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TRS Overview

 The Teacher Retirement System manages a $152 billion trust fund and provides 
pension and health care benefits. TRS serves 1.5 million active and retired members. 
One of every 20 Texans is a member of TRS.

 The pension trust fund earned a return of 12.6% for FY 2017. The current assumed 
rate is 8.0%. 

 The Unfunded Actuarial Accrued Liability is $35.5 billion with a funded ratio of 
80.5%.  The amortization period is 32.2 years.

 TRS manages two major health programs:

• TRS-Care for retirees and dependents;

• TRS-Active Care for active employees and dependents.
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Trust Fund Status
TRS Trust Fund Valuation 8/31/2017 8/31/2016 8/31/2015

Unfunded Actuarial Accrued Liability 
(UAAL)

$35.5 billion $35.5 billion $32.9 billion

Funded Ratio 80.5% 79.7% 80.2%

State Contribution Rate 6.8% 6.8% 6.8%

District Contribution Rate
(applicable only to districts that do not 
contribute to Social Security)

1.5% 1.5% 1.5%

Member Contribution Rate 7.7% 7.2% 6.7%

Funding period (years) 32.2 years 33.6 years 33.3 years

Annual Required Contribution (ARC) 7.85% 7.94% 7.92%
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TRS Strategic Asset Allocation

40% 
Public 

Equities

USA 18%
Non-US Developed 13%
Emerging Markets 9%
Directional Hedge Funds 4%
Private Equity 13%
Total Global Equity 57%

US Treasuries 11%
Absolute Return 0%
Stable Value Hedge Funds 4%
Cash 1%
Total Stable Value 16%

Global Inflation-Linked Bonds 3%
Real Assets 14%
Energy, Natural Resources & Infrastructure 5%
Commodities 0%
Total Real Return 22%

Total Risk Parity 5%

Total Trust 100%

Strategic Asset AllocationDiversification Framework
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TRS Performance
Period Ending September 30, 20171
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IMD Awards & Recognition

• Three “Top 40 under 40” aiCIO award recipients

• 5-Time LP of the Year (PE and RE)

• “Change Maker of the Year” Award (IIA 2017)

• Top decile Organization Health Study results (2018)

• 13th Largest Pension Fund in the World

• Public Fund Manager of the Year (Institutional Investor)

• Risk Manager of the Year

• Numerous “Rising Star” awards by Investor Intelligence

• US Institutional Risk Premia Manager of the Year Award (2018)

1 TRS Trust Returns as of 8/31/2017; Cumulative Value Add as of 9/30/2017
Source: State Street Bank, TRS calculations

12.6%
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Board Responsibilities

• Establish investment objectives and policy (IPS- The Investment Policy Statement
provides a formal plan for investing pension trust fund and health insurance 
program assets)

• Approve long-term return targets and risk parameters

• Provide appropriate resources, incentives and establish approved processes

• Establish appropriate reporting standards and metrics

• Comply with relevant laws and assure professional audit systems

• Approve budget

• Review IIC investment considerations prior to IIC Action

IMD Responsibilities

• Implement investment policies within approved guidelines

• Maximize effectiveness of resources provided

• Deliver monthly Transparency Report to Board

• Comply with relevant laws

• Collaborate with audit process 

• Implement Board objectives

MC Responsibilities

• Advise CIO/DCIO 

• Review and attribute monthly performance reporting

• Monitor risk exposures, market performance and future expectations

• Track and report Trust and group priorities

TRS Best Practices

IIC Responsibilities

• Review, consider, and authorize proposed external manager investments and 
engagements as required by the IPS

• ED is non voting  member but has power to veto any investment or delegation

Board of Trustees
Nine Members Appointed for Six-Year Terms

Board Advisory Committees

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

Standardized Regular Reporting Process with monthly reporting

Management Committee (MC)
Twelve Senior Members of Investment Division

Audit, Compliance 
& Ethics

Benefits Budgets Compensation

Investment 
Management

Policy Strategic  Planning

CIO Deputy CIO COS COO Multi-Asset 
Strategies

TradingPublic Markets

Risk 
Management

External Private 
Markets

Strategic Partnership 
Research

General Counsel

Talent Manager 
(Observer)

CIO Deputy CIO Multi-Asset 
Strategies

COS
External Private 

Markets

TradingPublic Markets
Risk 

Management
Executive Director

non-voting, veto power

COO

Strategic 
Partnership 

Research



TRS Best Practices
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Independent Reviews

More than 80 audits and reports over the last 6 years covering all major 
functions of the investment management division of TRS.  No significant 
findings.   
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Function # of Audits Auditors
Operations 27 Internal, SAO, Comptroller, Grant Thronton, German Tax Authority

Performance 8 Internal, SAO

Policy 27 Internal, SAO

Risk Management 6 Internal

Trading 3 Internal

Legislative Authority
Derivatives 3 Internal

Hedge Funds 2 Internal

External Management 12 Internal, Funston

Total 88



Financial Disclosure & Transparency

Comprehensive Annual Financial Report

o All TRS returns are reported net of fees and expenses.

o Fees disclosed by the following by asset class:

• Assets Under Management

• Fees paid from trust (management and performance)

• Fees netted with returns (management and performance).

o Disclosures consistent with GASB and GFOA guidance.
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GASB:  Governmental Accounting Standards Board
GFOA:  Governmental Finance Officers Association



Actuarial Assumptions

 Section 825.206, Government Code requires the TRS Board of Trustees to designate an 
actuary to conduct an experience study to review all actuarial assumptions.  An actuarial 
audit must be performed in conjunction with the experience study at least once every five 
years.

 Previous experience study conducted and assumptions set in 2015. 

 In determining liabilities and contribution rates for retirement plans, actuaries must make 
assumptions about the future. Among the assumptions that must be made include:  
retirement rates, mortality rates, turnover rates, disability rates, investment return rate, 
salary increase rates, inflation rate.

 Board considers the actuary’s study and recommendations.  Board must demonstrate 
fiduciary duty of loyalty- independence from the plan sponsor, contributing employers or 
other outside influences. Each Trustee acts for the benefit of the trust as a whole, not for 
or on behalf of an individual member, a group of members, or any other third party.

10



AON Analysis of Investment Return Rate

11

 

Asset Class 

Long-Term 
Target Asset 

Allocation 

10 Year Expected 
Geometric  Rate of 

Return 

30 Year Expected 
Geometric Rate 

of Return 

(1) (2) (3) (4) 

U.S. Equity 18% 6.4% 6.5% 

Non-US Developed 13% 7.2% 7.2% 

Emerging Markets 9% 7.6% 7.7% 

Directional Hedge Funds 4% 5.2% 5.7% 

Private Equity 13% 9.1% 9.4% 

U.S. Treasuries 11% 3.0% 3.2% 

Stable Value Hedge Funds 4% 5.1% 5.6% 

Cash 1% 2.0% 2.6% 

Global Inflation Linked Bonds 3% 2.9% 3.4% 

Real Assets 14% 6.4% 6.4% 

Energy and Natural Resources 5% 8.5% 8.5% 

Risk Parity 5% 5.5% 5.5% 
Gross Expected Return  7.14% 7.34% 
Probability of Achieving:    

8.00%  41.4% 38.8% 
7.50%  46.4% 47.3% 
7.25%  48.9% 51.6% 
7.00%  51.4% 55.9% 

 



GRS Range of Options
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Current 
Assumptions

Proposed 
Assumptions

Proposed 
Assumptions

Proposed 
Assumptions

(1) (2) (3) (4)

Investment Return Assumption
8.00% 7.50%* 7.25% 7.00%

UAAL ($ Billions) $35.5 $42.8 $45.9 $51.7

Actuarial Funded Ratio 80.5% 77.4% 76.1% 73.9%

Funding Period in years based on current 
funding levels 33 60 86 NA

Immediate increase in Contribution Rate 
needed to have 30 year funding period 0.15% 1.38% 1.82% 3.05%

Additional Estimated FY18 Contributions $65m $599m $786m $1,323m

Funding Period with 1.5% additional 
contributions beginning in FY20 19 29 35 54

Funding Period with 2.0% additional 
contributions beginning in FY20 17 26 31 42

Funding periods are calculated as of 8/31/2017.   Changes to the valuation date or the date the contributions become effective will result in slightly different outcomes. 
*Inflation held at 2.5%



Experience Study
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Pension Benefit Design Study

 In 2011, TRS was directed by the Legislature to conduct a study on the 
impacts of potential changes to its current defined benefit pension plan.  TRS 
completed and submitted the study on September 1, 2012.  In 2013, pension 
legislation (SB 1458) provided benefit changes and SB 1 increased funding.

 TRS is updating the study to reflect current and expected market conditions, 
refresh data on the economic value of a defined benefit plan, and examine 
other plan options. 
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83R- SB 1458 and SB 1
Benefit Modifications

- 3% COLA (capped at $100) for members that retired on or 
before August 31, 2004.

- Increased normal retirement age to 62 with Rule of 80 for new and non-
vested members (those with less than 5 years of service credit) as of 
August 31, 2014.  Imposed a penalty of 5% per year for each year of 
retirement before age 62.

- Reduces annual interest paid on retirement account 
balances from 5% to 2% prospectively starting September 
1, 2014

- Set a minimum age of 62 in order to be eligible for TRS Care 2 or 3.  Members 
are grandfathered if they meet the rule of 70 or the person has at least 25 
years of service credit as of August 31, 2014.  All non-grandfathered members 
will receive TRS Care 1 until the age of 62 is met.

- PROVISIONS REPEALED BY 85R

Pension 

Benefit 

Structure

Annual 

Interest 

Rate

Retiree 

Health 
Care

Benefit Modifications 

After September 1, 2017,if the state 
contribution rate is reduced then the active 
employee and ISD contribution rates will be 
reduced by an equivalent percentage 

State law determines the 
member and district rates.  The 

General Appropriations Act* 
determines the state rate.

District rate is only applicable to schools districts that do not contribute to Social Security

Contribution 

Rates

Benefit 

Enhancement



Implementation of HB 3976:  TRS-Care
Senate Committee on State Affairs
Brian Guthrie, Executive Director
April 4, 2018



Challenges for TRS-Care

 Long-term funding based on percentages of active employee payroll and not health care costs for 
retirees.

 At the direction of the legislature, retiree premiums and plan designs were frozen from 2005-2017.
 During the 85th legislature, the shortfall was projected to be from $1.06 to $1.3 billion.  The following 

biennium shortfall was expected to range from $4 to $6 billion.
 Even with legislative changes, the current structure for TRS-Care is not sustainable.
 Major plan design and/or funding changes had to occur in the 85th Legislative Session. 
 Approximately 20,000 new retirees are added to the plan each year.
 Non-Medicare retirees cost up to four times more than the cost of Medicare-eligible participants.
 FY 2016, each non-Medicare eligible participant in TRS-Care 3 cost the plan approximately $13,700 

versus $3,222 for a retiree enrolled in Medicare Advantage and Medicare Part D plans. 

Without legislative changes and additional funding,
the program would have become unsustainable.

FY 20/21 shortfall is projected to be $400-$600 million.
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More than 85% of 
the 270,000 

members stayed 
enrolled in TRS-

Care.

28,450 participants
chose to leave TRS-Care

between September 1, 2017
and January 1, 2018

7,950 terminated effective 
February 1 or March 1, 2018

36,400
PARTICIPANTS

22,900
RETIREES

13,500
DEPENDENTS

90%

20,830
eligible for
Medicare

10%

2,070
not eligible for 

Medicare

60%

8,120
dependents were dropped 
from coverage but retiree 

remained enrolled

40%

5,380
dependents left
along with their 
covered retiree

2018 TRS-Care Implementation Overview
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70%

9,870
dependents eligible 

for Medicare

3,630
dependents not 

eligible for Medicare

30%

10,040
WERE IN TRS-CARE 1

This represents 28% of all 
participants who left TRS-Care. 
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Unprecedented Call Volume
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CALLS ANSWERED

64.5K

99.1K

127.3K
115.2K

104.9K

Answered by TRS/ACT
Answered by Vendors

• In October, December, and 
January, total calls answered 
neared or exceeded 100,000 
each month. 

• Call volume peaked in 
November 2017. That month, 
the number of answered calls 
by TRS and contractor ACT and 
external vendors reached 
127,332. 

• That is double the number of 
calls answered in May 2017 
before the TRS-Care plan 
changes were passed. HIB and 
ACT’s call volume in November 
was nearly 6 times higher than 
in May.



Mitigations and Remediation of Issues

COORDINATION
with CMS to 

ensure terminations 
(Medicare population)

• Worked with CMS 
to review populations.

APPLIED
more resources to handle call volume,

process disenrollments.  
Contracted with ACT INCREASED

speed on file transfers to vendors

• TRS sent files every other working 
business day between December 
14 - 22.

• Between December 12 - 29, 
TRS sent enrollment files each day. 

• TRS sent files to vendors again
on January 3, 5 and 8. 

CONTINUING
to review data post-migration

• Data conditioning.

• Long-term to apply lessons to TRS 
systems

FLEXIBILITY
accommodated requests outside

of normal timeframes

Example: Permitting coverage to be 
retroactively terminated back to 
January 1, 2018. 
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TRS-Care Funding Projection

FY 2021 Shortfall Projected 
at $400-600 million.
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85th Legislative Session

HB 3976

• Single, high deductible health plan for non-Medicare participants

• Medicare Advantage and Medicare Part D plan for Medicare participants

• Increase the required State contribution from 1% to 1.25% of active employee payroll

• Eliminate the requirement that TRS offer a basic plan at no cost for Retiree Only coverage

• $0 retiree contribution for disability retirees who are: (1) retired as a disability retiree on or before 1/1/2017; (2) currently 
receiving disability retirement benefits; and (3) not eligible to enroll in Medicare.

• Provide an open enrollment opportunity for retirees aging into Medicare to enroll in the TRS-Care Medicare plan even if 
he/she did not participate in TRS-Care’s non-Medicare plan.

• Provide no-cost coverage for certain generic preventive drugs.

SB 1

• Increase the required State contribution from 1% to 1.25% of active employee payroll

• Increase the required District contribution from 0.55% to 0.75% of active employee payroll

• Provide supplemental State funding of $182.6M

• Eliminate legislative intent to not increase retiree premium contributions
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85th-1 Special Session

HB 21 and HB 30: Appropriation of $212 million to provide relief to every participant 
in TRS-Care.  Legislative intent to reduce TRS-Care Standard plan deductible from 
$3,000 to $1,500 and reduce dependents premiums for both plans.  
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Total Additional one-time /New Funding
+ $167.4M     (0.25% state contribution increase) 
+ $182.6M     (one-time supplemental contribution)  
+ $133.9M     (0.20% district contribution increase)
+ $212.0M      (85-1 one-time supplemental contribution)

= $695.9M     



Comparison: Premiums

Previous Premiums 85R Legislature Illustrative Retiree Premiums 85-1 Legislature/Board Adopted Final Premiums

Prior to January 1, 2018 Calendar Year 2018 Calendar Year 2018

Non-Medicare Retirees
Retiree Only = $0 - $310

Retiree & Spouse = $30 - $665
Retiree & Child(ren) = $28 - 392
Retiree & Family = $58 - $747

Medicare B Only Retirees
Retiree Only = $0 - $245

Retiree & Spouse = $25 - $600
Retiree & Child(ren) = $34 - $327

Retiree & Family = $59 - $682

Medicare A&B Retirees
Retiree Only = $0 - $110

Retiree & Spouse = $20 - $465
Retiree & Child(ren) = $41 - $192

Retiree & Family = $61 - $547

Non-Medicare Retirees
Retiree Only = $200

Retiree & Spouse = $739
Retiree & Child(ren) = $433
Retiree & Family = $1,074

Medicare Retirees
Retiree Only = $146

Retiree & Spouse = $590
Retiree & Child(ren) = $504
Retiree & Family = $1,106

Current Disability Retirees 
not eligible for Medicare*

Retiree Only = $0
Retiree & Spouse = $539

Retiree & Child(ren) = $233
Retiree & Family = $874

Non-Medicare Retirees
Retiree Only = $200

Retiree & Spouse = $689
Retiree & Child(ren) = $408

Retiree & Family = $999

Medicare Retirees
Retiree Only = $135

Retiree & Spouse = $529
Retiree & Child(ren) = $468
Retiree & Family = $1,020

Current Disability Retirees not eligible for Medicare*
Retiree Only = $0

Retiree & Spouse = $489
Retiree & Child(ren) = $208

Retiree & Family = $799

Retirees with adult disabled children
Non-Medicare Retiree 

& Child(ren) = $208
Non-Medicare Retiree & Family = $799

Medicare Retiree 
& Child(ren) =$268

Retiree & Family = $820

*Applies to members who retired as a disability retiree as of 1/1/2017 24



Comparison:  Medical Plan Design

TRS-Care 1 TRS-Care 2 TRS-Care 3
Medicare Advantage 

for TRS-Care 2

Medicare 
Advantage for TRS-

Care 3

85R-Legislature
Standard Plan

85R-Legislature
Medicare Advantage Plan

85-1 Legislature / 
Board Adopted Final

Standard Plan

85-1 Legislature/
Board Adopted Final 

Medicare Advantage Plan

Eligibility
All retirees

Retirees with both Medicare 
Part A & B

Non-Medicare Retirees 
(under age 65)

All Medicare Retirees 
(age 65 and older)

Non-Medicare Retirees 
(under age 65)

All Medicare Retirees 
(age 65 and older)

Deductible           In-
Network

$2,350 
Parts A&B

$3,900 
Part B Only

$5,250 
Non-Medicare

$1,300 $400 $500 $150

$3,000 individual
$6,000 family

$500 $1,500 individual
$3,000 family

$500

Maximum Out-of-
Pocket
In-Network

$6,250 
Parts A&B

$7,800 
Part B Only

$8,250 
Non-Medicare

$5,800 $4,900 $3,500 $3,150

$6,650 individual
$13,300 family

$3,500 $5,650 individual
$11,300 family

$3,500

Coinsurance

80%/20%
(after deductible is 

met)

Preventative 
services such 

routine physical 
exam, cancer 
screenings, flu 
shot covered at 

100%

80%/20% 
(after 

deductible is 
met)

80%/20%
(after deductible 

is met)

95%/5% 95%/5%

80%/20%
(after deductible is met)

Preventative services such 
routine physical exam, cancer 
screenings, flu shot covered at 

100%

$40 Teladoc consultation:
Board-certified doctors 

diagnose, treat and write 
prescriptions via phone or 

video, available 24/7 

95%/5%

80%/20%
(after deductible is met)

Preventative services such 
routine physical exam, cancer 
screenings, flu shot covered 

at 100%

$40 Teladoc consultation:
Board-certified doctors 

diagnose, treat and write 
prescriptions via phone or 

video, available 24/7 

95%/5%

Inpatient Hospital 
Facility $500 copay per stay

$250 copay per 
stay

$500 copay per stay $500 copay per stay

Outpatient Hospital 
Facility $250 copay $75 copay

$250 copay $250 copay

Emergency Room $65 copay $50 copay $65 copay $65 copay

Urgent Care $35 copay $35 copay $35 copay $35 copay

Office Visits
Non-Medicare: 

$35 copay
Medicare: 

80%/20% (after 

Medicare 
payment)

Non-Medicare: 
$25 copay
Medicare: 

80%/20% (after 

Medicare 
payment)

$5 Primary Care 
Physician

$10 Specialist

$5 Primary Care 
Physician

$10 Specialist

$5 Primary Care 
Physician                  $10 

Specialist

$5 Primary Care Physician $10 
Specialist
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Comparison:  Prescription Plan Design

TRS-Care 1 TRS-Care 2 TRS-Care 3
Medicare Part 
D for TRS-Care 

2

Medicare Part 
D for TRS-Care 

3

1/1/2018
85-R Legislature / 

Board Adopted 
Standard Plan

1/1/2018
85-R Legislature / 

Board Adopted 
Medicare Advantage Plan

Eligibility
All retirees Retirees with either 

Medicare Part A or B

Non-Medicare retirees 
(under age 65)

All Medicare retirees 
(age 65 and older)

Retail Copays

Generic

80%/20%
(after deductible 

is met)
$10 $10 $5 $5

Preventative Maintenance $0
80%/20%

(after deductible 
is met)

$5

Preferred Brand

80%/20%
(after deductible 

is met)
$30 $25 $25 $20

80%/20%
(after deductible 

is met)
$25

Non-Preferred Brand $50 $40 $50 $40
80%/20%

(after deductible 
is met)

$50

Mail Order Copays

Generic

80%/20%
(after deductible is 

met) $20 $20 $15 $15

80%/20%
(after deductible 

is met)
$15

Preferred Brand

80%/20%
(after deductible is 

met) $75 $50 $70 $45

80%/20%
(after deductible 

is met)

$70

Non-Preferred Brand

80%/20%
(after deductible is 

met)
$125 $80 $125 $80

80%/20%
(after deductible

is met)

$125
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TRS-Care Standard Prescription Drug Plan

The 85th-R Legislature appropriated funds to provide certain generic preventive 
drugs at no cost to the participant allowed under federal law.  

Find the list online at:
http://info.caremark.com/
trscarestandard
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