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INTERIM CHARGE

Interim Charge: Review the actuarial soundness of TRS, current contribution levels, defined
benefit plan assumptions, projected liabilities, employer contribution parity, and the impact
of benefit enhancements.

TCTA RECOMMENDATIONS

e Make a state-funded one-time appropriation to TRS in an amount sufficient to restore the
pension fund to actuarial soundness and shorten the funding period beyond the minimum
statutory threshold. Establish a statutory mechanism for the state to pre-pay liabilities and lower
future volatility.

e Increase the state's ongoing statutory contribution rate, subject to actuarial analysis and a
responsible phase-in if needed, so the state assumes a more appropriate share of the cost of the
retirement benefits it promises to Texas educators. Avoid shifting the cost of restoring actuarial
soundness to members or school districts. Employer parity or total-payroll contributions should
be secondary to the state's responsibility to address the unfunded liability created by state policy
from the 89" Legislature.

e Once TRS is restored to soundness, establish a permanent, actuarially conditioned mechanism
for future benefit enhancements, including a COLA, so retirees do not have to wait for
legislative action to address inflation.

THE ISSUE

Texas educators need the state to do more

Texas has a strong and professionally managed defined benefit pension system. The current TRS
pension design provides teachers with a retirement that rewards their lifetime of service, and a
strong defined benefit pension remains one of the best tools Texas has to recruit and retain
experienced educators. The immediate problem is not the retirement plan itself, but that the state
has not contributed enough to keep pace with the obligations it has created. Texas's contribution
rate is unusually low compared to other states.

A teacher's value to Texas extends far beyond the classroom. Educators prepare the state's future
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workforce, help students become productive citizens, support families, and strengthen their
communities. Teachers spend 25, 30, or more years in public education giving Texas a substantial
portion of their working lives. The pension they earn is part of the compensation for that service
and should remain meaningful throughout retirement.

The 2025 TRS actuarial valuation shows that the system's unfunded actuarial accrued liability
increased to $64.9 billion, the funded ratio declined to 77.5%, and the actuarial funding period
increased from 28 years to 35 years. Consequently, TRS is also outside the threshold that permits the
pension fund's balance to be used to amortize new benefit enhancements.

The 89th Legislature enacted significant educator salary increases without appropriating funding to
cover the resulting actuarial cost to TRS. TRS's actuary identifies the 2025 compensation legislation
as the primary reason the unfunded liability increased. The result is straightforward: Texas made a
major investment in active educators, but did not make the corresponding investment in the pension
obligation created by that compensation increase.

The state should not respond to this problem by asking teachers to contribute more, asking school
districts to absorb the cost - especially when many districts are struggling with rising costs and deficit
budgets - or postponing benefit improvements. The state created the funding gap through its
compensation and pension policy; therefore, the state should lead the solution.

The numbers make the case for greater state responsibility
TRS Measure FY 2024 FY 2025

Unfunded actuarial accrued $60.6 billion $64.9 billion
liability

Funded ratio 77.8% 77.5%
Funding period 28 years 35 years
Member contribution rate 8.25% 8.25%

State / employer combined 9.43% 9.37%
effective rate

Under current law, members contribute 8.25%. The state's statutory base contribution is also 8.25%.
Public education employers contribute an additional 2% on compensation subject to statutory limits;
TRS estimates that this produces a combined state/employer contribution of approximately 9.37%
of total payroll in FY2026. That is not an adequate response to the current funding challenge. The
2025 actuarial valuation identifies a reasonable actuarially determined contribution of 10.87% for the
state and employers combined.

Texas continues to lag behind other states in pension contributions

Texas's low contribution effort is not merely a matter of perception. TCTA's prior House
Committee on Pensions, Investments and Financial Services testimony cited NASRA data showing
that the median employer contribution rate was approximately 21% for non-Social-Security systems
and 16% for Social Security systems, compared with Texas's 10.25% state-and-district combined
employer contribution for 2024-25.

The comparison is especially important because most Texas educators do not participate in Social
Security through their public education employment. Therefore, TRS serves as a primary source of
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retirement security for these educators. TCTA has consistently made the case that the state has a
responsibility to protect the fund's actuarial soundness while also addressing retirees' loss of
purchasing power.

THE SOLUTION

First: Make the state payment necessary to restore actuarial soundness

The state should pay for the pension obligation created by state policy in the 2025 session. TCTA's
preferred solution is a one-time appropriation from the state to TRS. The amount should be
determined by TRS's actuary and be sufficient to restore the funding period to 31 years or less.
Ideally, the Legislature should go further and make a payment large enough to materially reduce the
funding period rather than merely crossing the statutory line.

This is the most prudent solution because it addresses the existing liability directly. It does not
increase the cost of the pension for school districts that are already responsible for a significant
share of public education costs and are facing serious budget challenges of their own. It does not
require teachers to give up additional take-home pay. It also does not ask retirees who have already
earned their benefits to absorb the consequences of a funding policy they did not create. Moving
forward, if the state provides higher compensation to educators, and Texas should, it must also fund
the retirement liability created by that compensation. A salary increase without corresponding
pension funding is not a fully funded investment in educators.

Second: The state should contribute more going forward

A one-time payment solves the immediate problem. It does not solve the underlying policy problem.
Texas should also increase the state's ongoing statutory contribution rate. Today, the state's base
contribution is 8.25%, the same as the member contribution. TCTA believes because educators
overwhelmingly rely on TRS as their primary public retirement benefit, especially without Social
Security, and their positive impact is so great to the future of our great state, that Texas should
assume a larger share of the cost.

TCTA recommends moving the state contribution to a rate more in line with other states, with the
exact phase-in schedule determined through actuarial analysis. A more reliable state contribution
toward educators' retirement would not only help the overall soundness of the system, but
significantly aid in pre-funding the pension system, making much-needed and deserved cost-of-
living increases more feasible.

Importantly, TCTA is not recommending that the state simply increase the contribution rate and
walk away from the current unfunded liability. Texas needs both: a substantial payment to address
the liability already on the books and a higher recurring contribution rate to help maintain the fund
long term and pre-fund future cost-of-living increases.

Other states demonstrate that greater public contributions are possible

Texas is not the only state that has faced pension funding challenges. What is different is the degree
to which other states have responded by requiring larger employer and state contributions and by
creating mechanisms that adjust contributions when funding needs change.
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These systems are not identical to TRS, and contribution rates should not be compared without
considering plan design, Social Security coverage, and the division of responsibility between state
and local employers. But the policy lesson is clear: the Texas model includes a state contribution of
only 8.25% while other states commit substantially greater public contributions to maintain their

pension systems.

Employer parity should be considered, but it should not become a substitution for state

funding

The interim charge appropriately asks the Legislature to evaluate whether employer contributions
should be based on total payroll and whether contribution rates should be more equitable across
participating entities. TCTA supports that examination. The current structure is complicated, and
the additional public education employer contribution does not apply uniformly to all participating
entities or to covered payroll.

However, the state should not use employer parity as a way to shift the primary burden of restoring
TRS to school districts. School districts already face significant costs for salaries, health insurance,
special education, transportation, facilities, and other mandated services. Any increase in the
required employer contribution should be accompanied by additional state funding.

AFTER SOUNDNESS IS RESTORED
A stronger state contribution can make future benefit enhancements possible

The Legislature's 2023 action demonstrated what happens when the state fully funds a pension
benefit enhancement. More than 400,000 eligible TRS retirees received a voter-approved COLA,
and the state's full funding prevented the enhancement from damaging the pension fund's actuarial

soundness.
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But Texas retirees remain vulnerable to inflation because TRS does not have an automatic COLA.
TCTA has previously recommended giving the TRS Board authority to provide an annuity increase
within legislatively established parameters based on fund performance and long-term financial
health. NASRA reports that approximately three-fourths of state and local public pension plans
provide some form of automatic increase.

TCTA continues to support an actuarially conditioned COLA. However, the sequence matters: first
restore actuarial soundness, then build a sustainable funding structure, then establish a permanent
mechanism for future benefit improvements.

Retirees need a COLA that keeps pace with inflation

The 2024 COLA was an important recognition of retirees' loss of purchasing power, but it did not
fully solve the problem. The permanent adjustment was tiered: eligible retirees received 2%, 4%, or
6% depending on retirement date. It also did not establish an ongoing mechanism to adjust benefits
as prices continue to rise.

Since the January 2024 COLA took effect, the national Consumer Price Index for All Urban
Consumers (CPI-U) increased from 308.417 in January 2024 to 333.952 in June 2026, an increase of
approximately 8.3%. That is greater than each of the 2%, 4%, and 6% COLA tiers provided in 2024.
For retirees who did not receive the 2024 COLA, the erosion is greater still.

Because TRS does not provide a regular automatic COLA, retirees must rely on periodic legislative
action to address inflation. A pension worthy of a lifetime of service should not steadily lose
purchasing power simply because the Legislature does not convene annually to revisit the benefit.
The goal should not be an unconditional benefit increase that places the fund at risk. The goal
should be a permanent, financially responsible mechanism that allows retirees to maintain
purchasing power when the fund is demonstrably capable of supporting an increase.

The 2023 Bonnen Proposal Shows How a Guardrail Can Work

C.S.H.B. 600 by Rep. Bonnen in 2023 provides a useful starting point. The proposal would have
created a gain-sharing COLA beginning in FY2029 when TRS's average rate of return for the
preceding five fiscal years was at least 7%. The COLA formula would have used 50% of the average
investment return above 5%, capped at 2% annually. The bill also increased the state and member
contribution rates to 9% and required actuarially determined payments.

TCTA believes the concept can be improved by making actuarial soundness and a minimum funding
threshold explicit prerequisites and by ensuring that the state, not retirees, members, or school
districts, bears the cost of any additional liability. A future mechanism could therefore authorize the
TRS Board to approve a COLA only when objective conditions are met.

CONCLUSION

TCTA appreciates the Legislature's continued attention to the long-term financial health of TRS.
Texas has a strong interest in maintaining a retirement system that is financially sound,
professionally managed, and capable of providing secure lifetime benefits to educators who have
devoted their careers to public schools.
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The 2025 actuarial valuation demonstrates that the Legislature must address funding the system
sufficiently. At the same time, the experience of retirees demonstrates that the absence of a
predictable COLA leaves purchasing power dependent on occasional legislative action. These are
not competing objectives. A propetly designed funding framework can address both.

TCTA therefore recommends restoring actuarial soundness of the current defined benefit plan,
examining the adequacy of the state’s contribution rate, establishing an actuarially conditioned
COLA mechanism, and ensuring that future benefit enhancements are fully funded. These steps
would strengthen the retirement system for active educators and retirees alike while protecting the
long-term interests of the State of Texas.
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