have been published for public comment in the Texas Register for at least 30 days before the committee
and board consider their adoption. Specifically, staff proposed amendments to §29.13, relating to
Changing Beneficiary for Survivor Benefits which were published at 40 TexReg 7193 and §29.33, relating
to Absence from Service which were published at 40 TexReg 7194.

To date TRS has not received any written comments regarding the proposed amendments. Any written
comments that TRS receives after the date of this memorandum will be addressed in a separate document
that will be available for your review at the November meeting.

BACKGROUND OF THE REQUESTED ACTION

The proposed changes to the rules in Chapter 29 address statutory changes in the plan’s terms adopted
during the most recent legislative session and changes needed to comply with the law as clarified by the
Supreme Court in the recent Obergefell v. Hodges decision.

Section 29.13, relating to Changing Beneficiary for Survivor Benefits. The proposed changes to this rule
address an issue identified by staff after the Supreme Court ruling in Obergefell regarding same sex
marriages. The proposed changes will allow a retiree receiving a standard annuity who was not permitted
to designate a same sex spouse as the beneficiary of an optional retirement annuity at retirement because
of the Internal Revenue Code restriction on the adjusted minimum age difference between the retiree
and the beneficiary or who married a same sex spouse after retirement but before the ruling in Obergefell,
a two-year window of opportunity to change the standard annuity to an optional annuity and name the
spouse as beneficiary. Staff also proposes changing the title of the rule to reflect the opportunity to
change retirement plans.
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Section 29.33, relating to Absence from Service. The proposed changes to this rule address an issue that
may arise as a result of statutory changes adopted in HB 2974 that precludes termination of membership
if the member is employed with a TRS-covered employer but in a position that is less than one-half time
and for that reason the position is not eligible for membership. The TRS plan terms have not specifically
addressed what is meant by absence from service for purposes of establishing eligibility for active member
death benefits. The proposed changes clarify what absence from service means regarding the death
benefits payable by TRS.

RECOMMENDATION

Staff recommends adoption of the proposed amendments and requests the Policy Committee to
recommend to the Board of Trustees that the proposed rule amendments be adopted as published in the
Texas Register.



RULE §29.13 Changing Beneficiary for Survivor Benefits
and Changing Retirement Plans

(a) A retiree may change the designation of beneficiary for survivor benefits at any time.

(b) A retiree who retired before June 26, 2015 and is receiving a standard service or disability
retirement _annuity under Government Code, Section 824.203 or 824.304(b), who was not
permitted to name a same-sex spouse as the beneficiary of an optional annuity at retirement
because of the Internal Revenue Code restriction on adjusted minimum age difference between the
retiree and the beneficiary, or who married after retirement but before June 26, 2015 and was not
permitted to name the retiree’s same-sex spouse as the beneficiary of an optional annuity under
Government Code, Section 824.1011, may no later than December 31, 2017 replace the standard
annuity under Section 824.1011 and select an optional annuity under Government Code, Section
824.204(c)(1), (c)(2), or (c)(5), or under Government Code, Section 824.308(c)(1), (c)(2), or
(c)(5), on a form prescribed by TRS and designate the retiree’s spouse as the beneficiary as if the
retiree_had married after retirement. The selection of the optional annuity and the designation of
the beneficiary of the optional annuity do not take effect until the first annuity payment that
becomes due two years after the date the selection and designation are received by TRS.




RULE §29.33 Absence from Service

(@) If a member is absent from service at the time of death and the absence does not meet the
description in §824.403 of the Government Code, the beneficiary is eligible to receive only the
accumulated deposits of the member. For this purpose, absence from service begins September 1
following the last eligible reported membership service.

(b) Eligibility for receipt of death benefits authorized by Government Code 8824.402 shall be
determined by TRS staff.

(c) For purposes of this section, absent from service means that the member was not an employee
of a TRS-covered employer during the school year in which the member died.




Legal Services

Memorandum
DATE: November 9, 2015
TO: Policy Committee of the Board of Trustees
FROM: Rebecca M. Smith, Assistant General Counsel
COPY: Brian Guthrie, Executive Director

Ken Welch, Deputy Director
Carolina de Onis, General Counsel

RE: Proposed Amendments to Chapter 31, relating to Employment After Retirement

REQUESTED ACTION

At its September 24, 2015 meeting, the Policy Committee authorized public comment publication of
proposed amendments to three rules in Chapter 31, relating to Employment After Retirement. The
proposed amendments will have been published for public comment in the Texas Register for at least 30
days before the committee and board consider their adoption. Specifically, staff proposed amendments
to §31.14, relating to One-half Time Employment which were published at 40 TexReg 7194; §31.32,
relating to Half-time Employment Up to 90 Days which were published at 40 TexReg7196; and §31.34,
relating to Employment Up to Three Months on a One-Time Only Trial Basis which were published at 40
TexReg 7196.

To date TRS has not received any written comments regarding the proposed amendments. Any written
comments that TRS receives after the date of this memorandum will be addressed in a separate document
that will be available for your review at the November meeting.

BACKGROUND OF THE REQUESTED ACTION

The proposed changes to the rules in Chapter 31 address issues identified in TEAM while developing
requirements for the new system and issues identified by staff administering the employment after
retirement program. One issue regards the limits on employment after retirement for service and
disability retirees employed as faculty by institutions of higher education. The proposed changes also
clarify how the plan’s limit on the amount of time a disability retiree may work full-time without forfeiting
any monthly annuities is administered by TRS.

Section 31.14, relating to One-half Time Employment. The proposed changes clarify how to determine
the number of hours worked by a service retiree employed by an institution of higher education (including
community and junior colleges) as an instructor of classes that are taken to prepare the student for college
level work but are not taken for college credit as the current rule describes.
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Section 31.32, relating to Half-time Employment Up to 90 Days. The proposed changes clarify how to
determine the number of hours worked by a disability retiree employed by an institution of higher
education (including community and junior colleges) as an instructor of classes that are taken to prepare
students for college-level work but are not taken for college credit as the current rule describes.

Section 31.34, relating to Employment Up to Three Months on a One-Time Only Trial Basis. The proposed
changes clarify an issue identified in TEAM while developing requirements for the new system regarding
the opportunity for a disability retiree to work full-time on a three-month trial basis for each period of
disability.

RECOMMENDATION

Staff recommends adoption of the proposed rule amendments and requests the Policy Committee to
recommend to the Board of Trustees that the proposed rule amendments be adopted as published in the
Texas Register.



RULE 831.14 One-half Time Employment

(@) A person who is receiving a service retirement annuity who retired after January 1, 2011 may
be employed on as much as a one-half time basis without forfeiting annuity payments for the
months of employment. In this section, one-half time basis means the equivalent of four clock
hours for each work day in that calendar month. The total number of hours allowed for that month
may be worked in any arrangement or schedule.

(b) Employment by a third party entity is considered employment by a Texas public educational
institution unless the retiree does not perform duties or provide services on behalf of or for the
benefit of the institution or the retiree was first employed by the third party entity before May 24,
2003.

(c) Paid time-off, including sick leave, vacation leave, administrative leave, and compensatory
time for overtime worked, is employment for purposes of this section and must be included in
determining the total amount of time worked in a calendar month and reported to TRS as
employment for the calendar month in which it is taken.

(d) For the purpose of this section, actual course or lab instruction with an institution of higher
education (including community and junior colleges) in classes taken by students for college
credit or classes that are taken to prepare students for college level work, and that arets expressed
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 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 established standard will be used to determine the number of
courses or labs 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. Employment as an instructor of an on-
line class taken by students for college credit that is 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 counted as a minimum of two clock hours for each course or
semester hour. Employment as an instructor of continuing education, adult education, and/or
classes offered to employers or businesses for employee training, that is not measured or
expressed in terms of the number of courses; semester or course hours/credits; or instructional
units or other units of time rather than clock hours and for which the students/participants do not
receive college credit, must be counted based on the number of clock hours worked.

(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 831.13 of this 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. If the calendar
month has an odd number of work days available for work, the retiree is limited to working only
the number of whole days available and may not work any amount of additional time in the one-




half day remaining when dividing the total number of work days in the month by 2 without
forfeiting the annuity for that month.

(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 831.15 of this title (relating to Full-time Employment after 12
Consecutive Month Break in Service).

(9) The exception described in this section does not apply for the first month after the person's
effective date of retirement (or the first two months if the person's retirement date has been set on
May 31 under §29.14 of this title (relating to Eligibility for Retirement at the End of May)).



RULE §31.32 Half-time Employment Up to 90 Days

(@) Any person receiving a disability retirement annuity may, without affecting payment of the
annuity, be employed for a period not to exceed 90 days during any school year by a public
educational institution covered by TRS on as much as a one-half time basis. In this section, one-
half time basis means the equivalent of four clock hours for each work day in that calendar month.
The total number of hours allowed for that month may be worked in any arrangement or schedule;
working any part of a day counts as one day towards the 90 day annual limit established in this
section. This exception does not apply for the first month after the retiree's effective date of
retirement (or the first two months if the person's retirement date has been set on May 31 under
829.14 of this title (relating to Eligibility for Retirement at the End of May)).

(b) Employment by a third party entity is considered employment by a Texas public educational
institution unless the retiree does not perform duties or provide services on behalf of or for the
benefit of the institution or the retiree was first employed by the third party entity before May 24,
2003.

(c) Total substitute service under 831.33 of this title (relating to Substitute Service Up to 90 Days)
and half-time employment may not exceed 90 days during any school year. Substitute service
under 831.33 of this title (relating to Substitute Service Up to 90 Days) and half-time employment
may be combined in the same calendar month only if the total number of days that the disability
retiree works in those positions in that month does not exceed one-half the number of days
available that month for work. Working any part of a day as a substitute or half-time counts as
working one day. If the calendar month has an odd number of work days available for work, the
retiree is limited to working only the number of whole days available and may not work any
amount of additional time in the one-half day remaining when dividing the total number of work
days in the month by 2 without forfeiting the annuity for that month.

(d) Paid time off, including sick leave, vacation leave, administrative leave, and compensatory
time for overtime worked, is employment for purposes of this section and must be included in
determining the total amount of time worked in a calendar month and reported to TRS as
employment for the calendar month in which it is taken.

(e) For the purpose of this section, actual course instruction in state-supported colleges (including
junior colleges), and universities of classes taken by students for college credit or classes that are
taken to prepare students for college level work, and that areis measured in course or semester
hours shall be counted as a minimum of two clock hours per one course or semester hour in order
to reflect instructional time as well as preparation 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, the employer's established standard will be used to determine
the number of course 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. Employment
as an instructor of an on-line class taken by students for college credit that is 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 counted as a minimum of
two clock hours for each course or semester hour. Employment as an instructor of continuing
education, adult education, and/or classes offered to employers or businesses for employee
training, that is not measured or expressed in terms of the number of courses; semester or course
hours/credits; or instructional units or other units of time rather than clock hours and for which




the students/participants do not receive college credit must be counted based on the number of
clock hours worked.



RULE §31.34 Employment Up to Three Months on a One-Time Only Trial Basis

(@) Any person receiving a disability retirement annuity may, without forfeiting payment of the
annuity, be employed on a one-time only trial basis on as much as full time for a period of no
more than three consecutive months if the work meets the requirements in subsection (b) of this
section and the person complies with the requirements of subsection (c) of this section.
Employment by a third party entity is considered employment by a Texas public educational
institution unless the retiree does not perform duties or provide services on behalf of or for the
benefit of the institution or the retiree was first employed by the third party entity before May 24,
2003.
(b) The work must occur:

(1) in a period, designated by the employee, of no more than three consecutive months; and

(2) in a school year that begins after the retiree's effective date of retirement or no earlier than
October 1 if the effective date of retirement is August 31.
(c) TRS must receive written notice of the retiree's election to take advantage of the exception
described by this section. The notice must be made on a form prescribed by TRS and filed with
TRS prior to the end of the three month trial period.
(d) Working any portion of a month counts as working a full month for purposes of this section.
(e) The three month exception permitted under this section is in addition to the 90 days of work
allowed in 831.33 of this chapter (relating to Substitute Service up to 90 Days) or 831.32 of this
chapter (relating to Half-time Employment Up to 90 Days) for a disability retiree.
(f) The trial work period may occur in one school year or may occur in more than one school year
provided the total amount of time in the trial period does not exceed three months and the months
are consecutive.
(9) A disability retiree may elect to work on a one-time only trial basis for as much as full time
for a period of no more than three consecutive months for each period of disability retirement
subject to the requirements of this section.
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Memorandum
DATE: November 9, 2015
TO: Policy Committee of the Board of Trustees
FROM: Rebecca M. Smith, Assistant General Counsel
COPY: Brian Guthrie, Executive Director

Ken Welch, Deputy Director
Carolina de Onis, General Counsel

RE: Proposed Amendments to Chapter 43, relating to Contested Cases

REQUESTED ACTION

At its September 24, 2015 meeting, the Policy Committee authorized public comment publication of
proposed amendments to two rules in Chapter 43, relating to Contested Cases. The proposed
amendments will have been published for public comment in the Texas Register for at least 30 days before
the committee and board consider their adoption. Specifically, staff proposed amendments to §43.16,
relating to Notice of Hearing and Other Action which were published at 40 TexReg 7197 and §43.46,
relating to Rehearings which were published at 40 TexReg 7197.

To date TRS has not received any written comments regarding the proposed amendments. Any written
comments that TRS receives after the date of this memorandum will be addressed in a separate document
that will be available for your review at the November meeting.

BACKGROUND OF THE REQUESTED ACTION

The proposed changes to the rules in Chapter 43 address statutory changes regarding contested case
matters adopted during the most recent legislative session.

Section 43.16, relating to Notice of Hearing and Other Action. The proposed changes to this rule reflect
statutory changes adopted in SB 1267 that address changes to notice requirements and the deadlines for
providing a more definite and detailed statement of the factual matters at issue in contested case
hearings. The statutory changes require TRS to include a short, plain statement of the “factual matters”
at issue within 7 days of the date set for the hearing.

Section 43.46, relating to Rehearings. The proposed changes to this rule reflect statutory changes adopted
in SB 1267 that address statutory changes to deadlines to submit, respond, and take action on motions
for rehearing in contested cases.
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RECOMMENDATION

Staff recommends adoption of the proposed rule amendments and requests the Policy Committee to
recommend to the Board of Trustees that the proposed rule amendments be adopted as published in the
Texas Register.



RULE 843.16 Notice of Hearing and Other Action

(@) Notices of hearing, proposals for decision, and all other rulings, orders, and actions by SOAH,
TRS, or an administrative law judge, as applicable, shall be served upon all parties or their
attorneys of record in person or at their last known address by mail. Service by mail is complete
upon deposit in the mail, properly addressed, with postage prepaid if it is received by TRS within
a timely manner under Texas Rule of Civil Procedure 5 and the sender provides adequate proof
of the mailing date. Service may also be accomplished by electronic mail or facsimile
transmission if all parties agree. In that case, the sender shall retain the original of the document
and file it upon request with the administrative law judge or the executive director, as applicable.
Upon request, the sender has the burden of proving the date and time of receipt of the document
served by facsimile transmission or electronic mail. Electronic mail may not be used with
documents produced pursuant to a discovery request. On motion by any party or on its own
motion, TRS may serve notice of a hearing on any person whose interest in the subject matter
will be directly affected by the final decision in the case.

(b) All initial hearing notices shall include the following:

(1) a statement of time, place, and nature of the hearing;

(2) a statement of the legal authority and jurisdiction under which the hearing is to be held;

(3) a reference to the particular sections of the statutes and rules involved;

(4) a short, plain statement of the factual matters asserted. If TRS or a party is unable to state the
matters in detail at the time the notice is served, the initial notice may be limited to a statement of
the issues involved. Thereafter, upon written application filed not less than ten days before the
date set for hearing, a more definite and detailed statement must be furnished not less than seven
[three] days prior to the date set for the hearing; and

(5) a statement that failure to appear at the prehearing conference or any scheduled hearing may
result in the following: the facts alleged by TRS may be admitted as true; the relief requested by
TRS may be granted; petitioner's appeal may be denied; or petitioner's appeal may be dismissed
with prejudice for failure to prosecute the claim; or any or all of the foregoing actions.

(c) After service of the initial notice, any party wishing to raise issues or matters not set forth in
the initial notice must do so by filing a motion which sets forth such issues or matters not less
than 30 days before the date set for hearing. If the motion is granted, the administrative law judge
shall give notice, not less than 20 days before the date of hearing, of the additional issues and
matters to be decided in the contested case.

(d) All other notices in a contested case shall set forth only the additional issues and matters to
be decided.



RULE 843.46 Rehearings

(@) A decision of the executive director is the final decision of TRS when, under applicable law
or rule, the decision is not subject to appeal to the board and when the circumstances described
in Government Code, §2001.144, are met.

(b) A decision by the board of trustees in a contested case is the final decision of TRS when the
circumstances described in Government Code, 82001.144, are met.

(c) A party adversely affected by a decision that may be the final decision of TRS may file a
motion for rehearing with TRS, not later than the 25th [20th] day after the date on which the
[party-or-party's-attorney-of record-is-hotified-ef-the] decision or order that is the subject of the
motion is signed, unless the time for filing the motion has been extended under Government Code
8 2001.142, by an agreement under Government Code 8§ 2001.147, or by written order of the

executive d|rector under subsectlon (q) of thls sectlon [may—leeeeme—ﬁnal—mder—@evemment

arties]. A tlmely motlon for
rehearing is a prerequmte to an appeal ina contested case under Government Code, §2001.145,

if an appeal is otherwise permitted by law.

(d) A reply to the motion for rehearing must be filed with TRS not later than the 40th [36th] day
after the date on which the [party-erparty's-atterney-efrecord-is-hotified-of| the decision or order
that is the subject of the motion is signed, or not later than the 10th day after the date a motion for
rehearing is filed if the time for filing the motion for rehearing has been extended by an agreement
under Government Code 8 2001.147 or by a written order of the executive director under
subsection (qg) of this section [that-may-become-final-under-Gevernment-Code,-§2001.144].

(e) The board of trustees, or the executive director if the motion for rehearing concerns a decision
of the executive director that may not be appealed to the board, shall act on a motion for rehearing
not later than the 55th [45th] day after the date on which the [party-erparty's-atterney-ofrecord
is-hotified-of the] decision or order that is the subject of the motion is signed [may-become-final].

If the motion is not acted on within the time specified, the motion is overruled by operation of
law.

(f) The board of trustees may rule on a motion for rehearing in the manner provided for in
Government Code, §2001.146. A subseguent motion for rehearing is not required after the board
of trustees rules on a motion for rehearing unless a motion is required under Government Code §
2001.146(h).

(9) The executive director may by written order extend the time for filing a motion or reply or for
TRS to take action on a motion for rehearing, in accordance with Government Code, §2001.146.
(h) A motion for rehearing under this section must identify with particularity findings of fact or
conclusions of law that are the subject of the complaint and any evidentiary or legal ruling claimed
to be erroneous. The motion must also state the legal and factual basis for the claimed error.
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Memorandum
DATE: November 9, 2015
TO: Policy Committee of the Board of Trustees
FROM: Rebecca M. Smith, Assistant General Counsel
COPY: Brian Guthrie, Executive Director

Ken Welch, Deputy Director
Carolina de Onis, General Counsel

RE: Proposed Amendments to Chapter 47, relating to Qualified Domestic Relations Orders

REQUESTED ACTION

At its September 24, 2015 meeting, the Policy Committee authorized public comment publication of the
proposed amendments to one rule in Chapter 47, relating to Qualified Domestic Relations Orders. The
proposed amendments will have been published for public comment in the Texas Register for at least 30
days before the committee and board considers their adoption. Specifically, staff proposed amendments
to §47.6, relating to Determination That An Order Is Not Qualified Is Final which were published at 40
TexReg 7199.

To date TRS has not received any written comments regarding the proposed amendments. Any written
comments that TRS receives after the date of this memorandum will be addressed in a separate document
that will be available for your review at the November meeting.

BACKGROUND OF THE REQUESTED ACTION

The proposed changes to the rule in Chapter 47 address statutory changes regarding contested case
matters adopted during the most recent legislative session.

Section 47.6, relating to Determination That An Order Is Not Qualified Is Final. The proposed change to
this rule reflects statutory changes adopted in SB 1267 and conforms the TRS rule regarding the number
of days a petitioner has to file a motion for reconsideration on a determination that a domestic relations
order is not a qualified order with the statutory timeline for filing a motion for rehearing on a contested
case matter.

RECOMMENDATION

Staff recommends adoption of the proposed rule amendments and requests the Policy Committee to
recommend to the Board of Trustees that the proposed rule amendments be adopted as published in the
Texas Register.



RULE 847.6 Determination That An Order Is Not Qualified Is Final

A determination by the executive director or the executive director's designee that an order is not
a QDRO is a final decision by TRS. No appeal to the board of trustees of TRS is authorized.
However, a party adversely affected by a determination of the executive director or the designee
must file a motion for reconsideration with the executive director no later than 2025 days after
the date such determination is rendered if the party wishes to contest the determination.



Legal Services

Memorandum
DATE: November 9, 2015
TO: Policy Committee of the Board of Trustees
FROM: Rebecca M. Smith, Assistant General Counsel
COPY: Brian Guthrie, Executive Director

Ken Welch, Deputy Director
Carolina de Onis, General Counsel

RE: Proposed Amendments to Chapter 49, relating to Collection of Delinquent Obligations

REQUESTED ACTION

At its September 24, 2015 meeting, the Policy Committee authorized public comment publication of
proposed amendments to one rule in Chapter 49, relating to Collection of Delinquent Obligations. The
proposed amendments will have been published for public comment in the Texas Register for at least 30
days before the committee and board consider their adoption. The proposed amendments were
published at 40 TexReg 7199 and address changes to §49.6, relating to Referrals of Delinquent.

To date TRS has not received any written comments regarding the proposed amendments. Any written
comments that TRS receives after the date of this memorandum will be addressed in a separate document
that will be available for your review at the November meeting.

BACKGROUND OF THE REQUESTED ACTION

The proposed changes to the rule in Chapter 49 address rule changes made by the Attorney General
regarding the referral of delinquent obligations to the Attorney General for collection action.

Section 49.3, relating to Referrals of Delinquent Obligations to Attorney General for Collection. The
proposed changes to this rule reflect changes adopted by the Attorney General regarding the timeline for
referring a delinquent obligation to the Attorney General for collection and conform the TRS rule
regarding the number of days to refer a matter to the Attorney General with the timeline set by the
Attorney General.

RECOMMENDATION

Staff recommends adoption of the proposed amendments and requests the Policy Committee to
recommend to the Board of Trustees that the proposed rule amendments be adopted as published in the
Texas Register.



RULE §49.3 Referrals of Delinquent Obligations to Attorney General for Collection

(@) If a department determines that a delinquent obligation may be collectible or if TRS
procedures otherwise require, the department shall refer the obligation to the Legal Services
Department for recommendation of whether TRS should refer the obligation to the attorney
general for collection.
(b) The executive director or his designee shall decide whether to refer a matter to the attorney
general for collection. This decision and any referral to the attorney general should be made no
later than 90120 days after the determination that an obligation owed to TRS is delinquent.
(c) Except as noted in this chapter, TRS will not refer for collection delinquent obligations in
which the amount to be recovered would be less than the total sum of expense to TRS and the
attorney general for travel, employee time, court costs, and other relevant expenses.
(d) The executive director or his designee may for policy reasons, actuarial reasons, or other good
cause refer a delinquent obligation to the attorney general for collection even if the size of the
obligation or other considerations generally would cause TRS not to refer the obligation.
(e) In making a determination of whether to refer a delinquent obligation to the attorney general,
the executive director or his designee shall consider:

(1) expense of further collection procedures;

(2) the size of the delinquent obligation;

(3) the existence of any security;

(4) the possibility of collection or satisfaction of the delinquent obligation through other means;

(5) the likelihood of collection; and

(6) any other relevant factors established by TRS collections procedures.
(f) When referring a delinquent obligation to the attorney general, TRS shall provide:

(1) the obligor's verified address and telephone number;

(2) a statement that the obligation is not uncollectible;

(3) proof of no more than two demand letters to the obligor at the obligor's verified address; and

(4) other relevant information relating to the delinquent obligations and TRS's collection efforts.



Further resolved, That all employees who hold authority during a reporting period under the Board’s
General Authority Resolution, through direct delegation from the Board, by designation of the Executive
Director under the General Authority Resolution, or otherwise, are hereby determined to be key
employees and subject to all applicable requirements for key employees;

Further resolved, That, in addition to the authority granted under the Board’s General Authority
Resolution, the Executive Director is authorized to designate, upon notice to the General Counsel, an
employee not identified above to be a supplemental key employee if the Executive Director determines
that it would be prudent for TRS to have the employee subject to the key employee requirements because
of the influence the employee exercises, the nature of the employee’s job, the information to which the
employee has access, or another appropriate reason; at the next meeting of the Board after any
supplemental key employee designations, the Executive Director shall notify the Board of the designations
for the Board to consider ratification of the designations; and

Further resolved, That the foregoing resolutions and all applicable key employee requirements, including
submitting enhanced disclosures required by the Employee Ethics Policy, are effective for the 2014
reporting year and shall remain effective until modified by the Board.
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Memorandum

DATE: November 19, 2015
TO: Policy Committee of the Board of Trustees
FROM: Carolina de Onis, General Counsel
Heather Traeger, Chief Compliance Officer
COPY: Board of Trustees
Steven Huff, Fiduciary Counsel

RE: Proposed Changes to the Board of Trustees Ethics Policy

An unnecessary limitation has been identified in the Board of Trustees Ethics Policy (“Ethics
Policy”) with respect to permissible personal holdings by Trustees. In anticipation of onboarding
new Trustees and for use by existing Trustees, language is being proposed to permit Trustees to
hold securities of TRS contractors in a blind trust or managed account, subject to state law
limitations and certain conditions.

Attached please find a red-lined version of proposed changes to the Ethics Policy (Exhibit A), a
clean copy of the Ethics Policy with proposed revisions (Exhibit B), and a copy of the proposed
TRS certification for managed accounts (Exhibit C).

BACKGROUND

The Common-Law Conflict of Interest doctrine provides that a contract is void if a Trustee has a
direct or indirect personal pecuniary interest in the contract, regardless of whether the Trustee
exercised any influence and acted with sincere purpose. The 2013 Omnibus Bill modified the
doctrine to eliminate the automatic voiding element and, instead, permits TRS to adopt policies
and procedures to cure violations of the Common-Law Conflict of Interest doctrine.

In response to the Omnibus Bill, in December 2013 TRS modified the Ethics Policy to permit a
Trustee to retain an ownership interest in a contractor obtained prior to becoming a Trustee or
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prior to the entity becoming a TRS contractor. Such ownership is conditioned, however, on the
Trustee disclosing the interest and recusing from (1) any discussions and decisions involving
contracts, or potential contracts, with contractors in which the Trustee holds an interest and (2)
discussions and decisions involving delegations to, or selections of, staff assigned to award or
negotiate contracts, or potential contracts, with the contractor.

The proposed revision would allow more flexibility to Trustees by expanding this provision of the
Ethics Policy to allow a Trustee to invest in a contractor at any time, provided the investment was
made through a blind trust or a managed account consistent with regulatory guidance.

Proposed language:

This provision does not apply to mutual funds, exchange traded funds, and other similar
funds, or to blind trusts and managed accounts consistent with regulatory guidance
(“managed accounts”). A Trustee who holds in a managed account direct ownership
interests in entities that contract with TRS may have to disclose his or her interests in
accordance with the procedure set forth in Section 9.

The proposed revision also would acknowledge and remind Trustees that there may be statutory
disclosure and recusal requirements notwithstanding this change to the Ethics Policy that would
permit ownership of a contractor. For example, Texas Gov't Code s. 572.058 requires recusal
where a Trustee has a personal or private interest in a measure, proposal or decision pending
before the Board.

As support for TRS’ position in adopting the proposed revision, TRS would rely on regulatory
guidance from federal regulators on personal securities holdings and conflicts of interest. TRS
would require Trustees relying on this provision, and their account manager, to provide periodic
certification that the Trustee has “no direct or indirect influence or control” over the relevant
managed accounts. TRS would provide a certification form for Trustees and account managers
or accept a letter from the account manager provided it is reasonably similar in substantive
content to the TRS form. TRS also would continue its practice of reviewing for conflicts Trustees’
annual Personal Financial Statements filed with the Texas Ethics Commission. Finally, TRS would
continue its practice of informing Trustees of upcoming Board votes so the Trustees could
determine whether there are holdings in the managed account that could result in a conflict had
the Trustee made the investment directly, thereby requiring recusal under state statutes.

Legal Services worked closely with fiduciary counsel in preparing the proposed revisions to the
Trustee Ethics Policy. Internal Audit was provided drafts of the revisions and the opportunity to
comment.
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RECOMMENDATION

Staff asks the committee to recommend that the board adopt the proposed amendments to the
Trustee Ethics Policy, as recommended by staff.

Suggested Motion Language:

"I move that the committee recommend that the board adopt the proposed amendments to the
Trustee Ethics Policy, as recommended by staff."



Exhibit A

Teacher Retirement System of Texas
Board of Trustees
Ethics Policy

Adopted December 8, 2011; Revised November 19, 2015Becember12,2013

The Board of Trustees of the Teacher Retirement System of Texas (TRS) has adopted this Ethics Policy
so that high ethical standards are followed by the TRS Board of Trustees. This Policy is based upon the
duty of loyalty that all Trustees, as fiduciaries, owe to the members and retirees of TRS. This Policy also
affirms the Board's commitment to fairness, openness, and transparency in its operations. It is important
to the Board that it preserves the confidence of the membership, the employers, government officials, and
the general public by avoiding even the appearance of impropriety.

Every Trustee has not only the obligation to follow the provisions of the Texas State Constitution, Texas
statutes, and federal law applicable to TRS but also has the obligation to adhere to and promote high
ethical principles, including those set forth below.

e Act solely in the best interest of the fund and the TRS members, retirees, and beneficiaries.

« Act with prudence, competence, independence, and objectivity.

« Adhere to laws, rules, regulations, bylaws, and policies adopted by the Board in overseeing
investments, pension and healthcare benefits administration, and general operations of TRS.

* Actin atransparent manner in Board and Committee meetings when deliberations of official
business take place.

¢ Maintain confidentiality when required to do so by law or by contract.

« Cooperate fully if questioned about an ethical matter related to TRS.

This Ethics Policy is a guide, not a complete statement of all fiduciary responsibilities; therefore,
compliance with this Policy does not necessarily ensure compliance with all legal requirements. The
provisions below are to aid Trustees in identifying conflicts of interest, avoiding them, disclosing them in a
proper way, and managing them if they cannot be avoided. A "conflict of interest" is where a Trustee has,
or reasonably could be perceived to have, an incentive to decide a matter or provide a recommendation
for a reason that would be inconsistent with acting solely in the interest of TRS, or that would provide a
financial benefit to the Trustee. It also includes a personal or business relationship or interest that could
reasonably be expected to diminish the Trustee's independence of judgment in the performance of the
Trustee's responsibilities to TRS. The provisions are also meant to assist Trustees in identifying
prohibited conduct and circumstances that cannot be managed through disclosure or recusal from voting
on issues.

This Policy applies only to the Board, and the TRS staff has a separate ethics policy applicable to them.

1. PERSONAL ADVANTAGE

Trustees shall not use their position on the Board for financial gain, obtaining privileges, avoiding the
consequences of illegal acts, or for obtaining more favorable terms on loans, investments, or TRS
benefits that are not available to others. This prohibition applies whether the Trustees seek a personal
advantage or gain for themselves or for a third party.

2. GIFTS

A Trustee shall not solicit or accept any gifts (e.g., objects, services, favors, entertainment, preferential
treatment, vacations, or property) from any donor, except as provided below. Such gifts cannot be
accepted by Trustees for themselves or for their families or business partners. While this standard may
be stricter than what is required by law, the Board has decided it is best practice to place limitations on
gifts.
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The following are allowed under this Policy as long as the Trustee is not influenced by the gift or does not
have knowledge that it was offered with intent to influence the Trustee in the discharge of the Trustee's
official duties to TRS:

» Gifts conferred on account of kinship or a personal, professional, or business relationship
independent of the official status of the Trustee;

» Gifts having a value of less than $50 (but in no event cash, negotiable instruments, or cash
equivalents such as gift cards), including the following examples:

0 Tokens of nominal value that are distributed to all attendees at conferences, seminars,
meetings, and receptions;

0 Meals, transportation, lodging, or entertainment, regardless of whether the donor is
present;

0 Modest food items and other perishable items given on a holiday or other infrequent
occasions;

» Transportation valued at $50 or more if provided in connection with a business meeting,
business meal, business conference or reception that serves a TRS purpose and the donor is
present at the meeting, meal, conference or reception;

* Meals valued at $50 or more, if provided in connection with a business meeting, business
meal, business conference or reception, and the donor is present;

» Lodging valued at $50 or more, if provided in connection with a business meeting, business
meal, business conference or reception that serves a TRS purpose and the donor is present
at the meeting, meal, conference or reception.

»  Gifts given on special occasions between Trustees or between Trustees and TRS
employees;

* Food and entertainment included in the conference or seminar fee;

» Travel expenses paid for by another governmental entity or a non-profit organization related
to the public retirement industry, provided there are no prohibitive circumstances as
determined after consultation pursuant to Section 11.

To avoid not only improper conduct but also the appearance of impropriety, Trustees should consider
whether the circumstances associated with an expense payment or a courtesy by another would draw
unfavorable public criticism. If this appears to be the case, Trustees should modify their behavior even if
their acceptance of an expense payment, a courtesy, or gift is otherwise allowed.

3. USE OF TRS RESOURCES

Trustees shall not use TRS facilities, equipment, or staff for their personal benefit or for any commercial
or political purposes. Trustees may use TRS resources that are reasonably necessary to support them in
their role on the Board or that facilitate their attendance at Board meetings, if the use of TRS resources
involves only an insignificant cost, does not impede TRS business, and does not create an appearance of
impropriety.

4, PERSONAL INVESTMENTS

Trustees shall take care that their personal investments do not create a conflict of interest that impacts
their loyalty to TRS and their ability to function as a Trustee. While serving on the TRS Board, Trustees,
their spouses, and dependents shall not make personal investments (“co-invest"), directly or indirectly, in
private investment funds in which TRS has invested. However, a Trustee, a Trustee's spouse or
dependent may continue to hold an investment in a private investment fund if the investment was held
prior to TRS' investment or prior to the date the individual became a Trustee. If a Trustee becomes
aware that any co-investment, or potential co-investment, exists, the Trustee shall disclose the investment
and date of purchase in accordance with the procedure set forth in Section 9. The Trustee shall not
receive any non-public or confidential information from TRS related to the co-investment unless the Board
provides a waiver as set forth in Section 9. A Trustee shall not make a new personal investment in a
private investment fund if TRS has informed the Trustee that TRS is considering investing in the fund.

Trustees, their spouses, and dependents may hold direct ownership interests (e.g., stock or partnership
interests) in entities that contract with TRS, provided that the ownership interest arose prior to the
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individual becoming a Trustee or prior to the entity becoming a TRS contractor. A Trustee who holds the
foregoing preexisting investments must disclose his or her interest in accordance with the procedure set
forth in Section 9. In addition, a Trustee who holds the foregoing preexisting investments must disclose
and recuse him- or herself from (1) discussions and decisions involving contracts or potential contracts
with contractors in which the Trustee holds such interests and (2) discussions and decisions involving
delegations to, or selection of, staff assigned to award or negotiate contracts or potential contracts with
contractors in which the Trustee holds such interests. The Trustee shall not receive any non-public or
confidential information from TRS related to the contract or potential contract unless the Board provides a
waiver as set forth in Section 9. Notwithstanding the above, a Trustee is ineligible, and must resign, if the
Trustee or the Trustee's spouse owns or controls, directly or indirectly, more than a 10% interest in a
business entity or other organization rece|V|ng funds from TRS. TRS will furnlsh to the Trustees a list of its
contractors from time to time. A
affected-by-thisprovision:_This provision does not applv to mutual funds exchanqe traded funds and
other similar funds, or to blind trusts and managed accounts consistent with regulatory guidance
(“managed accounts”). A Trustee who holds in a managed account direct ownership interests in entities
that contract with TRS may have to disclose his or her interests in accordance with the procedure set
forth in Section 9.

Although the Board has largely delegated the selection of investment managers and securities to the
staff, Trustees should not use their personal knowledge of upcoming TRS investments or material
developments regarding TRS investments, about which the general public is not aware, for the financial
gain of themselves or their family, business associates, or friends.

5. REFERRALS

If approached by persons seeking to do business with TRS, Trustees shall make a referral and any follow
up inquiries to the Executive Director or, for investment matters, to the Chief Investment Officer. The
Executive Director shall inform the other Trustees of any follow-up communications made by a referring
Board member if they are repetitive or otherwise create concerns.

6. BLACKOUT PERIODS

Decisions made by the Board are to be free from improper or undisclosed influence. From time to time, in
the ordinary course of business, TRS will issue requests for proposals, information or qualifications
(RFPs, RFls, and RFQs) for goods and services. If the request is one that involves a decision by the
Board or a recommendation of a Board Committee, Trustees shall not privately communicate or meet with
potential vendors on the subject of the request during the procurement period. Similarly, if the Board is
considering an investment in a private investment fund, Trustees shall not privately communicate or meet
with representatives of the investment opportunity on the subject of the investment during the
decision-making period. Obvious exceptions to this are communications and meetings the Board or a
Committee participates in as part of due diligence in the selection process. Notice will be provided by the
Executive Director to Trustees regarding the applicable procurement period or the decision-making period
in accordance with procedures developed by the Executive Director.

7. HONESTY

In their role on the TRS Board, Trustees shall conduct themselves with utmost honesty and not
intentionally provide false or misleading information or intentionally conceal information that should be
disclosed.

8. DISCLOSURES

Before the Board or a Board Committee discusses a matter where a Trustee has, or is likely to have, a
conflict of interest, the Trustee is to disclose any conflict of interest or potential conflict to the Executive
Director. Potential conflicts could arise from such things as a Trustee's, spouse's, or dependent's:

e Business relationships or interests;
e Campaign contributions or solicitations;
*  Ownership or financial interests;
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e Family relationships;
e Close personal friendships;
 Employment by a TRS business vendor.

The Executive Director, in consultation with legal counsel, will assist the Trustee in determining whether a
conflict exists and whether further disclosure is required.

Trustees are also to disclose to the Executive Director the financial information as required by state law,
any legal proceedings they are involved with that affects or could impact their ability to serve on the
Board, and matters relating to co-fiduciary responsibility.

9. CURING CONFLICTS OF INTEREST

Trustees should make reasonable efforts to avoid conflicts of interest and appearances of conflicts of
interest. If a conflict cannot be avoided, a Trustee should attempt to cure the conflict. If a conflict cannot
be cured, a Trustee with a conflict of interest shall comply with one of the following procedures.

Standard Procedure

» Disclose the conflict of interest to the Executive Director.
» If the source of the Trustee's conflict is to be discussed at a meeting, disclose the conflict at
an open meeting and recuse him- or herself from discussing or voting on the matter.

Optional Waiver Request

» Disclose the conflict of interest to the Executive Director.

» If the source of the Trustee's conflict is to be discussed at a meeting, request the Board of
Trustees to waive the conflict at an open meeting. In determining whether to waive the
conflict, the non-conflicted Trustees shall consider at a minimum the following factors, as
applicable:

0 The number of Trustees with the conflict;

0 The nature of the conflict;

0 The materiality of the conflict; and

0 Whether the Trustee has a personal or private interest, as defined in Texas Government
Code section 572.058, in the measure, proposal or decision pending before the Board.

If the non-conflicted Trustees determine the Trustee has a personal or private interest, the conflict may
not be waived and the conflicted Trustee must recuse him- or herself according to the Standard
Procedure.

Upon a Trustee's disclosure of a conflict of interest, the conflicted Trustee shall not receive any non-public
or confidential information from TRS on that matter that gave rise to the conflict, unless the non-conflicted
Trustees have voted to waive the conflict for that individual.

In some instances, however, recusal or waiver is not sufficient to avoid violations of law. For example,
recusal or waiver does not cure a violation of Texas conflict of interest law that results from (1) a gift,

(2) employment or compensation, or (3) a personal investment that might reasonably be expected to
affect the Trustee's independence of judgment in the performance of TRS duties. Similarly, recusal or
waiver does not cure a violation of Texas conflict of interest law that results from having accepted
employment that a Trustee might reasonably expect would require or induce the Trustee to disclose TRS'
confidential information. Trustees may ask the Executive Director or General Counsel for guidance on
these matters.

10. ADVICE ABOUT THE ETHICS PoOLICY
The Board recognizes that, at times, ethical issues might fall into a "gray" area where the acceptable
ethical conduct is not obvious. In such circumstances, Trustees are to seek advice from the Executive
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Director, General Counsel or fiduciary counsel and, based on this advice, use their best judgment to
uphold the highest ethical standards of behavior.

11. EVENTS THAT MAY MERIT LEGAL CONSULTATION

This Policy reflects general ethical principles and does not attempt to cover every conceivable situation
where a Trustee may face an ethical dilemma or violate a law that could result in civil damages or criminal
prosecution (see, e.g., Texas Government Code Chapters 572, 825, and 2203; and Texas Penal Code
Chapters 36 and 39). Therefore, in addition to the specific circumstances that are covered in other
sections of this Policy, the following checklist sets forth common events that might merit consultation with
the TRS General Counsel or outside fiduciary counsel.

e Change in employment of yourself or spouse.

e Change in your marital status.

e Children become employed by someone doing business or likely to do business with TRS.
e Afamily member is considering employment at TRS.

e Sale of all or a part of your business.

»  Start of a new business.

* Being asked to serve in another governmental office.

* Being contacted about litigation involving TRS.

» Information about an alleged violation of law or ethics.

» Request from third parties for favors, accommodations, or disclosure of information.

» A benefit or gift from a TRS vendor, potential vendor, or member.

* Aninvitation to speak on behalf of TRS at a conference, meeting, or seminar.

» Someone offers to pay or waive your expenses in connection with a conference or meeting.

12. CO-FIDUCIARY RESPONSIBILITY

If a Trustee is aware of illegal activity, a breach of fiduciary duty by another Trustee or by someone else
serving as a fiduciary to TRS, or a violation of this Policy, the Trustee shall promptly disclose such activity
or breach to the Executive Director and the Chair of the Ethics Committee of the Board. No retaliatory
action will be taken toward any individual who, in good faith, makes a report or takes action in response to
a violation or suspected violation of applicable ethical laws, standards, or policies.

13. TRAINING AND ANNUAL ACKNOWLEDGEMENT

Annually, every Trustee shall attend ethics training provided by TRS and acknowledge in writing that he
or she understands the Ethics Policy, has abided by it, and will abide by it. New Trustees are to make
this written acknowledgment when they take office.

14. CONSEQUENCES FOR VIOLATIONS

For Trustees who violate this Ethics Policy, the Board may impose sanctions including public reprimand,
removal from service on Committees, censure, requests for resignation from the Board, or other
appropriate parliamentary measures.
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Teacher Retirement System of Texas
Board of Trustees
Ethics Policy

Adopted December 8, 2011; Revised November 19, 2015

The Board of Trustees of the Teacher Retirement System of Texas (TRS) has adopted this Ethics Policy
so that high ethical standards are followed by the TRS Board of Trustees. This Policy is based upon the
duty of loyalty that all Trustees, as fiduciaries, owe to the members and retirees of TRS. This Policy also
affirms the Board's commitment to fairness, openness, and transparency in its operations. It is important
to the Board that it preserves the confidence of the membership, the employers, government officials, and
the general public by avoiding even the appearance of impropriety.

Every Trustee has not only the obligation to follow the provisions of the Texas State Constitution, Texas
statutes, and federal law applicable to TRS but also has the obligation to adhere to and promote high
ethical principles, including those set forth below.

» Actsolely in the best interest of the fund and the TRS members, retirees, and beneficiaries.

« Act with prudence, competence, independence, and objectivity.

« Adhere to laws, rules, regulations, bylaws, and policies adopted by the Board in overseeing
investments, pension and healthcare benefits administration, and general operations of TRS.

* Actin atransparent manner in Board and Committee meetings when deliberations of official
business take place.

* Maintain confidentiality when required to do so by law or by contract.

» Cooperate fully if questioned about an ethical matter related to TRS.

This Ethics Policy is a guide, not a complete statement of all fiduciary responsibilities; therefore,
compliance with this Policy does not necessarily ensure compliance with all legal requirements. The
provisions below are to aid Trustees in identifying conflicts of interest, avoiding them, disclosing them in a
proper way, and managing them if they cannot be avoided. A "conflict of interest" is where a Trustee has,
or reasonably could be perceived to have, an incentive to decide a matter or provide a recommendation
for a reason that would be inconsistent with acting solely in the interest of TRS, or that would provide a
financial benefit to the Trustee. It also includes a personal or business relationship or interest that could
reasonably be expected to diminish the Trustee's independence of judgment in the performance of the
Trustee's responsibilities to TRS. The provisions are also meant to assist Trustees in identifying
prohibited conduct and circumstances that cannot be managed through disclosure or recusal from voting
on issues.

This Policy applies only to the Board, and the TRS staff has a separate ethics policy applicable to them.

1. PERSONAL ADVANTAGE

Trustees shall not use their position on the Board for financial gain, obtaining privileges, avoiding the
consequences of illegal acts, or for obtaining more favorable terms on loans, investments, or TRS
benefits that are not available to others. This prohibition applies whether the Trustees seek a personal
advantage or gain for themselves or for a third party.

2. GIFTS

A Trustee shall not solicit or accept any gifts (e.g., objects, services, favors, entertainment, preferential
treatment, vacations, or property) from any donor, except as provided below. Such gifts cannot be
accepted by Trustees for themselves or for their families or business partners. While this standard may
be stricter than what is required by law, the Board has decided it is best practice to place limitations on
gifts.
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The following are allowed under this Policy as long as the Trustee is not influenced by the gift or does not
have knowledge that it was offered with intent to influence the Trustee in the discharge of the Trustee's
official duties to TRS:

»  Gifts conferred on account of kinship or a personal, professional, or business relationship
independent of the official status of the Trustee;

»  Gifts having a value of less than $50 (but in no event cash, negotiable instruments, or cash
equivalents such as gift cards), including the following examples:

0 Tokens of nominal value that are distributed to all attendees at conferences, seminars,
meetings, and receptions;

0 Meals, transportation, lodging, or entertainment, regardless of whether the donor is
present;

0 Modest food items and other perishable items given on a holiday or other infrequent
occasions;

» Transportation valued at $50 or more if provided in connection with a business meeting,
business meal, business conference or reception that serves a TRS purpose and the donor is
present at the meeting, meal, conference or reception;

* Meals valued at $50 or more, if provided in connection with a business meeting, business
meal, business conference or reception, and the donor is present;

» Lodging valued at $50 or more, if provided in connection with a business meeting, business
meal, business conference or reception that serves a TRS purpose and the donor is present
at the meeting, meal, conference or reception.

»  Gifts given on special occasions between Trustees or between Trustees and TRS
employees;

* Food and entertainment included in the conference or seminar fee;

» Travel expenses paid for by another governmental entity or a non-profit organization related
to the public retirement industry, provided there are no prohibitive circumstances as
determined after consultation pursuant to Section 11.

To avoid not only improper conduct but also the appearance of impropriety, Trustees should consider
whether the circumstances associated with an expense payment or a courtesy by another would draw
unfavorable public criticism. If this appears to be the case, Trustees should modify their behavior even if
their acceptance of an expense payment, a courtesy, or gift is otherwise allowed.

3. USE OF TRS RESOURCES

Trustees shall not use TRS facilities, equipment, or staff for their personal benefit or for any commercial
or political purposes. Trustees may use TRS resources that are reasonably necessary to support them in
their role on the Board or that facilitate their attendance at Board meetings, if the use of TRS resources
involves only an insignificant cost, does not impede TRS business, and does not create an appearance of
impropriety.

4, PERSONAL INVESTMENTS

Trustees shall take care that their personal investments do not create a conflict of interest that impacts
their loyalty to TRS and their ability to function as a Trustee. While serving on the TRS Board, Trustees,
their spouses, and dependents shall not make personal investments (“co-invest"), directly or indirectly, in
private investment funds in which TRS has invested. However, a Trustee, a Trustee's spouse or
dependent may continue to hold an investment in a private investment fund if the investment was held
prior to TRS' investment or prior to the date the individual became a Trustee. If a Trustee becomes
aware that any co-investment, or potential co-investment, exists, the Trustee shall disclose the investment
and date of purchase in accordance with the procedure set forth in Section 9. The Trustee shall not
receive any non-public or confidential information from TRS related to the co-investment unless the Board
provides a waiver as set forth in Section 9. A Trustee shall not make a new personal investment in a
private investment fund if TRS has informed the Trustee that TRS is considering investing in the fund.

Trustees, their spouses, and dependents may hold direct ownership interests (e.g., stock or partnership
interests) in entities that contract with TRS, provided that the ownership interest arose prior to the
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individual becoming a Trustee or prior to the entity becoming a TRS contractor. A Trustee who holds the
foregoing preexisting investments must disclose his or her interest in accordance with the procedure set
forth in Section 9. In addition, a Trustee who holds the foregoing preexisting investments must disclose
and recuse him- or herself from (1) discussions and decisions involving contracts or potential contracts
with contractors in which the Trustee holds such interests and (2) discussions and decisions involving
delegations to, or selection of, staff assigned to award or negotiate contracts or potential contracts with
contractors in which the Trustee holds such interests. The Trustee shall not receive any non-public or
confidential information from TRS related to the contract or potential contract unless the Board provides a
waiver as set forth in Section 9. Notwithstanding the above, a Trustee is ineligible, and must resign, if the
Trustee or the Trustee's spouse owns or controls, directly or indirectly, more than a 10% interest in a
business entity or other organization receiving funds from TRS. TRS will furnish to the Trustees a list of its
contractors from time to time. This provision does not apply to mutual funds, exchange traded funds,
and other similar funds, or to blind trusts and managed accounts consistent with regulatory guidance
("managed accounts”). A Trustee who holds in a managed account direct ownership interests in entities
that contract with TRS may have to disclose his or her interests in accordance with the procedure set
forth in Section 9.

Although the Board has largely delegated the selection of investment managers and securities to the
staff, Trustees should not use their personal knowledge of upcoming TRS investments or material
developments regarding TRS investments, about which the general public is not aware, for the financial
gain of themselves or their family, business associates, or friends.

5. REFERRALS

If approached by persons seeking to do business with TRS, Trustees shall make a referral and any follow
up inquiries to the Executive Director or, for investment matters, to the Chief Investment Officer. The
Executive Director shall inform the other Trustees of any follow-up communications made by a referring
Board member if they are repetitive or otherwise create concerns.

6. BLACKOUT PERIODS

Decisions made by the Board are to be free from improper or undisclosed influence. From time to time, in
the ordinary course of business, TRS will issue requests for proposals, information or qualifications
(RFPs, RFls, and RFQs) for goods and services. If the request is one that involves a decision by the
Board or a recommendation of a Board Committee, Trustees shall not privately communicate or meet with
potential vendors on the subject of the request during the procurement period. Similarly, if the Board is
considering an investment in a private investment fund, Trustees shall not privately communicate or meet
with representatives of the investment opportunity on the subject of the investment during the
decision-making period. Obvious exceptions to this are communications and meetings the Board or a
Committee participates in as part of due diligence in the selection process. Notice will be provided by the
Executive Director to Trustees regarding the applicable procurement period or the decision-making period
in accordance with procedures developed by the Executive Director.

7. HONESTY

In their role on the TRS Board, Trustees shall conduct themselves with utmost honesty and not
intentionally provide false or misleading information or intentionally conceal information that should be
disclosed.

8. DISCLOSURES

Before the Board or a Board Committee discusses a matter where a Trustee has, or is likely to have, a
conflict of interest, the Trustee is to disclose any conflict of interest or potential conflict to the Executive
Director. Potential conflicts could arise from such things as a Trustee's, spouse's, or dependent's:

e Business relationships or interests;

e Campaign contributions or solicitations;
e Ownership or financial interests;

*  Family relationships;
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e Close personal friendships;
e Employment by a TRS business vendor.

The Executive Director, in consultation with legal counsel, will assist the Trustee in determining whether a
conflict exists and whether further disclosure is required.

Trustees are also to disclose to the Executive Director the financial information as required by state law,
any legal proceedings they are involved with that affects or could impact their ability to serve on the
Board, and matters relating to co-fiduciary responsibility.

9. CURING CONFLICTS OF INTEREST

Trustees should make reasonable efforts to avoid conflicts of interest and appearances of conflicts of
interest. If a conflict cannot be avoided, a Trustee should attempt to cure the conflict. If a conflict cannot
be cured, a Trustee with a conflict of interest shall comply with one of the following procedures.

Standard Procedure

» Disclose the conflict of interest to the Executive Director.
» If the source of the Trustee's conflict is to be discussed at a meeting, disclose the conflict at
an open meeting and recuse him- or herself from discussing or voting on the matter.

Optional Waiver Request

» Disclose the conflict of interest to the Executive Director.

» If the source of the Trustee's conflict is to be discussed at a meeting, request the Board of
Trustees to waive the conflict at an open meeting. In determining whether to waive the
conflict, the non-conflicted Trustees shall consider at a minimum the following factors, as
applicable:

0 The number of Trustees with the conflict;

0 The nature of the conflict;

0 The materiality of the conflict; and

0 Whether the Trustee has a personal or private interest, as defined in Texas Government
Code section 572.058, in the measure, proposal or decision pending before the Board.

If the non-conflicted Trustees determine the Trustee has a personal or private interest, the conflict may
not be waived and the conflicted Trustee must recuse him- or herself according to the Standard
Procedure.

Upon a Trustee's disclosure of a conflict of interest, the conflicted Trustee shall not receive any non-public
or confidential information from TRS on that matter that gave rise to the conflict, unless the non-conflicted
Trustees have voted to waive the conflict for that individual.

In some instances, however, recusal or waiver is not sufficient to avoid violations of law. For example,
recusal or waiver does not cure a violation of Texas conflict of interest law that results from (1) a gift,

(2) employment or compensation, or (3) a personal investment that might reasonably be expected to
affect the Trustee's independence of judgment in the performance of TRS duties. Similarly, recusal or
waiver does not cure a violation of Texas conflict of interest law that results from having accepted
employment that a Trustee might reasonably expect would require or induce the Trustee to disclose TRS'
confidential information. Trustees may ask the Executive Director or General Counsel for guidance on
these matters.

10. ADVICE ABOUT THE ETHICS POLICY

The Board recognizes that, at times, ethical issues might fall into a "gray" area where the acceptable
ethical conduct is not obvious. In such circumstances, Trustees are to seek advice from the Executive
Director, General Counsel or fiduciary counsel and, based on this advice, use their best judgment to
uphold the highest ethical standards of behavior.
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11. EVENTS THAT MAY MERIT LEGAL CONSULTATION

This Policy reflects general ethical principles and does not attempt to cover every conceivable situation
where a Trustee may face an ethical dilemma or violate a law that could result in civil damages or criminal
prosecution (see, e.g., Texas Government Code Chapters 572, 825, and 2203; and Texas Penal Code
Chapters 36 and 39). Therefore, in addition to the specific circumstances that are covered in other
sections of this Policy, the following checklist sets forth common events that might merit consultation with
the TRS General Counsel or outside fiduciary counsel.

* Change in employment of yourself or spouse.

» Change in your marital status.

e Children become employed by someone doing business or likely to do business with TRS.
e Afamily member is considering employment at TRS.

« Sale of all or a part of your business.

»  Start of a new business.

* Being asked to serve in another governmental office.

* Being contacted about litigation involving TRS.

» Information about an alleged violation of law or ethics.

» Request from third parties for favors, accommodations, or disclosure of information.

* A benefit or gift from a TRS vendor, potential vendor, or member.

* Aninvitation to speak on behalf of TRS at a conference, meeting, or seminar.

» Someone offers to pay or waive your expenses in connection with a conference or meeting.

12. CoO-FIDUCIARY RESPONSIBILITY

If a Trustee is aware of illegal activity, a breach of fiduciary duty by another Trustee or by someone else
serving as a fiduciary to TRS, or a violation of this Policy, the Trustee shall promptly disclose such activity
or breach to the Executive Director and the Chair of the Ethics Committee of the Board. No retaliatory
action will be taken toward any individual who, in good faith, makes a report or takes action in response to
a violation or suspected violation of applicable ethical laws, standards, or policies.

13. TRAINING AND ANNUAL ACKNOWLEDGEMENT

Annually, every Trustee shall attend ethics training provided by TRS and acknowledge in writing that he
or she understands the Ethics Policy, has abided by it, and will abide by it. New Trustees are to make
this written acknowledgment when they take office.

14, CONSEQUENCES FOR VIOLATIONS

For Trustees who violate this Ethics Policy, the Board may impose sanctions including public reprimand,
removal from service on Committees, censure, requests for resignation from the Board, or other
appropriate parliamentary measures.
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Managed Account Certification

(Account Manager)

The TRS Board of Trustees Ethics Policy permits TRS Trustees to hold direct ownership interests (e.g., stock) in entities
that contract with TRS provided that the ownership interest is held in a managed account consistent with regulatory
guidance (“managed account”). Regulatory guidance requires that a TRS Trustee have no direct or indirect influence or
control over the managed account. This certification serves to establish that a TRS Trustee/Account Holder does not have

such influence or control.

Managed Account Number: Account Manager:

TRS Trustee/Account Holder:

All Persons with Authority on Account:

To be completed by the Account Manager by providing a yes or no response:

____Confirm that Account Manager has sole discretionary authority over purchases or sales of securities in the
managed account, and that neither the Trustee/Account Holder nor any of the Trustee/Account Holder’s
designees have discretionary authority regarding account holdings.

___Confirm that TRS Trustee/Account Holder neither suggested nor directed that you make any particular purchases or
sales of securities for the managed account during the past six months.

___Confirm that TRS Trustee/Account Holder did not consult with you as to the particular allocation of investments to
be made in the managed account during the past six months.

Please use this space to provide additional information related to the responses above, as needed:

Check the box that describes the Account Manager’s relationship to the TRS Trustee/Account Holder:
I:I Independent professional

I:I Friend or relative

I:I Other (please describe):

Check the box that describes the relationship between the Account Manager's firm and the TRS Trustee/Account Holder:
|:| Unaffiliated firm
|:| Affiliated firm (please describe affiliation):

Account Manager Date
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Managed Account Certification

(TRS Trustee/Account Holder)

The TRS Board of Trustees Ethics Policy permits TRS Trustees to hold direct ownership interests (e.g., stock) in entities
that contract with TRS provided that the ownership interest is held in a managed account consistent with regulatory
guidance (“managed account”). Regulatory guidance requires that a TRS Trustee have no direct or indirect influence or
control over the managed account. This certification serves to establish that a TRS Trustee/Account Holder does not have
such influence or control.

Managed Account Number: Account Manager:

TRS Trustee/Account Holder:

All Persons with Authority on Account:

To be completed by the TRS Trustee/Account Holder by providing a yes or no response:

____Confirm that Account Manager has sole discretionary authority over purchases or sales of securities in the
managed account, and that neither you nor any of your designees have discretionary authority regarding
account holdings.

____ Did you suggest or direct that the Account Manager make any particular purchases or sales of securities for the
managed account during the past six months?

___Did you consult with the Account Manager as to the particular allocation of investments to be made in the managed
account during the past six months?

Please use this space to provide additional information related to the responses above, as needed:

Check the box that describes the Account Manager’s relationship to the TRS Trustee/Account Holder:
I:I Independent professional

I:I Friend or relative

I:I Other (please describe):

Check the box that describes the relationship between the Account Manager's firm and the TRS Trustee/Account Holder:
|:| Unaffiliated firm

|:| Affiliated firm (please describe affiliation):

TRS Trustee/Account Date
Holder
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