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GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO

Teacher Retirement System of Texas

For the Fiscal Year Beginning

September 1, 2023

Executive Director

Government Finance Officers Association of the United States and Canada (GFOA) presented a
Distinguished Budget Presentation Award to the Teacher Retirement System of Texas for its annual
budget for the fiscal year beginning September 1, 2023. In order to receive this award, a
governmental unit must publish a budget document that meets program criteria as a policy
document, as a financial plan, as an operations guide, and as a communications device. This award
is valid for a period of one year only. We believe our current budget continues to conform to program
requirements, and we are submitting it to the GFOA to determine its eligibility for another award.
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Message from the CFO

October 18, 2024

| am proud to present the Teacher Retirement System of Texas (TRS) Fiscal Year (FY) 2025 Administrative
Operating Budget Report, which was prepared in accordance with TRS' General Provisions and adopted by
the TRS Board of Trustees. Key components of the FY 2025 Administrative Operating Budget report include
estimated revenue projections for the pension and health care funds, administrative operating budget
summaries, financial policies and guidelines, and information on capital projects.

Administrative Operating Budget

The budget development process included a strategy-based approach that ensured TRS evaluated all current
service levels, prioritized those services based on strategic goals and objectives, and budgeted for the top
priorities. The Budget team hosted resource planning meetings with agency leadership to develop the goals,
resource needs, and service level priorities through open group discussions early in the internal budget
development process. The Board of Trustees began the goal-setting process with a thorough understanding
of TRS' current financial situation and anticipated future budget constraints, many of which were external to
the organization.

The FY 2025 Administrative Operating Budget (FY 2025 Budget), effective September 1, 2024, represents
the FY 2025 portion of the FY 2024-25 biennial legislative appropriations. TRS proposed a balanced budget
in accordance with the General Appropriations Act, thereby demonstrating fiscal responsibility. The FY 2025
Budget is the result of extensive planning, analysis, and an unwavering commitment to cost management
without sacrificing service quality.

The total FY 2025 Budget represents an increase of 4.6% over the previous fiscal year, which is significantly
below average historical growth. It is important to highlight that despite the increased costs, our total pension
administrative operating costs remain competitive while maintaining fiscal responsibility. At $61 per active
member and annuitant, our expenses are substantially lower than the industry average of $117. Throughout
the budgeting process, we have endeavored to effectively serve the needs of our customers.

Administrative 9 6 9 @ |

Operating Budget FY 2024 FY 2025 Difference
gfogﬂ‘;i’;ﬁsdmi“is"a“"e 254022500  287,285200 33262700  13.1%
Performance Pay Plan 55,427,651 38,152,500 (17,275,151)  (31.2)%
Commission Credits 10984500 7510000  (3474,500) (31.6)%
'(");Z'r‘;‘tif;ﬂ's“i“is"a“"e 27575000  30,995200 3420200  12.4%
Grand Total $ 348,000,651 § 363,042,900 § 15033249  4.6%
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Key highlights of the FY 2025 Administrative Operating Budget include strategic investments for sustaining a
competitive advantage, improving operational efficiencies, and ensuring the full implementation of the
Customer Service Improvement Initiative. TRS remains committed to serving our members and strengthening
the trust funds. The funding priorities in this budget reflects those commitments

The total FY 2025 Administrative Operating Budget for TRS is $363.9 million across all funds.
Major cost drivers for the FY 2025 Budget include:

« the reinstatement of FY24 appropriation « funding for the state's mandated salary
reductions adjustments

+ funding to support the implementation of the < the annualization of costs related to new
new Investment Data Modernization FTEs added in FY24
Program

* deploying core business technologies used * managing the cost of the health care plans,
to deliver benefits and services to members better serving members, and member
and annuitants, releasing the TRUST Line engagement and communications
of Business (LOB) which includes Build and
User Acceptance Testing (UAT) for
retirement processing, annuity payroll, and
tax reporting functionalities

Customer Service Improvement Initiative

Improving customer service is the agency's top priority. TRS is committed to achieving the highest levels of
customer satisfaction by delivering services consistent with our mission. The FY 2025 Administrative
Operating Budget includes $35.6 million to prioritize funding and staffing for the Customer Service
Improvement Initiative (CSll), a multi-year comprehensive approach to addressing customer service levels.

Since implementation of the CSII, there have been vast improvements in the service levels for Benefit
Services. Beginning in November 2022, Benefit Counseling has consistently met or exceeded the service
level of 80% of their calls answered within three minutes and are on target to exceed their service level for FY
2024. The additional staff allowed TRS to end a costly contact center contract, saving over $633,000. Back-
office processing has also improved significantly, with service levels met in three out of five areas for FY
2023, compared to just one area in FY 2021.

Furthermore, through member surveys and current service data, TRS identified unfulfilled demand for in-
person office visit appointments among members who live far from the Austin headquarters. In November
2022, TRS opened a pilot regional office in El Paso, Texas to offer member services in an underserved part
of the state. As the El Paso Office settles in and more members become aware of our presence, we have
seen an overall 16% increase year over year of total members served. In addition, we expect our employer
outreach program to increase demand for presentations and we continue to develop partnerships with school
districts in the area.

TRS membership has experienced a 2.4% increase since FY 2023 and is expected to continue to grow as
the state grows. The budget for FY 2025 includes funding for additional resources to keep pace with
membership growth and expansion without compromising performance and efficiency.
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Benefit Services Key Performance Measures 2514

Telephone Counseling calls answered within three minutes 95%

Death Claim payments issued within 31 days of receipt of all required

0,
paperwork 99%

Benefit estimates mailed within 31 days of the request 100%

Refunds validated within five business days of receiving final deposit and all

0,
paperwork 100%

Investment Management

To stay competitive, TRS implemented a multi-biennia fee-saving initiative to establish new investment
programs to continue trust growth by exploring alternative investments, including direct investing. TRS can
decrease external management fees, preserve risk-appropriate returns, and sustainably satisfy return
assumptions by investing more money and resources. Since the implementation of this initiative, TRS has
saved on average 9% in external manager fees.

The FY 2025 Budget includes $84.3 million for Investment Management operations. With the fund's growth
exceeding $200 billion and the increase in data volumes and complexity of our assets, TRS' fiduciary
oversight of trust asset valuation and performance is becoming increasingly difficult due to the strain on
current technology and investment operations staff and legacy data architectures and systems. The FY 2025
Budget includes funding for a 5-year Investment Data Modernization Program (IDM), approved by the Board,
to modernize TRS’ investment data platform and systems to improve trust asset monitoring and fiduciary
oversight. The IDM Program introduces business agility for the next decade, optimizes operational and
financial risk across the agency, and aligns with industry trends and peers. We prioritized fleet expansion and
bringing investments in-house. Now, we must also ensure that our internal investors have the necessary
systems and data for success.

To remain competitive in its efforts to attract and retain talented Investment Management Division (IMD)
employees, TRS strives to offer a competitive compensation package, which includes both a competitive
base salary and a pay based on employee performance. This compensation package enhances TRS’ ability
to motivate investment professionals to focus on maximizing real long-term returns for the Trust fund and
assuming appropriate level of risk in order to fulfill TRS’ mission and fiduciary duty to “prudently invest and
manage the assets held in trust for members and beneficiaries in an actuarially sound system." Awards of
performance pay based on specified performance criteria are an industry standard practice in the private
investment sector and in the public sector. The FY 2025 Budget includes an estimated $38 million should
potential awards become actual awards following a performance period in which the Pension Trust Fund
experiences a total return greater than zero for award plan year 2024.

Managing Health Care Plans

The TRS-Care and TRS-ActiveCare administrative operating budget for FY 2025 includes $30 million to
support administrative operations necessary to increase the value and affordability of health benefits for
Texas public educators and their families. Administrative support includes the design, implementation, and
management of health-related benefits, sustaining the financial health of the TRS-Care and TRS-ActiveCare
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funds, and conduct targeted engagement and outreach to ensure that educators are aware of their health
benefits.

The approved FY 2025 Budget includes funding for additional resources to provide accessible
comprehensive health data reporting, analysis, and technical work to support health claims-related data
infrastructure used to communicate essential benefit information to employers and participants, engaging
them in informed decisions, and fostering a culture of informed health care usage. Additional resources were
also approved to support new mandates of the 88" Legislature.

One notable change to the health care program is the passage of Senate Bill (SB) 1854, which proposes a
significant enhancement to the benefits available to TRS retirees and their eligible dependents. Currently,
TRS retirees have access to the Texas Public School Employees Group Insurance Program, known as TRS-
Care, but this program does not include dental or vision insurance coverage, except for specific medical
issues or a limited set of benefits in the TRS-Care Medicare Advantage plan. SB1854 mandates that TRS
contract for optional plans that offer dental and vision insurance coverage to close this gap. The FY 2025
Budget funds strategic health care service purchases to reduce health-related expense growth and provide
cost-effective TRS-Care and ActiveCare fund management.

Funding for TRS-Care, the Retired Employees Group Insurance Program, for the FY 2024-25 biennium totals
$960.2 million in state funding for the statutorily required contributions to TRS-Care. The approved state
funding assumes a 3.6 percent annual payroll growth based on five-year payroll growth trends, excluding
one-time, significant pay raises in FY 2020 following the enactment of House Bill 3, 86™ Legislature, Regular
Session, 2019. From 2005-2019 the state provided direct supplemental funding to address shortfalls due to
legislative intent to freeze retiree premiums. Retiree premiums have remained the same since 2018. TRS
does not anticipate that additional funding will be needed to maintain TRS-Care benefits at current levels
through FY 2025.

TRS is also responsible for administering TRS-ActiveCare, which provides health care coverage for 1,000
public education employers across Texas, representing nearly 450,000 lives. Every year, the cost of medical
services across the country increases, and Texas is not immune from that trend. The Texas Legislature has
taken action to lessen the impact of that reality on TRS-ActiveCare rates with a one-time contribution of
$588.5 million for the FY 2024-25 biennium. The legislative contribution, along with TRS’ aggressive cost
containment measures, will keep costs lower than state and national average cost trends for FY 2025. TRS
will continue to manage TRS-ActiveCare with a relentless focus on controlling costs while protecting benefits
for educators. We remain the highest-quality option for the lowest cost for public education employers.

Shared Services

The Pension Trust Fund's administrative operating budget for FY 2025 prioritizes $141.6 million, which
includes the annualized cost of the states mandated salary adjustments, resources added to support the
Customer Service Improvement Initiative (CSIl) and to keep pace with the enterprise shared services
requirements related to program and contract management, and the technological product lines for
strengthening the Pension Trust Fund. These shared functions are primarily in the areas of Information
Technology, Internal Audit, Legal and Compliance, Information Security, Organizational Excellence (Human
Resources), Financial Services, and Business Administration.

FY 2025 Administrative Operating Budget | 16



Funding priorities for the FY 2025 Budget address the growing demands and requirements of various
departments within the organization. TRS technology portfolio has experienced rapid growth of 173% since
2019 resulting in critical IT compliance initiatives to maintain critical business systems and management
databases used to store and analyze large volumes of data that are primary drivers for performance. To
support rapid technology growth, critical skilled resources are required to gather compliance evidence,
perform gap analysis, and drive remediation in a proactive manner to reduce enterprise risks and waste in
technology utilization, and maintain security and compliance around software inventories.

As fiduciaries, TRS will ensure people, processes, and technology align to achieve excellence in the delivery
of services to members. The agency has implemented a core-to-support ratio of 78.5% to support the
administrative functions of operations and achieve an appropriate balance of support personnel to front-line
service employees. The current core-to-support FTE ratio for the FY25 Budget is 64%.

The FY25 Budget prioritizes workforce planning strategies which provide continuous improvement for remote
work, succession planning, and knowledge transfer initiatives. TRS implemented a new agile compensation
structure that increases flexibility and options for TRS to attract, retain, and develop a diverse and highly
competent workforce. Since the implementation of the plan, we have seen an increase in the offer
acceptance rates and an increase in the number of qualified candidates applying for positions. In addition to
the plan, TRS embraces a hybrid or remote work environment (within Texas). TRS' FY 2024 year-to-date
turnover rate is 7.4 percent which is lower than the previous fiscal year.

TRS Enterprise Application Modernization Program

The TRS Enterprise Application Modernization (TEAM) Program is a cohesive collection of components designed to
meet TRS' business and technology objectives over the next 15-20 years. The associated projects under the TEAM
Program include data management, independent program assessment, the pension administration line of business
(LOB) solution, and the health care line of business (HILOB) solution.

The FY 2025 Administrative Operating Budget includes $17 million to support the internal development of the final
TEAM product, the Payroll, Benefit Adjustment, and Tax (PBT) code. PBT is expected to impact approximately 200
business processes such as, monthly annuity payroll processing and reconciliation, annuity changes due to salary,
service credit changes, option changes beneficiary changes, disability recoveries, tax filing and reporting. In FY 2023,
TRS paid over $12 billion in monthly annuity payroll. TRS reached a milestone of $1 billion monthly annuity payroll in
October 2022 and in February 2024, issued over 500,000 payments in monthly payroll for the first time in agency
history.

The FY 2025 Budget includes additional resources to support the required user testing for successful implementation
which includes verifying over 23,000 transactions related to General Ledger Testing, and data conditioning and
reconciliation. Following full completion of the TEAM Project, these additional resources will be redirected to increased
activities that will develop from having a more robust collections system for annuities or funds owed to TRS due to
overpayments resulting from delayed death reports or forfeitures due to employment after retirement.

Capital Projects

The capital budget includes funding for both physical infrastructure and information technology infrastructure.
A total of $19.6 million is included in the FY 2025 Administrative Operating Budget for capital spending,
including $1 million for facility needs. The agency's focus in FY 2025 is to maintain a physical work
environment that is safe, enhances productivity, achieves more effective utilization of space, and ensures
continued safety and security at TRS.
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The FY 2025 Budget also includes $2 million for the IT Infrastructure Upgrades and the Data Center Services
project which supports the technological infrastructure to reduce capacity constraints and issues with
compatibility and obsolescence. This project provides the extension, design, implementation, and
maintenance of the IT infrastructure as it relates to premise-based and cloud-based infrastructure application
and security requirements. In addition, this project will provide a strategy for replacing and upgrading aging
equipment and technology including replacement of compute and storage systems, mobile and workstation
devices, utilizing cloud-based alternatives as appropriate, and ongoing improvements of the agency Disaster
Recovery strategy. As TRS facilitates a hybrid work environment, these activities will enable TRS to continue
to be flexible in supporting our Digital Business Transformation and work from anywhere approach.

Additionally, in response to the increased demand for enhanced asset monitoring and a desire to develop a
long-term data strategy to modernize our investment data platforms and fiduciary oversight, the FY 2025
adopted budget includes $15.6 million of funding to implement the Investment Data Modernization Program.
The strategic goal of this project is to modernize TRS' data management systems with industry standard
solutions that provide reliable data in support of investment decision making. The project will enhance the
ability to reliably perform fiduciary oversight of the trust asset valuation and performance, addressing the gap
in functional and technical capabilities in our current data architectures and systems.

The FY25 Budget includes $953,100 for the Data Center Services Project. Texas Government Code
§2054.375, Subchapter L. Statewide Technology Centers requires the Texas Department of Information
Resources (DIR) to manage consolidated statewide data centers and identify agencies for participation. The
Data Center Services program funds the consumption of print/mail services and continued managed security
vulnerability services through the DIR’s Shared Technology Services (STS) program.

Additionally, any budget balances remaining under each capital project in FY 2024 can be carried forward to
FY 2025.

Long-Term Considerations

Between 1972 and today, Texas has seen its population surge from approximately 12 million to over 30
million. As a result, TRS membership and the demands on our pension fund have grown significantly. While
we maintain one of the lowest staff ratios among public pension plans, at 3.4 full-time employees per 10,000
members, we anticipate doubling in size by 2050 to meet the evolving needs of our members. Today, our
pension is valued at around $209.8 billion, ranking as the sixth largest public pension fund in the U.S.
However, our existing headquarters in downtown Austin, where we've been based for nearly half a century, is
no longer conducive to our needs. The challenges of downtown travel and parking have become increasingly
burdensome for our expanding membership. Additionally, our agency has had to lease additional office space
nearby, and our downtown campus requires significant maintenance.

In September 2021, the Board of Trustees made the forward-looking decision to purchase a new
headquarters space located outside downtown Austin, in the Mueller area. This new TRS Headquarters will
provide a modern, efficient, and adaptable campus that consolidates our staff into one facility owned by TRS
and its members. This consolidation eliminates the need for leasing additional office space in Austin,
streamlining our operations and saving resources. The total purchase price of the new campus is expected to
be around $340 million, factoring in inflation and other considerations. Importantly, this decision has no
impact on our funded ratio or Unfunded Actuarial Accrued Liability (UAAL). The new campus will be a
valuable capital asset, with the potential for appreciation in the years to come. This purchase will be partially
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offset by the sale of our current downtown headquarters, which was completed in October 2022 for $108
million. Overall, relocating outside downtown Austin is projected to save up to $23 million over the next two
decades by avoiding costly renovations and exiting leased spaces.

Our staff has undertaken an extensive planning and search process, with the assistance of a local real estate
firm. This process identified properties that align with our priorities, including a location outside downtown
Austin that remains accessible to our members. The new headquarters, designed as a generational solution
to accommodate the growth in TRS' membership, will offer a substantial increase in space, including a
Member Center, counseling rooms, and a Board Room.

Construction at our new campus headquarters site continues on-schedule with the first building complete.
The interior construction of the second building is anticipated to be completed by December 2024, with the
move-in process set to begin in the Spring of 2025 and targeted for completion by the summer of the same
year. TRS has transitioned from leasing one building and owning another to owning and managing two
properties, including space available for lease to outside entities for additional revenue.

Additionally, TRS is exploring opportunities to open regional offices, a step we have already initiated with the
pilot regional office in El Paso, Texas. This relocation marks a significant milestone in our commitment to
serving Texas public educators and their families. It ensures that TRS remains agile, responsive, and
accessible as we continue to grow.

TRS is proud of its accomplishments and is thankful to the Board of Trustees and the Legislature for their
continued trust and partnership in supporting over 2 million TRS members and retirees. TRS is dedicated to
achieving the highest levels of customer satisfaction and continues to prioritize the delivery of services that
align with our mission. The FY 2025 Administrative Operating Budget request prioritizes fulfilling our fiduciary
obligation to prudently manage TRS Pension Trust Fund and the TRS-Care and TRS-ActiveCare health
insurance programs.

Don Green,

( \ddc. o

Chief Financial Officer

FY 2025 Administrative Operating Budget | 19



Administrative Operating Budget

Fiscal Year 2025

Total Operating Budget Total FTEs Capital Projects

$363,942,900 1,296.8 $19,626,100

Budget Key

Highlights

Additional resources to accommodate the

opening of the new headquarters as well k. /“Ill

as new initiatives aimed to improve I
II4||F!‘\ i T
customer service and investment I T " L

2 j IR AW | | I
competitive advantage AN F BE7E71] WO 4 Il:|I"!\ 3 g |‘||‘|‘||
Performance Pay Plan payout estimated 4 ! l Sl Iﬂi‘lill' b e g ine I
to be $38.2 million if the fund ends = = A
positive ! [{ ~ - ]

Initial request of 156 new FTEs reduced
to 48

Legislative Budget Funding Sources
Highlights

Pension Trust | Commission |Health Benefits
Fund

FY25 as funded per HB1 includes the
reinstatement of $14.4 million

5% increase for all state employee Administrative

; > - . TRS-Care
salaries, with a minimum of $3,000 in .
- Operations

Capital budget request funded, including 5287,285,200 Commission S e R LY
Investment Data Modernization and Credits

created a new capital project for Data £
Center Services, which results in a shift of Performance
funding from operating to capital Pav Plan

$ 7,510,000 |TRS-ActiveCare

$ 5,785,100
$38,152,500
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Pension Administrative Operating Budget

Increase of

$15.9
Million

Total pension administrative operating costs
amount is $61 per active member and annuitant,
remaining below the peer average of $117.

Balanced to
the GAA

W

FY25 Administrative Operating Budget by Budget Category

FY 2024 Operating Budget
$348,009,651

Professional Fees & Senvices,

Wages & Benefis, $50,10%

$245.2, 70%

Support Costs, $5.4 , 2%
| Travel $3.0, 1%

Operating Costs, $36.4 , 10%

Cagital Expenditures,
$24 1%

FY 2025 Operating Budget
$363,942,900

Professional Fees & Services,

$65.4,18%

\ Support Costs, $7.4, 2%

Travel, $3.3, 1%

Wages & Benefils,
$253.4, 69%

‘Operating Costs, $31.5, 9%

Capital Expenditures,
$29,1%

The FY25 Administrative Operating Budget is a 4.6% increase over the FY24 budget

The FY25 budget reflects the priorities identified by staff and
is within the current appropriated limitations for FTEs and
budget.

FY25 priorities include additional staffing for the investment
data modernization project, the new TRS Headquarters,
additional support for the new health and dental insurance
plans, staff to work on data governance and security with the
increased use of artificial intelligence in TRS operations, and
staff for the implementation of PBT.

In July 2024, the Board took additional action pursuant to
Rider 19 (GAA, House Bill 1 as enrolled, Article Ill, page Ill-
44, 88th Legislature, Regular Session) to implement the
final phase of positions related to the CSIl and enhancing
investment competitive advantages, including data security
and artificial intelligence considerations to best serve our
membership.

Given the current level of vacancies, we plan to fund any
new positions with available lapse

FY24 FY25

Budget' FTEs? Budget' FTEs?
Investment Management $ 135.1 2490 |$ 1225 256.0
Benefit Services $34.4 3985 $356 4115

Health $276 710 $30.0 760

Business Administration $21.8 928 | $21.2 9938
Communications $22 125 $22 125
Executive $28 75 | $30 75

Government Affairs  $05 20  $05 2.0
Information Security $37 180 $42 210
Financial Services $75 520 $79 540
Information Technology $ 790 2295  $887 2405
Legal & Compliance $ 132 510  $13.8 510
Organizational Excellence $99 460 | $10.6 46.0
Internal Audit $45 190 $52 190

Agencywide $60 - $185 -

$348.0 1,248.8 $363.9 1,296.8
(1 - Budget in Millions, 2 - FTEs by Working Division)

Total
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Budget in Brief

This page is intentionally left blank.

FY 2025 Administrative Operating Budget | 22



TRS

The Teacher Retirement System of Texas (TRS) was approved in 1936

by an amendment to the Texas Constitution, followed by enabling
legislation in 1937 to improve the retirement security of Texas educators
which requires TRS to have a Board of Trustees to administer TRS and

invest its funds. The assets of the TRS pension fund are required by

state and federal law to be held in trust for the exclusive benefit of plan
participants and beneficiaries. The Board of Trustees of TRS, the trustee

of all plan assets, is responsible for the general administration and

operation of TRS, and is authorized by law to adopt rules for the

administration of TRS and the transaction of the business of the Board.
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TRS Board of Trustees

Robert H. Walls, Jr. Chair

Business and Legal Executive

Energy, Media and Private Equity Industries
San Antonio

Direct appointment of the governor

Term expires 2025 " John Elliott
: Partner

Elliott Stratmann, PLLC
Austin
Direct appointment of the governor

Nanette Sissney, Vice Chair Term expires 2027

Retired School Counselor and Former
Teacher, Whitesboro Independent School
District

Whitesboro

At-Large position Y James “Dick” Nance

Term expires 2023 Former Texas Public School Teacher

Member of Texas Athletic Directors
Association
Y Hallettsville

Brittny Allred f Retiree position

Principal Term expires 2023

Luther King Capital Management

Dallas

Position nominated by the State Board "

of Education P John R. Rutherford
Term expires 2027 < Executive
X Finance and Energy Sectors
Houston
Direct appointment of the governor

Michael Ball Term expires 2029

Senior Vice President

Hilltop Securities, Inc.

Argyle

Active public education position : R

Term expires 2025 ~z Elvis Williams

o Assistant Superintendent of Operations
Edgewood Independent School District

Fair Oaks Ranch

Active public education position

Term expires 2027

David Corpus
Executive Vice President-Bank President

Stellar Bank (STEL)

Humble

Position nominated by the State Board
of Education

Term expires 2025

The nine-member board of trustees acts as a fiduciary of TRS assets. The board members are appointed by the governor of Texas. Three are direct
appointments of the governor. Two are appointed by the governor from a list prepared by the State Board of Education. Two are appointed by the governor
from the three public school district member candidates who have been nominated for each position by employees of public school districts. One is appointed
by the governor from the three retired member candidates who are nominated by retired TRS members. One is appointed by the governor from the three at-
large candidates who have been nominated for the position. TRS retirees, members in public school districts, and members in higher education institutions
may run for nomination to the at-large trustee position.

A trustee whose term expires shall continue to perform the duties of the office, with few exceptions, until the successor is appointed.
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TRS Organizational Chart

TRS Board of Trustees

Brian K. Guthrie
Executive

Director
Amanda Jenami I8 ( - Caasi Lamb
Chief Audit X Deputy Director Martin Cano
, Assistant Deputy

Director

Executive

Shannon Gosewehr
Ja_se clll Barbie Pearson Chief Business
Chief Investment I Chief Benefit Officer Y Administration Officer
Officer

Heather Traeger . Katrina Daniel - Frank Williams

Lori LaBrie General Counsel & - Chief Health Care
Ombuds L= Chief Compliance A Officer
Officer .

Chief Information
Security Officer

Merita Zoga N Don Green 80 Shunne Powell
Chief Governmental Chief Financial Officer Chief Organizational
Affairs Officer Excellence Officer

Chris Cutler
Chief Information
Officer

Beth Hallmark
Chief Communications
Officer

Straight line indicates direct report. Dotted line indicates Divisions who report administratively to the Executive Director.
Organizational structure consists of divisions with each containing the departments needed to deliver on agency goals.
Further descriptions and goals for each division are included in the Division Expenses and Goals section.
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TRS Organizational Chart

This page is intentionally left blank.

FY 2025 Administrative Operating Budget | 26



88" Legislature 2024-2025

88th Legislature

2024 - 2025

TRS follows a collaborative process in responding to the needs of the legislature by involving all departments
at TRS. Strong working relationships are developed with all stakeholders and maintained in providing cost
estimates and impact statement analysis for agency bill assignments. During the 88" Legislative Session, a
total of 8,345 bills and joint resolutions were filed. Of those, 1,259 passed the legislature. Approximately 14
percent of all bills and joint resolutions filed became law. The following list summarizes prominent TRS-
related legislation.
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HB1 - General Appropriations Act (Appendix C)

Public & Higher Education Retirement

* Funding for public education retirement benefits totals an estimated $5.1 billion in State General Revenue
Funds for the 2024-25 biennium, a 15% increase from the 2022-23 biennial All Funds base.

* Funding recommendations for higher education retirement benefits total an estimated $661 million in All
Funds for the 202425 biennium, an 15% increase from the 2022-23 biennial base.

* Increased funding for public and higher education retirement is attributed to the increased contribution
rates pursuant to Senate Bill 12, 86" Legislature, 2019: 8.25% for FY 2024 - 2025 and the growth of
covered payroll, projected to be 3.6% each year of the 2024-25 biennium for public education and 6%
each year for higher education.

Administrative Operations

+ Funding recommendations for administrative operations, which are supported by the TRS Pension Trust
Fund, total $449.7 million, a 23% increase from the 2022-23 biennial base. The increase includes
approved funding as requested by the TRS Board of Trustees ("Board") for the administrative operating
budget, including the annualized costs for the Customer Service Improvement Initiative, and improving
operational efficiencies for the 2024-25 biennium

* Funding recommendations also include $5.3 million for state's mandated salary adjustments.

* Authorizes TRS to expend additional funds and employ additional FTEs necessary to opening an
additional regional office through a finding of fact by the Board of Trustees. The Board shall notify the
Legislative Budget Board (LBB) and the Governor no later than 30 business days after such a finding.

+ Directs TRS to confer with the LBB before approving any settlement sought by TRS with its outside legal
counsel contracted in FY 2023 and FY 2024 for health care related claims and litigation.
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* Requires TRS to engage a third-party vendor to review hospital claims of TRS-Care and TRS-ActiveCare
enrollees that exceeded $100,000 during FY 2022.

+ Sustains the following existing riders: positions associated with the TRS Internship Program are exempt
from counting against the FTE cap; settle-up dollars are to be directed to TRS-Care; the intent of the
legislature is that TRS incentivize members of TRS-Care and TRS-ActiveCare to shop for lower cost care
within health plans to achieve shared savings; an exception to the FTE limitation is permitted with a
Board fiduciary finding and a report to the Legislative Budget Board (LBB) and the Governor; several
agencies, including TRS, are to engage in cross-agency collaboration to compare health care data to
identify outliers and improvements for efficiency and quality that can be implemented within each system
with a report due to the LBB and the Governor.

Retiree (Statutory Funds) & Active Health

* Funding for TRS-Care for the 2024-25
biennium totals $960.2 million in General
Revenue Funds, a 5% increase from the
2022-23 biennial base. The increase is
attributed to maintaining the 1.25% state
contribution and the 0.75% district contribution
to TRS-Care and the growth of covered
payroll, projected to be 3.6% each year of the
2024-25 biennium.

* Funding for TRS-ActiveCare includes $588.5
million to help educators have affordable
health coverage by keeping the average
premium rate increase in TRS-ActiveCare
below 10 percent.
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Benefit Enhancements for Eligible TRS Retirees

Legislation passed to provide two types of benefit enhancements to eligible retirees, beneficiaries, and
alternate payees who are receiving a monthly annuity from TRS. Funding recommendations include $1.645
billion for one-time stipends per SB10 and $3.355 billion per HJR 2 for a cost-of-living adjustment (COLA)
contingent upon voter approval of House Joint Resolution (HJR) 2 in November 2023.

* SB 10: One-time stipend to be paid no later than the end of September 2023. An Annuitant will receive
the one-time stipend for the amount they are eligible for based on the annuitant's age. The amount of the
stipend is the same regardless of the annuitant's monthly annuity amount or their retirement date.
Annuitants must meet the qualifying age on or before Aug. 31, 2023.

« A $7,500 one-time stipend to eligible annuitants 75 years of age and older
« A $2,400 one-time stipend to eligible annuitants 70 to 74 years of age

* HJR 2: Cost-of-living adjustment (COLA) to be paid in January 2024 if approved by Texas voters in the
November 2023 election.

« 2% COLA for eligible retirees who retired between 9/1/13 through 8/31/20 or eligible
beneficiaries receiving a monthly annuity if the member's date of death occurred between
9/1/13 and 8/31/20

* 4% COLA for eligible retirees who retired between 9/1/01 through 8/31/13 or eligible
beneficiaries receiving a monthly annuity if the member's date of death occurred between
9/1/01 and 8/31/13

* 6% COLA for eligible retirees who retired on or before 8/31/01 or eligible beneficiaries
receiving a monthly annuity if the member's date of death occurred before 9/1/01

More information on the
Benefit Enhancements and
a message from TRS
Executive Director can be
found through this QR code.
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New Laws Impacting TRS and Other State Agencies

Enhance Investment Returns

* SB 1246: Relates to authorized investments of public money by certain governmental entities and the
confidentiality of certain information related to those investments.

* Provides relief to statewide Procurement and Contracting (P&C) requirements as timelines
associated with the required procurement processes place TRS investment-related procurement
at a competitive disadvantage in this marketplace.

* Provides that Texas Comptroller (Texas Treasury Safekeeping Trust Company) may directly enter
into repurchase agreements with other state investing entities which also have authority to invest
in repurchase agreements, such as TRS.

* Clarifies TRS' investment authority by defining securities under the law to include interests in
wholly-owned real estate title-holding corporations controlled by TRS and reinforces certain
information relating to real estate investments are subject to public disclosure.

* Provides that the TRS Board of Trustees is to set the limit on hedge fund investments as they do
for all other asset classes.

* Provides TRS with the ability to form a title holding entity for direct real estate investments and
reinforces certain information relating to real estate investments are subject to public disclosure.

TRS Administrative Functions

+ SB 222: Provides forty days of paid parental leave to an eligible state employee for the birth of a child and
twenty days of paid leave for the birth of a child by the employee’s spouse, birth of a child by a gestational
surrogate, or the adoption of a child. A state employee is not required to use all available paid vacation
and sick leave before the employee is entitled to take paid parental leave. TRS employees are included.

+ SB1659: Changes TRS’ sunset date from 2033 to 2035.

*+ HB 4510: Requires state agencies to submit unaudited annual financial reports by November 1 each year
(up from November 20), and pushes back state agency, university system and institutions of higher
education submission of audited annual financials to December 15 each year.

TRS Health Care

* SB 989: Requires TRS-Care and TRS-ActiveCare (and other entities) to provide coverage for biomarker
testing with cancer and rare diseases when it is supported by medical and scientific evidence.

+ SB 1854: Requires TRS to contract and offer optional vision and dental benefits for TRS retirees who are
eligible for TRS-Care; retirees do not have to be currently enrolled in TRS-Care. Coverage to begin Jan. 1,
2025. Premiums and administrative costs to be paid by participating retirees.
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+ HB 755: Prohibits TRS-Care and TRS-ActiveCare (and other entities) from requiring more than one prior
authorization annually for a prescription drug prescribed to treat certain diseases.

* HB 916: Requires TRS-Care and TRS-ActiveCare (and other entities) to provide a certain number of
months supply of covered contraceptive drugs.

* HB 3414: Amends requirements for data collected, issued, and accessed from the all payor claims
database that is administered by the Center of Health Care Data at The University of Texas Health
Science Center at Houston. TRS-Care and TRS-ActiveCare (and other entities) must submit utilization
data to the Center.

* HB 4500: Requires TRS-Care and TRS-ActiveCare (and other entities) to make electronic verification of
health benefits available to a hospital or freestanding emergency medical care facility.

* HB 4990: Creates the Texas Pharmaceutical Initiative to provide cost-effective access to prescription
drugs for certain groups, including TRS members, and to develop a business plan by Oct. 1, 2024. TRS to
serve on the advisory council.

TRS Information Technology

+ SB 271: Expands applicability to local entities and adds a new definition of Security Incident to replace
‘breach/unauthorized exposure.” Expands notifiable security incidents and continues to require TRS to
comply with Department of Information Resources (DIR) rules.

+ SB 1893: Requires state agencies to adopt a model policy prohibiting the installation or use of prohibited
applications on any device owned or leased by the state agency and requiring removal of prohibited
applications from such devices. Requires DIR and Texas Department of Public Safety (DPS) to jointly
develop a model policy for state agencies to use.

+ HB 2060: Creates an Artificial Intelligence Advisory Council to study and monitor Al systems developed,
employed, or procured by state agencies. Report due Dec. 1, 2024.

Pension Benefit Services

* SCR 28: Urges Congress to repeal the Government Pension Offset (“GPO”) and the Windfall Elimination
Provision (“WEP”) of the Social Security Act.

 HB 108: The Texas Department of Transportation (TxDOT) will offer for purchase a $10 license plate with
the words “Texas Teacher” for classroom teachers with at least 15 years of service teaching public school
students. TxDOT will also offer a $5 license place with the words “Retired Texas Teacher” for retired
classroom teachers with at least 20 years of service teaching public school students to purchase.

* HB 4141: Requires TRS to conduct and deliver a study to the legislature on the feasibility of offering
peace officers who retire through TRS alternative service retirement benefits. An employer who employs
peace officers shall submit information to TRS. Study due be Dec. 31, 2024.
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TRS Strategic Plan Highlights

MISSION

Improving the retirement security of our members by prudently investing and managing the
Trust assets and delivering benefits that make a positive difference in their lives.

VISION
Earning your trust every day.

CORE VALUES

Our values represent a mutual understanding about responsibilities, expectations, and
communication in the way TRS employees treat each other and those we serve. The core
values include member focused, ethics, accountability, respect, diversity, efficiency,
collaboration, and excellence.

The 2025 - 2029 Strategic Plan supports the vision, mission, and core values of TRS. It is a five-year view of
the agency's objectives and strategies for the accomplishment of agency goals in service to the agency’s core
mission. The strategic plan priorities are developed with input from TRS leadership, staff and the board of
trustees and is centered around the needs of our members. The proposed updates or changes to the goals,
objectives and strategies of the plan are provided annually and approved by the TRS board of trustees. The
strategic plan provides feedback that leads to program performance that influences future planning, resource
allocation, and operating decisions. Objectives are developed in accordance with the TRS Board of Trustees’
fiduciary duties and in support of the statewide objectives of the state of Texas. TRS supports the statewide
objectives by effectively serving members, operating efficiently and openly, and focusing on our mission to
make a positive difference in members’ lives.

Statewide Objectives

()

233 Accountable to tax and fee payers of Texas.

Efficient by producing maximum results with no waste of taxpayer funds and by identifying any
° function or provision considered redundant or not cost-effective.

Effective by successfully fulfilling core functions, achieving performance measures, and
implementing plans to continuously improve.

* * ) Attentive to providing excellent customer service.

[ 3 °
Transparent such that agency actions can be understood by any Texan.
|§—l—|‘:!] gency y any

The full TRS Strategic Plan Fiscal Years 2025 to 2029 can be found at
https://www.trs.texas.gov/ITRS%20Documents/strategic plan 2025 2029.pdf
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FOUR STRATEGIC PLAN GOALS:

Goal 1: Sustain an actuarially sound pension system

OBJECTIVES

1 Achieve the trust’s actuarial assumed rate of return as measured on rolling 20-
year periods.

2 Improve communication regarding pension funding and the impact of plan
design changes.

Under the Texas Constitution and federal tax law applicable to qualified retirement plans, pension
contributions are collected as assets that are held in the trust for the exclusive benefit of plan participants.
With a pension fund, the challenge is to manage the funded ratio and funding period. The funding ratio is
expressed as a percentage, specifically the portion of the unfunded liability that exists today as net available
assets. It answers the question, “what percentage of the unfunded liability would the pension fund be able to
pay today if the expected future liability existed today?” The expected future liability is the total in today’s
dollars of the next 20 years’ worth of annuity payments. The funding period is the number of years the fund
would need to pay off the total unfunded liability.

In FY 2020, the Board adopted a funding policy that states the funding goals of the System and sets the
guidelines for which changes to contributions and/or benefit levels TRS may consider recommending to the
legislature. During the 86™ Legislative Session, Senate Bill 12 was passed which gradually increases the
contributions from the state, public education employers, and active employees to make the pension fund
actuarially sound. Both the funded ratio and funding period are affected by a number of variables including
membership, covered payroll growth, longevity, and investment returns. In 2022, TRS conducted an
experience study which found that while most assumptions have remained accurate, the investment return
assumption was at the upper end of the range of expected returns. Due to changes in the global economic
outlook and expected market conditions, as well as recommendations from the plan’s actuary, in July 2022
the TRS Board of Trustees lowered the investment return assumption from 7.25% to 7.0%. The impact of
lowering the rate of return on the funding period is offset by the use of deferred investment gains. The fund is
projected to be actuarially sound at the end of FY 2024 with a funding period of 29 years.

Actuarial valuations are prepared annually, as of August 31st of each year. During legislative years, a
February 28th valuation update is provided. State law defines actuarial soundness as a funding period of less
than 31 years.

More information related to TRS experience study and investment return assumption can be found at:
https://www.youtube.com/watch?v=pe7Y ilH8uk
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Goal 1: Sustain an actuarially sound pension system

Action items supporting each Statewide Objective

Accountability

TRS' core function tied to this goal is to prudently invest trust assets. Being held accountable to Texas taxpayers,
0000 . . . o .
pan TRS serves as a trusted resource, engaging with policymakers and a nine-member Board of Trustees that is
appointed by the Governor and represents our stakeholders on communicating the Pension Trust Fund’s actuarial
valuation.

Efficiency

To prudently invest trust fund dollars using an asset allocation designed to achieve an efficient risk-adjusted return.
TRS has developed deep strategic relationships with key external partners leveraging the resources and intelligence
of the external networks to optimize trading and execution.

Effectiveness

TRS regularly performs asset allocation reviews, publicly presents investment returns quarterly, and reports in the
Annual Comprehensive Financial Report (ACFR) how the trust fund performed on a one, three, five, and ten-year
bases. TRS also measures itself against peers via the Wilshire Trust Universe Comparison Service on a one, three,
and five-year basis.

AN S SN

Customer Service

Given that investment returns currently represent most of the trust’s revenues, it stands that investment performance
) is a key mechanism to ensure the long-term sustainability of the trust. TRS will continue to seek the achievement of
the long-term assumed actuarial rate of return within appropriate risk parameters as set by the TRS Board of
Trustees.

Transparency

TRS communicates with stakeholders to enable them to make informed decisions related to TRS programs. This
2_ 2 may include funding and benefit design decisions made by the legislature or retirement options selected by
I:ETP-,_J members. TRS also provides general educational information regarding pensions and health benefit matters and
responds to media and other requests relating to the investments of the system. As part of its commitment towards
open and transparent communication, TRS continues to webcast all board and committee meetings.

TRS Trust Fund Actuarial Projection ~ 8/31/2023' Goal
Funded Ratio 77.5% 280%
State Contribution Rate 8.00%
Non-Social Security School District Contribution Rate 1.8%
Member Contribution Rate of Payroll 8.00%
Unfunded Actuarial Accrued Liability (UAAL) | $57.9 Billion
Funding Period (years) 29 years <30 years

"The funding ratio, funding period, and UAAL in the chart above are the valuation results provided by TRS' actuary,
GRS, as of 8/31/2023. The GRS report for FY24 will be available November 2024.
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FOUR STRATEGIC PLAN GOALS:

Goal 2: Continuously improve our benefit delivery

OBJECTIVES

1 Improve the customer service experience for members and employers.

A member satisfaction survey is conducted annually on a random sample of active and retired members to
gauge satisfaction with TRS services. The member satisfaction surveys from 2022 and 2023 indicate that
TRS member satisfaction for active members has increased, from 54% to 58%, while for retired members
satisfaction has remained stable from 79% to 77%. Despite challenges associated with achieving customer
service levels, members and retirees who interact directly with TRS are generally pleased with their customer
service experience. In FY 2023, over 99% of members who completed the How Was Your Visit?survey after
their office visit meeting with TRS reported being satisfied or very satisfied with the courtesy of the employees
they met. Furthermore, 98% of these members were satisfied or very satisfied with the counselor’s
knowledge and the information they received from their office visit meeting. For Telephone Counseling,
98.6% of callers were pleased with the overall service they received and 98.1% agreed that they felt valued
as a TRS member.

While TRS’ efficiency and cost savings-oriented service delivery model served TRS and its members well for
many years, it had become increasingly difficult for TRS to meet its service level performance targets.
Providing quality customer service is the agency’s top priority. As part of the Customer Service Improvement
Initiative, TRS has taken action to address customer service largely by adding staff to the Benefit Services
Division to meet the increasing needs of TRS members and officially opening the regional office in El Paso to
improve member outreach in the western part of Texas, This new regional office has the capacity to serve
over 6,000 members annually, decreasing the required wait time for appointments. Future plans include
opening additional regional offices, with the Rio Grande Valley as the potential area for the next regional
office due to having the largest population of eligible retirees.

During FY 2023, MyTRS released new enhancements such as a refund status tracker and enhanced
capabilities for members to make updates such as, designating or updating beneficiaries. TRS aims to
enhance the member experience by working toward implementing the Payroll, Benefit Adjustment, and Tax
(PBT) code, the final and largest deliverable of the TEAM Program.

In addition to the Member Satisfaction Survey, other ongoing functions to build and maintain strong,
customer-focused relationships include reporting key performance measures to the Board of Trustees and
including them in the agency’s biennial Legislative Appropriations Request (LAR).

38



Q0000

s

38 .
1l

!

Key Performance FY 2023 FY 2023

Goal 2: Continuously improve our benefit delivery

Action items supporting each Statewide Objective

Accountability

TRS remains accountable by publicly presenting quarterly performance measure metrics and annual analytics on
benefit delivery to the TRS Board of Trustees. Any rule changes governing benefit administration or TRS operations
are adopted publicly at open meetings only after publication in the Texas Register and public comment periods.

Efficiency

TRS continues to make progress on implementing the TRS Enterprise Application Modernization (TEAM) Program
which focuses on addressing the changing expectations of a growing membership, providing for the collection and
maintenance of accurate and reliable data, expanding the number of automated processes, and incorporating
modern technologies.

Effectiveness

TRS measures success in prudent and efficient benefit delivery by regularly utilizing an independent firm to conduct
and report on customer satisfaction. Additionally, TRS annually participates in the CEM Pension Administration
Benchmarking Study that measures TRS’ success/efficiency in delivering benefits against peers.

Customer Service

TRS is dedicated to a professional, accurate, timely, and cost-effective delivery of services and benefits to members,
annuitants, and their beneficiaries. TRS will enhance benefit delivery by identifying tools and programs that will allow
TRS to better interact and educate stakeholders, expanding Contact Center Call Distribution software to all of the
Benefit Services division to allow for better tracking of calls and cross-functional training and assistance during high
call volume, as well as contracting with a vendor to assist with handling overflow calls. TRS routinely conducts
member satisfaction surveys and adjusts processes based on survey findings. Finally, TRS continues to sharpen its
focus on benefit delivery and is committed to enhancing communication to meet the needs of all constituents.

Transparency

TRS places a high priority on timely, accurate, and meaningful communications to share information, by providing
webcasts of all board and committee meetings and posting benefit-related materials on our website. Benefit
Counseling staff regularly make group presentations to professional associations, as well as employee and retiree
groups at regional education service centers. The TRS Benefits Handbook reflects the latest benefit information.

Measures Target Actual Explanation
TRS expense per member ~ $45  $42.55 Total benefit administrative expense net of capital project expenditures are
(Benefit Administration trending higher this year compared to last year $38. Total membership
Expenses) increased 2.7%.

Investment expense per 14 bp  46.05 bp Investment costs per member increased due to the GASB requirement to
member in basis points (bp) include the interest expense on reverse repurchase agreements as part of

the total expenses. Prior to FY 2023, the interest expense on reverse
repurchase agreements was immaterial and netted against investment

income.
Service level percentage of  80%  86.01% In FY 2023, due to the increased staff added that are dedicated to customer
calls answered in specified service, TRS was able to exceed service level goals.
time interval
Number of benefit claim 80,000 123,794 All applications (service and disability retirements, refunds, and death
applications processed claims) received were processed efficiently.
annually
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FOUR STRATEGIC PLAN GOALS:

Goal 3: Facilitate Access to Competitive, Reliable Health
Care Benefits for Our Members

OBJECTIVES

Improve communication efforts regarding health care funding and the impact of
plan design changes.

2 Increase the value of health care benefits.

3  Improve the health of our members.

In FY 2023, $2.1 billion was provided by multiple funding sources for TRS-Care. State, district, and active
employee contributions are based on a percentage of active employee payroll rather than by medical trend.
Required state contributions totaled $533 million, including proportionality amounts received from the districts
elsewhere classified as district contributions. TRS-ActiveCare received $1.8 billion in FY 2023 from multiple
sources, including the supplemental appropriations approved by the legislature. The TRS Board of Trustees
sets the gross premiums to ensure adequate funding for health benefits.

In FY 2024, SB 1854 went into effect, which allows TRS to offer optional dental and vision care coverage for
TRS retirees. This includes their dependents, surviving spouses and surviving dependent children. Premiums
paid by participants would cover costs of benefits and administration with no impact on the TRS-Care fund.
TRS will competitively procure contracts for these plans and will offer coverage by Jan. 1, 2025.

TRS-Care Standard deductibles increased in 2024, for retirees who are not eligible for Medicare, to align with
the IRS’ adjusted guidelines. This change is to allow members to continue contributing to and using a health
savings account. The previous deductibles were too low for the plan to be compatible with a health savings
account in 2024.

In 2021, the Texas Legislature passed SB 1444, which was designed to give TRS-ActiveCare employers
more flexibility, while protecting the stability of the plan. In FY 2023, 99% of participating employers chose
TRS-ActiveCare as their health plan, despite the option to leave. Additionally, 10 employers joined TRS-
ActiveCare during FY 2024 enroliment, with over 420,000 active employees participating in the program.

In an environment of higher medical costs nationally, regional rate increases for employers were kept at less
than 10% on average. This is due to TRS' size, aggressive management of health care costs, and a $588.5
million appropriation from the Texas Legislature to the TRS-ActiveCare program for FY 2024.

TRS will continue to manage and monitor TRS-Care and TRS-ActiveCare cost trends, assess existing cost
containment strategies while exploring new initiatives and educate health care consumers on the optimal use
of TRS health plan benefits. TRS will continue to enhance health data analytics to drive key decision-making
to support cost management and resource maximization.
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Goal 3: Facilitate Access to Competitive, Reliable Health
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Care Benefits for Our Members

Action items supporting each Statewide Objective

Accountability

TRS is accountable to Texas taxpayers in the delivery of health care benefits in that TRS is governed by a nine-
member board of trustees that is appointed by the governor and represents our stakeholders. Rates and plan
designs for TRS health care plans are adopted publicly in an open meeting by the TRS Board of Trustees. Financial
statistics related to TRS-Care and TRS-ActiveCare are regularly published in the ACFR and annual TRS Health
Benefits Report. Additionally, our goals call for regular communication on matters relating to the health care funds
with member and retiree associations and the legislature.

Efficiency

A major reoccurring TRS initiative for the upcoming fiscal year is to continue to serve as a resource for the legislature
on matters involving TRS-Care and TRS-ActiveCare. This includes carefully monitoring TRS-Care funding and
educating stakeholders about options for sustaining TRS-Care and managing TRS-ActiveCare. As part of this work,
TRS has enhanced health data analytics to drive key decision-making in support of cost management and resource
maximization, including assuring that health care claims are paid in compliance with protocols.

Effectiveness

TRS strives to deliver the highest quality health care services to members and employers at the best possible price
to ensure funds go as far as possible. To that end, TRS watches health care market trends closely, procuring
medical and pharmacy contracts when it is most advantageous for members. Routine market checks and
procurement ensure the best value from available funds. Due to new legislation, TRS will offer optional vision and
dental benefits for TRS retirees who are eligible for TRS-Care beginning Jan. 1, 2025. TRS is competitively procuring
contracts for these plans and will have a robust outreach effort in the fall of 2024 to coincide with the enroliment
period.

Customer Service

TRS is dedicated to professional, accurate, timely, and cost-effective delivery of services to plan participants. TRS
routinely compares its health care plans with similar plans, including analysis of comparative costs and premiums
and publishes outcomes of efforts and initiatives to contain health care costs and improve the health of members in
its annual TRS Health Benefits Report. Additionally, TRS routinely conducts member satisfaction surveys to ensure
continued high-quality service to plan participants and solicits public input. TRS has increased outreach to employers
that participate in TRS-ActiveCare to design benefits that are tailored to their needs. In light of legislative changes
affecting TRS-ActiveCare, TRS conducted significant outreach to inform employers of the changes and support them
in making informed decisions. TRS develops health care communications including informational videos to increase
knowledge of health care topics and consumer awareness and customizes communications and presentations for
participants who are working, planning to retire and retired. In addition, TRS publishes The Pulse, a monthly email
newsletter dedicated to health care that goes to more than 250,000 recipients with an open rate of 47%. TRS
continues to sharpen its communication focus on health care matters and is committed to enhancing its channels of
communication to meet the needs of all constituents.

Transparency

TRS is responsible for providing accurate information about TRS programs and services to all interested parties,
including active and retired members, legislative and governing bodies, school districts, institutions of higher
education and the public so that informed health care decisions can be made. TRS provides employers with data to
allow them to compare the cost of TRS plans to other plans available to employers. TRS expanded the type and
amount of claims data provided to districts by offering it twice a year at no cost. This gives them actionable data they
can use to improve costs and education about health care for their employees. As part of its commitment toward
open and transparent communication, TRS continues to webcast all board and committee meetings and post health
care-related materials on our website. In addition, TRS staff communicates regularly with members and member
associations through newsletters, email, social media, and town halls. Detailed and easy-to-understand health care
information can also be found in the TRS Benefits Handbook as well as the TRS Health Benefits Report.
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FOUR STRATEGIC PLAN GOALS:

Goal 4: Align People, Processes and Technology to
Achieve Excellence in Service Delivery

OBJECTIVES

1 Attract, retain and develop a diverse and highly competent staff.
2  Advance and enhance IT systems and services.

Enhance the information security program to effectively counter current and
emerging threats and risks facing TRS.

4  Execute on TRS facilities' needs.
5  Foster a culture of fiduciary responsibility and ethical conduct.
6 Improve and maintain effective procurement and contract management practices.

7 Provide effective communications to all stakeholders with a focus on continuous
improvement.

8 Evaluate automation and technology solutions to enhance existing processes.

TRS is often selected as a Top Workplace in Austin as part of the Austin American Statesman’s workplace
survey. TRS was the first state agency to win this designation and has won it more times than any other
state agency. In FY 2023, TRS was ranked number four in the large employer category and was
recognized as a national top workplace in the United States. TRS is a preferred employer because of its
mission and culture and because it provides employees with the tools needed to succeed. This includes
expanding recruitment efforts, redesigning new employee orientation, and creating a six-month onboarding
program to help new employees adjust and acclimate to TRS culture.

TOP TOR
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2023
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Maintaining a Competitive Edge

TRS maintains a competitive edge in recruiting the best talent by providing competitive pay, a merit program,
and quality staff development. Merit allocations for FY 2024 were approved by the Board to increase to 10%
for the Investment Management Division and 5% for Red River staff to help retain current employees, keep
up with the current job market, and maintain a competitive edge in recruitment. Merit allocations continue to
be centralized. The Executive Director and Deputy Director work with managers to determine merit
allocations through a departmental analysis. TRS continues to increase employee in-house learning
opportunities and development, maintains a desirable physical work environment that includes efficient use of
space, and continues to provide organizational change management support. TRS encourages, supports,
and maintains a work environment that is welcoming to all employees, with the goal of fostering an
atmosphere that is conducive to innovation and creativity.

| Additionally, the TRS Talent team has prioritized
sourcing, passive recruiting, and  building
relationships with talent pipeline sources (such as
colleges, universities, professional associations, and
technical programs) to increase applicant pools in
an effort to address the significant challenges TRS
has experienced in hiring and retaining employees.
| FY 2023 presented a different challenge to hire and
retain staff as applicants requested increased
. compensation and flexibility regarding remote work.
: ;- To help address these challenges the TRS board

TRS 2024 Summer Interns ' S approved a new Total Compensation Plan effective
September 2022. Since implementation, TRS has seen an increase in offer acceptance rates and an
increase in the number of qualified candidates applying for positions. In addition to eligible applicants, the
adoption of the TRS Fellowship program has proven successful in equipping early-career candidates with the
skills and experience needed for employment.

By January 2023, TRS observed a substantial increase in job applications compared to the entire FY 2022.
Some positions were easier to fill thanks to labor market shifts and the recruitment benefits of layoffs in
certain roles. TRS has greatly expanded its reach as an employer of choice throughout the state of Texas by
hiring more than 70 staff to work remotely across the state. Additionally, TRS has approved New Mexico as a
remote state to support the EI Paso Regional Office. The planning process has begun for a new regional
office in the Texas Rio Grande Valley region.
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As a result of these measures, TRS is better able to attract new employees and keep the ones they already
have. Employee turnover at TRS has consistently been below the statewide average among state agencies,
as reported by the State Auditor's Office. In FY 2023, TRS turnover was 9.8%, well below the state average
of 20.1% for the same period.

Employee Turnover

24.3%

22.6%

2020 2021 2022 2023 2024*

B State TRS

*FY24 State Turnover rate not yet available

TRS will continue to manage (and expand, as needed) its effective programs and practices for attracting,
retaining, and developing highly competent and diverse staff by:

Recruitment activities and collaborations that market TRS as an employer of choice and have the
potential to increase diversity among TRS staff.

Internship and fellowship programs to build relationships with universities and develop talent pools.

Strategic workforce management to include the use of contingent staffing, redeployment of current
staff, variable scheduling to meet business needs, proactive sourcing, remote staff, and other
appropriate best practices.

Leadership development programs to build the skills of current and prospective leaders.
Career development programs to provide professional growth opportunities for employees.

Cross-training programs to advance skill levels, enhance productivity and provide back-up for critical
functions.

Continuity plans for critical staff.
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Historically Underutilized Business Plan

TRS believes in promoting full and equal business opportunities
for all businesses in Texas. To that end, the TRS Historically
Underutilized Business (HUB) Program encourages the use of
HUB vendors for the procurement of commodities and services.
TRS will continue to promote purchasing selection practices
that foster meaningful and substantive inclusion of HUBs. To
accomplish this, TRS hosts the annual TRS HUB forum and
participates in local and selected statewide HUB events,
including CPA forums; and conducts one-on-one meetings with
HUB vendors and assists with identifying business
opportunities with TRS and other state agencies, as well as

STATEWIDE

HISTORICALLY UNDERUTILIZED
BUSINESS PROGRAM

The HUB Program promotes a
good-faith effort to include

historically underutilized assists vendors in becoming certified or re-certified as a Texas
busmessespir’;zz:ss°'idta“m‘ HUB. TRS is committed to adhering to the HUB Program and to

operate under the highest ethical standards and will continue to
support and implement responsibilities as determined by the
Texas Comptroller of Public Accounts (CPA).

TRS recognizes the importance of the HUB Program and continues to develop initiatives to promote and
increase HUB opportunities by:

* Increasing agency awareness of HUB requirements through training TRS FY 2025 HUB Goals
and quarterly meetings with departments

Special Trade
+  Enhancing the TRS HUB Forum to include information on the state [~ ] B RIeE et el ara
HUB program, additional resources, and information on how to 50% Property Improvement

create a winning proposal

* Purchasing and Contracting staff reaching out to the HUB '“—=
community to see if they can provide the goods or services for =
procurement under $10K and that do not require a solicitation 10

Financial Accounting Services
Architectural Services

°\° 10L

+ Updating the external HUB website to include a solicitation calendar
that provides transparency and opportunities for HUB vendors élé

«  Working with the Communications department to advertise . o s
solicitations on social media (Facebook, X - formerly Twitter) 25% e

+  Providing annual status reports to the Board and include HUB goals

in the agency Strategic Plan ’

—) Office Supplies

. i iqi i1 i Furniture

Contacting all eligible HUB vendors to participate in each 35% Comm  bles
SOI|C|tat|On IT Software/Hardware

More information related to TRS HUB goals and initiatives can be found at:
https://www.trs.texas.gov/Pages/procurement hub.aspx
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Advancing Technology Infrastructure

As TRS continues to expand, our technical needs will be evolving as well. With the growth of the fund
exceeding $200 billion and the associated increase in data volumes and the complexity of TRS assets, it is
imperative that our technology remains current and updated with investment operations data architectures
and systems.

TRS is planning how to best support the deployment of advanced technology needs including data
management and data security capabilities that protect all categories of TRS data This includes securing
highly sensitive and confidential information, and avoiding potential compliance issues and threats due to
inadequate data protection.

Technology focus areas include expanding the development, design, implementation, and maintenance of the
IT infrastructure, as it relates to cloud-based infrastructure application and security requirements. The budget
includes resources to provide for replacing and upgrading aging equipment and technology.

Resources will focus on the replacement of computers and storage systems, mobile and workstation devices,
and ensuring ongoing improvements to the agency Disaster Recovery strategy. New technology initiatives
will minimize capacity constraints, compatibility, and obsolescence issues. Additionally, researching and
determining the best use of artificial intelligence tools for the agency to facilitate productivity is a priority.

As TRS facilitates a hybrid work environment, these activities will enable TRS to continue to be flexible in
supporting our Digital Business Transformation and work from anywhere approach.

TRS is committed to advancing technology to meet the needs of its workforce and enhance the member
services experience. A variety of initiatives are planned to support this goal:

+  Providing updated investment operations data *  Replacing computers, storage systems, mobile
architectures and systems. and work station devices that are aging.
*  Ensuring the protection of highly sensitive and +  Supporting cloud based infrastructure needs.

confidential information. +  Facilitating a hybrid work environment with

+  Expanding the development, design, adequate technology tools.
implementation, and maintenance of IT

. * Incorporate Artificial Intelligence tools to
infrastructure.

facilitate productivity in the workplace.
+  Improve trust asset monitoring and fiduciary
oversight through investment data
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Goal 4: Align People, Processes and Technology to Achieve

0000

Gt

)

Excellence in Service Delivery

Action items supporting each Statewide Objective

Accountability

TRS is committed to maintaining an efficient and effective administration that is accountable and transparent to its
stakeholders. TRS frequently testifies before the legislature when called upon. The agency's budget is submitted to
and approved by both the TRS Board of Trustees and the legislature. TRS has developed an annual agency contract
management training program for all TRS contract managers. In addition, individuals that have significant contract
management duties are required to enroll in the Comptroller's Certified Texas Contract Manager training and may be
required to earn a Certified Texas Contract Manager certification. TRS maintains a board-approved Member and
Employer Outreach Plan with specific and measurable activities outlined each fiscal year to ensure TRS is
communicating effectively with members. TRS also regularly seeks feedback via formal and informal surveys to
ensure member-facing content fully meets members' needs.

Efficiency

The TRS Board of Trustees adopts the annual operating budget from the appropriations process and authorizes
funding to be provided from the Pension Trust Fund; however, TRS does not receive funding from the state for
administrative operations. TRS remains one of the lowest cost pension funds in the nation in terms of the ratio of its
administrative operations budget to the size of its membership. TRS aims to boost productivity by optimizing
processes and systems for better efficiency.

Effectiveness

TRS conducts ongoing analysis of the workforce to determine current and future staffing needs. TRS also develops
and promotes career opportunities through defined career paths for current employees, researches options to retain
institutional knowledge, and designs succession planning programs for critical staff. Additionally, TRS conducts
ongoing analysis of processes and technology to ensure members' needs are met. TRS maintains multi disciplined
expert staff and formalized organizational processes to proactively address current and future cybersecurity issues
and challenges.

Customer Service

TRS’ core functions are delivering retirement and other related benefits, facilitating health care coverage, and
managing investments. In our continued pursuit of providing excellent customer service, TRS ensures that the skills
of current and future workforce have the required expertise to serve our members. TRS does this by monitoring
business processes and full-time employee (FTE) levels and adjusting as necessary.

Transparency

As part of its commitment towards open and transparent communication, TRS continues to webcast all board and
committee meetings and post budget related materials including the biennial Legislative Appropriations Request
(LAR) and Operating Budgets on the TRS website. Detailed and easy to understand financial information can be
found in the ACFR.
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Financial Policies and Guidelines

Financial Policies and Guidelines

The Texas Constitution, Article 16, Section 67, authorizes programs of retirement for Texas public education
employees and the administration of such programs in a manner that will assure prompt delivery of benefits
and related services to the members and their beneficiaries. Under the constitution, the Teacher Retirement
System is established as a trust and requires the administration by trustees. Trustees carry the fiduciary
responsibility in the administration of the plan and investment of the plan assets. The constitution requires
that the assets of the System not be diverted. This imposes a duty on the TRS Board of Trustees to restrict
use of assets to the benefit of the participants of the System. Use of the System assets for the benefit of the
public in general, for the benefit of other programs or other program participants, or for the pursuit of other
policies are examples of situations that may amount to or can lead to diversion of system assets. Statutory
provisions also emphasize the Board’s role as fiduciary and the trust arrangement for plan assets and
administration. The Texas Constitution and statutory provisions provide the basis for which all policies are
established and afford the System a level of autonomy from the state administration compared to other state
agencies.

Under Texas Government Code, Chapter 825, the Board of Trustees are authorized to adopt rules for the
administration of TRS and the transaction of the business of the Board. The Board monitors the actions of
staff and consultants to ensure compliance with its policies. To aid in its prudent oversight and monitoring the
board established an Audit, Compliance, and Ethics (ACE) Committee, Benefits Committee, Budget
Committee, Investment Management Committee, Strategic Planning Committee, Policy Committee, and
Compensation Committee each of which is a standing committee of the board charged with those
responsibilities set forth in the bylaws of the board.
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Financial Policies and Guidelines

State, Generally Accepted Accounting Principles, and TRS internal policies guide activities such as
development of annual budgets, procurement of goods and services, asset inventory, implementation and
oversight of information technology projects, delegations of authority, and out-of-state and international travel.
TRS adheres to the Texas Comptroller of Public Accounts’ policies related to the annual reporting of
capitalized and controlled assets which includes an assessment of their condition.

Budget Policy

The goal of TRS is to develop and submit a balanced budget so that the agency operates in accordance with
the guidelines of the General Appropriations Act (GAA) adopted by the 88" Texas Legislature. A balanced
budget is one in which the total revenues equal total estimated expenditures.

Basis of Budgeting

TRS maintains and manages its budget using the accrual basis of accounting for all funds in accordance with
budgetary accounting practices. Under the accrual basis, revenues are recognized when they become
available and measurable. Expenditures are recognized when the liability is incurred regardless of related
cash flows. The basis of accounting for budget purposes is the same as the basis of accounting used in the
audited financial statements.

TRS efficiently and effectively assigns resources to the appropriate areas in the agency to align with the goals
and objectives set forth by the Board and executive management in the 2025-2029 Strategic Plan. The
budget and expenses are primarily controlled through policies set forth by state of Texas governing entities,
the Board of Trustees, and TRS.

The full Bylaws of the TRS Board of Trustees can be found at the following link:

https://www.trs.texas.gov/ITRS Documents/bot bylaws.pdf
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Financial Policies and Guidelines

To comply with the budget policy the following benchmark(s) include, but are not limited to:

Develop the agency Administrative Operating Budget annually and the Legislative
Appropriations Request (LAR) in even-numbered years. The budget for FY 2025 is balanced and
prepared in accordance with board policy and guidelines and Generally Accepted Accounting
Principles (GAAP). It was presented to the TRS Board in July 2024 and approved. The FY 2026-27
LAR was submitted to the Legislative Budget Board (LBB) in August 2024.

Apply for the GFOA Distinguished Budget Presentation Award. Received the GFOA
Distinguished Budget Presentation Award - 8 awards since 2015.

Ensure the total approved budget for operating expenses and capital outlay are not exceeded
without the approval of the TRS Board. Follow the General Provisions which authorize the
Executive Director, or Deputy Director to approve the transfer of budgeted funds up to 25% of a
major expense category between major expense categories. The FY 2025 capital budget includes
funding for the Investment Data Modernization Program and Data Center/Shared Technology
Services.

Procurement Policy

The Purchasing and Contracts department within Business Administration manages the procurement process

and provides high-level oversight of TRS’ contracts, while the business units provide day-to-day contract

oversight and management, and Legal and Compliance provides legal counsel throughout both processes.
Pursuant to Section 5.6 (b) of the TRS Board Bylaws and the Board Procurement Policy, TRS shall acquire
goods or services by procurement methods approved by the Board of Trustees or the Board's designee.

Excerpt from the Procurement and Contracting Guide:

The complete guide and policy can be found here:
https://www.trs.texas.gov/TRS%20Documents/procurement-contracting-guide.pdf
https://www.trs.texas.gov/ITRS%20Documents/trustee procurement policy.pdf
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Financial Policies and Guidelines

To comply with the Board Procurement Policy the following benchmark(s) include, but are not limited to:

* Ensure that all purchases and contracts are developed, awarded, monitored, and evaluated
per applicable laws, rules, and best management practices. The Purchasing and Contracts
(P&C) department created the Procurement and Contract Management Guide. P&C also facilitated
trainings and job aids to assist business units.

Debt Policy

TRS does not issue debt nor does it have a statutory debt limitation.
Investment Policy

TRS Investments focuses on achieving superior long-term returns to secure members’ retirement futures and
deliver benefits that enrich their lives. The Board has the primary fiduciary responsibility for investing TRS
trust assets in accordance with Article XVI, Section 67 of the Texas Constitution and with applicable law. The
Board establishes investment objectives and policy. The Board also monitors the actions of the Investment
Division to ensure compliance with its policies. The Board and Investment Division are assisted by outside
advisors, consultants, and internal and external legal counsel.

The complete investment policy can be found at the following:
https://www.trs.texas.gov/TRS Documents/investment policy statement.pdf

To comply with the Investment Policy the following benchmark(s) include, but are not limited to:

+ Create a sustainable, competitive advantage for the Fund and the more than one and a half
million people we serve. Reports are provided quarterly to the Board and appropriate board
committee on the investment performance for the Total Fund and each component portfolio, net of
external management fees (if applicable), will be compared with their respective benchmark indices.
Fund performance will be judged primarily by comparisons to long-term (3, 5, and 10-year) Policy
Benchmark returns.
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Financial Policies and Guidelines

Pension Funding Policy

In FY 2020, the Board adopted a funding policy that states the funding goals of the System and sets the
guidelines for which changes to contributions and/or benefit levels TRS may consider recommending to the
legislature. The primary goal of the pension plan is to accumulate sufficient assets and achieve a stated
funding objective to pay promised benefits. This funding policy establishes the funding objective as equal to
or greater than 100 percent funded and identifies a detailed plan for achieving the funding objectives of
Contribution Stability and Predictability, Legislative Appropriations Request of Contribution Rates, and Benefit
Enhancements.

The complete funding policy can be found in Appendix D and at the following link:
https://www.trs.texas.gov/TRS Documents/pension_funding policy.pdf.

To comply with the Pension Funding Policy the following benchmark(s) include, but are not limited to:

o Systemically decrease the UAAL (Unfunded Actuarial Accrued Liability) over time in order to
achieve a funded ratio of the system that is equal to or greater than 100 percent. In advance of
the legislative session, TRS prepared a Legislative Appropriations Request (LAR) with the requested
contribution rate. For the six fiscal years in which contribution rates are being increased under Tex.
Gov't Code §§ 825.402, 825.4035, and 825.404, TRS will request a contribution rate consistent with
Tex. Gov't Code § 825.404

¢ Review the assumptions and methods at least once every four years in an Experience Study.
An experience study was conducted in 2022 and found that while most assumptions have remained
accurate, the investment return assumption is at the upper end of the range of expected returns. In
July 2022, TRS’ Board of Trustees reviewed the results of the study and voted to approve a
recommendation to lower the investment return assumption from 7.25% to 7.00%.
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Budget Development

State Budget Process and Timeline

The state of Texas budget process begins the year preceding the biennial legislative session (spring of even-
numbered years) with the development of the agency Strategic Plan. Soon after submitting the Strategic
Plan, agencies begin development of the Legislative Appropriations Request (LAR), which is used to request
funding for the following biennium. The Legislative Budget Board (LBB) uses the LAR as a basis to create the
general appropriations bill, which contains performance measures, the maximum number of full-time
equivalent employment positions (FTEs) allowed, specific enumerated instructions, the amount of funding
recommended by the LBB, and the method of financing for each agency's appropriation. When the Texas
Legislature convenes in January of odd-numbered years, the general appropriations bill goes through the
Senate Committee on Finance and the House Committee on Appropriations and eventually to the floor of
each chamber for debate and ultimate approval. The appropriations bill guides spending over the next two
years, beginning on September 1 of odd-numbered years. Although the budget is not recorded in Texas
statutes or codes, it has the force of law. Agencies are bound by it, and their compliance is monitored by the
LBB and the State Auditor's Office (SAQ).

As a part of the state of Texas budget process, TRS prepares a detailed LAR under the guidelines of the
LBB. The appropriations request itemizes the funding TRS needs to operate. The requests include
performance measures designed to ensure the money is spent efficiently and effectively.

The legislature appropriates funding and FTE authorization from the Pension Trust Fund to pay for all Benefit
Services operations, Investment Management operations, Support Administration, and Capital Projects.
Funding for both fringe benefits and performance pay plan payments is appropriated separately. Health
Division is funded with health care funds which include both TRS-Care and TRS-ActiveCare. Health care
funding and staffing resources are not part of the legislative appropriations process. Annually, the Board
adopts the administrative operating budget which funds TRS' internal operations.

The LBB uses the LAR as a basis to
create the general appropriations The LBB and SAO monitor
bill and is presented to the compliance with the GAA.
Texas Legislature for approval.

Develop a Legislative
Appropriations Request every even-
numbered year.
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TRS Budget Development Process

Development

The development of the annual administrative operating budget is a participatory process with agency
business units. The process begins when instructions are sent to all department managers asking to submit
requests for operating and capital expenditures for the upcoming fiscal year and the next biennium during
even-numbered years. Department managers are instructed to use a strategy-based approach plus needed
funding for cost escalators. Departments are able to make adjustments and request additional resources
using TRS'" interactive budget software if any are needed. Salaries and other personnel costs are developed
by budget staff using assumptions required to fund assumed expenditures. Department managers review the
staffing list to ensure accuracy. To gain insight into the departments' plans for the upcoming year, the Budget
team coordinates two meetings, one with all the Core function departments and the other with the Support
departments. In these meetings the two groups present their requests for additional resources, which can
include FTE and funding requests. The Core function departments normally present first to give an idea of
their needs that the Support function departments may need additional resources to support.

For the FY 2026-2027 LAR, the Budget team and Enterprise Risk Strategy and Governance department
hosted an executive retreat that provided agency leadership an opportunity to develop the goals, resource
needs, and service level priorities through open group discussions. The Budget team further assisted
departments with budget development and the identification of incremental increases in resources needed to
advance the strategic plan of the organization. The Budget team also used this opportunity to provide
refreshers on the state budgetary process, specifically addressing the LAR process, resource restrictions and
needs, and capital projects.

Review

Once all budgets are completed and submitted, the budgets are examined for additional funds requested
above the base amount that balances to the General Appropriations Act (GAA) for that fiscal year. Any
amount of increase requires a justification. To further facilitate the review process, budget staff examine
previous budgets and expenditures, and research economic and financial developments that affect the
agency’s expenditures. In combination with the agency priorities, these trends and historical data are used to
assist the budget staff with forecasting and advocating for departments' requested increases. Requests for
additional funds and staff are considered for adoption based on increasing work demands, changing methods
of operations, and delivery of mission-critical services.
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Adoption

The final proposed annual administrative operating budget is presented to the Budget Committee for
recommendation to be adopted by the Board of Trustees during the July board meeting. As the fiscal year
progresses if an additional need for resources arise the Budget Staff will first look for available lapse within
the existing budget. If no lapse is available to accommodate the request and amending the adopted budget is
seen as necessary, an increase to the appropriated budget would need to be presented and approved by the
Board of Trustees through a fiduciary finding.

Although the public has no involvement with the development of the annual administrative operating budget,
the proposed budget presented during the board meetings is broadcasted publicly. The public's input, along
with other factors affecting the agency, are taken into consideration as the budget is developed as TRS
strives to be transparent and abide by all policies and guidelines. The public is also invited to provide
testimony and comments at the board meetings. Additionally, the representatives of the Texas Legislature are
the voices of the public and our members. TRS also publishes the administrative operating budget report on
its website.

A detailed calendar of the TRS budget process can be found in Appendix C.

Development Review Adoption
Work with departments to develop Budget staff review budget Annual Administrative Operating
the annual Administrative Operating submissions for accuracy and Budget is presented to the Board
Budget. requested increases. for approval.

Budget Controls and Monitoring

After the biennial budget is passed by the Governor, the legislative leadership continues to play a role in the
budget with ongoing monitoring of the implementation of the budget through the LBB. Legislative controls are
laid out in the General Appropriations Act (GAA), which is used as guidelines for the agency budget and
capital projects. TRS is required to submit quarterly reconciliations of expenditures and performance measure
outcomes to the LBB.
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After adoption of the internal operating budget, staff continuously monitors financial performance relative to
the adopted budget, supporting timely decision-making by senior management. On a monthly basis, budget
staff performs budget-to-actual and budget-to-projected actual comparisons of expenditures. The Board
Budget Committee is provided mid-year and end-of-year reports as well.

As an internal control measure the budget is loaded into CAPPS (Centralized Accounting Payroll Personnel
System) to establish expenditure limits by fund, appropriation, and department. Staff utilize CAPPS to verify
and monitor the budget and expense entries on a daily basis.

On a quarterly basis, budget staff meet with department managers to discuss current year expenditure trends
and patterns, and any issues that may have a fiscal impact. If an additional business need is identified,
departments are first directed to use existing budget. If the department's existing budget cannot
accommodate their need, another department's lapse could be redirected to these areas. Staffing levels are
also monitored and earned lapse to date is calculated to use for additional resource requests. The following
diagram depicts the various monitoring time frames:

Daily Monthly Quarterly Annually
Prepare and report Fiscal and appropriation
Verify and monitor budget ~ Analyze, reconcile, and budgetary data to LBB year-end budgetary
and expense entries report budgetary data and TRS Board of closing and reporting
Trustees process

Position Control

Generally, augmentations to authorized positions follow the standard budget process and are approved by
the legislature. Once established, approved full-time equivalents (FTE) positions are monitored monthly. TRS
created an internal planning committee to evaluate and discuss each division’s requests in conjunction with
all upcoming terminations, retirements, and separations to determine which positions can be posted and
filled. Ultimately, the Executive Director has final decision-making authority. TRS monitors business activities
and FTE employee levels to efficiently manage staying below the 1,047.3 authorized FTE cap. In coordination
with Organizational Excellence and Payroll, the Budget team compiles the status of all positions and present
any new request to agency leadership for consideration. To remain transparent with business units, the
Budget team in conjunction with the Analytic and Financial Insights Group (AFIG) created Power Bl
dashboards that are updated with position control data as new information is received. Reporting of FTE
levels is submitted to the SAO quarterly.
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Stakeholder Expectations

TRS is expected to maintain and manage its budget efficiently and accurately to meet the expectations of
various stakeholders. The expectations of each are taken into account and are used as guidelines when
developing the budget.

External Governing Bodies Board of Trustees (BOT)

Legislature, Legislative Budget Board, ..
State Auditor's Office, Office of the Active and Retirees The n',?ne; sTe%n:)t%zrlIB?:rrmdaZLZ’[gStees’
Governor, Texas Comptroller's Office P

Expectations include: Expectations include: Expectations include:

« Staff will abide by the General ~ « TRS will be transparent « Staff will abide by the GAA and
Appropriations Act (GAA) and all  regarding its budget and spending all transparency requirements

associated reporting requirements
SO * TRS will be good fiduciaries of ~ + Staff will uphold TRS’ fiduciary

+ Staff will uphold TRS’ fiduciary  the trust funds on their behalf duties when preparing and
duties when preparing and overseeing the agency and

overseeing the agency and ) TRls. W'"de”iﬁr;e"pe”d:lt“res departmental budgets
departmental budgets are aligned with the overa

mission of the agency + BOT will be provided accurate
* TRS will be transparent with the and timely communications
public regarding its budget regarding expenses, risks, and
other budgetary or FTE-related
issues

« Staff will be proactive and timely
in identifying budgetary risks

+ BOT will be provided sufficient
information and tools to enable
them to make prudent decisions in
their fiduciary roles regarding the
TRS Budget or FTE needs
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Expectations include:

* TRS will abide by all GAA and
transparency requirements

+ Staff will uphold TRS’ fiduciary
duties when preparing and
overseeing the agency and
departmental budgets

+ Staff can swiftly provide accurate
budget and FTE-related information
and assist in preparing presentations,
legislative responses, etc. as needed

+ Staff will provide guidance and
assistance to business units

regarding the budget development

process

+ Staff will maintain good

nemal Partnes

Budget Staff

Department directors, managers,

and budget liaisons

Expectations include:

* Necessary funds are available
to meet the needs of business
units

+ Staff maintains good
relationships with business units
and is available, knowledgeable,
and responsive to their needs

+ Staff closely monitors budget
reports and ensures
expenditures are charged to the
correct budgets

+ Staff is aware of critical
activities that have to be
performed at specific times of
the year and is able to work with
other business units to provide

Expectations include:

* Clear and prompt
communication both up and
down the chain

+ Manager and other staff are
accessible and available to help
each other as needed

« Staff is willing to shift priorities
and workloads in order to help
each other or to accomplish
specific tasks

relationships with BOT, management,
and business units

quick turnarounds and
information as needed

+ Staff will keep management up-to-
date and provide accurate information
to enable them to knowledgeably
communicate budgetary and FTE-
related issues or concerns
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Overview of Fund Structure

TRS administers retirement and related benefits to employees and beneficiaries of employees of public,
state-supported, educational institutions of Texas. The System also administers the Texas Public School
Retired Employees Group Insurance Program (TRS-Care) as well as the Texas Active School Employees
Uniform Group Benefits Program (TRS-ActiveCare).

+ The Pension Trust Fund is a multiple-employer, cost-sharing, defined benefit pension plan with a
special funding situation that is a qualified pension trust under Section 401(a) of the Internal Revenue
Code.

+ TRS-Care is considered an employee benefit trust fund and provides health care coverage for certain
persons, who retire under TRS, and their dependents. The statutory authority for the program is
Texas Insurance Code, Title 8, Subtitle H, Chapter 1575 and Texas Administrative Code, Title 34,
Part 3, Chapter 41.

+ TRS-ActiveCare provides health care coverage to employees of participating public education
entities and their dependents. Authority for the plan can be found in the Texas insurance Code, Title
8, Subtitle H, Chapter 1579 and in the Texas Administrative Code, Title 34, Part 3, Chapter 41.

The System’s financial records are organized on the basis of funds, each of which is considered a separate
accounting entity. The operations of each fund are accounted for with a self-balancing set of accounts that
comprise its assets, liabilities, additions/revenues, and deductions/expenses. The administrative operating
budgets for the Pension Trust Fund and TRS-Care represent less than 1% of the value of the Pension Trust
Fund and TRS-Care Fund, respectively. The administrative operating budget for TRS-ActiveCare represents
less than 3% of the value of the fund as of the end of FY 2023. The fund balance is defined as the difference
between the assets and liabilities of the fund. TRS maintains three major funds in two categories: Fiduciary
and Proprietary.
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TRS Board of Trustees

Fiduciary Funds - Assets held in trust for members Proprietary Fund - Business-type activities
(Includes appropriated funds) (Non-appropriated funds)
TRS Pension Trust Fund TRS-Care Fund TRS-ActiveCare Fund
Fiduciary Funds

Fiduciary funds, which have an appropriated component, include the Pension Trust Fund and TRS-Care
(employee benefits trust fund). Fiduciary funds are used to report assets held in a trustee capacity on behalf
of others. The reporting focus is on net position and changes in net position. The pension and other post-
employment benefit trust funds are used to report resources held in trust for members and beneficiaries of the
defined benefit pension plan and other post-employment benefit plan. Benefits are paid from the Pension
Trust Fund. Health care claims are paid from TRS-Care. The agency’'s administrative operating budget is
sourced from each fund respectively.

Proprietary Fund

The System’s proprietary fund, TRS-ActiveCare which is an enterprise fund, does not include any
appropriated funds. TRS-ActiveCare is considered a major fund. This fund is used to account for business-
type activities or those for which a fee is charged to external users for goods and services. The reporting
focus is on the determination of operating income, changes in net position, financial position, and cash flows.
Proprietary funds distinguish operating activities from non-operating activities. Operating revenues for the
System's proprietary fund are derived from self-insurance premiums. Operating expenses include the costs of
claims and related administrative expenses. Non-operating revenues and expenses are those items that do
not meet any of the above definitions.
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Long-Term Financial Plan

The foundation of TRS' long-term financial planning is to ensure sufficient assets are available to pay
promised benefits to members. TRS strategic planning is a long-term and future-oriented process of
assessment, goal setting, and decision-making for the next five years.

In keeping with the long-term strategic planning process, the Board adopted a funding policy in FY 2020 that
states the funding goals of the System and sets the guidelines for which TRS may recommend changes to
contributions and/or benefit levels to the legislature. Unlike other public pension plans, the legislature controls
both the level of benefits received by members and the contributions paid to the pension fund, while the
Board has primary control over the investment of trust assets. This structure limits the Board's ability to
control the pension's long-term funding drivers. The Board will review the TRS Pension Funding Policy every
four years, to coincide with future experience studies conducted by the TRS actuary. TRS is required by law
to conduct an actuarial experience study at least once every five years. A video explaining how the actuarial
valuation defines the health of the TRS Pension Trust Fund and the full results of the 2022 actuarial
experience study can be found at the following links:

Video: https://www.youtube.com/watch?v=pe7Y ilH8uk

Report: https://www.trs.texas.gov/TRS%20Documents/actuarial experience study 2022.pdf.pdf

The purpose of the actuarial experience study is to examine the changing patterns of retirement behaviors,
plan provisions, and investment returns, and whether adjustments are needed. Based upon findings in the
2022 actuarial experience study and recommendations by TRS' independent actuary, TRS' Board of Trustees
voted to approve lowering the investment return assumption from 7.25% to 7.00%.

During the 2019 86™ Legislature, Senate Bill 12 was passed providing for increased contribution rates from all
sources. The increases would be gradually implemented over the next few years and dramatically improves
the projected health of the System. However, the main metrics are not expected to improve for some time. In
addition, a mechanism for further adjustment, if deemed necessary, does not exist without legislation. The
contribution rates are displayed below.

FY 2017-19 FY 2020 FY 2021 FY2022 FY2023 FY2024 FY 2025
State 6.80% 7.50% 7.50% 1.75% 8.00% 8.25% 8.25%
Members 17.70% 17.70% 7.70% 8.00% 8.00% 8.25% 8.25%
Public Education Employer  1.50% 1.50% 1.60% 1.70% 1.80% 1.90% 2.00%

On an annual basis, TRS' independent consulting actuary conducts an actuarial valuation of pension assets
and liabilities. In even-numbered years, this analysis is combined with the goals included in the funding policy
to determine the contribution level TRS should request from the legislature in its Legislative Appropriations
Request (LAR). The funding objective outlined in the current funding policy is to achieve at least 100%
funding of benefit costs. If after the phase-in of all contribution rates, the unfunded liability for the pension
fund is not projected to begin to decline by the fifth year following a current valuation, TRS will request
contribution rate increases in its LAR sufficient to begin to reduce the unfunded liability of the System.

The funding policy adopted by the Board provides a strong step towards focusing on reducing the unfunded
actuarial accrued liability (UAAL) over time. The plan finances benefits by investing funds seeking to achieve
the assumed rate of return. For TRS, the assumed rate of return is 7.00%.

67


https://www.youtube.com/watch?v=pe7Y_ilH8uk
https://www.trs.texas.gov/TRS%20Documents/actuarial_experience_study_2022.pdf.pdf

Pension Trust Fund

Long-term financial planning for the TRS Pension Trust Fund is driven by the funding policy and the strategic
plan, which are both adopted by the TRS Board of Trustees. In the defined benefit plan, contributions are
invested to generate income from which benefits are paid. Contributions are comprised of three sources —
member, state, and employer. The financial health of the pension program is based on the following equation:

-

Contributions

al

Investment

Benefits Expenses
Income

Sources of Pension Fund Revenue since inception

(FY 1938 - 2023)

61%

$246.1
Investments

The invested assets of the Pension
Trust Fund are a major contributor of
resources used to pay annuitants.
Since the fund'’s inception in 1938, 61%
of all trust fund revenue is related to
investments. Investment earnings are
largely dependent on global market
conditions and the asset allocation
strategy. Investing costs are generally
netted against investment returns.
Reduced investing costs going forward
should support investment returns.

_19%

$75.7
Member Contributions
Member Contributions are established in statute.

Pension
Trust
Fund -
20%
Assets $81.1
$ in Billions State & Employers

The state contribution rate is established in the
General Appropriations Act (GAA) and statute.
The FY 2024 contribution rate is 8.25% of
eligible compensation, with no expected
change in FY 2025. There are over 920,000
actively contributing members in TRS, growing
at a rate of approximately 1% per year. Public
education employers contributed 1.90% of
payroll for FY 2024 and increased to 2.00% in
FY 2025. There were 1,350 contributing
employer entities for FY 2023.

Benefits & Expenses

Benefits paid generally grow 6% per year. The standard annuity consists of a monthly benefit that is
disbursed to retirees for the duration of their retirement years. This benefit is calculated based on the
statutory benefit formula. Pension recipients encompass both retirees and beneficiaries. In FY 2023, TRS

paid $13.6 billion in annuities to retirees and their beneficiaries. Administrative expenses for benefit
operations are increasing due to an increased focus on customer service and meeting service levels.
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Pension Trust Fund Projections

Pension Trust Fund

Actual
FY 2023

Estimated
FY 2024

Estimated
FY 2025

Variance
FY 2024 to
FY 2025

Beginning Fund Balance 184,186,378,833 187,170,535,558 210,506,680,536 23,336,144,978
Revenues
Member Contributions 4,546,448,772 4,967,187,842 5,146,006,604 178,818,762
State Contributions (Appropriated) 2284112206 7466757366  2,968,381,106 (4,498,376,260)
Employer Contributions 2,892,191,022 3,144,819,643 3,258,033,150 113,213,507
investment Income & Other 6033498822 23798826222  17.975659,543 (5,823,166,679)
Gain/Loss on Capital Assets — 27,156,818 — (27,156,818)
Total Fund Revenues 16,656,250,912  39,404,747,891  29,348,080,403 (10,056,667,438)
Expenses
Benefits Paid 13,586,006,448  15800,545841  14,402,120,835 (1,488,425,006)
fr\]‘\j/g‘s'gn%"gg?;f;é%g‘#ﬁ;g? 85187730 178057072 210491930 32,434,858
Total Fund Expenses 13,672,004,187  16,068,602,013  14,612,612,765 (1,455,990,148)
Ending Fund Balance 187,170,535,558  210,506,680,536 225,242,148,174 14,735,467,638
Percent Change 7%

* Member and employer contributions are growing at an anticipated rate of 3.6%. Contributions are based on the
expected rate of covered payroll growth which aligns with long-term demographic trends.

«  State contributions in FY 2024 includes $1.645 billion authorized in Senate Bill 10 to provide a one-time stipend to
certain annuitants to be paid in September 2023. In the November 2023 election Texas voters approved a
constitutional amendment to provide a cost of living adjustment (COLA) for annuitants who retired on or before
Aug. 31, 2020 totaling an additional $3.355 billion in funding. The COLA was applied to eligible annuitants'
payments beginning with their January 2024 payment. In FY 2024, TRS provided $1.1 billion in annuity payments
to more than 500,000 annuitants per month.

«  The FY 2024 net position balance includes the recognition of the gain on the sale of TRS' headquarters property
on Red River Street in downtown Austin.

«  The annual rate of return on investments for the pension fund for the year ended Aug. 31, 2023 was 3.85%. In FY
2024, investment earnings exceeded expectations due to lower inflation and resilient economic data despite
increased interest rates. The fund is projected to be actuarially sound through the end of FY 2024 with a projected
return of 12.5%. The projected net position balance for FY 2025 reflects the assumed investment rate of return of
7.0%.

«  The FY 2025 Administrative Operating Budget reinstates the $14 million reduction from FY 2024, implements the
state mandated salary increase for all FTEs and includes the costs related to developing internal technologies and
infrastructure related to the Investment Data Modernization Program.
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Health Care Trust Funds

The TRS Board is also the fiduciary for the TRS-Care and TRS-ActiveCare Trust Funds. For these programs,
TRS works with its actuaries to forecast financial trends and estimate funding needs. This process entails
significant analysis and coordination to ensure that plan design changes maintain and encourage the use of
high-value care, revenues are sufficient to pay claims, Legislative changes and directives have been
incorporated, and the Board has adequate information to make decisions.

The health care funds operate on a pay-as-you-go basis; collect revenue from members, employers, and the
state; and use that funding to pay for claims and administrative operations.

Health Plan Premiums and Benefits

The TRS Board adopts changes to gross premiums and benefit levels for each program based on the long-
term financial projections for each fund. Prior to adopting rates, TRS staff provide the Board with updated
projections of fund balances for each trust fund that typically extend several years ahead. These projections
identify the longer-term implications of current benefit and premium levels on the sustainability of each
program. If projections reflect a shortfall, the Board may adopt changes to benefits and/or premiums or
request additional funding from the legislature through the LAR to balance projected revenues and
expenditures.

Projections for the health plans can be difficult to forecast for long periods due to high inflation and volatility in
the health care market and the relatively low margins on which the plans have historically operated.

Following the enactment of Senate Bill 1682, 86™ Legislature, 2019, TRS is required to maintain a balance
estimated to equal 60 days of program claims and expenses to help reduce the impact of short-term volatility
on the program.
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TRS-Care Revenue Sources

The retiree health program, TRS-Care, is financed on a pay-as-you-go basis and benefits are contingent on
funding availability. Revenue comes from six sources - state contributions, employee and retiree
contributions, district contributions, federal programs, and investment income.

Sources of TRS-Care Revenue since inception
(FY 1986 - 2023)

25%

$7.5
State Contributions
The Legislature has discretion to determine

the level of contributions that will subsidize
the cost of gross premiums for members.

» The State contributes 1.25% of the total
active employee payroll.

42%

$12.7

Employee & Retiree Contributions
Employee contributions are based ona
percentage of active public education
employee payroll.

0
12%
: $3.8
District Contributions

District contributions are based on a percentage
of active public education employee payroll.

+ The employer contributes 0.75% of the total
active employee salary.

9%
$3.0
Federal Revenue

TRS-Care
Revenues

$ in Billions

2% $2.6

Federal revenue is dependent upon
congressional action and continued
program funding. Federal funds received
are related to Medicare Part D which
provides retiree prescription drug subsidy
reimbursements on behalf of certain plan
participants. Additional subsidies are
received under TRS-Care's Employer
Group Waiver Plan (EGWP) for direct
subsidies, catastrophic  reinsurance
subsidies, and low-income subsidies.

= Active Public Education Employees
contribute 0.65%

Retiree premiums are determined by

i 0,

Medicare status and dependent coverage. 9 /0
$0.6 Supplemental Appropriations
Investmentincome Supplemental appropriations include funds owed to

TRS by the state based on actual active member
payroll and requested amounts when the statutory
funding amounts are not sufficient to cover estimated
cost growth.

Investment income is earmned on the
cash balance that is maintained with
the State of Texas Treasury.

TRS-Care has a healthy and growing fund balance due to legislative changes that took effect in 2018 along
with recent federal Medicare changes and TRS’ diligent management, among other factors. Specifically,
these changes have generated savings for the TRS-Care Medicare Advantage plan, the plan for TRS retirees
who are Medicare eligible. TRS-Care Standard premiums remain competitive compared to other plans in the
market. TRS continues to actively manage TRS-Care and make incremental adjustments to premiums to
respond to market trends and ensure the sustainability of TRS-Care. TRS projects that with incremental
adjustments, the TRS-Care fund will have more than $3 billion at the end of the next decade.

Benefits & Expenses

Health care claims expense, including pharmaceutical costs, is expected to increase primarily due to to the
projected trend in pharmacy claims. Savings from the procurement of the new pharmacy benefits manager is
expected to generate savings in the future.
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TRS-Care Projections

TRS-Cgre, Health Care Program Actual Estimated Estimated angigznﬁo
for Retirees FY 2023 FY 2024 FY 2025 FY 2025
Beginning Fund Balance 3,117,937,218  3,889,765,203  4,690,999,384 801,234,181
Revenues
State Contributions (Appropriated) 533,605,088 474,190,449 486,045,210 11,854,761
Employee & Retiree Contributions 779,622,742 795,215,197 811,119,501 15,904,304
District Contributions 334,703,238 387,764,786 395,520,082 7,755,296
Federal Revenue 354,575,016 321,044,657 240,690,406  (80,354,251)
Supplemental Appropriations 21,285,114 — — —
Investment Income 130,069,098 209,853,319 156,603,961  (53,249,358)
Total Fund Revenues 2,153,860,296  2,188,068,408  2,089,979,159  (98,089,248)
Expenses
Health Care Claims Paid 1,359,232,796  1,364,669,727  1,370,128,406 5,458,679
Administrative Expenses 22,799,515 22,164,500 25,210,100 3,045,600
Total Fund Expenses 1,382,032,311  1,386,834,227  1,395,338,506 8,504,279
Ending Fund Balance 3,889,765,203  4,690,999,384  5,385,640,037 694,640,654
Percent Change 15%

The covered employee payroll that serves as a base for three of the six revenue sources is expected to grow
along with the growth of active teachers. Payroll growth is projected to be 2%. The state’s share of employer
contributions is appropriated to TRS by the legislature.

For FY 2025, the state’s contribution rate remains at 1.25%, the active public education employee
contribution rate remains at 0.65%, and the district contribution rate remains at 0.75%. Additionally,
supplemental funding provided by Rider 14 of the Senate Bill 1 GAA of the 87" Legislature appropriates
$21.3 million owed to TRS by the state based on actual active member payroll. Due to the uncertainty of
future interest rates, the fund balance model decreases current interest rates by 25% each year.The TRS-
Care Fund is expected to remain solvent through FY 2027.

The increase in administrative expenses includes the implementation of a state mandated salary increase for
all FTEs, the annualization of payroll for positions hired during the FY 2024-2025 biennium, and increase
technological support for enhancements to the health line of business (HILOB).
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TRS-ActiveCare Revenue Sources

The active employee health program, TRS-ActiveCare, is financed on a pay-as-you go basis. Revenue for the
program comes from state contributions, district contributions, employee contributions, investment and other

income sources.

Sources of TRS-ActiveCare Revenue since inception
(FY 2003 - 2023)

29%

$9.7 l _
District Contributions ' g

A 2001 law set the district contribution at a
minimum of $150 per month per employee.
Districts can and typically do contribute more
than the minimum.

TRS-ActiveCare |
Revenues

$ in Billions

47% .

$16.0
Employee Contributions

Employee contributions vary by plan
election and coverage selected. Beginning
with the 2022-23 plan year, TRS-
ActiveCare rates are set on a regional basis
to reflect where employees live and work.
Each of the 20 different education service
centers (ESCs) have the same plan options
and provider access though they have
different rates.

Vo 2%

15%

$4.9

State Contributions

The state contribution flows through school
finance formulas to the Texas Education
Agency (TEA) which flows to the districts that
remit contributions to TRS in one sum. State
law (Texas Insurance Code Section 1579.251)
requires a minimum contribution by the state of
$75 per employee per month, which is
distributed through the Foundation School
Program to schools.

7%
$2.5

HMO Premium Revenue
The actual premium cost paid
by members.

$0.6
Supplemental Appropriations

Additional funding provided by the state
legislature to keep the average premium rate

increase in TRS-ActiveCare below 10%.

0.3%
$0.1

Investment & Otherincome
Investment income is earned on the

cash balance that is maintained with
the State of Texas Treasury.

The TRS Board of Trustees sets the gross premiums to ensure adequate funding for benefits. TRS' size,
contracting strength, and effective management enable TRS to offer employers coverage at a cost that is
14% below similar benefit plans. Each participating employer uses a mix of local and state funds to make a
minimum contribution of $225 per employee per month toward the total premium, and employees contribute
the remaining cost toward the premium. While TRS-ActiveCare offers a competitive gross premium for
employers participating in the program, plan affordability for employees and their families is an ongoing
concern as employees bear a significant share of premium costs when compared to other employers.

Benefits & Expenses

Health care claims expense, including pharmaceutical costs, have been declining over the last few years
through FY 2021. That trend is expected to increase in the near term. Based on market trends, health care
costs grow by over 5% each year.
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TRS-ActiveCare Projections

TRS-ActiveCare, Health Care Actual Estimated Estimated |:\¢a£ioaznﬁo
Program for Active Teachers FY 2023 FY 2024 FY 2025 FY 2025
Beginning Fund Balance 547,539,975 283,836,965 360,494,176 76,657,211

Revenues

Premiums* 1,838,038,136  1,916,902,992  2,006,871,764 89,968,772

Supplemental Appropriations — 304,959,267 283,558,733 (21,400,534)

Investment Income 27,739,321 48,200,848 29,376,985 (18,823,863)
Total Fund Revenues 1,865,777,457  2,270,063,107  2,319,807,482 49,744,375
Expenses

Health Care Claims Paid 2,124,305,802  2,187,995,396  2,297,395,166 109,399,770

Administrative Expenses 5,174,665 5,410,500 5,785,100 374,600
Total Fund Expenses 2,129,480,467  2,193,405,896  2,303,180,266 109,774,370
Ending Fund Balance 283,836,965 360,494,176 377,121,392 16,627,216
Percent Change 5%

*Premiums include State, District, and Employee Contributions as well as HMO Premium Revenue.

Historically, the number of teachers is highly correlated to the state’s population. Population growth has
averaged 2% per year over the past 30 years. For the next few years (i.e. through FY 2025), that growth is
expected to average 1.4% per year.

Employee contributions are highly dependent upon the coverage elections selected. The projections chart
above includes state contributions, employee contributions, and district contributions in the premiums
revenue category. The TRS-ActiveCare Fund balance is managed to avoid a deficit through adjustments in
premiums and benefits. Based on medical trend indicators and current enrollment, health costs are expected
to grow by 5% annually. Therefore, premiums or funding amounts may need to increase depending on actual
costs and enrollment trends. The projected balance is on track to ensure that premiums cover annual claims
costs, but this may change if there is significant enroliment growth. Since the implementation of SB 1444
(86R), which allows districts to opt in and out of TRS-ActiveCare, 132 employers have left the plan, while 14
employers, including some large ones, have joined. Many of the employers who left have expressed interest
in returning, with their first opportunity to notify TRS being December 31, 2026.

Administrative expenses for FY 2025 include additional funds for payroll and benefit related costs due to the
state mandated salary increase for all FTEs.
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Administrative Operating Budget Structure

Budgets and Appropriations

The administrative costs and capital asset outlay for each of the System's funds and programs are controlled
by annual budgets approved by the Board of Trustees. Only the fiduciary funds include an appropriated
component. The Pension Trust Fund receives state contributions from the Texas Legislature's general
revenue appropriations for retirement benefits for active members employed by a participating employer.
Although appropriated by the legislature, expenses for the Pension Trust Fund administrative operations and
capital expenditures are paid from the Pension Trust Fund and not from the state's general revenue fund. For
TRS-Care, the state’s contributions are appropriated from the state's general fund while administrative
expenses are paid from the employee benefits trust fund.

Fund and Department

All of the divisions and departments within TRS are funded by the Pension Trust Fund with the exception of
the Health Division. The Health Division is funded with health care funds which include both TRS-Care and
TRS-ActiveCare. A cost allocation process is used to transfer support costs from the other divisions, including
Other Shared Services, Information Technology, Business Administration, Financial Services, and Benefit
Services divisions to the health care funds.

Support both TRS-
Care, TRS-Active Care,
& Pension Trust Fund

TRS-Care &
TRS-Active Care Benefit Services, Pension Trust Fund
Health Business Administration, Investment
Administration Financial Services, Management

Information Technology,
& Other Shared Services
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PENSION TRUST FUND AND COMMISSION CREDITS

Administrative Operations

Pension Trust Commission FY 2025 FY 2024
Fund Credits Budget Budget
Sources of Funds
k%%?#?é‘t\gtﬁ\/gp&%rrlgﬂ822 219,096,454 219,096,454 211,909,200
g‘fg{g'gngr;\%%:ﬁg{;ﬁgﬂ?: 10,899,746 10,899,746 5336,391
Copial Unexgended Baiance 18,673,000 — 18673000 -
Fringe Benefits 38,616,000 — 38,616,000 36,776,900
Performance Pay Plan 38,152,500 — 38,152,500 55,427,651
Commission Credits — 7,510,000 7,510,000 10,984,500
Total Sources 325,437,700 7,510,000 332,947,700 320,434,651
Uses of Funds
Wages and Benefits 231,457,200 — 231,457,200 223,632,063
Professional Fees and Services 49,488,000 7,400,000 56,888,000 48,433,252
Support Costs 7,344,900 — 7,344,900 6,701,221
Travel 3,094,000 — 3,094,000 2,594,100
Operating Costs 31,147,863 110,000 31,257,863 36,696,689
Capitalized Equipment 2,905,737 — 2,905,737 2,377,326
Total Uses 325,437,700 7,510,000 332,947,700 320,434,651

Pension Trust Fund

Commission Credits

Section 825.312 of the Texas Government Code
provides that the retirement system shall pay from
the expense account of the retirement system
account for the Pension Trust Fund all
administrative expenses of the retirement system.
The Pension Trust Fund is the main source of
funds for TRS operations and is appropriated by
the legislature. When the TRS Board of Trustees
adopts the administrative operating budget, the
approved funding is transferred from the assets of
the pension fund to an administrative fund to pay
for operations in that fiscal year.

The Commission Credits Program is budgeted
and balanced in an addendum to the FY 2025
Administrative Operating Budget in accordance
with budgetary accounting practices. Section 28(e)
of the Securities Exchange Act of 1934 (“Section
28(e)”) provides a “safe harbor” for investment
advisers who incur higher commissions for
discretionary client accounts they manage in order
to receive brokerage and research services that
may or may not benefit those clients. The revenue
generated via Commission Credits is spent
exclusively for investment management purposes.
Commission Credit revenue is not appropriated by
the legislature.
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HEALTH CARE PROGRAMS

Administrative Operations

TRS- TRS- FY 2025 FY 2024
Care ActiveCare Budget Budget
Sources of Funds
Reserved for Administrative Operations 25,210,100 5,785,100 30,995,200 27,575,000
Total Sources 25,210,100 5,785,100 30,995,200 27,575,000
Uses of Funds
Wages and Benefits 19,367,300 2,542,100 21,909,400 18,601,664
Professional Fees and Services 5,424,000 3,119,000 8,543,000 8,423,336
Support Costs 13,800 4,500 18,300 17,500
Travel 205,000 60,000 265,000 267,000
Operating Costs 200,000 59,500 259,500 265,500
Total Uses 25,210,100 5,785,100 30,995,200 27,575,000

Health Division

TRS is authorized by Chapter 1575, Texas Government Code (TRS-Care); Chapter 1579 (TRS-ActiveCare)
to provide high-value and cost-effective health care and customer service for retired and active employees of
Texas school districts, open enrollment charter schools and other eligible participating entities. The chart
above is a summary of the FY 2025 Budget by fund for the Health Division. The health care funds operate on
a pay-as-you-go basis; collect revenue from members, employers, and the state; and use that funding to pay
for claims and administrative operations. The amounts above are for administrative operations only and do
not include claims expenses. The health care administrative budget is not appropriated by the legislature.
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FY 2025 Administrative Operating Budget

DIVISION EXPENSES AND GOALS

Benefit Services

Purpose:

The Benefit Services Division assists members, retirees, and their beneficiaries by providing accurate and
timely processing of benefits and the delivery of comprehensive information to help participants make better
financial, retirement, and health care decisions. Benefit Services also coordinates and administers online
resources for reporting entities to submit reports and to find information on topics such as eligibility,
compensation, and legislative updates.

Benefit Operations Support performs
support for the division by providing
quality assurance reviews monitoring
member interactions for accuracy and

Benefit

Account Services handles many of the
back-office processes such as retirement
eligibility, disability retirement, in-service
death benefits, retiree death benefits, service

consistency, training opportunities, and : Account oredit purchases, and refunds of member
providing workforce management for real Operatlons Services accounts. The_y also provide exce llent
O Suppor{ custqmer service th_rough prowdlng gccurate
f i and timely information to TRS participants
Rrecazing: and reporting employers and ensuring that
beneficiaries receive their monthly payments
Benefit Services on fime.
| e
B

Member Services provides comprehensive technical

assistance and customer service about TRS’ retirement

and related benefits serving TRS members and other

interested parties by telephone via the Contact Center, and

in-person via individual office-visits, lobby walk-ins, and

group benefit presentations.

. e . Expended Budgeted Budgeted
Administrative Budget by Expense Category FY 2023 FY 2024 FY 2025
Salaries and Benefits 25,771,359 32,903,868 34,954,100
Professional Fees and Services 1,844,643 1,131,200 300,600
Other Operating Expenses 165,133 323,900 356,400

Expense Category Total 27,781,135 34,358,968 35,611,100
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Division Goals and Key Performance Indicators:

Aligning to the TRS Strategic Plan (Goal 2), Benefit Services continues to focus on improving the
customer service experience. Benefit Services monitors key benefit services-delivery activities and allows
management to reallocate resources as needed to ensure that key performance standards are being
fulfilled. As membership continues to increase developing and maintaining a knowledge-based system is
necessary for fostering a superior customer service experience.

In FY 2022, the Customer Service Improvement Initiative (CSII) was implemented to address challenges
with maintaining customer service levels. The initiative includes a strong staff retention policy to maintain
competitive salaries and reward excellent performance. Additionally, improving the delivery of member
services to exceed expectations includes year-round training and expansion of quality assurance reviews
to the back-office processing key activities. Since implementation, CSII has helped Benefit Services
achieve or exceed service level targets in FY 2023.

Future process enhancements include adding chat functionality for members and employers, system
adjustments to the automated telephone system, streamlining the menu options, and improving the
member authentication process. Additional goals include increasing capacity to serve members in
different parts of Texas, improving response time to reporting employers, enhancing the reporting
employer portal, and building the operational support for Benefit Services.

Key Performance Indicators (KPI) :&ﬁgl Estzir.f;ed Tza(:éit

Number of TRS Benefit Applications Processed 123,794 108,000 100,000
Number of TRS Retirement Fund Member Accounts Serviced 14,918,440 | 15,263,682 | 15,401,055
Refunds validated within five business days of receiving final deposit and

all paperwork 94% 100% 95%
Benefit estimates mailed within 31 days of request 100% 100% 90%
Retirees receiving first annuity payment within 31 days of TRS receiving

required information or due date, whichever is later 88% 0% 98%
Claims acknowledged within 14 days of receipt of death notification 99% 99% 90%
Claims payments issued within 31 days of receipt of all required paperwork 96% 99% 95%
Calls answered within three minutes 86% 95% 80%
Available benefit counseling office visits - Headquarters (cumulative) 20,367 22,758 20,000
Available benefit counseling office visits - Regional Offices (cumulative) 3,824 5,851 5,000
Regular payroll reports completed by the end of each quarter (cumulative

for fiscal year) 99% 9% 0%
Perform quality assurance reviews for telephone counselors trained to take

member calls (cumulative) 7914 10,248 5,000
Provide pension benefits foundational classroom training for all new hires 97% 96% 100%

(cumulative)
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DIVISION EXPENSES AND GOALS
Health Care Programs

Purpose:

The Health Division works with outside contracted vendors to administer the health care plans offered under
the TRS-Care and TRS-ActiveCare plans. The Health Division has a strong customer service interest in
supporting TRS members and retirees with their health and insurance benefits needs.

Health Operations ensure members have a positive i s Health Engagement serves as a trusted
and seamless ;ustomer sance experlencelz when S = - S resource and engaging with stakeholders to
they engage with TRS. Ensuring members' TRS-Care P b BE] cnsure members have access to accurate and

applications and other requests are processed timely, e timely information that impact TRS members.

consistently, and accurately by having counselors
undergo intensive training on program eligibility Q
requirements and health benefits available. <

Health
Operations \

Health Division

I Health Analytics monitor market trends,
plan financial performance and member
|ﬁ satisfaction with services provided to hold
vendors accountable for meeting contract
/ terms and achieving TRS' goals. Working

Health Finance monitor premium revenue
deposited by participating entities or
received and follows up to ensure

timeliness and accuracy, review credit =]
appeals submitted by participating entities, \

ek e F e
Health Actuarial

Health Actuarial forecast financial trends

and estimate fund balances through

analysis to ensure that plan design

changes maintain and encourage the use

of high-value care and revenues are

sufficient to pay claims.
Administrative Budget by Expense Category Eg%g%d B;?gg;id BFqugg;%d
Salaries and Benefits 14,966,410 18,601,664 20,933,400
Professional Fees and Services 6,001,617 8,423,336 8,543,000
Other Operating Expenses 142,148 550,000 542,800

Expense Category Total 21,110,175 27,575,000 30,019,200
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Division Goals and Key Performance Indicators:

Aligning to the TRS Strategic Plan (Goal 3), the Health Division focuses on improving communication efforts
regarding health care funding needs, increasing the value of health care benefits, and improving the health of

members. Health Division goals include:

+ Serve as a trusted resource and engage with .
policymakers on health care funding.

+ Engage the best health care vendors through .
competitive procurement to ensure our
members have the highest value health care.

* Re-engineer TRS-ActiveCare to better meet
employer needs.

Use data analytics tools to provide assurance
on health care claims compliance.

Ensure access to competitive retiree health
benefits, including dental and vision plans.

Engage and educate plan participants to help
them achieve better health outcomes.

Key Performance Indicators (KPI) :&i?;l Estzignz:ted Tg(r]gzest*
Cost savings associated with relying less on external vendors $3.2M $3.3M $1.5M
Average annual increase in cost of claims experienced by 4% 0.4% <0%
TRS-Care and TRS-ActiveCare compared to S&P trend
EEEEEF?&%%%&%”&Z‘%T&Zaesm”;ﬁ%i%r?ﬁeﬂycﬁ’iﬁi"t%”ﬁeid Memal | diemal | 25% emai
E;rgg% \22 ZFS-Care participants engaged with a primary 76% 76% 76%
rr;lrlijnr?:g/r gglﬁi;%t(ia\;e%re participants engaged with a 70% 1% 1%
Calls answered within 3 minutes 99% 99.8% 80%
Calls answered internally vs. externally 21% 20.11% 50%
,\Pﬂiréii(éiggtigrg rlzﬁéee ;n Disease Management Program by Non- 5% 5.9 59,
(Bsgr?eefriitos Substitution Rate for TRS-Care Prescription Drug 98% 99.8% 98%

*FY 2025 target is an estimate and is subject to change.
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DIVISION EXPENSES AND GOALS
Investment Management

Purpose:

The Investment Management Division (IMD) focuses on achieving superior long-term returns to secure
members’ retirement futures and deliver benefits that enrich their lives. IMD strives to provide the highest
possible risk-adjusted rate of return by using a diversified asset allocation and innovative investment
strategies. IMD is responsible for implementing investment policies within approved guidelines, maximizing
the effectiveness of resources provided, delivering transparent reporting and pre-notification of pending
external investments, complying with relevant laws, collaborating with audit processes, and implementing
Board objectives. As Texas’ largest public retirement system, TRS ranks sixth largest in U.S. public pension
plans and in the top 25 in the world.

Public Markets identify and invest in top tier s Investment Operations is responsible for managing
external managers to provide superior risk- ] the financial and information systems for the IMD.
adjusted returns for the teachers of Texas. The The team works closely with TRS custodian, State

team manages global equities across developed a Street Bank, to ensure that the investment book of
and emerging markets and offers its expertise to records is accurate. Activities include but not limited

other IMD investment teams through industry . to performance retum and attribution validation,
talent management, asset and funds transfer, and

analysis,_par{icipatipn in inv_estment task forces, Public Investment B an asst )

and hosting global industry investment Markets Overatons \‘daﬂy position reconciliation to custodian.

symposia. p \

Investment
Management
External
. Private :
Global Presence, in 2015, TRS established the @ Markets @ External Private Markets has a global mandate to
\ invest in Private Equity, Real Estate and Energy,

Teacher Retirement Investment Company of
Texas (“TRICOT") in London to further deepen
relationships with leading private market investors
which provides increased direct and co-
investment deal flow, enhanced risk management
from increased knowledge of the market, value-
added due diligence capabilities by having an on-
the-ground presence, and improved response
time during our assessment of investment

Natural Resources & Infrastructure. The team
partners with best-in-class managers through

§ commingled funds, separate accounts, co-
e e investments and direct investments to enhance
TRS's long-term risk-adjusted returns and provide
diversification to the overall Trust.

opportunities.
Administrative Budget by Expense Category E;e%‘;%d BFqugg;id BFqugggesd
Salaries and Benefits 42,785,315 58,744,790 63,945,270
Performance Pay Plan — 55,427,651 38,152,500
Professional Fees and Services 9,596,759 11,100,500 16,343,000
Other Operating Expenses 22,363,180 9,804,000 4,015,000
Expense Category Total 74,745,254 135,076,941 122,455,770
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Division Goals and Key Performance Indicators:

Aligning to the TRS Strategic Plan (Goal 1), IMD maintains current competitive advantages, long-term
sustainability, and total investment returns by prudently and transparently investing trust fund dollars using an
asset allocation designed to achieve an efficient risk-adjusted return using key external partners and
periodically comparing against peers. Investment Management goals include:

+ Maintain an effective investment governance + Manage cost structures to increase net alpha

structure. generated.
+ Enhance current competitive advantages and « Serve as a trusted resource and engage with
total returns. policymakers on pension funding and plan
design.

Key Performance Indicators (KPI) A?(gti?;l Es’ﬁ&z:te d Tzat:ggt
# of Years-Amortize TRS Retirement Fund Unfunded Actuarial

Accrued Liabilty 290 30.0 300
TRS Retirement Fund 5-yr Avg Time-weighted Rate of ROI

Performance 6.4% 7.9% 7.0%
TRS Retirement Fund 20-yr Avg Time-weighted Rate of ROI

Performance 7.4% 7.2% 7.0%
Investment Performance Relative to Board Approved Benchmark +173 bp +146 bp +100 bp
TRS Retirement Fund Investment Expense as Basis Points of Net 46 1 53 3 515
Assets ' ' :
Return in excess of the benchmark return for the Total Trust

(Three-Year Rolling) +96bp +173bp +100 bp
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DIVISION EXPENSES AND GOALS
Information Technology

Purpose:

The Information Technology (IT) Division is responsible for all aspects of TRS’ technology resources and
systems implementation. IT seeks to be business enablers, providing technology and information solutions
that enhance the efficiency and effectiveness of TRS benefit delivery and operations. IT focuses on the
division’s core values of excellence, accountability, and customer service, which complement the overall
agency core values.

Product Development & Delivery
provides support for the maintenance of
current legacy and Line of Business

Enterpreise Data & Analytics advances data
management concepts, technologies, and

capabilities under this program to support the ent !
increasing demands to become more data applications. Ensuring proposed changes
to the production applications and

centric and drive efficiencies in the Business g 'O
technical infrastructure meet acceptable

Intelligence and Data Analytics efforts X y
throughout the organization. ) . Product performance standards using previously
Enterprise Data Development & determined performance baselines.

& Analytics Delivery

Information
Technology

Business Relationship Management Business Enterprise
manages Business partner facing activities for " Relationship Infrastructure

IT including promoting engagement, :
implementing effective governance for core gj Management Services
X

precess areas within IT, providing systems
support to the TRS user community for
complex PC hardware and software related
questions, and troubleshooting issues.
Promoting enterprise process effectiveness

" Enterprise Infrastructure Services
provides business and enterprise application
support and services, ensuring the
infrastructure and operations are reliable,
available, and secure.The business unit also
delivers data center, disaster recovery,
security, monitoring/alerting, mobility,

and efficiency through innovation, training, ________________ service management, and support for all
collaboration, and supporting technologies TRS office locations.

concerning business analysis and project

management activities.

Administrative Budget by Expense Category E;(gez%c;%d B&igggz‘d B&igg;esd
Salaries and Benefits 14,172,594 19,940,416 22,743,310
Professional Fees and Services 6,206,042 7,069,300 9,697,000
Other Operating Expenses 16,660,291 23,422,700 22,100,300

Expense Category Total 37,038,927 50,432,416 54,540,610
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Division Goals and Key Performance Indicators:

Aligning to the TRS Strategic Plan (Goal 4), Information Technology ensures that people, processes, and
technology support service delivery to members. Information Technology provides the foundation for

business success. Technology, data, and automation are critical for TRS to meet key business objectives.

Information Technology goals include:

.

Develop, maintain, and enhance IT systems
and infrastructure in support of TRS business
needs.

Expand and evolve from an office-centric
design to a hybrid remote work environment
that provides fluidity, flexibility, and security.

Provide advanced data analytics tools and
data management practices to gain business
intelligence and improve decision-making.

Implement modern information systems
across all lines of business with priority on
modernization of legacy systems and strategic
digital transformation.

Improve digital operating technology models
to enhance continuous business process
improvement and provide operational
efficiencies.

Key Performance Indicators (KPI) Azc?tiil Esﬁ?nz:te d Tza?'gzygt
Percent of network/systems uptime 99.98% 99.98% 99.90%
Percent of business-critical application uptime 99.91% 99.87% 99.50%
Percent of available system capacity 47.44% 48.89% 80.00%
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DIVISION EXPENSES AND GOALS
Financial Services

Purpose:

The Financial Services Division supports the mission of TRS through customer-focused and fiscally
responsible financial management that includes a variety of accounting support services. The division
accomplishes that by developing and maintaining a sound, professional, and systematic risk management
and capital allocation system; while maintaining strong, customer-focused relationships. These activities
include investment accounting, accounts payable and travel, accounting and reporting, employee payroll and
time administration, data analytics, budget and financial analysis, and strategic planning and enterprise
performance.

Enterprise Risk, Strategy & Performance
focuses on the strategic planning, risk

, and continuous imp t of the
agency on an enterprise, departmental, and staff
level. Responsible for the development of the TRS
Stategic Plan and Areas of Focus (AOFs)

Accounting and Reporting records and
reconciles transactions related to tax, annuity
payments and various revenue types. Reporst
financial transactions to local, state, federal and
international entities and support our members

e with issues related to tax and payroll to ensure
PY | e e accurate and timely reporting.
(3]

Accounting &

Reporting

Accounts Payable and Travel process

purchase vouchers for payment of goods and

services, manage and track agency invoices
# from receipt fo approval, and providing agency-

" y . ; wide support for reviewing and processing travel
Budget and Financial Analysis prepares and @ ' requests and claims for reimbursement, and
maintains agency operation budgets, legislative s Budget & \ directing post payment audit activities
reports, and position control. The team analyzes 090 = ial \
funding requests, advises of financial impact, and |nanz:|_a \
presents viable altenatives supporting timely Analysis
decision-making by executive management i

Financial Services

Employee
Payroll & Time

Administration

Employee Payroll & Time Administration are
dedicated to processing accurate and timely
Investment employee and TRICOT direct hire compensation
Accounting payments, annuitant excess benefit payments
and to maintaining time records that are
compliant with state, federal and international
regulations. We are a service-oriented

Analytics and Financial Insights Group
focuses on transforming processes and

inaccessible data into scalable automated -
solutions while improving transparency and department, committed to providing support

increasing agency wide access to financial . L regarding all aspects of payrol, time
data ey - g administration, policy and procedure.

Investment Accounting provides independent
review and oversight of investment financial
information accounted for by the system’s
custodian bank and reported TRS financial and
Investment Management Division reports as well
as the Annual Comprehensive Financial Report
(ACFR)

Administrative Budget by Expense Category Eé(eezrb(;%d BF”ngg;id BF"\?E’S;%"

Salaries and Benefits 4,959,473 6,528,420 6,867,870
Professional Fees and Services 480,662 805,874 849,500
Other Operating Expenses 70,629 166,860 173,100

Expense Category Total 5,510,764 7,501,154 7,890,470
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Division Goals and Key Performance Indicators:

Aligning to the TRS Strategic Plan (Goal 1), Financial Services continues to support the core services by
sustaining a financially sound pension system and achieving excellence in the delivery of TRS goals.

Financial Services goals include:

+  Process employee compensation payments +  Ensure investment information reported by
efficiently and ensure employee time records TRS is complete and free of material
are in compliance with state, federal, and misstatements by using a risk-based oversight
international statutes and requirements. approach that relies on a combination of

independent reconciliations, duplicate record
keeping, cash flow oversight, subledger to
general ledger reconciliations, and control
reviews.

+  Prepare and compile agency financial reports.
Maintain the integrity of financial data and
transactions.

+  Provide timely and accurate expenditure
of agency funds in a consistent manner while
complying with certain provisions of the
constitution, statutes, and rules of Texas
related to expenditures.

+ Ensure TRS has appropriate budget to
provide and sustain resources necessary to
successfully carry out TRS’ mission, goals,
and objectives to serve members.

+ Implement advanced data analytics tools and
data management practices to increase
transparency of data and reporting efficiency.

+  Conduct meetings with all the business units
to identify opportunities for improved
productivity, process efficiencies, performance
monitoring, and risk management.

2023 2024 2025

Key Performance Indicators (KPI) Actual

Estimated  Target
Request the increased state contribution as passed by SB 12in2019|  8.00% 8.25% 8.25%
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DIVISION EXPENSES AND GOALS
Business Administration

Purpose:

The Business Administration Division is responsible for supporting the mission of TRS through customer-
focused business operations that include a variety of support services. These activities include purchasing
and contracting, records management, print and mail services, security, safety and prevention, facility
operations and maintenance and enterprise program management.

. ) Facilities Management provide ongoing operations and
_E?te;pnsle F['jrogrgll_m llﬂaﬁnagl_ame&t alnr:smto mak: TE;S r: ot maintenance for TRS grounds and facilities including kitchen
Irtierincll.anc festient SEApISE P00 e SRCATEN. Of enlenies equipment, sound equipment, mechanical equipment, irigation
stralbay” an micgraion of: project.menanenief, pAnciples. Froaes systems, electrical systems, plumbing systems, and the heating,

project govemance, project management, and research and analysis o o B - L e

i 7 I 3 smer = ventilation, and air conditioning (HVAC) systems, set up
:1: Ofgr;iﬂgztglr:!; nv;gllo?smi?hla;es ;:gé“:g‘c?tf: ::g E:::::rgz =" e conference rooms for meetings, move furniture and set up work
neded e WIS, areas, and provide transportation as requested.

Enterprise Facilities

: g Management

Printing, Mail, and Supply Services
ensures customer satisfacion and
quality service with the production of

Printing, Mail, & printed  materials for TRS. The
SuppRrgéemiées @ department also processes and delivers

Records Management & Imaging

manages TRS records and information in !
compliance with all applicable laws, rules,

and regulations according to industry best ¢ Q
practices. Provides accurate, fimely, and EJ Management

effective service to users. Also provides & Imagin % i all incoming and outgoing mail,
document imaging services to the ' ang Business ! manages agency office supplies, and
agency, currently primarily supporting the : Administration : coordinates  mass  mailings  with
Benefit Services Division. i ] vendors.

Procurement &

Y Contracts
Procurement and Contracts serves, supperis, and / r Security & Saf rovides 3 2447 securil
collaborates with customers fo deliver innovative, Contract pmsen?; pmmsp surveillance  of TRg
timely, and accurate procurement  solutions. ; Management grounds and buildings, controls access to
Focused on maintaining the fiduciary trust and Office TRS grounds, and manages the following

committed to effective procurement services and
contract oversight to maximize best value.

programs for TRS3: safety, insurance,
business continuity, disaster recovery, and

Contract Management Office iz responsible for ensuring
contract requirements are met and that products and services
are delivered on time, and the financial interests of the agency
are protected through facilitation, coordination, and monitoring
of confract processes and the resclution of contract-related
issues.

Administrative Budget by Expense Category E;g%g%d BFqugS;id BFL?%;?
Salaries and Benefits 6,464,358 8,383,447 8,640,380
Professional Fees and Services 798,344 3,513,961 1,814,600
Other Operating Expenses 10,069,396 10,523,008 10,763,000

Expense Category Total 17,332,098 22,420,416 21,217,980
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Division Goals and Key Performance Indicators:

Aligning to the TRS Strategic Plan (Goal 4), Business Administration continues to support the core services
by providing ongoing business operations focusing on a specific set of shared services to achieve excellence

in the delivery of TRS goals. Business Administration goals include:

.

Improve and maintain effective procurement
and contract management practices. Deliver
innovative, timely, and accurate procurement
solutions while maintaining fiduciary trust.
Promote purchasing selection practices that
foster meaningful and substantive inclusion of
historically underutilized businesses (HUBS).

Develop and sustain a comprehensive records ¢
and information management program that
governs all aspects of the information lifecycle
(retention, management, storage, and
disposition) built around industry best
practices.

Ensure customer satisfaction with the
production of printed materials for TRS
through coordination and communication with
business units. Provide the distribution of
office supplies and all incoming and outgoing
mail efficiently and timely.

Provide a clean, comfortable, and safe
environment for all TRS personnel and visitors
through the ongoing maintenance of TRS
grounds and facilities and ensuring a 24/7
security presence is on-site providing
surveillance and controlling access to TRS
grounds and buildings.

Advance TRS headquarters occupancy
strategies by managing and monitoring major
and minor improvement projects to ensure the
adherence to building codes, specifications,
safety, and agency standards.

Ensure TRS capabilites to operate
continuously even under adverse conditions
by managing the business continuity planning
and disaster recovery programs.

Transform TRS into a more intentional and
resilient enterprise by fostering collaboration
and partnership with internal and external
stakeholders enhancing their productivity and
success.

Key Performance Indicators (KPI)

2023 2024 2025

Actual Estimated Target

Increase number of HUBs utilized for Commodities 31% 34% 35%
Increase number of HUBs utilized for Other Services and o o
Professional Services 32% 35% 35%
Increase number of HUBs utilized for Special Trade 85% 76% 50%
Percent increase of HUBs that are solicited within the bi-annual and o
annual HUB reports 3% 2% 3%
Review high-dollar/high-risk contracts to determine vendor

performance 100% 78% 85%

91




DIVISION EXPENSES AND GOALS
Other Shared Services

Purpose:

Improving the retirement security of members by prudently investing and managing the trust assets and
delivering benefits that make a positive difference in their lives. Other Shared Services provides direction to
the agency by developing and implementing strategies and programs to promote effective and responsible

operations.

Communications provides full service, innovative,

and

effective communication solutions to internal and external
customers. Services include management of media relations,
social media, print publications, website design/content,

member outreach and engagement, and website accessibility.

Organizational Excellence ams to be a
proactive and mission-driven business partner
to all TRS staff, divisions, and departments.
The unit offers many services to help attract,
retain, and a develop a highly competent staff
and is committed to promoting a diverse and
inclusive workplace that best positions TRS to
serve its members.

Communications

Organizational
Excellence

Other

Shared Services

Legal &

Legal & Compliance serve as trusted Compliance

advisors and confidants to TRS staff.
We help identify and mitigate risks and
provide education in a spint of
transparency and frust.

Government Affairs

Government Affairs performs advanced legislative work that
involves planning, organizing, coordinating, and moniforing
activities related to legislation affecting TRS. The unit develops
and implements strategies and programs to promote effective
governmental relations, including communicating with government
officials and representing the agency at legislative hearings,
responding fo legislative inquiries, and tracking, analysis, and
implementation of legislation.

Intemal Audit

Board of Trustees of TRS is responsible for the general
administration and operation of TRS, and is authonized by
law to adopt rules for the administration of TRS and the
transaction of the business of the Board.

i
LRSS

Executive is the principle agency liaisons to
the Board of Trustees as well as the primary
representatives of TRS o the legislature and
statewide elected leadership. Additionally,
executive management provides strategic
direction, operational oversight to all
functions of the organization, as well as
expertise on pension policy and issues

Internal Audit provides independent,
objective assurance and consulting
services designed to add value and
improve the organization'’s operations.
Internal Audit helps the organization
accomplish its objectives by bringing a
systematic approach to evaluate and
improve the effectiveness of risk
management, control, and governance
processes

Information Security Office is responsible for maintaining the
confidentiality, integrity and availability of IT systems and business
data. The Information Secunty Office focuses on information and

system risk assessments

through vulnerability and compliance

scanning, information governance via policy management and
enforcement, and securing the TRS network infrastructure and

current technologies with
applications.

state of the art secunty devices and

Administrative Budget by Expense Category

Expended
FY 2023

Budgeted
FY 2024

Budgeted
FY 2025

Salaries and Benefits

28,349,265

32,461,418

44,934,370

Professional Fees and Services

3,455,520

6,424,725

8,662,800

Other Operating Expenses

2,117,954

3,128,868

4,444,700

Expense Category Total

33,922,739

42,015,011

58,041,870
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Division Goals and Key Performance Indicators:

Aligning to the TRS Strategic Plan (Goal 4), Other Shared Services ensures that people, processes, and
technology align to achieve excellence in the delivery of TRS goals. The objective is to foster a culture of
fiduciary responsibility and ethical conduct. Other Shared Services goals include:

Attract, retain, and develop a diverse and highly competent staff.
Promote a strong workplace culture that is inclusive and fosters creativity and innovation.

Maintain workforce planning strategies which provide continuous improvement for remote work,
succession planning and knowledge transfer initiatives.

Enhance the information security program to effectively counter current and emerging threats and
risks facing TRS.

Optimize security architecture and operational capabilities to thwart advanced threats and mitigate
vulnerabilities.

Expand the governance, risk, and compliance (GRC) program to include security and privacy
management, risk/fraud forecasting, and education.

Foster a culture of fiduciary responsibility and ethical conduct.

Embed/integrate a culture of ethics and compliance within the business process.
Enhance visibility of and accessibility to Legal & Compliance throughout TRS.
Improve strategic communications with a customer-centric focus.

Execute on the Member and Employer Outreach Plan to better help members and employers fully
know and utilize benefits, engage with TRS, plan for retirement, and remain informed post retirement.

Implement legislation.

Address, manage and/or eliminate bias, harassment, and discrimination in demonstration of our equal
opportunity policy and equitable access commitment.

Build on the legacy of the TRS culture to ensure that the organization remains a welcoming and
satisfying place to work for all TRS employees, contractors, and community partners.
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Key Performance Indicators (KPI)

Employee engagement index score

2023

Actual

2024
Estimated

2025
Target

(Energage/Top Workplaces survey) 4.57 4.0 or greater | 4.0 or greater
TRS percentage er-cr;?a o A minimum of

TRS voluntary turnover rate vs. state turnover rate below State average g low St gt 25% below

49.8% clow Slale | state average
average <50%

Cultural intelligence training (cumulative) 4 4 4

Number of systems with completed security assessment 28 20 20

validations (cumulative)

Number of projects with Information Security involvement

(cumulative) 48 2 2

Number of systems built out in Information Security’s risk 6 5 5

management platform (cumulative)

Phishing Click Rate - Percent of people who clicked the

phishing exercises 7% <12% <12%

Respond to 100% of customer inquiries received via social

media within regular business hours or next business days 100% 100% 100%

Produce all TRS/IMD publications by established deadlines 100% 100% 100%

Respond to 100% of media inquiries received within 1

business day 100% 100% 100%
100% provided | '00% Provided

Train 100% of staff on ethical standards annually timely / 97% com};)I etedo 100%
completed timely timely

Maintain current policies and procedures 100% 100% 100%

E’e%récitrgw 100% regular and random quarterly testing & 100% 100% 100%

Increase number of visits/views of outreach plan 20% 20% 20%

communications products (e.g., videos, web pages)
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DIVISION EXPENSES AND GOALS
TEAM Program

Purpose:

TEAM, a multiyear initiative, is the name for the related projects that will modernize TRS technologies and
business processes, allowing greater flexibility in providing service to TRS membership and reducing the
risks of obsolete technology. TEAM is a cohesive collection of components designed to meet the business
and technology objectives of TRS over the next 10-20 years. It focuses on addressing the changing
expectations of a growing membership, providing for the collection and maintenance of accurate and reliable
data, expanding the number of automated processes, and incorporating modern technologies.

Payment Annuity
Addresses Payroll & Tax
Reporting

Healthcare
Line of Business

Web Self- Report

Service/ of Death
MYTRS

Pension Line
of Business

Retirement Application &
Death Claims Processing

Administrative Budget by Expense Category E;‘g%g%d BFqugg;id BFqugz;g;esd

Salaries and Benefits 7,151,605 9,486,015 10,718,400

Professional Fees and Services 5,061,832 6,165,500 6,297,500
Expense Category Total 12,213,437 15,651,515 17,015,900
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Division Goals and Key Performance Indicators:

Aligning to the TRS Strategic Plan (Goal 4), the TEAM Program objective is to implement a modern pension
and health care benefit information systems. As part of TEAM, TRS is implementing a new, modern pension
administration system called Teacher Retirement Unified System for Technology (TRUST). The first phase of
TRUST was implemented in October 2017 and consisted of employer reporting, active account management,
refunds, retirement estimates, and customer relationship management (CRM). In April 2023, the Retirement
Application and Death Claim Processing (RAP/DTH) release successfully launched to streamline and
expedite the processing of retirement applications and death claims, enhancing efficiency and accuracy while
reducing manual efforts for staff. -TEAM continues to prioritize the Payroll, Benefit Adjustment, and Tax

(PBT) code release. The estimated completion date is 2026.

.

TEAM will improve TRS' ability to serve
members by allowing TRS to be more
responsive to member needs, mitigating risks
associated with aging legacy systems, and
providing greater flexibility to meet future
technology and regulatory changes.

TRS can be more responsive to the needs of
a growing membership base by leveraging
leading technology services and tools to
deliver accurate and timely benefits, enhance
external communications, and streamline
internal work processes for greater efficiency.

The TEAM Program will also deliver tools and
techniques that offer greater flexibility for TRS
to respond to future demands and regulatory
changes, such as cost-of-living adjustments or
benefit design changes. Building the
foundation for future technology needs.

Upon completion of TEAM, TRS will have
upgraded pension and health insurance
administration systems running on modern
technology reducing agency risk by replacing
aging legacy systems and implementing more
modern and accurate data and system

security.

2023 2024 2025
Key Performance Indicators (KPI) Actual  Estimated  Target
Percent Complete - Design, build and test Pension LOB Retirement
Application & Death Claims Processing Release 100% N/A N/A
Percent Complete - Design, build and test Pension LOB Payroll &
Tax Release 54% 73% 9%

97



DIVISION EXPENSES AND GOALS
Investment Data Modernization

Purpose:

The Investment Data Modernization (IDM) Program was created in response to the growing demand for
enhanced asset monitoring and a desire to develop a long-term data strategy to modernize investment data
platforms and fiduciary oversight. The project will include five key products designed to deliver modern end-
to-end investment data management capabilities at scale, to introduce business agility for the next decade, to
optimize operational and financial risk across the agency, and to align with industry trends and peers.
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Administrative Budget by Expense Category E;e%%%d B&igg;id BFqugz]g;%d
Salaries and Benefits 42,802 578,230 1,477,000
Professional Fees and Services 1,283,481 11,400,000 12,923,000
Other Operating Expenses 35,000 1,000,000 2,750,000
Expense Category Total 1,361,283 12,978,230 17,150,000
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Division Goals and Key Performance Indicators:

Aligning to the TRS Strategic Plan (Goal 4), the focus of the project is to modernize TRS' data management
systems with industry standard solutions that provide reliable data in support of investment decision-making
and enhance the ability to perform fiduciary oversight of the trust asset valuation and performance. This
project will address the functional and technical gaps in the current legacy data architectures and systems.

The estimated completion date is September 2027.

Master Data Management (MDM) centralizes
management of all market data with robust
mapping and data lineage capabilities. It
enables rapid data ingestion and validation
process to deliver consumption ready data to
enterprise stakeholders when needed.

Investment Book of Record (IBOR) serves as
a source for real-time intra-day portfolio views
to provide greater transparency, support
investment  decision-making, and better
manage risk and exposure. IBOR also
enables automation of Accounting and
Custody functions leading to enhanced
support to the front office.

Parallel Investment Accounting Book was a
recommendation from the Sunset Commission
staff. IT serves as a valuation source from
beginning of day IBOR and independent
verification of Custodian and helps leverage
intelligent data management and flow, to
provide shadow net asset value (NAV) for
private markets.

Intelligent Document Processing (IDP) helps
leverage automation for stronger governance
and enforcement of digitized investment
documents to gain new investment and risk
insights. IDP also provides the ability to
extract and store previously inaccessible
investment data (i.e., meta data) and
transform it into searchable and consumable
formats.

Data Hub is a platform that provides
centralized secure access to tightly integrated,
reliable, and aggregated investment data for
enterprise consumption, utilizes a strong data
management and governance foundation to
improve data operations and provide fit-for-
purpose data, and enables self-service
capacities and provides for standardization of
data delivery. The data hub will support future
investment data solutions as a key element of
the overall technology ecosystem strategy.

Key Performance Indicators (KPI)

2024

Estimated

Implement Investment Data Modernization to improve trust asset monitoring
and fiduciary oversight

In progress
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Pension Trust Fund

Expenses by Fund

Expended Budgeted Budgeted Variance from
FY 2023 FY 2024 FY 2025 FY 2024 to FY 2025

Salaries and Wages 106,014,358 130,000,884 152,060,500 22,059,616 17%
Longevity Pay 768,540 938,820 1,070,700 131,880 14%
Retirement Contributions 4,789,058 10,700,300 11,241,700 541,400 5%
Social Security Contributions 7,089,769 10,022,600 10,501,600 479,000 5%
Health Insurance Contributions 9,997,087 15,958,300 16,792,700 834,400 5%
Benefit Replacement Pay 19,168 35,700 20,000 (15,700)  (44)%
Other Employee Benefits 1,018,791 1,370,000 1,617,500 247,500 18%
Performance Pay Plan — 55,427,651 38,152,500 (17,275151)  (31)%

Total Salaries and Benefits 129,696,771 224,454,255 231,457,200 7,002,945 3%
Professional Fees and Services 25,268,020 43,759,560 49,488,000 5,728,440 13%
Consumable Supplies, Fuels 474,089 735,900 733,900 (2,000) —%
Utilities 1,173,352 1,537,589 2,637,200 1,099,611 72%
Travel 1,291,426 2,594,100 3,094,000 499,900 19%
Rentals 4,848,939 1,577,427 1,364,500 (212,927) (13)%
Dues, Fees, Staff Development 578,604 1,216,181 1,075,900 (140,281)  (12)%
Subscriptions and Reference
Information 53,612 149,743 171,500 21,757 15%
Printing and Reproduction 179,230 269,520 400,000 130,480 48%
Postage, Mailing, Delivery 4,780,461 3,253,021 3,684,000 430,979 13%
software Purchases and 10,160,186 16,161,378 15,493,600 (667,778)  (4)%
Computer Hardware Service 1,058,525 550,000 1,402,000 852,000 155%
Miscellaneous Expenses 5,179,000 4,756,874 4,482,263 (274,611) (6)%
Insurance Premiums 917,396 1,000,850 1,142,100 141,250 14%
Furniture and Equipment -
Expensed 1,744,810 2,206,122 3,296,500 1,090,378 49%
Building/Equipment
Maintenance 1,736,083 2,850,305 2,609,300 (241,005) (8)%

Total Operating Expenses 34,175,713 38,859,010 41,586,763 2,727,753 7%
Furniture and Equipment - 849955 2,377,326 2,905,737 528411  22%

Capitalized

Grand Total

189,990,459

309,450,151

325,437,700

15,987,549

5%
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The FY 2025 Administrative Operating Budget funded by the Pension Trust Fund consists of a 5%
increase. This budget aims to implement salary and benefit adjustments as part of the 88" Legislature,
reinstate a $14 million appropriation reduction in FY24, annualize costs related to customer service
improvement initiatives, develop internal technologies and infrastructure related to the Investment Data
Modernization Program, and enhance data security and artificial intelligence.

To manage the higher than historical levels of inflation, we are maintaining the reinstatement of FY24
$14 million appropriation reduction to help mitigate the impact of rising prices on our operations. This $14
million reinstatement in FY25 had an impact across all categories - Salaries and Benefits, Professional Fees,
Operating Expenses, and Furniture and Equipment Capitalized. Additional impacts to the categories are as
follows:

Salaries and Benefits are increasing to accommodate the legislative 5% salary adjustments for all
FTEs and to complete the implementation of the Customer Service Improvement Initiative. The Performance
Pay Plan is decreasing because three plan years were paid in FY24, whereas only one plan year is budgeted
for FY25. Benefit Replacement Pay (BRP) is decreasing as this benefit applies to certain employees that
began with the state before September 1, 1995. As these staff retire or leave state employment the need to
pay this benefit decreases.

Professional Fees and Services increased to support the development and implementation of new
technologies related to the Investment Data Modernization Program and to support the completion of the final
TEAM Program deliverable Payroll, Benefit Adjustment and Tax (PBT) code.

Operating Expenses are increasing by 7% overall. The increases in utilities, furniture and equipment
and insurance premiums are to support the transition into TRS' new headquarters. Printing and Reproduction
and Postage, Mailing, Delivery increases are attributed to additional budget included in FY25 for legislative
mailings. The most significant increase in this category is the computer hardware cost. To secure better
discounts, we often pay for multiple years up front on certain contracts. The amount fluctuates from year to
year depending on which contracts have already been covered and when they expire and are due for
renewal.

Furniture and Equipment Capitalized increased 22% to support the implementation of the Investment
Data Modernization Program to modernize the necessary technological infrastructure to enhance fiduciary
oversight, increase productivity with investment decision processes.
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Expenses by Fund

Commission Credits

Expended Budgeted Budgeted Variance from

FY 2023 FY 2024 FY 2025 FY 2024 to FY 2025
Professional Fees and
Services 3,459,263 3,851,500 7,400,000 3,548,500 92%
Dues, Fees, Staff Development — 7,000 7,000 — —%
Subscriptions and Reference
Information — 91,500 — (91,500)  (100)%
Software Purchases and
Service 774,263 257,500 — (257,500)  (100)%
Miscellaneous Expenses 15,681,327 6,777,000 103,000 (6,674,000)  (98)%
Furniture and Equipment 325 — — — —%
Total Operating Expenses 16,455,915 7,133,000 110,000 (7,023,000  (98)%

Total Expenses 19,915,178

Revenue Sources

10,984,500

7,510,000

(3,474,500)

(32)%

Commission Sharing 19,914,853

10,974,500

7,500,000 (3,474,500)  (32)%

Commission Recapture 325

10,000

10,000 — —%

Total Revenue 19,915,178

10,984,500

7,510,000

(3,474,500)

(32)%

Commission Credits refer to the use of a credited portion of brokerage commissions incurred during trade

execution to obtain goods, services, or research. Under Board policy, Commission Credits are used to pay for

research plus goods and services that support the investment decision-making function of TRS.

The FY 2025 Administrative Operating Budget funded by Commission Credits includes funding for broker
research services for Internal Fundamental trades, and investment related conferences or seminars. The
Commission Credits Administrative Operations budget has been decreased to scale down programs due to
decreases in volume and the transition to using hard dollars for certain investment research services. The FY
2025 Administrative Operating Budget also shifted the allocation of funds within the budget to align with

expenditure trends.
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Expenses by Fund

TRS-Care Fund

Expended Budgeted Budgeted Variance from
FY 2023 FY 2024 FY 2025 FY 2024 to FY 2025
Salaries and Wages 10,471,674 12,907,344 15,349,200 244185  19%
Longevity Pay 88,100 96,400 88,000 (8,400) (9%
Retirement Contributions 685,660 1,028,960 1,201,000 172,040  17%
Social Security Contributions 774,851 964,100 1,114,200 150,100  16%
Health Insurance Contributions 915,423 1,211,000 1,453,500 242,500  20%
Benefit Replacement Pay 2,063 2,200 — (2,200) (100)%
Other Employee Benefits 109,291 140,200 161,400 21,200  15%
Total Salaries and Benefits 13,047,062 16,350,204 19,367,300 3,017,096  18%
Professional Fees and Services 4,098,491 5,388,296 5,424,000 35,704 1%
Consumable Supplies, Fuels 1,563 6,300 6,300 - %
Utilities — 7,500 7,500 - %
Travel 62,840 205,000 205,000 - =%
Dues, Fees, Staff Development 9,147 32,000 32,500 500 2%
ﬁ#gﬁ;ﬂﬁgﬁns and Reference 629 6,500 6,500 — _y
Postage, Mailing, Delivery — 200 200 - %
Printing and Reproduction — 1,000 1,000 — —%
Miscellaneous Expenses 17,929 160,000 154,800 (5,200) ()%
Furniture and Equipment 1,305 7,500 5,000 (2,500) (33)%
Total Operating Expenses 93,413 426,000 418,800 (7,200)  (2)%

Grand Total 17,238,966 22,164,500 25,210,100 3,045,600 14%

The FY 2025 Administrative Operating Budget funded by the TRS-Care Fund includes administrative
expenses supporting the costs associated with the TRS employees who operate TRS-Care. The FY 2025
Budget supports the legislative 5% salary adjustments for all FTEs and to complete the implementation of the
Customer Service Improvement Initiative. Additionally, five new FTEs were approved for FY 2025 to
implement and administer new dental and vision plans, and resources to ensure claims-related data
infrastructure supports business objectives to communicate health claims data to analyze market trends,
behavioral patterns, and competitor pricing to optimize pricing strategies for health care.
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Expenses by Fund

TRS-ActiveCare Fund

Expended Budgeted Budgeted Variance from
FY 2023 FY 2024 FY 2025 FY 2024 to FY 2025
Salaries and Wages 1,538,664 1,819,200 2,056,300 237,100 13%
Longevity Pay 17,420 17,100 15,600 (1,500) (9%
Retirement Contributions 103,093 96,660 151,100 54,440 56%
Social Security Contributions 107,211 131,800 142,900 11,100 8%
Health Insurance Contributions 138,306 164,000 151,700 (12,300)  (8)%
Other Employee Benefits 14,654 22,700 24,500 1,800 8%
Total Salaries and Benefits 1,919,348 2,251,460 2,542,100 290,640 13%
Professional Fees and Services 1,903,126 3,035,040 3,119,000 83,960 3%
Consumable Supplies 1,168 1,000 3,000 2,000  200%
Utilities — 1,500 1,500 — —%
Travel 27,333 62,000 60,000 (2,000)  (3)%
Rentals — 1,200 — (1,200)  (100)%
Dues, Fees, Staff Development 11,544 30,000 30,000 — —%
ﬁ‘t#gfrﬁgﬁggns and Reference 278 1,000 1,000 _ 9,
Miscellaneous Expenses 7,404 23,800 25,000 1,200 5%
Furniture and Equipment 1,008 3,500 3,500 — —%
Total Operating Expenses 48,735 124,000 124,000 — —%

Grand Total

3,871,209

5,410,500

5,785,100

374,600

The FY 2025 Administrative Operating Budget funded by the TRS-ActiveCare Fund includes the
administrative expenses supporting the costs associated with the TRS employees who operate TRS-
ActiveCare. The FY 2025 Budget supports the legislative 5% salary adjustments for all FTEs and to complete

the implementation of the Customer Service Improvement Initiative.
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Expenses by Department

Department/Division

Board of Trustees
Executive

Internal Audit

Legal & Compliance
Government Affairs
Communications
Organizational Excellence
Information Security Office
Administrative Costs

Other Shared Services Total

Investment Operations
London Office

Commission Credits
Performance Pay Plan
Investment Management Total

Benefit Services

Benefit Processing

Benefit Counseling

Benefit Accounting

Benefit Operations Support
El Paso Regional Office
Benefit Services Total

Chief Financial Officer
Financial Services
Accounting and Reporting

Accounts Payable and Travel

Employee Payroll and Time
Administration

Investment Accounting

Analytics & Financial Insights

Budget and Financial Analysis
Enterprise Risk, Strategy & Performance
Financial Services Total

Expended
FY 2023
953,203
1,945,432
3,099,605
9,544,842
405,136
1,387,607
6,260,630
1,990,090
8,336,194
33,922,739

52,021,208
2,808,868
19,915,178

74,745,254

538,357
10,273,350
11,440,083

3,407,547
1,470,097

651,701

27,781,135

312,635
4,650,759
161,617
5,276

14,903

10,153
251,385
7,239
96,797
5,510,764

Budgeted

FY 2024
213,000
2,599,000
4,468,610
13,153,275
540,500
2,071,950
9,900,834
3,653,000
5,414,842
42,015,011

64,343,410
4,321,380
10,984,500
55,427,651
135,076,941

672,220
12,148,161
14,585,565

4,106,004
2,009,048

837,970

34,358,968

643,774
6,133,480
184,600
10,600

17,700

91,900
277,400
11,700
130,000
7,501,154

Budgeted

FY 2025
623,000
2,329,770
5,248,240
13,759,640
536,520
2,239,200
10,607,680
4,168,420
18,529,400
58,041,870

71,868,610
4,924,660
7,510,000

38,152,500

122,455,770

994,110
12,461,690
14,503,960

4,619,560
2,147,700

884,080

35,611,100

681,300
6,466,670
210,500
6,000

17,400

91,900
277,400
9,300
130,000
7,890,470

Variance from
FY 2024 to FY 2025
410,000 192%
(269,230)  (10)%
779,630 17%
606,365 5%
(3,980) (1)%
167,250 8%
706,846 7%
515,420 14%
13,114,558  242%
16,026,859  38%
7,525200  12%
603,280  14%
(3,474,500)  (32)%
(17,275151)  (31)%
(12,621,171)  (9)%
321,890  48%
313529 3%
(81,605) ()%
513,556 13%
138,652 %
46,110 6%
1,252,132 4%
37526 6%
333,190 5%
25,900 14%
(4,600)  (43)%
(300) (2%
- %
- _0/0
(2,400)  (21)%
- —0/0
389,316 5%
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Department/Division

Expenses By Department

Expended Budgeted Budgeted

FY 2023

FY 2024

FY 2025

Variance from
FY 2024 to FY 2025

Business Administration 6,090,284 8,485,214 8,125,100 (360,114)  (4)%
Procurement and Contracts 20,176 52,500 52,500 - =%
Contract Management Office — 10,000 10,500 500 5%
Records Management 22,015 34,000 35,000 1,000 3%
Staff Services 653,131 923,945 1,441,500 517,655  56%
Facilities Services 2,476,763 4,468,150 3,440,000  (1,028,150) (23)%
Printing, Mail & Supply 6,255,634 6,083,500 5,933,100 (150,400) (2)%
Security 258,630 382,800 61,600 (321,200)  (84)%
Safety and Prevention 918,076 1,020,850 1,152,100 131,250 13%
Enterprise Program Management 637,389 959,457 966,580 7,123 1%
Business Administration Total 17,332,098 22,420,416 21,217,980  (1,202,436) (5)%
Information Technology 23,236,378 20,148,416 22,961,310 2,812,894  14%
Enabling Technologies 13,802,549 30,284,000 31,579,300 1,295,300 4%
Information Technology Total 37,038,927 50,432,416 54,540,610 4,108,194 8%
TEAM Program 12,213,437 15,651,515 17,015,900 1,364,385 9%
Investment Data Modernization Program 1,361,283 12,978,230 17,150,000 4,171,770 32%
TRS-Care Administrative 17,238,966 22,164,500 24,384,100 2,219,600  10%
TRS-ActiveCare Administrative 3,871,209 5,410,500 5,635,100 224,600 4%

Grand Total

231,015,812

348,009,651

363,942,900

15,933,249
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The FY 2025 Administrative Operating Budget represents an overall 4.6% increase from the FY 2024 budget.
A common factor across all divisions is increased funding for the annualized cost of additional positions hired

during FY 2024 as approved by the Board, and the state mandated salary adjustments for all employees. The

operating budget includes additional funding for continued support for agency initiatives, high consumer
prices, reinstated appropriations reduced from the FY 2024 Administrative Operating Budget, and increased
rates for professional services.

Other Shared Services has an overall increase of 36% which includes funding for new positions
and associated operating costs to support increased cybersecurity demands, to attract, retain, and
develop a diverse and highly competent staff, to expand and evolve from an office-centric design to
a hybrid remote work environment that provides greater fluidity, flexibility, and security. Additional
changes to administrative costs includes increased funding due to the Board elections taking place
every other year, and increased funding for merit allocations and fringe benefits to support
increased headcount at TRS. The FY 2025 Budget includes continued funding for retiree health
insurance, unemployment compensation, and lump sum payments for employees who retire.

Investment Management's budget is decreasing 9% due to the relocation of TRS headquarters,
eliminating the need to rent space from the 816 Congress location as well as reducing the
commission credits program and performance pay plan.

Benefit Services has an increase of 4% which includes annualized payroll and associated
operating costs for the new El Paso Regional Office, and resources to continue meeting customer
service metrics and member expectations through process and system enhancements.

Financial Services has an increase of 5% which includes annualized payroll and associated
operating costs for new positions hired during FY 2024 to support the Customer Service
Improvement Initiative.

Information Technology (IT) has an increase of 8% which includes funding for additional
resources necessary to implement the strategic digital transformations across all lines of business
to make business processes more efficient, and provide internal customer support to agency staff
sustaining business continuity. The FY 2025 administrative budget includes increased funding for
capital projects necessary to support the implementation and maintenance of IT infrastructure, the
continued support for the TEAM Program, the Investment Data Modernization Program, and Data
Center Services.

Health (TRS-Care & TRS-ActiveCare) each have a 10% and 4% increase, respectively, due to new
and annualized payroll, additional resources to implement optional group benefits for dental and
vision care under the Texas Public School Employees Group Insurance Program, and increased
technological support for health line of business (HILOB) enhancements.
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Full-Time Equivalent Positions

Actual Budgeted  Budgeted Variance

Division FY2023  FY2024  FY2025 FY 2024 toFY 2025

Pension Funded

Benefit Services 325.5 377.5 383.5 6.0
Business Administration 71.5 82.8 89.8 7.0
Communications 8.3 9.5 9.5 —
Executive 6.4 7.5 7.5 —
Financial Services 37.7 47.0 47.0 —
Government Affairs 2.0 2.0 2.0 —
Information Security 11.0 16.0 19.0 3.0
Information Technology 101.7 140.0 150.0 10.0
Internal Audit 10.8 16.0 16.0 —
Investment Management 206.6 248.0 248.0 —
Legal & Compliance 421 45.0 45.0 —
Organizational Excellence 31.8 42.0 42.0 —
TEAM Program 47.2 58.0 65.0 7.0
Investment Data Modernization 0.3 6.0 15.0 9.0
Total Pension Funded FTEs 902.9 1,097.3 1,139.3 42.0
Health Care Funded

TRS-Care Administrative 42.0 54.0 59.0 5.0
Agency Support to TRS-Care 431 47.0 47.0 —
HILOB Maintenance & Enhancements 26.4 335 345 1.0
TRS-ActiveCare Administrative 8.3 9.0 9.0 —
Agency Support to TRS-ActiveCare 7.5 8.0 8.0 —
Total Health Care Funded FTEs 127.2 151.5 157.5 6.0

Total FTEs, Pension & Health Care Funded 1,030.1 1,248.8 1,296.8

Fellows and Interns’

Fellows 8.1 24.0 29.0 5.0
Interns 9.5 9.0 4.4 (4.6)
Total Fellows and Interns 17.7 33.0 334 0.4

Grand Total 1,047.8 1,281.8 1,330.2

1) Interns and Fellow Positions funded by the Pension Trust Fund are exempt from counting against the authorized FTE
limitations established in House Bill 1, 88" Legislature, Regular Session, General Appropriations Act (GAA), TRS Rider 10.

108



In response to the increasing demands and requirements of various departments within the organization,
executive management initially considered an enterprise-wide request for 156 new full-time equivalents
(FTEs) for the FY 2025 budget. Following a thorough review and consideration of key agency initiatives,
executive management reduced this request to 48 FTEs, which was subsequently authorized by the Board.

Alpha-Bravo Headquarters

The new headquarters, spanning 458,379 square feet, represents a significant increase of 110% in space compared
to the previous Red River locations of 217,976 square feet. TRS has transitioned from leasing one building and
owning another to owning and managing both properties including space available for lease. This expansion requires
full time management and operation of additional services to provide a physical work environment that is safe and
enhances productivity and to achieve more effective utilization of space.

Investment Data Modernization

To provide fiduciary oversight of the Trust asset valuation and performance and with the growth of the fund already
exceeding $200 billion and the associated increase in data volumes and complexity of our assets, performing this
duty is increasingly difficult due to the strain on current technology and investment operations staff and legacy data
architectures and systems.

Member Services

In the summer of 2025, TRS will be implementing the Payroll, Benefit Adjustment, and Tax (PBT) code, the final and
largest deliverable of the TEAM Program. PBT is expected to impact approximately 200 business processes such as,
monthly annuity payroll processing and reconciliation, annuity changes due to salary, service credit changes, option
changes beneficiary changes, disability recoveries, tax filing and reporting, etc.

As the El Paso Office settles in and more members become aware of our presence, we have seen an overall 16%
increase year over year of total members served. Walk in traffic specifically continue to increase despite our efforts to
encourage our members to schedule appointments ahead of time. In addition to this we expect our employer outreach
program to increase demand for presentations and we continue to develop partnerships with school districts in the
area.

Artificial Intelligence (Al)

The demand for access to Al tools and technologies used to enhance operational capabilities and performance has
increased significantly resulting in the creation of the Al Transformation Program. Currently, there are 10 initiatives
identified with the highest potential value and feasibility to execute and 107 requests in the program backlog. The
need to support expectations around data capabilities and security requires support to prepare the data, secure the
environments, implement the technologies, and provide support to the end users. Al tools and technologies offer long-
term benefits such as improved efficiency, better decision making, and innovative ways to best serve our members
while protecting the safety of TRS and member data.

Data Security & Compliance

Critical IT compliance initiatives include expanding ServiceNow to include configuration management database
(CMDB) changes and implementation/support of the Application Portfolio Management (APM) module to comply with
Enterprise Data Governance council and Audit directives. The CMDB and APM modules will be key in maintaining
security and compliance around software and Al inventories. It is critical to safeguard and optimize our data
infrastructure to reduce operational risk through timely technology updates, enhanced data security and compliance,
improved system performance and scalability, decreased long-term maintenance costs, faster adaptation to new
business requirements, and improved integration of emerging technologies.
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Authorized Full-Time Equivalent Positions

FY 2025
Approved FTE
1,139.3

FY 2024
Budgeted FTE
1,097.3

FY 2023
Actual FTE
902.9

Pension Funded FTEs

Authorized Full-Time Equivalent (FTE) Positions are funded by the Pension Trust Fund and appropriated
by the legislature. Article IX provisions of the 2024-25 General Appropriations Act authorizes an additional 50
FTEs to the authorized FTE limitation of 1,047.3 for FY 2025, to be managed within the authorized FTE
limitations, to help address the growing demands and requirements of the agency.

Rider 19 (GAA, House Bill 1 as enrolled, Article Ill, page lll-44, 88™ Legislature, Regular Session)
provides the Board of Trustees authority to increase the number of FTEs to levels necessary to carry out the
fiduciary duties of the Board. In September 2025, TRS utilized this rider to increase the authorized FTE
limitation to 1,139.3. Increases to the TRS FTE authority in FY 2025 is attributed to the agency's commitment
to completing the Customer Service Improvement Initiative, enhancing the investment competitive advantage
through the Investment Data Modernization program, and to address data security and artificial intelligence
needs to protect TRS member data and agency information. As required by Rider 19, TRS intends to report
additional metrics to evaluate the impact of additional staff.
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Exempted Full-Time Equivalent Positions

FY 2024 FY 2025
Budgeted FTE Approved FTE
FY 2023 1515 157.5
Actual FTE

127.2

Health Funded FTEs

Exempted Full-Time Equivalent (FTE) Positions are funded by the Health Care Trust Funds and are not
appropriated by the legislature. The Board of Trustees approve the FTE levels for each fiscal year through
the budget development process. New positions were approved in FY 2025 to successfully implement and
administer the new dental and vision insurance plans, improve the value and affordability of health benefits by
providing timely and actionable data, and to support continued maintenance and enhancements for the
Health Line of Business (HILOB).

111



FY 2025 Administrative Operating Budget

This page is intentionally left blank.

FY 2025 Administrative Operating Budget | 112



ADMINISTRATIVE BUDGET REPORT FY2025

CAPITAL PROJECTS
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Capital Projects

Definition

Capital projects include expenditures for assets with a biennial project cost or unit cost in excess of $500,000.
These projects are selected based upon priorities established by the Board of Trustees via the strategic
planning process and are generally long-term projects with fiscal impact beyond the upcoming budget year.
Each project is subject to internal review and approval by a core management team and an executive project
oversight committee. Once the projects are complete and assets are fully functional, there may be ongoing
costs including staff augmentation, software and hardware maintenance.

The budget for capital projects is requested through the Legislative Appropriation Request (LAR) process and
financed on a pay-as-you-go basis with Pension Trust Fund assets. Pursuant to Article X, Section 14.03 of
the 88™ General Appropriations Act (GAA), TRS may carry forward any unexpended balances (UB) for each
project within a biennium. Additionally, without the approval from the Office of the Governor or LBB, agencies
may transfer appropriation amounts not exceeding 25% as defined by Article IX provisions of the GAA. TRS
capital projects are divided in three categories - repair or rehabilitation of buildings and facilities, acquisition
of IT resources, and Data Center/Shared Technology Services.

Summary of Capital Budget by Project

Expended Budgeted Budgeted Projected Projected

FY 2023 FY 2024 FY 2025 FY 2026 FY 2027

Repair or Rehabilitation of
Buildings and Facilities

Building Renovations 1,499,374 2,750,000 1,000,000 3,000,000 uB
Security Renovations 200,000 250,000 UB — —

Acquisition of Information
Resource Technologies

Network Infrastructure 254,760 — — — _
Data Center Upgrade 276,292 — — — —

Investment System
Modernization 516,772

PC Workstation Refresh 634,247 — — — —
Pension Legislation — — — — _
IT Infrastructure Upgrades — 7,100,000 2,000,000 7,300,000 uB
Investment Data Modernization — 12,400,000 15,673,000 32,100,000 UB

Data Center/Shared Technology
Services

Data Center Services — 1,388,500 953,100 2,180,000 UB

Grand Total 3,381,445 23,888,500 19,626,100 44,580,000
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Repair or Rehabilitation of Buildings and Facilities

Although TRS is a state agency in Texas, TRS owns its facilities and related infrastructure which includes the
new campus at the Mueller development in Austin, consisting of two six-story buildings, named Alpha and
Bravo, with office space totaling 450,000 square feet. While some TRS staff began moving into the Alpha
building in May 2023, the remainder of TRS staff will move into the member-facing Bravo building, now under
construction, in late 2024. Until TRS can complete its move to the Mueller development, in-person TRS
benefit counseling and other services will continue to be provided at 1000 Red River in Austin, making it
necessary to lease back space at its former headquarters campus in downtown Austin which sold in October
2022.

TRS also leases space at the Region 19 Education Service Center for its El Paso Regional Office. Repair and
rehabilitation of buildings and facilities capital projects are associated with maintaining all of these facilities to
ensure that they are safe for staff and visitors. The budget reflects a multiyear effort to execute on TRS
facilities needs within the scope of the strategic plan.

10t & Colorado 11t & San Jacinto
Tribune Bld (First Federal Savings &
( 2 Loan Bldg)

14t & San Jacinto 11t & Guadalupe 1001 Trinity St.; expanded Aldrich St.
(Sam Houston Bldg) (Lowich Bldg) in 1990 to 1000 Red River (Mueller Development)
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Building Renovations

Project Description TRS owns, operates, and maintains its headquarters facilities. This project provides
funds for refreshing and updating facilities to provide a physical work environment
that is safe and enhances productivity and to achieve more effective utilization of
space. This includes enhancements at the new campus at the Mueller development
to the base life safety and security systems in the buildings as well as additional
building automation needs that are not part of the base building structure at Alpha/
Bravo.

Project Guiding + Torefresh and update facilities to provide a physical work environment that is

Principles safe and enhances productivity and to achieve a more effective utilization of
space.

MRS EICL [ Goal 4: Ensure that people, processes and technology align to achieve excellence in

Alignment the delivery of services to members.

«  Objective 4: Execute on TRS facilities needs.

o Strategy 1: Complete build-out and move-in activities for the new
TRS headquarters buildings (Alpha and Bravo).

o Strategy 2: Complete core and shell construction for Bravo by April

2023.
o Strategy 3: Execute sale of current headquarters by the end of

calendar year 2022.
Project Location  LUR{MEYER
Beneficiaries TRS Facilities are used daily by staff, members, and visitors in support of the mission

and objectives of TRS.
STHETCL LTI $8,250,000
Cost
HEAVE T RN 3 Ongoing
Estimated Ongoing
Completion Date
Projected Cost
Budgeted Budgeted Projected Projected Projected Total

FY 2023 FY 2024 FY 2025 FY 2026 FY 2027

Building Renovations

$ 1,499,374 % 2,750,000 |$ 1,000,000 $ 3,000,000 uB $ 8,249,374

Projected cost includes professional services, building and equipment maintenance. Any unexpended
balances remaining at the end of the first year in a biennium can be carried forward to the second year of the
biennium.
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Security Renovations

HIEIHIEET TGl TRS must be prepared to replace aging security equipment due to useful life issues
which are resulting in equipment failure. This project anticipates useful life issues and
supports the agency's overall mission ensuring a safe and secure environment at
TRS. The TRS Security Division is responsible for safety and security at TRS and
requires surveillance and access management systems to assist in this responsibility.
This system is comprised of cameras and badge access readers located throughout
TRS. This project is strategic and will be ongoing.

Project Guiding « To maintain the technological infrastructure that supports the Security Division's
Principles ability to ensure continued safety and security at TRS.

MR EICL [ Goal 4: Ensure that people, processes and technology align to achieve excellence in
Alignment the delivery of services to members.

+  Objective 4: Execute on TRS facilities needs.

o Strategy 1: Complete build-out and move-in activities for the new
TRS headquarters buildings (Alpha and Bravo).

o Strategy 2: Complete core and shell construction for Bravo by April
023.

T RIGTZ 1] I Austin, Texas

Beneficiaries TRS Facilities are used daily by staff, members, and visitors in support of the mission
and objectives of TRS.

SYETCL R LTI $450,000
Cost

Project Useful Life [Olglelellgle

Estimated August 31, 2025
Completion Date

Projected Cost

Budgeted Budgeted Projected Projected Projected Total
FY 2023 FY 2024 FY 2025 FY 2026 FY 2027

Security Renovations

$ 200,000 $ 250,000 uB $ —1$ —|$ 450,000

Projected cost includes professional services, building and equipment maintenance. Any unexpended
balances remaining at the end of the first year in a biennium can be carried forward to the second year of the
biennium. During the 88" Legislative Session, the capital project threshold was increased from $200K to
$500K. Due to this increase, there is no current need to request capital budget for the security renovations
project in the 2026-27 biennium.
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Acquisition of Information Resource Technologies

The Acquisition of Information Resource Technologies capital projects includes all TRS technology-related
initiatives. These include Information Technology (IT) Infrastructure Upgrades, Investment Data
Modernization Program, and Data Center Services. These projects provide the development, design,
implementation, and maintenance of the IT infrastructure as relates to premise-based and cloud-based
infrastructure applications and security requirements. As TRS facilitates a hybrid work environment, these
activities will enable TRS to continue to be flexible in supporting our Digital Business Transformation and
work from anywhere approach.

Capital Projects List - Summary of Information Resources Projects

!
L
Fll

IT Data Investment
Infrastructure Update Center Services Data Modernization
Develop and maintain premise and | Funds the consumption of print/ The technology and technical
cloud based IT infrastructure mail services and continued infrastructure that supports the
applications, equipment, managed security vulnerability TRS Investment Management
technologies, implement the fraud services through the Texas Division’s ability to achieve the
prevention tool, and security Department of Information TRS trust fund's actuarial rate of
needs. Resources (DIR) Shared return strategy.
Technology Services (STS)
program.
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IT Infrastructure Upgrades

M JEIRAEETAT TG This project encapsulates the support of implementation and maintenance of IT
infrastructure to reduce capacity constraints and issues with compatibility and
obsolescence. The project provides the development, design, implementation and
maintenance of the IT infrastructure as relates to premise-based and cloud-based
infrastructure application and security requirements. In addition, this project will
provide a strategy for replacing and upgrading aging equipment and technology
including replacement of compute and storage systems, mobile and workstation
devices, utilizing cloud-based alternatives as appropriate, and ongoing improvements
of the agency Disaster Recovery strategy.

Project Guiding To support the implementation and maintenance of IT infrastructure to reduce
Principles capacity constraints and issues with compatibility and obsolescence.

IR E G [ Goal 4: Ensure that people, processes and technology align to achieve excellence in
Alignment the delivery of services to members.

*  Objective 2: Advance and enhance IT systems and services.

o Strategy 4: Implement modern information systems across all lines of
business divisions with priority on modernization of legacy systems.

R I Aystin. Texas

Beneficiaries TRS membership and staff.

Engated Project $7.300,000

Project Useful Life [ years

Estimated

I L /ugust 31, 2027

Projected Cost

Budgeted Budgeted Projected Projected Projected Total
IT Infrastructure FY 2023 FY 2024 FY 2025 FY 2026 FY 2027

Upgrades

$ 1682,071|% 7,100,000($ 2,000,000 $ 7,300,000 uB $ 18,082,071

Resources will support the development and maintenance of premise and cloud based IT infrastructure
applications, equipment, technologies, and data security needs. Any unexpended balances remaining at the
end of the first year in a biennium can be carried forward to the second year of the biennium.
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Investment Data Modernization

O DEE T The strategic goal of this project is to modernize TRS' data management systems
with industry standard solutions that provide reliable data in support of investment
decision-making. The project will enhance the ability to reliably perform fiduciary
oversight of the trust asset valuation and performance, addressing the gap in
functional and technical capabilities in our current data architectures and systems.

Project Guiding To provide the technology and technical infrastructure that supports the TRS
Principles Investment Management Division’s ability to achieve the TRS trust fund's actuarial
rate of return strategy.

MR ESEICL [ Goal 1: Sustain an actuarially sound pension system.

Alignment +  Objective 1: Achieve the trust's actuarial assumed rate of return as measured on
rolling 20-year periods.

o Strategy 2: Enhance current competitive advantages and total returns.

Goal 4: Align people, processes and technology to achieve excellence in service
delivery.
+  Objective 2: Advance and enhance IT systems and services.

o Strategy 1: Develop, maintain and enhance IT systems and
infrastructure in support of TRS business needs.

o Strategy 3: Provide advanced data analytics tools and data
management practices to gain business intelligence and improve
decision-making.

o Strategy 4: Implement modern information systems across all lines of
business with priority on modernization of legacy systems and
strategic digital transformation.

o Strategy 5: Improve digital operating technology models to enhance
continuous business process improvement and provide operational

efficiencies.

TG RIGTZ 1] N Austin, Texas
Beneficiaries TRS membership and staff
I(E:itsl';nated Project $66,429.000
Project Useful Life EREEIS
Estimated
Completion Date August 31, 2027
Projected Cost

Budgeted Budgeted Projected Projected Projected Total
Investment Data FY 2023 FY 2024 FY 2025 FY 2026 FY 2027

Modernization

$ 3,553,700 |$ 10,883,900 |$ 20,841,000 $ 16,564,000 |$ 14,586,400 |§ 66,429,000

Projected cost includes software subscriptions, vendor professional services, external consulting services for
search, selection, and implementation, new FTEs and temporary staff augmentation (contractors). Any
unexpended balances remaining at the end of the first year in a biennium can be carried forward to the
second year of the biennium.
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Project Deliverables

Investment Data Modernization

There are five key capabilities that are comprehensive and must be integrated in order to deliver on
the overall goal.

+ Master Data Management (MDM) — addresses the need to establish golden source data or a single
version of the truth.

* An Investment Book of Record (IBOR) with an integrated Trade Order Management System (OMS) -
this provides the source of real-time investment portfolio views.

« A Parallel Accounting Book (SABOR) - provides an independent valuation of the trust to ensure
compliance and proper accounting treatment (recommended by the Sunset Commission in 2019).

+ Intelligent Document Processing (IDP) - this will allow TRS to extract and store previously inaccessible
document data and leverage the power of advance technologies to better manage the information.

+ Investment Data Hub — a centralized architecture that allows timely access to investment data from the
above systems and other data sources on a modern platform that is based on Microsoft's advanced
cloud-based technologies.

Project Roadmap

Investment Data Modernization

‘ CY 2022 ] CY 2023 ‘ CY 2024 | CY 2025 | CY 2026 -> ‘

o
PMO
Milestones
IDG
Investment Dats
GIvETRARE
SimCorp
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EMS i
Execumon
Marmgement System g

Q2 a3 Q4\Q1 Q2 a3 Q“Ql Q2 Q@ Q4| Q1 Q@ 0 04 | Q1 Q@ a3 a4

+r cuTEROC Funging Availadle 'z Y PMAS Contract Fuecute
Search and prriery

Budgst it LAR Selection

AR tive Appropriations Request)

Process - Planning & Implomentston pes

7 106C Estaiisgea Peaple - Planning & lmplementation  *
Technology — Purview Testing,

DG tool Di & Rec

Purview — Configuration  *a Ll

=
Projected Planning & Implementation Legacy buit 4pps

w T 2 e S Go live
Fully Execqted Contract Schps FINAIoN  Connect Mative Feeds  Built App Refactor QA Signoft

*mmlmhﬁ'. Iimplementation A 1 ]
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* SimCorp Di ion includes Master Data M. Order M. System, b Book of Record, Shadow Accounting Book of Record
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Data Center/Shared Technology Services

M IEIHIEEIT TG M In 2005, the Texas Legislature passed House Bill 1516, consolidating state agencies’
IT infrastructure under the Texas Department of Information Resources (DIR) to cut
costs, modernize infrastructure, and enhance security and disaster recovery. DIR
launched the Data Center Services (DCS) program, which was renamed Shared
Technology Services (STS) in 2017 to reflect its full range of services. STS offers
technology services to Texas state agencies, universities, and local entities, providing
volume discounts and top-tier services from leading vendors. In FY24, the STS
Program served 139 entities, including 25 mandated state agencies and 114
voluntary customers. Texas Government Code §2054.375, Subchapter L. Statewide
Technology Centers requires DIR to manage consolidated statewide data centers and
identify agencies for participation.

Project Guiding To fund the consumption of print/mail services and continued managed security
Principles vulnerability services through DIR Shared Technology Services (STS) program.

HIEIHESEICL [ Goal 4: Ensure that people, processes and technology align to achieve excellence in
Alignment the delivery of services to members.

+  Objective 8: Evaluate automation and technology solutions to enhance
existing processes.

Project Location Austin, TX

Beneficiaries TRS staff and members

Eztslinated Project $3.243,906

Project Useful Life

Ongoing

Estimated .
Completion Date  jQEEUY

Projected Cost

Budgeted Budgeted Projected Projected Projected Total
Data Center/Shared FY 2023 FY 2024 FY 2025 FY 2026 FY 2027

Technology Services

—$ 1,388,500 (% 953,100 |§ 2,180,000 uB $ 3,243,906

Projected cost includes professional services. Any unexpended balances remaining at the end of the first
year in a biennium can be carried forward to the second year of the biennium.
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Headquarters Relocation

As an agency with a growing membership base and

growing staff, TRS began formal discussions for a

long-term facilities solution in 2014. In September

2021, the Board proposed resolutions authorizing

; um?ﬂlﬂlliin’ll:h”' - 'Hu‘al i | TRS to negotiate purchase and sale agreements

el "‘L“‘v! {1 L "‘;‘"‘ I ith a developer, selection of a custodian bank, and

- transfer of trust funds necessary to purchase

property for a new headquarters location. The

proposal, known as One TRS: Moving Forward

Rendering of Alpha Building Together, is the result of a multi-year discussion and

financial stewardship to identify a long-term facility solution for the agency. The discussion included
consideration of many options, including staying at the current Red River location.

As part of its due diligence process, TRS reviewed
more than 20 developer proposals over a 3-year _
period. The agency also consulted with an actuary =
who determined that proceeding with the new
proposal would not negatively impact the funded
status of the trust fund and would not interfere with a
benefit enhancement if approved by the Legislature. '
The cost of the new facility will be offset by the sale LS| | {
of the Red River property which was completed in o Rendering of Bravo Building
October 2022 for $108 million, the avoidance of deferred maintenance at Red River (estimated to be $120 to
$140 million), and the need to lease facilities ($120 to $140 million over 20 years). In May 2024 the Board
approved a 13% increase (a projected not to exceed amount of $340 million) for the cost of the new
headquarters to account for historically high inflation and supply chain disruptions. The cost increase for the
building remains below the industry average of 20%.

Headquarters Account

Alpha Building Bravo Building
Purchase Price $ 103,137,946 $ 129,720,950

Furniture, Fixtures, & Equipment & Tenant Improvement Escrow,
and Miscellaneous Fees $ 49,753,394 § 57,387,710

Building Total $ 152,891,340 $ 187,108,660
Grand Total $340,000,000
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General Provisions

The Teacher Retirement System (TRS) uses as guidelines the provisions of Article IX (General Provisions) of
the General Appropriations Act adopted by the 88™ Texas Legislature (GAA) in administering the System to
the extent that the Executive Director or a designee acting in the absence of the Executive Director
determines that individual provisions of Article IX are in the best interests of TRS and are not in conflict with
applicable TRS laws, fiduciary duties, or policies. In addition, it is the intent of the TRS Board of Trustees
(board) that the General Provisions also apply to the TRS-Care Fund, and the TRS-ActiveCare Fund. The
following provisions are also subject to this paragraph.

PENSION TRUST FUND ADMINISTRATIVE OPERATIONS - In adopting the related Budget Resolution, the
board finds that authorizing expenditures from the Pension Trust Fund to pay for TRS' administrative
operating expenses for the fiscal year is necessary to perform the fiduciary duties of the board. Further, the
Legislature has not appropriated money from the State’s general revenue fund for TRS to use in paying
operating expenses for the fiscal year.

USE OF COMMISSION CREDITS - The board finds that the expenditure of commissions and credits,
including soft dollars, commission sharing agreements, and cash recapture agreements (together,
‘Commission Credits”) to obtain research, goods, and services supporting the investment function are
necessary for the efficient and effective administration of pension trust fund assets and performance of the
board’s fiduciary duties. Uses of Commission Credits shall be administered in accordance with the board’s
Commission Credits Policy and applicable law.

CONTRACTOR PROVIDED RESOURCES - As part of the contracting process for goods and services
(including investment management services), TRS has access to additional resources for operations,
including services, credits deducted from payables, temporarily-assigned, non-TRS workers, or allowances,
as part of the total contract consideration provided by the vendors or investment managers. Such resources
may only be used or expended to the same extent, and for the same purposes, and are subject to the same
duty of care and general requirements and policies, as other pension trust fund assets.

HEALTH BENEFITS FUNDS - Operations of the Texas Public School Retired Employees Group Benefits
Program are funded from the Retired Employees Group Health Insurance Fund (the TRS-Care Fund).
Operations of the Texas School Employees Uniform Group Health Coverage Program are funded from the

Texas School Employees Uniform Group Coverage Trust Fund (the TRS-ActiveCare Fund).
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PERSONNEL SERVICES:

Hiring and Personnel Actions — The Executive Director, or Deputy Director in the absence of the
Executive Director, is authorized to hire personnel, to transfer personnel within the agency, and to
approve base salaries, salary changes, and other personnel actions, including but not limited to
promotions, demotions, re-assignment, merits, and recruitment and retention bonuses. TRS will
generally base its salary schedules, position classifications, and salary administration practices on
the provisions of Article IX, Chapter 659 of the Government Code, and other relevant legislation to
the extent the Executive Director determines a particular provision is in the best interest of the
System and not in conflict with applicable law, fiduciary duty or TRS policy. The board will set the
salary rate for the Executive Director. The Executive Director is authorized to set the base salaries for
other exempt positions within the not-to-exceed amounts listed in the GAA or any amended limits
adopted by the board from time to time.

Performance Pay Plans — The Executive Director, or Deputy Director in the absence of the
Executive Director, is authorized to implement performance pay plan(s) as approved from time to
time by the board, including authorizing payment of the performance pay to the extent funds have
been included in the approved board resolution for that purpose or are otherwise made available
through the Budget Execution Authority in these General Provisions; in an amount not to exceed
$54.5 million.

Longevity Pay and Benefit Replacement Pay — The board authorizes the payment of Longevity
Pay and Benefit Replacement Pay in addition to base pay. The payment of Longevity Pay and
Benefit Replacement Pay to eligible TRS employees shall be administered in a manner consistent
with the provisions of Chapter 659 of the Government Code and other relevant legislation.

OTHER PERSONNEL COSTS - Other Personnel Costs, including Employer Retirement Contributions,
Employer FICA Contributions, Employer Health Insurance Contributions, and Benefit Replacement Pay, as
estimated in the GAA, are necessary for efficient TRS operations, and may be revised by the Executive
Director, or Deputy Director in the absence of the Executive Director, if needed to pay operating expenses for
the fiscal year.

PROFESSIONAL SERVICES - The Executive Director, or Deputy Director in the absence of the Executive
Director, is authorized to contract for professional services and approve and disburse professional fees to

persons or firms who render such professional services to TRS. The board finds that the budget for

Professional Services authorized in this document is necessary to the performance of its fiduciary duties.
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COUNSELING SERVICES - In accordance with Texas Government Code, Chapter 825, Subchapter G, the
board authorizes the Executive Director or his designees, to the extent feasible, to make individual retirement
benefits counseling sessions available to members in conjunction with informational or educational
presentations that TRS provides for groups throughout the state, in order to promote efficiency and minimize
the cost of such services. TRS will determine the geographic regions most in need of retirement benefits
counseling and will provide retirement benefits counseling services in these regions throughout Texas.

TRAVEL - In accordance with TRS policy, the Executive Director, or Deputy Director in the absence of the
Executive Director, is authorized to reimburse employee and trustee travel expenses at amounts that are
reasonable and necessary to conduct official TRS business, including transportation and other expenditures
necessary for employees to attend orientation, training and staff development activities conducted at TRS
headquarters. The board finds that such reasonable and necessary expenses are necessary for the
performance of fiduciary duties. These expenses may include additional allowances above standard or state
law rates for transportation and meals. Travel expense reports requesting reimbursement must be submitted
timely, and with proper documentation as set forth in the TRS Travel Guide.

BUDGET EXECUTION AUTHORITY - As required for the efficient operation of TRS programs, the Executive
Director, or Deputy Director in the absence of the Executive Director, is authorized to transfer budgeted funds
up to 25% of an expense category between different expense accounts and major expense categories, so
long as the total approved budget for operating expenses and capital outlay is not exceeded. This provision
applies separately to the Pension Trust Fund, the TRS-Care Fund, and the TRS-ActiveCare Fund.

CONTINGENCY FOR CATASTROPHIC OCCURRENCES - In the event of a catastrophic occurrence which
destroys or incapacitates TRS’ physical plant and/or primary operating resources, the Executive Director,
Deputy Director, or Chief Financial Officer may exceed the total approved budget to the extent necessary to
achieve recovery of operational capabilities. The Executive Director, Deputy Director, or Chief Financial
Officer will notify the Budget Committee of the board, as soon as possible, of the extent of the situation and
the budgetary impact.
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APPENDIX A:

COST DRIVERS, STATISTICAL, AND SUPPLEMENTAL DATA

Economic Benefits of TRS Programs by Region
(2022 gross product in millions of dollars)

This map of Texas shows the total gross product of both the pension benefits and health care spending paid

by TRS, along with how this is divided among 12 regions of the state. Gross product is the production of
goods and services generated within an area.

TOTAL GROSS PRODUCT: $23.9 BILLION

[ High Plains: $830.8

[ Northwest Texas: $676.7
[ Metroplex: $6,723.6

[0 Upper East Texas: $1,299.1
[ Southeast Texas: $862.3
O Gulf Coast: $5,281.1

H Capital: $1,556.4

[ Central Texas: $1,172.5

HE Alamo: $2,483.9

[ South Texas: $1,887.4
