
THE UNIVERSITY OF TEXAS-PAN AMERICAN 

I II111 III1 524 I0 1161 0816 5204r, 

2L 

I 

} ti A Y

r

D #





December, 1988 

ANNUAL COMPENSATION 
TEACHER RETIREMENT SYSTEM OF TEXAS LAWS AND RULES 

The 67th Legislature in 1981 passed legislation improving the standard annuity retirement formula by changing from a best 
five year average salary to a best three year average salary. In conjunction with this improvement, the Legislature applied a 
strict definition to annual compensation and instructed the TRS board of trustees to establish rules to prevent the conversion 
of noncreditable compensation to creditable compensation in anticipation of retirement and authorized a percentage 
limitation on the amount of increases in annual compensation that may be subject to credit and deposit during a member's 
final years of employment.  

The following excerpts from TRS Laws and Rules, 1988, apply to the determination of annual compensation subject to TRS 
deposit and retirement credit.

Sec. 31.001. DEFINITIONS (TRS Law) 

(4) "Annual compensation" means the compensa
tion to a member of the retirement system for service during 
a school year that is reportable and subject to contributions 
as provided by Section 32.201 of this subtitle.

Sec. 32.201. MEMBER COMPENSATION 
(TRS Law)

(a) Unless otherwise provided by this subtitle, compen
sation subject to report and deduction for member contribu
tions and to credit in benefit computations is: 

(1) beginning with the 1981-82 school year, only a 
member's salary and wages for service, less any amounts 
excluded by rules of the board of trustees adopted pursuant 
to Section 35.110 of this subtitle; and 

(2) in school years before the 1981-82 school year, 
all compensation for service that was or should have been 
reported under laws and rules governing the retirement 
system when the compensation was paid but excluding 
compensation greater than $25,000 for a school year begin
ning after August 31, 1969, but before September 1, 1979, 
and compensation greater than $8,400 for a school year 
beginning before September 1, 1969.  

(b) "Salary and wages" as used in Subsection (a) of 
this section means: 

(1) normal periodic payments of money for ser
vice the right to which accrues on a regular basis in 
proportion to the service performed; 

(2) career ladder payments of money authorized 
by Section 16.057, Education Code; 

(3) amounts by which the member's salary is 
reduced under a salary reduction agreement authorized by 
Article 6252-3d, Revised Statutes; and 

(4) amounts that would otherwise qualify as 
salary and wages under Subdivision (1) or (2) of this 
subsection but are not received directly by the member 
pursuant to a good faith, voluntary written salary reduction 
agreement in order to finance payments to a deferred compen
sation or tax sheltered annuity program specifically autho
rized by state law or to finance benefit options under a 
cafeteria plan qualifying under Section 125 of the United 
States Internal Revenue Code, if: 

(A) the program or benefit options are made 
available to all employees of the employer; and 

(B) the benefit options in the cafeteria plan 
are limited to one or more options that provide deferred 
compensation, group health and disability insurance, group 
term life insurance, dependent care assistance programs, or 
group legal services plans.  

(c) Excluded from salary and wages are expense 
payments, allowances, payments for unused vacation or 
sick leave, maintenance or other nonmonetary compensa
tion, fringe benefits, deferred compensation other than as 
provided in Subsection (b)(3) of this section, compensation 
that is not made pursuant to a valid employment agreement, 
and any compensation not described in Subsection (b) of this 
section.

Sec. 25.21. COMPENSATION SUBJECT TO 
DEPOSIT AND CREDIT (TRS Rule)

(a) The contributions required from a member to the 
Teacher Retirement System are generally based upon the 
member's annual compensation. Benefits paid by the retire
ment system are also generally based in whole or in part 
upon the annual compensation credited to a member for 
certain school years. A member's annual compensation for 
any particular school year has the meaning given by the law

and rules applicable for that year. Beginning with the 1981-82 
school year and for school years thereafter, annual compensa
tion consists of the salary and wages that are paid or payable 
to a member for employment which is eligible for member
ship in the retirement system during that school year.  

(b) Some payments made by an employer to a member 
are not salary or wages, even though the payments may be 
otherwise considered as compensation under the employ
ment contract or federal tax laws. In general, salary and 
wages creditable and subject to deposits are those types of 
monetary compensation which: 

(1) are earned or accrue proportionally as the 
work is performed, so that a member terminating employ
ment between pay periods is entitled to a proportional 
amount of the compensation based on either length of 
employment or amount of work performed; 

(2) are paid or payable at fixed intervals, gener
ally at the end of each pay period; and 

(3) are not specifically excluded under subsection 
(d) of this section.  

(c) The following types of monetary compensation are 
to be included in annual compensation: 

(1) amounts deducted from regular pay for the 
state-deferred compensation program, for a tax-sheltered 
annuity, or for a deferred compensation arrangement quali
fying under the U.S. Internal Revenue Code, Section 401(k); 

(2) normal payroll deductions which are not tax
exempt or tax-deferred; 

(3) additional compensation paid for additional 
duties, for longevity, or for service in a particular location or 
specialty, provided that these payments clearly meet the 
requirements of subsection (b) of this section; 

(4) career ladder payments of money authorized 
by the Texas Education Code, Section 16.057; 

(5) delayed payments of lump sum amounts 
which by law or contract should have been paid at fixed 
intervals and which otherwise meet the requirements of 
subsection (b) of this section; and 

(6) amounts withheld from regular pay under a 
cafeteria plan as provided by Section 25.22 of this title 
(relating to Contributions to Cafeteria Plans and Deferred 
Compensation).  

ons(d) The following are excluded from annual compensa

(1) allowances, including housing, car, and ex
pense allowances; 

(2) reimbursements for expenses; 
(3) payments for accrued sick leave or vacation, 

except that continued payments of normal compensation 
when vacation or sick leave is actually taken by an employee 
will be included in annual compensation to the extent 
otherwise permitted by this section; 

(4) benefits, except as provided in subsection 
(c)(1) of this section, which either are not subject to federal 
income tax or which will be subject to federal income tax in a 
future year; 

(5) bonuses, except for career ladder payments autho
rized by the Texas Education Code, Section 16.057; 

(6) employer payments for fringe benefits, in
cluding direct cash payments in lieu of fringe benefits, 
except as provided in Section 25.22 of this title (relating to 
Contributions to Cafeteria Plans and Deferred Compensa
tion); 

(7) payments except as provided in subsections 
(c)(1), (c)(2), and (c)(6) of this section, made to third parties 
for the benefit of a member; 

(8) payments for work as an independent con
tractor or consultant; 

(9) all nonmonetary compensation; and 

(over)



(10) any other fringe benefit.  
(e) Annual compensation may be further limited by 

rule of the retirement system to prevent the conversion of 
noncreditable compensation to salary and wages in anticipa
tion of retirement. The retirement system will adjust 
annual compensation under that rule at the time of a 
member's retirement and make the appropriate revisions of 
the amount of credit awarded and deposits required.

Sec. 35.110. DETERMINATION OF ANNUAL 
COMPENSATION (TRS Law)

The board of trustees shall adopt rules to exclude from 
annual compensation that part of salary and wages in the 
final years of a member's employment that reasonably can 
be presumed to have been derived from a conversion of 
fringe benefits, maintenance, or other payments not includ
able in annual compensation to salary and wages. The board 
of trustees may adopt rules that include a percentage 
limitation on the amount of increases in annual compensa
tion that may be subject to credit and deposit during a 
member's final years of employment.  

Sec. 25.30. CONVERSION OF NONCREDITABLE 
COMPENSATION TO SALARY 
(TRS Rule) 

(a) The Teacher Retirement System will exclude from 
annual compensation any amounts converted into salary 
and wages from noncreditable compensation during the last 
seven creditable school years of employment before retire
ment. No amounts will be excluded under this section for 
school years before 1981-82.  

(b) "Noncreditable compensation" consists of pay
ments and benefits for service as an employee or consultant 
with a Texas public educational institution for which no 
TRS contributions have been made or, for years when a 
ceiling on creditable compensation was applied, the pay
ments and benefits for which no contributions would have 
been made if the ceiling had been removed.  

(c) When a member applies for retirement, TRS will 
identify, evaluate, and compare the noncreditable compensa
tion provided to the member in each of the last eight 
creditable school years of employment before retirement. If 
a member's noncreditable compensation in any one of these 
years exceeds that of any other subsequent year, TRS will 
presume the difference to have been converted into salary 
and wages in the subsequent year. The amount of the 
conversion for any year will be the difference in noncredit
able compensation for that year and the greatest amount of.  
noncreditable compensation in a previous year of those 
compared.  

(d) In order to overcome the presumption, a member 
must submit documentary evidence to TRS which clearly 
and convincingly proves that the difference was not con
verted to salary and wages.  

(e) Employers and members will provide the system, 
upon request, with copies of contracts, board minutes, 
memoranda, payroll records, and other materials which will 
assist the system in these determinations.  

(f) After the effective date of retirement TRS will 
refund to the member any deposits made on the amounts 
excluded from annual compensation under this section.  

(g) Amounts withheld from employees' salaries before 
September 1, 1985, under voluntary salary reduction agree
ments for cafeteria plans or deferred compensation qualify
ing under the United States Internal Revenue Code, Section 
401(k), will be excluded from noncreditable compensa
tion for the purposes of this section only.  

(h) This section does not apply to noncreditable com
pensation that was paid in only one school year.

Sec. 25.31. PERCENTAGE LIMITS ON COM
PENSATION INCREASES (TRS Rule) 

(a) Except as provided in Subsection (c) of this section 
a member's credited compensation for each of the last five 
creditable years of service before retirement may not exceed 
the credited compensation of the immediately preceding 
creditable year for service in the same or similar positions by 
more than 20%. When appropriate TRS may convert salary 
for part-time employment to its full-time equivalent in 
determining the permissible increases in credited annual 
compensation.  

(b) TRS will adjust a member's annual compensation 
at the time of retirement to comply with the limits of this 
rule and will refund excess deposits to the member after the 
effective date of retirement.  

(c) No adjustment in annual compensation will be 
made 

(1) for years before the 1981-82 school year or 
(2) for any year if the 20% limit on annual 

increases in credited compensation, applied to each of the 
member's last five years of annual compensation, would not 
affect the calculation of the member's retirement benefit.  

Sec. 25.32. CONVERSION OF CERTAIN CAREER 
LADDER PAYMENTS (TRS Rule) 

(a) Section 25.30 of this title (relating to Conversion of 
Noncreditable Compensation to Salary) does not apply to 
noncreditable lump sum bonuses paid pursuant to a formal 
written plan, adopted in the 1984-85 school year or there
after but before January 1, 1988, in which employees 
received the bonuses based on the application of preexisting 
objective standards or written performance evaluations if 
the following requirements are met: 

(1) the lump sum bonus payment under the plan 
is abandoned or changed to a creditable form of compensa
tion no later than September 1, 1988; 

(2) if the program includes any of the employer's 
highly compensated employees, then substantially all of the 
employer's nonteaching professional employees must be 
included in the program; 

(3) the bonuses did not exceed the amounts which 
would have been available had the employee been eligible for 
the teacher career ladder (Texas Education Code, Sec.  
16.057, et seq); 

(4) the standards or evaluations were adminis
tered consistently and in good faith; and 

(5) if the lump sum bonus payment is converted 
to a creditable form of compensation, the payment plan 
must be converted for all employees covered under the plan.  

(b) This section applies to a person: 
(1) who retires or has retired in calendar year 

1985 or thereafter; and 
(2) who was not employed in a position eligible for 

the teacher career ladder but was employed by a school 
district required to provide the teacher career ladder.  

(c) The following words and terms, when used in this 
section shall have the following meanings: 

(1) Highly compensated employee -An employee 
who receives compensation in excess of $50,000 or who is in 
the group of the 5.0% highest compensated employees of the 
employer reporting district.  

(2) Professional employee - A person who is paid 
according to a specified professional pay plan, including but 
not limited to those employed in the positions enumerated in 
Texas Education Code, Section 16.056(d).  

(d) This section applies strictly to compensation pro
grams established by school districts which were intended 
to be similar or equivalent to the teacher career ladder but 
which provide compensation to personnel excluded by the 
provisions of the teacher career ladder.  

(e) It is the responsibility of the employee or retiree to 
establish that the conditions of this section have been met.

Also, Sec. 25.28(d), TRS rules, provides that "Any employer may ask the retirement system for a written statement on whether a particular form of compensation is salary and wages subject to member deposits under the law and rules governing the system. A request for such a statement should be submitted in writing to the retirement system together with any contracts, board minutes, briefs, memoranda, or other material relevant to the request."



COMPREHENSIVE ANNUAL 
FINANCIAL REPORT 

For Fiscal Year Ended August 31, 1988
Years' Highlights

MEMBERSHIP 
Member Accounts
New Members 
Members Withdrawing 
Service Retirements 
Disability Retirements 
In-Service Deaths 
Deaths After Retirement 
Annuitants 

MONETARY 
Member Deposits 
Accounts Refunded 
Benefits Paid 
State Contributions 
Increase in Long Term 
Investment Holdings 

Income from Investments 
Administrative Expenses

PENSION TRUST FUND 

Year Ended August 31, 
1988 1987

483,453 
63,418 
37,411 

5,428 
640 
777 

2,727 
105,035

$ 597,368,593 
113,178,276 
874,560,122 
663,222,962 

2,089,350,910 
1,408,427,998 

16,506,750

482,595 
63,821 
39,158 

5,947 
666 
819 

2,557 
104,886 

$ 564,392,473 
110,658,346 
755,349,430 
716,368,692 

1,599,505,094 
1,212,584,951 

12,856,551

EXPENDABLE TRUST FUND 
ENROLLMENT

Retirees 
Surviving Spouses 
Surviving Dependent Children 
Dependents 

MONETARY 
Member Contributions 
State Contributions 
Retiree Contributions 
Income from Investments 
Administrative Expenditures 
Claim Expenditures 
Retention Expenditures

73,652 
670 

3 
7,062 

$ 19,598,520 
31,357,632 
23,948,600 

5,703,832 
484,684 

41,472,241 
4,130,071

68,936 
557 

7,144 

$ 18,522,629 
25,931,680 
22,617,624 

2,568,998 
389,025 

23,482,750 
3,552,911
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Board of Trustees

Edward H.  
Wicker 

(Chairman), 1991, 
Rancher and 

Businessman, 
Beeville 

Sheila Payne 
(Vice Chairman), 
1991, Counselor, 

Arlington ISD 

Henry M. Bell, Jr.  
1989, Chairman of 

the Board and 
Chief Executive 

Officer, First City 
National Bank, 

Tyler 

George M.  
Crowson 

1989, Harris 
County School 

Superintendent, 
Houston

Mary W. Kasting 
1989, Administra

tive Assistant 
Copperas Cove ISD 

Stephen C.  
Mahood 

1993, Investments 
Businessman, 

Dallas 

Frank Monroe 
1993, Retired 

Superintendent, 
Highland Park ISD 

C. A. Roberson 
1993, Executive 
Vice Chancellor, 
Tarrant County 

Junior College, 
Fort Worth 

Dana Williams 
1991, Retired 

Superintendent, 
Corpus Christi ISD

Terms expire August 31

as
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he Board of Trustees is 
responsible for the adminis
tration of the system un
der provisions of the state 

constitution and laws. The board is 
composed of nine trustees who are 
appointed to staggered terms of six 
years. Three trustees (Bell, Mahood, 
and Wicker) are appointed by the 
governor. Two trustees (Ashworth, 
deceased, Williams, and Crowson) are 
appointed by the State Board of Educa
tion. Two trustees (Payne and Kasting) 
are appointed by the governor from 
the three public school district active 
member candidates who have been 
nominated for each position by employ
ees of public school districts. One 
trustee (Roberson) is appointed by the 
governor from the three higher educa
tion active member candidates nomi
nated by employees of institutions of 
higher education. One trustee (Monroe) 
is appointed by the governor from the 
three retired member candidates who 
are nominated by retired TRS mem
bers. Appointments are subject to 
confirmation by the Senate.  

Robert R. Ashworth, 
Vice Chairman, retired 
superintendentofAma
rillo ISD, had served 
on the TRS Board of 
Trustees as an active 
memberfrom 1973 un
til 1979. Following his 
retirement from public 

education, he was appointed to the board in 
1979 by the State Board of Education, 
reappointed in 1985, and served until his 
death in March 1988. His determination to 
serve the educators of the state and main
tain the financial integrity of the system will 
be missed by the board and his friends.

r



Executive A continuing priority: service 

Secretary's Message TRS embarked on its 51st year of opera
tion in September 1987 with a proud past, a 
challenging future, and a timeless prior
ity -- service to the active and retired public 
school employees of Texas.  

TRS in 1987-88 had 483,453 members 
and 105,035 annuitants, for a total of 
588,488 individuals. TRS processed 5,428 
service retirements and 640 disability re
tirements, and responded to 9,747 requests 
for information on retirement. An esti
mated 2,457 persons received individual 
counseling by TRS counselors at 24 loca
tions throughout the state; 1,641 visited 
TRS offices for this assistance.  

Approximately 74,000 retirees are par
ticipating in the TRS-Care group health 
insurance program in this, its second year 
of operation, and additional thousands of 
their dependents are benefiting from their 
membership. Under the insurance pro
gram, 591,941 claims were processed by the 
TRS-Care/Aetna claims office in San 
Antonio, and 155,625 prescriptions were 
filled by National Rx Services, the prescrip
tion drug provider.  

Preretirement education 
TRS launched a new effort, to be con

tinued in later years, to place greater empha
sis on preretirement education and plan
ning for current members. More than 67,000 
"Planning Your Retirement" workbooks 
were produced and mailed to members who 
were at least 50 years old and who had at 
least 10 years of TRS service. Additional 
distributions of the workbooks are planned 
as members reach that age and tenure.  

A VHS videotape titled "For Your Ser
vice: TRS Benefits," was produced and 
distributed to each school district in Texas.

This tape, describing service retirement 
and other TRS benefits, can be used to 
explain to new employees the importance 
of long-term retirement planning, to pro
vide ideas and answers to members nearing 
retirement, and to enhance retirement 
awareness of school employees at all stages 
of their careers.  

School districts were encouraged to con
duct preretirement education seminars for 
their employees. Each district received a 
copy of the "Facilitator's Guide" developed 
by TRS to assist in setting up the seminars.  
TRS also makes available, on request, staff 
members to explain retirement benefits 
and the group insurance program at the 
district seminars. Members were reminded 
throughout the year of the importance of, 
and need for, preretirement planning.  

Growth in membership, benefit 
payments 

A total of 63,418 new members were 
added to the system, and TRS distributed 
$874,560,122 in benefit payments to annui
tants and the beneficiaries of active and 
retired members in 1987-88. TRS recorded 
3,504 deaths, including 777 in-service 
deaths and 2,727 deaths after retirement, 
during 1987-88.  

Fewer members (5,428) retired in 1987
88 than the previous year (5,947). Disabil
ity retirements also decreased, from 666 to 
640. The 3,504 deaths represented a 3.8 
percent increase from the previous year's 
3,376 deaths.  

Pension Trust Fund growth 
continues 

The TRS Pension Trust Fund contin
ued its steady growth. The book value of 
this fund's investment portfolio increased 
by 12.4 percent to 17.2 billion in 1987-88.  
The market value had increased to $18.9 
billion by August 31, 1988.  

Despite the impact of the October 19, 
1987 stock market crash, the strength and 
diversification of TRS investments allowed 
the fund to weather the storm and remain 
secure. Much of the market decline result-
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ing from the crash was regained by the end 
of the fiscal year. More than $1.7 billion in 
unrealized gains remained in the TRS fund 
as of August 31, 1988.  

The investment performance continued 
in 1987-88 to exceed TRS long-term invest
ment objectives for the last three-year and 
five-year periods. The TRS total annualized 
time-weighted rates of return for the past 
three- and five-year periods were 15.3 per
cent and 15 percent, respectively. Perfor
mance statistics for these periods are given 
in the body of this Annual Report. Invest
ments continue to be weighted for long
term results.  

Technological changes improve 
service 

TRS makes a continuous effort to up
grade facilities, equipment, and operations 
in order to serve members better and faster.  

A new system of computerized record 
keeping was put into operation in Septem
ber 1987 which improved the speed, effi
ciency, and service of the annuity payroll 
operation.  

The new system gives staff members 
instant access to complete information 
about annuitants. Work on a similar sys
tem for Member Refunds is being devel
oped. Other systems are being continually 
developed and upgraded.  

Another technological advancement has 
fostered a big increase in the use of elec
tronic fund transfer (EFT) - rather than 
paper checks - for distributing monthly 
annuity payments, at a tremendous saving 
in time, labor, and postage.  

Building expansion 
Construction of a new TRS office build

ing is moving ahead and should be com
pleted in September 1989. The new build
ing is next to the present building, which 
was completed in 1973. Added space in the 
combined facilities should accommodate 
growth of the system for the next 20 years.  

Legislative activity 
The Board of Trustees in 1987-88 ap

proved recommendations for changes in 
TRS laws for consideration by the 71st 
Legislature in January 1989.

Their foremost concern is the continua
tion of the long-standing policy of level 
state funding of the retirement system and 
a return to the state contribution rate of 8 
percent on September 1, 1989 as provided 
by current law.  

The board feels that TRS active and 
retired members should participate in the 
financial gains realized from investments 
of the TRS pension trust fund.  

TRS is continuing to inform its mem
bers about state and federal laws and 
regulations that might affect their retire
ment benefits. For example: Congress 
passed legislation exempting public retire
ment systems, including TRS, from the 
provision of the Tax Reform Act of 1986 
which would have mandated distribution 
of pension benefits at age 70 regardless of 
work status of the retiree.  

Members also were affected by the new 
employer pick up of TRS member contribu
tions (as required by HB 2252, enacted by 
the 70th Legislature) which became effec
tive for salaries earned after December 31, 
1987, allowing federal tax deferral on those 
contributions.  

Looking ahead to 1988-89 
The numbers in this Annual Report are 

more than mere statistics; they represent 
the people we serve - TRS members and 
annuitants, and their retirement interests.  
In the year ahead we will continue to serve 
these people, to handle their funds and 
investments in a manner to insure safety 
and growth, to administer their retirement 
system in strict adherence to state and 
federal laws and regulations, and to protect 
their assets for the sole benefit of them
selves and their beneficiaries.  

Sincerely, 

Bruce Hineman 
Executive Secretary

5 

TRS 1988 Annual Report

1987-88 
The 51st Year of Service

On behalf of the Board of Trustees 
and staff of the Teacher Retirement 
System of Texas, we present this 
Comprehensive Annual Financial 
Report for the fiscal year which 
ended August 31, 1988. This report 
contains: A brief summary of TRS 
services and functions. . .TRS 
financial statements for 1987-88, 
audited by the State Auditor. ...A 
summary of the investment port
folio. . .An actuarial valuation for 
the fiscal year ended August 31, 
1988 by The Wyatt Company of 
Dallas .. .A summary of TRS 
benefits. . .A statement of mem
bership growth over the past 10 
years. . .Historical highlights since 
TRS was established in 1937.



Services

The TRS staff consists of seven 
divisions, all geared to the common 

goal of providing prompt, consistent, 
and fair service to members, annui

tants, beneficiaries, and others 
involved with the system.

The Executive Division 
is headed by the Executive Secretary, hired 
by the nine-member Board of Trustees and 
responsible to the board for the direction of 
the 300-member staff.  

The Executive Secretary is responsible 
for general administration of TRS; formu
lating and recommending overall goals, 
policies, and programs for the board's ap
proval; approving divisional policies and 
procedures; and delegating authority for 
the effective day-to-day operations of the 
system.  

Staff members of this division serve in 
the areas of legal counsel; internal audit; 
governmental relations; publications and 
public information; and liaison with educa
tion agencies, associations, retired educa
tors, and the general public. This division 
also provides liaison and support for the 
TRS Board of Trustees; the Medical Board; 
and Advisory Committees on Investments, 
Real Estate, and Group Insurance.

Staff members experienced in buying 
and selling of stocks, bonds, and real estate 
assist with the management and invest
ment of the TRS Pension Trust Fund and 
the separate Expendable Trust Fund of the 
TRS-Care Public School Retired Employee 
Group Insurance Program (described be
low).  

The Administration Division, 
under the Deputy Executive Secretary, 
works to insure effective relations among 
TRS and its members, annuitants, school 
districts, professional education associa
tions, and participants in the group insur
ance program.  

A member relations coordinator travels 
statewide to represent TRS with active and 
retired member groups.  

The division also supervises and coordi
nates the work of personnel services, actu
arial and statistical support, and divisions 
of TRS, except the Investments Division.

The Investments Division, 
headed by the Chief Investment Offic 
invests TRS funds in ways to insure ma 
mum safety and optimum growth of th 
funds.  

Funds of the system are managed wi 
in the provisions of the investment pol 
as established by the Board of Trustees 

TRS consultants give individual assistance to more than 1,200 
school districts reporting monthly to TRS.

The Controller Division, 
:er, headed by the TRS Controller, serves mem
ixi- bers by keeping track of their retirement 
ese contributions while they are working, send

ing monthly annuity checks to them through
th- out their retirement, and distributing bene
icy fit payments to their beneficiaries after 

they die.  
These staff members receive an esti

mated $10 million in TRS income, on the 
average, every working day of the year.  
They handle member contributions which 
arrive monthly from about 1,200 Texas 

Assistance with special problems retirees may 
have concerning their health insurance plan is 
available from TRS staff.
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school districts where TRS members work.  
Each day's receipts are recorded by TRS 
cashiers and moved the same day to interest
bearing accounts in the State Treasury.  

This division keeps electronic files on 
all TRS members and responds daily by 
telephone and correspondence to their prob
lems and questions. They send refunds to 
members who leave public education and 
withdraw their deposits.  

The Member Benefits Division, 
headed by a Director, is the division whose 
personnel have the greatest personal con
tact with members during their preretire
ment planning, counseling, and retirement 
processing.  

Counselors in Service and Disability 
Retirements counsel individually with 
members at 24 locations throughout the 
state, including the Austin office. Disabil
ity retirements are processed here and 
must be approved by the TRS Medical 
Board.  

Member and beneficiary services per
sonnel are responsible for evaluating and 
billing special services and for rehabilitat
ing file data.  

Staff members in Death Claims serve 
the beneficiaries of active members who die 
in service and others who die after they 
retire. They express condolences; then deter
mine and disburse the benefits due.  

The Management Information 
Systems (MIS) Division 
manages all statistical information about 
members, annuitants, and beneficiaries.  
Responsible to the Director are the manag
ers of two departments - Electronic Data 
Processing and Micrographic Systems.

This involves a daily pattern of informa
tion input, processing, storage, retrieval, 
and use by other staff members at on-line 
computer terminals and personal compu
ters, some of which have on-line capability.  
The on-line terminals are connected to a 
mainframe computer with giant storage 
capacity which makes it possible to store 
and retrieve a vast amount of information 
on more than a half-million individuals.  

The Group Insurance Division 
serves public school retirees with a health 
and hospital insurance program established 
by state law in 1985 and operational since 
September 1, 1986. A Director coordinates 
the staff in Participant Services (dealing 
directly with members) and Program Ser
vices (dealing with two health care pro
viders -Aetna Life Insurance Company and 
National Rx Services).  

Although the TRS-Care group insurance 
program is administered by TRS, it is 
funded completely apart from the retire
ment program. Funds of the two are not 
mixed.

Statistical and other information 
is provided to legislators and staff 
as they study proposed retirement 
laws.

Individual and group counseling sessions assist 
more than 5,000 members retiring each year.
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VIP

Effective management of 
real estate and other 
areas of the TRS 
investment portfolio is 
essential to continued 
growth of the system.  

A final check on accuracy 
of annuity payments is 
made each month before 
they are put into the mail.
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OFFICE OF THE STATE AUDITOR LAWRENCE F. ALWIN, CPA 
TWO COMMODORE PLAZA State Auditor 

USTIN TEXAS SUITE 1900 SHARON W. LEGGETT, CPA 
First Assistant 

MAILING: P.O. BOX 12067 
AUSTIN, TEXAS 78711-2067 

PHONE: (512) 479-4700 

March 3, 1989 

Members of the Board of Trustees, 
Teacher Retirement System of Texas 

Honorable William P. Clements, Jr., Governor 
and 

Members of the Legislature 
State of Texas 

Ladies and Gentlemen: 

We have audited the combined financial statements of the 

TEACHER RETIREMENT SYSTEM OF TEXAS 

a component unit of the State of Texas, as of and for the year ended August 31, 1988. These combined financial 
statements, as listed in the table of contents, are the responsibility of the System's management. Our responsibility 
is to express an opinion on these financial statements based on our audit.  

We conducted our audit in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. We 
believe that our audit provides a reasonable basis for our opinion.  

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of the Teacher Retirement System of Texas at August 31, 1988, and the results of its operations and the 
changes in financial position of the Pension Trust Fund for the year then ended in conformity with generally 
accepted accounting principles.  

Our examination was made for the purpose of forming an opinion on the combined financial statements taken 
as a whole. The combining and individual fund financial statements, identified as Exhibits A and B and 
supplemental schedules, identified as Schedules 1 through 3, in the table of contents of the Financial Section, are 
presented for purposes of additional analysis and are not a required part of the component unit financial statements.  
This information has been subjected to the auditing procedures applied in our examination of the component unit 
financial statements and, in our opinion, is fairly stated in all material respects in relation to those financial 
statements taken as a whole.  

Respectfully, 

State Auditor 
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TOTAL ASSETS AND OTHER DEBITS $17,567,260,16C
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EXHIBIT I Combined Balance Sheet 
ALL FUND TYPES AND ACCOUNT GROUPS - AUGUST 31, 1988 
(With Comparative Memorandum Totals at August 31, 1987) 

FIDUCIARY FUND TYPE 

Trust and Agency 
ASSETS AND OTHER DEBITS (Exhibit A) 

CURRENT ASSETS: 
Cash in Bank $ 1,096,557 
Cash in State Treasury 91,122,199 
Short Term Investments 477,100,000 
Accounts Receivable 

Sale of Investments 600,942 
Member Contributions 17,840,404 
State Contributions - School Districts 1,337,527 
Other 176,092 

Due from General Revenue Fund - State Contributions 28,463,798 
Due from Other Funds 4,193,708 
Due from School Districts 1,503,555 
Dividends Receivable 43,867,074 
Interest Receivable 201,727,948 
Prepaid Assets 161,771 

TOTAL CURRENT ASSETS $ 869,191,575 

LONG TERM INVESTMENTS: 
Fixed Income 

U S Treasury $ 3,164,130,378 
U S Government Agency - Mortgages 2,829,231,626 
U S Government Agency - Other 922,109,257 
Municipals 10,000,000 
Mortgages Other 266,558,311 
Corporate 2,684,760,499 

Real Estate 
Direct Participating Mortgages 1,003,249,807 
Fixed Rate Mortgages 485,024,502 

Equities 5,250,022,521 

TOTAL LONG TERM INVESTMENTS $16,615,086,901 

FIXED ASSETS: 
Land - Home Office $ 1,658,310 
Land - Subsidiaries 3,580,000 
Building - Home Office 3,362,176 
Building - Subsidiaries 64,710,384 
Building - Construction in Progress 9,953,514 
Furniture and Equipment - Home Office 3,508,331 
Furniture and Equipment - Subsidiaries 3,284 

Subtotal $ 86,775,999 
Less Accumulated Depreciation (4,291,655) 

NET FIXED ASSETS $ 82,484,344 

OTHER DEBITS: 
Resources to be Provided in Future Years $ 
Deferred Assets 497,340 

TOTAL OTHER DEBITS $ 497,340



ACCOUNT GROUPS TOTALS - MEMORANDUM ONLY 

General Fixed General Long August 31, 
Assets Term Debt 1988 1987 

$ $ $ 1,096,557 $ 562,463 
91,122,199 213,557,074 

477,100,000 587,486,146 

600,942 
17,840,404 18,746,109 

1,337,527 
176,092 172,558 

28,463,798 34,613,532 
4,193,708 4,792,121 
1,503,555 

43,867,074 36,651,206 
201,727,948 172,151,761 

161,771 231,079 
$ -0- $ -0- $ 869,191,575 $ 1,068,964,049 

$ $ $ 3,164,130,378 $ 3,041,468,947 
2,829,231,626 2,741,102,603 

922,109,257 350,279,671 
10,000,000 10,000,000 

266,558,311 332,379,158 
2,684,760,499 2,281,491,700 

1,003,249,807 1,004,257,289 
485,024,502 485,252,648 

5,250,022,521 4,243,460,315 

$ -0- $ -0- $16,615,086,901 $14,489,692,331 

$ $ $ 1,658,310 $ 1,658,310 
3,580,000 2,640,000 
3,362,176 3,304,207 

64,710,384 26,286,803 
9,953,514 2,254,819 

42,970 3,551,301 3,220,901 
3,284 2,960 

$ 42,970 $ -0- $ 86,818,969 $ 39,368,000 
(4,291,655) (3,449,436) 

$ 42,970 $ -0- $ 82,527,314 $ 35,918,564 

$ $ 13,187 $ 13,187 $ 9,339 
497,340 124,671 

$ -0- $ 13,187 $ 510,527 $ 134,010 

$ 42,970 $ 13,187 $17,567,316,317 $15,594,708,954 

(to next page)
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EXHIBIT I

TOTAL LIABILITIES, DEFERRED 
CREDITS, AND FUND BALANCE 

The accompanying Notes to the Financial Statements 
are an integral part of this exhibit.

$17,567,260,160
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Combined Balance Sheet 
ALL FUND TYPES AND ACCOUNT GROUPS - AUGUST 31, 1988 
(With Comparative Memorandum Totals at August 31, 1987) 
(concluded) 

FIDUCIARY FUND TYPE 

Trust and Agency 
LIABILITIES, DEFERRED CREDITS, (Exhibit A) 

AND FUND BALANCE 

CURRENT LIABILITIES: 
Accounts Payable $ 5,321,981 
Benefits Payable 4,280,666 
Due to General Revenue Fund - State Contributions 4,952,939 
Due to Other Funds 78,369 

TOTAL CURRENT LIABILITIES $ 14,633,955 

LONG TERM LIABILITIES: 
Compensable Absences Payable

not Funded by Current Resources $ -0

DEFERRED CREDITS: 
Commitment Fees $ 4,211,953 

FUND BALANCE: 
Investment in General Fixed Assets $ 
Reserved for 

Member Savings Account 5,057,465,447 
State Contribution Account 4,780,746,371 
Retired Reserve Account 7,288,766,963 
Benefit Increase Reserve Account 310,339,910 
Expense Account 16,272,753 
Claims Incurred but Unreported 21,678,000 
Future Retention, Claims, and Administrative 

Expenditures 73,144,808 

TOTAL FUND BALANCE $17,548,414,252



ACCOUNT GROUPS TOTALS - MEMORANDUM ONLY 

General Fixed General Long August 31, 
Assets Term Debt 1988 1987 

$ $ $ 5,321,981 $ 2,638,144 
4,280,666 2,482,343 
4,952,939 4,792,121 

78,369 

$ -0- $ -0- $ 14,633,955 $ 9,912,608 

$ -0- $ 13,187 $ 13,187 $ 9,340 

$ -0- $ -0- $ 4,211,953 $ 5,606,469 

$ 42,970 $ $ 42,970 $ 36,972 

5,057,465,447 4,517,021,896 
4,780,746,371 3,945,675,986 
7,288,766,963 6,719,151,448 

310,339,910 320,255,987 
16,272,753 16,737,028 
21,678,000 34,550,920 

73,144,808 25,750,300 
$ 42,970 $ -0- $17,548,457,222 $15,579,180,537 

$ 42,970 $ 13,187 $17,567,316,317 $15,594,708,954
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EXHIBIT II

FUND BALANCE - Ending $ 94,822,808 $ 60,301,220

The accompanying Notes to the Financial Statements 
are an integral part of this exhibit.
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Comparative Statement of Revenues, 
Expenditures and Changes in Fund Balance 
EXPENDABLE TRUST FUND 

Year Ended August 31, 
1988 1987 

REVENUES: 
Member Contributions $ 19,598,520 $ 18,522,629 
State Contributions from State of Texas 31,357,632 25,931,680 
Retiree Contributions 23,948,600 22,617,624 
Interest 5,703,832 2,568,998 

TOTAL REVENUES $ 80,608,584 $ 69,640,931 

EXPENDITURES: 
Insurance Retention Paid $ 4,130,071 $ 3,552,911 
Insurance Claims Paid 41,472,241 23,482,751 
Operating Expenditures (Sch. 2) 484,684 389,025 

TOTAL EXPENDITURES $ 46,086,996 $ 27,424,687 

NET INCOME $ 34,521,588 $ 42,216,244 

FUND BALANCE - Beginning 60,301,220 18,084,976



Comparative Statement of Revenues, 
Expenses and Changes in Fund Balance 
PENSION TRUST FUND 

Year Ended August 31, 
1988 1987 

REVENUES: 
Member Contributions $ 589,531,522 $ 557,046,327 
State Contributions from State of Texas 646,612,253 698,575,852 
State Contributions from Local School Districts 16,610,709 17,792,840 
Interest 1,103,127,812 957,006,896 
Dividends 300,190,830 255,578,055 
Net Gain on Disposition of Securities 258,503,514 487,451,706 
Reinstatement of Withdrawals 7,837,071 7,346,146 
Reinstatement Fees 6,532,981 6,360,533 
Membership Fees 4,872,406 4,744,326 
From Retired Employees Group Insurance 65,791 61,882 
From TRS Subsidiaries 5,109,356 1,601,841 

TOTAL REVENUES $ 2,938,994,245 $ 2,993,566,404 

EXPENSES: 
Benefits Paid $ 874,560,122 $ 755,349,430 
Withdrawal of Member Accounts 113,178,276 110,658,346 
Operating Expenses (Sch. 1) 16,506,750 12,856,551 

TOTAL EXPENSES $ 1,004,245,148 $ 878,864,327 

NET INCOME $ 1,934,749,097 $ 2,114,702,077 

FUND BALANCE - Beginning 15,518,842,347 13,404,140,270

FUND BALANCE - Ending $17,453,591,444 $15,518,842,347

The accompanying Notes to the Financial Statements 
are an integral part of this exhibit.
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EXHIBIT IV

NET INCREASE (DECREASE) IN 
WORKING CAPITAL 

The accompanying Notes to the Financial Statements 
are an integral part of this exhibit.

$ (201,577,233) $ 484,838,668

Comparative Statement of Changes in 
Financial Position 
PENSION TRUST FUND 

Year Ended August 31, 
1988 1987 

SOURCES OF FUNDS: 
Operations: 

Net Income $ 1,934,749,097 $ 2,114,702,077 
Expenses not Requiring Working Capital 

Depreciation 495,511 478,354 
Loss on Sales/Dispositions of Fixed Assets 38,196 10,671 
Depreciation and Amortization from 

Subsidiaries 924,674 375,131 

TOTAL WORKING CAPITAL 
PROVIDED BY OPERATIONS $ 1,936,207,478 $ 2,115,566,233 

Proceeds from Sales of Fixed Assets 15,938 2,319 

TOTAL SOURCES $ 1,936,223,416 $ 2,115,568,552 

APPLICATIONS OF FUNDS: 
Increase in Long Term Investment Holdings $ (2,089,350,910) $ (1,599,505,094) 
Purchases of Fixed Assets (922,897) (324,792) 
Building Construction in Progress (7,698,695) (1,826,383) 
Increase in Fixed Assets from Subsidiaries (39,363,905) (28,929,763) 
Deferred Assets from Subsidiaries (464,242) (143,852) 

TOTAL APPLICATIONS $ (2,137,800,649) $ (1,630,729,884) 

NET INCREASE (DECREASE) IN 
WORKING CAPITAL $ (201,577,233) $ 484,838,668 

WORKING CAPITAL - Beginning 993,143,752 508,305,084 

WORKING CAPITAL - Ending $ 791,566,519 $ 993,143,752 

INCREASE (DECREASE) IN 
CURRENT ASSETS: 

Cash in Bank $ 534,094 $ 550,463 
Cash in State Treasury (119,482,468) 164,575,851 
Short Term Investments (109,000,000) 270,000,000 
Accounts Receivable Related to 

Sale of Investments 600,942 (13,215,313) 
Member Contributions (1,024,694) (2,539,818) 
State Contributions - School Districts 1,337,527 
Investment Income 36,177,963 16,556,572 
Other 25,716 149,040 

Due from General Revenue - State Contributions (8,533,498) 33,794,852 
Prepaid Assets (69,308) 112,886 

DECREASE (INCREASE) IN 
CURRENT LIABILITIES: 

Accounts Payable (1,739,700) (515,803) 
Benefits Payable (1,798,323) 56,362 
Due to the State of Texas for 

Overpayment of State Contributions 16,769,008 
Commitment Fees 1,394,516 (1,455,432)
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Notes to the Financial Statements 

1. SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 
A. ENTITY 

The Teacher Retirement System of Texas adminis
ters retirement and disability annuities, and death and 
survivor benefits to employees and beneficiaries of 
employees of the public school system of Texas. It 
operates primarily under the provisions of Texas 
Constitution Article XVI, Section 67 and Texas Revised 
Civil Statutes Annotated, Title 110B, Subtitle D (Ver
non 1988).  

The system also administers proportional retire
ment benefits under Chapter 13, TEX. REV. CIV. STAT. ANN., 
TITLE 110B, 13.001 et seq. (Vernon 1988).  

Effective September 1, 1985, the system began 
administering the Texas Public School Retired Em
ployees Group Insurance Program which provides 
insurance coverage for certain persons and their 
families who retire under the Teacher Retirement 
System of Texas. The statutory authority for the 
Insurance Program is TEX. INS. CODE ANN. art. 3.50-4 
(Vernon 1988).  

Included in this report are TRST No. 1, Inc., TRST 
Eldridge, Inc., and TRST Congress, Inc. In a meeting 
June 11, 1982, the Board of Trustees authorized the 
TRS staff to establish special purpose corporations for 
the purpose of holding title to real estate. The board 
further authorized the staff to organize and transfer 
assets to non profit and for profit corporations created 
for the purpose of holding title to property acquired 
through foreclosure or deed in lieu of foreclosure in 
order to protect the system's investments. The system 
owns all the shares of the title-holding corporations 
and maintains control of the corporations by appoint
ing the five members of the Board of Directors. Serving 
on the board at the inception of each corporation were 
two members of the Teacher Retirement System of 
Texas board and three system employees. Corporate 
directors are subject to appointment and removal by 
the Board of Trustees. All income collected by the 
corporations, less expenses, must be remitted to the 
system. For financial reporting purposes, the system 
and the wholly owned subsidiary corporations are 
considered one entity. (Refer to note XI. for.additional 
disclosure.) 

For reporting purposes the Teacher Retirement 
System of Texas is considered a component unit of the 
State of Texas.  

B. BASIS OF PRESENTATION 
The accompanying financial statements of the 

Teacher Retirement System of Texas have been pre
pared to conform with generally accepted accounting 
principles (GAAP) as established by the Governmental 
Accounting Standards Board (GASB).  

The system's wholly owned subsidiaries, are pre
sented on a consolidation basis with the pension trust 
fund.  

C. FUND STRUCTURE 
The accounts of the Teacher Retirement System of

Texas are organized on the basis of funds and account 
groups, each of which is considered a separate account
ing entity. The operations of each fund are accounted 
for with a complete set of self balancing accounts that 
comprise its assets, liabilities, fund equity, revenues, 
and expenditures or expenses. The funds and account 
groups used to reflect the system's transactions are as fol
lows: 

Fiduciary Fund Types 

Pension Trust Funds -Pension trust funds are used 
to account for the public employee retirement systems 
administered by the respective boards.  

Expendable Trust Funds - Expendable trust funds 
are used to account for trust funds whose principal 
and interest may be expended in the course of their 
designated operations.  

Agency Funds - Agency funds are used to account 
for assets held as an agent for individuals, other 
government entities, and/or other funds. These funds 
are custodial in nature and do not involve measure
ment of results of operations.  

Under TEX. REV. CIV. STAT. ANN., TITLE 110B, 35.405 (Ver
non 1988), the system is authorized to collect monies 
received by employers, as defined in section 31.001(7), 
from federal or private sources to pay for their appli
cable shares of state retirement contributions. The 
system is required to deposit all such collections in the 
state's General Revenue Fund, thus reimbursing the 
General Revenue Fund from which all state contribu
tions were originally paid (see note I.F.).  

The system is also authorized under TEX. REV. CIV.  
STAT. ANN., TITLE 110B, 35.4051 (Vernon 1988), to collect 
monies from the governing board of each general 
academic teaching institution and each medical and 
dental unit, from noneducational and general funds of 
the institution or unit, for state contributions that are 
made based on any portion of a member's salary that is 
paid from the noneducational and general funds. The 
system is required to deposit all such collections in the 
state's General Revenue Fund, thus reimbursing the 
General Revenue Fund from which all state contribu
tions were originally paid (see note I.F.).  

Account Groups 

General Fixed Assets - Fixed assets used by the 
system are accounted for in the General Fixed Assets 
Account Group, with the exception of those acquired 
by and accounted for in the pension trust fund.  

General Long Term Debt - This account group is 
used to account for long term debt to be financed in 
future periods from the expendable trust fund.  

D. MEMORANDUM TOTALS 
The total columns on the financial statements are 

captioned "Memorandum Only" to indicate that they 
are for informational purposes only. Data in these 
columns does not present the financial position in 
conformity with GAAP, nor is such data comparable to 
a consolidation.  
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E. BASIS OF ACCOUNTING 
Basis of accounting relates to the timing of the 

measurement and recognition of revenues and expendi
tures or expenses in the accounts for reporting in the 
financial statements.  

Expendable trust funds are accounted for using the 
modified accrual basis of accounting. Revenues are 
recognized when they become measurable and avail
able as net current assets. Expenditures are generally 
recognized when the related fund liability is incurred.  
An exception to this general rule involves the cost of 
employees' compensated absences, which is not recog
nized until payment is made.  

Pension trust funds are accounted for on the 
accrual basis of accounting. Revenues are recognized 
when earned and expenses are recognized when the 
liability is incurred, regardless of the timing of related 
cash flows.  

F. BUDGETS, BUDGETARY ACCOUNTING, 
AND APPROPRIATIONS 

The system's pension trust fund receives appro
priations for state contributions for retirement bene
fits and periodic retirement benefit increases. In fiscal 
years 1988 and 1987, state contributions were made to 
the retirement system at the rate of 7.2% and 8.0%, 
respectively, of the aggregate compensation paid to 
retirement system members each year. One-twelfth of 
the estimated annual contributions was received each 
month, with an adjustment to actual-accrued in the 
financial statements following the end of the year.  

Pension trust fund administrative operating costs 
are accounted for through the fund's Expense Account.  
The revenues and expenses of this account are con
trolled by means of an annual budget approved by the 
Board of Trustees. Revenue sources for the account 
include retirement membership fees and transfers, if 
necessary, from the fund's Interest Account.  

The system's expendable trust fund also receives 
appropriations from the state's General Revenue Fund.  
In the fiscal years 1988 and 1987 the state contributed 
an amount equal to .40% and .35%, respectively, of the 
salary of each active employee as defined in the TEX INS.  
CODE ANN. art. 3.50-4, 2(1) (Vernon 1988). The rate will 
increase .05% yearly through the fiscal year 1990. One
twelfth of the estimated annual contributions was 
received each month, with an adjustment to actual
accrued in the financial statements following the end 
of the year.  

Expendable trust fund administrative operating 
costs are accounted for through the fund's expense 
reserve. The revenues and expenditures of this reserve 
are controlled by means of an annual budget approved 
by the Board of Trustees. Operating expenditures in 
any fiscal year may not exceed one percent of the 
contributions to the program by the state and the 
active members of the system for 1987 and the state, 
active members, and covered participants for 1988.  

Schedule 2 (Combined Schedule of Revenues and 
Expenses/Expenditures for the Expense Account and 
the Expense Reserve Budget and Actual on a Bud
getary Basis) presents comparisons of the budget 
adopted by the Board of Trustees with actual data on a 
budgetary basis. Since accounting principles applied

for purposes of developing data on a budgetary basis 
differ from those used to present financial statements 
in conformity with GAAP, a reconciliation of these 
differences is required. The major reconciling items 
are due to unbudgeted financial activity of wholly 
owned subsidiary corporations (see Note XI.) not 
reported on the budget statement but reported on the 
GAAP statements and expenses/expenditures bud
geted and reported on the budget statement that do not 
qualify for expenditure recognition on the GAAP 
statements.  

G. ASSETS, LIABILITIES, AND FUND 
BALANCE 

Consumable Inventories 
Pension trust fund supplies and postage are ac

counted for under the consumption method. Under 
this method inventories are recorded as expenses 
when they are used rather than when purchased.  

Investments 

Fixed income and real estate securities are valued 
at cost with discount or premium amortized using the 
effective interest rate method. Equity securities are 
valued at cost.  

Certain securities exchanges, consisting of closely
related sale and purchase transactions, are accounted 
for using the exchange, or cost transfer, method.  
Under this method the gain or loss on the sale is 
deferred as an adjustment to the book value of the 
security purchased and is thus amortized over the life 
of that security. The following limitations are ob
served in the use of the exchange method: 

1. The security sold and the security purchased must 
be investment grade bonds with a fixed maturity 
value.  

2. Both ends of the exchange must be in sight; that is, 
the sale must be made in clear contemplation of 
reinvesting the proceeds.  

3. The exchange must be consummated within a 
reasonable amount of time, usually within a week 
and in all cases within one month.  

4. Substantially all of the proceeds of the sale must be 
reinvested.  

5. There must be an improvement in book yield as a 
result of the exchange, after adjustment of the book 
value of the bond purchased to reflect the deferral 
of any "gain" or "loss" on the related sale.  

Any sale of a security which does not meet all of the 
above conditions is accounted for as a completed trans
action.  

As provided in TEX. REV. CiV. STAT. ANN., TITLE 11OB, 
35.308(2) and 35.310(a) (Vernon 1988), net capital gains 
or losses realized from the sale, call, maturity, or 
conversion of securities are accumulated in the pen
sion trust fund's Interest Account and transferred 
annually to the fund's State Contribution Account 
together with any other balance remaining in the 
Interest Account. Accordingly at August 31, 1988 and 
1987, the amounts transferred were $258,503,514 and 
$487,451,706, respectively.  

Included in Long Term Investments are Federal 
Home Loan Mortgage Corporation Bonds for which 
principal repayments are not paid to the bond holder

20 

TRS 1988 Annual Report



until one month after they are due. This is the 
standard practice of the Federal Home Loan Mortgage 
Corporation; therefore, such repayments are not recog
nized until the payments are received. The amounts 
due the pension trust fund on August 31, 1988 and 
1987 were $1,954,173 and $4,524,240, respectively.  

On June 12, 1987, InterFirst Corporation merged 
with RepublicBank Corporation. The pension trust 
fund relinquished 887,800 shares of InterFirst com
mon stock at a cost of $17,140,838 and a market value 
at June 12, 1987 of $4,993,875. The system received .08 
share of Republic common stock issue, .02 share of 
Republic Series C preferred stock, and .10 share of 
Republic Class A common stock per share of InterFirst 
common stock at a combined market value of $5,073,777.  
Per Accounting Principles Board Opinion No. 29, the 
issues received were recorded at the market value of 
the stock relinquished at June 12, 1987. This trans
action decreased the valuation of the stock on the 
books of the pension fund by $12,146,963.  

On June 29, 1988 Telex Corporation merged with 
Memorex Corporation. The pension trust fund relin
quished 5,200 shares of Telex common stock at a cost 
of $240,916 and a market value at June 29, 1988 of 
$254,800. The system received 53,716 shares of 
Memorex Telex convertible preferred stock per share 
of Telex common stock. Per Accounting Principles 
Board Opinion No. 29, the issues received were 
recorded at the market value of the stock relinquished 
at June 29, 1988. This transaction increased the 
valuation of the stock on the books of the pension fund 
by $13,884.  

TRS utilizes registered real estate advisors who are 
compensated for their services in the form of an asset 
management fee, based on a percentage of the outstand
ing loan balance on a project, which is deducted from 
the monthly interest payment collected by the advisor 
from the borrower. The net interest payment is then 
forwarded to TRS. The fees earned by real estate 
advisors on direct real estate investments for fiscal 
years 1988 and 1987 were $4,575,610 and $4,248,423, re
spectively.  

Fixed Assets 
A pension trust fund is accounted for on a cost of 

services or capital maintenance measurement focus.  
This means all assets (whether current or long term) 
associated with the fund's activity are included on its 
balance sheet. Depreciation has been provided over the 
estimated useful lives of the assets using the straight 
line method. The estimated useful lives are as follows: 

Years 

Building 50
Building Improvements 
Furniture and Equipment - Office

15 
5

Purchases of fixed assets by an expendable trust 
fund are reported as expenditures. They are capital
ized at cost or, if not purchased, at appraised value on 
the date of acquisition. There is no provision for 
depreciation or obsolescence of these fixed assets since 
replacements are financed from current resources.  

Liabilities 
Accounts payable represents the liability for the 

value of assets or services received at the balance sheet

date for which payment is pending.  
Benefits payable represents the liability for retire

ment, disability, or death benefits due at balance sheet 
date for which payment is pending.  

Employee compensable leave balances for the pen
sion trust fund are accounted for on a cost of service 
measurement focus. This means that all liabilities 
associated with a fund's activity are included on its 
balance sheet instead of in a General Long Term Debt 
Account Group. Salary costs related to employees' 
rights to be compensated for future absences are 
accrued as expenses of the period in which services are 
rendered.  

Employee compensable leave balances for this fund 
at August 31, 1988, and the system's monetary liabil
ity, computed by multiplying the ending balance of 
compensable leave times the year-end average individ
ual employee hourly salary rate, were as follows: 

Hours Dollars 

Annual Leave 35,804 $597,690 
FLSA Compensatory Time 209 2,247 
State Compensatory Time 1,793 40,406 

Total 37,806 $640,343 

(Note: FLSA hours accumulated are one and one-half 
times hours worked.) 

The difference between the balances at August 31, 
1988 and 1987, has been included in the fund's 
expenses of the year ended August 31, 1988.  

Employee compensable leave balances not funded 
by current resources represents the liability that the 
expendable trust fund will be required to liquidate in 
the future and arises from the accumulated compen
sable leave due employees as of August 31, 1988. See 
note III.B. for a summary of changes in expendable 
trust fund employee compensable leave balance.  

Fund Balance 
The pension trust fund Benefit Increase Reserve 

Account was established by the legislature in 1977 to 
account for all reserves for post-retirement increases 
or other adjustments of initial benefit payments autho
rized by law on or after January 31, 1975. TEX. REV. CIV.  
STAT. ANN., TITLE 110B, 35.307 (Vernon 1988).  

The law provides that interest will be credited to 
the Benefit Increase Reserve Account at a rate recom
mended by the actuary and approved by the Board of 
Trustees as representing a reasonable anticipation of 
earnings from the investment of assets accrued to the 
Benefit Increase Reserve Account. Accordingly at 
August 31, 1988 and 1987 funds in the Benefit Increase 
Reserve Account were credited with interest at the 
rate of 8.38% on the average annual balance of funds 
allocable to increases provided in 1975; at the rate of 
9.56% on the average annual balance of funds allocable 
to increases provided in 1977; at the rate of 10.36% on 
the average annual balance of funds allocable to 
increases provided in 1979; at the rate of 13.69% on the 
average annual balance of funds allocable to the 1981 
emergency increase; and at the rate of 14.95% on the 
average annual balance of funds allocable to the 1981 
regular increase.  

H. INTERFUND TRANSACTIONS AND 
BALANCES
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Transactions between the system's funds have 
been analyzed and classified in accordance with the 
following criteria which are consistent with generally 
accepted accounting principles.  

Quasi-external Transactions 
These transactions are reported using the appro

priate classification accounts for revenues or expendi
tures/expenses as if being transacted with parties 
external to the state, i.e., they are not presented as 
transfers. The accrual of quasi-external transactions 
are classified as Due From Other Funds and Due To 
Other Funds on the balance sheet.  

The pension trust fund provides various services to 
the expendable trust fund and accounts for these 
services as quasi-external transactions.  

I. INTERAGENCY TRANSACTIONS AND 
BALANCES 

Interagency transactions have been analyzed and 

III. DETAIL NOTES ON ACCOUNT GROUPS 
A. GENERAL FIXED ASSETS 

A summary of changes in General Fixed Assets

classified using the above criteria for quasi-external 
transactions.  

II. INDIRECT COSTS 
The state contributions paid to the pension fund, 

discussed in note I.F., included payments related to em
ployees of the system totaling $555,877 in 1988 and 
$566,353 in 1987. Since these costs were paid indirectly, 
they are not reflected as an operating expense in Exhibit II 
Comparative Statement of Revenues, Expenditures and 
Changes in Fund Balance - Expendable Trust Fund and 
Exhibit III Comparative Statement of Revenues, Expenses 
and Changes in Fund Balance - Pension Trust Fund. Also 
not reflected as an operating expense of either fund is 
$4,667 paid by the Employees Retirement System of Texas 
on behalf of employees for group insurance premiums from 
the Employee Life, Accident and Health Insurance and 
Benefit Account.

for fiscal year 1988 follows:

Furniture and Equipment 

Balance September 1, 1987 
Additions 
Deductions

Balance August 31, 1988

36,972 
6,140 

(142)

- $42,970

B. GENERAL LONG TERM DEBT 
The following is a summary of changes in employees compensable leave balances, which reflect employees' 

accrued rights to future compensated absences. Changes and balances are stated in terms of hours.

Compensable Leave Hours 
September 1, 1987 

Leave Hours Earned 
Leave Hours Compensated: 

By Time Off 
Leave Hours Transferred In 
Leave Hours Transferred Out 

Compensable Leave Hours 
August 31, 1988 

(Note: FLS

Annual 
Leave 

633 
1,028 

(641) 
47 
(78)

FLSA 
Compensatory 

Time 

6 
8 

(12) 
-0
-0-

State 
Compensatory 

Time 

58 
459 

(503) 
8 

(8)

989 2 14 

A hours accumulated are one and one-half times hours worked.)

The expendable trust fund monetary liabilities for compensable future absences as of August 31, 1988, computed 
by multiplying the above ending balances times the year-end average individual employee hourly salary rate, were as 
follows:

Annual Leave 
FLSA Compensatory Time 
State Compensatory Time 

TOTAL (Exhibit I)

$13,023 
11 

153 

$13,187

Totals 

697 
1,495 

(1,156) 
55 

(86) 

1,005
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IV. EMPLOYEES' RETIREMENT PLAN 
The state has a joint contributory retirement plan for 

substantially all its employees. The employees of the 
Teacher Retirement System of Texas participate in the 
same plan they administer.  

The latest actuarial-computed pension liability valu
ation of the system exceeded the total assets of the system 
as of August 31, 1988. The actuary calculated the amortiza
tion period for the unfunded pension liability at 17 years.  
Contribution rates of members and the state during fiscal 
year 1988 were 6.4% and 7.2%, respectively.  

Total state contributions related to the system's em
ployees for the year ended August 31, 1988 were $555,877 
(see note II.).  

V. DEFERRED COMPENSATION 
In accordance with TEX. REV. CiV. STAT. ANN. art. 6252-3b 

(Vernon 1988), employees of the system are permitted to 
participate in the state's Deferred Compensation Program.  
This program allows employees to defer a portion of their 
monthly salary for income tax and investment purposes.  
The state has no additional or unfunded liability for this.  
Participation in the program is summarized as follows:

Amount Contributed 
Amount Withdrawn by Reason 

of Retirement or Termination 
Cumulative Amounts at August 31 
for Persons Employed at Year-End 

Number of Employees Participating 
at Year-End

1988 1987 
$ 95,628 $ 77,770 

(46,229) (3,700) 

$353,499 $304,100 

35 21

VI. DEPOSITS 
The statutes governing the system's pension and ex

pendable trust funds require all cash, except for the travel 
advance account which is maintained in the First City 
Bank of Austin, be deposited in the state treasury. The 
system may keep on deposit with the state treasurer 
available cash not exceeding 10% of the total assets of the 
retirement system.  

A. DEPOSIT IN BANK 
The balance of $1,096,557 is detailed as follows: 

1. $12,000 is in an interest bearing account used for 
travel advances only and is fully insured.  

2. The remaining $1,084,557 is from the two wholly 
owned subsidiaries, TRST Eldridge, Inc. and 
TRST Congress, Inc. (see note XI.).  
a. TRST Eldridge, Inc.  

1.) $37,536 is in a checking account with 
North Carolina National Bank of Texas in 
Houston and is fully insured by FDIC up to 
$100,000.  

2.) $40,481 is in a money market account with 
Texas Commerce Bank Houston and is 
fully insured by FDIC up to $100,000.  

3.) $98,315 is in a money market account with 
First City Bank Austin and is fully insured 
by FDIC up to $100,000.  

b. TRST Congress, Inc.  
1.) $22,733 is in a checking account with

First City Bank Austin and is fully insured 
by FDIC up to $100,000.  

2.) $293,277 is in two accounts with Texas 
Commerce Bank Austin and is insured by 
FDIC up to $100,000 leaving an uninsured 
balance of $193,277.  

3.) The remaining $592,215 is in money mar
ket accounts using three bank holding com
panies. These deposits are diversifed among 
various banks of the holding company and 
each respective bank maintains a balance 
less than $100,000. All deposits are fully 
insured up to $100,000.  

B. CERTIFICATE OF DEPOSITS 
CD's in the amount of $20,100,000 are included in 

the total amount identified as Short-Term Invest
ments from the expendable trust fund. Each CD is for 
$100,000 per bank, is insured by FDIC, and is held in 
custody by a member of a bank holding company. The 
CD's are diversified by using four major bank holding 
companies. At August 31, accrued interest of 
$189,043 was not insured by FDIC.  

C. SECURITIES CLEARING ACCOUNT 
The system is authorized to contract with one or 

more commercial banks to serve as custodians of the 
system's cash or securities pending completion of an 
investment settlement. At August 31, the clearing 
account with TRS's agent in New York had a balance 
of $821,807 of which only $100,000 had FDIC cover
age. The system's highest balance in this account 
during the year was $73,006,374 of which only 
$100,000 was insured. The system is currently re
structuring this account to provide insurance cover
age for all funds flowing through this account. In 
addition, three Austin area banks act as TRS's agent 
in clearing investment transactions. At August 31, 
these accounts had a cumulative balance of $42,156.  
These clearing accounts are structured to provide full 
FDIC coverage for all funds flowing through these ac
counts.  

VII. INVESTMENTS 
A. LEGAL PROVISIONS AND OTHER 

CONSTRAINTS 
1. Article XVI, Section 67 of the Constitution of the 

State of Texas authorizes the Board of Trustees to 
invest the funds of the system in such securities as 
the board may consider prudent investments. In 
making investments, the board "shall exercise the 
judgment and care under the circumstances then 
prevailing that persons of ordinary prudence, dis
cretion, and intelligence exercise in the manage
ment of their own affairs, not in regard to specula
tion, but in regard to the permanent disposition of 
their funds, considering the probable income there
from as well as the probable safety of their capital" 
(the prudent person rule). The legislature by law 
may further restrict the investment discretion of 
the board.  

2. The board has set high quality investment stan
dards with prime consideration given to safety of 
capital and maximum income, sustainable over 
time. In order to insure a continuing flow of income
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to be used to pay benefits promised to participants 
years into the future, emphasis is placed on quality, 
potential long term yield, and diversification.  

3. Categories of investments are: 
a. Bonds, notes and other evidence of indebted

ness 
1.) Issued, assumed or guaranteed in whole or 

in part by the United States or any agency 
of the United States.  

2.) Issued by a United States corporation.  
b. Common and preferred stocks of United States 

corporations and American Depository Receipts 
or common stocks of foreign corporations that 
are listed on a major United States stock 
exchange or are traded in the U.S. by the United 
States National Association of Securities 
Dealers.  

c. Mortgages on properties located within the 
United States 
1.) Mortgage pass-throughs.  
2.) Direct mortgages on developed properties.  

d. Commercial paper and U.S. Treasury Bills will 
be used for investing all funds awaiting long 
term commitments.  

4. No more than 2% of the book value of the total 
assets of the fund may be invested in the preferred 
and/or common stock of one corporation.  

5. Less than 5% of the voting stock of any corporation 
may be owned.  

6. With the exception of the U.S. Government and its 
agencies, no more than 3% of the book value of the 
total assets of the fund will be invested in the debt

obligations of any one corporation, including its 
subsidiaries.  

7. No more than 1% of the book value of the total 
assets of the fund will be invested in any one mort
gage.  

8. No more than 15% of the book value of the portfolio 
will be invested in direct mortgages.  

9. Commercial paper must be rated A-1 and P-1.  

B. LEVEL OF RISK 
The system's investments have been categorized to 

give an indication of the level of risk assumed by the 
system at year end. Category 1 includes investments 
that are insured or registered or for which the securi
ties are held by the system or its agent in the system's 
name. Category 2 includes uninsured and unregistered 
investments for which the securities are held by the 
broker or dealer's trust department or agency in the 
system's name. Category 3 includes uninsured and 
unregistered investments for which the securities are 
held by the broker or dealer, or by its trust department 
or agent but not in the system's name.  

As of August 31, 1988, all investments of the 
system are classified in Category 1 which bears the 
least risk. All investments are registered in the name 
of Teacher Retirement System or its nominee name, 
TRS TEX, and are held in custody by the State 
Treasurer of Texas except for those held in book entry 
through the Federal Reserve Board or the Depository 
Trust Company which are held in custody by the 
system's agent in the system's name.

The book value and market value of investments at August 31, 1988 are as follows:

Type of Securities 

SHORT TERM INVESTMENTS 
Corporate Bonds 
Commercial Paper 

Total Short Term Investments 

LONG TERM INVESTMENTS 
Fixed Income: 

U S Treasury Bonds 
U S Government Agency 

Mortgages 
Other 

Municipals 
Mortgage Other 
Corporate 

Equities: 
Common Stock 
Common Stock - Small Growth 

Total Long Term Investments 
(excluding Real Estate) 

Real Estate: 
Direct Participating Mortgages 
Fixed Rate Mortgages

Book Value 

$ 26,000,000 
431,000,000 

$ 457,000,000 

$ 3,164,130,378 

2,829,231,625 
922,109,257 

10,000,000 
266,558,311 

2,684,760,499 

5,201,493,079 
48,529,442 

$15,126,812,591 

1,003,249,808 
485,024,502

Market Value 

$ 26,743,890 
432,171,251 

$ 458,915,141 

$ 3,302,461,727 

2,700,022,871 
875,436,140 

8,545,700 
294,144,685 

2,501,634,271 

7,116,956,564 
47,411,303 

$16,846,613,261 

1,003,249,808 
485,024,502

Total Long Term Investments $16,615,086,901 $18,334,887,571 

Note: A current market value for real estate is not reported due to an unidentifiable market. Although the appraisal value of 
the note itself is available, the present value of future cash flows relies heavily on assumptions of future events occurring.  
Therefore, book value is reported for the market value of the real estate mortages.
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C. MORTGAGE INVESTMENT 
COMMITMENTS 

At August 31, 1988, the pension trust fund was 
committed to future investment in commercial real 
estate mortgages as follows:

Anticipated Closing 

Fiscal Year 1989 (20) 
Fiscal Year 1990 (4)

Amount 

$549,980,000 
$264,750,000

VIII. CONTINGENT LIABILITY 
Sick leave, the accumulation of which is unlimited, is 

earned at the rate of eight hours per month and is taken 
only in the event of illness or paid to the estate of an 
employee in the event of his/her death. The maximum sick 
leave that may be paid an employee's estate is one-half of 
the employee's accumulated entitlement or 336 hours, 
whichever is less. The system's policy is to recognize the 
cost of any sick leave when paid. No liability is recorded in 
the General Long Term Debt Account Group since experi
ence indicates the probability of a material effect on any 
given year's operation, as a result of death or abnormally 
high rate of illness, is minimal.

In addition, under TEX. INS. CODE ANN. art. 3.51-7 (Vernon 
1988), the retirement system was contingently liable to pay 
a lump sum death benefit amounting to $5,000, when added 
to the death benefit authorized under TEX. REV. CIV. STAT. ANN., 
TITLE 110B, (Vernon 1988), to the beneficiaries of deceased, 
retired employees.  

IX. CONTINUANCE SUBJECT TO REVIEW 
As provided by TEX. REV. CIV. STAT. ANN, TITLE 110B, 35.006 

(Vernon 1988), "The board of trustees of the Teacher 
Retirement System of Texas is subject to the Texas Sunset 
Act (Chapter 325, Government Code), but is not abolished 
under that Act. The board shall be reviewed under that Act 
during the period in which state agencies abolished effec
tive September 1, 1991, and every 12th year after that date 
are reviewed." 

X. INTERFUND RECEIVABLES AND PAYABLES 
As explained in note I.H. on Interfund Transactions and 

Balances, there are numerous transactions between funds 
and agencies. At year-end, amounts to be received or paid 
are reported as Due From or Due To Other Funds.  
Individual interfund receivable and payable balances at 
August 31, 1988 were as follows:

Pension Trust Fund 
(Agency 902, Fund 001) 
(Agency 310, Fund 900) 
(Agency 323, Fund 989) 
(Agency 696, Fund 156) 
(Agency 303, Fund 001) 
(Agency 243, Fund 001) 
(Agency 721, Fund 999) 
(Agency 342, Fund 001) 
(Agency 601, Fund 006) 

Expendable Trust Fund 
(Agency 902, Fund 001) 
(Agency 310, Fund 900) 
(Agency 303, Fund 001) 
(Agency 323, Fund 960) 

Agency Fund 
(Agency CAU, Fund 999) 
(Agency 701, Fund 112) 
(Agency 772, Fund 001) 
(Agency 330, Fund 061) 
(Agency 771, Fund 001) 
(Agency 323, Fund 001)

Totals 

Exhibit I 
General Revenue Fund - State Contributions 
Other Funds -Agencies 

Totals on Exhibit I

Due From 
Other Funds 

$25,261,354 
623,981 

22,182

$25,907,517

$ 3,202,444 
98,161

$ 3,300,605 

$ 3,360,517 
63,628 

1,801 
21,578 

1,860 

$ 3,449,384 

$32,657,506 

$28,463,798 
4,193,708 

$32,657,506

Due To
Due To 

Other Funds 

$ 

48,764 
6,231 

10 
85 

808 
80 

$ 55,978 

$ 

209 
22,182 

$ 22,391 

$ 

4,952,939 

$4,952,939 

$5,031,308 

$4,952,939 
78,369 

$5,031,308
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XI. OTHER 
TRST No. 1, Inc. and TRST Eldridge, Inc.  
The Board of Trustees authorized the TRS staff to 

establish special purpose corporations for the purpose of 
holding title to real estate in a meeting June 11, 1982. In a 
meeting October 29, 1986 the board further authorized the 
staff to organize and transfer assets to nonprofit corpora
tions created for the purpose of holding title to property 
acquired through foreclosure or deed in lieu of foreclosure 
in order to protect the system's investments. In a meeting 
November 12, 1987 the board further authorized the staff to 
organize and transfer assets to for profit corporations 
created for the same purposes described above. The cor
porations must remit profits from the management and 
sale of the property to the system. Corporate directors are 
subject to appointment and removal by the Board of 
Trustees.  

TRST No. 1, Inc. was incorporated on October 29, 1986 
for the purpose discussed above. The corporation held title 
to an office building project in Houston, Texas as a result of 
a foreclosure December 2, 1986. At the date of foreclosure 
the book value of the mortgage on this project was 
$33,981,700 and the market value was $28,900,000. The 
system's real estate advisor for this project continued to 
assist the corporation with the management and disposal 
of this property as required in their agreement with the 
system.  

The Board of Directors of TRST No. 1, Inc. adopted a 
resolution October 28, 1987 authorizing the liquidation and 
dissolution of TRST No. 1, Inc. pursuant to the Texas 
Non-Profit Corporation Act. Pursuant thereto, all of the 
assets and liabilities of TRST No. 1, Inc., were transferred 
to the Teacher Retirement System of Texas October 29, 
1987.  

TRST Eldridge, Inc. was incorporated, as a regular 
business corporation, on October 28, 1987 for the purpose 
of holding title to real estate as discussed above. The 
corporation now holds assets and liabilities liquidated from 
TRST No. 1, Inc., and received through the Teacher 
Retirement System of Texas on October 30, 1987 in 
exchange for all of the shares of common stock. The 
system's real estate advisor for this project continues to 
assist the corporation with the management and disposal 
of this property as required in their agreement with the 
system.  

TRST Congress, Inc.  
TRST Congress, Inc. was incorporated on March 7, 

1988 for the purpose of holding title to an office building 
project in Austin, Texas. On March 14, 1988 the borrower, 
TRS and TRST Congress, Inc., entered into a master 
agreement which provided for a transfer from the borrower 
to TRST Congress, Inc., of the office building project and 
all associated rents and accounts. In accordance with the 
agreement, on March 15, 1988 the borrower deeded the 
project to TRST Congress, Inc. The transfer of the project 
to TRST Congress, Inc., did not extinguish the indebted
ness owed by the borrower to TRS. Prior to foreclosure, 
TRS assigned the first mortgage note, the deed of trust, and 
all other loan documents to TRST Congress, Inc., in 
exchange for all of the shares of common stock of the 
corporation. On April 5, 1988 TRST Congress, Inc., pur
chased the property at the foreclosure sale. At the date of 
foreclosure the book value of the mortgage on this project

was $48,951,063 and the market value was $39,139,419.  
The system's real estate advisor for this project is continu
ing to assist the corporation with the management and 
disposal of this property as required in their agreement 
with the system.  

Construction in Progress 

The Board of Trustees of the Teacher Retirement 
System of Texas have contracted with Jessen Associates 
Inc. Architects & Planners of Austin, Texas for the 
expansion of the Teacher Retirement facilities on the block 
bounded by Tenth St. on the south, Eleventh St. on the 
north, Trinity St. on the west, and Red River St. on the 
east. The project consists of the construction of a parking 
garage and office building.  

XII. PENSION DISCLOSURE - GASB 5 
A. PLAN DESCRIPTION 

The Teacher Retirement System of Texas is the 
administrator of a multiple-employer public employee 
retirement system (PERS). It is a cost-sharing PERS 
with one exception; all risks and costs are not shared 
by the employer (unless the employer is a senior 
college, medical school, or a state agency in which case 
the employer is considered the State of Texas) but are 
the liability of the State of Texas. By statute, the State 
of Texas contributes to the retirement system an 
amount equal to the current authorized rate times the 
aggregate annual compensation of all members of the 
retirement system during that fiscal year.  

For members of the retirement system entitled to 
the minimum salary for certain school personnel 
under Section 16.056, Education Code, the employing 
district shall pay the state's contribution on the 
portion of the member's salary that exceeds the 
statutory minimum.  

For reporting purposes the Teacher Retirement 
System of Texas is considered a component unit of the 
State of Texas.  

At August 31, 1988 the number of participating 
employing districts was:

Public Schools 
Colleges, Universities, and 

Medical Schools 
Educational State Agencies 

Total

1,097 

94 
14 

1,205

All employees of public, state-supported educa
tional institutions in Texas who are employed for 1/2 
or more of the standard work load and who are not 
exempted from membership under Texas Revised 
Civil Statutes Annotated, Title 110B, Subtitle D (Ver
non 1988) Section 32.002 are covered by the system.  

At August 31, 1988 the Teacher Retirement System 
of Texas membership consisted of:

Retirees and beneficiaries currently 
receiving benefits 

Terminated employees entitled to benefits 
but not yet receiving them 

Total

104,859 

1,876 

106,735
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Current Employees 
Fully-Vested 
Non-Vested 

Total

166,532 
328,407 

494,939

A brief statement about benefit provisions and 
authority under which these provisions are estab
lished is located in note I.A.  

Normal service retirement is at age 65 with 10 
years of service, age 60 with 20 years of service, or 
when age plus years of service equal 95. Reduced 
service retirement is at age 55 with at least 10 years of 
service or any age with 30 years of service. Additional 
benefit information is located on page 52 of this 
Comprehensive Annual Financial Report.  

A member is fully vested after 10 years of credit
able service and entitled to any benefit for which 
eligibility requirements have been met.  

The State of Texas contributions were 8.0% for 
fiscal years 1986 and 1987, and are 7.2% for fiscal years 
1988 and 1989. Current state law provides that the 
state contribution rate will return back to 8.0% effec
tive September 1, 1989. Member contributions are 
6.4% for fiscal years 1986-89. These rates are set by 
state statutes.  

The actuarially determined contribution require
ments for fiscal year 1988 was 6.4% for the employee 
and 7.2% for the state. In certain instances, the 
reporting district (Public School, College, University, 
Medical School or State Agency) is required to make all 
or a portion of the state's 7.2% contribution.  

B. SUMMARY OF SIGNIFICANT ACCOUNT
ING POLICIES AND PLAN ASSET 
MATTERS 

Basis of Accounting 

Refer to note I.E.

Method Used to Value Investments 

Refer to note I.G.  

C. FUNDING STATUS AND PROGRESS 
The amount shown below as "pension benefit 

obligation" is a standardized disclosure measure of the 
present value of pension benefits, adjusted for the 
effects of projected salary increases, estimated to be 
payable in the future as a result of employee service to 
date. The measure is the actuarial present value of 
credited projected benefits and is intended to help 
users assess the Teacher Retirement System of Texas 
funding status on a going-concern basis, assess pro
gress made in accumulating sufficient assets to pay 
benefits when due, and make comparisons among 
PERS. The measure is independent of the actuarial 
funding method used to determine contributions to the 
system, discussed in D. below.  

The pension benefit obligation was determined as 
part of an actuarial valuation at August 31, 1988.  
Significant actuarial assumptions used include: 

1. A rate of return on the investment of present and 
future assets compounded annually of: 
a. 8.00% for retired, active, and inactive partici

pants; 
b. 8.38% for the 1975 legislative benefit increase; 
c. 9.56% for the 1977 legislative benefit increase; 
d. 10.30% for the 1979 legislative benefit increase; 

and 
e. 14.32% for the two 1981 legislative benefit in

creases.  
2. A projected salary increase which averages 7.75% 

per year.  

The total unfunded pension benefit obligation of 
the Teacher Retirement System of Texas as of August 
31, 1988, was as follows:

Pension benefit obligation: 
Retirees and beneficiaries currently receiving 

benefits and terminated employees not yet 
receiving benefits 

Current employees: 
Accumulated employee contributions including 

allocated investment income 
Employer-financed vested 
Employer-financed non-vested 

Total pension benefit obligation

Net assets available for benefits 
(market value is $19,111,165,055) 

Unfunded pension benefit obligation

$ 8,045,441,615 

$ 5,019,999,863 

$21,784,422,131

$ 7,411,133,550 
$ 1,307,847,103

$17,465,131,365

$ 4,319,290,766
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D. CONTRIBUTIONS REQUIRED AND 
CONTRIBUTIONS MADE 

The system's funding policy provides for periodic 
employer and employee contributions at actuarially 
determined rates that, expressed as percentages of 
annual covered payroll, are sufficient to accumulate 
sufficient assets to pay benefits when due. These 
rates, which are calculated using entry age normal

actuarial cost method, are established through state 
statutes based upon testimony from the system's 
actuary. Actuarial implications due to changes be
tween the recommended rates and the established 
rates are determined by the system's actuary. State 
statutes require the amortization period for the un
funded actuarial accrued liability not to exceed thirty 
(30) years by more than one year. Current contribution 
rates are indicated in section A. of this note.

E. TEN-YEAR HISTORICAL TREND INFORMATION 

Analysis of Funding Progress 
(in million of dollars)

(1) 
Net Assets 

Fiscal Available 
Year for Benefits

1987 
1988

$15,528.2 
$17,465.1

(2) 
Pension 
Benefit 

Obligation

$20,127.7 
$21,784.4

(3) 
Percentage 

Funded 
(1)-(2)

77.1% 
80.2%

(4) 
Unfunded 
Pension 
Benefit 

Obligation 
(2)-(1)

$4,599.4 
$4,319.3

(5) 
Annual 
Covered 
Payroll
$8,646.4 
$9,165.6

(6) 
Unfunded Pension 
Benefit Obligation 
as a Percentage of 
Covered Payroll 

(4)-(5)
53.2% 
47.1%

Analysis of the dollar amounts of net assets available for benefits, pension benefit obligation, and unfunded 
pension benefit obligation in isolation can be misleading. Expressing the net assets available for benefits as a 
percentage of the pension benefit obligation provides one indication of TRS's funding status on a going-concern basis.  

Analysis of this percentage over time indicates whether the system is becoming financially stronger or weaker.  
Generally, the greater this percentage, the stronger the PERS. Trends in unfunded pension benefit obligation and 
annual covered payroll are both affected by inflation. Expressing the unfunded pension benefit obligation as a 
percentage of annual covered payroll approximately adjusts for the effects of inflation and aids analysis of TRS's 
progress made in accumulating sufficient assets to pay benefits when due. Generally, the smaller this percentage, the 
stronger the PERS.  

The ten year historical trend information of revenues by source and expenses by type is located on page 62 of this 
Comprehensive Annual Financial Report. Contributions were made in accordance with state statutes during this ten 
year period and are as follows:

$ Change in 
Year of Change 

(73,691,440) 
74,747,621 

(93,980,881) 
43,966,657

Member 

6.4 % 
6.4 % 
6.0 % 
6.65% 
6.65%

$ Change in 
Year of Change

33,428,339 
(43,813,650)

There have been two retirement formula changes during the past ten years. In 1979 the $25,000 salary limit was 
removed and in 1981 the five year average salary was reduced to three years. The amount of dollar change would not 
significantly affect the benefits paid for the year the change became effective.  

A total of five post retirement benefit adjustments have occurred since 1979. In September 1979 the state 
appropriated funds for this adjustment which increased state contributions and benefit payments for that year by 
$149,178,000 and $10,828,921, respectively. The 1981 adjustment was funded by the state and the system during fiscal 
year 1981. The state contributions increased by $188,750,000. This benefit adjustment became effective in two fiscal 
years. The first became effective February 1981 as an emergency and increased the benefits for that year by 
$7,019,688. The second became effective September 1981 and increased that fiscal year's benefits by $26,401,526. The 
two remaining benefit adjustments were funded internally by the system. The 1984 adjustment became effective in 
August and increased the benefits for that year by $1,967,460. The 1987 adjustment also became effective in August 
and increased the benefits paid by $3,975,342 for fiscal year 1987.
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Fiscal Year 

1988 
1986-87 
1984-85 
1980-83 
1979

State 

7.2% 
8.0% 
7.1% 
8.5% 
7.5%



XIII. ACTUARIAL VALUATION 
The Actuarial Balance Sheet and Actuarial Letter, 

which were prepared by The Wyatt Company of Dallas, 
Texas, are presented in the actuarial section of this report.  
These are considered to be necessary for adequate financial 
disclosure and are made a part of these notes by reference.  
The Board of Trustees has established funding criteria for 
the actuarial balance sheet deficiency to be in the range of 
approximately 30 years based on the assumption of a 6% 
growth in covered payroll. At August 31, 1988, the annual 
actuarial valuation conducted by The Wyatt Company 
disclosed that the actuarial balance sheet deficiency will be 
funded over a period of 17 years in the future assuming that 
payroll grows at an aggregate compound rate of 6% per 
year.
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EXHIBIT A

TOTAL ASSETS $17,465,131,365

Combining Balance Sheet 
FIDUCIARY FUNDS - AUGUST 31, 1988 
(With Comparative Memorandum Totals for August 31, 1987) 

PENSION TRUST 
FUND 

ASSETS Retirement 

CURRENT ASSETS: 
Cash in Bank $ 1,096,557 
Cash in State Treasury 82,977,426 
Short Term Investments 431,000,000 
Accounts Receivable 

Sale of Investments 600,942 
Member Contributions 16,431,828 
State Contributions - School Districts 1,337,527 
Other 176,092 

Due from General Revenue Fund - State Contributions 25,261,354 
Due from Other Funds 646,163 
Due from School Districts 
Dividends Receivable 43,867,074 
Interest Receivable 199,549,706 
Prepaid Assets 161,771 

TOTAL CURRENT ASSETS $ 803,106,440 

LONG TERM INVESTMENTS: 
Fixed Income 

U S Treasury $ 3,164,130,378 
U S Government Agency - Mortgages 2,829,231,626 
U S Government Agency - Other 922,109,257 
Municipals 10,000,000 
Mortgages Other 266,558,311 
Corporate 2,648,716,839 

Real Estate 
Direct Participating Mortgages 1,003,249,807 
Fixed Rate Mortgages 485,024,502 

Equities 5,250,022,521 

TOTAL LONG TERM INVESTMENTS $16,579,043,241 

FIXED ASSETS: 
Land - Home Office $ 1,658,310 
Land - Subsidiaries 3,580,000 
Building - Home Office 3,362,176 
Building - Subsidiaries 64,710,384 
Building - Construction in Progress 9,953,514 
Furniture and Equipment - Home Office 3,508,331 
Furniture and Equipment - Subsidiaries 3,284 

Subtotal $ 86,775,999 
Less Accumulated Depreciation (4,291,655) 

NET FIXED ASSETS $ 82,484,344 

DEFERRED ASSETS $ 497,340
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EXPENDABLE AGENCY 
TRUST FUND FUND TOTALS - MEMORANDUM ONLY 

Collections on 
Retired Behalf of the August 31, 

Employees Group State's General 1988 1987 
Insurance Revenue Fund (Exhibit I) 

$ $ $ 1,096,557 $ 562,463 
8,144,773 91,122,199 213,557,074 

46,100,000 477,100,000 587,486,146 

600,942 
1,408,576 17,840,404 18,746,109 

1,337,527 
176,092 172,558 

3,202,444 28,463,798 34,613,532 
98,161 3,449,384 4,193,708 4,792,121 

1,503,555 1,503,555 
43,867,074 36,651,206 

2,178,242 201,727,948 172,151,761 
161,771 231,079 

$ 61,132,196 $ 4,952,939 $ 869,191,575 $ 1,068,964,049 

$ $ $ 3,164,130,378 $ 3,041,468,947 
2,829,231,626 2,741,102,603 

922,109,257 350,279,671 
10,000,000 10,000,000 

266,558,311 332,379,158 
36,043,660 2,684,760,499 2,281,491,700 

1,003,249,807 1,004,257,289 
485,024,502 485,252,648 

5,250,022,521 4,243,460,315 

$ 36,043,660 $ -0- $16,615,086,901 $14,489,692,331 

$ $ $ 1,658,310 $ 1,658,310 
3,580,000 2,640,000 
3,362,176 3,304,207 

64,710,384 26,286,803 
9,953,514 2,254,819 
3,508,331 3,183,928 

3,284 2,960 

$ -0- $ -0- $ 86,775,999 $ 39,331,027 
(4,291,655) (3,449,436) 

$ -0- $ -0- $ 82,484,344 $ 35,881,591 

$ -0- $ -0- $ 497,340 $ 124,671 

$ 97,175,856 $ 4,952,939 $17,567,260,160 $15,594,662,642 

(to next page)
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EXHIBIT A

TOTAL LIABILITIES, DEFERRED 
CREDITS, AND FUND BALANCE 

The accompanying Notes to the Financial Statements 
are an integral part of this exhibit.

$17,465,131,365

Combining Balance Sheet 
FIDUCIARY FUNDS - AUGUST 31, 1988 
(With Comparative Memorandum Totals for August 31, 1987) 
(concluded) 

PENSION TRUST 
FUND 

LIABILITIES, DEFERRED CREDITS, 
AND FUND BALANCE Retirement 

CURRENT LIABILITIES: 
Accounts Payable $ 2,991,324 
Benefits Payable 4,280,666 
Due to General Revenue Fund - State Contributions 
Due to Other Funds 55,978 

TOTAL CURRENT LIABILITIES $ 7,327,968 

DEFERRED CREDITS: 
Commitment Fees $ 4,211,953 

FUND BALANCE: 
Reserved for 

Member Savings Account $ 5,057,465,447 
State Contribution Account 4,780,746,371 
Retired Reserve Account 7,288,766,963 
Benefit Increase Reserve Account 310,339,910 
Expense Account 16,272,753 
Claims Incurred but Unreported 
Future Retention, Claims, and 

Administrative Expenditures 

TOTAL FUND BALANCE $17,453,591,444
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EXPENDABLE AGENCY 
TRUST FUND FUND TOTALS - MEMORANDUM ONLY 

Collections on 
Retired Behalf of the August 31, 

Employees Group State's General 1988 1987 
Insurance Revenue Fund (Exhibit I) 

$ 2,330,657 $ $ 5,321,981 $ 2,638,144 
4,280,666 2,482,343 

4,952,939 4,952,939 4,792,121 
22,391 78,369 

$ 2,353,048 $ 4,952,939 $ 14,633,955 $ 9,912,608 

$ -0- $ -0- $ 4,211,953 $ 5,606,469 

$ $ $ 5,057,465,447 $ 4,517,021,896 
4,780,746,371 3,945,675,986 
7,288,766,963 6,719,151,448 

310,339,910 320,255,987 
16,272,753 16,737,028 

21,678,000 21,678,000 34,550,920 

73,144,808 73,144,808 25,750,300 

$ 94,822,808 $ -0- $17,548,414,252 $15,579,143,565 

$ 97,175,856 $ 4,952,939 $17,567,260,160 $15,594,662,642
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Statement of Changes in Assets and Liabilities 
AGENCY FUNDS - YEAR ENDED AUGUST 31, 1988 

UNAPPROPRIATED RECEIPTS 

Collections on Behalf Balances Balances 
of the State's September 1, August 31, 

General Revenue Fund 1987 Additions Deductions 1988 

ASSETS 
Cash $ $65,325,106 $65,325,106 $ 
Due from Other Funds 4,792,121 3,449,384 4,792,121 3,449,384 
Due from School Districts 1,503,555 1,503,555

TOTAL ASSETS 

LIABILITIES 
Due to State's 

General Revenue Fund

$ 4,792,121 $70,278,045 $70,117,227 $ 4,952,939 

$ 4,792,121 $ 4,952,939 $ 4,792,121 $ 4,952,939

The accompanying Notes to the Financial Statements 
are an integral part of this exhibit.

EXHIBIT B
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SCHEDULE 1 Comparative Schedule of Revenues, 
Expenses and Changes in Account Balance 
PENSION TRUST FUND -YEAR ENDED AUGUST 31, 1988 
(With Comparative Totals for August 31, 1987) 

MEMBER SAVINGS ACCOUNT 
1988 1987 

REVENUES: 
Member Deposits 

Eligible for State Contributions $ 589,531,522 $ 557,046,327 
Not Eligible for State Contributions 7,837,071 7,346,146 

TOTAL REVENUES $ 597,368,593 $ 564,392,473 

EXPENSES: 
Withdrawal of Member Accounts $ 113,178,276 $ 110,658,346 

OPERATING TRANSFERS IN: 
Allocation from Interest Account $ 226,752,925 $ 201,973,434 
Transfer from Retired Reserve Account 

for Dormant Accounts 368,719 

TOTAL OPERATING 
TRANSFERS IN $ 226,752,925 $ 202,342,153 

OPERATING TRANSFERS OUT: 
Transfer to Retired Reserve Account 

to Fund Benefits $ 169,296,615 $ 185,481,772 
Transfer to Retired Reserve Account 

for Dormant Accounts 1,043,497 
Transfer to Expense Account for Membership 

Fees Deducted from Refunds 159,580 219,142 

TOTAL OPERATING 
TRANSFERS OUT $ 170,499,692 $ 185,700,914 

NET INCREASE IN 
ACCOUNT BALANCE $ 540,443,550 $ 470,375,366 

ACCOUNT BALANCE - Beginning 4,517,021,897 4,046,646,531

ACCOUNT BALANCE - Ending $ 5,057,465,447 $ 4,517,021,897
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Comparative Schedule of Revenues, 
Expenses and Changes in Account Balance 
PENSION TRUST FUND -YEAR ENDED AUGUST 31, 1988 
(With Comparative Totals for August 31, 1987) 

STATE CONTRIBUTION ACCOUNT 
1988 1987 

REVENUES: 
State Contributions - General Revenue $ 646,612,253 $ 698,575,852 
State Contributions - School Districts 16,610,709 17,792,840 
Reinstatement Fees 6,532,981 6,360,533 

TOTAL REVENUES $ 669,755,943 $ 722,729,225 

OPERATING TRANSFERS IN: 
Allocation from Interest Account $ 597,842,425 $ 487,520,498 
Transfer from Interest Account for Balance of 

the Reserve for Gain or Loss on Disposition 
of Securities 258,503,514 487,451,706 

Retirement Benefits Forfeited While Member 
Returned to Teaching 1,148,994 943,659 

Retirement Benefits Waived by Member 421,788 265,275 

TOTAL OPERATING 
TRANSFERS IN $ 857,916,721 $ 976,181,138 

OPERATING TRANSFERS OUT: 
Transfer to Retired Reserve Account 

to Fund Benefits $ 614,797,945 $ 696,873,562 
Transfer to Retired Reserve Account 

for Retirement Increase per H.B. 2623, 
70th Leg., Reg. Sess. (1987) 373,000,000 

Transfer to Retired Reserve Account Based on 
Actuarial Valuation as of August 31, 1987 
and 1988 77,804,334 14,599,709 

TOTAL OPERATING 
TRANSFERS OUT $ 692,602,279 $ 1,084,473,271 

NET INCREASE IN 
ACCOUNT BALANCE $ 835,070,385 $ 614,437,092 

ACCOUNT BALANCE - Beginning 3,945,675,986 3,331,238,894

SCHEDULE 1

ACCOUNT BALANCE - Ending $ 4,780,746,371 $ 3,945,675,986
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SCHEDULE 1 Comparative Schedule of Revenues, 
Expenses and Changes in Account Balance 
PENSION TRUST FUND - YEAR ENDED AUGUST 31, 1988 
(With Comparative Totals for August 31, 1987) 

RETIRED RESERVE ACCOUNT 
1988 1987 

EXPENSES: 
Benefits Paid 

Service Retirement Annuities $ 725,060,561 $ 629,098,324 
Disability Retirement Annuities 36,080,519 30,526,005 
Death and Survivor Benefits 

Accumulated Savings 133,676 370,120 
Annual Salary 24,613,339 8,361,208 
Survivor Annuities 18,809,155 17,353,191 
Life Annuities 17,690,921 15,295,019 
60 Monthly Payments 5,518,753 5,119,457 
Remainder of Contributions 664,051 505,319 

TOTAL EXPENSES $ 828,570,975 $ 706,628,643 

OPERATING TRANSFERS IN: 
Transfer from Member Savings Account 

to Fund Benefits $ 169,296,615 $ 185,481,772 
Transfer from State Contribution Account 

to Fund Benefits 614,797,945 696,873,562 
Allocation from Interest Account 536,713,118 477,743,513 
Transfer from Member Savings Account 

for Dormant Accounts 1,043,497 
Transfer from State Contribution Account 

for Retirement Increase per H.B. 2623, 
70th Leg., Reg. Sess. (1987) 373,000,000 

Transfer from State Contribution Account Based 
on Actuarial Valuation as of August 31, 1987 
and 1988 77,804,334 14,599,709 

TOTAL OPERATING 
TRANSFERS IN $ 1,399,655,509 $ 1,747,698,556 

OPERATING TRANSFERS OUT: 
Retirement Benefits Forfeited While Member 

Returned to Teaching $ 1,142,029 $ 942,794 
Retirement Benefits Waived by Member 326,990 265,276 
Transfer to Member Savings Account 

for Dormant Accounts 368,719 

TOTAL OPERATING 
TRANSFERS OUT $ 1,469,019 $ 1,576,789 

NET INCREASE IN 
ACCOUNT BALANCE $ 569,615,515 $ 1,039,493,124 

ACCOUNT BALANCE - Beginning 6,719,151,448 5,679,658,324

ACCOUNT BALANCE - Ending $ 7,288,766,963 $ 6,719,151,448
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Comparative Schedule of Revenues, 
Expenses and Changes in Account Balance 
PENSION TRUST FUND - YEAR ENDED AUGUST 31, 1988 
(With Comparative Totals for August 31, 1987) 

BENEFIT INCREASE RESERVE ACCOUNT 
1988 1987 

EXPENSES: 
Benefits Paid from Increases $ 45,989,147 $ 48,720,787 

OPERATING TRANSFERS IN: 
Allocation from Interest Account $ 36,174,832 $ 37,149,525 

OPERATING TRANSFERS OUT: 
Retirement Benefits Forfeited While Member 

Returned to Teaching $ 6,965 $ 864 
Retirement Benefits Waived by Member 94,798 

TOTAL OPERATING 
TRANSFERS OUT $ 101,763 $ 864 

NET DECREASE IN 
ACCOUNT BALANCE $ (9,916,078) $ (11,572,126) 
ACCOUNT BALANCE - Beginning 320,255,988 331,828,114

SCHEDULE 1

ACCOUNT BALANCE - Ending $ 310,339,910 $ 320,255,988
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SCHEDULE 1 Comparative Schedule of Revenues, 
Expenses and Changes in Account Balance 
PENSION TRUST FUND - YEAR ENDED AUGUST 31, 1988 
(With Comparative Totals for August 31, 1987) 

INTEREST ACCOUNT 
1988 1987 

REVENUES: 
Interest on: 

Treasury Bonds $ 310,950,778 $ 285,868,121 
U S Government Agency Obligations 372,214,949 166,240,040 
Municipal Interest Income 1,447,265 214,858 
Real Estate 143,902,282 127,151,255 
Mortgage Other 8,974,364 
Corporate Bonds 225,848,673 347,232,523 
Short Term Commercial Notes 30,888,995 18,965,445 
Cash Balance in State Treasury 8,883,660 11,313,749 
Delinquent School Districts 16,846 20,905 

Dividends 300,190,830 255,578,055 
Net Gain on Disposition of Securities 258,503,514 487,451,706 

TOTAL REVENUES $ 1,661,822,156 $ 1,700,036,657 

OPERATING TRANSFERS IN: 
Transfer from Expense Account for 

Net Income from Subsidiaries $ 1,399,330 $ 115,061 

OPERATING TRANSFERS OUT: 
Allocation of Interest to 

Member Savings Account $ 226,752,925 $ 201,973,434 
State Contribution Account 597,842,425 487,520,498 
Retired Reserve Account 536,713,118 477,743,513 
Benefit Increase Reserve Account 36,174,832 37,149,525 
Expense Account 7,234,672 8,313,042 

Transfer to State Contribution Account 
for Balance in the Reserve for Gain or 
Loss on Disposition of Securities 258,503,514 487,451,706 

TOTAL OPERATING 
TRANSFERS OUT $ 1,663,221,486 $ 1,700,151,718 

NET INCREASE IN 
ACCOUNT BALANCE $ -0- $ -0

ACCOUNT BALANCE - Beginning -0- -0-

ACCOUNT BALANCE - Ending $ -0- $ -0-
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Comparative Schedule of Revenues, 
Expenses and Changes in Account Balance 
PENSION TRUST FUND -YEAR ENDED AUGUST 31, 1988 
(With Comparative Totals for August 31, 1987) 

EXPENSE ACCOUNT 
1988 1987 

REVENUES: 
Membership Fees $ 4,872,406 $ 4,744,326 
From Retired Employees Group Insurance 65,791 61,882 
Rental Income from Subsidiaries 5,067,956 1,595,999 
Interest Income from Subsidiaries 41,400 5,842 

TOTAL REVENUES $ 10,047,553 $ 6,408,049 

EXPENSES: 
Operating Expenses 

Salaries $ 7,627,627 $ 7,087,304 
FICA 805,622 762,842 
Group Insurance 365,236 292,469 
Miscellaneous Employee Benefits 11,837 14,782 
Compensable Absences 74,951 69,005 
Contracted Temporary Services 8,954 8,884 
Professional Services 921,553 682,063 
Office Supplies 30,720 30,457 
Printing Supplies 182,981 163,531 
EDP Supplies 46,698 36,682 
Microfilm 56,171 77,890 
Postage 620,149 503,453 
Telephone 74,832 75,376 
Dues and Fees 90,479 70,543 
Maintenance and Repairs 275,035 207,773 
Travel 225,517 181,305 
Rentals 153,352 67,330 
Subscriptions 52,648 40,972 
Securities Clearing Cost 135,861 44,349 
EDP Software 172,519 173,526 
Other 18,780 19,425 
Plant Operations 1,811,787 817,901 

Depreciation 1,328,611 834,306 
Loss on Sales/Dispositions of Fixed Assets 38,197 10,671 
Administrative Expenses from Subsidiaries 371,119 312,002 
Amortization of Lease Commissions 91,573 19,180 
Taxes and Insurance from Subsidiaries 913,941 252,530 

TOTAL EXPENSES $ 16,506,750 $ 12,856,551 

OPERATING TRANSFERS IN: 
Allocation from Interest Account $ 7,234,672 $ 8,313,042 
Membership Fees Deducted from Refunds 159,580 219,142 

TOTAL OPERATING 
TRANSFERS IN $ 7,394,252 $ 8,532,184 

OPERATING TRANSFERS OUT: 
Transfer to Interest Account for Net 

Income from Subsidiaries $ 1,399,330 $ 115,061 

NET INCREASE (DECREASE) IN 
ACCOUNT BALANCE $ (464,275) $ 1,968,621 
ACCOUNT BALANCE - Beginning 16,737,028 14,768,407

SCHEDULE 1

ACCOUNT BALANCE - Ending $ 16,272,753 $ 16,737,028
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SCHEDULE 2
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Combined Schedule of Revenues and Expenses/Ex
penditures for the Expense Account and the Expense 
Reserve Budget and Actual on Budgetary Basis 
FIDUCIARY FUNDS -YEAR ENDED AUGUST 31, 1988 

PENSION TRUST FUND -EXPENSE ACCOUNT 

Variance 
Favorable 

Budget Actual (Unfavorable) 

REVENUES: 
Membership Fees $ 5,050,000 $ 4,872,406 $ (177,594) 
Income from Retired Employees Group Insurance 65,791 65,791 
Appropriation from State's General Revenue Fund 
Active Member Contributions 
Retirees Contributions 

TOTAL REVENUES $ 5,050,000 $ 4,938,197 $ (111,803) 

EXPENSES/EXPENDITURES: 
Operating Expenses/Expenditures: 

Salaries $ 8,206,588 $ 7,627,627 $ 578,961 
FICA 888,531 805,621 82,910 
Group Insurance 404,000 365,236 38,764 
Miscellaneous Employee Benefits 21,500 11,837 9,663 
Compensable Absences 65,000 74,951 (9,951) 
Contracted Temporary Services 15,000 8,954 6,046 
Professional Services 966,816 921,553 45,263 
Office Supplies 27,000 30,822 (3,822) 
Printing Supplies 198,300 192,469 5,831 
EDP Supplies 62,520 41,608 20,912 
Microfilm 69,500 58,174 11,326 
Postage 708,500 570,138 138,362 
Telephone 98,000 74,832 23,168 
Dues and Fees 125,582 104,237 21,345 
Maintenance and Repairs 365,227 278,649 86,578 
Travel 295,680 225,517 70,163 
Rentals 175,183 153,352 21,831 
Subscriptions 64,077 53,266 10,811 
Securities Clearing Cost 310,000 164,166 145,834 
EDP Software 287,565 244,988 42,577 
Other 25,500 18,780 6,720 
Plant Operations 433,000 309,625 123,375 

Depreciation 500,000 495,511 4,489 
Loss on Sales/Dispositions of Fixed Assets 38,196 (38,196) 
Office Space 
Equipment Purchases 
Data Processing Services 

TOTAL EXPENSES/EXPENDITURES $14,313,069 $12,870,109 $ 1,442,960 

Revenues Expenses 

Totals from Expense Account - Schedule 1 $10,047,553 $16,506,750 
Less Amounts from Wholly Owned Subsidiaries: 

Dividend Income (5,109,356) 
Depreciation (833,101) 
Amortization (91,573) 
Administrative (371,119) 
Plant Operations (1,500,292) 
Taxes and Insurance (913,941) 

Add Differences Between GAAP Basis and 
Budgetary Basis 73,385

TOTALS PER ABOVE BUDGETARY BASIS 
SCHEDULE $ 4,938,197 $12,870,109



EXPENDABLE TRUST FUND - EXPENSE RESERVE TOTALS - (MEMORANDUM ONLY) 

Variance - Variance 
Favorable Favorable 

Budget Actual (Unfavorable) Budget Actual (Unfavorable) 

$ $ $ $ 5,050,000 $ 4,872,406 $ (177,594) 
65,791 65,791 

296,690 313,576 16,886 296,690 313,576 16,886 
185,432 195,985 10,553 185,432 195,985 10,553 
236,000 239,486 3,486 236,000 239,486 3,486 

$ 718,122 $ 749,047 $ 30,925 $ 5,768,122 $ 5,687,244 $ (80,878) 

$ 244,797 $ 228,194 $ 16,603 $ 8,451,385 $ 7,855,821 $ 595,564 
30,826 26,922 3,904 919,357 832,543 86,814 
14,400 12,543 1,857 418,400 377,779 40,621 

21,500 11,837 9,663 
65,000 74,951 (9,951) 
15,000 8,954 6,046 

55,000 71,950 (16,950) 1,021,816 993,503 28,313 
3,000 1,091 1,909 30,000 31,913 (1,913) 

16,560 15,117 1,443 214,860 207,586 7,274 
62,520 41,608 20,912 
69,500 58,174 11,326 

93,000 50,198 42,802 801,500 620,336 181,164 
7,000 1,332 5,668 105,000 76,164 28,836 
1,475 1,197 278 127,057 105,434 21,623 
3,500 3,500 368,727 278,649 90,078 

35,000 15,715 19,285 330,680 241,232 89,448 
175,183 153,352 21,831 

700 515 185 64,777 53,781 10,996 
310,000 164,166 145,834 
287,565 244,988 42,577 

3,535 814 2,721 29,035 19,594 9,441 
433,000 309,625 123,375 
500,000 495,511 4,489 

38,196 (38,196) 
10,500 10,500 10,500 10,500 

1,000 6,878 (5,878) 1,000 6,878 (5,878) 
40,000 43,441 (3,441) 40,000 43,441 (3,441) 

$ 560,293 $ 486,407 $ 73,886 $14,873,362 $13,356,516 $ 1,516,846 

Expenditures 

Total Operating Expenditures - Exhibit II $ 484,684 

Add Differences Between GAAP Basis and 
Budgetary Basis 1,723

TOTALS PER ABOVE BUDGETARY BASIS 
SCHEDULE $ 486,407 43 
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SCHEDULE 3 Comparative Schedule of Investment 
Portfolio 
PENSION TRUST FUND 

U S GOV'T 
U S TREASURY AGENCY 

TOTAL BONDS OBLIGATIONS 

YEAR ENDED AUGUST 31, 1988 

ADDITIONS: 
Purchases $ 2,895,271,154 $ 634,503,125 $ 363,343,128 
Exchanges-In 3,253,521,998 862,857,295 1,960,685,155 
Discount Amortized 11,971,325 3,704,179 4,500,802 
Mergers 13,884 

TOTAL ADDITIONS $ 6,160,778,361 $ 1,501,064,599 $ 2,328,529,085 

DEDUCTIONS: 
Bond Calls and Maturities $ 196,631,279 $ $ 115,799,920 
Sales 519,014,953 21,676,725 61,332,080 
Exchanges-Out 3,305,044,237 1,355,523,177 1,491,247,325 
Premium Amortized 1,785,919 1,203,266 191,151 
Non-Monetary Exchange 48,951,063 

TOTAL DEDUCTIONS $ 4,071,427,451 $ 1,378,403,168 $ 1,668,570,476 

NET INCREASE (DECREASE) $ 2,089,350,910 $ 122,661,431 $ 659,958,609 

BOOK VALUE - September 1, 1987 $14,489,692,331 $ 3,041,468,947 $ 1,615,308,443 

BOND RECATEGORIZATION 1,476,073,831 

BOOK VALUE RESTATED 
September 1, 1987 $14,489,692,331 $ 3,041,468,947 $ 3,091,382,274 

BOOK VALUE - August 31, 1988 $16,579,043,241 $ 3,164,130,378 $ 3,751,340,883 

YEAR ENDED AUGUST 31, 1987 

ADDITIONS: 
Purchases $ 2,987,103,162 $ 297,814,669 $ 371,997,991 
Exchanges-In 1,892,642,885 788,231,923 340,272,675 
Discount Amortized 7,472,148 3,882,331 618,330 

TOTAL ADDITIONS $ 4,887,218,195 $ 1,089,928,923 $ 712,888,996 

DEDUCTIONS: 
Bond Calls and Maturities $ 517,156,653 $ $ 312,095,324 
Sales 814,567,661 19,868,506 145,607,155 
Exchanges-Out 1,907,841,076 795,670,920 402,228,795 
Premium Amortized 2,019,046 1,622,980 34,314 
Non-Monetary Exchange 46,128,664 

TOTAL DEDUCTIONS $ 3,287,713,100 $ 817,162,406 $ 859,965,588 

NET INCREASE (DECREASE) $ 1,599,505,095 $ 272,766,517 $ (147,076,592) 

BOOK VALUE - September 1, 1986 12,890,187,236 2,768,702,430 1,762,385,035

BOOK VALUE - August 31, 1987 $14,489,692,331 $ 3,041,468,947 $ 1,615,308,443
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MORTGAGES CORPORATE REAL 
MUNICIPALS OTHER BONDS ESTATE EQUITIES 

$ $ $ 407,434,475 $ 108,816,709 $ 1,381,173,717 
429,979,548 

2,420 3,702,660 61,264 
13,884 

$ -0- $ 2,420 $ 841,116,683 $ 108,877,973 $ 1,381,187,601 

$ $ 42,686,190 $ 36,770,083 $ 1,375,086 $ 
1,919,564 59,461,189 374,625,395 

23,137,051 435,136,684 
26 65,213 326,263 

48,951,063 
$ -0- $ 65,823,267 $ 473,891,544 $ 110,113,601 $ 374,625,395 

$ -0- $ (65,820,847) $ 367,225,139 $ (1,235,628) $ 1,006,562,206 

$ 10,000,000 $ -0- $ 4,089,944,689 $ 1,489,509,937 $ 4,243,460,315 
332,379,158 (1,808,452,989) 

$ 10,000,000 $ 332,379,158 $ 2,281,491,700 $ 1,489,509,937 $ 4,243,460,315 

$ 10,000,000 $ 266,558,311 $ 2,648,716,839 $ 1,488,274,309 $ 5,250,022,521 

$ 10,000,000 $ $ 862,181,609 $ 504,334,607 $ 940,774,286 
764,138,287 

2,969,428 2,059 

$ 10,000,000 $ -0- $ 1,629,289,324 $ 504,336,666 $ 940,774,286 

$ $ $ 167,286,266 $ 37,775,063 $ 
121,879,213 527,212,787 
709,941,361 

68,734 293,018 
33,981,700 12,146,964 

$ -0- $ -0- $ 999,175,574 $ 72,049,781 $ 539,359,751 

$ 10,000,000 $ $ 630,113,750 $ 432,286,885 $ 401,414,535 

3,459,830,939 1,057,223,052 3,842,045,780 

$ 10,000,000 $ -0- $ 4,089,944,689 $ 1,489,509,937 $ 4,243,460,315
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THE COMPANY 

AN INDEPENDENT WORLDWIDE BENEFITS 
AND COMPENSATION CONSULTING FIRM 

ACTUARIAL SERVICES EMPLOYEE BENEFITS 

COMPENSATION PROGRAMS 1900 NCNE CENTER, TOWER II EMPLOYEE COMMUNICATIONS 
325 NORTH ST. PAUL STREET 

ADMINISTRATIVE SYSTEMS 32 LLNORTS P 52L RISK MANAGEMENT 

INTERNATIONAL SERVICES (214) 979-3800 INSURANCE CONSULTING 

ORGANIZATION SURVEYS HEALTH CARE CONSULTING 

January 25, 1989 

BOARD OF TRUSTEES 
Teacher Retirement System of Texas 

Summary of Actuarial Report Requested by State Auditor 

The State Auditor's office has requested that we summarize the results of the actuarial valuation of the Teacher 
Retirement System of Texas as of August 31, 1988. The actuarial valuation report reveals that the Teacher Retirement System of 
Texas is an actuarially sound system based on our current actuarial assumptions and that the present actuarial value of assets 
($20.1 billion) plus the contributions required by the law in the future will be sufficient to meet the payments to the present active 
and retired members and their beneficiaries.  

The actuarial assumptions and methods used in this valuation are those adopted by the Board based on the 1985 Experience 
Study: 

1. Mortality for retired members is based on the 1983 Group Annuity Mortality Table for males and the 1983 Group 
Annuity Mortality Table for females with a one year set-forward in age. An extensive study of actual mortality experience of 
retired members under the System indicates that this mortality table is appropriate but contains little or no conservatism.  

2. Mortality for active members is based on a table constructed from the actual experience of the Teacher Retirement 
System of Texas.  

3. Disability, retirement, and withdrawal rates are based on actual experience of the Teacher Retirement System of Texas.  
Retirement and withdrawal rates take a select and ultimate form.  

4. An investment return assumption of 8%, compounded annually, is used with regard to computations for retired persons 
and for active members. An interest rate of 8.38%, compounded annually, is used with regard to the 1975 Legislative increase for 
retired members; a rate of 9.56%, compounded annually, is used with regard to the 1977 Legislative increase; a rate of 10.30%, 
compounded annually, is used with regard to the 1979 Legislative increase; and a rate of 14.32%, compounded annually, is used 
with regard to that portion of the two 1981 Legislative increases which was not funded by reserves released from the Retired 
Reserve Account.  

5. Salary scale for projecting future salaries: A study of actual experience of the Teacher Retirement System of Texas has 
been used as the basis for construction of step-rate/promotional salary scale tables which appear to be reasonable. In addition, a 
general salary increase assumption of 6 % is used.  

6. Actuarial value of assets is determined under a market over book adjusted asset valuation method which recognizes 
unrealized appreciation in equity market values over a five-year rolling average period.  

7. Funding of the Unfunded Actuarial Accrued Liability is based on the excess of future State contributions required by law 
over the amount of such contributions required to fund the normal cost of benefits provided by the System. Basing the normal cost 
for the System on a study of all new entrants hired in the period from 1980 through 1985, the normal cost is 11.52% of payroll 
(6.40% by members plus 5.12% by the State, before a two-year cutback in funding), which is 2.88% of payroll less than the total 
contributions being paid by the members and by the State before allowance is made for the second year of the two-year cutback in 
State contributions. It is assumed that the excess amount of 2.88% of payroll contributed by the State will be utilized to fund the 
unfunded actuarial accrued liability of $3.89 billion (as shown on the actuarial balance sheet) over a period of 17 years in the 
future, assuming that payroll grows at an aggregate compound rate of 6% per year. All funding calculations have been adjusted to 
reflect the impact of the two-year cutback in State contributions, and assume that the State contribution rate will be restored to 
8% beginning September 1, 1989.  

Based on the above assumptions and the actuarial results shown in the report, it is our opinion that the Teacher Retirement 
System of Texas is actuarially sound and if the payroll in the future increases at the rate of 6%, compounded annually, the 
unfunded actuarial accrued liability of $3.89 billion will be amortized over a period of 17 years in the future.  

Respectfully submitted, 
THE WYATT COMPANY 

Richard B. Mallett W. Michael Carter 
Actuary Actuary 
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Actuarial Balance Sheet 
SHOWING PRESENT AND PROSPECTIVE ASSETS AND LIABILITIES 
AFTER ACTUARIAL ADJUSTMENT TO RETIRED RESERVE ACCOUNT 
Actuarial Valuation as of August 31, 1988 

ACTUARIAL ASSETS 1988 August 1987 

PRESENT ASSETS AT ACTUARIAL VALUE: 
Retired Reserve Account (Actuarially Determined) $ 7,289,502,432 $ 6,719,151,448 
1975 Benefit Increase Reserve Subaccount 17,377,827 22,810,382 
1977 Benefit Increase Reserve Subaccount 70,607,555 72,679,739 
1979 Benefit Increase Reserve Subaccount 52,346,993 53,906,447 
1981 Benefit Increase Reserve Subaccount 170,007,535 170,859,419 
Member Savings Account 5,057,465,447 4,517,021,896 
State Contribution Account 4,780,010,901 3,945,675,987 
Expense Accounts and Miscellaneous 27,812,675 26,133,442 

TOTAL PRESENT ASSETS $17,465,131,365 $15,528,238,760 
Adjustment to Book Value Due to Actuarial 

Asset Valuation Method 2,630,786,285 2,527,202,092 

TOTAL ACTUARIAL VALUE OF 
PRESENT ASSETS $20,095,917,650 $18,055,440,852 

PROSPECTIVE ASSETS: 
Present Value of Future Contributions 

by Present Members $ 7,414,181,553 $ 7,028,141,889 
Present Value of Future Normal Costs 

Contributed by the State 5,931,345,242 5,621,101,218 
Unfunded Actuarial Accrued Liability 3,890,216,133 4,096,387,942 

TOTAL PROSPECTIVE ASSETS $17,235,742,928 $16,745,631,049 

TOTAL ACTUARIAL ASSETS $37,331,660,578 $34,801,071,901 

ACTUARIAL LIABILITIES 1988 August 31, 1987 

PRESENT VALUE OF BENEFITS 
PRESENTLY BEING PAID: 

Benefits other than Legislative Increases 
for Retired Members 

Service Retirement Benefits $ 6,734,810,833 $ 6,206,853,992 
Disability Retirement Benefits 296,564,841 260,757,660 
Death Benefits 180,046,867 171,203,940 
Present Survivor Benefits 78,079,891 80,335,856 

TOTAL BASIC RESERVES $ 7,289,502,432 $ 6,719,151,448 

Benefits Provided Retired Members 
by 1975 Legislative Increase 

Service Retirement Benefits $ 35,106,996 $ 38,297,952 
Disability Retirement Benefits 848,844 935,592 
Death Benefits 1,564,188 1,673,892 

TOTAL 1975 INCREASE RESERVES $ 37,520,028 $ 40,907,436 

Benefits Provided Retired Members 
by 1977 Legislative Increase 

Service Retirement Benefits $ 43,691,064 $ 48,071,652 
Disability Retirement Benefits 1,438,620 1,551,204 
Death Benefits 1,813,620 1,917,516 

TOTAL 1977 INCREASE RESERVES $ 46,943,304 $ 51,540,372
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Benefits Provided Retired Members 
by 1979 Legislative Increase 

Service Retirement Benefits 
Disability Retirement Benefits 
Death Benefits

$ 31,662,648 
796,788 

1,335,228

$ 34,366,164 
875,076 

1,426,788

TOTAL 1979 INCREASE RESERVES $ 33,794,664 $ 36,668,028 

Benefits Provided Retired Members 
by 1981 Legislative Increases 

Service Retirement Benefits $ 86,357,067 $ 105,702,408 
Disability Retirement Benefits 2,517,762 3,249,696 
Death Benefits 2,574,435 3,203,808 

TOTAL 1981 INCREASE RESERVES $ 91,449,264 $ 112,155,912 
TOTAL PRESENT VALUE OF BENEFITS 
PRESENTLY BEING PAID $ 7,499,209,692 $ 6,960,423,196 

PRESENT VALUE OF BENEFITS 
PAYABLE IN THE FUTURE TO 
PRESENT ACTIVE MEMBERS: 

Service Retirement Benefits $26,006,350,627 $24,237,289,360 

Disability Retirement Benefits 
Disability Prior to Vesting 2,301,166 2,237,910 
Disability After Vesting 886,468,107 827,087,714 

TOTAL DISABILITY BENEFITS $ 888,769,273 $ 829,325,624 

Refunds of Contributions on Withdrawal $ 1,650,880,424 $ 1,556,667,794 

Death and Survivor Benefits 
Two Times Pay $ 195,698,210 $ 186,716,545 
Refund of Contributions 3,062,836 2,837,016 
Five Year Annuity 98,167,191 91,997,346 
Life Annuity 388,952,980 367,120,757 
Survivor Benefit 11,145,019 10,794,576 

TOTAL DEATH BENEFITS $ 697,026,236 $ 659,466,240 
TOTAL ACTIVE MEMBER 
LIABILITIES $29,243,026,560 $27,282,749,018 

PRESENT VALUE OF BENEFITS 
PAYABLE IN THE FUTURE TO 
PRESENT INACTIVE MEMBERS: 

Terminated Vested Participants 
Retirement Benefits $ 31,932,263 $ 30,732,064 
Death Benefits 2,073,740 2,010,665 

TOTAL TERMINATED VESTED 
BENEFITS $ 34,006,003 $ 32,742,729 

Refunds of Contributions to Terminated 
Non-vested Members $ 10,603,187 $ 9,386,348 

Future Survivor Benefits Payable 
on Behalf of Present Annuitants $ 501,622,733 $ 482,685,340 

TOTAL INACTIVE LIABILITIES $ 546,231,923 $ 524,814,417 

OTHER LIABILITIES AND RESERVES: 
Reserve for Expenses, and Benefits 

and Accounts Payable $ 43,192,403 $ 33,085,270

TOTAL ACTUARIAL LIABILITIES $37,331,660,578 $34,801,071,901
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Summary 
of Benefits 

The Teacher Retirement System of 
Texas makes provision for retire
ment, disability, and death and 

survivor benefits to all employees of 
public education in Texas. Benefits 

are financed by member and state 
contributions. The major benefit 

provisions are as follows:

Service Retirement 
Normal retirement age is 65 with 10 

years of service, age 60 with 20 years of 
service, or when age plus creditable service 
equals 95. The standard life annuity bene
fit formula is 2 percent of average annual 
salary for the best three years of service 
multiplied by the years of service. At nor
mal retirement age, the minimum monthly 
standard annuity is the greater of $75.00, 
$6.50 per month per year of service, or the 
formula standard annuity. Total payments 
shall in no case be less than accumulated 
contributions at retirement. At death, any 
excess would be paid to the beneficiary.  

Optional plans actuarially reduced from 
the standard annuity are: joint lifetime 
with 100 percent to surviving beneficiary; 
joint lifetime with 50 percent to surviving 
beneficiary; lifetime with five years cer
tain; and lifetime with 10 years certain.  

A member may receive a reduced annuity 
at age 55 with at least 10 years of service or 
at any age with 30 or more years of service.  
The normal retirement benefit for early age 
retirement is reduced according to a set of 
factors, based on age at date of retirement 
and years of service, adopted by the Board 
of Trustees.  

Disability Retirement 
With less than 10 years of service, 

monthly payments would be $50 for the 
shorter of the duration of the disability or 
number of months of service as of the date 
of disability retirement. With at least 10 
years of service, a disabled member may 
receive the greater of accrued retirement 
income or $6.50 per month per year of 
service, payable for the duration of the 
disability. Disability is presumed continu
ous if it continues past age 60.  

Death 
Should death occur before retirement, a 

benefit is provided even if the member is 
absent from service because of illness, on 
disability retirement, or within 5 years of 
being eligible to retire when leaving employ
ment. The beneficiary will receive one of 
the following payment plans: 

1. A lump sum payment equal to twice 
the member's annual compensation, but 
not to exceed $60,000.  

2. Sixty monthly payments equal to the 
member's standard annuity without reduc
tion for age, if eligible.  

3. Lifetime payments equal to a reduced 
standard annuity, calculated like a joint

annuity with 100 percent to surviv
ing beneficiary option plan, if eligible.  

4. A return of the member's deposits 
with interest.  

5. The survivor benefits, if eligible.  
If the member is absent from service 

without good cause, the benefit is the 
return of accumulated contributions.  

Survivor 
Survivor benefits payable to a widow or 

widower with minor children are a $2,500 
lump sum payment plus $200 per month 
with the monthly payment continuing un
til the youngest child reaches age 18.  
Monthly payments of $100 will begin at age 
65 to the widow or widower. Other benefici
aries would receive only the $2,500 lump 
sum. An eligible service retiree beneficiary 
may receive the survivor benefit in addi
tion to other benefits provided by an option.  
A disability retiree beneficiary and the 
beneficiary of a member who has retired 
may select the benefit in lieu of other death 
benefits.  

Vesting of Benefits 
A member is fully vested after 10 years 

of creditable service and entitled to any 
benefit for which eligibility requirements 
have been met.  

Health Insurance 
In addition to the benefits above, the 

Texas Public School Retired Employees 
Group Insurance Program, TRS-Care, has 
been established to make available a basic 
level of health insurance coverage to TRS 
public school retirees without cost. Re
tirees with Part A Medicare (hospital insur
ance) receive TRS-Care 2. Those without 
Part A receive TRS-Care 1. Eligible are 
TRS retirees who are not eligible for cover
age by Texas State College and University 
Employees Uniform Insurance Benefits 
Program, Texas Employees Uniform Group 
Insurance Benefits Program, or any other 
State of Texas employee group health insur
ance program. A higher level of coverage, 
TRS-Care 3, and coverage for spouses of 
retirees and for surviving spouses and 
dependents of retirees and of deceased 
eligible active members are also available 
for purchase. The program is financed by 
state and active public school member 
contributions and payments by the insured.  
The program is administered by the TRS 
Board of Trustees.
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Authority 
The constitution of the State of Texas 

provides that the Board of Trustees shall 
invest the funds of the system in such 
securities as the board may consider pru
dent investments. In making investments, 
the board "shall exercise the judgment and 
care under the circumstances then prevail
ing that persons of ordinary prudence, 
discretion, and intelligence exercise in the 
management of their own affairs, not in 
regard to speculation, but in regard to the 
permanent disposition of their funds, con
sidering the probable income therefrom as 
well as the probable safety of their capital" 
(the prudent person rule). The prudent 
person standard has enabled the Board of 
Trustees to enhance control over fund risk 
and return parameters.  

Policy 
The board has set high quality invest

ment standards with prime consideration 
given to safety of capital and maximum 
income, sustainable over time. In order to 
insure a continuing flow of income to be 
used to pay benefits promised to partici
pants years into the future, emphasis is 
placed on quality, potential long term yield, 
and optimal diversification.  

Operations 
Trustees are assisted in the implemen

tation of investment objectives by an invest
ment staff, outside professional counsel, 
and an Investment Advisory Committee.  

The 24 member investment staff, 18 of 
whom are professional, is responsible for 
management of the funds of the system 
within the provisions of the investment 
policy as established by the board. They are 
also responsible for execution of all securi
ties transactions and report quarterly to 
the board.  

The Investment Advisory Committee, 
composed of a minimum of five and a 
maximum of nine prominent Texas invest
ment specialists, is appointed by the Board 
of Trustees. The committee meets quar
terly with the executive secretary, invest
ment staff, and outside counsel to discuss 
investments and recommend policy changes 
to the board.

All purchases, sales, and exchanges of 
securities are made by the staff in accor
dance with the constitutional authority 
granted to the Board of Trustees, further 
restricted by the policy and quarterly in
structions pertaining to specific securities, 
asset allocation, as well as yield and price 
objectives. Conventional institutional in
vestment customs and practices are fol
lowed in adhering to the "prudent person 
rule".  

TRS retains Wellington Management 
Company (formerly Thorndike, Doran, 
Paine & Lewis) of Boston as outside equity 
and fixed income investment counsel. In 
addition, five registered real estate advi
sors are utilized to assist in the selection of 
appropriate real estate investments. They 
are: Alex Brown Realty Advisors, Balti
more; FIA Associates, Inc., Sacramento; 
Lomas and Nettleton, Dallas; The Boston 
Company, Boston; and L. J. Melody Co., 
Houston. Real estate proposals are sub
mitted to one of these advisors for initial 
screening and analysis. Each proposal is 
evaluated on its own merits, and those 
considered appropriate are presented by 
the advisor to the TRS staff. Once a com
mitment is made, the advisor then provides 
asset management services through its life 
in the TRS portfolio.  

Portfolio 
The TRS investment portfolio is now 

$17.2 billion in size at book value, having 
grown approximately $2 billion in the 1987
88 fiscal year. It is well diversified and has 
enjoyed excellent performance in all re
spects. During the year, capital gains real
ized from the investment portfolio totaled 
more than $258 million. The portfolio is 
completely internally managed.  

Performance is measured against the 
S&P 500 stock index, the Shearson Lehman 
Aggregate Bond Index, and the 90-day T
bills rate representing cash. Real estate 
performance is being measured against the 
Russell Real Estate Index.
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Return on Assets 
PENSION TRUST FUND - FISCAL YEARS ENDING AUGUST 31 (MILLIONS) 

1984 1985 1986 1987 1988 3 Years 5 Years 

BEGINNING BOOK VALUE $8,586 $ 9,851 $11,383 $13,428 $15,528 $11,383 $ 8,586 
Net Contributions Added 294 337 411 398 270 1,079 1,710 
Interest and Dividend Income 844 978 1,111 1,214 1,408 3,733 5,555 
Net Realized Gains (Losses) 127 217 523 488 259 1,270 1,614 

ENDING BOOK VALUE $9,851 $11,383 $13,428 $15,528 $17,465 $17,465 $17,465 

NET UNREALIZED GAINS 
(LOSSES) AT YEAR END (386) 854 3,282 3,614 1,720 1,720 1,720 

ENDING MARKET VALUE $9,465 $12,237 $16,710 $19,142 $19,185 $19,185 $19,185 

RETURN FROM INTEREST 
AND DIVIDEND INCOME * 9.66% 9.76% 9.59% 8.91% 8.99% 9.16% 9.38% 

RETURN FROM NET 
REALIZED CAPITAL 
GAINS (LOSSES) ** 1.45 2.17 4.51 3.58 1.65 3.25 2.67 

CASH RETURN ON BOOK 
VALUE 11.11% 11.93% 14.10% 12.49% 10.64% 12.41% 12.05% 

* Interest Returns = 21 
(B +E -N -I) 

** Return from Net Gains = 2 N 

(B+ E -N -I) 

I = Interest, Dividends and Fixed Income Amortizations 

N = Net Realized Gains (Losses) from the Sale of Assets 

B = Beginning Book Value 

E = Ending Book Value 

Total Time Weighted Returns 
FOR PERIODS ENDING SEPTEMBER 30, 1988 
(By Holbein Associates) 

1984 1985 1986 1987 1988 3 Years 5 Years

TOTAL PORTFOLIO 
TRS 
Inflation (CPI) 

COMMON STOCKS 
TRS 
S&P 500 

BOND RETURNS 
TRS 
Shearson Lehman Govt/Corp Index 

ASSET ALLOCATION (AVERAGE) 
Bonds 
Common Stocks 
Other

7.4% 22.0% 28.5% 16.7% 3.4% 15.3% 15.0% 
4.2% 3.2% 1.8% 4.3% 4.3% 3.4% 3.5% 

8.0% 18.0% 33.0% 41.1% -11.3% 18.5% 16.2% 
4.6% 14.5% 31.9% 43.3% -12.3% 18.3% 14.7%

6.4% 26.7% 28.2% 
8.6% 21.2% 20.7%

52.4% 
40.5% 

7.1%

52.8% 
38.5% 
8.7%

53.8% 
37.9% 

8.3%

1.4% 14.9% 13.4% 14.5% 
-.4% 12.8% 10.7% 12.3%

48.7% 
40.1% 
11.2%

51.3% 
37.2% 
11.5%

51.3% 
38.4% 
10.3%

51.8% 
38.8% 

9.4%
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Investment Summary 
PENSION TRUST FUND 

Book Value Yield 
HOLDINGS 8-31-88 8-31-87 8-31-88 8-31-87

FIXED INCOME 
U S Treasury 
U S Government Agency - Mortgages 
U S Government Agency - Other 
Mortgage - Other 
Municipals 
Corporate 

REAL ESTATE 
Direct Participating Mortgages 
Fixed Rate Mortgages 

EQUITIES 

INVESTMENT IN SUBSIDIARIES 
SHORT TERM INVESTMENTS 

TOTAL

$ 3,164,130,378 
2,829,231,626 

922,109,257 
266,558,311 

10,000,000 
2,648,716,839 

1,003,249,808 
485,024,502 

5,250,022,527 

68,039,419

$ 3,041,468,946 
2,741,102,603* 

350,279,671 
332,379,158* 

10,000,000 
2,281,491,700* 

1,004,257,289 
485,252,648 

4,243,460,320

10.08% 
9.51% 
9.30% 

13.92% 
8.50% 
9.36%

9.91% 
9.39% 

10.03% 
13.41% 
8.50% 
9.31%

10.23% 10.29% 
9.08% 9.08% 
6.22% 6.44%

28,900,000 3.42% 2.43%
513,989,426 742,471,894 7.96% 6.38% 

$17,161,072,093 $15,261,064,229 8.61% 8.65%

*August 31, 1987 restated due to recategorization 

The market values of Fixed Income and Equities on August 31, 1988 were $9,646,797,494 and $7,164,367,867, respectively. The 
market value of Real Estate will be available with future appraisals.  

SHORT TERM INVESTMENTS 
The Teacher Retirement System's policy of keeping interim funds invested in short term commercial paper until permanently 
invested in fixed income and equity securities, or used for payment of benefits, provided income of $30,888,995.  

TRANSACTIONS 

Investment holdings of Teacher Retirement System excluding Short Term Investments increased by $2,128,490,332 during the 
year ended August 31, 1988. The System has continued its policy of bond exchanges in order to improve the quality and yield of 
the portfolio. Investment activity within the various classes of securities is summarized as follows:

Purchases 
Fixed Income 
Real Estate 
Equity 

TOTAL 

Sales 
Fixed Income 
Real Estate 

TOTAL 

Equity 

Non-Monetary Transactions 
Equity Book Gain on Merger 
Real Estate Value Reduction 

TOTAL 

Exchanges 
Fixed Income for Fixed Income 

Calls and Maturities 
Fixed Income 
Real Estate 

TOTAL

Par Value 
$1,521,195,927 

108,816,709

Cost 
$1,405,280,728 

108,816,709 
1,381,173,717

Yield 
9.50% 
9.81% 
4.53%

$2,895,271,154 7.14%

Par Value 
$ 91,938,525 

59,485,331

Proceeds 
$ 91,191,870 

77,545,292

Gain or (Loss) 
$ 6,264,784 

18,059,961
$ 151,423,856 $ 168,737,162 $ 24,324,745 

Shares Proceeds Gain or (Loss) 
14,933,367 $ 612,344,778 $237,719,382 

Cost 
$ 13,884 

(9,811,644) 

$ (9,797,760) 

New Book Yield Market Yield 
Par Value Book Value Improv. Spread 

$3,377,269,055 $3,253,521,998 0.27% 0.22% 

Par Value 
$ 199,354,825 

1,352,112 

$ 200,706,937
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Distribution of Investments 
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B enefit payments during 1987-88 totaled more than $874 million, an increase of Growth of 
$119 million over the previous year. By August, 1988, the monthly annuity payroll the System 
had grown to $72.7 million with over 105 thousand annuitants receiving 

payments. Annuities, including multiple payments to one person and payments deferred 
to a later date, totaled 111,989. The number of member accounts increased by 858.  
Investment holdings increased by 1.9 billion during the year, and the total exceeded $17.1 
billion with an average annual yield on investments of 8.61 percent.  
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10-YEAR 
SUMMARY

Sources 

Investments 56.7% 

State 22.6%

Members 20.7%

Distributions

Reserve for Investments 

Benefits 

Refunds to Members 

Administrative Expenses

65.8% 
2 9 .8 % 

3.8% 

.6%

Revenues and Expenses 
PENSION TRUST FUND 

1988 1987 1986 1985 

REVENUES: 
From Members $ 608,773,980 $ 575,497,331 $ 551,144,622 $ 475,045,919 
From State 663,222,962 716,368,692 664,423,297 546,091,813 
From Investments 1,666,931,512 1,701,638,498 1,633,893,596 1,194,394,037 
From Employees Retirement 

System 2,652,849 
From Other Sources 65,791 61,882 64,141 61,494 

TOTAL REVENUES $2,938,994,245 $2,993,566,403 $2,852,178,505 $2,215,593,263 

EXPENSES: 
Administrative Expenses $ 16,506,750 $ 12,856,551 $ 11,116,650 $ 10,327,020 
For Refunds to Members 113,178,276 110,658,346 108,618,403 105,426,368 
For Benefits 874,560,122 755,349,430 668,607,972 591,064,691 
For Employees Retirement 

System 

TOTAL EXPENSES $1,004,245,148 $ 878,864,327 $ 788,343,025 $ 706,818,079 

1988

62 

TRS 1988 Annual Report



1984 1983 1982 1981 1980 1979 

$ 416,750,729 $ 435,699,218 $ 397,229,540 $ 344,471,695 $ 302,963,034 $ 267,617,672 
476,617,325 537,636,697 492,125,991 624,256,858 522,894,587 293,551,268 
970,909,876 794,640,586 638,167,624 515,170,268 382,398,628 311,195,955 

5,002 40,866 3,370,198 92,420 
67,730 65,377 67,376 62,007 55,994 57,578 

$1,864,345,660 $1,768,041,878 $1,527,595,533 $1,484,001,694 $1,211,682,441 $ 872,514,893 

$ 9,611,199 $ 8,756,070 $ 8,034,987 $ 6,662,972 $ 5,942,657 $ 5,444,915 
92,909,745 79,479,802 98,734,966 85,529,492 78,788,643 64,715,245 

513,647,103 465,984,587 427,927,689 352,501,433 312,675,657 273,959,504 

2,683 1,380,410 2,325,712 391,028 

$ 616,168,047 $ 554,220,459 $ 534,700,325 $ 446,074,307 $ 399,732,669 $ 344,510,692

Payments & Reserves 

Reserves 
* Benefits 

Refunds to Members 
* Administrative Expenses

$ 
Million 
3200

Income From State, Members & Investments 

E Investments 
* State 
* Members

79 80 81 82 83 84 85 86 87 88

2800 

2400 

2000 

1600 

1200 

800 

400 

0
79 80 81 82 83 84 85 86 87 88
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Retiree Health Insurance 
EXPENDABLE TRUST FUND

REVENUES 
Members 
State 
Investments 
Retirees 

TOTAL 

EXPENDITURES 
Administrative 
Claims Paid 
Retention Paid 

TOTAL 

INCOME FROM (in millions) 
Members 
State 
Investments 
Retirees 

TOTAL 

PAYMENTS & RESERVES 
Reserves 
Administrative 
Claims Paid 
Retention Paid 

TOTAL 

ENROLLMENT 
Retirees 
Surviving Spouses 
Surviving Dependent Children 
Dependents 

TOTAL

Sources

State 38.9%

Retirees 29.7% 

Members 24.3% 

Investments 7.1%

$19,598,520 $18,522,629 
31,357,632 25,931,680 

5,703,832 2,568,998 
23,948,600 22,617,624 

$80,608,584 $69,640,931 

$ 484,684 $ 389,025 
41,472,241 23,482,751 
4,130,071 3,552,911 

$46,086,996 $27,424,687 

$19.6 $18.5 
31.4 25.9 

5.7 2.6 
23.9 22.6 

$80.6 $69.6 

$34.5 $42.2 
0.5 0.4 

41.5 23.5 
4.1 3.6 

$80.6 $69.7 

73,652 68,936 
670 557 

3 
7,062 7,144 

81,387 76,637

Distributions 

Claims Paid 51.5% 

Retention Paid 5.1% 

Administrative 0.6% 

Reserves 42.8%

1988 1987
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Teacher Retirement System 
of Texas 

HISTORICAL DATA 

Constitutional Amendments 

1936 Authorized legislature to create the Teacher Retirement System.  

1956 Permitted contribution rate to be increased, authorized complete 
restructuring of benefit program as passed by the previous legisla
ture, and enabled funds to be invested in corporate stocks and 
bonds.  

1965 Granted trustees broader investment authority thus allowing for 
sale of major holdings in low interest bearing school, municipal, 
and Treasury bonds with reinvestment of funds into higher 
yielding securities.  

1968 Removed from the constitution the salary ceiling on which contribu
tions are based.  

1975 Completely revised constitutional provisions and permitted the 
state contribution rate to increase from 6 percent to 10 percent.  

Post Retirement Increases 

Laws granting increases were enacted in 1969,1971,1975,1977,1979,1981, 
1984, and 1987. Benefit increases enacted in 1977 varied from 15 percent for 
some 1941 retirees to 4 percent with graduated increases based on length of 
retirement and service giving older retirees with long service greater 
increases.  

Benefit increase percentages apply to the averageeretiree for each year. Not 
all members retiring during the year received the increase indicated since 
increases were based on the effective date of retirement.  

There were no major benefit increases before 1969, although members who 
retired before 1969 received either the same or greater increases than the 
1969 retirees.

Retirement 
Year 

1968 

1969 

1970 

1971 

1972 

1973 
1974 

1975 

1976 

1977 

1978

Compounded 
Benefit % 
Increase

167.9 

115.8 

114.9 

71.1 

70.4 

62.1 

45.0 

44.4 

42.3 

22.4 

22.4

Compounded 
Retirement CBenefit % 

Year Increases

1979 

1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

1988

21.2 
13.3 
8.1 

8.1 
5.0 

5.0 

0.0 

0.0 

0.0

0.0
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Contribution Rates 

Rates are set by the Texas Legislature

Year 

1937-57 
1957-69 
1969-77 
1977-79 
1979-83 
1983-85 
1985-87 
1987-89

State 

5% 
6% 
6% 
7.5% 
8.5% 
7.1% 
8% 
7.2%

Member 

5% 
6% 
6% 
6.65% 
6.65% 
6% 
6.4% 
6.4%

of 
of 
of 
of

Salary 

1st $3,600 
1st $8,400 
1st $25,000 
1st $25,000

of total
of 
of 
of

total 
total 
total

Each member pays a $10 per year fee for administrative costs.  

Retirement Formula Improvements 

1941- Benefits based primarily on contributions with small in
1953 creases provided by four legislatures.  

1956 The five year average salary plan based on 1950-55 salaries, using 
1 percent of average salary for each year of prior service and 1 
percent for membership years.  

1963 Terminal average salary plan began. Formula based on average of 
member's highest ten annual salaries with 1 percent of average 
allowed for prior service years and 1 percent allowed for 
membership years.  

1969 Factor increased to 1.65 percent for all service.  

1971 The ten year average salary reduced to five years and the factor 
increased to 1.75 percent.

1977 The benefit factor raised to 2 percent.  

1979 The $25,000 salary limit removed.

1981 The five year average salary reduced to three years
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