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THRIFT 

FEDERAL RETIREMENT THRIFT INVESTMENT BOARD 
1250 H Street, NW Washington, DC 20005 

SAVINGS 
PLAN 

MINUTES OF THE MEETING OF THE BOARD MEMBERS 

September 18, 2006 

Andrew M. Saul, Chairman of the Federal Retirement Thrift 
Investment Board, convened a meeting of the Board members on 
September 18, 2006, at 9:02 a.m., Eastern Daylight Time. The 
meeting was open to the public at the Board's offices at 1250 H 
Street, N.W., Washington, D.C. In attendance were Thomas A. 
Fink of Alaska, member; Gordon J. Whiting of New York, member . 
(by telephone); Alejandro M. Sanchez of Florida, member; Ter- 
rence A. Duffy of Illinois, member; Gary A. Amelio, Executive 
Director; Thomas K. Emswiler, Secretary and General Counsel; 
Mark A. Hagerty, Chief Information Officer; Gregory T. Long, Di- 
rector of Product Development; Pamela-Jeanne Moran, Director, 
Participant Services; James B. Petrick, Chief Financial Officer; 
Tracey A. Ray, Chief Investment Officer; and Thomas J. Trabucco, 
Director, External Affairs. 

1. Approval of the minutes of the August 21, 2006, Board 
member meetins. 

Chairman Saul entertained a motion for approval of the 
minutes of the August 21, 2006 Board member meeting. The fol- 
lowing motion was made, seconded, and adopted without objection: 

MOTION: That the minutes of the Board mem- 
ber meeting held on August 21, 2006, be ap- 
proved. 

2. Thrift Savings Plan activity report by the Executive 
Director. 

a. Monthlv Performance Numbers. 

Mr. Long reviewed his memorandum on TSP statis- 
tics. See "Thrift Savings Fund Statistics" (attached). Mr. 
Saul commented that the TSP would likely be a $200 billion plan 
by the end of the year and remarked that the TSP had only $98 
billion under management when he was appointed Chairman in late 
2002. 



Mr. Sanchez remarked how pleased he was that each 
uniformed service was participating at close to or in excess of 
a 33% participation rate. Mr. Saul asked if Mr. Amelio had had 
any additional conversations with the Marine Corps leadership 
and was told that we were waiting to hear back from them. Mr. 
Amelio added that we are working on a bulletin for parents of 
potential recruits that he hopes will assist the uniformed ser- 
vices with their recruiting efforts. Mr. Whiting asked whether 
we could distribute TSP material in U S 0  lounges. Ms. Moran in- 
formed him that we are trying to tap into military family re- 
source groups and also to participate in conferences where uni- 
formed servicest support groups participate. These efforts in- 
cluded participating in a conference for master sergeants. Mr. 
Sanchez commented on the great value of these grass roots ef- 
forts. 

b. Pension Protection Act. 

Mr. Ernswiler noted that the senior staff will 
provide a complete review of the Pension Plan Protection Act 
(PPA) in November. However, he wanted to provide a brief review 
of provisions of law that the PPA made permanent. These provi- 
sions affect the TSP and were introduced by the Economic Growth 
and Tax Relief Reconciliation Act of 2001 (EGTRRA) . They were 
due to expire in 2010 (some earlier) . 

I.R.C. 415 limit. The Internal Revenue Code 
(I.R.C.) used to limit total contributions to the lesser of 
$30,000 or 25% of compensation. 

The EGTRRA raised the limit to the lesser of 
$40,000 or 100 percent of compensation. It also indexed the 
$40,000 amount for inflation. 

The PPA made this change permanent. 

402(g) limit. The I.R.C. used to limit elective 
deferrals to $10,500. 

The EGTRRA raised the limit, by increments, to 
$15,000 as indexed for inflation. 

The PPA made this change permanent 

Catch-up Contributions. 



The EGTRRA created catch-up contributions for 
participants age 50 and older. 

The PPA made catch-up contributions permanent. 

Roth 401 (k) . 
The EGTRRA created Roth 401(k). 

The PPA made the Roth 401(k) permanent. 

Ms. Moran remarked that we are waiting for the 
I.R.S. to provide guidance on these changes. Most are effective 
in January 2007. She added that she has done an initial sweep 
regarding what needs to be done, but until we have the I.R.S. 
guidance, it's prudent to wait to implement. 

Mr. Trabucco added that some PPA provisions auto- 
matically apply to the TSP; the items just discussed will not 
require any educational material for participants because most 
participants were not aware that the provisions would expire and 
it will simply constitute on-going activity. He noted that, as 
Ms. Moran has pointed out, we must wait for I.R.S. and Depart- 
ment of Labor guidance before we can implement the substantive 
changes made by the PPA. The provisions of the PPA, such as 
automatic enrollment and default investment options, that do not 
automatically apply to the TSP, will be further briefed to the 
Board to determine whether the Board wants to pursue a legisla- 
tive change to the TSPts governing statutes. 

Mr. Saul asked whether the potential legislative 
changes would be briefed in November and Mr. Trabucco remarked 
that they would and that Mr. Long would take the lead. 

Mr. Sanchez asked what automatic enrollment en- 
tailed. Mr. Long explained that it meant participants don't 
have to opt in. Plans can choose to automatically enroll par- 
ticipants. This should increase participation rates because 
automatically enrolled participants are likely to keep contrib- 
ut ing . 

Mr. Saul noted how pleased he was that the pro- 
fessional staff was so fluent in the PPA and noted this would be 
of benefit to participants. 

Mr. Trabucco remarked that the Army's pilot pro- 
gram to provide matching funds to certain recruits is to be ex- 



tended through 2008 upon the enactment of the pending Defense 
Authorization Act for 2007. Mr. Sanchez asked whether there 
were any plans to extend this pilot to other services and Mr. 
Trabucco replied that it would not be likely until the results 
of the Army program had been thoroughly studied. 

c. Monthly Investment Activity Report. 

Ms. Ray reviewed her August 7, 2006 memorandum 
(attached), on the performance of the G ,  F, C, S, and I Funds 
during August 2006. 

Mr. Saul asked what caused monthly contributions 
to increase so significantly from the previous year. Ms. Moran 
explained that the percentage of pay limitations no longer apply 
to participants. Now, so long as their total contributions do 
not exceed the annual elective deferral limit, participants may 
contribute as much as they want each month. Average monthly 
contributions over the first eight months of this year were 
$1.64 billion as compared to $1.47 billion over the same period 
in the previous year. 

Mr. Sanchez asked why total TSP contributions 
varied by as much as $300 million each month. He was told that 
timing of when contributions are received from the agencies can 
cause this variation as well as the number of pay periods in a 
month--some months have three pay periods whereas most months 
have only two. 

Ms. Ray pointed out that participants transferred 
$620 million to the L Funds in August. Several Board members 
commented on this positive trend. Ms. Moran pointed out that 
the recent upsurge could be due not only to the continuing suc- 
cess of the L Funds but also to the L Fund reminder letter that 
was recently sent out. Mr. Sanchez remarked that it was inter- 
esting that members of the uniformed services were participating 
in the L Funds at a higher rate than members of either CSRS or 
FERS. Mr. Amelio commented that this was likely because we had 
posted so much information about the L Funds on the TSP web 
site, and, since members of the uniformed services tend to be 
younger than other TSP participants, they are likely to use the 
web site to a greater extent. 

3. New Business. 

a. Annual Budget. 



Mr. Amelio reported that the Agency had again 
come in under budget. He noted that the Board had approved a 
budget of $ 8 9 . 4  million for FY 2006 ,  but that the Agency had ex- 
pended only $83 .4  million. This was particularly remarkable be- 
cause the Agency had incurred additional expenses when the NFC 
resigned as the Agency's record keeper and the Agency had to 
transition to a new contractor for these services. He pointed 
out that Agency staff had been reduced from 9 1  to 69  and this 
accounted for some of the savings. We are also distributing 
more TSP material via the web rather than stock pile huge quan- 
tities of printed material. The good news is that we are 7  per- 
cent under budget yet we have maintained the same service lev- 
els. 

Chairman Saul asked what the budget was when he 
became Chairman four years ago and was told the Agency expended 
approximately $100  million. Chairman Saul remarked how im- 
pressed he was that the Agency had reduced actual expenditures 
while increasing service and ensuring continuous operations by 
implementing back-up call centers and data centers as well as 
introducing improved education materials and the L Funds. He 
then remarked that the administrative fee to participants had 
been six or seven basis points four years ago and Mr. Amelio 
noted that we have reduced that charge by one basis point per 
year. The charge will be four basis points this year and should 
be three, or even two, next year. 

Mr. Petrick then discussed Mr. Amelio's September 
6,  2 0 0 6  memorandum (attached), on the Fiscal Year 2 0 0 7  budget. 
Mr. Amelio remarked that the budget included a significant in- 
crease for participant communications in order to provide even 
better service to participants. Mr. Petrick noted that the 
budget earmarked a significant amount to increase TSP data secu- 
rity. 

Mr. Sanchez asked how much of the $2 .3  million 
allocated for rent was for 1 2 5 0  H Street and was told most of 
it. He then asked if the rent the Agency is paying for 1 2 5 0  H 
Street is competitive with other Washington, DC properties. He 
was told that the rate is very competitive. He was also told 
that, due to reductions in Agency staff, the Agency was looking 
at consolidating its office space from three floors to two 
floors. Agency staff will brief Board members on this in the 
next several months with a goal of consolidating in 2 0 0 7 .  

Mr. Hagerty remarked that the Agency was making a 
number of very prudent and aggressive investments to ensure se- 



curity and business continuity (including ensuring we can run 
this business 24/7 anywhere). We are keeping the data centers 
in sync and have a robust, multi-layered approach to security. 
This year we will implement improved authentication requirements 
for our participants. We are also looking into the services of 
FraudNET, which were suggested by Mr. Sanchez. We currently en- 
crypt data in-transit and soon will encrypt data at rest. We 
also have more real-time monitoring to combat fraud. 

Chairman Saul asked whether adequate amounts had 
been budgeted for security and Mr. Hagerty ensured him that they 
had been and that the Executive Director was a proponent of en- 
hanced security. 

Mr. Fink asked Mr. Hagerty if he was close to 
hiring a deputy. Mr. Hagerty explained that the Department of 
Interior, which performs personnel services for the Agency, had 
culled the initial list of 40 applicants to 27. He expected to 
receive the fully qualified list soon and the candidates would 
be interviewed by three person teams with the best qualified be- 
ing interviewed by the Executive Director. 

Mr. Fink then returned to the budget and asked 
what explained the 25 percent reduction in expenditures for 
benefits. He was told that this represented benefits paid to 
Agency employees and that the reduction was attributable to the 
reduction in the number of Agency employees. Mr. Fink then 
asked what has been budgeted for benefits in fiscal year 2006 
and was told $2.344 and the actual expenditure was $2.373 mil- 
lion. The slight increase was due to the one-time payments made 
to employees who opted for early retirement. Mr. Fink then 
asked what accounted for the 75 percent increase in the amount 
budgeted for travel in fiscal year 2007. He was told that this 
reflected the need for office directors to make due diligence 
visits to the Agency's contractors; the Agency now has several 
more contractors than when the NFC performed services for the 
Agency. Mr. Fink then asked how many participants still re- 
ceived mailed copies of their quarterly TSP statements and was 
told approximately 400,000. He asked whether this number had 
remained fairly constant and was told that it had. 

Mr. Saul then asked Ms. Moran if she had any com- 
ments on the budget. Ms. Moran explained that her primary focus 
for the next four to five months will be implementing the Pen- 
sion Protection Act. She is also planning a targeted mailing 
for those participants who are invested solely in the G Fund. 
She plans to produce a DVD for-new participants; the DVD will 



include basic TSP features but the master copy will be formatted 
in a manner that will allow her to add other TSP features. 

Mr. Whiting asked when the Agency would have the 
capability to distribute DVDs via the Agency web site. Mr. 
Hagerty responded that the ability to download DVDs might not be 
practical, but the Agency was looking into the capability to 
provide streaming video. The latter would require an expendi- 
ture of approximately $200,000 for new servers. Consequently, 
the Agency needed to assess whether this enhanced web capability 
would be in the interest of participants and beneficiaries. We 
would also need to consult the employing agencies since many TSP 
participants might access this information from their jobs and 
heavy use might clog the employing agencies' servers. Mr. Whit- 
ing then asked how much it would cost to produce and mail these 
DVDs to new TSP participants and was told about $1.25 per copy. 
Mr. Saul said that we should definitely determine whether adding 
this web capability would be cost effective. He was assured 
that we would and Ms. Moran also noted that the participants' 
access to broadband was also of concern. Mr. Whiting asked 
whether the upcoming participant survey would inquire into the 
internet capabilities of participants and was told that it 
would. Mr. Hagerty also stated that the Agency was considering 
asking participants who access their accounts via the web 
whether they would like e-mail notification of TSP developments. 

Mr. Duffy commented that it was amazing that the 
Agency could reduce the budget while significantly increasing 
the dollar amounts under management. He then remarked on the 
general trend of TSP participants away from the G Fund into the 
higher risk equity funds. He expressed concern that if market 
valued declined, that the Agency would not have enough personnel 
to assist participants and to assuage concerns. He asked 
whether it would be prudent to add several members to Agency 
staff to monitor speculative funds so that if market conditions 
worsened they could assist participants and prevent a mass exo- 
dus from the TSP. Mr. Amelio replied that the Agency was plan- 
ning six to seven targeted hires (about a ten percent increase) 
and noted that the use of technology had allowed for the recent 
reductions in staff. He also noted that Agency personnel set 
policy whereas the bulk of the Agency's work is performed by its 
vendors. He concluded by expressing his conclusion that the 
Agency is adequately staffed. 

Chairman Saul then asked if Mr. Duffy was ex- 
pressing concern over a seismic event in the markets. Mr. Duffy 
stated that his interest was in ensuring that participants stay 



in the TSP and are not scared out. He remarked that the Agency 
needs a large enough staff to make sure participants know, even 
if such an event occurred, staying in the plan over the long 
term is still in their best interest. 

Mr. Sanchez remarked that he believed the Agency 
capable of handling such an event because he viewed the Agency's 
senior staff as having greater depth than when he first became a 
Board member. Mr. Duffy agreed with Mr. Sanchez' assessment, 
but wondered why the Agency was focusing on decreasing annual 
salaries by $1.8 million when that amount was relatively small 
compared to total administrative costs, particularly since the 
plan was growing at such a significant rate. He wondered if the 
participants would be better served by increasing staff to pre- 
pare for contingencies. Mr. Saul replied that much of the budg- 
etary saving was attributable to the switch from the NFC to pri- 
vate contractors. He noted that he had instructed Mr. Arnelio to 
focus on how to improve the plan. This led to this year's focus 
on enhanced security and new communication materials. He addi- 
tionally told Mr. Amelio to ensure enough was budgeted for the 
Director of the Office of Participant Services to achieve her 
priorities for communication materials. Mr. Duffy stated that 
being customer friendly will help us to increase participation 
in the TSP and that is why he is concerned about decreasing 
salaries by $1.8 million. Mr. Sanchez asked Mr. Amelio if there 
were additional positions he would like to fill within the 
Agency. Mr. Arnelio replied that while there might be a few tar- 
geted hires, he had carefully evaluated the budget and concluded 
that it fully ensured that the Agency could operate effectively. 
Mr. Saul then asked if the Agency had an emergency plan in the 
event of major upheaval in the financial markets. He further 
asked if Agency employees would be working at the call centers. 
Mr. Amelio then explained about the Agency's disaster recovery 
plan that has been in the works for months, to include alternate 
worksites and he also commented on succession planning. 

Mr. Sanchez commented that when the Board was first 
appointed four years ago, there were numerous other pressing 
concerns that did not allow them to devote time to security. 
Now that those concerns have been taken care of, the Agency can 
focus on security. He explained that once that is taken care 
of, the Agency will be better able to address the concerns 
raised by Mr. Duffy regarding being able to fully assist par- 
ticipants in the event of a drastic downturn in the financial 
markets. Mr. Duffy replied that his concern was that, with a 
plan that is growing as rapidly as the TSP, he wanted to ensure 
that a $1.8 million cut couldn't give rise to any disruptions in 



that growth. He commented that he was satisfied that the needs 
of the Agency had been fully thought through and were reflected 
in the proposed budget. 

Chairman Saul entertained a motion for approval of the 
fiscal year 2007 budget. The following motion was made, sec- 
onded, and adopted without objection: 

MOTION: That the Agency's proposed fiscal 
year 2007 budget, as set out in the Septem- 
ber 6, 2007 memorandum, be approved. 

Chairman Saul then noted the imminent retirement of 
Dick White, the Agency's economist who had been instrumental in 
accounting and budgeting for 19 years. He praised Mr. White for 
his outstanding work and wished him luck on his retirement. 

Mr. Fink asked whether the Board also needed to pro- 
vide general approval of the fiscal year 2 0 0 8  budget and was 
told that Board approval was not necessary because it was just 
an estimate the Agency provided to the Office of Management and 
Budget . 

b. Investment Fund Manager Contract. 

Mr. Amelio reported that Barclays Global Inves- 
tors had won the contract to manage the Agency's four funds. He 
noted that it had been a robust procurement and thanked all the 
vendors who participated. Ms. Ray added that Ennis Knupp is 
currently doing its due diligence review of Barclays for the 
Agency. She reported that she and representatives from Ennis 
Knupp had met with Barclays in the preceding week and that they 
had been very satisfied with all the answers that had been pro- 
vided. Mr. Duffy asked whether the risk associated with having 
one fund manager for all four funds had been addressed. Ms. Ray 
replied that it had been and that she could discuss the matter 
more fully in the Board's executive session. 

c. Participant Survey. 

Mr. Long reported that Watson Wyatt will conduct 
the survey for the Agency, that everything was on schedule, and 
that Agency personnel were currently reviewing draft survey 
questions. 

Mr. Fink asked about a recent article that implied the 
Senate was about to take up consideration of the proposal to a 



REIT fund to the TSP. Mr. Trabucco replied that he had dis- 
cussed the matter with the staff of Senator Voinovich and that 
they had informed him the Senate had no such plans. Mr. Fink 
then asked when the Agency would provide Congress with the re- 
port on potential new investment funds for the TSP. He was told 
that the report was due to the Agency by the end of October and 
that Agency staff would likely discuss it with the Board before 
releasing it to Congress. 

d. New Communication Materials. 

Mr. Amelio commented that the Agency's communica- 
tion office continues to create top shelf materials and provided 
the Board members with a poster entitled "Opportunity Knocks," 
with an advance copy of the October "TSP Highlights," and with 
an enhanced version of "Understanding Your Participant State- 
ment." Mr. Duffy asked whether this material was produced in 
house. Ms. Moran said, yes, her staff produced it. Mr. Duffy 
was so impressed he asked whether he could "steal" Ms. Moranls 
staff to work for him at the Chicago Mercantile Exchange. 

4. Closed session. 

On a vote taken by the Secretary before the meeting, 
the members closed the meeting for a discussion of procurement 
and internal personnel matters. 

Whereupon, there being no further business, the fol- 
lowing motion was made, seconded, and adopted without objection 
and Chairman Saul adjourned the meeting at 12:22  p.m. 

MOTION: That this meeting be adjourned. 

Secretary 

NOTE: Ace-Federal Reporters, Inc. made a verbatim transcript of 
this meeting. 

Attachments 



THRIFT SAVINGS FUND STATISTICS 
.August ZOO6 July 2006 June 2006 

Fund Balances ($ millions) 

Twelve Month Returns C 

G Fund 
F Fund 
C Fund 
S Fund 
I Fund 
L Income Fund 
L 2010 Fund 
L 2020 Fund 
L 2030 Fund 
L 2040 Fund 

Total 

Number of Participants (000s) 

70,101 37% 

9,875 5% 
66,833 35% 
13,890 7% 
16,611 9% 
796 0% 

3,500 2% 
5,261 3% 
2,603 1% 
1,442 7% 

190,912 100% 

70,001 38% 

9,661 5% 
65,365 35% 
13,795 7% 
15,416 8% 
749 0% 

3,266 2% 
4,888 3% 
2,393 1% 
1,286 1% 

186,820 100% 

G Fund 
F Fund 
C Fund 
S Fund 
I Fund 
L Income Fund 
L 2010 Fund 
L 2020 Fund 
L 2030 Fund 
L 2040 Fund 

FERS Contributing 
with Agency Contributions 
FERS Not contributing 
with Agency Contributions 
FERS Participation Rate 
FERS Contributing 
wlout Agency Contributions 
Total FERS with Contributions 
CSRS Contributing 
Uniformed Services 
Contributing 
Participants with No 

Loans Outstanding 
Number I 768,478 I 771,638 I 767,i 2 
Amount ($ millions) 5,256 5,184 5,065 

68,693 37% 

9,499 5% 
65,349 35% 
14,378 8% 

15,321 8% 
709 0% 

3,127 2% 
4,672 3% 
2,280 1% 
1,223 1% 

185,251 100% 

4.84% 
1 -42% 
5.42% 
5.35% 
24.00% 
5.51 % 
7.32% 
8.15% 
8.50% 
9.12% 

4.91 % 
1.77% 
8.89% 
8.72% 
23.44% 
6.28% 
8.65% 
9.95% 
10.55% 
11.47% 

1,606 1,613 1,603 

Current Contributions 
Total Plan Partici p ants 

The  net expense ratios are the administrative expenses charged to TSP participants per dollar Invested in the respective funds afler offsettting 
gmss administrative expenses with account forfeitures. The F, C, S, and I Fund and derivative L Fund expense ratios indude Bardays' investment 
management fees. The S and I Funds were Implemented in May 2001. The L Funds were implemented in August 2005. 

4.77% 
0.75% 
8.59% 
14.43% 
26.57% 

265 
85.8% 

59 
1,930 
389 

536 

798 

269 
85.7% 

48 
1,930 
393 

529 

265 
85.8% 

60 
1,927 
397 

536 

3,653 3,646 3,632 
794 771 



FEDERAL RETIREMENT THRIFT INVESTMENT BOARD 
THRIFT SAVINGS PLAN PARTICIPATION 

(in Thousands) 
Aug 2006 

FERS Receiving Agency Contributions FERS Contributing Total Uniformed Total Partici- Participants With 
t t K s  I - ~ K S  ~ o t  I- EK!TE%T Not Receiving FERS With CSRS pants With No Current Total Phn Services 

Month Contributing Contributing pation Rate Agency Contributions a Contributions Contributing Conbibuting Contributions Contributions Participants 
(1 (2) (3)=(1)/(1+2) (4) (5)=(1+2+4) (6) (7) (8)=(5+6+7) (9)=(10-8) 

Prior O ~ e n  Seasons 
(10) 

Jun 1987 163 400 28.9% 563 297 850 10 860 
Sep 1987 219 355 38.2% 574 372 947 42 989 
Mar 1988 291 360 44.7% 651 377 1,028 137 1,165 
Sep 1988 340 390 46.6% 730 388 1,118 189 1,307 
Mar 1989 390 41 7 48.3% 807 406 1,213 138 1,351 
Sep 1989 440 428 50.7% 867 423 1,290 164 1,454 
Mar 1990 , 503 429 53.9% 932 439 1,371 1 73 
Sep 1990 555 430 56.4% 985 46 1 1,447 191 1,638 

1,544 

Mar 1991 609 418 59.3% 1,027 484 1,510 195 1,705 
Sep 1991 667 41 1 61.9% 1.078 51 5 1,593 183 1.776 
Mar 1992 738 399 64.9% 1,137 561 1,698 159 1,857 
Sep 1992 786 375 67.7% 1,161 588 1,749 167 1,916 
Mar 1993 831 357 70.0% 1,188 603 1,791 181 1,972 
Sep 1993 868 326 72.7% 1,194 61 9 1,812 224 2,036 
Mar 1994 91 1 31 2 74.5% 1,223 634 1,858 224 2,082 
Sep 1994 942 300 75.8% 1,242 634 1,876 243 2,119 
Mar 1995 976 287 77.3% 1,263 628 1,891 259 2,150 
Sep 1995 ' 1,014 280 78.4% 1.294 635 1.930 265 2.195 
~ a r  1996 
Sep 1996 
Mar 1 997 
Sep 1997 
Mar 1998 
Sep 1998 
Mar 1999 
Sep 1999 
Mar 2000 
Sep 2000 
Mar ZOO1 
Sep 2001 
Mar 2002 
Sep 2002 
Mar 2003 
Sep 2003 
Mar 2004 1,501 234 86.5% 64 1,799 496 41 0 2,705 566 3,271 
Ssp 2004 1,521 233 86.7% 62 1,816 475 435 2,726 627 3,353 
Mar 2005 1,539 243 86.4% 71 1,853 449 476 2,778 66 1 3,439 
Sep 2005 1.562 248 86.3% 69 1,878 43 1 499 2,808 71 5 3,523 
Previous Six Months 
Feb 2006 1,590 258 86.0% 57 1,905 408 520 2,833 752 3,585 
Mar 2006 1.588 256 86.1 % 63 1,908 406 529 2,843 754 3,597 
Apr 2006 1,585 253 86.2% 70 1,908 403 526 2,837 769 3,606 
May 2006 1,582 251 86.3% 77 1,910 400 536 2,846 762 3,608 
Jun 2006 1,603 265 85.8% 60 1,928 397 536 2,861 771 3,632 
Jul2006 1,613 269 85.7% 48 1,930 393 529 2,852 794 3,646 
Current Month 
Aug 2006 1,606 265 85.8% 59 1,930 389 536 2,855 798 3,653 

Beginning in July 2001, newly hired FERS employees not yet eligible for agency automatic or matching contributions were permitted to make employee contributions. 
' Beginning in January 2002, members of the uniformed services were permitted to make employee contributions. 

Participants with no contributions includes dormant FERS accounts, non-separated CSRS and uniformed services participants who have terminated contributions, and separated participants. 
Totals may not add due to rounding. 



Thrift Savings Plan Participation 

4.0 (in 000s) 

W FWS contributing wi th  agency match W FERS agency contributions only 

EFRS employee contributions only CSRS employee contributions only 

W Uniformed services member contribntions only No current eontrlbutlons 

Annual data as of September of the respective year. 





THRIFT 
.WINGS 
PLAN 

FEDERAL RETIREMENT THRIFT INVESTMENT BOARD 
1250 H Street, N W  Washington, DC 20005 

September 7, 2006 

MEMORANDUM FOR THE 

FROM : TRACEY RAY 
CHIEF INVESTMENT OFFICER 

SUBJECT : August 2006 Performance Review - GI 
F, C, S, I, and L Funds 

INTRODUCTION 

This report reviews key aspects of the investment 
performance of the G, F, C, S, I, and L Funds 
through August 2006: investment manager 
performance and tracking error, trading costs, TSP 
fund performance, and L Fund participation. 

TRACKING ERROR - BGX Funds 

Monthly T r a c k i n g  E r r o r  - August 

% BGI FUND % In- T r a c k i n g  
Fund - P e r f  onuaace P e r f o r m a n c e  E r r o r  

Fixed Income 1.53 
Large Cap 2.38 
Small Cap 2.14 
International 2.77 

Year to D a t e  T r a u k i n g  E r r o r  

% BGI FUND % I n k  T r a c k i n g  
Performance P e r f  onaance E r r o r  

Fixed Income 2.19 
Large Cap 5.84 
S m a l l  Cap 5.02 
International 14.44  

The Barclaya Extended Equity Matket Fund E has outperformed 
by 26 basis points year to date. The outperformance is 
primarily related to the sampling technique used by the 
Fund. The Barclay's EWFZ Equity Index Fund E has 
outperformed by 13 basis points year to date, primarily 
because of taxes. 



TRADING COSTS 

Trading costs in the I Fund remain higher than the other 
funds. Australasian markets close before BGI receives our 
order for the dav, and the trades are executed the 
following morning, In times of greater volatility, such as 
last month, this execution lag can be costly. Trading 
costs are, however, relatively low. 

TRADING COSTS 
DOLLAR AMOUNT TRADED $ Basis Points 

F Fund 
August 2006 $133,057,336 $17,145 1.3 
Year-to-date 1,581,668,126 127,894 0.8 

C Fund 
August 2006 $604,989,378 
Year-to-date 5,630,082,601 

S Fund 
August 2006 $298,478,763 
Year-to-date 4,561,552,610 

I Fund 
August 2006 $850,605,157 $1,667,756 
Year-to-date 9,558,166,723 11,685,843 



PERFORMANCE OF TSP E'UNDS 

The c h a r t  be low shows t h e  G, F, C,  S ,  and  I Fund n e t  r a t e s  
o f  r e t u r n  f o r  Augus t  2006 and  t h e  y e a r .  

TSP Fund Total Returns 
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The t ab le  be low compares  t h e  n e t  r a t e s  o f  r e t u r n  f o r  t h e  F, 
C ,  S,  and  I Funds  t o  t h e  r e t u r n s  o f  t h e  c o r r e s p o n d i n g  
B a r c l a y s  f u n d s .  

August 2006 

E'und - 
Fixed Income 
Large Cap 
Small Cap 
I n t e r n a t i o n a l  

Year to Date 

Fund - 
Fixed Income 
Large Cap 
Small Cap 
I n t e r n a t i o n a l  

TSP 
2 . 2 5  

Barclays Difference 
1 . 5 3  - 0 5  

Barclays Difference 
2.19 0 . 0 6  

The TSP Funds have  c l o s e l y  t r a c k e d  t h e  B a r c l a y s  Funds f o r  
t h e  month a n d  y e a r  t o  d a t e .  



G Fund 

The gross G Fund return was .44% in August. The August 2006 
nominal statutory G Fund interest rate (expressed on a per- 
annum basis) was 5.00% versus 5.25% in July. The spread 
between the yield on 3 month Treasury Bills and the G Fund 
is -9 basis points. 

G Fund Rate vs. 3 Month T-Bill 

10% 

8% 

6% 

4% 

2% 

0% 

S @ & & @  \ 



L Funds 

The n e t  r a t e s  o f  r e t u r n  f o r  t h e  L Funds are shown be low 
a l o n g  w i t h  compa rab l e  r e t u r n s  f o r  t h e  G, F, C,  S, and  I 
Funds .  The b u l k  o f  o u r  p a r t i c i p a n t s '  f u n d s  are h e l d  i n  t h e  
G 2nd C F ~ ~ n d s -  Since in&aation. all of the L Funds excent 
the Income F u n d x e  outperf=ed the G andC FCndsiThe 
Income Fund has outperformed the G Fund by 116 basis  
points.  

L Funds vs. Underlying Funds 
July 2006 
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THRIFT SAVINGS PLAN MONTHLY INVESTMENT ACTIVITY 

Attachment 1 provides a summary of TSP investment activity, 
participation rates, and monthly returns in the GI F, C, S, 
I, and L Funds. 

Monthly contributions to the L Funds have risen 78% to 
$173 million from $97 million at year end. 
Contributions to the I Fund have risen 44% to $181 
million from $125 million. (p.8) 
10% (or $173 million) of monthly TSP contributions was 
allocated to L Funds, up from 9% last month. (p.8) 
Interfund transfers into the L Funds rose to the 
highest level since January 2006, $620 million. $593 
million was transferred into the I Fund. (p.8) 
The most popular L Fund is the 2020 Fund with 39% of L 
Fund assets and 32% of L Fund participants. (p.10) 
The number of participants in the L Funds rose 5.9% to 
364,701 from July's 344,396. The total balance in L 
Funds rose 8.1% to $13.2 billion from $12.2 billion. 
(p.10) 

Attachment 



Attachment 1 

THRIFT SAVINGS PLAN MONTHLY INVESTMENT ACTIVITY 

Allocation of Account Balances 

1~ . ,  ' * "  '. 

Month end 

Allocation of Account Balances (G/F/C/S/UL Fund) 

' . " ~ > ' '  ' '  ' " 

Participants with Balances in Funds other than the G Fund 

FERS 

(%) 
( G / F / C / S / I / L )  

Uniformed Services 
(000s) ?4 

CSRS 

(%I 
( G / F / C / S / I / L )  

FERS 
(000s) YO 

Uniformed Services 

@) 
( G / F / C / S / I / L )  

CSRS 
(000s) % 



Attachment 1 

THRIFT SAVINGS PLAN MONTHLY INVESTMENT ACTIVITY 

Contributions and Interfund Transfers 

3 ' .,r',: ; '+y,j 

Month end 

,.i . 
Monthly TSP Contributions 

(S Millions) 

G Fund 

Interfund Transfer Activity 

(S Millions) 

G Fund 
($Mil) 

F Fund F Fund 
($Mil) 

L Funds C Fund 

($Mil) 

C Fund Total S Fund 
($Mil) 

# of 
lTs 

I Fund 

(%Mi) 
S Fund L Funds 

(%Mil) 
IFund 



Attachment 1 

THRIET SAVINGS PLAN MONTHLY INVESTMENT ACTIVITY 
L Fund Participation Rates and Balance Distribution 

Month end 

* i ,  - <  - - 
Participants with Balances in the L Funds Allocation of L Fund Balances 

FERS 
(000s) YO 

Uniformed Services 

('!A) 
Inc/2010/2020/2030/2040 

CSRS 
(000s) YO 

FERS 

( y o )  

1nc/2010/2020/2030/2040 
Uniformed Services 

(000s) YO 

CSRS 

(ye) 
Ind2010120201203012040 





*** *% FEDERAL RETIREMENT THRIFT INVESTMENT BOARD 
* * 1250 H Street, N W  Washington, DC 20005 
* 
* 

THRIF~ GARY A. AMELIO 
S4VlNG.s 
M 

Executive Director 

September 6,2006 

MEMORANDUM FOR BOARD MEMBERS SAUL, FINK, WHI-I-ING, 
SANCHEZ, AND DUFFY 

FROM: GARY A. AMELIO 
Executive Director 4' 

SUBJECT: Fiscal Year 2006 Budgeted and Projected Expenditures, Fiscal Year 
2007 Budget, and Fiscal Year 2008 Budget Estimate 

Backaround 

Section 8472(i) of the Federal Employees' Retirement System Act of 1986 
states: 

The Board shall prepare and submit to the President, and, at the 
same time, to the appropriate committees of Congress, an annual budget 
of the expenses and other items relating to the Board which shall be in- 
cluded as a separate item in the budget required to be transmitted to the 
Congress [annually by the President]. 

The Office of Management and Budget (OMB) is now starting its work on the Fiscal 
Year 2008 Budget of the U.S. Government, which will be transmitted by the President to 
the Congress in February 2007. 

Attached are the Agency's proposed administrative budget for fiscal year 2007 
and a first estimate for fiscal year 2008. Projected final expenditures for fiscal year 
2006 are also presented in the tables. The figures are provided by the Federal Gov- 
ernment's prescribed budgeting "object classes," by Agency office, and by function. 
Salient elements of the 2006 projected expenditures, 2007 budgeted expenditures, and 
2008 estimated expenditures are summarized below. 

Following your approval, the Agency's 2007 budget (together with the 2008 esti- 
mate) will be provided to the Congress and to OMB for inclusion in the President's 
budget. 



Fiscal Year 2006 Status 

The current projection for normal operations during the fiscal year ending Sep- 
tember 30, 2006, indicates total obligations will be $83.4 million, or $6.0 million (7%) 
under the $89.4 million approved budget. The principal variances from the budget 
were: 

a) Record keeping costs were $3.9 million above budget, principally due to costs 
associated with transitioning the activities formerly performed by the USDA Na- 
tional Finance Center to private sector contractors. 

b) Participant corr~mur~ications were below budget by $6.4 million, because revi- 
sion and reissuance of several major publications has been deferred to fiscal 
year 2007, and distribution of stock materials has been lower than anticipated. 

c) Agency personnel costs were below budget by $1 .O million as a result of the 
Agency restructuring during the latter part of the fiscal year. Year end staffing is 
projected to be 69 full time permanent employees, compared to 91 positions 
budgeted at the beginning of the year. 

d) Other operating expenses were $2.5 million below budget. 

Fiscal Year 2007 Budget 

The proposed budget of $87.6 million for FY 2007 is a decrease of $1.8 million 
(2%) from the FY 2006 budget of $89.4 million, but an increase of $4.2 million (5%) 
above the FY 2006 level of operations of $83.4 million. The principal components of 
the FY 2007 budget are: 

b Record keeping activities: $63.0 million ($0.2 million below FY 2006 expenditures) 

The budget includes $22.9 million for system support and software, including 
$3.0 million for operating system and sea-~rity upgrades and $1.4 million for sys- . 

tem enhancements; $18.5 million for operations of the data, call, and recovery 
centers; and $21.6 million for other recordkeeping activities, such as mail han- 
dling, data entry, benefits processing, and system accounting. 

b Participant communications: $8.2 million ($5.3 million above FY 2006 expenditures) 

The FY 2007 budget for participant communications includes $3.9 million for 
printing and distribution of brochures, forms, and other materials, including up- 
dates and revisions that will be required as result of recent changes in pension 
law; $3.8 million for postage for direct mailings of materials to participants; and 
$0.6 million for a new DVD. 



b Agency staff: $8.9 million ($0.7 million below FY 2006 expenditures) 

The FY 2007 budget provides for the salaries and benefits of 73 full-time posi- 
tions and 10 part-time positions. The reduction from FY 2006 expenditures re- 
flects the first full year of activity under the streamlined Agency organizational 
structure. 

b Other operating expenses: $7.5 million ($0.1 million below FY 2006 expenditures) 

This element provides for the ongoing operating expenses of the Agency head- 
quarters, including office space rental ($2.3 million), information technology ($1.2 
million), and other operating expenses, such as travel, miscellaneous contractual 
expenses, supplies, and office equipment ($4.0 million). New administrative ini- 
tiatives planned for FY 2007 include website redesign, documentation and re- 
porting of internal controls, and web-based participant surveys. 

Fiscal Year 2008 Budget Estimate 

The initial estimate for FY 2008 obligations is $89.0 million, or $1.4 million above 
the FY 2007 budget. The major programs and the changes from the FY 2007 operating 
plan reflected in this estimate are: 

b Record keepiog activities: $65.4 rrlillion ($2.4 rrlillion above the FY 2007 budget) 

The increase is due principally to anticipated workload increases for the mail 
processing and data entry functions and related postage. 

b Participant communications: $6.3 million ($1.9 million below the FY 2007 budget) 

After the one-time costs for republication of revised materials in FY 2007, printing 
costs will revert in FY 2008 to the level of ongoing requirements. 

b Agency staff: $9.4 million ($0.5 million above the FY 2007 budget 

FY 2008 costs for salaries and benefits are estimated to increase principally due 
to the standard government-wide pay raises in January 2007 and 2008. 

b Other operating expenses: $7.9 rrlillion (net increase of $0.4 million from the FY 
2007 budget) 

The increase in the FY 2008 estimate is principally due to the cost of an audit of 
Agency controls. 



Recommendation 

I recommend that the Agency's proposed .fiscal year 2007 budget be approved 
as attached. I will then forward it, together with the .fiscal year 2008 estimate as at- 
tached, to the Congress and to OMB for inclusion with the Fiscal Year 2008 Budget of 
the United States Government. 

Attachments 



Federal Retirement Thrift Investment Board Budget 

Projection Budget Change '06-'07 Estimate Change '07-'08 

SUMMARY, by Federal Budgetary Object Class 

1. PermanentSalaries(ll.l,11.3,11.5) $7,275,000 
2. Temporary Salaries (1 1.3) 6,000 
3. Benefits (12.0) 2,373,000 

4. Travel (2 1 .O) 20 1,000 

5. Transportation of Things (22.0) 22,000 

6. Rental of Space (23.1) 2,826,000 
7. Communications, Utilities 

and Misc. Charges (23.2) 8,873,000 

8. Printing (24.0) 955,000 

9. Consultants (25.1) 26 1,000 
10. Commercial Contracts (25.2) 45,023,000 
1 1. NFC (25.3) 9,074,000 
12. Other Government Services (25.3) 588,000 

13. Supplies and Materials (26.0) 205,000 

14. Furniture and Equipment (3 1 .O) 5,718,000 

TOTAL 

Fiduciary Insurance (42.0)* S306,OOO 
* Paid from special fund assessed against Federal agencies 
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