




TEACHER RETIREMENT SYSTEM OF TEXAS 

. -~-
' t - • -- , ~ rJ 







This	page	is	intentionally	left	blank.



CAFR 2020 / INTRODUCTORY SECTION 





For information on the board election process, please refer to Note 1 in the 
Financial Section. 

Dr. Greg Gibson resigned from the board in April 2019. This vacancy will be 
filled after the May 2021 election for the Active Public Education position. 
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Independent Auditor's Report 

Teacher Retirement System Board of Trustees 
Mr. Jarvis V. Hollingsworth, Chairman 
Ms. Nanette Sissney, Vice Chair 

Mr. Michael Ball 
Mr. David Corpus 
Mr. John Elliott 
Mr. Christopher Moss 
Mr. James Nance 
Mr. Robert H. Walls 

Report on the Financial Statements 

We have audited the accompanying financial statements of the major enterprise fund and 
the aggregate remaining funds information, consisting of the fiduciary funds of the Teacher 
Retirement System (System), as of and for the year ended August 31, 2020, and the related 
notes to the financial statements, which collectively comprise the System's basic financial 
statements as listed in the table of contents. 

Management's Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial 
statements in accordance with accounting principles generally accepted in the United States 
of America; this includes the design, implementation, and maintenance of internal control 
relevant to the preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error. 

Auditor's Responsibility 

Our responsibility is to express opinions on these financial statements based on our audit. 
We conducted our audit in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 
Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor's 
judgment, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity's preparation and fair presentation of the 



financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity's internal control. Accordingly, we express no such opinion. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluating the overall presentation of the 
financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a 
basis for our audit opinions. 

Opinions 

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the respective financial position of the major enterprise fund and aggregate remaining funds 
information, consisting of the fiduciary funds of the System, as of August 31, 2020, and the 
respective changes in financial position and, where applicable, cash flows thereof for the year 
then ended in accordance with accounting principles generally accepted in the United States of 
America. 

Emphasis of Matters 

Teacher Retirement System Financial Statements 

As discussed in Note 1, the financial statements of the System, are intended to present the 
financial position, the changes in financial position and, where applicable, cash flows of only that 
portion of the major enterprise fund and the aggregate remaining funds information of the State 
that is attributable to the transactions of the System. They do not purport to, and do not, present 
fairly the financial position of the State of Texas as of August 31, 2020, the changes in its financial 
position, or, where applicable, its cash flows for the year then ended in accordance with 
accounting principles generally accepted in the United States of America. Our opinion is not 
modified with respect to this matter. 

Investments with Values that are not Readily Determined 

As discussed in Note 3, the financial statements include investments valued at approximately 

$75.6 billion as of August 31, 2020, whose fair values have been estimated by management in 
the absence of readily determinable fair values. Our opinion is not modified with respect to this 
matter. 



Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the 
Management's Discussion and Analysis, and the Pension Trust Fund and TRS-Care Required 
Supplementary Schedules, as listed in the Table of Contents, be presented to supplement the 
basic financial statements. Such information, although not a part of the basic financial 
statements, is required by the Governmental Accounting Standards Board who considers it to be 
an essential part of financial reporting for placing the basic financial statements in an appropriate 
operational, economic, or historical context. We have applied certain limited procedures to the 
required supplementary information in accordance with auditing standards generally accepted 
in the United States of America, which consisted of inquiries of management about the methods 
of preparing the information and comparing the information for consistency with management's 
responses to our inquiries, the basic financial statements, and other knowledge we obtained 
during our audit of the basic financial statements. We do not express an opinion or provide any 
assurance on the information because the limited procedures do not provide us with sufficient 
evidence to express an opinion or provide any assurance. 

Other Information 

Our audit was conducted for the purpose of forming opinions on the financial statements that 
collectively comprise the System's basic financial statements. The information in Schedules 1 
and 2, as listed in the Table of Contents, are presented for purposes of additional analysis and 
are not a required part of the basic financial statements. 

The information in Schedules 1 and 2, as listed in the Table of Contents, is the responsibility of 
management and was derived from and relates directly to the underlying accounting and other 
records used to prepare the basic financial statements. Such information has been subjected to 
the auditing procedures applied in the audit of the basic financial statements and certain 
additional procedures, including comparing and reconciling such information directly to the 
underlying accounting and other records used to prepare the basic financial statements or to the 
basic financial statements themselves, and other additional procedures in accordance with 
auditing standards generally accepted in the United States of America. In our opinion, the 
information in Schedules 1 and 2, as listed in the Table of Contents, is fairly stated, in all material 
respects, in relation to the basic financial statements as a whole. 

The Introductory, Investment, Actuarial, Statistical, and Benefits sections have not been 
subjected to the auditing procedures applied in the audit of the basic financial statements, and 
accordingly, we do not express an opinion or provide any assurance on it. 



Report on Summarized Comparative Information 

We have previously audited the System's fiscal year 2019 financial statements, and we expressed 

an unmodified audit opinion on those audited financial statements in our report dated November 

20, 2019. In our opinion, the summarized comparative information presented herein as of and 

for the year ended August 31, 2020 is consistent, in all material respects, with the audited 

financial statements from which it has been derived. 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we will issue a separate report on our 

consideration of the System's internal control over financial reporting and on our tests of its 

compliance with certain provisions of laws, regulations, contracts, and grant agreements and 

other matters. The purpose of that report is solely to describe the scope of our testing of internal 

control over financial reporting and compliance and the results of that testing, and not to provide 

an opinion on the effectiveness of the System's internal control over financial reporting or on 

compliance. That report is an integral part of an audit performed in accordance with Government 
Auditing Standards in considering the System's internal control over financial reporting and 

compliance. 

Lisa R. Collier, CPA, CFE, CIDA 

First Assistant State Auditor 

November 20, 2020 

































































http://www.trs.texas.gov
























http://www.trs.texas.gov














































































CAFR 2020 / INVESTMENT SECTION 

































CAFR 2020 / ACTUARIAL SECTION 







Retirement 
Consulting 

November 14, 2019 

Board of Trustees 

Teacher Retirement System of Texas 

1000 Red River Street 

Austin, TX 78701-2698 

P: 469.524.0000 I F: 469.524.0003 I www.grsconsulting.com 

Subject: Actuary's Certification of the Actuarial Valuation as of August 31, 2019 

We certify that the information included herein and contained in the 2019 Actuarial Valuation Report 

is accurate and fairly presents the actuarial position of the Teacher Retirement System of Texas (TRS) 

as of August 31, 2019. This report was prepared at the request of the Board and is intended for use 

by the TRS staff and those designated or approved by the Board. This report may be provided to 

parties other than TRS staff only in its entirety and only with the permission of the Board. 

All calculations have been made in conformity with generally accepted actuarial principles and 

practices, and with the Actuarial Standards of Practice issued by the Actuarial Standards Board. In our 

opinion, the results presented comply with the requirements of the Texas statutes and, where 

applicable, the Internal Revenue Code, ERISA, and the Statements of the Governmental Accounting 

Standards Board. The undersigned are independent actuaries. Mr. Siblik and Mr. Newton are 

Enrolled Actuaries, members of the American Academy of Actuaries and are qualified to give a 

Statement of Opinion. All are experienced in performing valuations for large public retirement 

systems. 

ACTUARIAL VALUATIONS 

The primary purpose of the valuation report is to determine the adequacy of the statutory 

contribution rates through measuring the resulting funding period, to describe the current financial 

condition of the System, and to analyze changes in the System's condition. In addition, the report 

provides various summaries of the data. This report may not be appropriate for other purposes. The 

information required by the System in connection with Governmental Accounting Standards Board 

Statement No. 67 (GASB No. 67) will be provided under separate cover. 

Valuations are prepared annually, as of August 31 of each year, the last day of the System's plan and 

fiscal year. 

FINANCING OBJECTIVE OF THE PLAN 

The employee, employer, and State contribution rates are established by Law that, over time, are 

intended to remain level as a percent of payroll and provide assets to cover benefits when due. The 
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actuarially determined employer contribution rates determined in this actuarial valuation are 

intended to provide for the normal cost plus the level percentage of payroll required to amortize 

the unfunded actuarial accrued liability. Please see Appendix 2 for more discussion of these 

determinations. 

PROGRESS TOWARD REALIZATION OF FINANCING OBJECTIVE 

The actuarial accrued liability, the unfunded actuarial accrued liability (UAAL), and the calculation of 

the resulting funding period illustrate the progress toward the realization of financing objectives. 

Based on this actuarial valuation as of August 31, 2019, the System's under-funded status has 

increased to $49.5 billion as of August 31, 2019 compared to $46.2 billion as of August 31, 2018. The 

primary reason for the increase was the interest on the UAAL being greater than the contributions 

towards the UAAL. This shortfall was $1.5 billion for the fiscal year. This means that the UAAL 

would have increased $1.5 billion even if all assumptions were met and shows why it was 

imperative that contribution rates were increased prospectively as that rate of growth would have 

continued. 

In addition, the anticipated impact of salary increases provided by the 2019 Legislature represents 

$1.4 billion of the change. The remainder of the increase was primarily from an actuarial loss 

generated on the actuarial value of assets from the fiscal year market return being less than the 

assumed 7.25%. 

This valuation shows a normal cost equal to 11.65% of pay plus 0.11% of pay to cover the annual cost 

of administrative expenses. The 2019 Legislature increased contribution rates for the State, 

employers, and the members in a phase-in schedule that will end in Fiscal Year 2025. The State's base 

rate of 6.80% in Fiscal Year 2019 will increase to 7.50% in Fiscal Year 2020 and phase-in to 8.25% by 

Fiscal Year 2024. In addition, covered employers whose employees are not participating in Social 

Security began contributing 1.50% of salary (capped at the minimum salary schedule) in Fiscal Year 

2015. Beginning in Fiscal Year 2020, all public education employers will pay this supplemental 

payment and the amount will gradually increase from 1.60% in Fiscal Year 2021 to 2.00% in Fiscal Year 

2025. These supplemental contributions are assumed to be approximately 1.25% of total payroll at 

the end of the phase-in. Combined, these contributions are ultimately assumed to approximate 

9.50% of total payroll. The member contribution rate will increase from the current 7.70% to 8.00% in 

Fiscal Year 2022 and ultimately 8.25% in Fiscal Year 2024. In addition to these contributions, there are 

contributions made on behalf of members who are receiving a pension but who have also returned to 

work. These contributions are assumed to be approximately 0.05% of total payroll. As a result, for 

FY2025 and thereafter, the System is expected to receive a total contribution rate of 17.80% of pay. 

All funding calculations in this report assume the rate will remain at that level thereafter. 

If payroll grows as expected (3.0% per year), the contributions provided by this contribution rate 

pattern are sufficient to amortize the current unfunded actuarial accrued liabilities of the System over 

a period of 29 years based on the smoothed asset value as of the valuation date. Therefore, the 

financing objectives of the System are expected to be met (assuming all assumptions are realized). 
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The actuarial valuation report as of August 31, 2019 reveals that the funded ratio (the ratio of 

actuarial assets to actuarial accrued liability) is 76.4%. The funded status is one of many metrics used 

to show trends and develop future expectations about the health of the System. The funded status 

measure itself is not appropriate for assessing the sufficiency of plan assets to cover the estimated 

cost of settling the plan's benefit obligations or assessing the need for or the amount of future 

contributions since it does not reflect normal cost contributions, the timing of amortization 

payments, or future experience other than expected. 

The System earned less than the prior year's assumed rate of return during fiscal year 2019 (5.0% on 

market value compared to an assumed 7.25%). Even though the System was deferring investment 

gains from the prior year, the System experienced an actuarial loss on assets this year because the 

current year's shortfall was greater than the prior year's excess that was being deferred. After netting 

these two numbers against each other, the System recognized 20% of the remaining shortfall in an 

actuarial loss and is now deferring an investment shortfall of $2.255 billion and the funded status 

using the market value of assets is 75.3%. If there are no significant investment excesses or other 

actuarial gains over the next several years, the funded status of the System would be expected to 

decrease towards this number. This $2.255 billion in net deferred shortfall compares to the last 

valuation when the System was deferring a gain of $0.5 billion. 

Based on the actuarial (smoothed) value of assets, the number of years needed to amortize the 

UAAL will decrease annually if all assumptions are met. Please note that this annual decrease in the 

funding period will only occur if the currently scheduled contribution levels remain in place over the 

funding period. Any decrease in the contribution rates will result in higher funding periods. 

Due to the current funding policy which utilizes level percentage of payroll amortization, the 

amortization payments will not be sufficient to cover all of the interest charges on the UAAL until the 

funding period reaches approximately 20 years. Table lla provides a 10 year projection of various 

valuation results, including the UAAL, and that projection shows the UAAL is expected to increase to 

$55.6 billion in 2028. Extending the projection further would show the UAAL is fully amortized 20 

years after that (assuming all assumptions are exactly met including a 7.25% annual return on assets). 

Please note these expectations are based on the current benefit provisions, assumptions, contribution 

rates and a level active population. Any additional benefit enhancements (ad hoc Cost of Living 

Adjustments or "COLAs") granted without additional funding would increase the ultimate UAAL and 

extend the funding period before the funding status begins to improve. Thus, we continue to advise 

against any future benefit enhancements without additional sources of funding that cover the cost of 

the enhancement. 

PLAN PROVISIONS 

The plan provisions used in the actuarial valuation are described in Appendix 1 of the valuation report. 

Except as noted below, there have been no changes to the ongoing benefit provisions of the System 

since the prior valuation. The 2019 Legislature provided a one-time appropriation to the System in 
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August of 2019 to provide for a one time supplemental payment to retirees. The appropriation and 

resulting increased benefit payment have both been reflected fully in this valuation, meaning there 

are not residual liabilities or credits. In addition, the 2019 Legislature increased the member 

contribution rates to be paid into the System beginning in Fiscal Year 2022. The member rate will 

increase from the current 7.70% to 8.00% in Fiscal Year 2022 and increase again in Fiscal Year 2024 to 

8.25% of pay, where it is expected to remain. 

DISCLOSURE OF PENSION INFORMATION 

Beginning with Fiscal Year 2014, the System began reporting financial information in accordance with 

Governmental Accounting Standards Board (GASB) Statement No. 67. The disclosure information for 

GASB No. 67 is provided in a separate report and is not contained herein. 

This report should not be relied on for any purpose other than the purpose described above. 

Determinations of the financial results associated with the benefits described in this report in a 

manner other than the intended purpose may produce significantly different results. 

ACTUARIAL METHODS AND ASSUMPTIONS 

HB 3 in the 2019 Legislative session created a new mechanism for salary increases to be provided 

from the State. It is our understanding that approximately $825 million was budgeted to provide 

salary increases to teachers, librarians, counselors, and nurses with at least 5 years of service. To 

estimate the impact in this valuation, we have assumed the $825 million would be provided uniformly 

to all members in the data with the applicable position codes and at least 5 years of service. In 

addition, we have assumed aggregate covered payroll for Fiscal Year 2020 would be $825 million 

more than the typical 3% annual growth from actual Fiscal Year 2019 payroll. Finally, we have 

assumed half of the $825 million would be eligible for the supplemental contribution from employers. 

All assumptions are then assumed to continue thereafter without adjustment. This increased the 

UAAL in this valuation by approximately $1.4 billion and increased the funding period by 1 year. 

The actual data collected as of August 31, 2020 will provide the actual amount and distribution of the 

salary increases, as well as the actual increase in aggregate payroll and the portion eligible for 

supplemental contributions, meaning the 2020 valuation will provide more clarity on the actual 

impact from the HB 3 as the school districts do have discretion on how the actual increases are 

distributed. In addition, the true ultimate cost of the increases will not be fully known until the 

valuations for the following years are completed as it is possible that future salary decisions by 

employers are impacted by this one large decision. We believe it is possible that overall salary 

increases for the next few valuation cycles could be dampened compared to current assumptions and 

thus believe the proposed approach to projecting the impact is more likely to overestimate the impact 

than underestimate, but given the lack of detail from how local employers will distribute the increases 

and how it may impact future decisions, we believe the methods used in this valuation are 

appropriate and reasonable. 

5605 North MacArthur Boulevard I Suite 870 I Irving, lexas 75038-2631 



Board of Trustees 
November 14, 2019 
Page 5 

The actuarial methods and assumptions have been selected by the Board of Trustees of the Teacher 

Retirement System of Texas based upon our analysis and recommendations. These assumptions and 

methods are detailed in Appendix 2 of the valuation report. The Board of Trustees has sole authority 

to determine the actuarial assumptions used for the plan. Except for the assumption about potential 

impact from the salary increases provided by 2019 Legislature to be effective September 1, 2019, the 

actuarial methods and assumptions are primarily based on a study of actual experience for the period 

ending August 31, 2017 and adopted on July 27, 2018. Please see our experience study report dated 

July 27, 2018 for more information on the rationale for the current assumptions. In our opinion, the 

actuarial assumptions and methods used in this funding valuation meet the parameters set by the 

Actuarial Standards of Practice issued by the Actuarial Standards Board for such purposes. 

The results of the actuarial valuation are dependent on the actuarial assumptions used. Actual 

results can and almost certainly will differ, as actual experience deviates from the assumptions. 

Even seemingly minor changes in the assumptions can materially change the liabilities, calculated 

contribution rates and funding periods. To illustrate this point, on page 7 of this report we have 

shown illustrative results based on future investment experience deviating from the assumptions. 

Based on the scope of this engagement, we have not performed analysis on the potential range of 

future measurements based on other factors. The actuarial calculations are intended to provide 

information for rational decision making. 

In our opinion, the actuarial assumptions used are appropriate for purposes of the valuation and 

are internally consistent and reasonably related to the experience of the System and to reasonable 

expectations. 

Data 

Member data for retired, active and inactive members was supplied as of August 31, 2019 by the 

TRS staff. The staff also supplied asset information as of August 31, 2019. While GRS did not audit 

this data, we did apply a number of tests to the data and concluded that it was reasonable and 

consistent with the prior year's data. It is also our understanding that TRS's auditor has attested to 

this information. GRS is not responsible for the accuracy or completeness of the information 

provided to us by TRS. 

The following schedules in the Actuarial Section of the TRS CAFR were prepared by GRS: 

• Actuarial Present Value of Future Benefits 

• Schedule of Retirees and Beneficiaries Added to and Removed from Rolls 

• Schedule of Funding Progress 

• Post-Retirement Mortality 

• Rates of Retirement 

• Probability of Decrement due to Withdrawal 

• Active Mortality 
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All other schedules shown in the actuarial section were prepared by TRS staff based upon our work. 

For further information please see the full actuarial valuation report. 

This document and the PowerPoint presentation of the actuarial valuation results presented to the 

TRS Board in December 2019 comprise the full actuarial report. 

Respectfully submitted, 

Gabriel, Roeder, Smith & Company 

Lewis Ward 
Consultant 

Daniel J. Siblik, ASA, EA, MAAA Joseph P. Newton, FSA, EA, MAAA 
Consultant Pension Market Leader and Actuary 
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Subject: Actuary's Certification of the GASB Statement No. 74 Actuarial Valuation as of 
August 31, 2019 for TRS-Care 

Submitted in this report are the results of an Actuarial Valuation of the liabilities associated with the 

employer financed retiree health benefits provided through TRS-Care, a benefit program designed to 

provide post-retirement medical benefits for certain members of the Teacher Retirement System of Texas 

(TRS). The date of the valuation was August 31, 2018. Update procedures were used to roll forward the 

total OPEB liability to August 31, 2019. This report was prepared at the request of TRS. 

The actuarial calculations were prepared for purposes of complying with the requirements of Statement 

No. 74 of the Governmental Accounting Standards Board {GASB). The calculations reported herein have 

been made on a basis consistent with our understanding of this accounting standard. Determinations of 

the liability associated with the benefits described in this report for purposes other than satisfying the 

financial reporting requirements of TRS-Care and participating employers may produce significantly 

different results. Actuarial valuations of the post-retirement benefits are performed annually. 

The valuation was based upon information, furnished by TRS, concerning retiree health benefits, 
members' census, and financial data. Data was checked for internal consistency but was not otherwise 

audited. Certain actuarial assumptions applicable only to the TRS-Care OPEB valuation have changed since 
the prior report. These changes are disclosed in the assumptions section of this report. 

The following CAFR schedules were prepared by GRS and can be found in Sections D and E of this report: 

1. Key Actuarial Assumptions and Methods 

2. Schedule of Retirants and Beneficiaries Added and Removed from Rolls 

GRS is not responsible for any trend data schedules not found in this report. 
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The current objective is to fund the Trust in order to maintain benefits through individual biennial periods. 

There is no arrangement into which the participating employers would make contributions to advance

fund the obligation. However, a Trust does exist into which participating employers are making 

contributions based on the current funding policy. 

Future actuarial measurements may differ significantly from the current measurements presented in 

this report due to such factors as the following: plan experience differing from that anticipated by the 

economic or demographic assumptions; changes in economic or demographic assumptions; increases 

or decreases expected as part of the natural operation of the methodology used for these 

measurements; and changes in plan provisions or applicable law. 

To the best of our knowledge, this report is complete and accurate. The assumptions and methods used 
for financial reporting purposes are in accordance with generally accepted actuarial principles set by the 

Actuarial Standards of Practice (ASOPs). Joseph Newton and Mehdi Riazi are members of the American 

Academy of Actuaries and meet the Qualification Standards of the Academy of Actuaries to render the 

actuarial opinion herein. The signing individuals are independent of the plan sponsor. 

Respectfully submitted, 

Joseph P. Newton, FSA, FCA, EA, MAAA 

Mehdi Riazi, FSA, FCA, EA, MAAA 
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