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January 16, 2015

Mr. Patrick J. Maley, Inspector General

South Carlina Office of the Inspector General

The Enoree Building, 111 Executive Center Drive, Suite 204
Columbia, South Carolin292108416

Dear Mr. Maley:

Please find attached our final report on the Fiduciary Performance Audit of the South Carolina
Public Emmyee Benefit AuthorityPEBA We wish to thank th€EBA Board of Trustees, the
Executive Director anstaff, theRetirement System Investment Commiss{&$I{; the State

¢ NB I & dzZNB N and thefrdtivecr&resefitatives andanyotherswho participated in

this reviewfor their cooperationand contributions A complete list of interviews is contained in
Appendix G.

We recognizehe timely accumulation and production of numerous documents, interviews and
requests for clarification has beemrytime consumingnd we greatly appreciate the timely

and thoughtfulmanner in which all parties have respondéd/e also wish téhankthe Office

of the State Inspector General (SIG) fopitsfessionalism andssistance in coordinating this
review.

PEBA hsaccomplished much during its first two years. Its service quabtyrientlyequal to

its peers but at half the cost. However, for a variety of reasons, these levels of service and cost
will become increasingly difficult to sustain in the foreseedbtare. There is enormous
complexity and rapid change occurring in public retirement system benefits administration
especially in health care. At the same time, PEBA faces a retirement cliff within its own
organization and needs to transform itself teeet the challenges that lie ahead

The appointment of a new futime Executive Director in July 2014 was a significant step for the
organization. The Executive Director has quickly set the tone for PEBA and has already

reshaped the organization and hagthe transformation process. Throughout this review, the
Cdzyatz2y ! ROA&A2NE {SNBAOSA (SIFY gsFa alSR F2NJ

We provided our initial comprehensive observations and recommendations to PEBA leadership
in early Decmber and incorporated their feedback. We then submitted to the Inspector
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Generala draft finalreport on December 22, 2014. Thisft report was reviewed by PEBA,

w{L/ YR GKS {GI0S ¢NBI&adz2NBNRE hFFAOSN®{¢ho D
have attempted to incorporate their feedback into our final findings, conclusions and
recommendations. Copies of the responses from RSIC and STO are included as appendices to
GKAad NBLRNI® 2SS KI@ZS NBaALRYRSR & Sdisdbol St e (2
included as an Appendix.

2S KIFI@S 200FAYSR t9.! Qa FTSSRol Ol 2y LINA2NRGAS
recommendations. Each recommendation is organized by theme, its criticality, the degree of
difficulty and whether the Board, the Generas&nbly or other stakeholders neety be

involved.

In total, ourfinal report includes 113ecommendationgor improvement. Of thesel,02 can be
addressed directlyyoPEBA, with 40 of these requiritige involvement of the Board of
Trustees Eleven of th recommendationsequire legislative changes by the Generaeksbly
and threewill require budgetary support from the General Assembly

Clearly the executive and staff, the Board and the General Assembly each play an important

role in ensuring the provien of benefits and quality of services to the South Carolina public

SYLX 28SS aeaidsSyQa oS yWeTetdriize JoBcks areyirfitedldhdNIi A OA LI
recommendations need to be pragmatic and eceffective. As a next step, the PEBA Board and
executve leadership should agree on priorities and assign the necessary resources for the
implementation of those recommendations ranked as critical and important and within their

control.

PEBA itself has recognized the need for transformation and we sintengdythis report can
be an effective support to PEBA as it continues to evolve to meet foreseeable future needs.

Very truly yours,

g7

. s /" ;_
/4

L ____.--"I.' . /‘}-/ Y

A7

Rick Funston
Managing Partner
Funston Advisory Services LLC
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Executive Summary

In SeptembeR014, the South Carolina Office of the State Inspector Generglé8ifaged
Funston Advisory Services LLC (FA&)riduct a fiduciary performance audit of tiReiblic
Employee Benefit AuthoritfPEBA The purpose of this audit was to

w (Qitically evaluate the fiduciary roles and responsibilities of PEBA and staff; the
relationship with each other and other fiduciaries of the Retirement System (as defined
below); and the operational policies and practices of each

w ldentify areas of strengths and weaknesses, along with improvemg&oimmendations
and conformance with begiractices of other public pension and employee benefit
plans.

w Articulate and prioritize recommendations according to their significance and urgency,
and, where feasible, include an analysis of potential costs or benefits associated with
implementation.

Reasonable Assurance and Independent Reassurance

It is the responsibility of executive management to provide reasonable assurance RiEBw

Board of Trusteethat there are capable people, processes and systenmsanage and

administer the retirement anchisurance operations of PEBAhird parties independent of
YEYyFE3ISYSyld OFy 2FFSNI NBlFaz2ylrofS NBFaadzaNI yOS i
audit can provide an absolute guarantee of compliance or the absence of misconduct,

reasonable assurangs still a high standard of assurance.

A fiduciary performance audit is separate and distinct from a forensic investigation, a
compliance audit or an audit of the financial statements. Accordingly, we have relied on the
reports of others such &SliftonlarsonAllerandElliott Davis LLf&@garding the appropriateness
of past practices and the integrity of the financial statements.

Process

Our fiduciary performance audit compar@®EBR a4 OdzZNNBy G LINF OG A O0Sa gAGK
understand fiduciary stregths, weaknesses, risks and opportunities for improvement.
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There were three phases to our audit: Initiation, Assessment and Final Report. The review
began onOctoberl, 2014 following the awarding of the contract. We reviewed neaQ
documents (seéd\ppendix H: List of Documents Reviejaod conduted interviews withover
50individuals(SeeAppendix G: List of Interviews)cluding: alelevenTrusteesover twenty
PEB/Astaff; four employer benefit managers; five employee association executivetdng
several State Retiree Association board members; the RSIC Executive Diréctorjeeial
investment consultantt 9 . extenal auditos (CliftonLarsonAlleand Elliott Davislandthe
actuary (Gabriel Roeder Smith

FAS also designed, conductatd analyzed a custom survey with six pesirement
administration agencies (sefppendix C: FAS Benchmarking Survey of PEBA REenslied
upon the2013 CEMPension AdministratioBenchmarking Repodonducted by the
independent firm, CEM Benchmank Inc. (CEM), as part of this fiduciary performance godit
retirement administration cost and customer service analyss Agppendix B2013 CEM
Benchmarking Report Executive Summary

FAS submitte@®atus Reports to the SIG on NovemI®r2014and Becember 3, 2014vith
preliminary conclusions and recommendatioe reviewed these preliminary results with
PEBAo obtaintheir feedback. ODecember 222014 FAS submitted a Draft Final Report.
Written feedbackon the Draft Final Report was provided FAS by January 12, 2015 from
PEBA, RSIC and STuring this time, we continued to respond to questions and comments
and complete additional interviews. The written responses of RSH#STO to the Draft Final
Report have been included as AppendidasdKto this report. The FAS response to the STO
comments is included as AppendixThe FinaPEBAFiduciary Performance Audit Report was
submitted tothe SIG orJanuary 16, 2015Weplan to meet with the PEBA Board of Trustées
make our final presntation in Columbia at thei¥anuary21, 2015egular meeting.

The Duties of a Fiduciary

For this review, we uskthe fiduciary standard found in the South Carolina Code of Laws, Title 9
- Retirement Systems, Chapter 16, Retirement System Funds, Artidlaties of the Trustee,
Fiduciaries, Agents. According to SECTHKD8I4D. Standards for discharge of duty trustee,
commission member, or other fiduciary shall discharge duties with respect to a retirement
system:

1) solely in the interest of the retament systems, participants, and beneficiaries;
2) for the exclusive purpose of providing benefits to participants and beneficiaries and
paying reasonable expenses of administering the system;
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3) with the care, skill, and caution under the circumstances thewatimg which a
prudent person acting in a like capacity and familiar with those matters would use in the
conduct of an activity of like character and purpose;
4) impartially, taking into account any differing interests of participants and beneficiaries;
5) incurring only costs that are appropriate and reasonable; and
6) in accordance with a good faith interpretation of this chapter.

In developing our report, we addressed six fundamental questions:

1 Who are the South Carolina Retirement System fiduciaries with oe$peetirement
and insurance administration?

1 What are their duties?

What are their authorities?

1 Do their authorities match their duties? Are these duties in conflict with other roles
played by the various fiduciaries?

1 How is PEBA performing?

1 Where and hav can the PEBA improve?

=a

OverarchingThemes in ourAnalysis

Looking across theleven areas we reviewed, we identified four overarching themes for our
recommendations to PEBA:

Continue to keep the promise to the beneficiaries
Clarify the governance struatel and empower the Board
Engage the beneficiaries and the General Assembly
Transform the organization torppare for the foreseeable futurdoy:
Becoming a more strategic fiduciary board
Enabling executive leadership to execute the strategy
Focusingondede2 LAYy 3 (GKS OF LI oAfAGASAE 2F t9.! Q&
al 1TAYy3a |y Ay@SaGqyYSyd F2N G§KS Fdzidz2NE 2F (K

= =4 =4 A
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Background
TheSouth CarolindPublicEmployee Benefit Authority (PEBA)

PEBA was created by the So@arolina General Assembly on July 1, 2012 as an administrative
agency of state governmemnésponsible for the administration and management of the state's
employee insurance programs and retirement systegor to PEBA's creation, the offices of
the Souh Carolina Retirement Systeraad the Employee Insurance Program were

incorporated within the Office of the State Budget and Control BoB@E;, Each program had
established, stable and mature organizations, with capable staffing, processes and systems
to our knowledge delivered high quality services.

Their operations were to be transferred to Department of Administration when it became the
successor organization to tH&CB Instead, the change in legislation to create PEBA as a
separate entity wa advocated bgeveral constituencies, includitige retirees themselves.

PEBA and thBCBemain cetrustees of the retirement system trust funds, serving as fiduciary
stewards for active members, annuitants, beneficiaries, and plan participants of ltbeiftg
funds and trust funds:

w PEBA Insurance Benefits

w PEBA Retiree Health Insurance Trust Fund

w PEBA Longerm Disability Insurance Trust Fund
w South Carolina Retirement Systems

As of June 30, 2014he net position held in trust for Retirement System betsefvas
approximately $29.%illion representing 550,000 active, retired and inactive participants and
beneficiaries. The total net position of the combined insurance trust fund assets tothle84p
billion as of June 30, 2@1 These funds are the assaitthe beneficiaries and are not state
assets. The funds to operate PEBA and its sister agieciRetirement System Investment
Commission (RSI€pme from the beneficiari€iassets.In accordance with state statute,
operational costs are paid from tHands held in trust

Benefit Programs and Services

PEBA administethe various etirement systems and insurance programs of the stathe

PEBA Retirement Division is comprised of five governmental defined benefit plans: South
Carolina Retirement Syste South Carolina Police Officers Retirement System; Retirement
System for Judges and Solicitors of the State of South Carolina; Retirement System for Members
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of the General Assembly of the State of South Carolina; and the South Carolina National Guard
Sumplemental Retirement Plan, collectively referred to hereinafter as the "Retirement System."

The State Optional Retirement Program (State ORP) is an alternative to the South Carolina
Retirement System (SCRS) retirement plamployees eligible for StateRP participation may
choose between the State ORP, which is a defined contribution plan, or the traditional SCRS
plan, which is a defined benefit plan.

State ORP is a 401(a) qualified governmental plan that provides an account into which both the
employeeand the employer contributelncome at retirement is based upon the account

balance accumulated throughout the employee's years of employmant; distributions,
investment gains or losses affect the balance.

The account balance is a combination of trirutions, performance of the investment funds
selected by the employee, and fees or expenses relating to the investment options offered by
the State ORP's investment provideiere are four approved investment providers: HAA
CREF, MassMutual, MetLitnd VALIC.

The South Carolina Deferred Compensation Program (SCDCP) offers 401(k) and 457 savings
plans. These voluntary retirement savings plans help employees supplement their PEBA
Retirement Benefits' pension or State ORP savitfggpproved by the employer, employees

may partcipate in both of these plans.

Each plan also offers a Roth account optids of December 32013, the 401(k) plan had
approximately77,160 participants and over $2blion in plan net assetsThe 457 plan had
approximately 24431 participants and $924illion in net assetsOn PEBA's behaEmpower
Retirement(formerly GreatWestFinancial)s the thirdparty recordkeeper and administrator
of both plans.

Significant changes have occurred within PEBA since its ianept

1 Appointments to a new Iinember board of directors were completed in October
2012;
T ¢KS 3SyoeQa FANRG a0GNY GS3Anef@loiadly 61 & | LILIN.
T t9.! Q& YIylFIr3aSyYySyid NBauNHzZOGdzZNER (KS | 3Syoe
relocation of all employees from two locations to one in October 2012, resulting in all
employees being physically relocated to one geographic location by the end of fiscal
year 2013,
91 Similar functions were consolidated, including Administration, Customercgetall
Center, Visitors Center/Subscriber Services, Field Services, Legal, and Communications;

5
Funston Adisory Services LLC



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

1 Operational improvements were implemented in the consolidated functions including
development of and/or modifications to myriad information systems, strengtldene
information systems security, added internal and external controls to safeguard data,
and a variety of enhanced service delivery processes;

1 Staff were reassigned to serve as Board liaisons;

1 The PEBA board assumed administrative responsibility for théd8f€red
Compensation Program beginning January 1, 2014.

The retirement system assets are invested and managed by the Retirement System Investment
Commission (RSIC) and the insurance trust fund assets are invested and managed by the State
¢ NEI &adzNSEIOR h TF

PEBA and the®B are cdrustees of the Retirement Systems Trust Fund. PEBA also serves as
trustee for the insurance trust funds, though policy decisions on coverage and premium
changes ee subject to approval by the@EB

The State Treasurertise custodian of the funds of the Retirement Systems and payments from
those funds may be made by the Treasurer only upon vouchers signed by two persons
designated by PEBA.

However, the Restructurg Act of 2014 abolishes th€€B and creates a new Depagnt of
Administration(DOA)and State Fiscal Accaiatility Authority (SFAA). THRCB's cdrustee
responsibilities appear to be transferred by the Act to the SFAA as of July 1, 2015.
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OUR CONCLUSIONS AND RECOMMENDATIONS

The following pages describe mhlevel summary ofoud2 y Of dza A2y a | o02dzi t 9. !
state and our recommendations to strengthen it for the foreseeable future.

t9.! Qa {SNBAOS tNRBYAAS

Since its formation, PEBAdtzeenkeeping its service promisehile maintaining strong cost
controls. According to the service metrics collected by PEBd&\our interviewsthe

beneficiaries and employers are very satisfied with the quality and timeliness of the services
they receive. Based on more extensive criteria use@Bi Benchmarkin@EBA mvides
member/pensioner service below the median of its peer group but at the lowest cost per
member and annuitanti.e., less than half the cost of the peer group average.

PEBA hagerformedwell despite some significant challengdsy S YA IKGEA KV U a6 NE | 58
g K& T Webellevekefe is a window of opportunity to fix it before it breaks.

Major challenges are foreseeable on a three to five year ho@awtinclude:
w Complexity in healtinsurancepolicy is increasing
w t 9. !d@iaistritive cats are artificially low and unsustainable

w adzOK 2F (GKS KAAG2NROFf 2LISNYI A2yt LINRPOSaa
YSY2NER¢ 2F aal¥F IYyR Aa y20G ¢Sttt R20dzySydas
w 45% of current staff become eligiltie retire in the nexffive years

w Decadesold oftware systemare inflexible andvill not be able to keep pace with
needed changesand,

w Staffproficient inthe legacyprogramminganguage are among those retiringind
finding replacementsvill beincreasingly difficult

¢2 O2yGAydzS ivike prodiSe,.anbrfanizatibaal téarformation is needkd.
begins with thdegislation and the role of theustees It willrequire strong executive
leadership and an irstment to maintain and buildapable people, processes and systems for
the future.
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Governancend the Board of Trustees

Trustees must meet stringent qualification criteria. They serve justy@ar terms even though
the average learning curve for a trustee or a corporate director is about two years. The
complexity of policy issudacing public retirement systems is already high and rapidly
increasing.

¢tKS GNHzaGSSa asSNWS ald GKS gAtté 2F GKSANI LR
cause at any time. Trustees should be mogependentand serve longer terms to ensuried
stability of the Board.

Once appointed, trustees have a primary fiduciary duty of loyalty to the beneficiaries, not their
appointers, their constituencies or the taxpayértustees need to develop a common
understanding and shared commitment to theuddciary duties.

There remainsifiuciarycomplexity andambiguitygiven the number of fiduciaries and the

misalignment of athority andfiduciaryresponsibilities TheBoardshould also reexamine its
Communication Policgnd its approach to engaging key stakeholders such agneficiaries

and the General Assembl¥tor the legislature, there are a number aftdated statutes that

dzyy SOS&aal NAf& NBAGNAROG t9.! Qa RSOA&AAZ2Y | dzli K2 N

There are also a number of opportunities to improve the operations oBibard and its
committees. There needs tde an increased Board focus otmagegicissues and increased
oversight of the Audit, Risk and Compliance Functidihere should be a rethinking of board
delegationand Powers Reserveftr the Board with greater elegation to the Executive
Director.

One of the most important and strategic responsibilities of the Board is to recruit, select,
evaluate, compensate and, if needed, terminate the Executive Director.

The Executive Director

Since the initial Executive Bator resigned soon after the formation of PEB#ere have been
two interim ExecutiveDirectors in two years. Trustees have become deeply involved in the
organization. A permaneriixecutiveDirector was appointedn July 2014

The Board needs to becommeore strategic and delegate more to the Executive Director. The
Executive Director, in turn, needs to be able to delegate more responsibilities. This requires
maintaining and building capable people, processes and systems.

8
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People, Processes and Systems

Based upon our interviews witthe PEBA Board and staff, as well as numerous external
interviews with employers, member and retiree groups, and third party providers, PEBA staff
are ompetent, dedicated and serviaariented. They provide a consistent levef customer
service.

The administrative processes used by PEBA to deliver services to members appear to function
well and consistentlyHowever, many processeare not well documented and rely extensively

on the knowledge of longime employees. As upt45% of employees are eligible for

retirement within five yearsthis retirement cliffpresents a significant risk

Similarly, the PEBA information systems have allowed delivery of quality services to members
but the ability to maintain and, especially adapt to new requirementss limited. This has

been a barrier to achieving further integration of retirement and insurance operations over the
past two years. Over the next three to five years, successful migration to a new information
technology platorm will be a critical factor for lorterm success.

Sense of Urgency

There needs to be a sense of urgency. A transformation takes timthandtirement cliffis

just three to five yearsut. Fortunately, the transformation has already begun. Anaeent
ExecutiveDirector was appointed iduly2014. Priorities are being established and resources
assigned.Positions are being filled. The organization has been restructuvkatale is high.
Planning for a major systems overhaul is underway héncourse of this review, as we
identified improvement opportunities, executives have been highly responsive. Many of our
recommendations are already being considered and/or have been adopted.

The following pages expand briefly on this overview.

9
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PEBAprovides quality service at the lowest cost in its peer group

According to the most recent CEM Benchmarking study, during fiscal year 2013 PEBA delivered
customer service levels below the median of its peer group (68 wan 262100 scalg but at

half the cost of the peer group averagBased upon our interviews and review of customer
AaSNBAOS YSGNARO&a: Al ILIWISFENE GKIG t9.! Qa O2NB
Odza i 2 YSNJ AaSNBAOS yR O2y(Aydzdza staff, paNBud§ Y Sy G ¢
in consideration of the budget limitations

For example, PEBA Call Center surveys regarding service timeliness, courtesy, and effectiveness,
indicate a very high level of overall satisfaction. For FY13 and FY14, the results were:

Timdiness = 98+%

Courtesy and respect = 99+%
Effectiveness = 97+%

Overall satisfaction = 97+%

= =4 4 A

Despite an increase in FY12 and FY13, visitor center wait times for retirement and insurance
have been reduced to historical lows in FYVsitor Center customerasisfaction has
remained at over 99% for each of the past ten years and was at 99.58% in FY14.

t9.1Qa O02ali 2F NBGANBYSyYy( 2 LISINGtiheAotvastcosh & f Sa i
operator in its peer group and its costs have declined overe2bgmnt since 2009 on a per

YSYOSNI 6ol aAao | 26 SOSNE t9.!1Qa f26SNI O02ada I N
facility costs, the absence of major projects, lack of IT investment and reduced back office

support. Itis not due to higher levels opR dzOG A GAGET Ay FFH OO t9.! Qa
lower than average for the peer group.

PEBA also has higher administrative complexity than its peers due to factors suoheas
pension payment options (resulting from PEBA offering defined contabutihoices)more
complex plan types, benefit formulae, and contribution rates; more complex service credit,
purchase and disability rules; and more complex defined contribution plan rules.

PEBA has done well in keeping its service promise despite sagmefieant challenges.
These challenges include:

w Delays in appointing a fttiilme ExecutiveDirector that have led to delays ghecisions to
RSOSt 2L) t 9. lafachi®ve fulthér ntedraiion 8fdetirement and insurance
w Prolonged undestaffingat all levelsvhich has only recently been addressed

10
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w Lack of investment in information systems
w Complex and rapidly changing health policy issues

PEBA has experienced delays in developing capabilities in people, processes and systems
associated with the adence of a permaneriixecutiveDirector. Sincehe initial Executive
Director left in November 2012, soon after the formation of PEB&re have beertwo interim
ExecutiveDirectors. The nterim ExecutiveDirectors appear to have been understandably
reluctant to make longerm decisions, commitments and staff appointments that might be
contrary to the eventual direction selected by the permanExecutiveDirector.

This seems to have resulted in maintaining the status quo and keeping costs down. Cost
containment is obviously desirable bwe doubtthe current level of service qualignd costs

are sustainable Approved positions were left vacant (at one point 36 positions were vacant)
and investments in organization, processes and systems were ddfeAe initial focus on cost
reduction appears to have become pervasive. PEBA staff have made heroic efforts to deliver
excellent products and services.

{2 AT AG FAyQl oNR]1SZ é6Ke& FAE AlGKE

Within the next five years, PEBA estimates 45% of PEBA stdié wllbible to retire. There are

also a number of PEBA staff in theachers and Employees Retention Initiative (TBRIgh

will end in 2018.Clearly maintaining high quality of service has been a key focus for PEBA but
process documentation has suféel. While many practices are very good, they are not well

described. This makes it difficult to accuratelyestmine what is and is not working. It also

makes it difficult to automate and makes the organization vulnerable to dependencies on key
personrel who havemuch ofi KS GAYyaGAGdziA2ylFf YSY2NERE Ay (KS

There has beeminimalA y @S a (0 Y S yidforrhajion syStems gihée its formatian 2012
Many sysems are now written in decadesld languages. There are few remaining staff who
are proficientin those legacy languaggkeir retirement is approaching@nd replacements are
extremely difficult to find It is becoming increasingly difficult to make system patches and
changes.

Health policy has been rapidly changing as the result of theddide Care ActPEBA has

oversight of a variety of insurance programs, including monitoring results and making changes
to health plan design to improve outcomes and reduce costs in areas such as: Health insurance
(including prescription drug coverage)emal insurance; Vision care; Life insurance; Long term
disability; Flexible spending accounts and Vision care discounts. As a result, health policy
leadership must be a priority.

11
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Fix it before it breaks

Despite these and other factors, PEBA staff haveedand continue to do an excellent job and
morale has remained higlparticularly now that the permaneriixecutiveDirector has been
appointed Unfortunately, maintaining high quality service at such a low cost of operation is
likely unsustainable becaus¢ needed investments. Two years have been lost in capability
development and the retirement cliff is now just three to five years out. Given the enormity of
the task, it is essential that transformation take place at all levels.

It will become increasgly difficult for PEBA to continue to provide service at the same level
without a significant investment in time and resources. This will increase costs in the short
term to medium term.

We are concerned that without investment in people and systemsjise quality will decline,
perhaps significantly. With approaching retirements and legacy language systems, PEBA has a
foreseeable time horizonf three to five yearso anticipate, plan and transform itselind the

clock is ticking.

PEBA has staff of 270 positions, including an Executive Director. Funds to pay for the
organization and operation of both PEBA and RSIC come frotrugtéunds. These funds are
not State assetsThetrust funds come from three sources:

1 Active employees
1 Their employes
1 The return on the investment of those funds

A transformation is needed and has already begun.

I NI yaF2N¥IFGA2Y A& YySSRSR (2 FdzZNIKSNJ RS@Sft 2L
to meet the current and future needs of the beneficiaries. Tlaasformation will require a

strategic plan to achieve synergies to prevent a decrease in service levels. It will require a

significant increase ithe strategic time and attention of the Board and the Executive. It will

also requireaninvestment in time ad money.

A fulktime ExecutiveDirector was appointedn July 2014 PEBA is now coalescing under the
leadership of the new Executive Director and there have already been significant
improvements. Key executive issues are being addressed in the dre@st@mer service,

strategic and operational stakeholder engagement, organizational planning, functional
leadership and staffing, budgeting and information systems. PEBA should focus its energies on
strategy, organizational development, process redesigh systems improvements.
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The Board needs to become more strategic and less tactical and delegate more to the
Executive Director.

TheBoardneeds to shiftitsfocud 8 SR 2y 2dzNJ AYUGSNILINBGF GA2YyY 27F i
TheBoard needs to improvigs understanding of fiduciary dutiesiore effectively engage its
key stakeholdersandauthorize greater delegation tthe ExecutiveDirector.

Almost since its inception, PEBA has lackpdrananentExecutiveDirector and a number of

senior managementrad manager positions. In the absence of senior leadership and managers,
the Board becameverlyinvolved in operational mattersAlthoughperhaps necessamt the

time, a number of trustees have indicatétey realizehe boardnow needso become more
strategic and less operationally involvadd rely on the Executive Director to lead the
organization dayto-day.

It is timely for the Board to step back into its strategic and oversight roles. Strategic issues to
be addressed include, for example:

Processnd system redesign
Healthpolicyand innovation

Engagement with key stakeholders
Gaining the support of th&eneral Assembly

= =4 4 A

This will require the Board to delegate more to the Executive Director.

The Executive Director also needs to be able to delegatare responsibilities.

In the case of one interirBxecutiveDirector, there were fifteen direct reports. This is not
practical or sustainabldé the Executive Director is to play more than a housekeeping Holke
Board is to delegate more to the Exgiwe Director, then there needs to be a cadre of
competent executives and staff who can take charge of operational mdtieaaowthe
Executive Directato lead the organization The organization should be formed so that such
delegation can occuand s already heading in a positive direction

GhyS aArl 8§ FTada 2yS¢

PEBA is at an early stage in its capability development. As its needs change, the organization
structure should also adapt and evolve. The organization should be dynamic and its form should
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follow its functions as the organization responds to current and foreseeable demands. One
should expect it to change with time and circumstances.

This will require regular evaluation as to whether the currerganizationaform supports
t 9.1 Qa Bt .ytivil dlsivequire training and crossaining for Leadership
(succession) and Human Resource planning.
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Our Report

The remainder of this report is organized by chapter according to the eleven elements of Our
Scope of Work:

=

Governance

Pdicy Review and Development
Organization Structure
Communications with Stakeholders
Benefits Administration

Actuarial Matters

Legal Compliance

Customer Service

. Record Keeping and Security of Information
10. Cost of Operations

11. Information Technology Stems

© 0N Ok WD

Chapter Structure
Within each element, our report follows a standard format.
1. Scope of Review

The scope of review section describes the topics addressed by this fiduciary performance audit.
The scope was defined in the RFP.

2. Standard for Compariso

The standard for comparison describes the criteria and the methods we used to evaluate each
topical area. These criteria include relevéagislation, existing PEBA policies and practices, a
comparison to other systems based on CEM repartsenchmarksurveycustom designed and
conductedspecifically fothis review and our proprietary knowledgebase of leading practices.

We reviewed documents and conducted interviews within PEBA and with its key stakeholders.
We interviewed and accepted submissions fraetirees, PEBA board members, executives and
staff, investment advisors, vendors, employarsl others.

We relied on the expert opinion of our team based on their experience in public retirement
systems and other relevant organizations. We offer reastanéiot absolute) independent
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reassurance that our evaluation appropriately reflects the current state of the organization
based on the information made available to us.

3. Summary Conclusions

This section summarizes the conclusitmrseach topical areeeached as the result of our
assessmenin this area

4. Findingsand Recommendationsn support of each Conclusion

This section presents each conclusion and describes our findings that led to the conclusion. We
present recommendations where they are warrantethe numbering of the recommendation
corresponds to the conclusion. Not all conclusions have recommendations.

5. Improvement Priorities

We have assigned a rating of significance and urgency to each recommendatsoconsuléd
with PEBA antaveincludel a prioritization of recommendations our final report Each
recommendatiorhas beerranked based on whether it is critical, importantgrould be
considered by PEBA as a leading practice. We also detiwgidegree of difficulty in
implementation (high medium or low), whether the Boarthe General Assembty outside
involvement is needed.

6. Options for Improvement

In selected cases, we offer options for improvement and an analysis of the various pros and
cons associated with each option.

16
Funston Adisory Services LLC



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

Summary of Recommendations

1. GOVERNANCE

1.1: The General Assembly shouldhplify and clarifghe system of fiduciary governance for

the Retirement System and insurance programs by reducing the multiple conflicts and
overlapping fiduciary authority of the Treasurand BCB (and its successors) with PEBA.
Appendix A also describes options for consideration in addressing this Recommendation from
the Funston Fiduciary Audit Report on RSIC, which covered some of the same issues

1.2: The General Assembly should gilke PEBA Board of Trustees greater independence for
budget and headcount decisions to ensure that they are consistent with the strict fiduciary
standards to which it is bound

1.3.1: The General Assembly shawéhsferinvestment responsibility for surance trust fund
assets to the Retirement System Investment Commission as the most qualified State entity to
provide those services.

1.3.2. The €éneral Assembly should transfapproval of Deferred Compensation investment
options from the State Treasuréo the PEBA Board of Trustees.

1.4: The General Assembly should allow PEBA greater flexibility to reduce the number of ORP
vendors in order to obtain lower fees and make other improvements without materially
affecting program quality.

1.5: The Gener#lssembly shouldliminatethe requirement for a Retirement and Rre

Retirement Advisory Panel, in the context of an improved PEBA Board communications and
engagement plan that covers a broad range of stakeholder groups. See also Recommendation
4.9.

1.6: he General Assembly should update the PEBA Board Member appointment process to be
more consistent with peer practices. This should include consideration cfdoiive-year

staggered terms, subject only to early removal for cause. It might also inotudéderation of
changes in the appointment process to improve engagement with participant groups and the
PEBA Board by establishing a process for them to submit qualified candidates for consideration
by the appointing authorities

1.7: The statutory rguirement that the PEBA Board memionthly throughout the year should
be repealed.
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1.8: Training of new Trustees and periodic Board fiduciary education updates should include
expanded treatment of the duties of loyalty and impartiality, the different sabé Trustees and
plan sponsors and the distinct functions of the Board and staff.

1.9.1: The Board should engage in a deliberative process to develop a conceptual framework
governingthe delegation of authority and reservation of powers to the BoardveGithe

inherent conflicts between Trustees and staff in this exercise, consideration should be given to
engaging an independent expert to assist with the process.

1.9.2: The Board should continue to prioritize and spend more time on strategic planning,
identification of program goals, desired outcomes, implementation strategies, targets and
measures to successfully meet PEBA's challenges.

1.9.3: The strategic planning process should give particular consideration to risk identification,
compliance issueand staff development, over both shednd longterm (three to five years)
time horizons.

1.10: The Board should consider further improving its Bylaws and Committee Charters by:

w Formalizing the process ftiie development of meeting agendas;

w Creating &harter for the Executive Committee that includes a framework for
evaluation of the Executive Director;

w Removing the provision that Committee members serve at the pleasure of the Board
Chairman;

w Establishing procedures for calling a Committee meeting plasallel those for
convening a Board meeting;

w Developing position descriptions for Board and Committee officers;

w Creating a Board disciplinary policy;

w Formalizinga process for approving the Board Chairman's educational program
attendance and cost reimbuesnents;

w Including the Board's Seffssessment process in the Bylaws and using it to identify
Trustee training priorities.

1.11: The Board should periodically engagconsultant to facilitate the Board's self
assessmenand improvemenprocess, perhaps oabiennialbasis.

1.12: The Board should proceed with prioritizing enhancement of PEBA's risk identification, risk
management and compliance functions. Consideration should be given to the appropriate
assignment of Committee oversight responsibilitiestfos initiative.
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1:13: The Board should evaluate mechanisms to improve itsstmyocommunication with
stakeholders.

2. POLICY REVIEW AND DEVELOPMENT

2.1: To provide the most assistance for Board members in understanding and upholding the
ethical requiements, the ethics policghould be expanded to providen additional framework
around the ethical standards

2.5: PEBA should incregbe frequency of its enterprisaide risk assessment. Currently, one

is conducted every five years; however, gitiea significant changes that have occurred in

t 9.1 Qa fSIRSNEKALIE +ta ¢Sttt Fa LINRLRZASR OKIy3S
would help to ensure that new issues or concerns are promptly identified and prioritized for
remediation.

2.6: PEBA shild have a formal compensation policy which documents its acknowledgement of

AGa adrdadza Fa I {2dz2iK /FNREAYLF {GFGS 320SNYyYS
Office of Human Resourceslicies, job classifications system and pay bands. A simple

statement and reference to the State policieswhichit adheres would provide transparency

2F t 9.1 Qa O02YLISyalridArzy LRfAOe G2 Ada SyLxXz2eSS

2.7.1: Internal Audit should continue to develop a comprehensive ristasséfssment tool for
PEBA as an integrated organization.

2.7.2: The development of a risk management policy (including risk appetite and risk tolerance)
should be the responsibility of executive management with input from Internal Audit and other
stakeholders

2.7.3: An exeutive should be assigned responsibility and accountability for the assessment and
management of specific risks within each business function and overall based on factors such as
impact, velocity and vulnerability. Internal Audit and others can supportagament in their
selfassessments but operating management should be held accountable for the results.

2.7.4: The Board should identify the type and magnitude of risks which ought to come to its
attention, e.g., financial, legal, operational, organizatibmeputational, strategic.

2.7.5: The Board should require that the presentation of information for all major decisions
include a risk assessment including the risk of inaction.
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2.7.6: Internal Audit should focus its audit plans on areas that presentitihest inherent risk
and which rely most of the effectiveness of controls. Time permitting; Internal Audit should
focus its consulting efforts on areas of high inherent risk and low control effectiveness.

2.11.1: PEBA shouliéterminewhether it needsadditional experienced procurement
resources to address upcoming requirements.

2.11.2: PEBA should consider revising its procurement process to provide foraugist
process by Internal Audit, potentially using a questionnaire

2.12.1: With mosBoard members only needing six additional credits after attending the
.21 NRQa | yydz t NBdetdBinawhethér k& Boar@ meNbers ark @ akiing)
sufficient training from independent outside sources. If not, the policy should be revised to
require additional credits or limit the number of credits from the Board retreat and staff
training that can be used to meet training requirements.

2.12.2: The PEBA Trustee Education Policy should specify topics on which training is needed
and include nandatory fiduciary training on a periodic basis, and could be linked with the self
assessment process

3. ORGANIZATION STRUCTURE

3.1.1: PEBA shouldonsider adingthe title of Deputy Executive Director to the title of Chief
Operating Officer to provida more streamlined flow of communication between the Executive
Director and executive staff, as well as create a succession plan for the Executive Director
position.

3.1.2: Over the longer term, PEBA should consider cretitengosition ofaleader of
retirement programs who would have responsibility for both defined benefit and defined
contribution and savings programs

3.3: PEBA should continue to fill remaining vacant positions in order to maintain sufficient
staffing in all areas to effectively anéfieiently perform all functions

3.4.1: Each PEBA business area should develop a specialized staff training and education policy
and program for staff in their area

3.4.2: Human resources should develop a training policy and program that préevdeswy
employee orientation. New Employee Orientation should include a general organizational
2O0SNIASGE 2F t9.!1 Q& FdzyOliAz2ya FyR aASNWAOSa
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3.5.1: The staff training and education policy should provide for ¢ragsng and rotation of
staff to other, smilarly classified positions within the business functions for ctasaing
purposes.

3.5.2: Succession planning should be a higher priority. Executive Staff and managers should
maintain organizational charts of each business unit that reflectithe temaining to

retirement eligibility of individual staff members and regularly discuss anticipated vacancies
and plan for future staffing needs and training. The discussion should also include the
possibility of bacKilling positions where vacancieseaanticipated to provide that the
replacement is fully trained when the retiring staff member vacates the position

3.6.1: As the new technology platform and processes are developed, PEBA should implement
additional operational consolidations

3.6.2: The budgeting process for all areas should be more coordinated and collaborative. A
formal budget process should be developed and include all department heads in its
development. Integration of the budget process will reduce silos and enhance an esgerp
approach to administrative functions

odyY 9FOK 2F t9.!Qa RSLINIYSyGa akKz2dzZz R ONBI
manual documenting its process for performing its functions.

4. COMMUNICATIONSITH STAKEHOLDERS
4.1: PEBA should gelop a comprehensive communications strategy and plan.

4.2.1: PEBA should develop the planned consolidated website as soon as practical to improve
integration of and access to all information.

4.2.2: The new website should include additional-selvie functions to reduce the
requirement for submission of paper forms and to provide more member information and tools
online.

43.1: PEBA8hdzZft R O2Yy &aARSNI YI Af Ay3 yS@dbiEi (ST NEO GiNR YA
option for either email delivery or an R88wvsfeed to ensure that all members receive PEBA
news on a timely basis.

4.3.2: The PEBA Boaiobuld play a more active role in reaching out to employee groups on a
regular basis to improve communications.
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4.5.1: Consistent with Recommendatié3.1, FEBA could consider mailing newsletters to
NBEGANBSAE | yR aR2NEIAD2SNES OAIMNRK AOy 20 R Y F2NJ SAGK
newsfeed to ensure that all retirees receive PEBA news on a timely basis.

4.5.2: The PEBA Board should consider deimjoa process and protocol for receiving and
considering public comments before its meetings.

4.5.3: Similar to RecommendatidiB8.2, the PEBA Boasthould play a more active role in
reaching out to retiree groups on a regular basis to improve commuaitat

4.6.1: PEBA should ensure that its new website has significantly improved functionality for
accepting online submission of forms and reports.

4.6.2: PEBA communications should review its communications process on legislative changes
as they relatdao employers and ensure that it results in timely employer updates.

4.6.3: PEB#Should determinewhether having an employer advisory group to provide feedback
in a structured manner would be beneficial.

4.8: As part of its strategic communications stggtend plan (see Recommendatibi), PEBA
should include initiatives which improve communications with the general public.

4.9: TheGeneral Assembly should eliminates requirement for PEBA to convene a
Retirement and Preretirement Advisory Panel, atuplicates responsibilities of the PEBA
Board has not been meeting its legislative intent. See also Recommendation 1.5.

4.10: The General Assembly shouhdludea provision in future legislation that replaces
references to the BCB, or its successo6.@. Code Ann. §8191310 and %4-45 with specific
references to the SFAA, in order to more explicitly effectuate transfer of the BCBisstee
functions to new State Fiscal Accountability Authority

4.11: As part of its comprehensive communicatistrategy and plan (see Recommendation
4.1), PEBA should include initiatives which improve communications with key legislators.

5. BENEFIT ADMINISTRATION

5.1.1: PEBA should continue to maintain internal controls and keep its written policies and
procedues current.
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5.1.2: PEBA should revise its written benefits administration procedures to reflect changes
required by the new administration software which will be implemented as part of the new
benefits platform

5.3: PEBA should consider expandiregscope of information provided on annual benefit
statements.

6. ACTUARIAL MATTERS

6.1: PEBA shouldeterminewhether additional assistance from the actuarial team would be
beneficial, as idetified under Recommendations 6.6.8 and 6.9 below

6.2: PEBA should develop an internal policy that documents its competitive RFP process in
future procurements of actuarial services

6.4: The actuary, in conjunction with the PEBA staff and subject to approval by the Board,
should develop and recommend atitaarial assumptions for the pension plan and other
benefit plans. If the state law placing responsibility for setting the investment return
assumption with the Legislature is not changed, there should be a prescribed periodic review
process adopted by th8tate Legislature.

6.5: PEBA staff should develop procedures, in conjunction with the actuary, to determine when
and how to adopt annuity option factor changes

6.6: PEBA should consider closer engagement between the PEBA Board, staff, actuagy, and th
RSIC Board and staff in order to better understand how investment return projections under
various asset allocation models may impact plan liabilities and costs.

6.7. PEBA should adopt a policy of conducting regular independent actuarial .audits

6.8: PEBAshouldconsider having the actuary validate the premium rates once PEBA completes
the calculation process.

6.9: PEBA should explore additional consulting services for the Health Insurance plans to assist
in developing londerm strategies to reduceast and improve health outcomes
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7. LEGAL COMPLIANCE

7.2: In conjunction with outside legal counsel, PEBA legal staff should continue to perform
periodic reviews of changes in the law and the plans' compliance with federal and state law
requirements

7.3: PEBA should review fignted training materials, reports and use of protected health
information to make sure its minimum necessary standards are being consistently applied.

7.4.1: PEBA should provide periodic fiduciary training to staff anddBonambers through
standardized onboarding education, regular updates and use of examples that are targeted to
key issues.

7.4.2: PEBA should formalize a staff training schedule to ensure that consistent ethics and
compliance training is conducted.

7.5: PEBA should confirm that ORP and Deferred Compensation investment advisors
acknowledge their compliance with the S8y to plagYegulations and state requirements.

8. CUSTOMER SERVICE

8.4: PEBA shouttkvelopa more standardized approach for perfornte monitoring and
customer satisfaction surveys with common tools, data and reporting.

8.5.1: PEBA shouidentify the key areas and metrics for customer service monitoring and
develop a comprehensive, integrated customer service monitoring frameworgthwhiused to
drive its customer surveys and follewp improvement programs.

8.5.2: The PEBA Customer Service Department should establish a small group with expertise in
customer service metrics and monitoring, or conversely, etédiz outside specialigtrm to
assist in developing its customer service monitoring approach and tools.

8.6: PEBA should-svaluate its satisfaction surveying process to include single activity surveys
for disability, pension inceptions, withdrawals and transfeus and serice credit purchases.

8.7.1. PEBA should obtain the email addresses of a much higher proportion of its members,
particularly retirees, to ensure they receive news electronically

8.7.2: PEBA should consider alternative means of reaching members ifatimey dse email or
the internet.
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8.8: As PEBA develops its new website, it should place a high emphasis on maximizing self
service capabilities for both members and employers.

8.10: The General Assembly shoeldninatethe notarization requirement for aember
death by amendinghe appropriate statutesi 2 RSt SGS GKS NXBIjdzA NBYSy
FOly26t SRAISRE GNRGGSY y20AFAOIGAZ2Y G2 t9.! @

8.13.1: PEBA should consider if expanded hours for its call center would result in improved
customer service.

8.13.2: PEBshould evaluate new phone and email management systems and consider
acquiring newer technologies if they could improve service levels and/or staff productivity
levels.

8.14: PEBA should considenether offering oneon-one counseling sessions at emplogées
would result in improved customer service and participation levels.

8.15: PEBA should consider increasing the number of retirement presentations it offers in the
field to reduce the size of the groups and allow more individual attention.

8.16: PBA should consider adding additional information to member statements to help them
better understand their future options.

8.17: PEBA shouttetermineif assigning responsibility for monitoring insurance customer
service to a single manager in the insuwrarorganization could help focus the reporting and
provide helpful input during contract negotiations.

9. RECORD KEEPING AND INFORON SECURITY

9.1: PEBA should continue its efforts to conduct a comprehensive assessment of its operational
infrastructure and business processes.

9.2: PEBA should continue to conduct annual network and security vulnerability tests to ensure
its networks and other infrastructural processes are working as intended. Greater use should
be made of ifhouse based security mdnoring tools to identify and protect its networks from
unauthorized access and unintentional disclosure of member data.

9.3.1: PEBA should address identified business continuity planning deficiencies.

9.3.2: PEBA should develop and implement a trainingnamo for business unit staff in the
event the data center recovery plan has to be activated.
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9.4: PEBA should continue its efforts to addressdisferred compensatiocontrol procedural
RSTAOASYOASaA y2GSR o6& t 9. ! Qaremediatet nternal AwditOS G KS
should conduct a follovup compliance audit to determine that the control enhancements
address the specific concerns noted.

10. COST OF OPERATIONS

10.1: PEBA should review its focus on low cost of retirement operations audectere is an
adequate level of investment in infrastructure to continue to provide a high level of customer
service

10.2: PEBA shouttetermineif current headcount is adequate all areas

MnonyY ¢2 FOKAS@S t 9. ! QZatighard imprévedanfrasiruttBelih Sa 2 F
should request at least a temporary increase in administrative expenses and professional and
consulting fees for several years

10.5: PEBA should increase its budget for health insurance strategy developmenamadgp!

11. INFORMATION SYSTEMS TECHNOLOGY

11.1: PEBA should complete its comprehensive assessment of its existing IT infrastructure and
business systems.

11.2: PEBA should incregfe frequency of a full enterprise wide risk assessment to ensure
thal LY GSNYyIf ! dzRAGQaE tfly F2NJ GKS dz2LJO2YAy3a &St
organization (see also Recommendations 2.7.1 and 2.7.2).

11.3: PEBA should continue its efforts to addresdTtentrol procedural deficiencies noted by
their exterral auditors. Once the deficiencies have been remediated, Internal Audit should
conduct a followmup compliance audit to determine that the control enhancements address the
specific concerns noted.

114: After the Operational Systems Assessment is complebedl T department should lead
an effort to develop a longerm IT strategic plan which supports the plan infrastructure
direction.

11.5: Further efforts need to be made to move from a data center disaster recovery plan

orientation to an enterprise wideusiness continuity focused plan.
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11.6.1: PEBA should continue to move forward with its plans to conduct a comprehensive IT
Operations Assessment to identify common business process, technology and develop a
roadmap to develop its next generation of systeto support the strategic direction of the
organization.

11.6.2: PEBA shoutdntinue toassess potential thirgarty IT vendors which may be able to
LINE JARS I RRAGAZ2YIE £S3F 08 dabl Gdz2NI f € y3dzr 3S¢
of existingPEBA programming staff retire or leave the organization.

11.7: PEBAshoul®@2 y Ay dzS (G2 @¢2NJ] Of2aSteée gAGK GKS {GF
Center (S@SAC) along with other thirplarty information technology consulting firms to
proactively assss existing and trending threats to information and network security.

11.8: Issues and error correcting processes should be shared across functional business units to
ensure that similar errors in one beneficiary system are also being addressed irsiotilar
application systems.

11.9: The Information Technology Department should consider developing a formal IT user
satisfaction feedback process

11.10: As PEBA completes its Operational Systems Assessment it should consider what, if any,
additional mehodologies and skills will be required for the Information Technology
Department to effectively support a new IT plan.

11.11: PEBA should continue its efforts to address its business continuity planning deficiencies.
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1. GOVERNANCE

1.1 Scope of Review

We evaluated the roles of the PEBA board, PEBA staff and other relevant state agencies in
regard to their oversight and management of Retirement System and Insurance Program
policies and operations. This assessment incluadexliew of the established &l and

statutory framework and how it has been translated into roles, responsibilities, policies, and
procedures. It covered the following topics:

1. Applicable laws, policies and procedures (to include Board of Directors governance
manuals, policies and pcedures, including eiduciary roles)

2. The Board's bylaws and charten®les and responsibilities of Board members;
identification of fiduciaries and/or the existence of "de facto" fiduciaries; fiduciary
education; meeting protocols; and the strategiapning and implementation process

3. The role of the Audit Committee in policy compliance and scopleecAudit Committee
charter

4. The role of the Board in external financial audits with regard to PEBA's areas of
responsibility for retirement and insurancéaps and programs

5. The role of the internal audit department and adequacy of audit plans

6. Indemnification/use of fiduciary liability insurance

7. Board, Executive Director, and staff evaluation processes and criteria, and level of
delegation of authority to Exaitive Director (roles and responsibilities)

8. The Board communication policy

9. The Board decisiemaking process

1.2 Standard for Comparison

We used the Funston Advisory Services Powers Reserved Franvelwohlallows comparison

of governance structure tother peers. We also utilized a new PEBA benchmarking survey
commissioned specifically for this reviand our public pension governance database to

identify where South Carolina is consistent with or different from other state public pension
fund goverrance structures and policies. In addition, we referenced the fiduciary standard of
conduct applicable to PEBA, conducted external stakeholder and internal interviews, reviewed
key documents and utilized the review team's experience in regard to publitogegpension

and benefit program practices.
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1.3 Summary of Governance Conclusions

Conclusion 1.1.1: The statutory allocation of Retirement System fiduciary authority and
responsibilities amongst PEBA and the other State entities that are either dedeghas ce
trustees or exercise fiduciary powers is uniquely complex, duplicative and confusing. PEBA is
exposed to potentially extreme variations over time in interpretation of ambiguous powers

that are held by the State Treasurer and by the BCB (andutscessors).

Conclusion 1.1.2: The complex fiduciary structure in which PEBA operates results in dilution of
accountability due to lack of role clarity and misalignment of authority with responsibilities.
It also likely increases exposure to fiduciarytgl lapses and related liability risk.

Conclusion 1.2: PEBA's limited influence over its budget and headcount creates a
misalignment of authority with its fiduciary responsibilities. This appears to be fostered (at
least in part) by a lack of understandg that PEBA is primarily funded out of earnings on trust
assets rather than fromappropriation of State tax dollas.

Conclusion 1.3: Some allocations of authority that relate to PEBA's fiduciary responsibilities
seem to be grounded in historical practisehat no longer apply. For example, although the
General Assembly established the RSIC to house the State's investment expertise, the State
Treasurer still approves deferred compensation investment options and invests insurance
program trust fund assets.

Conclusion 1.4: The legislative mandate that specified a required number of service providers
(four) for the Optional Retirement Plan now limits PEBA's ability to adjust to current industry
practices and implement efficiencies that could generate costuetions without impairing
program quality.

Conclusion 1.5: Although the Retirement and FRetirement Advisory Panel has been
fulfilling a useful role in helping to keep members and retirees informed, it appears to now be
somewhat redundant with the PEBBoard of Directors. See also Conclusion 4.9.

Conclusion 1.6: The appointment process for PEBA Board members is not consistent with peer
practices or with similar South Carolina State entities in regard to length of terms, staggered
terms, rigid appointnent criteria and service at the pleasure of appointing authorities.

Conclusion 1.7: Statutory provisions requiring that the PEBA Board meet monthly are no
longer necessary and impair the Board's ability to efficiently structure board and committee
meetings to best address scheduling constraints and work flow cycles.

Conclusion 1.8: Board members would benefit from greater clarity about application of the
fiduciary duty of loyalty, periodic refreshers and a standard protocol for fiduciary training.
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Conclusn 1.9.1: While the Board's decisianaking process has been reasonably effective,
the two-year deferral in the appointment of a permanertixecutiveDirector contributed to a
serious delay in the development of PEBA's capabilities.

Conclusion 1.9.2: & that a permanent Executive Director has been hired, the Board would
benefit from disciplined application of a powers reserved analysis to provide greater clarity
around the distinctly different roles of board and staff and provide context for the delega

of responsibilities to the Executive Director and staff.

Conclusion 1.9.3: With the initial PEBA organization tasks accomplished, the Board should
now turn more of its attention to strategic planning, including a focus on both shamd
long-term goals.

Conclusion 1.10: While the Board's Bylaws and Committee Charters provide an appropriate
level of guidance, the Board should consider several improvements.

Conclusion 1.11: Evaluation processes for the Board, Executive Director and staff appear to be
adequate and consistent with peer practices. However, as a leading practice, the Board could
consider engagement of a third party facilitator to assist with the Board evaluation process.

Conclusion 1.12.1: With a permanent Executive Director in plas&,management and
compliance oversight functions should be prioritized, and consideration should be given to
assigning risk identification and management oversight to a specific committee.

Conclusion 1.12.2: Board and Committee oversight of the audit @ssccould be improved
through further strengthening of the internal audit function. (See also the text accompanying
Conclusion 2.5 for related comments.)

Conclusion 1.13: The PEBA Board does not currently have a communication (fdey
Section 4 for dditional comments)

Conclusion 1.14: PEBA's indemnification policy and fiduciary insurance coverage are
consistent with other public pension funds.
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1.4 Findings and Recommendations &ach Governance Conclusion

Background

Although its predecesor organizations had existed for quite some tirREBA is a relatively
young organization, having been created on July 1, 2012 through the merger of separate
retirement system and insurance programs. Responsibility for administration of the Deferred
Compensation program waadded as recently as early 201@iven the challenges of

integrating separate programs, creating a new entity and developing procedures for a new
board, it is to be expected that PEBA's governance policies and practices are a ‘wrodess.’

In the broader context, we believe that PEBA currently fares well even when compared to its
more established peers.

However, a prudent fiduciary is, by definition, one that is prepared for the future. Our
recommendations focus on governanceprovements to help PEBA prepare for coming
challenges while achieving the program and service integration goals for which it was created.

The fiduciary standard that applies to PEBA is found in the South Carolina Code of Laws, Section
9-16-40. It govens the conduct of all named trustees and fiduciaries of the Retirement System
and provides as follows.

Standards for discharge of duty. A trustee, commission member, or other fidsiczdiry
discharge duties with respect to a retirement system:

(1) solelyin the interest of the retirement systems, participants, and beneficiaries;

(2) for the exclusive purpose of providing benefits to participants and beneficiaries and
paying reasonable expenses of administering the system;

(3) with the care, skill, and caat under the circumstances then prevailing which a prudent
person acting in a like capacity and familiar with those matters would use in the conduct
of an activity of like character and purpose;

(4) impartially, taking into account any differing interestgarticipants and beneficiaries;
(5) incurring only costs that are appropriate and reasonable; and
(6) in accordance with a good faith interpretation of this chapter.

While this Report is not a legal opinion regarding PEBA's responsibilities, a general
understanding of several aspects of fiduciary duty is particularly important for an evaluation of
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governance practices. First, trustees and other fiduciaries must act solely in the interest of the
retirement system, participants and beneficiaries. Thayeha fiduciary duty to not be

influenced by the interests of any third person or by motives other than the purposes of the
trust funds which are being administered.

For example, a Board member cannot be motivated to appease or benefit the taxpaybes or t
officer who appointed the Trustee to PEBA. That does not mean that the interests of taxpayers
and the political constraints within which PEBA operates cannot be considered. However, it
does require that those factors be evaluated for the purpose ofieg the trust funds,

participants and beneficiaries.

Second, PEBA Trustees have a duty to administer the trust fund programs in a manner that is
impartial with respect to the various beneficiaries. Impartial does not necessarily mean equal,
but it doesrequire that a trustee's conduct in administration of the trust should not be
influenced by favoritism (or animosity) toward any individual beneficiary or group of
beneficiaries.

Rather, Trustees must make diligent and good faith efforts to identify eisgind balance the
varying beneficial interests under the trust. For example, program assets cannot be used to
treat employees at different employers unfairly. That does not necessarily require equal
treatment, but Trustees cannot divert trust assetsatget (or subset) of employers that would
unreasonably benefit certain employees at the expense of other beneficidnesddition,

although Trustees are appointed from various constituencies, they represent and owe the same
fiduciary duties to all partipants and beneficiaries. Trustees cannot favor the constituency

from which they were appointed, nor can they ignore or disfavor other groups.

Third, common law contains an obligation for Trusteessgpond to apparentiduciary
misconductby other statutorily-designatedrustees and fiduciariesln addition, failure to
prudently selectjnstruct andmonitor agents to whichPEBA has delegated fiduciary
responsibilitiecanlead to caefiduciary liability. Consequently, it seems likely that a court
would find each PEBA Trustee to haveohligation totake preventative oremedial actions in
response taan apparentfiduciary breach (intentional or unintentional) by the other named
trust fund trustees or fiduciariesTo be clear, this does not me#tmat co-fiduciaries have a
responsibility to seconguess ointerfere with duties that have beeastatutorily delegated to
another fiduciary. It contemplates an "eyes open but nose out" posttiahprecludes turning
a blind eye towarato-fiduciary misconduct

Finally, the fiduciary duties that are applicable to Trustees impose stricter and more extensive
standards of conduct than those that apply to other public officials. Trustees are also held to a
higher standard of conduct than corporate directors. &xample, the Trustees' duty of loyalty
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generally precludes them from salkaling or conflicts of interest, whereas corporate
fiduciaries are permitted to enter into relatgparty transactions involving conflicts if they are
fair to the company or if thegre otherwise disclosed and approved.

These fiduciary standards are central to the design and implementation of PEBA's governance
policies and practices. Thealinform our Recommendatiorfa more detailed description of

the legal principles that aétct PEBA is contained Appendix A: PEBA Fiduciary and Governance
Legal Issugs

Fiduciary Complexity and Ambiguity

Conclusion 1.11: The statutory allocation of Retirement System fiduciary authority and
responsibilities amongst PEBA and the other Sta&ntities that are either designated as €0
trustees or exercise fiduciary powers is uniquely complex, duplicative and confusing. PEBA is
exposed to potentially extreme variations over time in interpretation of ambiguous powers

that are held by the Statdreasurer and by th&CB(and its successors).

Conclusion 11.2: The complex fiduciary structure in which PEBA operates results in dilution
of accountability due to lack of role clarity and misalignment of authority with
responsibilities. It also likelyncreases exposure to fiduciary duty lapses and related liability
risk.

In addition to PEBA, there are currently at least eight entities that exercise fiduciary powers
over the retirement or insurance programs. The following chart illustrates the comyplexd
overlapping authority presented by this governance structure.
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Tablel PEBA Fiduciary Authorities

Fiduciary Authorities

Budget&
Control Board

NamedCoTrustee and Fiduciary
Policy and Legal Framework:

1 ApprovesPEBApurchasing practices
1 Appoints7 of 11 PEBA Trustees

Legislature

Policy and Legal Framework:

9 SetsPEBAegal authorities

1 Setsretirementfund assumed rate of
return

Oversight:

1 Approves budget annually

1 Approves hadcount annually

changes

contribution rates

Retirement System

Public Employee

Benefit Authority Investment Commission

NamedCoTrustee and Fiduciary FiduciaryResponsibilities:
Responsibilities: 1 Invests and manages pensiand insurance
9 Administers retirement and insurance  funds
benefits 1 Provides valuations for finaraireports
1 Administers defrred compensation 1 PEBA Executive Director serves as-wating
and defined contribution plans Commissioner
1 Provides investment accounting and
financial reporting
1 Directs external auditing
1 Engagseactuary

Comptroller
General

Inspector
General

Oversight: Oversight:

9 Approves insurace premium and coverage

1 Approves retirement actuaal assumptions and

State
Treasurer

Fiduciary

Responsibilities:

1 Custodian of the funds

1 RSIC Commissioner

1 Members of Budge& Control Board
1 Manages insurancevestments

Attorney
General

Oversight:

1 Approves retention and rates of externa
counsel

9 Approves hiring of temporary internal
counsel

State Auditor

Oversight:

1 Conducts accounts payable and payrc 1 Conducts annual fiduciary performance reviev | Selects external auditor

procedures audit

This structure is uniqgue amongst public pension funds and includes multiple overlapping and
circular allocations of authostfor fiduciary decisions. For example, 8€Bs statutorily
designated as a named trustee of the retirement system, making it subject to the same
fiduciary duties as PEBA. Members of B@Balso appoint seven of the PEBA Board members,
who serve athie appointing authority's pleasure and can apparently be removed without cause

at any time.

TheBCBs status as a named trustee likely also imposes common lddaciary monitoring
obligations on it, though the extent of thoserlappingobligations isinclear. Th&CBalso

holds approval powers over many of PEBA's statutorily assigned duties. PEBA policy decisions
on Employee Insurance Program coverage changes and premium increases, as well as
Retirement System decisions on actuarial assumptionsaaijgstments in employer and

employee contributions, are all subject to approval by BeBor its successor).
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As a result, although the Retirement System is statutorily placed under management of PEBA
and PEBA is directed by statute to manage the heaith other insurance benefit plans, the
BCBand its successors) have a great amount of control over PEBA. The extent to which that
could make theBCHand its successors) a controllingfaduciary with primary fiduciary liability

is unclear.

Similarly the State Treasurer occupies multiple fiduciary roles with inherently inconsistent and
overlapping functions. For example, the Treasurer is a member @@ia Commissioner on

the RSIC, an "other fiduciary" by virtue of being the sole custodiaméRetirement System, a
statutory custodian and investment manager for the retiree health insurance trust and an
approval authority for investment options of the deferred compensation program. As a
member of theBCB the Treasurer appears to have fidugiaesponsibility for oversight of his

role in the other fiduciary functions. In addition, as a member ofBI&8 he is responsible for
oversight of PEBA in its administration of trust assets that are held in custody and invested by
the Treasurer.

The interent potential for confusion and conflict in this complex fiduciary governance structure
is, in our opinion, unprecedented. Theses governance arrangements encourage conflicts
between fiduciaries, dilute accountability and foster syftimal decisioamaking, even when

all parties are acting in good faitlyrther commentary is included Appendix A: PEBA
Fiduciary and Governance Legal Isues

Recommendation 1.1The General Assembly should simplify and clarify the system of

fiduciary governance for te Retirement System and insurance programs by reducing the
multiple conflicts and overlapping fiduciary authority of the Treasurer and BCB (and its
successors) with PEBA. Appendix A also describes options for consideration in addressing this
Recommendatio from the Funston Fiduciary Audit Report on RSIC, which covered some of

the same issues
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Alignment of Authority and Fiduciary Responsibilities

Conclusion 12: PEBA's limited influence over its budget and headcount creates a
misalignment of authoritywith its fiduciary responsibilities. This appears to be fostered (at
least in part) by a lack of understanding that PEBA is primarily funded out of earnings on trust
assets rather than from appropriation of State tax dollars.

PEBA was established to prdeia unified source for participating public employers and

covered employees in regard to the delivery of retirement and insurance benefits. However,

the confusing system of governance described above can frustrate efforts to effectively and
efficiently celiver those services. The overlapping governance powers also undermine PEBA's
accountability, since PEBA does not possess the clear authority or resources needed to perform
its responsibilities.

In addition, governance dysfunctions serve as a distvacdind use PEBA resources that should
be spent on its primary functions. For example, recent disputes over securities lending losses
and the legislative proviso which required PEBA to investigate and report on the Bank of New
York Mellon securities lendinsettlement were some of a series of recent governance problems
that have diverted PEBA's attention from its core mission.

PEBA is not staffed adequately to deal with these distractions. The CEMstadypendix B
found that PEBA is thinly staffeeompared to its peers. Our benchmark sunsse@ppendix

O showed that the ratio of PEBA's full time employees per number of Retirement System and
insurance beneficiaries covered is substantially below the median of PEBA's peers.

While PEBA has beable to adequately perform its services at present (while operating with
systems that are becoming rapidly outdatedd with much of itsnostexperienced staff

nearing retiremeny, we think it is unlikely that PEBA will be able to meet coming challemgkes a
the changing program standards of other public and private funds within current budget and
staffing constraints. Over time, the risk of errors, degrading levels of service@edsing
exposure tdiduciary liability will inevitablyiseif the situdion is not resolved.

The General Assembly's control over PEBA's budget and headcount are critical powers that
affect PEBA's ability to perform its responsibilities. Unlike other State entities, PEBA has
fiduciary obligations to discharge its duties wille care, skill, and caution exercised by similar
funds and may "incur only costs that are appropriate and reasonable.” These fiduciary
standards set legally binding standards of conduct in management of the retirement and
insurance programs which are mumore stringent than those that apply to other public
officials.
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Because of these strict legal obligations, fiduciaries are often granted a greater level of
independence than other public officials. The Uniform Management of Public Employee
RetirementSystems AQUMPERSAxplains the basis for this greater independence.

[It] permits trustees to perform their duties in the face of pressure from others who may
not be subject to such obligations. In the absence of independence, trustees may be
forced b decide between fulfilling their fiduciary obligations to participants and
beneficiaries or complying with the directions of others who are responding to a more
wide-ranging (and possibly conflicting) set of interests

It is also important to stress thateRrement System funds are statutorily designated as "not
funds of the State," and are required to be held in trust for the intended beneficiaries. Assets
of the South Carolina Retiree Health Insurance Trust fund and the South Carolina Long Term
Disabiliy Insurance Trust fund are also statutory trust funds which are separate and distinct
from general funds of the StateEven other insurance funds that are placed in a separate
Treasury account appear to be haftdan informal trust arrangemensee Appendx A: PEBA
Fiduciary and Governance Legal Iskues

Indeed, PEBA's operating budget comes from earnings on trust assets that are not State funds
and are not appropriated tax dollars. PEBA budgeting decisions do not have the same effect on
tax monies as geeral budget appropriations. Rather, PEBA resourcing decisions involve
application of the fiduciary obligations to observe due care in meeting the fiduciary standard of
prudence and are automatically limited by the obligation to incur only costs thatasonable

and appropriatgsee Appendix Aor a more detailed description of the legal principles

described in this sectign

This is paitularly relevant because thHeEM Benchmarking Analysis found that PEBA's budget
expenditure per Retirement System kiber (active and retired) was the lowest among its

peerswkK A f S t 9.1 Q& a02NB F2NJ YSYOSNKkLISYyBRA2YSNI aSNn
appears that PEBA's limited operating budget could be affecting its ability to provide a level of

service that is compable to its peergsee page 21 of th€ EM Benchmarking Analysis attached
asAppendix B

In addition, half of the peers in our benchmark survey reported that they have more budget
flexibility than PEBA.
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Table2 Budgetary Autonomy
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Highlighted box indicateBEBAesponse

Recommendatiorl.2: The General Assembly should give the PEBA Board of Trustees greater
independence for bdget and headcount decisions to ensure that they are consistent with
the strict fiduciary standards to which it is bound

Addressing Outdated Statutes

Conclusion 13: Some allocations of authority that relate to PEBA's fiduciary responsibilities
seem D be grounded in historical practices that no longer apply. For example, although the
General Assembly established the RSIC to house the State's investment expertise, the State
Treasurer still approves deferred compensation investment options and invésssirance
program trust fund assets.

There are several PEBA governance practices and statutory provisions that seem to have
outlived their original purposes. In some instances they now impede cost saving efforts or
result in practices which do not take @@htage of better alternatives that have become
available. In other cases, new entities have been created or improved practices have been
adopted elsewhere that could offer upgraded models for PEBA.
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For example, RSIC was created in 2005 to handlesRent System investment functions that
had been housed with thBCBand State Treasurer. The General Assembly transferred those
investment functions to RSIThe statutes also contain provisions to transferastment
functions for theRetiree Health Isurance Trust Funand Long Term Disability Insurance Trust
Fundfrom the State Treasurer to RSI@on ratification of an amendment to the South Carolina
Constitution allowing funds allowing them to be invested in equity securities

However,since the castitutional amendment has not yet been ratifidthere still are legacy
investment functions involvingnsuranceprograms administered by PEBA that have not been
transferred to RSIC, the State's established investment exparting our review, PEBA's
external auditor identified potential concerns withe adequacy of account information and
reconciliations from the State Treasurer regarding allocation of securities lending losses
between theRetiree Health Insurance Trust fuadd other accounts managdwy the
Treasurer.Regardless of the outcome, this further exacerbates the issues described above in
the section onAlignment of Authority and Fiduciary Responsibilities

Since fiduciary authority for investments is not fully aligned with relevant fady@xpertise

and responsibility, unnecessary additional burdens are placed PEBA to deal with the
consequences. Resulting distractions, as well as added demands on staff time and resources,
undermine PEBA's ability to devote needed attention to its prinfattuciary responsibilities.

TheFASenchmark survey found that the prevailing practice at PEBA's peers is not to vest
retirement or insurance investment management functions with the Treasubeilly one of the
six peer funds in our survey reported ththe State Treasurer manages investments for either
their retirement or insurance plans.

In this context, status of the constitutional amendment referenced in the South Carolina Code
and investment arrangements for the insurance fustisuld be reevaluaed.

Recommendation 1.3: The General Assembly should transfer investment responsibility for
insurance trust fund assets to the Retirement System Investment Commission as the most
gualified State entity to provide those services.

Recommendatiorl.3.2: he General Assembly should transfer approval of Deferred
Compensation investment options from the State Treasurer to the PEBA Board of Trustees

Conclusion 1.4 The legislative mandate that specified a required number of service providers
(four) for the Optional Retirement Plan now limits PEBA's ability to adjust to current industry
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practices and implement efficiencies that could generate cost reductionshaiit impairing
program quality.

Similarly, the legislative mandate that requires four vendorgterOptional Retirement Plan

(ORP) originally provided additional ch@te participants without significant cost

ramifications. That was when the ORP was a small fund. Significant improvements have been
made to the ORP since PEBA assumed responsibiliit, and further program enhancements

are contemplated. ORP assets have grown substantially since the option was created, which
now offers potential for new service upgrades. However, it now appears that the four vendor
requirement could hamper obtaing some additional improvements, including more

competitive lower costs.

Recommendation 1.4: The General Assembly should allow PEBA greater flexibility to reduce
the number of ORP vendors in order to obtain lower fees and make other improvements
without materially affecting program quality.

Legal Structure

Conclusion 1.5 Although the Retirement andPre-Retirement Advisory Pandias been
fulfilling a useful role in helping to keep members and retirees informedajtpears to now be
somewhat redundantwith the PEBA Board of DirectorsSee also Conclusion 4.9.

The Retirement and PrRetirement Advisory Panel, wdh was established to advise tiBCB
beforethe establishment of PEBWas created when the®Bwasthe only Trustee of the
Retirement Systemand member representation was notherwiseavailable ThePanel is
directedto meetannuallyby S.C. Code Ang8§ 9-2-30 and9-2-40 to reviewretirement and
preretirement programs and policies, propose recommendations, and idengfpr issues for
consderation. Howevergiven the new structure of the PEBA Board, which has representative
members who serve as Board members, the General Assembly skeoaltsider the intended
original purpose for the Retirement and PRetirement Advisory Panel and detene if that
original purpose is now being met by PEBA

Receiving stakeholder input is critically important to the proper functioning of the PEBA Board.
However, having two separate Boards (the Retirement aneR@t@ement Advisory Panel and
PEBA) is natleal. There has been little interaction between the panel and the PEBA Trustees
or members of theBCB While the panel coultbe restoredby PEBAO playa more effective
advisory role an effectivePEB/Astakeholder engagement and communication plaould likely
achieve the same goalémproved communication and engagement between PEBA and fund
participants could be achievda replacing the panel with a broader outregalogramwhich
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could includeconveningregulardirect forums involving PEBA Trustesff, participant groups
and other stakeholders.

Recommendationl.5: The Gearal Assembly should eliminatéhe requirement for a
Retirement and PreRetirement Advisory Panel, in the context of an improved PEBA Board
communications and engagement plahat covers a broad range of stakeholder groups. See
also Recommendation 4.9

Conclusion 16: The appointment process for PEBA Board members is not consistent with
peer practices or with similar South Carolina State entities in regard to length of terms,
staggered terms, rigid appointment criteria and service at the pleasure of appointing
authorities.

The omposition of the PEBA Board is fairly consistent with boards at peer fatideugh
PEBA isne of only two agencies in the peer group thais all @pointed members Four of the
seven peer boards have elected membansl four have ex officio members

Table3 Board Composition

Ex-Officio Appointed

State Officers

Plan Participants

Retirees

Members of the
Public

Industry
Representatives

Employer
Representatives

However, while the statutory provisions governing appointment of PEBA Trustees might have
been a mtural outgrowth of the legislative calendar in place at B@Bvhen the retirement

and insurance benefits programs were transferred from B@Bo PEBA, they are inconsistent
with peer practices and with the appointment process used for similar SouthiGaState
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entities. Furthermore, we identified concerns that the appointment categories from which
General Assembly leaders must make appointments, although intended to provide
representative balance on the Board, are arbitrarily restrictive.

PEBA BodrMembers are appointed to twgear terms, all of which begin on July firsewen
numbered years, and serve at the pleasure of their appointing authorities. In addition to
experience and education qualifications, there are specific criteria for eaitte @oard
Members that are appointed by leaders in the General Assembly:

1 The two members appointed by the President Pro Tempore of the Senate must
include a norrepresentative member and one who is either an active or retired
member of the South Carolinakte Officers Retirement System (SCPORS);

1 The two members appointed by the Chairman of the Senate Finance Committee
must include a nowrepresentative member and one who is a retired member of the
South Carolina Retirement Systems (SCRS);

1 The two membersippointed by the Speaker of the House of Representatives must
include a norrepresentative member and one who is an active contributing State
employee member of the SCRS;

1 The two members appointed by the Chairman of the House Ways and Means
Committee musinclude a norrepresentative member and one who is an active
contributing public school district member of the SCRS.

The ASbenchmark survey showed that the twear term for PEBA appointees was shorter
than the term for trustees at any peer fund. Tim®st common length for trustee terms is four
years.

Table4 Standard Length of Trustee Tesn

Is there a standard length of an elected or appointed trustee's term?

4
3
2 -
B Appointed

1 ] PiBA M Elected
0 n T T T T T 1

No lyear 2vyears 3years 4dyears 5Syears

standard

term

42

Funston Adisory Services LLC



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

We also surveyed the peer group regarding the practice of having staggered t€hmas.
prevailing practiceas shown belows to stager terns to ensure continuity.

Table5 Use of Staggered Terms

Are trustee terms staggered to ensure continuity?

Highlighted box indicateBEBAesponse

None of the peer funds allow trustees to be removed by the appointing authority without
cause.

Table6 Removal of Trustees

Can a trustee be removed for any reason, including
for cause? (n=5 — two indicated laws are unclear)

By the Governor

By the Legislature 0

By the State Attorney General

By the trustee’s appointing authority

w| s~ 1| &

By fellow trustees 2

Highlighted boxes indicatd3EBAesponses

While experience qualification requirements are common for appointed trustees, PEBA's are by
far the most specific and stringent.
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Table7 Trustee Qualificatbns

Appointed members. N=6 Not Applicable

Are specific qualifications required for trustees? If so,
what are they?

Comments:

Must be competent by training or experience in finance, accounting or pensions.

One must have at least five years of experience in actuarial analysis, administration of an employee benefit
plan, or significant administrative responsibility in a major insurer

Three members of the board must have experience in business management, pension management or
investing.

PEBA: A non-representative member may not be appointed to the board unless the person possesses at least
one of the following qualifications: (a) at least twelve years of professional experience in the financial
management of pensions or insurance plans; (b) at least twelve years academic experience and holds a
bachelor's or higher degree from a college or university as classified by the Carnegie Foundation; (c) at least
twelve years of professional experience as a certified public accountant with financial management, pension,
or insurance audit expertise; (d) at least twelve years as a Certified Financial Planner credentialed by the
Certified Financial Planner Board of Standards; or (g) at least twelve years membership in the South Carolina
Bar and extensive experience in one or more of the following areas of law: (i) taxation; (ii) insurance; (iii)
health care; (iv) securities; (v) corporate; (vi) finance; or (vii) the Employment Retirement Income Security Act
(ERISA). (2) A representative member may not be appointed to the board unless the person: (a) possesses
one of the qualifications set forth in item (1); or (b) has at least twelve years of public employment
experience and holds a bachelor's degree from a college or university as classified by the Carnegie
Foundation.

In addition, the PEBA appointment process is quite different than what is used for RSIC
Commissioners and for the Retirement and-Retirement Advisory Panel (RPAP). RSIC
Commissioners are appointed for fiyear terms and may only be removed InetGovernor

for malfeasance, misfeasance, incompetency, absenteeism, conflicts of interest, misconduct,
persistent neglect of duty in office, or incapaciPAP members are appointed for fexgar
terms and are limited to serving two consecutive terms.

If the General Assembly eliminates tR®ARsee Recommendation 1,3he BCB might want to
develop a procesdat involvesthe PEBA Board and participant groupsdentifyingpotential
selection criteria and¢andidatedor appointmensto the PEBA Boardrlhiswould ensure that
the BCBhas ongoingtakeholder interactiorand ®uld supplemenPEBA'stakeholder
communicationglan.

It could alscexpandthe candidate sourcing process$n addition, itmightfit with our
recommendation for the PEBA Bodaodbecome more proactive in periodically evaluating the
Board's collective capabilities against a desired skill set ntatagordinateTrustee education
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priorities (and potentially identification of Board Member candidates) with development of
neededBoad capabilities. (See the discussion following Conclusion 1.11.)

Recommendation 1.6 The General Assembly shoulghdate the PEBA Board Member
appointment process to be more consistent with peer practices. This should include
consideration of four or five-year staggered terms, subject only to early removal for cause.
might also include consideration of changes in the appointment process to improve
engagement with participant groups and the PEBA Board by establishing a process for them
to submit qualfied candidates for consideration by the appointing authorities.

Conclusion I7: Statutory provisions requiring that the PEBA Board meet monthly are no
longer necessary and impair the Board's ability to efficiently structure board and committee
meetingsto best address scheduling constraints and work flow cycles.

While it was important that the PEBA Board meet monthly during the agency and Board
formation phase, the need for monthly Board meetings no longer appears to be necessary.
Nevertheless, the Bad is required by Statute to meet every month. Our interviews identified
wide agreement on the need for greater flexibility in scheduling board and committee meetings
to meet scheduling and work flow requirements. Length and intensity of Board meetisgs ha
lessened, particularly sindbe appointment of the permanent Executive Director.

In addition,our benchmark survey found thdbur of sixpeer agenciemeetsix times per year
or less and only one other had monthly meetings similar to PEBA.

Table8 Most Peer Boards Meet Less Often Each Year than PEBA

On average, how many times has your Board met annually over the past three years?

il
3
5 | PEBA
: ] I 1 E
O l T T T I I T T I
4 or 5 6 7 2 9 10 11 12 or
fewer more

Recommendabn 1.7: The statutory requiregnent that the PEBA Board meabhonthly
throughout the year should be repealed.
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Board Delegation, Powers Reserved and Strategic Focus

Gonclusion 1.8: Board members would benefit from greater clarity about application of the
fiduciary duty of loyalty, periodic refreshers and a standard protocol for fiduciary training.

Our interviews identified broad agreement that the Board, as a newmgavg body, has not

yet fully developed mature governance practices. Theyear deferral in appointment of a
permanent Executive Director (thougtwas alsahe result of the General Assembly's epear
delay in extending the State's indemnificatioropision to cover PEB#dthe statutory grant

of authority to the Governor and the Chairmen of the House Ways and Means Committee and
the Senate Finance Committéejointly appoint the Executive Directdhrough December 31,
2013, along withthe Board'sacknowledged drift into management and operational details
during this period of transitional executive leadership, illustrate difficulties that the Board has
experienced.

Several relatedhtemes became evident during thisview.

Greater clarity about @iuciary duties is needed to help the Board better understand its role.
More focus orpractical application of the duties of loyalty and impatrtiality seem to be
especially relevantFor example, there appears to be confusion about whether Trustees have a
fiduciary duty to taxpayers and appoing authorities. (See the discussion AppendixA of the
fiduciary obligation to impartially discharge duties solely in the interests of the retirement
system, participants and beneficiarjagithout subordinatingiose interests to personal

agendas or the interests of other parties.)

There also seero be misconceptions about whether Trustees represent only the interests of
the group from which they were appointed or whether they have an impatrtial fiduciary duty t
look after the interests of all fund participants and beneficiari€®ee also Appendix A.)

Recommendation 1.8: Training of new Trustees and periodic Board fiduciary education
updates should include expanded treatment of the duties of loyalty and imjpality, the

different roles of Trustees and plan sponsors and the distinct functions of the Board and staff.
(See also the text accompanying Conclusion 7.4 for related discussion.)

Conclusion 1.94: While the Board's decisiomaking process has beenasonably effective,
the two-year deferral in the appointment of a permanertixecutiveDirector contributed to a
serious delay in the development of PEBA's capabilities.

Conclusion 19.2: Now that a permanent Executive Director has been hired, the Boaaaild
benefit from disciplined application of a powers reserved analysis to provide greater clarity
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around the distinctly different roles of board and staff and provide context for the delegation
of responsibilities to the Executive Director and staff.

Caclusion 1.9.3 With the initial PEBA organization tasks accomplished, the Board should
now turn more of its attention to strategic planning, including a focus on both shamd
long-term goals.

Attention should be brought to the different functions etistees ancemployersin regard to
plan and benefit structure versus program implementation. We heard different opinions about
whether (and how far) the Board should go in shaping the design of PEBA's programs.

An improved understanding is also requireidize distinctly separate functions of the board as
a policy and oversight body and the staff as operational entity that implements the board's
policies. Trustees and staff both acknowledged that the dividing line between these roles
moved significantly ding the years without a permaneiiixecutiveDirector.

A more deliberative organizing framework for delegating powers to staff and for determining
what decision authority should be retained by the Board would help the Board establish
priorities, identify @als and refocus on strategic issuéslist of potential powers reserved
framework that was developed by Funston Advisory Senwas#sdes:

Set / approve board administrative policies and processes

1. Promote effective stakeholder relations and advocateldfeneficial legislation
Set mission and oversee performance

Set enterprise strategy and budgets

Set / approve board governance processes

Select executive management, evaluate and set compensation

Set investment strategies and oversee ongoing investmerfopmance.

Set / Approve enterprise risk policy framework and oversee effectiveness of
enterprise risk management

8. Oversee ethics and enterprise policy compliance

No g~ wDN

While the PEBA Trustees have made appropriate delegations, we were unable to identify a
consigent understanding of what tasks should be delegated and.wihe Table below

provides suggested categories around which a framework could be developed to organize the
Board's powers reserved.
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Table9 Suggested Framework fordard Authority Analysis

Authority | Description

Conduct | The board performs the tasks described.

Set The board is actively engaged in developing
the strategies and plans for the delegated
activities and has final approval authority.

Approve | The boardhas final decision authority on
delegated activities.

Oversee | The board requires adequate information to
watch over, scrutinize, and provide direction
and support, as appropriate (as distinct from
close supervision and ddg-day
management), on deleded activities.

Thisreview also identified a transition from basic organizational tasks during the phase where
the focus was on development of a new organization to a more mature phase with a focus on
strategic planning. Now that a permanditecutiveDirector is in place, it appears that this
phase can move forward. Accordingly, it is important that PEBA's nascent strategic planning
and risk identification process focus on both neamd longterm (at least three to fiveyears

out) time frames.

PEBAs current annuaplan, which primarily addresses goals and operational priorisasuld

be supplemented with #hree- to five-yearplanthat is more strategicLongerterm planning is
needed to both identify and prepare for coming challenges (suckafistsrnover, aging
technologies, demographic changes, evolving best practices) and to prioritize completion of
PEBA's neaerm program and service integration goals (such as fully combining similar
program functions and consistently delivering compeétretirement and insurance program
services).

Reconmendation 1.91: The Board should engage in a deliberative process to develop a
conceptual framework governing delegation of authority and reservation of powers to the
Board. Given the inherent confiis between Trustees and staff in this exercise, consideration
should be given to engaging an independent expert to assist with the process.
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Recommendation 1.9.2 The Board should continue to prioritize and spend more time on
strategic planning, identifiation of program goalsdesired outcomesimplementation
strategies targets and measures to successfully meet PEBA's challenges

Recommendation 1.9.3: The strategic planning process should garéqular consideration to
risk identification, compliancassuesand staff development, over both shoftand longterm
(three to five years) time horizons.

Board Bylaws and Committee Charters

Conclusion 1.10 While the Board's Bylaws and Committee Charters provide an appropriate
level of guidance, the Board shuld consider several improvements.

The Board's Bylaws and Committee Charters are generally consistent with those of peers and
cover most of the topics that are typically included in governance documents. However, there
are several items that merit considgion by the Board.

While the Board's meeting minutes reflect an open and inclusive process for addition of agenda
items at the beginning of each meeting, the Bylaws provide only a cursory mention of the
process for developing meeting agendas.(the Chairman shall propose agendas for Board
meetings). The Committee Charters merely reference adherence to rules outlined in the
Bylaws. In order to avoid potential future disputes over Trustee and Executive Director input
into the agenda setting proces$e Board should consider formalizing its process for
establishing and approving agendas.

Whilethe Bylaws provide for establishment of an Executive Committee, we did not locate a
Charter for that Committee. If the Executive Committee is still in exigtethe Board should
establish a formal Charter for it. If the Committee remains in charge of evaluation of the
Executive Director, it should contain a framework for conducting the evaluation.

We note that the process for appointment of Committee membmatains the same provision

that is in the Statutes for appointment of PEBA members in regard to service at the pleasure of
the appointing authority (in this case, the Board Chairman). Given that we are recommending
removal of that statutory provision, weecommend that the Board also consider removing the
ability of the Chairman to remove Committee members at any time without cause. An
alternative removal process, such as a vote of the Board, could be provided.

The Bylaws allow a Board meeting to beezhly the Board Chairman, Executive Director or
any two members of the Executive Committee. However, the Committee Charters only provide
for the Committee Chairman to call meetings. The Board should consider whether a provision
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allowing Committee memberand the Executive Director to call meetings of a Committee
should be created that parallels the Board provision.

We did not see Position Descriptions for Board and Committee officers. While this is not
unusual amongst peer funds, it is a leading pradiicdevelop Position Descriptions for Board
and Committee officers and even for Board members. The Board should consider whether
Position Descriptions would be helpful to new Trustees.

The Bylaws do not provide a process for taking disciplinary action wfi@ustee has violated
applicable laws or Board policies. Although a Trustee's appointing authority has the ability to
remove an appointee at any time, the Board should consider whether adoption of a Board
disciplinary policy would be appropriate. liracrecommendation that the PEBA Trustees'
appointing authorities' right to remove appointees at any time for no reason is repealed, the
Board might want to have a process in place to use in the event of misconduct that allows the
Board to consider, for exaple, censure of a Trustee for misbehavior, formally referring a
matter to an enforcement authority, revoking Committee appointments or officer positions or
taking other disciplinary action.

The Board's Continuing Education Policy contains a processganah of participation in
outside educational programs and reimbursement of expenses upon approval of the Board
Chairman. However, we did not see a corresponding approval process for the Board
Chairman's own patrticipation in an outside educational prageand approval of his travel
expenses.

The Board should consider formalizing a process for approval of the Chairman's participation
and expenses by another officer, perhaps the Vice Chairman. In addition, the Board should
consider formally requiring thgparticipation and costs be reported to the full Board, as well as
to the appointing authorities. This would facilitate monitoring of education and ethics policy
compliance by cdiduciaries.

Recommendation 1.10 The Board should consider further imprimg its Bylaws and
Committee Charters by:

1 Formalizing the process for development of meeting agendas;

1 Creating a Charter for the Executive Committee that includes a framework for
evaluation of the Executive Director;

1 Removing the provision that has Commé members serve at the pleasure of the
Board Chairman;

1 Establishing procedures for calling a Committee meeting that parallel those for
convening a Board meeting;
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1 Developing position descriptions for Board and Committee officers;

Creating a Board disciplary policy;

1 Formalize a process for approving the Board Chairman's educational program
attendance and cost reimbursements;

1 Including the Board's SelAssessment process in the Bylaws and using it to identify
Trustee training priorities.

=a

Conclusion 1.11:\&luation processes for the Board, Executive Director and staff appear to be
adequate and consistent with peer practices. However, as a leading practice, the Board could
consider engagement of a third party facilitator to assist with the Board evaluatiangess.

The PEBA Executive Director is evaluated through a standard state process conducted by the
Agency Head Salary Commission. The PEBA Board prepares a summary of performance and
salary recommendations and submits it to the Commission for approva.Commission

consists of four appointees of the chairman of the House Ways and Means Committee, four
appointees of the chairman of the Senate Finance Committee, and three appointees of the
Governor with experience in executive compensation.

Annually, thePEBA Board chair distributes two forms to collect Board member feedback, one
requesting feedback regarding the performance of the Executive Director, and the other a self
assessment questionnaire regarding the performance of the PEBA Board. At thersantbei
9ESOdzi A ¥S 5ANBOG2NI Aa &1SR (2 LINE BaaRIS T2 NI f
members seemed to generally believe this process has been effective and should be continued.

The Board's use of a s@elfsessment process is a leading practiat has been adopted by only
one of its peers in thEASenchmark survey. The process appears to be robust and was cited
favorably in our interviews. We suggest that the Board consider incorporating the annual
board selfassessment process in the 8yk in order to ensure it becomes a regular discipline
that is in place when the Board needs it to address dysfunctions.

We also think the Board should consider improving the process by linking it to the Board's
Education Policy. This could be done byaloping an inventory of Board skills and comparing
it to a Board matrix of desired skills that are needed on the Board. The result could help the
Board and Executive Director prioritize training programs and recommend educational
opportunities in ordetto round out the skills set available on the Board. The matrix of desired
skills might also be useful to appointing authorities.

Periodic engagement of an outside expert to assist with theassgéssment process should also
be considered, as a number ather public pension boards have found that to be valuable.

51
Funston Adisory Services LLC



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

However, advice of legal counsel should always be sought in connection with Board self
assessment matters to ensure that confidentiality of evaluations can be maintained. The
usefulness of Bodrevaluations declines when the results become public information.

Recommendationl.11: The Board should periodically engage a consultant to facilitate the
Board's seHassessment and improvement process, perhaps on a biennial basis

Board Oversight oftie Audit, Risk and Compliance Functions

Conclusion 1.12.1 With a permanent Executive Director in place, risk management and
compliance oversight functions should be prioritized, and consideration should be given to
assigning risk identification and managnhent oversight to a specific committee.

Conclusion 1.12.2 Board and Committee oversight of the audit process could be improved
through further strengthening of the internal audit function. (See also the text accompanying
Conclusion 2.5 for related comnmés.)

During PEBA's initial development and organization phase, enhancement of the risk
management and compliance functions was in competition with a number of other priorities
that were more time sensitiveHowever, now that a permanent Executive Diggads in place

and PEBA has begun to prioritize strategic planning, these functions will surface as important
concerns that are related to the strategic planning process. Given the array of risks and the
range of compliance issues at an organization WIHBA's responsibilities, we think that
prioritization of the risk identification and management program and compliance functions are
important. We note that PEBA already has advisors and consultants in place that can assist
with the process. However, alust risk management and compliance review might identify
areas where additional expertise is needed. The Board should consider where it will assign
primary Committee responsibility for oversight of this major project.

Recommendation 1.12 The Board sbuld proceed with prioritizing enhancement of PEBA's
risk identification, risk management and compliance functions. Consideration should be given
to the appropriate assignment of Committee oversight responsibilities for this initiative.
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Board Communicabn Policy

Conclusion 1.13The PEBA Board does not currently have a communication pol{§ge
Section 4 for additional comments).

According to our benchmarking survey, most peer agencies do not have a communications
policy. However, we did hear comntsrirom several employee and retiree groups that
communications with the PEBA Board could be improved.

Recommendation 1:13The Board should evaluate mechanisms to improve its tway
communication wih stakeholders(See Conclusion 2.10 and Section 4 @onclusiors on
PEBA's Communications Policy and related Recommendat)ons

Fiduciary Insurance

Conclusion 1.4: PEBA's indemnification policy and fiduciary insurance coverage are
consistent with other public pension funds.

PEBA Trustees are covered bgtate statutory indemnity and defense obligation for damages
and lawsuits arising out of agency business. Commercial fiduciary liability insurance is also
purchased by PEBA for itself and the other trust fund fiduciaries. The current amount of
coverage i$25 million. This is similar to practices of peer funds, where most are also
indemnified by statute. However, although only one of its peers purchases fiduciary insurance,
PEBA's insurance also covers RSIC and the otHieluctaries. Purchase of fiducyainsurance

for pension investment agencies is more common. During the Funston RSIC fiduciary audit, we
found that half if its peers purchased fiduciary insurance.
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Tablel0 Indemnification

Are your trustees indemnified for damages and lawsuits arising from retirement
system business; if so, is this required under state statute or through Board policy?

Yes, required under state statutes

Yes, required through Board policy 1

No, our trustees are not indemnified 0

Please indicate if you self-insure or purchase commercial Directors' and

Officers' insurance.

We self-insure

il
We purchase commercial insurance -

If your agency has indemnification insurance, what is:

The total amount of coverage

$250k;

The deductible amount

Comment: We self insure through the state risk management pool, to which we pay
premiums.

Highlighted boxes indicatd2EBAesponses

PEBA's fiduciary insurance coverage is consistentthatiother agency in the peer group which
also purchased insurancelhe $1 million selhsured retention under PEBA's fiduciary policy is
higher than the other agency bwiithin the range forcomparable public pension fund
investment organizations that was referencedthe RSIC fiduciary audit.

54
Funston Adisory Services LLC



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

2. POLICY REVIEW AND DEVELOPMENT

2.1 Scope of Review

The policy review and development assessment includes an evaluation for reasonableness and
adeqq O& 2F t9.!1 Q&8 SEA&AGAY3I LREtAOASE YR (GKS LINZ
GKSUKSNI t9.! Qa LRfAOASAT LINRPOSRIZNBAI LINIY OlGAOS
AYLX SYSYGSR IyR NBFTfSOGAGS 2F GK®@rancasbmR 2F 5A
governance.

Thisreview addressed the following specifiolicies

1. Ethics Policy and enforcement for identifying, disclosing, reporting and mitigating
conflicts of interest (to include travel/gift policy and expense reimbursement policy)
Valuation Policy

Funding Policy

Investment Policy

Audit Policy

Staff Compensation Policy

Risk Management Policy

Whistleblower Policy

. Customer Service Policy

10. Communication Policy

11.Procurement Policy

12.Trustee Education Policy

13.Board Expense Reimbursement Policy

14.HIFPA Privacy Policy

15.Claims and Appeals Procedures

© o Nk wDd

2.2 Standard for Comparison

We utilized the experience and expertise of the project team, a new PEBA benchmarking survey
commissioned specifically for this reviand our public pension governance databds

identify where PEBA is consistent with or different from other state public pension benefits
administration agencies in these areas. We reviewed all formal policies, as well as policy
related documentation, statutes and memoranda.
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2.3Summary of Plicy Review and Developmentonclusions

t 9.1 Q& LRfAOASA INBE IASYySNIrffe NRoOodzald YR AyO?2
LIN} OGAOSaod t 9.1 Qa I2PSNYAyYy3a 02RASEA akKz2dzZ R K
regular basis to ensure they remailevant andcompliant. PEBA and its Board have spent

much of the past two years in operation establishing the necessary policies and procedures, as

well as updating predecessor policies.

Conclusion 2.1: The Ethics pa&by which PEBA is governed amasonable and adequate
FYR NBFESOGa t9.!Qa O02YYAGYSyld G2 KAIK SGKAO!I
employees.

Conclusion 2.2: PEBA complies with the statutory valuation mandates set forth in the South
Carolina Code of Laws through its consultatiretationship with its actuarial consultant,
Gabriel Roeder Smith and Company.

Conclusion 2.3: PEBA complies with the statutory funding mandates set forth in the South
Carolina Code of Laws.

Conclusion 2.4: PEBA assumed oversight of the Deferred Comgi@mgaogram in January
2014 and the Investment Policy has not yet been reviewed.

Conclusion25t 9. ! Q& . 21 NR f S@St ! dzRAG t2fA0e Aa 0O2y:
used by other systems.

Conclusion 2.6: As a South Carolina State gowesnt agency, PEBA is required to adhere to
the salary plan designed and regulated by the Human Resources Division of the South
Carolina Budget and Control Board.

Conclusion 2.7: PEBA does not have a risk management policy that applies to the integrated
organization. The risk assessment procedures utilized by the SCRS prior to the merger were a
comprehensive internal risk selissessment tool.

Conclusion 2.8: PEBA is subject to the state whistleblower statute and reporting process,
therefore, a standalone whistleblower policy is not necessary.

| 2y Of dzZAA 2y HOPY t9.! Qa /dzai2YSNI { SNOBAOS t 2f
Statement and statement of Core Values.

Conclusion 2.10: PEBA does not currently have a communications policy.
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Gonclusion 2.11: PEBA utilizes the Budget and Control Board's statui@tjyired polcies for
procurement of servicejowever, its procurement process can be improved.

Conclusion 2.12: The Board maintains a continuing education policy, which is integra
developing Board member expertise in upholding fiduciary best practices. However, there are

no required topics.
| 2y Of dzZAA2Yy HDPMOY t9.1Qa .2FNR ¢NI} @St wSA YO dzN
| 2y Of dzaA 2y HOmnY t 9. ! Qraceduled ateladeduibtd afid réadonahle.f A OA S
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2.4 Findings and Recommendations for each Policy Review and Development
Conclusion

Ethics Policy

Conclusion 2.1: The Etlipoligesby which PEBA is governed are reasonable and adequate
YR NBFtSOla t9.!Qa O02YYAlYSyld (G2 KAIK SGHKAOL
employees.

PEBA Board members and employees are subject to the State Ethics Act, which governs the
ethicalconduct of South Carolina public officials and public employees. In addition, the Board
adopted a supplemental Ethics and Conflotdnterest Policy. The policy provides additional
standards of conduct and guidance on conflicts of interest for Boanimees. We support the
.2FNRYa STF2NIa Ay FTR2LIGAY3I GKS &dzLJL) SYSy il €
to ethicalbehavior.

Some of the terms used in the supplemental policy, wiaippears to bébased on a model
policyused at other fundsareambiguous, and additional detail may be beneficial for trustees.
For example, the policy could further detail who is included in a Board member's "family" for
purposes of the policy, and what constitutes a "personal or private commercial or business
relationship.” Including examples within the policy, and during Board fiduciary training, can
also help Board members to fully understand the application of the conduct requirements to
their personal situations.

Recommendation 2.1To provide the most assistece for Board members in understanding
and upholding ethical requirements, thethicspolicy stould be expanded to provide
additional framework around the ethical standards.

Valuation Policy

Conclusion 2.2: PEBA complies with the statutory valuationnuates set forth in the South
Carolina Code of Laws through its consultative relationship with its actuarial consultant,
Gabriel Roeder Smith and Company.

Title 9 of the South Carolina Code of Laws requires PEBA to engage an actuary to serve as the
technial advisor to the Board, to perform an experience study at least once every five years
and to make an annual valuation of the contingent assets and liabilities of the Retirement
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System’: PEBA contracts with Gabriel Roeder Smith & Company (GRS) foraatoasulting

services. Thus, PEBA complies with the statutory valuation mandates set forth in the South

Carolina Code of Laws through its consultative relationship with GRS. also performs

I OlGdzk NAFE @Ffdz-GA2ya F2NIt9.!1 Qa ht 9. (NHzaG 7Tdz

The overallactuarial services and process provided to and utilized by Bep#arreasonable
and adequate for the retirement, health and disability plans administered by PEBA.

¢KS @lLfdzad GA2Yy YR FTdzyRAy3 YSiK2R2f 23@eatdeli Af AT S
detail in Section 6: Actuarial Matters.

Funding Policy

Conclusion 2.3: PEBA complies with the statutory funding mandates set forth in the South
Carolina Code of Laws.

t9.!1 Qa FdzyRAy3 LRftAOE A& YIYRIGSR atesfauthd G dzi S o
Retirement System are determined in accordance with the provisions set forth in Title 9 of the

South Carolina Code of Latv&he funding policy set forth in the statute is reasonable and

adequate insofar as it provides for the employer andoémgee contribution rates to be

I R2dzaG SR o0l aSR 2y (GKS lyydzZft aasSaaySyd 2F t9
the Retirement System to maintain a funded ratio of at least 90%. The statute, enacted in

2012, sets forth the employer and emplayeontribution rates for fiscal years 202913,

20132014 and 2014€0153 The statute authorizes the Board, after June 30, 2015, to increase

the percentage rate in employer and employee contributions on the basis of the actuarial

evaluation, subject tomannual increase cap of osalf of 1%"

If the scheduled employer and employee contributions set forth in the statute for fiscal years
20122013, 20122014 and 2014015 are insufficient to maintain a 3@ar amortization
schedule for the unfunded lidlities of the Retirement System, the statute requires the Board
to increase the contribution rates in equal amounts for the employer and employee

1 S.CCODEANN. 88§9-1-240, 9-1-250 and 9-1-260 (Law. Ceop. 1962)
2 S.CCODEANN. §9-1-1085 (Law. Ceop. 2012)

3 S.CCODEANN. §9-1-1085(A) (Law. Coop. 2012)

4 S.CCODEANN. §9-1-1085(B) (Law. Coop. 2012)
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contributions as necessary to maintain an amortization schedule of no more than 30 years,
notwithstanding theannual increase cap of orwlf of 1%

The statute authorizes the Board, after June 30, 2015, to decrease the percentage rate in
employer and employee contributions if the most recent actuarial valuation shows a funded
ratio equal to or greater than 90, if the Board determines that such decrease will not result in

a funded ration of lessthan 90%¢ Kdza s GKS aGF GdziS LINPOARSE t 9.

make adjustments in current and future contribution rates to maintain an adequate funding
ratio.

Il OO2NRAY3I (2 Dw{Qa {GlI0SYSydG 2F / SNIUAFAOI GA
combined funded ratio for all retirement systems under its authority decreased from 67.9% in

2y
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expectations for the next several years as outstanding deferred investment losses become fully
recognized in the actuarial value of assets.

Investment Policy

Conclusion 2.4: PEB#&sumed oversight of the Deferred Competisa program in January
2014 Thelnvestment Policyhas beerreviewedand approved

The Board assumed oversight of the Deferred Compensation program on January 1, 2014. The
Program's Investment Policy Statement wagiewed by theRetirementCommittee and

amendedby the Boardn October2013 to recognize this transition by noting that the Board

would be acting as administrator, trustee and governing body for the progiEme. Policy is
reviewed annually.

Audit Policy

Conclusion 2.5t 9. ! Qa vel 2ddiNBRIicy iSconsistent with other Board level policies
used by other systems.

t9.!1 Qa8 CAYlIYyOSS ! RYAYA&UNYGA2Yy I ! dzRAG | yR
.21 NRQa ! dzRAG t2f A08 gKAOK A& ThizhibstedeStRudit Yy R |

5 S.CCODEANN. §9-1-1085(C) (Law. Ceop. 2012)
6 S.CCODEANN. §9-1-1085(D) (Law. Coop. 2012)
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Policy was adopted on July 17, 20The Audit Policy consists of 1) responsibilities of the
Internal Audit Function; 2) coordination and communication between the Board and the Chief
Audit Executive; and 3) identified internal audits to lmaducted during the course of the year.

CAZNIKSNXY2NB>X LYGSNYyIlFf ! dzRAGQA / KFNISNJ 6 LILINRE @
Standards set forth by the Institute of Internal Auditofese standards consist of the
following components are documedtR SAGKSNJ Ay Ly dSNYyIFf ! dzZRAG QA

#1000¢ Purpose, Authority and Responsibility
#1100¢ Independence and Obijectivity

#1200¢ Proficiency and Due Professional Care
#1300¢ Quality Assurance and Imprement Program
#2000¢ Managing the Internal Audit Activity
#2100¢ Nature of Work

#2200¢ Engagement Planning

#2300¢ Performing the Engagement

#2400¢ Communicating Results

#2500¢ Monitoring Progress
#2600cwSazfdziAz2zy 2F {SyA2NJ alylF3asSySyidqQa !0
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The Internal Audit functionconsei2 ¥ 2y S AYRAGARdzZIf ol G GKS GAY
fieldwork, however, an additional employee was hiredNiovember2014.

t 9.1 Qa Ly{SNY Influcts ateRebaidindtedrgudits felatiyig t@aberational, financial
and compliance audits, whereas employer insurance audits are conducted within the benefits
administration functions.

The Audit Policy calls for a comprehensive risk assessment every frge @eaprehensive risk
assessments are more commonly conducted every two or three years to ensure more timely
identification of risk issues and priorities.

Staffing levels need to be evaluated based on the maturity level of the organization and the
heighSy SR t S@St 2F NARa] AaadzSa o0SAy3I ARSYGAFASR

Recommendation 2.5PEBA should increaghe frequency of its enterprisevide risk
assessment.Currently, one is conducted every five years; however, given the significant

changesi KI G KIF @S 200dzNNBR Ay t9.!1 Q& fSIFRSNAKALE |
more frequent risk assessment would help to ensure that new issues or concerns are

promptly identified and prioritized for remediation.
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Staff Compensation Policy

Conclusim 2.6: As a South Carolina State government agency, PEBA is required to adhere to
the salary plan designed and regulated by the Human Resources Division of the South
Carolina Budget and Control Boa(BCB.

All PEBA positions are assigned a state jassdication which is linked to the appropriate state
L& oFyR 2NJ alflFNE aNIy3ISé F2NJ GKS Ofl aairxfiaol
reference a minimum, midpoint and maximum salary.

According to documents provided by PEBA, compensation artigmodescriptions are

evaluated on a regular basis. Most personnel actions generate a review of compensation, such
as hiring, requests for pay adjustments, reassignments and position updates. As such, with
each such personnel action, a review of theipos description is initiated to ensure that the
position is appropriately classified. Salary is evaluated in comparison with internal salary data,
state government salary data and, when appropriate, private sector salary data.

PEBA utilizeBCBEmployedPerformance Management System Policy and Procefitursalary

increases. ThBCBEmMployee Performance Management System Policy and Procedure provides

- F2NXYEFE YR adNHzZGdZNBER YSUOUK2R FT2N) S@Ffdz2 GAzy
which serveasa basis and justification for the award of the salary increase. REBA

compieswith the South Carolina Human Resources Regulations in terms of the range of
compensation and salary increases.

The fact that PEBA positions and compensation for thoséipas are tied to the State job
classification and compensation framework is generally consistent with peer funds.

Recommendation 2.6 PEBA should have a formal compensation policy which documents its
acknowledgement of its status as a South Carolfsi@ate government agency and its

O2YLX Al yOS ¢Qfficof Hum&h Résturcgsdices, job classifications system

and pay bands. A simple statement and reference to the State patitbewhich it adheres
would providedl NI y a LI NBy O& rdafionpdicy to fislemploge¥d dsd to the

public.

Risk Management Policy

Conclusion 2.7: PEBes not have a risk management policy that applies to the integrated
organization. The risk assessment procedures utilizedhs SCRS prior to the merger wnea
comprehensive internal rislself-assessment tool.
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The last comprehensive risk assessment was completed on July 14, 2010, which predated the
merger of SCRS and EIP. As such, the risk assessment applied only to SCRS. Prior to that, SCRS
completed a Minagement Risk Assessment questionnaire issued by the Office of Internal Audit
{ SNPAOSa RAQA&AAZ2Y 2F GKS {GFrdSQa . dzR3ASH FyR /

{AYyOS (GKS YSNHSNE t9.!Qa LYGSNylrt ! dzRAG 5SLI N
assessmernor the integrated organization that is based upon the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) model.

In August 2013, Deloitte & Touche performed an Information Security Risk Assessment on
t 9.1 Qa LYF2NXIidnAzy {SOdz2NARGE Fdzy Ol

Recommendation 2.7.1: Internal Audit should continte developa comprehensive riskelf-
assessment tool for PEBA as integrated organization.

Recommendation 2.7.2: The development of a risk management policy (including risk
appetite and risk blerance) should be the responsibility of executive management with input
from Internal Audit and otherstakeholders

Recommendation 2.7.3An executive should be assigned responsibility and accountability for
the assessment and management of specific siskithin each business function and overall
based on factors such as impact, velocity and vulnerabilitygternal Audit and others can
support management in their selassessments but operating management should be held
accountable for the results.

Recomnendation 2.7.4: The Board should identify the type and magnitude of risks which
ought to come to its attention, e.g., financial, legal, operational, organizational, reputational,
strategic.

Recommendation 2.7.5: The Board should require that the preseiatatof information for all
major decisions include a risk assessment including the risk of inaction.

Recommendation 2.7.6: Internal Audit should focus its audit plans on areas that present the
highest inherent risk and which rely most of the effectiveneskcontrols. Time permitting;
Internal Audit should focus its consulting efforts on areas of high inherent risk and low
control effectiveness.

63
Funston Adisory Services LLC



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

Whistleblower Policy

A

| 2y Of dzZaA 2y HOYY t9.! A& &4Adzo2SO0 (2 dessS { G+ GS
therefore, a standalone whistleblower policy is not necessary.

t9.! Aa &adzmeSO0d (2 GKS {GrdSQa gKAaUtSof26SNJ
Code of Laws. In addition, PEBA publicizes the State's Fraud Reporting Hotlwelsites

FYR LINPGARSA (GKS O2y il OG AYyF2NNIGA2Y | fAyl @
website.

Customer Service Policy

Conclusion 2.9: PEB¥&ustomer Service Policy is generally reflected inditaft Strategic
Plan for 201415.

IntesgyasS (2 2dzNJ NBljdzSaid F2NIt9.! Qa /dzad2YSN {SI
t 9 . Ur&itStrategic Plafor 2014152 ¢ KA OK aSidia FT2NIK t9.! Qa aAh
/| 2NB +I| f dzSao GvdzZl f AGe / dzali2YSNI . {ISNIIACSNB | #1R ©
GKAOK adridSas Ay NBESOFyld LINLZ a2S O2yaradasSy
customer services, as defined by our customers, and we strive for continuous improvement.

Our interaction with customers is fair, fast, simley R O2 YLINBKSy aAof Sod¢ L
appropriate for an organization to have a Mission Statement and identify certain values by

which it operates.

z
C

Qx

Interviews with directors of the employee and retiree organizations demonstrated a high
degreeofsatis@i A2y GAGK t9.! Qa ASNWAOSOD [ Ft£f [/ SydSt
degree of customer satisfaction, as did interviews with the PedB#cipating employers.

/ 9aQa 0SyOKY!I NJ édgdine ingightin®d théh & 0 EINE PR Rt Sendic®ia Odza (
comparison to its peers. It should be noted, however, that CEM utilizes addatan metric

GKFG R2Sa y20 FaasSaa | Oddz € I LILINEnliatdd t 9. ! Qa O
surveys. In any event, it would be useful to consider the cmimhs reached by CEM in its

analysis.

Documentation provided by PEBA indicates PEBA monitors the quality of its customer service

by way of surveys given to stakeholders (active and retired members, beneficiaries, inactive
members, and employers). ThalQCenter generates yedong survey with questicsthat

FaasSaa GKS GAYSEtAySaas O2dzNISae yR | RSljdz O@
addition, PEBA generates an annual customer satisfaction survey to stakeholders.
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Communication Phcy
Conclusion 2.10: PEBA does not currently have a communications policy.

PEBA does not currently have a communications policy. A communications policy could be
beneficial in outlining Board member communications with each other, staff members,
vendas, potential vendors and other external parties. Recommendations regarding a
communications policy for PEBA will be discussed in greater detail in Section 4: Content and
Form of Communications with Stakeholders.

Procurement Policy

Conclusion 2.11: PERAilizesthe Budget and Control Board statutorily-required policies
for procurement of serviceshowever, its procurement processan be improved

PEBAuses theBudget and Control Board@B) Policies for procurement of services. Services
that have umque characteristic (such as unique types of services, technical competency or
independence, etc.) utilizetheBQa &aAy 3If S &a2dz2NOS 3FdzZA RSt AySa | yR

Until recently there wasan unfilled procurement position anab single PEBA procuremi

aGFFT 2N 022 NRA yddany dignificant ppocure@eént réqiiebt§FtAroughzhil]]

Executive Director, Legal an@BQ & LINRP OdzZNBYSy i Al Aazy (G2 ARSyd
proposals, evaluate bids and execute contracts and monitor tfadity of service delivery.

PEBA has encountered recent challenges in the procurement of certain large contracts relating
to pharmaceutical and healthcare provider benefiBEBAecently hired an experienced
procurement manager; howeveit,is not clea if there will be adequatstaff resourceswith
significant contracting experiende effectively addresthe five major procurements
anticipatedover the next two years

t 9.1 Qa Ly iS NyhhshotHadlaRokmalschedityedaevarating the ppcurement
processHowever, Internal Audit has identified this as an item tbatildbe added to the audit
schedule.

Procurement of certain servicesuch as external financial auditse determined and
coordinated through the Office of the State Auditor.

Recommendation 2.11.:1 PEBA shouldetermine whether it needs additional experienced
procurement resources to address upcoming requirements
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Recommendation 2.11.2: PEBA should consider revisingritssurement process to provide
for a postaudit process byinternal Audit, potentially using a questionnaire.

Trustee Education Policy

Conclusion 2.12: The Board maintains a continuing education policy, which is integral in
developing Board member expertise in upholding fiduciary best practiceawever, there
are no required topics.

The Board maintains a continuing education policy, which is integral in developing Board
member expertise necessary in upholding fiduciary best practices. The policy requires 18 hours
of educational training every two yearsut 12 of those credits appear to be available through
attendance at the Board's annual retrealhe policy does not specify any specific topics to be
covered by the training.

It is important that Trustees receive some independent training that is sé@drom sessions
developed or overseen by staff. This helps to expose Trustees to new ideas and avoid the
potential for "group think."

As noted in Recommendation 1.8, training regarding fiduciary duties for new trustees and
periodic updates for all truses is appropriate and a leading practidgustee training priorities
could also be informed by the Board safsessment preess (see Recommendation 1)11.

Recommendation 2.124: With most Board members only needirgijx additional credits after
attendiy 3 G KS . 2F NRQ&a I y ghorldtietendhéwhEHeritte BaaidS . 2 I NR
members are receiving sufficient training fromdependentoutside sources. If not, the

policy stould be revised to require additional credits or limit the number of credits fraime

Board retreatand staff trainingthat can be used to meetraining requirements

Recommendation 2.12.2: The PEBA Trustee Education Policy skpatify topics on which
training is needed andnclude mandatory fiduciary training on a periodic basand could be
linked with the selfassessment process

Board Expense Reimbursement Policy

/| 2y Ot dzZaA2Y HOMOY t9.! Qa . 2FNR ¢NI @St wSA Yo dzN.
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The Board's Travel Policy states that travel should be for the purposeibinigi€ontinuing

education requirements or performing due diligence when necesdauwysuant to the Board's
Reimbursement Policy, the Chairman must approve all travel reimbursemBotsd member
involvement in due diligence as well as other PE8ated business can be beneficial for the

Board and PEBAAccordingly, the Chairman should continue to approve travel for PEBA

purposes when it is appropriate and beneficial, even if it is not related to continuing

education.(See also Recommendation 1/HEyadingaddition of a provision relating to

F LILINR B € 2F GKS / KFEANYFyQa GNF @St | yR SELISYRA

HIPPA Privacy Policy
| 2y Of dzaA2y HdmMnY t9.!1Qa I Ltt! LINAGIO& LIfAOAS

The HIPAA Privacy and Security policies detadesses and procedures that will aid in PEBA's
compliance with HIPAA requirements. They were reviewed and updated in September 2014,
AYGSaANIGAY3 GKS Y2ald NBOSyd NBIdz I G§2NB NBI dzA N
discussed in greater detail Section 7: Legal Compliance.

Claims and Appeals Procedures
| 2y Of dzZAA 2y HOMpPY t9.! Qa OflAYa FyR |LILISIHEa LI

PEBA's claims and appeals procedures are extensive and provide a number of layers of review
for retirement ard health claims. The process appears to be effective, as the Administrative
Law Court has agreed with PEBA's determination in a de novo review of all cases that we
reviewed.
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3. ORGANIZATIONAL STRUCTURE

3.1 Scope of Review

The organizational structure ssssment includgan evaluation for reasonableness and

I RSljdz- 08 2F t9.! Qa Odz2NNByid 2NBIFYyATIFGA2yf &adN.
{G10S 9YLX 28SS Lyadz2N) yOS t NPINIYZ (GKS wSOANBY
compensation program and other state employee benefit programs under its authority. The
assessment focesl on ascertaining whether there is a need for clarification and/or additional
specifications of the respective roles and responsibilities of the Board of Diseatol PEBA

staff.

The assessment addressed the following specific topics:

A. People/Organization

1. Roles and responsibilities of key staff
Staff position description review
Number, type skill sets, and credentials of staff
Training of staff and education paks
Crosstraining and succession planning
Alternative organizational designs

o gk wN

B. Reporting Lines and Board Reporting
7. Reporting lines, spans of control and segregation of duties (including internal
controls)
8. Adequacy of reporting and disclosure from stafBoard to facilitate oversight

C. Policies and Process
9. Standard operating procedures manual

D. Systems/Infrastructure
10. Adequacy of tools and resources, including IT infrastructure

E. The Memorandum of Understanding with RSIC
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3.2 Standard for Comparison

Wecondué SR AYUSNWASsa 6AGK t9.! . 2FNR YSYOSNET Y
directors, including the Executive Director, the Chief Operating Officer (COQO), the Internal

Auditor, the Director of Retirement Systems Finance, the Director of Employee Insuran

t N2INIY CAYlIYyOSE 5ANBOUGZ2NI 2F ! RYAYAAUNI GA2Yy D
organizational chart, utilized a new PEBA benchmarking sev@ynissioned specifically for

this reviewand the FAS public pension governance database foracamp&y 2+ t 9. ! Qa
LIN OGAOSa 6AGK LISSNI Fdzy R&AX AY [FTRRAGAZ2Yy G2 2dzN

3.3Summary of Organization Structure Conclusions

Conclusion 3.1: The roles and responsibilities of key staff are clearly defined. The recent
reorganization of the eecutive staff should improve leadership and communications; more

clearly balance and define responsibilities; and provide for better succession planning.

CdNI KSNX2NBsZ GKS ONBIGA2y 2F |y SESOdziA @S LRa
significant mprovement.

Conclusion 3.2: PEBA maintains position descriptions for executive staff and management, as
well as for staff in classified positions.

Conclusion 3.3: Our review revealed no organizational deficiencies in the qualifications of
PEBA staff meabers to perform assigned duties. Until recently, there had been significant
understaffing at PEBA due to vacated positions not being filled.

Conclusion 3.4: There does not appear to be a formal training program or policy for staff in
most PEBA departmest

Conclusion 3.5: There does not appear to be a formal cross training and succession planning
policy or program.

Conclusion 3.6: Future organizational developments could focus on additional integration of
retirement and insurance functions where possible

| 2y Of dzaA 2y odTY PyiAf GKS NBOSyid NB2NBFYyAT
with overlapping responsibilities to report to Board subcommittees. Reporting was
streamlined under the new organizational structure.

Conclusion3.8: Sz odzi y2d FffX 2F t9.!1 Qa4 RSLI NLYSyYy(s:
procedures.
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Conclusion 3.9: Our review revealed no deficiencies with regard to tools and resources
available to PEBA staff to perform assigned functions.

Conclusion 3.10: The Merandum of Understanding between PEBA and the South Carolina
Retirement System Investment Commission adequately sets forth the relationship between
and obligations of the two entities to provide support to each other in fulfilment of their
respective stéutory mandates and functions.
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3.4Findings and Recommendations for each Organizational Structure
Conclusion

Background

PEBA is governed by an-iifember Board. The organization itself is staffed by an approved
complement of total of Z0 employees, lethy an Executive Director who reports directly to the
Board. Thexecutivestaff, who assist the Executive Director in running the-ttagday
operations of PEBA, is comprised of the Chief Operating Officer, the Internal Auditor, the
General Counsel, theifgctor of Retirement Systems Finance and the Director of Employee
Insurance Program Finance. In addition to reporting to the Executive Director, the Internal
Auditor also reports directly to the Board.

Each executive staff member oversees one or m&BA departments. The General Counsel

oversees the Legal Department; the Director of Retirement Systems Finance oversees the

F O02dzytAy3 2LISNIGAz2ya FT2NJ GKS t9.!1Qa oSySTAaila
Employee Insurance Finance oversees th@adny G Ay 3 2LISNI GA2ya F2NJt 9. !
GKS LYGSNYIt ! dzRAG2NI 20SNESSE t9.!1 Qa AYyOISNYI f

hLISNFGAy3a hTFAOSNI 20SNBERSSa t9.! Qa 1dzvYly wSazadz
Information Technology, Acarial, Customer Service and Contracts/Procurement.

At the level beneath thexecutivestaff are the directors of the various PEBA departments. At
the departmental level, program managers lead units, many of which contakhewéd
supervisory staff.

Since the July 1, 2012 merger of the South Carolina Retirement Systems and the Employee
Insurance Program, stdffaveintegrated services for the two benefit programs, previously
done by two separate entities, into one organization. This integratiomt yet complete and
will require a certain degree of restructuring to optimize efficiencies and staff expertise in all
functions.

People / Organization
Roles and responsibilities of key staff

Conclusion 3.1: The roles and responsibilitidkey saff are clearly defined. ferecent
reorganizationof the executive staff shouldmprove leadership andcommunications;more
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clearlybalance anddefine responsibilitiesand provide for better succession planning.
Furthermore,the creation ofan execut@S L2 aAGA 2y 2@SNJ t Ba! Qa Ay adz\
significant improvement

Prior to the reorganization announced in early December 2014, there were a number of
organizational issues the review team identified and discussed with the new Executive Director.
Among the issues at that time were:

Lack of a clear leader of insurance operations

Lack of a single leader of finance, budgeting and reporting

PEBA had not integted the employer services function

The need for @apability to support development of new presses and information
systems requirements while maintaining current systems and service levels

1 Lack of apparent executive development paths for succession planning purposes

= =4 =4 A

The new organization in place since December 2, 2014 was designed to addresssbes
and, in our opinion, is a significant step forward organizationally.

Ideally, there should be one PEBA executive position overseeing the Retirement program, such
as a Retirement Benefits Director, and a separate executive position overseeimgtinanice
program, such as an Insurance Program Direcltre lack of an insurance leader was the more
significant issue; amsurance Program Director could lead the development of strategic
planning and implementation with the objective of improving theurance plan over the long

term. It would alsobe appropriate to have a manager alf the Deferred Compensation (DC)

Plans to report directly to the Retirement Benefits Director to ensure the DC plans receive
appropriate visibility and attention.

Therecent organizational change created the position of Health Care Policy Director. While this
position remains to be filled, it is an important step to developing a more strategic health policy
staff and capability within PEBA.

Similarly, PEBAditothasS  / KAST CAYylFYyOALFf hFFAOSNI G2 20@S
'y R LINE OS &Badyet and Fatillies fuiizomasoverseen byhe Director of

Administration. The recent reorganization created a Chief Financial Qfbséron, which is

filled, and budgeting and facilitiesnsore appropriately overseen by a departmental manager

underthe Chief Financial Officer.

Under the COO, there is now a new Employer Services Director position which will be charged
with developing the future strateggnd vision for servicing all PEBA employers in the most
effective and efficient manner.
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With respect to major IT projects involving redesign of the business operatio@perational
Research and Development Department wesated to lead projects that ve@ an enterprise

wide focus. The officeill beled by a trained project manager and have access to staff that are
business pocess improvement specialists.

[ dZNNBydtez t9.! Qa / KAST hLISNI §ingdingHarah OSNI 2 S
Resourcesinformation Technology, Operational Research and Development, Communications,
Customer Service and Employer Servidesthe Chief Operating Officer is directly responsible
forthedayto-RIF @ 2 LISNI A2y a 27F ietiketentproptEhBandiserlitledsi 2 F t
well as support and administratioher level of responsibility is second only to the Executive
5ANBOG2NRA D ' & adzOKXI KSNJ LJ2 &A G Althgughih@re | £ a2 | ]
may be some reluctance tald the title of Depty Executive Director to the Chief Operating

Officer, doing sacould provide a mechanism for a succession plan for the Executive Director

position.

Theorganizational change®cently implementedare significant steps in the direction of a

more professionband modernized leadership structure for PEBA. By implementing these
changes PEBA not only enhanced the effective management of its core functions and
streamlined communication flow to the Executive Director, it has established a solid foundation
for the management and administration of future initiatives and improvements.

Recommendation 3.1.1PEBA shouldansider alding the title of Deputy Executive Director
to the title of Chief Operating Officer to provide a more streamlined flow of communication
between the Executive Director andxecutivestaff, as well as create succession plan for the
Executive Director position.

Recommendation 3.1.20ver the longer termPEBAshouldconsider creatinghe position of
aleader of retirement programs who would dwve responsibility for both defined benefit and
defined contribution and savings programs

Staff position description review

Conclusion 3.2: PEBA maintains position descriptions for executive staff and manageasent,
well asfor staff in classified posibns.

PEBA maintains position descriptions for executive staff and management (unclassified)
positions, which appear to be adequate and detailed. The roles and responsibilities of
executive staff and management positions are set forth in the positi@emgation documents.
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PEB/states it also maintaingritten position descriptions for staff (classified) positions below

the managementlevelf KA OK I NS YIAYydlF Ay SR Ay PEBAQtKer SY LI 2 & S
states that most personnel actions gentxa review of compensation, such as hiring, requests

for pay adjustments, reassignments and position updates. [See Section 2: Policy Review and
Development].

Number, type, skill sets, and credentials of staff

Conclusion 3.3: Our review revealed no orgzational deficiencies ithe qualifications of
PEBA staff members to perform assigned dutiddntil recently, there hadbeen significant
understaffing at PEBA due to vacated positions not being filled.

PEBA has had significant understaffing due to apgdgositions not being filled. PEBA is
beginning to remedy this and has filled all but about 12 positamef the November 2014
timeframe. At one point, there were 36 vacancies. PEBA should pay particular attention to
areas with positions currentlylied by Teachers and Employee Retention RetirfEER)
programparticipants, as the TERI program will be closed effective June 30, 2018.

Our review revealed no deficiencies in qualifications of staff to perform assigned duties.

Recommendation 3.3 PBBA should ontinue to fill remainingvacant positions in ordeto
maintain sufficient staffing in all areas to effectively and efficiently perform all functions.

Training of staff and education policies

Conclusion 3.4: There does not appear to be anfiat training program or policy for staff in
most PEBA departments.

PEBAconducted a workforce planning initiatiaes an outcome of its 2013 strategic planning
process.The process was used to identifgps in the workforcand succession concerng\s a
result of this process, PERAtablished and filled many positions to improveptteof
professional level staff and identify areas wheresstrainingcould assisin developing pools
of more qualified candidatesin additionseveral knowledgsharing iitiatives were
implementedin a couple of areas.

While there are some useful initiatives to build upon, there has not been a formal training and
education program beyond those found in the Call Center and Visitor Intake. This is an
opportunity area as PEBbuilds its capabilities for the future.
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Recommendation 3.4.1Each PEBA business area should develop a specialized staff training
and education policy and program for staff in their area

Recommendation 3.4.2: Human resources should develop a trgingolicy and program that
provides for new employee orientation. New Employee Orientation should include a general
2NBIF YATFGA2y L 20SNBASG 2F t9.! Qa FdzyOuArzya |

Crosstraining and succession planning

Conclusion 3.5: There does not appearlie a formal crossraining and succession planning
policy or program.

AlthoughPEBAloesnot have an agenewide crosstraining programthere isa formal cross

training program in two ofhe largest operational areasthe Call Center and Visitor Intake.

Employees in these areas are crtisgned on insurance and retiremenifhis was a major

initiative after the creation of PEBsd it appears to havprovided a more efficient and
responsivecustomer service experience. This crassning program alsprovided an

additional step and salary increaselirK S / €t / Sy dSNXDa OF NBSNJ LJ (K

On a smaller scal®EBAecently completed crosBaining in Retirement Systems Imaging and
Enrollment. Although very much alike and dependent upon one another, thesetdepas
were segregated. Employees have now citoased and function as one department. This
was intended taassist in the upcoming operational improvements andbe a preemptive

action in preparation for a possible overstaffed department as automagehnologies
improve.

Recommendation 3.5.1Thestaff training and educatiorpolicy should provide for cross
training and rotation of staff to other, similarly classified positions within the business
functions for crosdraining purposes.

Recommendabn 3.52: Succession planning should béngher priority. Executive Staff and
managers should maintain organizational charts of each business unit that reflect the time
remaining to retirement eligibility of individual staff memberandregularly disciss

anticipated vacancies and plan for future staffing needs and training. The discustionld
also include the possibility of backlling positions where vacancies are anticipated to provide
that the replacement is fully trained when the retiring stafhember vacates the position.
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Alternative organizational designs

Conclusion 3.6 Futureorganizational developmentsould focus on additional integration of
retirement and insurance functions where possible

The organizational structure below the exgive management level, while partially integrated
since the creation of PEBA, needs further integration and consolidation of functions. The
Employee Insurance Program Finance area remains roughly the same as it was under the
previous Employee Insuranédan (EIP) and has not been fully integrated. Customer service
functions are not fully integratedlthough there have beeoontinuing efforts to have a single
point of contact for customersThe budgeting process does not appear to have been linked to
an overall business planning process.

Recommendatior3.6.1: As the new technology platform and processes are developed, PEBA
should implement additional operational consolidations

Recommendation 3.6.2: The budgeting process for all areas should be ocwyedinated and
collaborative. A formal budget process should be developed and include all department
heads in its development. Integration of the budget process will reduce silos and enhance an
enterprise approach to administrative functions.

Reporting Lines and Reporting to the Board

Adequacy of reporting and disclosure from staff to Board to facilitate oversight

Conclusion 3: Until the recent reorganizationt 9 . ! r@naiza®onal structure requiredcstaff
with overlapping responsibilities to repdrto Board subcommittees. Reportingas
streamlined underthe new organizational structure.

The formerorganizational structure requirechultiple reports to the Retirement and Health
Committees instead of having executive level staff reporting to @athe committees. This
resultedin several staff reporting on different aspects of each divisibne one remaining
exampleof this is thatfor the retirement program, the manager of the deferred compensation
plans and the ORP reports to the Retiremeatrnittee in addition to thenew ChiefFinandal
Officer.

The samavas true of the insurance program; thevgere two separate divisions, one focusing
on policy and the other focusing on insurance finandsthe finance areas of insurance and
retirementwere combined an@re nowoverseen by a Chief Financial Offi@dthe health
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policy/strategy function wasombined into one division and overseen bi@althcare Policy
Director, these issues appear to be resolved

Under the newstructure, the ChiefiRancial Officemwill report on the financing aspect of both
the retirement and insurance programs, and tHealthcare Policy Director wikport on the
health policy and strategy aspect of the insurance program. shbigld result in more focsed
reporting to the Committees andllow the Committee members to better evaluate these key
components of each program.

Policies and Process

Standard operating procedures manual

Conclusion B8Y {2YSs o0dzii y20 Itttz 2F t9. ! QidsamiSLI NI Y
procedures.

Leading industrypracticesincludemaintainnga standard operating procedures manual
describingeachdepartmenQ& NJ dzy A G Q& LINP OSRdzNBa T2 NJ LISNF 2 NY A
t9.1Qa o0SYSTAGA | RYAYA &Ik dnd BejfocudieRad BURtHENS & | NB
not the case in most other functions.

Having consistent written policies and procedufesall functionswould be helpful not only

with staff training, but also assisting with the internal auditing and review of mhoes.

Periodic review of written procedures can help to identify gaps and inefficiencies. Written

operating procedures manuatsuld be shared between departments when processes overlap
so that each affected unit is aware of the responsibilities ofdtresr unit.

Recommendation B8Y 9FOK 2F t9.!Qa RSLINILYSyGa akKz2dzZ R
operating procedures manual documenting its process for performing its functions.

Systems / Infrastructure

Adequacy of tools and resources, including ITrastructure

Conclusion 3.9 Our review revealed no deficiencies with regard to tools and resources
available to PEBA staff to perform assigned functions.
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PEBA staff appear to have adequate tools and resources necessary to perform their duties and
carty out their departmental functions. Interviews with PEBA managers and staff did indicate,
however, a deficiency in staffing in certain areas since the merger, which, as discussed above, is
in the process of being remedied.

l f 0 K2dzZAK t 9. | &ién teOramNdyySnfrastruttyferigaaduate, it is unlikely that

the system will be sustainable in the long term, and will require a significant upgrade and
AYGSaNraazy 2F 1Se aeadsSvao t9.1 Qa AYF2NNI (A
detail in Section 11: Information Technology Systems.

The Memorandum of Understanding with RSIC

Conclusion 3.10 The Memorandum of Understanding between PEBA and the South Carolina
Retirement System Investment Commission adequately sets forth the relaship between

and obligations of the two entities to provide support to each other in fulfillment of their
respective statutory mandates and functions.
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4. CONTENT AND FORM OF COMMUNICATIONS
WITH STAKEHOLDERS

4.1 Scope of Review

We evaluated the reasodeness and adequacy of PEBA's form and content of communication,
reporting, and disclosures with its stakeholders and participants. The review addressed the
following specific topics:

Website content

Active members

Inactive members

Retirees and survivors

Personnel and payroll offices

Plan sponsor decisiemakers
General public

Oversight committees (if they exist)
Legislators

© 0N OA~®DNE

4.2 Standard for Comparison

We conducted interviews with numerous internal PEBA staff as well as key external
stakeholders, inclding leaders of a retiree group, five employee groups, four employers, and
an advisory panel, as well as state Senate staff. We also reviewed many communications
related documents including newsletters, plan documents, member surveys, and press
releases.Our analysis also included benchmarking data from three sources: a custom PEBA
benchmarking survey of other pension administration agencies conducted bipiFAES

review, the 2013 CEM Defined Benefit Administration benchmarking Study; and the FAS publi
pension governance database.
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4.3Summary of Communications Conclusions

Conclusion 4.1: PEBA has an effective Communications Department, but overall planning and
coordination could be improved.

Conclusion 4.2: Although the three PEBA websites in usecamprehensive in the
information they provide, navigation among the three sites is challenging and-selivice
functions are limited.

Conclusion 4.3: PEBA communications to active members iseffesitive through extensive
use of digital media and apears to be effective; however, some improvements could be
considered.

Conclusion 4.4: PEBA does not have an active communications approach with inactive
members but the PEBA website does provide a tool for inactive members to check their
accounts online.

Conclusion 4.5: PEBA communications to retirees and survivors istfestive through
extensive use of digital media and appears to be effective; however, some improvements
could be considered.

Conclusion 4.6: PEBA communications with employer persband payroll offices appears to
be effective; there are some opportunities for improvement.

Conclusion 4.7: Opportunities for plan sponsor decisiakers to obtain information
regarding PEBA appear to be adequate.

| 2y Of dzZaA 2y noyyY to Sie pullicmed gtatuxodzyeluddmanis 2ind dhe
PEBA website makes an extensive range of information available.

Conclusion 4.9: The Retirement and HRetirement Advisory Pangdreviously had an
important advisory role to the BCB baippears tonow be somewhatredundant with the
PEBA Board of Directors.

| 2y Of dzZaA 2y nomnyY t9.1 Qa O2YYdzyAOlFGAz2ya G2
requirements.

| 2y Of dZAA 2y nomMmY t9.1 Qa O2YYdzyAOFGAz2ya G2
requirements; howeverthere are opportunities to better engage with legislators to advocate
F2NJt9.! Qa ySSRao
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4.4 Findings and Recommendations for each Communications Conclusion

Background

The PEBA Communications Department consists of sevemfalstaff members andow

reports to the COO (prior to the recent reorganization Communications was part of the
Customer Services DepartmentCommunications is responsible for maintaining the PEBA
websites, producing publications and managing social media activities. In additioesto

services, the department also monitors external and internal events and advises the call center
and member intake areas when they should expect to be affected. When PEBA receives a
Freedom of Information Act (FOIA) request, typically28Gimes amually, Communications
acknowledges receipt immediately, coordinates with Legal, and provides the final response.

Many of the communications materials and activities related to insurance are coordinated to
support the annual enrollment cycle, with membeexeiving information in September to
support the open enrollment period in October. On the other hand, most of the recurring
retirement-related publications, such as annual reports, are produced or updated on a fiscal
year basis, with the fiscal yearendcurring on June 30.

PEBA has developed a communications matrix which identifies all the communications vehicles,
i.e., websites; social media; RSS feeds; presentations and videos; publications; and other, and
maps specific items in each category intdetént target audiences, i.e., General Stakeholders;
Covered Employers; Actives; Retirees; Inactives or COBRAS/Survivors; and Employees. The
communications matrix lists items 1) in production and currently available; 2) items in
development; and 3) itemis concept phase or early planning stages.

The communications matrix is a comprehensive document which contains a listing of not only
all existing communications materials, but also a significant range of new ideas for future
development and implementatianAmong the plans currently under development are:

1 A new, consolidated PEBA website planned for 3Q 2015 rollout with expanded self
service functions

1 A basic financial education series

1 New digital media approaches, including support foeaders, use of R codes, and
infographics

1 A mobile retirement benefits website (already exists for insurance)

Among the longeterm items being considered, but not yet approved, are:

1 New social media channels and accounts in Instagram, YouTube, Vimeo and Pinterest
1 A PEBAmartphone application
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1 New blog or chat approaches with the Executive Director and/or Board members
1 Redevelopment of employer training approach and materials
1 Expanded use of webinars for member education

In addition to staff in the Communications Departnieihe new Executive Director has taken
initial steps to increase communications with members and retirees, sometimes together with
the Executive Director of the Retirement System Investment Commission, which is a positive
step.

Based upon our interviewsitli PEBA Board members and employee and retiree groups, the
PEBA Board members do not seem to actively communicate with employees or retirees beyond
responding to the occasional inquiry. With the exception of several representative members,
the Board membrs state that they do not see communications with stakeholders to be a key
responsibility for the Board.

In our Retirement Administration Agency Peer Benchmarking study, we obtained feedback
regarding trustee, executive and staff interactions with memipetiree, and employer groups
YR NBOSAOGSR (GKS F2tft2¢6Ay3 NBad#Z Gao t9.! Qa

Tablell Communication Matrix

Trustees Agency Executives Agency Staff

Who regularly meets with or
otherwise communicates with
members, retiree groups, and
employers and how often does
this occur?

2-3 times per year
Quarterly or more
2-3 times per year
Quarterly or more
2-3 times per year

Annually
Annually

Members

("SI Quarterly or more

Retirees 1

SRR Annually

Employers 1 2 1

Comment: Retirement Systems' staff conducts Retirement Planning Conferences for Actives
and Employer Training for participating employers across the state throughout the year.

Comment: Board meetings are open and members, retirees and employers often attend. Staff
regularly meet with all constituent groups.

Comment: Staff meet with members along with providing on-site and off-site group
counseling sessions, participate in retiree events during the year, and regularly work with the
employer in resolving business issues. Agency Executives regularly work with employers to
resolve business and benefit issues, present before member and retiree groups. Trustees,
particularly those elected by their respective participants, regularly field contacts from
participants and unions.
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However, there is an opportunity for Board members to play an important role in stakeholder
communications and engagement which is critical for a retirement agency in fulfilling its

mission.

Conclusion 4.1: PEBA has an effective Communications Depaittrbet overall planning and
coordination could be improved.

Although PEBA has developed a communications matrix which appropriately identifies key
target audiences and maps various communications channels and materials into each audience,
there does not ppear to be an overall PEBA communications strategy which also includes
communications objectives, messages, and metrics; organizational responsibilities; key
initiatives; and budget requirements.

FAS surveyed peer retirement administration agencies atiait communications plans and
NEOSAOSR (KS F2ft2pAy3a NBadzZ Gao t9.! Qa NBaLR

Table12 Communications Plan

Does your system have a documented communications plan?

Yes, developed, approved and monitored by the Board

Yes, developed by staff and approved and monitored by the Board

Yes, developed, approved and monitored by the staff

No, we do not have a documented communications plan

Retirees

Active members

Inactive members

Retiree groups

Employer groups

Legislators

Bodies or individuals who appoint Board members

Oversight committee (if applicable)
Media

=2
R |O|IO|IO0O|IN|IR|IRFLIN|IN Il—\l—\Ou
~J

Comment: Although we do not have a documented policy/plan, we do have strategies for
much of the list
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Although it is not prevailing practice, we believe leading practice is to developtagt
communications plan helps define communications objectiicentify target stakeholder
groups clarify responsibilities, and prioritize improvement efforts.

Recommendation 4.1: PEBA should develop a comprehensive communications strategy and
plan.

Website content

Conclusion 4.2: Although the three PEBA websites in use are comprehensive in the
information they provide, navigation among the three sites is challenging and-selfvice
functions are limited.

The PEBA website

After the formation of EBA in 2012, a new PEBA website was developed which linked to the
two old websites of the South Carolina Retirement System and the Employee Insurance
Division. The PEBA website includes an overview of PEBA and news updates, information
concerning the PEBRoard of Directors and meetings, a biography of ERecutiveDirector,
HIPPA information, and general PEBA contact information. All other information remains on
the two original retirement and insurance websites which are available by clicking thrbagh t
main PEBA home page. We understand anel, consolidated PEBA website is under
development and planned for launch during the second half of 2015.

The Retirement website

The retirement website is comprehensive in providing information to memberseest and
employers as well as the general public. Detailed plan information and brochures are available
electronically for all five definetienefit plans as well as the Optional State Retirement System
and the Deferred Compensation Program.

Active membes can view and update their personal information online. All forms are available
online but must be printed and physically submitted; online form submission is not available.
Many forms have been automated in an effort to eventually eliminate the fdfaor. example,
annuitant payees can change their direct depasitl tax withholding through theecure

Member Access system or alternatively, they can submit a paper form. Member Acaess is
secure areaeparate fran the Retiree Resource Center.
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A video libary available on demand provides plan overviews as well as assistance in selecting a
retirement plan and explaining average final compensation. Members also have access to pre
retirement planning materials and benefits calculators. There is also a M@¥ee Resource
Center to assist new employees in understanding their retirement benefits and making
retirement plan selections.

In each defined benefit plan, inactive members can look up their account through either their
social security number or named date of birth.

The Retiree Resource Center provides information, forms, and publication for retirees. It
includes information on payment dates, adjustments, death benefits, beneficiary changes and
taxes. Changes of address can be updated online tlhrtlugretiree account.

The PEBA Employer Resource Center makes available the information, forms, and employer
training necessary for employers to provide the administration of retirement benefits, including
a detailed employer manual, contribution ratesd guidance on complying with GASB

reporting requirements and how to obtain assistance. An employer newsfeed is available as a
syndicated RSS subscription. Planned employer training dates around the state are available
and employers can download and mirall training materials.

The Insurance website

The insurance website provides a broad range of information and forms which cover the many
programs offered by PEBA including health insurance, dental insurance, vision care, life
insurance, longerm disablity (LTD), and MoneyPlus health savings accounts. Forms for

insurance elections, HIPPA, COBRA coverages, and a variety of other situations are all available
on the site. Coverage and eligibility information for Active Employees, COBRA Subscribers,
Retrees, Survivors, Spouses and Children, and Local Subdivisions is available. Plan descriptions,
premium information, and related brochures are available for all programs offered by PEBA.

Open enroliment and other training and education presentations awglable for downloading.

The website explains the Tobacco Program and provides related forms and information.

The Prevention Partners portion of the Insurance website includes an overview of the program
and numerous pages of detail, including a desaiptf wellness and prevention benefits,
workplace screenings information, a training calendar, and newsletters. There is also a section
for employer benefits administrators to obtain information and log in.

The MyBenefits site allonsibscribergo reviewbenefits,change contact information or
beneficiaries onlingand print a benefit statement, as well as obtain their Benefits Identification
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Number (BIN) Duringthe annual enrdiment period subscribers can make their own changes
using MyBenefitsandthroughout the year Benefits Administrators can process special
eligibility changes or new hirassing Employee Benefitsor claims information, the website
contains links to each of the insurance programs through the carrier websites

Recommendation 4.2.: PEBA should develop the planned consolidated website as soon as
practical to improve integration of and access to all information.

Recommendation 4.2.2: The new website should include additional-selfvice functions to
reduce the requirement for sutmission of paper forms and to provide more member
information and tools online.

Active members

Conclusion 4.3: PEBA communications to active members isefbsttive through extensive
use of digital media and appears to be effective; however, some imgments could be
considered.

Communications to active members directly by PEBA spans all the communications vehicles
listed in the matrix. For several years, PEBA has been emphasizing email and RSS feeds to
improve timeliness and reduce costs as compdcettaditional mailings, particularly for

newsletters. However, PEBA does not have email addresses for all active members. Insurance
brochures are mailed to participants as required. Direct contact with active members is
available through training sessis offered at the Visitor Center in Columbia and through
education sessions held throughout the state by the Field Services group. Much of the
insurance communications to members comes directly from the insurance providers.

According to the most recentEb/ study, PEBA member statements do not show members an
estimate of future pension entitlements, which is considered a deficiency. Additionally, since
the move to email newsletters several years ago, PEBA no longer uses physical newsletters
distributed through the U.S. Mail. Lack of both future entitlements estimates on statements
and mailed newsletters were considered deficiencies by CEM and resulted in a lower customer
service rating compared to peers.

We spoke to five employee groups. Although the @ype groupExecutiveDirectors indicate

that their members are generally very satisfied with the services and communications they

NEOSAGS FTNRY t9.! 3% 2yS INRdzZL) SELINBaaSR | FNYz&
2 NRZ¢ yR al HAANAT SRKNBHS. IAY. 3/I2ZNR YYSYo SN NB L
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members receive PEBA news on a timéasis.

Recommendation 4.3.2: The PEBA Bosahduld play a more active role in reaching out to
employee groups on a regular basis to improve communications.

Inactive members

Conclusion 4.4: PEBA does not have an active communications approach witiviea
members but the PEBA website does provide a tool for inactive members to check their
accounts online.

The services available to active and retired members are also available to inactive members,
including COBRA benefit recipients, on a-sefve bas via the PEBA website. There is no
communications program specifically for inactive employees, which is typical for an agency such
as PEBA.

Retirees and survivors

Conclusion 4.5: PEBA communications to retirees and survivors iseftesttive through
extensive use of digital media and appears to be effective; however, some improvements
could be considered.

Communications to retirees and survivors directly by PEBA is extensive for both retirement and
insurance and is covered by all the communicaticgisicles listed in the matrix. PEBA has

been emphasizing email and RSS feeds for several years to improve timeliness and reduce costs
as compared to traditional mailings. Much of the insurance communications materials are sent
directly from the insuranceroviders.

According to the most recent CEM study, lack of mailed newsletters to annuitants was

considered a deficiency by CEM and resulted in a lower customer service rating compared to
peers.However,2 NJ / 9a Q& C, Hnanwmn NBLReNbhangedkoA & a SNIIAOS
Gy Seaft SiiSNBE dAHK U(0KSS aYSyAdf 2KNJStf SOUGNRYAOIffexé
improve on this metric in the next report.
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We spoke to a retiree group and heard two comments related to communications: 1) there is
no public comrent period during Board meetings, which makes it very difficult for retirees to
be heard; and 2) the Board also does not meet with its constituents on a regular basis.

In the FAS Retirement Administration Agency Peer Benchmarking study we asked pearsagenci
SKSGKSN) YSYOSNR 2F GKS LilzotAO OFy YIF1S adalrasSy
response is reflected by the green shading.

Table13 Opportunity for Public Comment

Do your Board meetings typically include a time period on
the agenda when members of the public are permitted to
make statements?

Comment: No, but members can if they want.

Although it is not a prevailing practice, we believe legdmnactice is to have a protocol for the
Board to accept questions and comments from the public prior to a Board meeting to allow the
Board to respond and provide feedback if they choose.

Recommendation 4.5.1: Consistent with Recommendati#B.1, PEBA add consider mailing
ySoat SGTGSNE (2 NBIANBSdziE yRf SUINRPR2NE2 M ERY | §F
delivery or an RSS newsfeed to ensure that all retirees receive PEBA news on a timely basis.

Recommendation 4.5.2: The PEBA Board should cansiéveloping a process and protocol
for receiving and considering public comments before its meetings.

Recommendation 4.5.3: Similar to Recommendati3.2,the PEBA Board shuld play a
more active role in reaching out to retiree groups on a regular isa® improve
communications.

Personnel and payroll offices

Conclusion 4.6: PEBA communications with employer personnel and payroll offices appears
to be effective; there are some opportunities for improvement.

PEBA communications with employer benetibh@nistrators is supported by the

Communications Department and the Field Sero&. Training is available either at PEBA in
Columbia or through training and information sessions held throughout the state on a regular
basis. Third party insurance prders actively work with PEBA in these sessions. In FY2013,
there were 171 retirement events held and 248 for insurance. The digital communications and
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local training sessions seem to be effective; however, it appears to be a challenge for some of
the smaller employers to participate and stay up to date.

We interviewed four benefits administrators, two from employers which participate in the
retirement plan and two from employers which participate in the insurance program. The
administrators report thathey are regularly in contact with their counterparts at PEBA, at least
monthly, and that the PEBA staff is easy to work with and help to solve any problems which
arise.

They reported that their members attend the local education sessions and view them
postively. The PEBA Benefits Manual is considered to be very comprehensive and useful.
There is an RSS feed for employers which works well and is appreciated by the benefit
administrators we interviewed.

The administrators indicated they would like to reeand send less paper and to be able to
communicate and submit forms through the PEBA website. Several expressed a desire to be
updated about legislative changes on a more timely basis. Another administrator suggested
more training on Medicare healthptions for retiring/terminating employees and more

materials on the Medicare choices and the drug plan choice between Catamaran and Medicare
Part D plan.

It was also suggested that an employer advisory committee be formed to report problems and
health ard retirement plans issues, as well as having PEBA attendance at the quarterly School
District Benefit Administrator meetings for all school districts in the state.

Recommendation 4.6.1: PEBA should ensure that its new website has significantly improved
functionality for accepting online submission of forms and reports.

Recommendation 4.6.2: PEBA communications should review its communications process on
legislative changes as they relate to employers and ensure that it results in timely employer
updates.

Recommendation 4.6.3: PEBAmHd determine whether having an employer advisory group
to provide feedback in a structured manner would be beneficial.

Plan sponsor decisicmakers

Conclusion 4.7: Opportunities for plan sponsor decisimrakers to obtain nformation
regarding PEBA appear to be adequate.
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Training is available to employer boards either at the PEBA Visitor Center in Columbia or
through training and information sessions held throughout the state on a regular basis. Third
party insurance proviers actively work with PEBA in these sessions. In FY2013, there were 171
retirement events held and 248 for insurance throughout the state.

General public

| 2y Of dzaA 2y noyy t9.1 Qa O2YYdzyAOFGA2ya G2 GKS
PEBA webst makes an extensive range of information available.

¢CKS t9.! . 2FINR A& O2yaARSNBR | GLztAO 02Re¢
FOIA), which means that board meetings, including subcommittee meetings, must be open
meetings, with the exception of executive sessions. The state FOIA code alsegeqiiten

notice of meetings and publication of minutes. We found PEBA to be in compliance with these
requirements.

South CarolinaCode 89p n a il 1Sa a¢KS {2dziK /I NRfAYyIl t dzof ;
shall maintain a transaction register that ilndes a complete record of all funds expended,

from whatever source for whatever purpose. The register must be prominently posted on the
FdziK2NAGeUa LYGSNYySaG ¢6SoaAiridsS FyR YIRS | @At o
found PEBA in complianeath this requirement.

The primary communication vehicle from PEBA to the general public is through the website
with its general information, annual reports, plan documents, newsletters, board meeting
minutes, and videos. The legal disclosure requiremargsaccomplished through the website.
The information available on the website is comprehensive and typical for public retirement
agencies. Some of the additional ideas for future development contained in the
communications matrix, such as new blog baicapproaches with the Executive Director
and/or Board members, could further enhance communications with the general public.

Recommendation 4.8: As part of its strategic communications strategy and plan (see
Recommendatiord.1), PEBA should include imgtives which improve communications with
the general public.
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Advisory groups

Conclusion 4.9: The Retirement and FRetirement Advisory Pangdreviously had an
important advisory role to the BCB buwppears tonow be somewhatredundant with the
PEBA Bard of Directors.

Based upon the directive of South Carolina Code?819, a Retirement and P+iRetirement

| ROAA2NE t I ySt 00K Defard the ¢réatioh of PERIA advis: dhé Diredioh & K S R
of the South Carolina Retirement System on mattetating to retirement and preretirement

programs and policies. Although the Panel appears to provide a useful role, it does not advise

the PEBA Executive DirectmrBoardregarding programs and policies.

The panel, comprised of eight members appointgdiee PEBA Board of Directdosiginally by

the BCBand representing various employee and retiree groups, meets several times each year,
sometimes with PEBA and RSIC staff and sometime as a Panel meeting. There is not a fixed
meeting schedule, but thehair calls meetings as need The meetings with PEBA and RSIC
have been described by the PEBA Executive Director and the Panel Chair as informational for
the Panel members. However, the Panel has not taken positions on issues or provided advice
to the FEBA Executive Director or the Board of Directors. In fact, although the Paoel is
appointed by the PEBA Board of Directahsring the busy organizational time period since the
Board's creationit has not met with them.

The value which appears to bdded by the Panel is twinld. First, its meetings are open to

other employee and retiree groups, and some groups do participate and are informed on topics
relevant to their members. Second, although the Panel does not provide advice directly to
PEBA oiits own, the employee and retiree groups to which its members belong do benefit

from the information and provide input to PEBA on behalf of their constituents.

The Panel is legislatively mandated and the PEBA Board is required to appoint its members
unlessthe statute is changedHowever, now the PEBA Boal$omust include representatives
of constituent groups, whicmakesthe Panel somewhat redundantf PEBA improvete
effectiveness oits engagement andommunications with constituencies as sug@esin
Recommendations 4.1, 4.3.2, 4.5.2 and 4.5.3, the Raigt no longer be neededn that

event, legislation to repeal the Panel would be required.

Alternatively, the Paneatould shift its role to become theEBAadvisory body intended in the
statutes. This would require a different approach by Panel leadership and more active
engagement with the PEBA Board of Directors and Executive Dirétbavever this appears
that thiswould duplicatepart ofthe role which the PEBA Boaslintended to plg as a body
that must include constituent representatiot couldend up competingvith PEBA t@ngage
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and represent constituency groups, addigpther layer & complexity to the overlapping
pension and benefits governance structure

Recommendation 4.9 TheGeneral Assembly should eliminathe requirement for PEBA to
convene aRetirement and Preretirement Advisory Panels itduplicates responsibilitie®f
the PEBABoard. SeealsoRecommendation 1.5.

Oversight committees

/| 2y Of dza A 2y n @nunications tb the Budyeét an® ovitrol Board meet statutory
requirements.

According to South Carolina Code-8-95, policy determinations made by the PEBA Board of
5ANBOG2NE FNBE &adzoeSOd G2 ILIWNRGLE o0& GKS &adl
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increases; and 2) retirement actuarial assumptions and employer and employee contributions.

On an annual basis, PEBA submits any proposed insurance coverage changes and premium
increases, as well as any proposed changes to retirement actuarial assumptions and employer
and employee contributions, to the Budget and Control Board for their approval.

All PEBA Board members are appointed by the various members of the Budget and Control
Board. Through our interviews with the PEBA Board members, several periodically update their
appointingBCBmember regarding activities at PEBA but these updates do not seem to be
conducted by all PEBA Board members or done on a systematic basis.

We undersand that the Budget and Control Board will cease to exist as of July 1, 2015 and its

duties will be transitioned to a new State Fiscal Accountability Authority and a new Department

of Administration. Although the legislation which makes this change ctnadtlearer, intent of

the legislationisthatB. L2 g SNE (2 | LIWINRP @S t9.! Qa LRfAoe R
to the new State Fiscal Accountability Authority

Recommendation 4.10The General Assembly should incleid provision in future legislabn
that replaces references to the®B, or its successor, in S.C. Code Ann.-§8910 and 94-45
with specific references to the SFAA, in order to more explicéffectuate transfer of the
BCB's cdrustee functions to new State Fiscal Accountability thority .
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Legislators

/| 2y Ot dzaA 2y nommY t9.1 Qa O2YYdzyAOlFGAz2ya G2 GK
requirements; however, there are opportunities to better engage with legislators to advocate
F2NJt9.! Qa ySSRao

South Carolina Code 8% n 6 . 0 Th& 8§duth Safioha Bublic Employee Benefits

Authority shall provide copies of annual actuarial valuations of all retirement systems requiring
such annual valuations to the General Assembly by the second Tuesday in January of every
&SI NI ¢ K Sdvifled Knd @ré&sente&ts tie ldgislature; PEBA staff is typically
supported by the PEBA retirement actuary.

5dzZNAy 3 GKS FANRG G662 @SIFENR 2F t9.!1 Q& 2LISNF GAZ2
to engaging legislators aside from the required repagtand budget approval process. This

likely contributed to the failure to gain approval for potential legislative changes recommended

by PEBA during 2014. The new Executive Director has already been meeting with various
legislators regarding future PEBperating and capital requirements, which should improve

t 9.1 Q& Sy3alr3aSYSyid gAGK GKS tS3IAatl GdzNB

Recommendation 4.11: As part of its comprehensive communications strategy and plan (see
Recommendation 4.1), PEBA should include initiatives which improv@maoinications with
key legislators.
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5. KEY BENEFITS ADMINISTRATION FUNCTIONS

5.1 Scope of Review

Ly FaaSaaiay3a t9.! Qa 1S& o0SySFTAOaA FRYAYAAUINT GA
I RSljdz2 08 2F t9.! Qa 1S& oSy SisnaliyadueldiRgericg/ A & G NI (A 2
internal controls; and risk assessment of the Retirement System, Insurance program and other

state employee benefits programs administered by PEBA.

The review addressed the following spedi@pics

Review of summary plan descriqbs

Preparation of benefits statements

Calculation of benefits

Data integrity (age, service, compensation, etc.)

Internal controls designed to identify and mitigate fraud in the benefit section

moow2

5.2 Standard for Comparison

We utilized internal interviewsvith the Executive Director, the Chief Operating Officer, Director
of Retirement Systems Finance and staff, Director of Employee Insurance Program Finance and
staff, Director of Customer Services and staff.

We reviewed key documents including, Title 9@ South Carolina Code of Laws, Member
Handbooks for the South Carolina Retirement System and the Police Officers Retirement
{eaidsSys AYVF2NXYIEGAZ2Y O2yiGlFAYySR 2y t9.!1 Q& 6So
System, the General Assembly Retirem8ystem, the National Guard Retirement System, the
¢SFOKSNJ FYR 9YLX 28SS wSiSyiA2y LyOSyuAgsS t N3
Annuity Claims Procedures, the Service Purchase Policy & Procedures Manual and the Death

Claim Procedures agreement wimpower Retirement (formerl@reatWestFinancial)

ax

28 faz2 dziAfAT SR 2dzNJ NB@ASg (Sl YQa Lzt AO NB
benchmarking survegpecifically for this reviepand the FAS puic pension governance
knowledgebasdor a comparison bPEBA practices with peer funds.
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5.3Summary of Key Benefitdministration FunctionConclusions

| 2y Of dzaA 2y pomY t9.1Qa 1S@ o0SYSTFAG FRYAYA&HN
adequate.

| 2y Of dzZAA 2y podHY t 9. | Qad sihiarpiddihatoh gidkadeading & = 3 dzA
practice in providing plan information to participants and beneficiaries in a format that
presents the statutory information in a concise and readirendly manner.

Conclusion 5.3: PEBA provides Active and Inactive membttsan annual statement
containing summary benefit information.

| 2y Of dzZaA 2y pony t9.1Qa o0SYSTAG FRYAYAAGNF GA2
documented.

| 2y Of dzZaA 2y podpY t 9.1 Qa LINPOSRdAINB& AYy YIFAYyGl A
reasonabe.

| 2y Of dzZaA 2y pdcyY t9.1Qa AYUSNYylrt O2yaGNRfa | NB
maintain separation of critical functions and are designed to identify and mitigate fraud.
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5.4Findings and Recommendations for each Key Benefits Administration
Function Conclusion

Background

t9.10a 188 08SySTAGA FRYAYAAGNIGAZ2Y TFdzyOiliArzy A

the Customer Claims Unit. The Customer Claims Unit typically processes approximately 6,500
retirement applications, or annuity claimannually, but has processed up to 15,000 claims in
years when enacted legislation caused a spike in claims.

The Unit is headed by the Director of Customer Services, who reports to the Chief Operating
Officer. The Customer Claims Unit consists of thragraubunits, two of which are dedicated
to customer claims (i.e., refunds, service and disability retirement applications, death claims,
survivor benefits), and one of which is dedicated to service purchases and service audits.

Customer Claims suimit A is staffed by 11 employees: a Program Manager, three Benefits
Managers and seven Benefits Counselors. Customer Claimsaubis staffed by 10
employees: a Program Manager, five Benefits Managers and four Benefits Counselors. The
Service PurchaselAlit Unit is staffed by 7 employees: a Program Manager, a Benefits
Manager, three Benefits Counselors and two Program Assistants.

The Customer Claims Unit is fully staffed, however, the current organizational chart indicated
six staff members (two fror@ustomer Claims sulnit A and four from Customer Claims sub

unit B) are Teacher and Employee Retention Incentive (TERI) program partiéiffdes.

maximum participation period in the TERI program is 60 months and, in any event, the program
will be closeceffective June 30, 2018.

Therefore, the Customer Claims Unit will lose six of its experienced staff members on or before
June 30, 2018.

7 The organizational chartPEBAprovided to the FAS team is dated September 29, 2014.
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| 2y Of dzZAA 2y pomY t9.! Qa 1Se& o0SYSTAG FRYAYAAGN
adequate.

PEBA maitins detailed and comprehensive procedures for each of its key benefits functions.

¢CKS AYOGSNylrt O2yidNRfa GKFG t9.! KFEa AydS3aN:aGs
recognition of the elements of the process that are vulnerable to error or fraudfirgfaf the

units processing benefits transactions is adequate to perform all benefit functions and controls.

Our review found no significant deficiencies or exposures.

Recommendation 5.1.1: PEBA should continue to maintain internal controls and kisep i
written policies and procedures current.

Recommendatiorb.1.2: PEBA should revise its written benefits administration procedures to
reflect changes required by the new administration software which will be implemented as
part of the new benefits platorm.

Review of Summary Plan Descriptions

| 2y Of dzZAA 2y podHY t 9. | Qad sh8ndarg iSfdtinakidn dire®|eadinigd = 3 dzA
practice in providing plan information to participants and beneficiaries in a format that
presents the statutory informatiam in a concise and readdriendly manner.

t9.1Qa {dzYYINEB tfly 5SAONARLIIAZ2Y 6{t50 Aa asSi
as is typical for a public retirement system. The SPD for most public retirement plans is

contained in state law docal ordinance. In addition, PEBA provides summary information in

the form of Member Handbooks and information for its retirement benefit programs and

insurance plans. There are both full and summary guides regarding PEBA benefit programs and
instructions as to how to access the benefits. PEBA also provides versions of these documents

on its website.

Title 9 of the South CarolrCode of Laws meets the criteria of a SPD insofar as it adequately
communicates plan rights and obligations to participamtd aeneficiaries. The member
handbooks, guides and summary information PEBA exemplifies a best practice in providing plan
information to participants and beneficiaries in a format that presents the statutory

information in a concise and readérendly manner.
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Preparation of Benefits Statements

Conclusion 5.3: PEBA provides Active and Inactive members with an annual statement
containing summary benefit information.

PEBA provides Active and Inactive memberk ait annual benefits statement. Th&atement

provides information such as total contributions and interest, total service credit and current
beneficiary information on record. If the member is a participant in the TERI program, the
AadFdSYSyld LINRPOGARSE GKS YSIvibeSndmbar made il Kt & RS T SN
AyaillttyYSyid aSNIAOS LIzNOKI &S 3 -taidté&modathily G SYSy G N
principal and interest payments and principal balance. PEBA also provides members an annual
alFraSYSyd &dzyYlF NRT Ay 3  KiScludhg typeSoldaverade ypeemid y O S
amounts and dependents of record.

PEBA should consider expanding the scope of information provided on the annual benefits
statements to include date of membership and service credit history. This would provide the
member an annual opportunity to review his or her service history for accuracy, and to address

any discrepancies earlier rather than later / dZNNBy G f &3> GKS YSYoSNRa as
dzLI2y G KS YSYO6SNRA NBGANBYSY G @ histaySnapaBdNE KA LI R
prompt the member to purchase unclaimed prior and subsequent service.

Annual statements could also include a projection of death benefits. Mesdoeld use this

information for estate planning purposes and to inform beneficiariesanfdiits that should be

Of FAYSR FTNRBY t 9. ! dzZSat¢meitKcBuld¥lSohé dedigned toReBdctlii K @
OSNIFAY OFdziA2y I NE 2NJAYTF2NXNI GAOBS AYRAOIFIGAZ2Y A
wStFdA2ya hNRSNI 2y FAASYI @N2Yiy2y OFAA RS Sy STFND
information to members on annual statements will foster more complete documentation in

files and clarification of discrepancies in the record sooner rather than later.

Although an annual statement is not primt@nd mailed to retired members, this information is
readily available through Member Accesn.an effort to protect confidential and personal
information, PEBA hamade efforts to eliminate distribution of paper forms to the extent
possible.

Recommendabn 5.3: PEBA should consider expanding the scope of information provided
on annual benefit statements.
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Calculation of Benefits

| 2y Ot dzaA 2y pony t 9.1 Qa oéyéwuj I-F?YA;/)\é(]NJ-L’]AZ
documented.

t 9.1 Qa 0 Sy Sisnpibcetdury (hey, précésdidg Of retirement applications, disability
applications, death benefit claims, beneficiary designations, refunds and service purchase) are
comprehensive andweR 2 OdzY Sy § SR @ t9.!1 Qa NBIANBYSyYyd LINRO
multiple layers of data review and verification of data and calculations. Contribution data and
information is reconciled quarterly.

Data Integrity

| 2y Ot dzaA 2y pdpY t 9.1 Qa LINRPOSRdAzNBa Ay YIFAyYydGl A
reasonable.

Data integritybegins with employer data submittals by employers. Employers submit certified
data to PEBA directly via electronic forms.

To ensure the integrity of member data, PEBA requires members to submit proof of birth and
RNA @SNRA f A OSy adicatipih PRBA IrequiNés praoNdBbift foribenkficiaries in
cases where the member has elected a survivor opdiod upfront documentation, such as
marriage licenses and birth certificates prior to enrollment in insurance benefits

PEBA procedures witlegard to Trusts, Powers of Attorney and Subpoenas are likewise
comprehensive and wetlocumented. With regard to Powers of Attorney (POA), PEBA requires

an original or certified copy of the POA before it will honor the request of the designated agent.
t9.! LINPOSRdzNBa lfaz2 adrasS G4KFG A0 gAatt yz2i K
designation of a beneficiary without an appropriate court order.

Finally, PEBA reconciles enrollment between insurance files and the Claims Administrators each
month (health, dental and vision).

99
Funston Adisory Services LLC



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

Internal Controls Designed to Mitigate Fraud in the Benefit Section

| 2y Of dzaA2y podcY t 9. | QaandrgasoBaNlyihsofar Bsahgyi NB f & | NB
maintain separation of critical functions and are designed teify and mitigate fraud.

PEBA separates critical functions including separation of benefit calculation and benefit
payment proceses. PEBA procedures requorible approval processes before a payment is
approved.

In addition, the Internal Audit fuction reviews internal control procedures and conducts audits
of critical processes. PEBA conducts field audits of employer insurance, but does not audit
employer retirement transactions esite. PEBA haan integrated (insurance and retirement)
employeraudit function. The audits are performed primarily-hrouse using retirement,
insurance and payroll data to audit enroliment and eligibility of employees, correct insurance
premiums, and timely payment of premiums and contributiofisis functiorperforms claims
audits and other cst containment initiatives, such éise dependent audit and data
reconciliations with Medicare.

t9.!1 Qa gNARIGGSY o0SYySFAGa [RYAYAAUNIGAZ2Y LINROSR
which provides time frames for the membt request review and further review.
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6. ACTUARIAL MATTERS

6.1 Scope of Review

Thisreviewevaluated the reasonableness and adequacy of PEBA's actuarial process, including
an analysis of the selection and evaluation process of actuarial serviees;dpe of work
assigned to actuaries and an evaluatiorireff quality of reports submitted by the actuary.

In addition, the assessment reviewed the process for establishing economic assumptions for
the Retirement System and state and local employee srscg benefit programs. The review

also assessed the internal controls for validating the data provided to the actuary by PEBA and
the external claims data submitted for health and pharmacy utilization.

The assessment of actuarial consulting services aadgoiures involved interviews with

AYOSNYILE FYR SEGSNYyIf LINIASad ¢KS&aS AyOf dzRSR
consulting actuary for health insurance and retirement, Gabriel, Roeder, Smith and Company

(GRS).

In addition, we reviewed the acauial reports provided to the PEBA Board and staff, along with

a review of the contract for actuarial services between GRS and PEBA. The document reviews
included the number and type of actuarial reporgscluding the Annual Actuarial Valuation of
active and retired lives for the five retirement plans administered by BEBA GRS statement

for Comprehensive Annual Financial Report (CAR&Yaluation of OthePostEmployment

Benefits (OPEB) liabilities resulting from employer financed health anddomgdisability

benefits and, the 2011 Experience Study.

South Carolina law includes a requirement for conducting an experience study every five years.
t 9.1 Qa8 SELISNASYOS &aidzRée Aa SAGKAY y2NXIf LINFO

PEBA is not required to conduct an actuariadiauThis type of audit is a standard practice

among many public retirement systems and is commonly done on a regular schedule. In some
systems an actuarial audit is required in state statute. An actuarial audit encompasses more
than just recreating camibution rate calculations. It normally includes a review of all actuarial
assumptions and a review of all factors used in the development of those assumptions.
Actuarial audits can be helpful in providing suggested new approaches to the actuarial
processes used in the retirement plan
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6.2 Standard for Comparison

Our standard for comparison in the benchmarking survey included retirement systems that

were structured similarly to PEBA, as well as the experience of the FAS team members in
working with smilar systems. This assessment utilized internal PEBA staff and Board member
interviews, interviews with the external actuaries, review of key documents, FAS team public
retirement system experience, a new PEBA benchmarking survey, and the FAS puldit pens
governance database for a comparison of PEBA practices with peer funds. Some of the Systems
surveyed did not administer health insurance plans for public employees.

6.3 Summary oActuarial Conclusions

Conclusion 6.1The overall scope of actuariakervices and processes provided to and utilized
by PEBA are reasonable and adequate for the retirement, health and disability plans
administered by PEBAThe size and experience of the actuarial team used is reasonable and
adequate for the required servies. There are a few areas where PEBA may be able to take
better advantage of the services provided.

Conclusion 6.2The selection process used for actuarial services is reasonable and consistent
with prevailing practice for pblic sector plan adminisation. The cost is within the lower
end of the range for such seices. The selection process coddd better documented.

Conclusion &: The actuarial valuations and experience study are of good quality and
consistent with those provided for public pgsion and health plans generally.

Conclusion &1 The process for establishing economic and reconomic assumptions is
reasonable and consistent with prevailing practice, except with respect to the investment
return assumption. The investment return asmption is set by the legislature and there is no
required periodic review.

Conclusion &: The experience study includes consideration of changes in mortality, but
there is no documented process for recommendation of option factor changes.

Conclusion &: The PEBA actuary routinely provides projection modeling of the funded
status, contribution rate and cash flow requirements over 3@ar periods to PEBA staff and
the PEBA board. Modeling results are made available to RIsd@ever, there is limited
interaction between the actuary and RSIC as part of that proceSsch interaction could
enhance the value of the process.
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Conclusion 6.7. PEBA does not routinely conduct actuarial audits as is done in many public
retirement systems. Such audits are consréd best practice and in some cases are required
in state statute. Adopting a policy of regular audits may enhance the oversight process and
provide assurances that the actuarial practices being used in development of the annual
actuarial valuations andhe experience study are within accepted actuarial practices.

Conclusion 6.8PEBA has a wedistablished and effective procedsr establishing health
premium rates developed in conjunction with the actuaryOnce PEBA finishes computing
the premium rates, PEBA might consider having the actuary validate the rates as an
additional step in the rate setting process.

Conclusion 6.9:.PEBA uses the actuary for some counsel on specific plan design and policy
related issues, but PEBA could benefit from a codretrforward-looking strategy to address
rising health care costs and potentially improve outcomes.
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6.4 Findings and Recommendations for Each Actuarial Conclusion

General Actuarial Consulting Services

Scope of Actuarial Services

Conclusion 6.1.The oveall scope of actuarial services and processes provided to and utilized
by PEBA are reasonable and adequate for the retirement, health and disability plans
administered by PEBAThe size and experience of the actuarial team used is reasonable and
adequatefor the required services.There are a few areas where PEBA may be able to take
better advantage of the services provided.

PEBA has contracted for actuarial services that are appropriate for the benefit plans it
administers. The broad scope of the aarial work covering multiple retirement and health

plans requires a large and highly experienced actuarial team of consultants. We found that the
size and experience of the GRS consulting team is reasonable and adequate for this
engagement. While theris overlap of the actuaries working with the retirement and health

care plans, the teams assigned and the lead roles are different for the two areas, thereby
providing focus and specialized expertise.

In a few instances, addressed in tleommendations tht follow, PEBA should consider
whether it can more extensively use the services available under the contract.

Recommendation 6.1 PEBA shouldetermine whether additional assistance from the
actuarial team would be beneficial, as identified under Recommaations6.6,6.8 and6.9
below.

Procurement

Conclusion 6.2The selection process used for actuarial services is reasonable and consistent
with prevailing practice for public sector plan administratioffhe cost is within the lower end
of the range for sich sewices. The selection process couid better documented.

We note that the actuarial services contract is exempt from the State of South Carolina
procurement process. However, the actuarial contract established in 2011 with GRS was the
result of aRequest for Proposal (RFP) for actuarial services. This is the prevailing practice in
public retirement and insurance benefit plan administration in the U.S.
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In our experiencethis isthe most effective way to obtain actuarial services. PEBA has
successilly kept its cost for services in the lower end of the range, without compromising the
scope of service. While an RFP process is used, we were unable to identify documentation that
PEBA will use that process as a matter of policy.

Recommendation 6.2 PEBA should develop an internal policy that documents its
competitive RFP process in future procurements of actuarial services

Actuarial Valuations and Experience Study

Conclusion &: The actuarial valuations and experience study are of good quéadityl
consistent with those provided for public pension and health plans generally.

GRS provides both summary findings and detailed analysis in actuarial valuations and presents
its findings in person to the PEBA Board and staff several times throughdutear. In

addition, the actuaries are available for consultation in person and via telephone during the
year to assist PEBA staff and Board membPBEBA does extensive testing of data before
submission to the actuaryThe actuary does regular testinfdata it receives from PEBA and

the health plan providers to validate the health and pharmacy claims information it receives.

As a result of GASB 68, PEBA has engaged an external auditor to issue an additional audit
opinion on the census data and actigrschedules that can be relied upon by the auditors of
participating employers.

Retirement

Process for Establishing Assumptions

Conclusion &1 The process for establishing economic and reconomic assumptions is
reasonable and consistent with previang practice, except with respect to the investment
return assumption. The investment return assumption is set by the legislature and there is no
required periodic review.

As part of the experience study conducted every five years, the actuary recomriends
economic and noneconomic assumptions used in setting the retirement contribution rates. The
recommendations are sent to the PEBA staff and the Board for their consideretiaever,

the investment return assumption, by law, is set by General Assably.
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Legislative control over the investment return assumption is highly unusual and inconsistent
with the usual processes adopted in other states with similar systems. It is prevailing practice in
public retirement and benefit systems in the U.S. tog tictuary to develop and recommend

the return assumption to the plan administrator. The benchmarking survey conducted for PEBA
showed only one of the peer systems has an assumption set by the legislature. The experience
of the FAS team confirms that dat&etting the rate of returtomports directly with the

fiduciary responsibilities of the PEBA Board and Executive Director.

Table14 Authority for Investment Return Assumption

Who has final authority for setting the assumed rate of return for
system ?

The legislature

Retirement system board of trustees 1

Investment board trustees 1

This improvement recommendation also was made mBAS recommendations contained in
the Fiduciary Performance Audit of the RSIC released in April, 2014. Legislative action to amend
the law would be required to accomplish this change.

As also noted in the April 2014 recommendaticositained in the REIFiduciary Performance
Audit, there should be a periodic review process. There is no current provision for such a review
by the General Assembly

Recommendation &: The actuary, in conjunction with the PEBA staff and subject to
approval by the Board, stuld develop and recommend all actuarial assumptions for the
pension plan and other benefit plansncluding the investment return assumptianif the
state law placing responsibility for setting the investment return assumption with the
Legislature is nothanged, there should be a prescribed periodic review procadepted by
the General Assembly

The Experience Study

Conclusion &: The experience study includes consideration of changes in mortality, but
there is no documented process fovhen and howPEBA should adopt option factor changes

The experience study examines all economic andemnomic experience for each defined
benefit plan administered by PEBA. As part of the study, the actuary determines if mortality
rates in the active and retiredopulation have changed to a significant degree from the
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assumed rates. Mortality experience changes potentially affect the actuarial factors used in
calculating the Joint and Survivor annuity options that continue benefits to named
beneficiaries. In picice, PEBA consults with the actuary concerning whether changes in
option factors is indicated, but there is no documented procedure for when andtb@adopt
option factor changes

Recommendation &: PEBA staff should develop procedures, in conjunatwith the
actuary, to determinewhen and how toadopt annuity option factor changes

Projection Modeling Process

Conclusion @: The PEBA actuary routinely provides projection modeling of the funded
status, contribution rate and cash flow requiremes over 3Qyear periods to PEBA staff and
the PEBA board. Modeling ralis are made available to RSIChere is however,limited
interaction between the actuary and RSIC as part of that process. Such interaction could
enhance the value of the process.

The projection modeling uses various investment return scenarios to provide a view of the
impact of various market conditions on pension plan liabilities. The actuary has provided a
software model to the PEBA staff for use in that exercise, and a limitedber of PEBA staff

are able to use the software. However, RISC does not have access to the software and there is
limited interaction involving all three parties (PEBA, RSIC and the actuary) in conjunction with
modeling for purposes of assisting RISC usided the longterm impact of investment

experience on the funding and cost of the retirement system. Adding such interaction could
enhance the value of the exercise.

Recommendation @: PEBA should consider closer engagement between the PEBA Board,
staff, actuary, and the RSIC Board and staff in order to better understand how investment
return projections under various asset allocation models may impact plan liabilities and costs.

Actuarial Audits

Conclusion 6.7. PEBA does not routinely conduct adtlaaudits as is done in many public

retirement systems. Such audits are considered best practice and in some cases are required in state
statute. Adopting a policy of regular audits may enhance the oversight process and provide
assurances that the actu@l practices being used in development of the annual actuarial valuations
and the experience study are within accepted actuarial practices.

107
Funston Adisory Services LLC



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

PEBA is not required to conduct an actuarial audit. This type of audit is a standard practice among
many publiaetirement systems and is commonly done on a regular schedule. In some systems an
actuarial audit is required in state statute. An actuarial audit encompasses more than just recreating
contribution rate calculations. It normally includes a review oetiliarial assumptions and a review

of all factors used in the development of those assumptions. Actuarial audits can be helpful in
providing suggested new approaches to the actuarial processes used in the retirement plan.

Recommendation 6.7 PEBA shald adopta policy of conducting regular independent actuarial
audits.

Health

Premium Setting

Conclusion 6.8PEBA has a wedistablished and effective procedsr establishing health
premium rates developed in conjunction with the actuaryOnce PEBAnishes computing
the premium rates, PEBA might consider having the actuary validate the rates as an
additional step in the rate setting process

With the assistance of the actuary PEBA has put in place a system for developing premium

rates. The PEBA $téas successfully used this method for developing rates over a period of

years. The health plan remains appropriately fundeBBA works with the actuary to establish

GKS {G0FGS 1SFHEOK tflyQa o0dzRISOF NBEK FTdph&RAy I NBJ|
claims trend as well as plan revenue and expen§asce budgetary requirements are set, PEBA

staff calculates the actual premiums based on those budgetary requirements

Due to the size of the South Carolina plamplanspecific database can be used this task as
well as other plan purposes. In addition, the actuary maintains a national health plan database
that can be used for comparison and validation. This informatiomaideavailable to PEBA.

Having PEBA staff compute premium ratensot unusal among large plans, and PEBA has a
history of successfully geloping its own premium rates. Howevagng the actuary for a
validationstepmay strengthen the process.

Recommendation 6.8 PEBAshouldconsider having the actuary validate the premiurates
once PEBA completes the calculation process
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Plan Design

Conclusion 6.9:PEBA uses the actuary for counsel on specific plasigh and policy related
issues.PEBA could benefit from a coherent forwatdoking strategy to address rising health
care costs and potentially improve outcomes.

The actuary provides counsel to the PEBA board and staff on specific plan design and related
policy issues. This role is especially pertinent to the health plan, where the legal, economic and
technical environmentare dynamic.

However, both the PEBA Board and staff expressed the need to establish a more coherent
strategy to address rising health care costs and improve health outcomes. Board and staff time
and resources could be more efficiently used with a guidinategy. Given these concerns,
consideration should be given to expanding health care consulting arrangements to assist in
focusing on developing a coherent strategy. That expansion could include more extensive use
of the actuary in this area, or the uséan independent health care consultant.

All of the peers in the benchmarking survey used consulting advice in addressing health plan
strategy, design and innovation, whether that advice was from the actuarial firm, a third party
consultant, or a third prty plan administrator.

Recommendation 6.9 PEBA should explore additional consulting services for the Health
Insurance plans to assist in developing loteym strategies to reduce cost and improve
health outcomes.

109
Funston Adisory Services LLC



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

/. LEGAL COMPLIANCE

7.1 Scope dReview

The legal compliance assessmemtluatedthe reasonableness and adequacy of PEBA's legal
compliance with existing federal and state laws and statutes governing PEBAevidwss

also linked to many of the activities in Category 1: Governambih covered our review of
PEBA's governance practices in the context of applicable laws and regulations. This section
addresses the following specific issues:

Role of legal counsel in due diligence process

Board and staff compliance with plan documents
Compliance with "prohibited transactions" requirement
Use of internal legal counsel

Fiduciary Training

a s wdE

7.2 Standard for Comparison

We created and utilized a checklist of legal requirements on a federal and state level to
determine PEBRéompliance. Waeitilized internal interviews, a review of key documents, our
review team experience, a new PEBA benchmarking swa@ynissioned specifically for this
review, and the FAS public pension governakoewledgdase for a comparison of PEBA
practices with peefunds.
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7.3 Summary of LegaComplianceConclusions

Conclusion 71: PEBA has reasonable processes and review mechanisms in place to
determine applicable legal requirements and achieve compliance.

Conclusion 7.2: PEBA utilizes qualified internataexternal legal counsel to maintain
compliance with federal and state requirements. We did not identify any material
compliance lapses during the review.

Conclusion 3: PEBA has implemented tools to monitor and comply with privacy and security
requirements.

Conclusion 74: Legal counsel could improve Trustee and staff training on fiduciary duties
through standardized onboarding education, regular updates and use of examples that are
targeted to key issues.

Conclusion’.5: Internal legal counsel appesa to be appropriately involved in the contracting
and due diligence process for PEBA service providers.
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7.4 Finding and Recommendations for eadlegal Complianc€onclusion

Conclusion 71: PEBA has reasonable processes and review mechanisms intplace
determine applicable legal requirements and achieve compliance.

Legal compliance for an organization as complex as PEBA is difficult; multiple layers of federal
and state requirements apply to the retirement and insurance programs. Attachag@esdix
Dis a sampldist of the legal compliance requirements applicable to PEBA's plans.

While review of whether PEBA complies with each requirement is beyond the scope of a
fiduciary audit, we confirmed that PEBA has the appropriate processes and sgpergilace to
identify the applicable requirements and ensure compliance. Of note, the General Counsel
attends all Board and Committee meetings, advising on issues that arise. He is also involved
with senior staff in responding to questions and advisinghe permissibility of actions.

The internal legal staff is also involved in reviewing a variety of f&&#@&d documents,
including contracts and requests for proposals, forms, policies and legislation. PEBA also
appears to accurately apply plangvisions in benefit determinations. Participants whose
benefit appeals have been denied may appeal to the Administrative Law Court for review.

Of the 15 Administrative Law Court decisions that we reviewed, all that reached a final decision
upheld PEBA'benefit denial.

Conclusion 7.2: PEBA utilizes qualified internal and external legal counsel to maintain
compliance with federal and state requirements. We did not identify any material
compliance lapses during the review.

PEBA has a general couhard twoadditional internal attorneys. ®open fourth positionsin

the process of being filledt works with outside legal counsel when appropriate and necessary.
Legal staffing levels and use of outside counsel at PEBA are consistent with itsAleefshe
internal counsel attorneys have multiple years of experience in the benefits area. They are
members of a number of national trade organizations in the retirement and insurance areas,
attending conferences sponsored by those organizationsjedisas partaking in other
educational opportunities as appropriate.

PEBA utilizes Ice Miller for consultation on compliance issues foetinement and insurance
plans. Thismcludesfiling for an Internal Revenue Service ("IRS") determination l&treeach
retirement plan during the Pension Protection Act ("PPA™) Cycle C remedial amendment cycle.
It is important for PEBA internkdgal staff to have access toitside counsel with expertise in

the benefits area, especially for public plans, dugh® complexity of the requirements.
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PEBA has also utilized other outside counsel for procurement and litigation purposes. In order
to secure the expertise necessary for public plan work, the Attorney General may need to
provide flexibility in approvingutside counsel with a national practice, and corresponding out
of-state fees. PEBA also utilizes its consultants in providing advice and review of plan benefits
and requirements.

All of PEBA's plans received favorable determination letters based ondkeracent filings.

The determination letters were issued on each retirement plan between March and June 2014,
and expire January 31, 2019 at the end of the next remedial amendment cycle. A favorable
determination letter from the IRS means that the IS approved the plan document from a

tax qualification standpointl is best practice to obtain them. Ice Miller also provides an

annual review of the retirement plans to determine federal compliariteorks with internal
counsel to draft any necessaamendments.

With regard to the insurance plans, PEBA's internal counsel utilizes outside legal counsel and
consultants to monitor changes in legal requirements. Continued review of changing regulatory
requirements is especially important with health ptaas additional guidance and requirements
are introduced under the Affordable Care Act. No similar qualification process exists for health
plans as exists for qualified retirement plans.

However, PEBA's general counsel consults with outside couns@lEBA's other consultants
with regard to changing regulatory requirements and compliance. In addition, Ice Miller
provides an annual review of the health and cafeteria plans for federal compliance purposes
and works with internal counsel to modify the pkas necessary. However, PEBA could also
use additional resources, such as DOL checklists andosaffliance tools, as guides for its
review.

In addition to federal requirements, state statutory requirements apply to the retirement and
insured plas. The statutes provide more specific requirements forrteement plans, while
providing more generally that health insurance shall be offered. With regard to state law,
PEBA's internal legal counsel drafts and reviews legislation relating to PEBA.

Recommendation 2: In conjunction with outside legal counsel, PEBA legal staff should
continue to perform periodic reviews of changes in the law and the plans' compliance with
federal and state law requirements.

Conclusion 3: PEBA has implementedals to monitor and comply with privacy and security
requirements.
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The Health Insurance Portability and Accountability Act ("HIPAA") requires group health plans
to comply with its privacy and security requirements in an effort to maintain confidentlity
participants' protected health information ("PHI"). PEBA has implemented appropriate
procedures for HIPAA compliance. PEBA maintains detailed policies for compliance, discussed
in section 2 above, and maintains business associate agreements wheypepfe and

required.

We also were able to evaluate PEBA's compliance with the HIPAA requirements in handling an
inadvertent PHI breach by a subcontractor. Loss of control over its members' PHI occurred
when a passworgbrotected laptop was stolen from subcontractor. The HIPAA privacy rule
contemplates that incidents like this will happen and, accordingly, outlines a process for
addressing them. PEBA implemented the legally required steps to investigate the incident and
notify affected members, advisy them of steps to take in protecting against potential identity
theft and credit monitoring, demonstrating a strong process. It also terminated the
subcontractor that caused the breach.

HIPAA recognizes that group health plans need to disclose PHiftwm necessary functions.
However, HIPAA requires that plans only disclose the minimum amount of PHI necessary for the
intended purpose. During the review, we became aware that some internal PEBA training
documents unnecessarily include PHI. PEBAtdsessed the situation, and we did not

identify any other breaches during the review.

However,special attention should be paid to control of hard copy documents witrbBeHuse
it is easier to lose control over paper copig®nsideration should beigen to avoiding the
generation of PHI hard copies when paper copies are not requireajttonaticshredding of
unneededhard copies ando limiting the print function for electronic documents that contain
PHIwhen hard copies are not required.

Recommeidlation 7.3: PEBA should review if&rinted training materials, reports and use of
protected health information to make sure its minimum necessary standards are being
consistently applied.

Conclusion 4: Legal counsel could improve Trustee and staff tiag on fiduciary duties
through standardized onboarding education, regular updates and use of examples that are
targeted to key issues.

As outlined in Section 1 regarding governance, PEBA Board members are fiduciaries and, as
such, are subject to certaiiduciary standards. Primary fiduciary duties include the duty of
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loyalty, duty of care, and duty of impartiality. A comprehensive description of these standards
is includedn section 1.4 Background earlier in this report.

In addition to fiduciary duées, PEBA is subject to federal and state prohibited transaction
standards. While qualified government retirement plans are not subject to the ERISA
prohibited transaction requirements which cover private pension plans, they are subject to the
prohibitedtransaction rules of the Internal Revenue Code ("Code") contained in IRC section
503.

Under Code section 503(a), a qualified plan could lose its tax exempt status if it engages in a
prohibited transaction. The Code section 503 standards generally jtrdihibrsion of trust

assets for nosplan purposes or for less than adequate compensation. Board members and
staff are also subject to the State Ethics Act, and Board members also must comply with the
supplemental conflict of interest policy the Board atied, as discussed in section 2 above. We
did not identify any apparent fiduciary duty or prohibited transaction violations during our
review.

However, we learned during interviews that some Board members have not yet received full
training on their fduciary obligations or on prohibited transactions. In addition, the Board
would benefit from greater clarity on application of the fiduciary duty of loyalty, which runs
solely to beneficiaries, as well as on the different roles of Trustees and the mlas®sp

Fiduciary training is an integral component of ensuring that Board members comply with their
fiduciary obligations.

We recommend that Board members receive comprehensiveaarding fiduciary training,

with refreshers at least annually. Traiginan take on a variety of formats, but we have found
that comprehensive educational presentations on fiduciary duty are more effective when
supplemented with other learning opportunities. Repetition over time and presentation of
concepts in both visualna verbal media, combined with use of relevant discussion examples,
tends to be more effective for training purposes than a single education session. Also, staff
should receive training on their ethical obligations, which should be formalized in a gainin
schedule to ensure training is conducted.

Recommendation #4.1: PEBA should provide periodic fiduciary training to staff and Board
members through standardized onboarding education, regular updates and use of examples
that are targeted to key issues.

Recommendation 74.2: PEBA should formalize a staff training schedule to ensure that
consistent ethics and compliance training is conducted.
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Conclusion?.5: Internal legal counsel appears to be appropriately involved in the contracting
and due diligencerocess for PEBA service providers.

PEBA's internal legal staff appears to be appropriately involved in the procurement and due
diligence process for PEBA's service providers as necessary. One of the internal attorneys is
tasked with handling procurememsues in coordination with the procurement officer. We
reviewed a sample of PEBA's requests for proposals (RFPs) and contracts with service providers.

The RFPs are extensive and contain standard questions and provisions, including whether the
serviceprovider will assume fiduciary status, when appropriate, and indemnify the state for the
service provider's errors. Review of a sample of service provider contracts also indicated that
standard terms were included in the contracts, including indemnificatieasonable

termination provisions, and a comprehensive description of the services to be provided.

PEBA's investment advisdos the ORP and Deferred Compensation Progaaensubject to

both federal and state pato-play requirements. The Secuesi and Exchange Commission

Rule 206(4F% containsatwe® ST NJ LINPKAOAGAZ2Y 2y |y | RAASNDaA
to a government entity following a political contribution to certain officials of that entity; a
prohibition on the use of thirgparty Dlicitors who are not themselves subject to payplay

restrictions on political contributions; and a prohibition on efforts by advisers to solicit political
contributions to certain officials of a government entity to which the adviser is seeking to

provide services.

Recommendation A: PEBA should confirm thadRP and Deferred Compensatigrvestment
advisors acknowledge their compliance with the S$B@y to playXegulations and state
requirements.
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8. TYPES AND LEVELS OF CUSTOMER SERVICE

8.1 Scope dReview

Ourreviewevaluated the reasonableness and adequacy of PEBA's types and levels of customer
service We also evaluated theffectiveness of 9 . tuSt@mer service and communications

with its stakeholders, beneficiaries and participants. The readdressed the following

specific topics:

Quiality of customer service

Satisfaction surveys and folleuwp
Communication channels, content, and form
Response turnaround time

pPwnpRE

8.2 Standard for Comparison

We utilized internal interviews, a review of key datents and PEBA customer service surveys,
a new PEBA benchmarking surdegignedand conducted specifically for this review, and our
NEOASSE (SIYQa SELISNASYOS Ay Lzt AO NBGANBYSyYI

In addition, we utilized the 2BLCEM Pension Administration Benchmarking reftbe most
recent)and its findings as a key data source for pension administration operations. FAS
contracted with CEM to provideAS withadditional input and analys@n their report

We also collectedrad analyzed all the key internal performance standards that PEBA has
established, particularly for health insurance, disability and life insurance, as these were not
included in the CEM benchmarking.
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8.3 Summary of Customer Service Conclusions

Concluson 8.1: Based upon our interviews and review of customer service metrics, it appears
GKFG t9.1 Q& O2NB GFfdzS 2F LINRPOGARAY3A az2dziaidl yR
O2yAydz2dza AYLINROSYSyYy(é¢ A& 0SAy3d FdzZ FAE§ SR 08

Conclusion 8.2: IEBA Call Center surveys regarding service timeliness, courtesy, and
effectiveness, indicate a very higlevel of overall satisfaction.

Conclusion 8.3Despite an increase in FY12 and FY13 due to retirement legislation, visitor
center wait times for retirenent and insurance have been reduced to historical lows in FY14.
Visitor Center customer satisfaction has remained over 99% for each of the past ten years and
was at 99.58% in FY14

Conclusion 8.4: The customer surveys, as well as the internal metriagjradtered within
the groups with a customer interface appear to be effective and are used by the management
team to continuously improve operations and responsiveness.

Conclusion 8.5: The 2013 PEBA customer satisfaction survey asked numerous questions an
was structured around seven different constituent groups, but it did not seem to be effective
and was not linked to any actionable operating metrics.

| 2y Of dzai2y vy dcY . FASR dzZLll2y (G4KS wnmo /9a 06SyoO
satisfaction suveyingprocessrated higher than the peer median but could still be improved.

Conclusion 8.7: PEBA relies heavily upon its website and electronic media as its first line of
customer service; while this is appropriate and effective, many members and, esfigc
retirees, are not reached through electronic channels.

Conclusion 8.8: Although many retirement and insurance forms are available to members
online through the PEBA website, there are limited opportunities for members to submit or
update retirement information electronically through the website.

| 2y Of dzZAA 2y y dpY . AaSR dzLl2y GKS Hnmo /9a 0SyoO
YR LISyaAizy AyOSLIIA2Yy LINROSaaiAy3da faz2 O2YLI NB
achieving the initial paymentor new retirees within the first month of retirement was 99.3%

compared to 89.2% for the peer group.

Conclusion8.10t 9. ! Qa I OGAGAGE &aSNWAOS aoGiavdslabode2 NJ 6 A (0 K
GKS LISSNJ YSRAIY a02NB Ay [/ 9aQa uHnmo 4addzRe
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Conclusion8.11t 9. ! Q&8 &aSNIWAOS ONBRAG LIzZNOKF &S LINRPOS&a
the peeraverageA Y / 9a Q& Hnmo aidzRe d

Conclusion8.12t 9. ! Q& | OiAQGAGe aSNIAOS alO2NB F2NJ 5Aal
AY [/ 9aQ& .unmo aiddzRe

Conclusion 8.13Alth2 dzZ3 K t 9. ! Q& | OGAQ@GAGE &a02NB F2NJ G§KS /
and good call outcomes was close to the peer average, there is room for improvement.

Conclusion 8.14PEBA counsels a higher percentage of members on aamene than their
peers. There is also minimal wait time for a counseling session at PEBA. However, there is
one area in this activity to consider for potential improvement

Conclusion 8.15A material number of PEBA members attended field presentations and
group counselingessions although the percentage of 2.4% of active members was lower
than the peer average of 5.5%. Also, the average number of attendees per presentation was
larger than the peer average. Smaller groups are generally preferred as there is more
opportunity for individual attention.

Conclusion 8.16PEBA has saragay turnaround on written pension estimates compared to
an average of nine business days among peers
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8.4 Findings and Recommendations for each Customer Service Conclusion

Background

The Custorar Services Division of PEBA reports to the Chief Operating Officer and includes
approximately90 staff organized into four main groups:

1 ThecCall Centenwith a staff of 40directed bythree supervisors antesponsible for
Retirement, Insurance, and Bertefidministrators (BA) call lings

9 Customer Intak€lnsurance Counselors and Retirement Counsetord)a Field
Education staffotaling 20 employees

i CustomerClaimswhichincludes Claims Processing (Annuity, Refund and Death Claims)
and Service (Serviceifehase and Service Audijith a staff 0f28; and,

TheCommunicatiorDepartment, with astaff of 7, is responsible for the PEBA websaied
other supporting customer service activities. It was recently transferred to report to the COO
and is no longer gt of the Customer Service Division

The Customer Intake group provides em@one counseling for members and subscribers. The
Field Education group works with employers and employer boards to enroll new groups into

t 9. ! Qa FoLiislirghée®lans, ¢hthird party providers work with Field Education to

support the employers and employees. Over the past year 171 retirement education events
were held around the state and 248 were held for insurance. The peak period for enrollment is
in the spring.

TheClaims Processing unit of Customer Claims is responsible for processing refund, death, and
annuity claims. The Service Purchase unit of Customer Claims is responsible for providing
service purchase invoices. The Claims processing unit typically proabesée$,500 annuity

claims annuallybut in years of significant legislative changes this has spiked to :2%000.

The retirement claims process is tightly linked with payroll processes. All transactions go
through a quality assurance process.

Thedisability appeals process is handled by an administrative law judge. If a member files an
appeal, the PEBA legal staff handles it, often with the assistance of a consultant. If a settlement
is not reached the appeal will again go to a judge for resmiuEach insurance product has its

own appeals process.

For death claims, PEBA has an objective of sending out a letter to the survivors wattey2
with instructions on how to file a death claim. The objective is to send out the first death
benefitpayment within 30 days to ensure continuity of income for the family. The cycle time
and error rates are monitored.
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Since the formation of PEBA in 2012 there has been an ongoing effort to achieve efficiencies
through consolidation and standardization abpesses between retirement and insurance
operations wherever it was practical. The call centers are the most advanced in achieving
integration Most staff have received cross training to be able to handle either retirement or
insurance calls, as necesgar-urther standardization is still in process and planned for the
future.

OverallQuality of Customer Service

Conclusion 8.1Based upon our interviews and review of customer service metrics, it appears

GKFG t9.1 Qa O2NB g { dgdudts extdieBt custbhiensSarvicé andzi a G | Y R

O2yiAydz2dza AYLINRPOSYSy(ié¢ Aa o0SAy3a FdzZ FAEE SR

The PEBA2018n { GNJ GS3AAO tfly QBldyTNKome Servicesan2l NE =+ | f d

Productsg We consistently provide outstanding products and dbece customer services, as
defined by our customers, and we strive for continuous improvement. Our interaction with

Odzai2YSNBE Aa FIFEANE FlLradz aAYLIXS YR O2YLINBKSY

In the retirement area, Customer Claims measures key internal performance mettiedsan
has accountability standards for several key retirement areas, such as:

1 Refunds:Release payments so that refunds can be paid within 30 days of receipts of the

NBEFdzyR LI AOFGA2Y 2NJ dobn RIF&&a FFFGSNI GKS YS

whichever is later;

1 Deaths :Accurately update records as additional information is received and release
payments for workable claims within 30 days after notification of death;

1 Disability retirement claims annuitie¥Vorker disability claims are processauald
released for initial payment within 30 days of approval and finalized benefits are
released for payment within 30 days of members receiving their first benefit check, once
files become workable; and,

1 Service retirement claims annuitied/orkable sende annuity claims are processed and

NEBf SIFASR F2NJAYAGAFIE LI &YSyd 6AGKAY on RI@

application received if filing retractively) and finalized benefits are released for

LI 8YSYyd 6AGKAY on RI &dfirsthanefivciecio @demlieas NS OSA GA

become workable.
In Customer Claims, cycle times are measured and error rates are monitored on a regular basis

and reports are prepared monthly.
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A number of different customer satisfaction surveys are conducted by PERBA, miodically

and others on an ongoing basis. They have been administered by four difteriésxvithin
Customer Service: Call Center; Visitor Center; Field Services; and Communication. After the
current reorganization is complete, Field Servicesrefibrt to the new Employer Services
Department under the COO, and Communications will report directly to the COO.

Customer satisfaction reporting to the PEBA Board of Directors has typically been accomplished
through the annual Accountability Report whishprepared by the Communication

Department. Questions about the utility of the annual AccountabRgort were raised in a

number of interviews.However, it is our understanding that the Accountability Report content
and format is required by the Geral Assembly and PEBA does not have discretion to change

or eliminate the report.

Call Center

Conclusion 8.2: PEBA Call Center surveys regarding service timeliness, courtesy, effectiveness,
indicate a very higHevel of overall satisfaction.

For FY13 anBY 14, Call Center survey reswese:

Timeliness was 98+%

Courtesy and respect was 99+%
Effectiveness was 97+%

Overall satisfaction was 97+%

o O O O

The call centers are the primary customer service resource for retirement members, retirees
and employers if th€EBA website is insufficient to accommodate their needs. A percentage of
calls with basic questions can be handled with automated responses without the assistance of a
call center representative.

Typical call center support includes retirement counseding assistance in making
calculations. The busiest period for retirements is during July.

For insurance, aside from member eligibility or plan changes, in most cases the primary call
center support is provided by the insurance vendors and the PEBAtl performs a

tertiary role. There aréhree employees of the Pharmacy Benefit Manager who worlsiba at
PEBA. The peak period of activity is during open enroliment in October.

Call center counselors have access to a variety of information systefuding imaging, the
automated retirement system, and the pharmacy benefit manager system. Accessing
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retirement and insurance accounts of a member still requires utilizing at least two separate
systems and often as many as seven or eight applicationdtaimeously. Counselors utilize
two or three screens to be able to view multiple systems.

Metrics which are tracked and monitored are typical for a call center and include: wait times;
call length; abandoned calls; hold time; availability; and callsg@esentative.

Crosstraining of call center counselors was a major initiative after the creation of PEBA. There
had been a significant amount of turnover in the insurance call center, and many of the
retirement agents volunteered for the five to six mastof insurance training.

The call management system appears to have functionality limitations which impact
productivity. The call center has requested a new system with additional capabilities and
features. They would also like to have the capabilityecbrding all calls rather than the
sampling which is recorded today.

Counselors also handle member correspondence. The technology supporting member
correspondence is not up to date and counselors must use manual templates to respond to
inquiries.

Concusion 8.3: Despite an increase in FY12 and FMiSto retirement legislation visitor

center wait times for retirement and insurance have been reduced to historical lows in FY14.
Visitor Center customer satisfaction has remained over 99% for each of tet fen years and
was at 99.58% in FY14,

Survey results show that there were retirement wait time increases in FY12 and FY13 which
peaked at 12 minutes but have been reversed in FY14 and are now at 6 minutes, near the
historical lows. Insurance intake wéimes have steadily declined since FY12 and were at 5
minutes in FY14.

Satisfaction surveys and followp

Conclusion 8.4: The customer surveys, as well as the internal metrics, administered within
the groups with a customer interface appear to be eftae and are used by the management
team to continuously improve operations and responsiveness.

The various customer satisfaction surveys conducted by the Call Center, Visitor Center, Field

Service, as well as the operating metrics monitored within Custddiems, appear to be used
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effectively as a tool by management to quickly identify potential issues. In the call centers, they
are used to identify coaching opportunities and monitor overall performance. In the Visitor
Center, the surveys provide feedtlato address potential instructor deficiencies or

improvement opportunities in training classes. Field Services customer surveys appear to be
most helpful for identifying emerging issues which need to be addressed.

At the end of each call, the callerdsected to a customer satisfaction survey. Call center
representatives encourage callers to participate in the survey; it is estimate@@26% of

callers do choose to participat&.he results of these surveys are used by Customer Service
supervisorsand management for performance monitoring. Potential problems are identified
and addressed and exceptional results are also identified. If a representative appears to need
coaching their calls will be monitored and improvement opportunities identified.

Prior to November 2013, PEBA Customer Intake called a random sample of visitors to the Visitor
Center (intake visitor) and asked three qualitative survey questions and oneeymkd

guestion. Since November 2013, each visitor supplies their email adairdsgceives an email
survey asking the same questions. In addition, wait time is monitored for both retirement

intake and insurance intake and the number of emails received is tracked for retirement and
insurance.

Field Services administers two surgegne for employer benefit administrators who receive
training and another for members who attend insurance training sessidhs.employer
guestionnaire for insurance training contains five multiple choice questions plus anesp=d
guestion. The empyer questionnaire for retirement training asks for three sets of ratings on
each of seven topical training areas.

Recommendation 8.4: PEBA shouldvelopa more standardized approach for performance
monitoring and customer satisfaction surveys with conum tools, data and reporting.

Conclusion 8.5: The 2013 PEBA customer satisfaction survey asked numerous questions and
was structured around seven different constituent groups, but it did not seem to be effective
and was not linked to any actionable opetiag metrics.

t9.!1 Q& /2YYdzyAOFiA2ya 5SLINIYSYy(d LINSOA2dzaf &
survey with a sample of retirees from the prior twelve months using a short paper customer
satisfaction survey. The Communications Department, working ruhaedirection of a Board
member, developed a significantly expanded survey in 2013. The new survey was administered
online with Zipsurvey, although it was also mailed to members 60 years of age and older. The
paper copies were keyed into Zipsurvey maltyiby PEBA staff.
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The 2013 survey used different questions targeted for nine different groups:

1 Five retirement system groups: Active and retired members from SCRS and PORS and
employers

1 Four insurance groups: Active and retired employees, inactive £@BRloyees, and
employers

For several groups there were as many as 26 questions.

The results of this survey have been prepared in nine different reports and distributed to
appropriate PEBA staff. However, there was not a plan for following up andit céear that
the results are being used. We were told that a draft report is being prepared for the Board.

Although the 2013 customer service survey asked a large number of questions, they were not
designed to develop any diagnostic information whichldassist in identifying and prioritizing
operational improvement opportunities. In addition, the survey was not developed as part of a
broader customer service monitoring and improvement initiative and consequently suffers
from a lack of follow up and ftacy.

Due to the extensive nature of this report, as well as the lack of follow up to date, the survey
has not been administered again in 2014 and future plans appear uncertain.

Recommendation 8.5.1: PEBA shoudentify the key areas and metrics for stomer service
monitoring and develop a comprehensive, integrated customer service monitoring
framework which is used to drive its customer surveys and folloy improvement programs.

Recommendation 8.5.2: The PEBA Customer Service Department shouldisktalsmall
group with expertise in customer service metrics and monitoring, or conversely, @téia
outside specialist firm to assist in developing its customer service monitoring approach and
tools.

Retirement Customer Satisfaction

Conclusion 8.6: BA SR dzZLl2y GKS Hnamo /9a 0SYOKYINJ]Ay3
satisfaction surveyingrocessrated higher than the peer median but could still be improved.

CEM evaluated ninemember transaction$or surveying service satisfaction. PEBA collects
service satisfaction reponses in six of the nine activiti§sg I f dzl G SR ® ¢tKS /9a
customer satisfaction surveying were:

125
Funston Adisory Services LLC

v

a

ai

O



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

Oneon-one counseling, 100 out of 100

Member presentationg 100 out of 100

Member telephone callg 100 out of 100

Pension inceptiong 5 out of 100 because the survey is not single activity focused but

part of a general annual survey

1 Written pension estimateg 60 out of 100 because the survey is not single activity
focused but part of a general annual survey

1 Disabiliy ¢ 5 out of 100 because the survey is not single activity focused but part of a

general annual survey

= =4 =4 A

The three areas which CEM evaluates where PEBA does not obtain customer service feedback
include:

1 Secure member area of the websgd®EBA does not hawesecure area on its website
1 Withdrawals and transfersut
9 Purchases and transfems

Recommendation 8.6 PEBA should revaluate its satisfaction surveying process to include
single activity surveys for disability, pension inceptions, withdrawals andséersout and
service credit purchases

Communication channels, content and form

Background

The Communication Department is responsible for managing the PEBA website, producing and
distributing all PEBA publications, and maintaining social media su€dcabook, Twitter and
LinkedIn as well as providing the RSS feed for members and employers. Email is the preferred
communication channel for retirement due to its low cost and timeliness; however, PEBA only
has about 150,000 email addresses. With ové),d00 active and retired members, this

implies that PEBA can reach fewer than half its members via email.

Communication also monitors external and internal events to anticipate any situations which
could cause an increase in customer service requests atifies the Call Center and Intake
Departments.

The PEBA websites are described in further det&lkeiction 4. Content and Form of
Communication with MembersAlthough the website is a key communication tool, it also
serves as a first line of customemgiee, with plan and coverage information, member
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statements and account information, forms, reports, newsletters and other information for
members.

The PEBA website, in addition to providing information, also provides customaesélfe for
certain furctions.

For retirement services, active members can view and update their personal information online
and submit applications online up to six months in advance of retirement. Member statements
are available online, with emails and newsfeeds alerting meEnsibo their availability. A

member can call to request a hard copy. All forms are available online but must be printed and
physically submitted; online form submission is not available.

A video library available on demand provides plan overviews dsaw@ssistance in selecting a
retirement plan and explaining average final compensation. Members also have access to pre
retirement planning materials and benefits calculators, although active members cannot
download their data into the benefit calcutaitto get an accurate estimate without transferring
data to paper and then reentering the data into the calculator. There is also a New Employee
Resource Center to assist new employees in understanding their retirement benefits and
making retirement plarselections.

Inactive members can look up their account in each defined benefit plan through either their
social security number or name and date of birth.

The Retiree Resource Center provides information, forms, and publication for retirees. It
includes mformation on payment dates, adjustments, death benefits, beneficiary changes and
taxes. Changes of address can be updated online through the retiree account.

The PEBA Employer Resource Center makes available the information, forms, and employer
trainingnecessary for employers to provide the administration of retirement benefits, including
a detailed employer manual, contribution rates and guidance on complying with GASB
reporting requirements, and how to obtain assistance. Employer accounts are eatthp

EES website. An employer newsfeed is available as a syndicated RSS subscription. Planned
employer training dates around the state are available and employers can download and print
all training materials.

For insurance services, the website offéorms for insurance elections, HIPPA, COBRA
coverages, and a variety of other situations. Coverage and eligibility information for Active
Employees, COBRA Subscribers, Retirees, Survivors, Spouses and Children, and Local
Subdivisions is available. Plascriptions, premium information, and related brochures are
available for all programs offered by PEBA. Open enrollment and other training and education
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presentations are available for downloading. The website explains the Tobacco Program and
providesrelated forms and information.

The Prevention Partners portion of the Insurance website includes an overview of the program
and numerous pages of detail, including a description of wellness and prevention benefits,
workplace screenings information, a traig calendar, and newsletters. There is also a section
for employer benefits administrators to obtain information and log in.

MyBenefitsallows subscribers to change their contact information, beneficiaries, review

benefits and print a benefit statemenrds well as obtain their Benefits Identification Number

(BIN). Duringthe annual enrdiment period subscribers can make their own changes using
MyBenefitsandthroughout the year Benefits Administrators can process special eligibility
changesornewhisdzi Ay 3 9VYLIX 2&SS . Sy STA (Hite welSieHorOSa 6 (1 K !
claims information the website contains links to each of the insurance programs through the

carrier websites.

Conclusion 8.7: PEBA relies heavily upon its website and electronahiares its first line of
customer service; while this is appropriate and effective, many members and, especially,
retirees, are not reached through electronic channels.

PEBA only has about 150,000 email addresses but over 400,000 active and retired mebers
appears that fewer than half of all PEBA active and retired members regularly receive electronic
communications, with this likely skewed heavily to retired members. It is not clear how many
members do not have regular internet access to the PEBAiteebConsidering the large

proportion of members for whom PEBA does not have an email address, PEBA should consider
alternatives for more effectively reaching this portion of its population.

Recommendatior8.7.1: PEBA should obtain the email addresséa onuch higher proportion
of its members, particularly retirees, to ensure they receive news electronically

Recommendation 8.7.2: PEBA should consider alternative means of reaching members if they
do not use email or the internet.

Conclusion 8.8:Although many retirement and insurance forms are available to members
online through the PEBA website, theimuld be moreopportunities for members to submit
or update retirement information electronically through the website
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Active retirement members canexv and update their personal information online and all
forms are available online; however, the forms must be printed and physically submitted.
Similarly, although members have access tongtéement planning materials and benefits
calculators, they aanot download their data into the benefit calculator to get an accurate
estimate without transferring data to paper and then reentering the data into the calculator.

Among employers and their benefits managers, there is a desire to receive and sendkesss pa
and to be able to communicate and submit forms through the PEBA website.

Recommendation 8.8: As PEBA develops its new website, it should place a high emphasis on
maximizing seHservice capabilities for both members and employers.

Response turnaroundmes

Overall
| 2y Of dzZaA 2y y dpY . AaSR dzLl2y GKS Hnmo /9a 0SyoO
YR AYOSLIiA2Yy LINRPOSaaAy3a O2YLI NBSR FlL@2Nlofe i

initial payment for new retirees within the first month of ratement was 99.3% compared to
89.2% for the peer group. For survivor pensions, PEBA similarly achieved a 99% initial
payment rate within one month, compared with an average rate of 74% in the peer group.

PEBA reported having no late payments while on agerpeers reported one delayed payment

Oe Ot So LY FTRRAGAZ2YS t9.! Qa | ROAOPEBAI NB | @I Af
eliminated printing and distribution of fannual payment advices over a year ago in October

2013. Annuitants cannot choose wltieer or not to receive a payment advice. PEBA will deduct
amounts from the annuity payment for insurance services offered by PEBA.

az2zald o2y 2F t9.!1 Q& AYAGAlIET LI eySyidia oSNB ol
able to finalize the payment taulations on average within 2.3 months, compared to 3.6

months for the peer group.

For survivor pensions, PEBA similarly achieved a 99% initial payment rate within one month,
compared with an average rate of 74% in the peer group.
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Refunds, Withdrawalsnd Transfersout Processing

Conclusion8.10t 9. ! Qa | OGAGAGE aASNIIAOS aoGiavaslbode2 NJ 6 A ( K
GKS LISSNJ YSRAIY &a02NB Ay [/ 9aQa& unmo aildzRe
Withdrawals were completed on average within 40 days compared to a peer average of 40

days,and transfersout in 22 days compared to an average of 36 d&tatue requiresPEBAo

require notarization of transfeout applications which CEM considers unnecessary red tape.
PEBA does not believe notarization is a hecessary control.

Recommendatio 8.10: The General Assembly shouddiminate the notarization requirement
for a member death by amending the appropriate statutes to delete the requirement for a
GRdzZ & | Oly26f SRISRE GgNRAGOISY Yy20AFAOFGAZ2Y (2 t

Service Credit Purchase Processing

Concld A 2y yodmmY t 9.1 Qa &aSNIIAOS ONBmRylbétterlthdzNO K I & S
the peeraveragdh Yy / 9a Q& Hnmo &aidzRé d

PEBA reported that purchase of service credits required 15 days from request to a written cost
to be provided. This compared &opeer group average of 16 dayBhe benchmark for
providing a written cost for a service credit purchase is 1 day.

Disability Claims Processing

Conclusion8.12t 9. ! Qa | OiAQGAGe aSNIAOS alO2NB F2NJ 5Aal
AY [ 9asi@y. HnmMO

t 9.1 Qa LINRPOSaaAy3d Oeé awhsSvadiahthepeeraeigdrviodnbnind £ A G & |
but because PEBA does not require the applications to be notarized it is considered a better
process.

Service Score

lf 0K2dzZAK t 9. ! Qadhe Cab Gent@raspetificaly) GalNdit tfna &hb good call
outcomes was close to the peer average, there is room for improvement.
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The 2013 CEM calculated overall service score for the PEBA call center was 49 out of 100
compared to a peer median of 53. & primary differences which caused PEBA to be below the
median were:

a2NB fAYAGSR K2dzNB 2F 2LISNIGA2Y o6nudp O2YLJ
Slower email response time (1 day compared to a 4 hour standard)

Average number of menu layers a caller must neget(2 layers versus a standard of 1)

More limited reattime information available for representatives to reference

No tools to project call volumes

More limited review of member calls for staff coaching (2 versus a standard of 4 per

month)

= =4 =4 4 -4 -

Recommendatior8.13.1: PEBA should consider if expanded hours for its call center would
result in improved customer service.

Recommendation 8.13.2: PEBA should evaluate new phone and email management systems
and consider acquiring newer technologies if they could impeoservice levels and/or staff
productivity levels.

One-on-One Counselling

Conclusion 8.14PEBA counsels a higher percentage of members on aammene than their
peers. There is also minimal wait time for a counseling session at PEBA. However,jshere
onearea in this activity to consider for potential improvement.

The CEM study reported that PEBA provided-on@ne counseling to 6.6% of its members in
2013, significantly more than the peer average of 3.9%. The service was also freely available to
all members, including both scheduled sessions and-imalk However, PEBA only offers ene
on-one counseling at its Visitor Center in Columbia while many peer agencies offer sessions in
field locations, particularly at employer locations, where over 28%gesions were held among

the peer agencies.

t 9 . hcfvity score for onen-one counseling was slightly below the peer median score.
PEBA did score higher for their counseling service capability because counselors are able to
provide realtime member nformation for scheduled sessions and walk

We were informed thathe counselors for the Visitor Center are comprised of seasoned
representatives who have transferred from the Call Center. All of these representatives have
had previous rotations in #hVisitor Center so the experience of seeing visitors is not new.
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New counselors are shadowed by a manager for a short period of time. If any issue concerning

I O2dzyaSt2NJ Aada OoONRdAKG (2 YIFylFr3asSySyidiQa FGdSyi
counselor Counselors receive training on new legislation, procedures, and guidelines

impacting insurance and retirement.

Recommendation 8.14PEBA should consider if offering ofma-one counseling sessions at
employer sites would result in improved customer séce and participation levels.

Retirement Presentations

Conclusion 8.15A material number of PEBA members attended field presentations and
group counseling sessions although the percentage of 2.4% of active members was lower
than the peer average of 5.5%Also, the average number of attendees per presentation was
larger than the peer average. Smaller groups are generally preferred as there is more
opportunity for individual attention.

Although the 3.4% of members who attended PEBA retirement field ptasen and group
counseling sessions was less than the peer group average of 5.5%, in consideration of the high
participation in oneon-one counseling, 10.0% of PEBA members received retirement education
in 2013 compared to 9.4% for the peer group. Hogrethe average group size of 55 members
was higher than the peer group average of 37. This may be because PEBA offered less than
one-third the number of sessions as compared to the peer average. Four out of five peers also
offer webcasts of presentatian while PEBA does not.

Recommendation 8.15: PEBA should consider increasing the number of retirement
presentations it offers in the field to reduce the size of the groups and allow more individual
attention.

Written Pension Estimates

PEBA has sarday turnaround on written pension estimates compared to an average of nine
business days among peers

t 9. | Qadaydpensidh estimate turnaround is significantly faster than the peer agency
average of 9 days. However, this is balanced by the fact that PEBAdboffer a benefit
Ot OdzAf F 2N tAYy{SR (2 | YSYOoOSNRa. alfFNE FyR &S
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CEM identified several areas where PEBA does not include information on the pension
statement that would be valuable to members: how their pension istiofigorotected and
opportunities for the member to increase the value of their pension such as purchasing service
credit or the impact of working longer

Recommendation 8.16: PEBA should consider adding additional information to member
statements to helpthem better understand their future options.

Insurance Customer Service

Conclusion 8.17: Based upon a review of third party provider contracts, PEBA appears to
effectively include service level performance agreements in its contracts for insurance
serviees.

We reviewed several recent contracts with insurance providers, including the pharmacy benefit
manager (PBM). In those contracts, PEBA has included customer service performance
requirements for areas such as timeliness of care or services, membemasayuices, claims
processing, call center responsiveness, and written communications.

Most contracts require quarterly reporting to PEBA of actual performance against those
requirements and also typically have financial penalties for failure to meeteitpaired
standard. We did identify examples where penalties were paid for falling below the
performance standard.

While the contracts and reports we reviewed indicate that PEBA does consistently include
customer service and other performance standardthigir contracts, we did not identify any
policies which would provide guidelines to the insurance or procurement managers negotiating
the contracts as to what minimum performance standards should be. In addition, there did not
appear to be a single depanent or individual responsible for monitoring the performance of

the external providers and reporting potential issues to PEBA leadership.

Recommendation 8.17: PEBA shoudletermineif assigning responsibility for monitoring
insurance customer service ta single manager in the insurance organization could help focus
the reporting and provide helpful input during contract negotiations.
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9. RECORD KEEPING AND SECURITY OF
INFORMATION

9.1 Scope of Review

Our review &aluated the reasonableness and adequaf PEBA's recordkeeping, and
information security policies and practices. The review addressed the following specific areas:

1. Records management and retention policies and procedures

2. Disaster recovery plans and testing of business process units imetioju with
information systems business continuity activities

3. System security of significant business unit applications as it relates to the granting,
changes to and revoking of access privileges

4. Policies and procedures relating to information security.

In addition, FAS reviewed the process for monitoring exceptions and the notification process for
addressing identified issues.

9.2 Standard for Comparison

We conducted interviews with numerous internal PEBA staff as well as several members of

t 9. | Cefit sadviee/providers and thirdarty administrators in order to understand any

history of errors or processing problems. We also reviewed correspondence and

R20OdzySyidl A2y 2F t9.!1Qa L¢ LIR2ftAOASE ' yR LINROS
record retention and business continuityvS | f a2 dziAf AT SR 2dzNJ NBQJA S g
knowledge of industry practices.
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9.3 Summary of Communications Conclusions

Conclusiord.1: Retirement and Healthcare Benefits data and records managementtmeas
remain siloed. Separate member databases are maintained potentially leading to
degradation of data integrity and an increase in data processing errors.

Conclusion @: PEBA has established reasonable and appropriate data and network security
protection policies and procedures. No significant ddieeaches were noted by PEBA or its
third-party benefit program service providers during thgast year during thecourse of our
assessment. Howevesgeveralimprovement opportunities were identified to enhace
t9.1Qa O0SYSTAG LINPINIY GNIAYyAy3ad G2 AYLNROS
security.

Conclusion B: No system outages or interruption of benefit processing were identified
There area number of business recovery improvement opportunisie

Conclusior.4: No material data integrity issues were identified®veral control
improvement opportunities exist.
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9.4Findings and Recommendations for each Communications Conclusion

Background

t 9.1 Qa NBO2NR | SSLIAY3 livscRpraktiteE BaNévbeeid md@gled afterO dzNA
GKS {dGFr3dS 2F {2dziK /FNRBfAYlIQa 5SLI NIYSyd 27F !
These policies and procedures have been customized by PEBA to ensure compliance with state
requirements and cover the folaing areas: information securitgeneral record keeping

functions andrecord ragention and ekctronic records including datamail and electronic

signatures.

PEBA completed a comprehensive records inventory in July 2012, which identified key

documents retention periods and referenced policies maintained by the business units as well

Fd t9.1Qa L¢ RSLINIYSyGD LG ola y2G0SR RdzZNARy 3
the merger, the Insurance Benefits group maintained their systems withithan&tate of

South Carolina program.

These systems and underlying technology were broughbimse during the middle of 2014.
Although the transfer of systems, data and technology was successful, the systems themselves
are not fully integrated and coesguently, contained siloed data and information.

Thirdparty administrators are contractually obligated to maintain beneficiary data and records

dzy RSNJ 4 KS alyYS aGlFr4S 3IdzARStAYySa a t9.! o Ly
employers and éneficiaries is provided to PEBA via secure file transfer procedures. These file
transfers are monitored for completeness and accuracy by both electronic edit checks as well as
manual balancing procedures within the various business units.

In addition,vendors using PEBA systems are required to use the same access authentication
and approval process as PEBA staff; ensuring accountability and appropriateness of access to
beneficiary data. Any errors, data access or integrity issues are communicateziderttice
provider for followup and corrective actions.

t 9. ! QaGOUS FuUA tadFFF INBE NBaLRyaArotS F2N) RSOSt
application systems, network and computer infrastructure and information security. In

addition, the depannent also works with each of the business functions to facilitate

information and data transfers with thirtlJ- NJié @Sy R2NAR |yR (GKS {aGl1aS
Division of Technology.

PEBA has recently updated and enhanced their Information Security Poltc& @sedural
manuals tanclude:
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Audit Controls

Data Backup

Designation of Security Office
and Security Administrator
Disposal and Destruction of
Data

Emailing Data

Evaluation

Faxing Data

Information Access
Management

Information System Activity
Review
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Integrity

Log in Monitoring
Password Management
System Access
Authentication

Physical Security Safeguarg
Sanction Policy

Data Security Incidents
Data Transmission Security
Workforce Onboarding
Workstation Use and
Security

t9. ! Qa

L¢

L y T 2Iibids larid précgdurfl Sré@ndaléeaintain easily understood policy

descriptions along with procedures on how they should be used on a day to day basis. They
also reference regulatory requirements, i.e., Health Insurance Portability and Accountability Act

(HPAA).

t9. ! Qa

L¢ 5SLI NILYSY

l.fl

KIa RSRAOIGS

R adGaFr¥¥ G2 Y

networks. PEBA utilizes network intrusion monitoring software as well as conducts an annual
network penetration test, using a nationally recognized tkpatty consulting firm. During its
most recent Information Security Vulnerability Assessment, tests were conducted of both

t9. ! Qa
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The results of the testsdentified a total of eleven (11) different vulnerabilitiescluding two
(2) high, one (1) medium and eight (8) low severity vulnerabilities. The assessment went on to
state that the High risk vulnerabilities identified during the assessment were communicated to

t 9. ! Qa

ySig2N)] GSIY

0]

PEBA currently has a documedtdata center recovery plan. This type of plan is primarily a

data and technology center recovery pldhdoes not include the recovery of all primary PEBA
business functions, processes and relocation of staff and support personnel in the event that its
primary business facilities are unavailable for an extended period of time. However, it does

containt 9 .
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Conclusion 9.: Reirement and Healthcare Benefits data and records management practices
remain siloed. Separate member databases are maintained potentially leading to
degradation of data integrity and an increase in data processing errors.

{AYyO0S t9.! Qa @aayh@fBtsfirikhadyyben&fiyprograms have been run within

organizational and technology siloes. These organizational, business process workflow and
information system siloes create a number of inefficiencies and potential sources for data and
informationLINE OS&daAy 3 SNNENHE P lf 6K2dzZAK t 9. ! Qa OdzNN.
is adequate, long term sustainability of key systems and applications is considered a high risk.

t 9.1 Qa dzyRSNIeAy3d (SOKy2t23& | y Rtre@éenyanddzi SNJ | LILJ
Health benefit programs have not changed significantly since they were first developed (in

some cases over 25 years ago).

CNRY G(GKS adFyRLRAY(G 2F aeadsSy adzaialAyloAtAdesx
period of time that the com@zd SNJ f | y3dz- 3S {y26y & abl dzNI f & |
since that time, other computer languages have been introduced that offer more functionality

and are taught in more colleges and universities.

Consequently, the computer languages used in BEBA 0 SY STA G | LILIX AOlF GA2yacx
difficult to support This is due tthe retirement of existing PEBA programming staff as well as

the declining number of application developers with this particular skillset in tted lnarket.

In addition, sibed business processes do not take advantage of natural efficiencies of common
workflow activities, member data elements and consistent application of internal data and

business process controls.

Recommendation 9.: PEBA should continue its efforts to cict a comprehensive
assessment of its operational infrastructure and business processes.

Conclusion @: PEBA has established reasonable and appropriate data and network security
protection policies and procedures. No significant data breaches werteddy PEBA or its

third-party benefit program service providers during the past year during the course of our
assessment. However, several improvement opportunities were identified to enhance

t9.1Qa o0SYSTAUG LINPINI Y NI AAMrghdatian@andinétudk® oS O 2
security.

5dzZNAyYy 3 GKS O2dzNBES 2F 2dzNJ Ay G SNIDApargy denddih G K t 9. !
program service providers, no data breaches were natedng the past year Howevey during

that periodl @Sy R 2 NXydotedidd &pgtap a$RiolenPEBA implemented the legally

required steps to investigate the incident and notify affected members, advising them of steps
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to take in protecting against potential identity theft and credit monitoring, demonstrating a
robustprocess. It also terminated the subcontractor that caused the bredtlis incident is
further documented in Section 7.3 of this report.

PEBA utilizes network intrusion monitoring softwatealsoconducts annual network

penetration tests, using natiotig recognized thireparty consiltants. During its most recent
LYF2NXYIFGAZ2Y {SOdzNARG& +dzf ySNIoAfAGe ! aaSaayvySyi
computer networksvere performed

The testddentified a total of eleven (11) different vulnerahgig, including two (2) high, one (1)

medium and eight (8) low severity vulnerabilities. The assessment went on to state that the

| A3K NR&] DdzZf ySNI0AfAGASE ARSYUAFASR RdzZNAyYy 3
network team who proactively addressachumber of issues noted.

Recommendatiorf.2: PEBA should continue to conduct annual network and security
vulnerability tests to ensure its networks and other infrastructural processes are working as
intended. Greater use should be made ai-house baséd security monitoring tools to identify
and protect its networks from unauthorized access and unintentional disclosure of member
data.

Conclusiord.3: No system outages or interruption of benefit processing were identified
There are aaumber of businessecovery improvement opportunities.

PEBA currently has a documented data center recovery plan. However, the current plan has not

been updated to reflect current Retirement and Insurance businesses processes that have been
merged into PEBA since its lasview. Internal Audit conducted a review of information

security during August, 2013. Among other findings in the report it noted the need to perform

an updated Business Impact Analy$islso notedhe need to add additional backuympwer

generation apabilitiesi 2 & dzLJLJ2Z NI t 9. ! Qa LINAYI NBE 2FFAOSa Ay
personnelalsohave not been trained in procedures that would need to be performed in the

event that IT needed to activate its data center recovery plan and procedures.

Recommendation 93.1: PEBA should addregsentified business continuity planning
deficiencies.

Recommendation 38.2: PEBA should develop and implement a training program for business
unit staff in the event thedata center recovery plan has to be activated.
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Conclusior®.4: No material data integrity issues were identifiedseveral control
improvement opportunities exist.

Over the past several yearthere have beersome errors or timeliness of monitoring activities

over outstanding checks in the unclaimgperty accountthe deferral elections per the third

LI NIIé FRYAYAAUNI G2NR&a 6So0aAiisSy O2yiNAodziAz2y f
R2ff NI FY2dzyd G2 GKS FAYFYyOALFf adlaSyYSyaga 2N
need to educe sources of potential errors and has been working with its ey

administrators in correcting the problems.

Recommendation 9: PEBA should continue its efforts to address theferred

compensationO2 y i N2t LINE OSRdzNJ f RStaffA OrfceéStye@dfiGeiciey 2 U SR 0
have been remediated, Internal Audit should conduct a follewp compliance audit to

determine that the control enhancements address the specific concerns noted.
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10. COST OF OPERATIONS

10.1 Scope of Review

The cost of operabns assessment evaluated the reasonableness and adequacy of PEBA's cost
of operations for the Retirement System and employee insurance benefit programs. The
review addressed the following specifapics

1. Benchmark comparisons
2. Costs per member/per asséper program
3. Trends and reasonableness of costs

10.2 Standard for Comparison

We utilized internal interviews, a review of documents and financial reports, a new PEBA
benchmarking surveglesigned and conduct specifically for this revi@ndour review teamQ a
experience.

In addition, we utilized the most recent CEM Pension Administration Benchmarking report and
its findings as a key data source. FAS contracted with CEM to provide additional input and
analysis to the FAS review tedrased uporits mostrecent report.
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10.3 Summary of Cost of Operations Conclusions

Conclusion1041t 9. ! Qa LISy airz2y FFTRYAYAAUNIGA2Y FOGAGAGER
nearly every activity and declined over 25% since 2009 on a per member and annuitant basis.

CorOf dzaA 2y wMndHY . FaSR dzLll2y C!{Q o6SYyOKYIl NJ]AyYyS3
F3SyOASa aAYAfFNI G2 t9.!3 t9.!Qa 20SNrXff KSIR
healthcare subscribers, is somewhat less than the median of the peer group.

ConctizaA A 2y wmn®oY . FaSR dzLl2y C!{Q 06SYOKYIFIN]JAy3a a
headcount is at the median for the peer group.

Conclusion 10.4: Based upon Retirement System annual financial reports, since the
formation of PEBA in 2012 operating costs and fa@ssional and consulting fees for the
retirement system have significantly declined.

| 2y Of dzZaA 2y wmMnodpyY t 9.1 Qa AyadaNFyOS 2LISNIGAZ2Y
past five years.

142
Funston Adisory Services LLC



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

10.4Findings and Recommendations for each Cost of Operati©oaclusion

Background

PEBA participates in the CEM Benchmarking Defined Benefit Administration Benchmarking
Analysis Study. The most recent study report covered the 2013 fiscal year and was presented

G2 t9.! Ay al NOK HnAamn® senlicy levalvire doiindared tb thas®af | Q&
fourteen peer state public pension funds with membership of active members and annuitants

N} y3IAy3 FNRY wHTtnZnnn G2 poddInnn Fa O2YLI NBR
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administration and the CEM study is considered the leading independent cost and customer
service comparison for U.S. state pension administration agencies, we have relied extensively

on the CEM findings and analysis for testion of our audit. CEM also was subcontracted to

FAS for this audit to provide additional analysis and insights concerning the FY2013 study.

We also conducted a custom peer benchmarking survey with other U.S. retirement agencies
and collected informatin about headcount in each functional area as an additional input for
retirement operations and to develop a baseline for insurance resource deployment.

Finally, we also examined the costs reported in the retirement system and insurance program
annual repaots since fiscal year 2009 to develop an additional source on cost information and to
examine cost trends, particularly since the formation of PEBA in 2012.

Conclusion10.1t 9. ! Qa LISy aA2y FRYAYAAUINIGA2Y | OGADAGER
nearly every activity and declined over 25% since 2009 on a per member and annuitant basis.

According to the CEM analysis, the PEBA pension administration cost per active and annuitant
member in FY2013 was $35.46 compared to an average peer group cost of. $P&ERA was

the lowest cost in the peer group. At the summary level, PEBA was well below the average peer
cost in all areas compared by CEM: member transactions, member communication, collections
and data maintenance, governance and financial controjpmarojects, information

technology, and support seices

/9a lylrftelT SR (4KS NBlFraz2zya F2NI t9.! Q& LISyarzy |
lower than the peer group average and calculated the following variances:
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Table15 Pension Administration Costdnparison

PEBA per member cost
Reason for lower PEBA cost

higher/ (lower) than peers

Lower costs per FTE for: salaries and benefits, building and
s $(14.16)
utilities, HR and IT desktop
Major projects (7.32)
IT strategy, dtabase, applications (excl. major projects) (5.79)
[ 26 SN GKANRTLI NIIié FyR 208KSN (5.35)
Actuarial, legal, audit, other support services (3.47)
Lower transactions per member (workloads) (2.71)
Governance and financial control (1.83)
Economies of scale advantage (0.81)
Slghtly lower transactions per FTE (productivity) 0.78
Total $(40.67)

About two-thirds of the difference, or $27.27, is related to what could be considered internal
staffing and infrastructureelated costs; lower per employee compensation and fagilcosts
($14.16), major projects ($7.32) and IT ($5.78)s not due to higher levels of productivjty
which CEM defines as the number of member transactions completed per FTE (full time
equivalent staff) In fact, PEBA productivity is slightly lovlean average for the peer group. It
should also be noted that PEBA reported no spending in 2013 for major projects.

{2YS 2F GKS O2yiNROodziAy3d FILOG2NER (G2 to.!Qa f2
governance and financial control costs (41% lothean the peer average) and lower actuarial,

legal, audit and other support services costs (52% lower than the peer average). These back
2FTFAOS O2aiGa 6SNB ft26SNIRSaLIAGS t9.1Qa LXIYy R
peer average. For plan sign complexity, CEM found that PEBA has more pension payment

options than the peer average, has multiple benefit formulas and offers a DC plan. Higher plan
design complexity usually impacts the baxfkce costs

Recommendation 10.1PEBA should reviewts focus on lowcost of retirement operations
and ensure there is an adequatevel of investment in infrastructurgo continue to provide a
high levelof customer service
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healthcare subscribers, is somewhat less than the median of the peer group.

As shown in the table below, with the exception of Employer Services and Finathce an
Accounting, PEBA is at or near the median of the peer group for headcount in most
departments. However, Employer Services and Finance and Accounting appear to be staffed at
a level less than half the peer median.

Tablel16 Headcount Comparison with Peer Agencies (Source: 2014 FAS Retirement
Administration Agency Peer Benchmarking Results)

Number of Employees

Function Low High Median

Retirement Administration FTEs per

100,000 DB Members 2.7 122.2 17.5 17.5
Health & Insurance FTEs per 100,000

Lives Covered * Lo = S S
Member Services FTEs per 100,000

DB Members + Lives Covered * L 2l el ik
Employer Services FTEs per 1,000

Employers a - = s

IT FTEs per 100,000 DB Members 3.4 32.3 9.3 9.3
Legal FTEs per 100,000 DB Members 0.3 11.2 1.7 2.1
Finance and Accounting FTEs per

100,000 DB Members + Lives Covered 3.0 22.8 8.5 @
Total FTEs per 100,000 DB Members 49.1 265.0 66.5 66.5
Total FTEs per 100,000 DB Members +

Lives Covered * 25.7 164.0 39.2

* Excludes two agencies which do not administer health insurance

Recommendation 10.2PEBAshoulddetermineif current headcount is adequatén all areas

| 2y Of dzaA 2y wmndoY . a SR ZdzIPy. ! QAE{ Q@ Sa S YIUEKK ¥ YN ALY
headcount is at the median for the peer group.

a4 aK2¢gy Ay GKS (GFofS Fo20S> t9.1Qa I SFHEOGK |y
covered, is the median for the peer grouphe level of staffing seems reasonable.
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Conclusion 10.4: Based upon Retirement System annual financial reports, since the
formation of PEBA in 2012 operating costs and professional and consulting fees for the
retirement system have significantly declined.

Based upon an analysis of South CaeoRetirement System annual financial statements from
FY2009 through FY2014, Administrative Expenses and Professional and Consultant Fees
declined over 8% since the formation of PEBA in 2012 and 35% since a peak in FY2010.

Tablel7 Retirement System Historical Expense Comparison

Expenses $(000) for Fiscal Year:
Retirement System Expenses 2009 2010 2011 2012 2013 2014

Wages and Benefits
Contractual Services
Operating Expenses
Miscellaneous Expenses

Total Administrative Expenses
Professional and Consultant Fees

Total Administrative Expenses and
Professional and Consultant Fees $ 20,637 $21,979 $18,697 $17,203 $16,812 $14,852

11,627 $11,860 $11,767 $11,765 $11,992 $10,260
3338 $ 4783 $ 2233 $ 1,755 $ 1,661 $ 1,966
2,037 $ 2,015 $ 1928 $ 2,070 $ 1,492 $ 1,002

450 $ 312 $ 380 $ 51 $ 115 $ 225
17,452 $18,970 $16,308 $15,641 $15,260 $13,453

$
$
$
$
$
$ 3185 $ 3,009 $ 2389 $ 1562 $ 1552 $ 1,399

Retirees 119,820 124,286 128,451 141,681 148,607 152,978
Inactive Members 169,590 171,661 171,493 164,353 167,368 170,974
Active Employees 232,141 231,858 229,592 224412 223,286 224,533

Total Members 521,551 527,805 529,536 530,446 539,261 548,485

Admin. Expense and Cons. Fees Per:
Retired and Active Member $ 5863 $ 61.71 $ 5222 $ 46.99 $ 45.21 $ 39.34
Retired, Inactive and Active Member $ 3957 $ 41.64 $ 3531 $ 32.43 $ 31.18 $ 27.08

Notes:

1. Data obtained from Retirement System Annual Financial Reports

2. Prior to FY2014, PEBA recorded RSIC administrative costs as a PEBA Operating Expense. Based
GASB 67, PEBA changed its accounting policy to record this as an investment expense starting in

RSIC Administrative Cost adjustment $  (3,699) $ (3,812) $ (4,919) $ (6,768) $ (7,041) $ -

In 2009, using their propriety methodology, CEM had calculated pension administration costs at
t 9.1 Q& LINBRSOS&aa2NJ 2NBFYyAT FGA2Yy G2 0SS bnd LISN
higherthanthe 201®2 &0 2F bop dnc @ 5dzZNAyYy 3 GKAA& LISNR2R i

AYONBI AaSR 0& non LISNOSyYy G |y yoalafefagmergdah £ S t 9. ! Q
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addition, it should be noted that PEBA had an extremely high number of staff vacancies during
the first two years of operation that resulted in a lower than normal wage and benefit costs.

Recommendation 10.4To achieva 9 . kt&®edl strategies of furthe integration and
iImproved infrastructure it should requestat least a temporary increase in administrative
expenses and professional and consulting fees for several years.

| 2y Ot dzaA2y wmMnodpyY t 9. ! Qa AYyadaNI yOSove&rtiE NI (G A2y
past five years.

We analyzed the reported operating expenses in the insurance program annual reports from
fiscal years 2009 through fiscal year 2013 and obtained the draft fiscal year 2014 reports. As
shown in the table below, health insuranoperating expenses have increased slightb @ver
five years) since 2009 amdmained flat on a per insured person basis.

Tablel8 Health Insurance Historical Expense Comparison

Expenses $(000) for Fiscal Year:
Health Insurance Expenses 2009 2010 2011 2012 2013 2014

Salaries and Benefits $ 5364 $ 5442 $ 5472 $ 5123 $ 5686 $ 6,785
Other Services $ 2628 $ 2,738 $ 2,709 $ 2,725 $ 2,326 $ 1,722
Professional Services $ 578 $ 736 $ 765 $ 799 $ 626 $ 492
Adoption Assistance Program $ 495 $ 300 $ 700 $ 250 $ 271 $ 293
Supplies $ 158 $ 271 $ 128 $ 216 $ 127 $ 285
Telephone and Utilities $ 107 $ 105 $ 124 $ 71 $ 113 $ 80
Other Operating Expenses $ 308 $ 304 $ 176 $ 351 $ 383 $ 669
Total Operating Expenses $ 9638 $ 9,896 $ 10,074 $ 9535 $ 9,532 $ 10,326
Active Employees 179,321 176,902 173,561 174,628 174,937 179,590
Total Subscribers 248,467 249,113 248,682 252,065 254,363 260,342
Total Insured Persons 426,424 428,792 436,794 440,966 443,731 456,993
Operating Expense Per:

Active Employee $ 5375 $ 5594 $ 58.04 $ 5460 $ 5449 $ 57.50
Subscriber $ 3879 $ 3972 $ 4051 $ 3783 $ 3747 $ 39.66
Insured Person $ 2260 $ 23.08 $ 23.06 $ 2162 $ 2148 $ 2260

Notes:
1. Data obtained from insurance Benefits Annual Financial Reports

However, lased upon the need to receive bids omliiple new insuranceontractsover the

nextfewyears YR (G KS . 2FNRQa AyiSNBad Ay Ldz2NERdZAy3 KS
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need for more resources, both internal and external, to develop a leteyen health insurance
strategy and planThe cregion of the new Health Care Policy Director position should be a
good first step in this direction.

Recommendation 10.5PEBAshould increase its budgdbr health insurance strategy
development and planning
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11. INFORMATION TECHNOLOGY SYSTEMS

11.1 Scop of Review

We evaluated the reasonableness, adequacy, and security of PEBA's information technology
systems and availability of tools and resources for PEBA Board of Directors, staff and fiduciaries
to effectively administer the assets and funds of theifeenent System, Insurance programs

and nonretirement benefit plans.

The review addressed the following topics:

1. Adequacy of operational, risk management, accounting and compliance systems,
tools and resources for the needs of PEBA

2. Existing IT pcies, charters, internal audit reports and organizational charts

3. Controls and procedures that are being relied upon for accurate, complete and timely
information and reporting

4. Dayto-day operations of the data center, application development and mainteaa
information security and network operations

11.2 Standard for Comparison

2SS dzZiAft AT SR AYOUSNYylItf AYyGSNWASsgaE NBOASSs 2F 1S
and knowledge of industry practices to complete this assessment.
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11.3Summaryof Information Technology Systems Conclusions

Conclusion 11.1: PEBA has effective information technology systahpsesent. Lag-term
system support and development will be hampered due to an aging infrastructural
environment.

| 2y Of dza A 2y ™ mabAulit départménidas chnduict&d\ydits of the Information
Technology department and related business processes according to its Bagjpdoved plan.
The results of the completed auditsncluding improvement opportunitieshave been
properly communicatedi 2 t 9. ! Qa4 &G+ FF YR .2 NR®

/| 2y Of dzZaA2y wmmMPdoY t9.! Qad dzaS 2F AYRSLISYRSyd /S
financial audits of their financial statements as well as disclosures made within the

Comprehensive Accounting Financial Report did notntfy any significant accounting or

internal control related issues.

Conclusion 11.4: PEBA does not have a comprehensive Information Technology Strategic Plan.
t9.!1 Qa4 SEAAGAY3T L¢ ttly O2yaraica 2% || 2yS &St
contain any references to specific PEBA long term directional business strategies oryealti

initiatives.

| 2y Of dzaA2y wmmedpY t9.!Qa L¢ hLISNIGA2YIFE YR wA
However, further efforts need to be made to move from a datenter disaster recovery plan
orientation to an enterprise wide business continuity focused plan.

Conclusiomm®cY ¢KS LY F2N¥IGAZ2Y ¢SOKy2f23& RSLI NI Y!
historically been able to adequately maintain the existing systems anfilastructure. As

PEBA continues to mergesitegacy applications and business process, it will be challenged by

the underlying and aging program languages used to originally develop thérwill also

become increasingly difficult toeplace the knowledge and programming language skitif

employees who will retire over the ne five years

[ 2y Of dzZaA2y MMPTY t9.! Qad LYGSNYyIlFf ! dzZRAG RSLI NI
risks appears reasonable based on current industry trends and eveotsmprovement
opportunities exist.

[ 2y Of dzZaA2y wmMmMPyY t9.! Qi odzaAySaa LINRPOS&aa FyR
ensuring completeness of reporting appear reasonalfeirther mprovements should be
considered.
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Conclusion 11.9: PEBA Board astdff members werevery complimentary of the quality and
timeliness of the services they obtain from the departmeint their comments to us during
this review but there is no formal IT customer satisfaction tracking

Conclusion 11.10PEB® & A y T 2ybdié-dévil@sientiand project management
methods appear to be sound

Conclusion111Y t 9. ! Qa Ay F2NXIGA2Yy &aSOdaNRiGé& LRt AOASAE
Improvements carstill be made.
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11.4 Findings and Recommendations for each Informatiorchirology Systems
Conclusion

Background

t9.1Qa LYF2NXIGAZ2Y ¢SOKYy 2 tHith@daff denbdrshiidYeSiges O2 vy &
within the Administration Department under the Chief Operating Officer. We understand that

under the recently announced reganization, IT now reports directly to the Chief Operating

Officer.

t9.!1 Qa LYT2NNIGA2Y ¢SOKyz2f238 LIR2fAOASA | yR LI
SadGlof AaKSR 3IdzARSEtAYySa asSiti F2NIK o0& GKS {d1dS
addition, the IT department has developed and implemented policies in all key ardas of i
responsibilitiesj.e., Computer Operations, Information Security, Database Management,
Infrastructure, Application Development and Maintenance as well as Disaster Rgcover

LYTF2NXIGA2Yy ¢SOKy2ft238 A& NBALRYyaAotS F2NJ RSO
systems, network and computer infrastructure and information security. In addition, the

department also works with each of the business functions to fat#liinformation and data
transfers with thirdLJ- NIie@ @Sy R2N&R |yR (GKS {GlFaGS 2F {2dziK

¢KS RIFIGIF OSyidSNIAa f20FGSR 6AGKAY 2yS 2F t 9. !
and support staff are located at both faties. In addition, PEBA has contracted with a

nationally recognized data center recovery firm to support them in the event of an extended

RFEGF OSYGSNI 2dzil 3So ¢SadAy3a 2F t9.! Qa RIFGlF O
which allows them to testheir recovery procedures and systems, in order to continue to serve

their retirement and insurance beneficiaries.

t9.1 Q& aidl¥F NBO23ayAl S GKS ySSR G2 SELIYR GKS
incorporate a business wide recovery pldimeplans shouldake into consideration a wider

range of potential events that might prevent other key business functions from operating at

their current locations and levels of service.

t NA2NJ 02 WdzyS 2F wamnI t 9. ! Q& phoyieciehey G A2y ¢SO
Retirement Benefits systems. Insurance Benefits was supported by another State agency.

152
Funston Adisory Services LLC



Fiduciary Performance Audit of the Public Employee Benefit Authority
FINAL REPORT

These systems include:

Table19 Current Major PEBA Application Systems

Retirement Benefit Systems Insurance Benefit Systems
1 Enrdiment of members 1 Legacy primary source for all enroliment
1 Reporting of Employee and Employer records
contributions 1 MyBenefitsq¢ web-based enrollment system
1 Retirement Claim processing used by subscribers
Claims Refund 1 EBS; web-based enroliment system used by
Death Claims benefits participaing employers
Retirement Claims 9 Utility Tool¢ web-based system used by staff
f  Payment Management System G2 I LIIN2BSKkNB2SOG al
1 Service Purchase System created/MyBenefits approved) enrollment
1 Installment Service Purchase System transactions
1 Online Membes Access System 1 Puddles; web-based tool used by staff to
f  Online Employer Information System review each step an enrollment transaction
f Financial Accounting SystemSAP ECC( 1 EIPNET web-based repsitory of reports
9 Financial Accounting SystenCustom
developed using Ruby programming langua

Note: Unless otherwise noted, systems were written in Natural and Java programming languages.

During the past two years, there have not been any signifispatial projects other than

focusing on bringing thouse the Insurance systems as well as implementing a new retirement
enrollment system. This lack of investment in replacing technology or systems has contributed
G2 t9.1Qa 29 02380 LINPOJARSNI 0SYOKYI N] ao

However, it haslsoresulted in unintended consequences such as strategic infrastructure
decisions being deferred and potentially higher, long term maintenance costs being incurred.
We noted thatwhile certain technology integration has occurred withrgingin-house the
Insurance system&EBA still maintains two separate member databases and business
processes.

PO. ! Qa . 21 NR [ wRineffidiencked crebtBdby rAajhtkiniry separate business
processes and underlying systems. ConsequeRBBA has undertaken initial steps to conduct
a comprehensive Operational Systems Assessment.
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Operational Systems Assessment

¢CKS LINRPLIRASR hLISNIiGA2yIFf {eadsSvya !'aasSaavySyida A
processes, and systems to determirymargies for a nexgeneration integrated system. The
project is broken down into the following phases:

Operational Information Technology Systems Assessment Phase (Phase 1)

T 5STFAYS | A3IK fS@OSt o0dzaAySaa LINPIGSHELAA Y LILIA Y
within PEBA.

1 Evaluate and define the current high level architecture of PEBA systems.

1 Evaluate the current PEBA organizational structure, focus on staffing structure,
capacity and capability levels.

1 Develop Strengths, Weaknesses, Opportunity and TRré&MVOT) analysis

Future Design Phase (Phase Il)

1 5SFAYS KAIK f SOSt 0 dzA A)6SuubsticlBERAGS NS, Y | LILIA Y
1 Define high level architectural design for future PEBA systems.
1 Evaluate and define a proposed future organizationalctrce.

Modernization Plan Phase (Phase III)

1 High Level RoadmapDefine a Program Management Office (Project Charters,
Timelines, Budgets, Deliverablesc.)

1 Cost Benefit Analysis to determine benefits of implementing the projects.

1 Final Assessment Rert

The proposed new system would address integrating business functions, eliminate redundant
databases and use modern language prograiiiee existinglegacy programs use languages
which are no longer taught in most universities.

t 9.1 Qa L wreshyllgnyds will beédm@eimore significant as existing programming staff
retire with institutional knowledge and specific programming language s8ilish skillare not
easily replaced in the current marketplace. In addition to helping addressingtinfcéural

issues, the new system would allow PEBA to implement more quickly new benefit programs to
support its member and beneficiaries. The initiative is intended to result in a-phated

project that may cost approximately $30 to $50 million avitl take a number ofyears to fully
implement.
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IT Infrastructure

Conclusion 11.1: PEBA has effective information technology systehpsesent. However
long-term system support and development will be hampered by its aging infrastructure.

I £ 0 K2 dz3 KurréenBinform@tion technology infrastructure is adequate, long term

sustainability of key systems and applications is a hightis&.. | Qa4 dzy RSNI @Ay 3 (SO
computer applications for supporting its Retirement and Health benefit programs have not

changed significantly since they were first developed (in some cases over 25 years ago).

CNRY (KS aidlryRLRAYG 2F aeaildSy adadlAylroAftAabex
LISNA2R 2F GAYS GKFG GKS O2 YLJzi SNluded WamwzierdS 1Yy 2
since that time, other computer languages have been introduced that offer more functionality

and are taught in more colleges and universities.

| 2yaSldzsSyidfers GKS O2YLJzi SNJ fFy3dz- 3Sa dzaASR Ay
difficult to support given the retirement of existing PEBA programming staff as well as the
declining number of application developers with this particular skillset in the local market.

Recommendation 11.1: PEBA showdmplete itscomprehensive assessment @s existing IT
infrastructure and business systems.

Risk Management and Control

[ 2y Of dzaA2y MMO®PHY t9.! Qa3 LYGSNYyIf ! dzZRAG RSLI NI
Technology department and related business processes according to its Baypcbved plan.

The results of the completed audits, including improvement opportunities, have been

LINR LISNI @ O2YYdzyAOFGSR G2 t9o.!Qa adl ¥ FyR .21

Every five years, Internal Audit conducts an enterpvigde risk assessmentof9 . ! Qa
operational, risk managment, accounting and compliance sysig tools and resources. It is
supplemented by an annual refresh.

Internal Audit consists of an Internal Audit Manager amtk staff position. Additional

resources are contracted with thisplarty auditing and consting firms. The Internal Audit
manager prepares the results of the risk assessment and develops a corresponding Audit Plan,
which is presented to the Finance, Accounting and Auditing Committee for review and
approval. During the most recent year, Intaludit has incorporated six information

technology audits out of a total of 15 planned engagements.
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LY FTRRAGAZ2Y G2 GKS ldzZRAG&a O2yRdzZOGSR o0& t9.! Q&
financial audits are conducted by CPA firms engaged byithe 8 S Q& ! dZRAG2NEQ h T T
firms include CliftonAllenLarson LaRd Eliott DavisLLC

¢tKSaS FTANNXA LISNF2NXY ldzRAGEA 2F t9.!1 Qa FTAYIFIYyOALl
LINE INI Y& d l'a LI NI 2F (KS Ay edBredStyeRévafudte / t ! F A N
those internal controls over financial reporting and accounts that make up the financial
atdrasSySyidao ¢KS NBadz 6a 2F GKSANI I dzZRAGA | NB
completion of their engagements.

Every five years Intern&udit conducts a detailed risk assessment by distributing

guestionnaires to each business function and conducting fellpuneetings to clarify

responses and prioritize identified risks based on impact and likelihood. On an annual basis,
Internal Audit réreshes its fiveyear risk assessment through interviews and meetings with
t9.! Q& odzaAySaa dzyiida FyR .2FNR YSYOSNRO® I a
Information Security was noted as being a high risk due to recent threats noted in other

systens in the country. Consequently, Internal Audit planned and conducted three IT related

I dzZRA G & @ CAYRAY3Ia 6SNB O2YYdzyAOFGSR Ay @NRGGS
with its Charter and Policy. We did note that Internal Audit staffingsisbed of two full time

members, whereas similarly sized systems typically utilize between three and six full time
equivalents.

Recommendation 11.2: PEBA should increéise frequency of a full enterprise wide risk
assessment to ensure that Internal AugiQa t £ 'y F2NJ GKS dz2LJ02YAy3a &St
significant risks to the organizatio(see also Bcommendations2.7.1 and 2.7.2

Use of Independent Auditors

/| 2y Of dzZaA2y wmmMPdoY t9.! Qa dzaS 2F AYRSLISYRSyd /S
financid audits of their financial statements as well as disclosures made within the

Comprehensive Accounting Financial Report did not identify any significant accounting or

internal control related issues.Some internal control processes could be improved.

PEBR SEGSNYIf TFAYIYOALt | dzRandBlIN&EDakigfOThee SY / € A ¥
GKNBS FANXA LISNF2NY |dzZRAGEA 2F t9.!1 Qa FAYIFIYyOALl

LINRE INJ Y& l'a LI NI 2F GKS Ay RGreSSheRdly évaldate ! F A N
internal controls over financial reporting and accounts that make up the financial statements.
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control environment and do not represent the expression of an opinion on the internal

controls.

Recommendation 11.3: PEBA showdntinue its efforts to address the control procedural
deficiencies noted by their external auditors. Once the deficiencies have been remediated,
Internal Audit should conduct a followup compliance audit to determine that the control
enhancements addresthe specific concerns noted.

IT Strategic Plan

Conclusion 11.4: PEBA does not have a comprehensive Information Technology Strategic Plan.

t 9.1 Qa SEAalGAY3 L¢ tftly O2yaraida 2% | 2yS &St
contain any referemes to specific PEBA long term directional business strategies or meér

initiatives.

1'd LINIG 2F t9.! Q& lyydzrt LIXIFYyyAy3d LINRPOSaa GKS
an Information Technology Strategic Plan for 2014. The plan was develapedput from

SFOK 2F t9.!1Qa FdzyOluA2ylt IINBFIA& YR 2dzif AySa
lf K2dzAKZ (G0KS Lty RA&aOdzaasSa FtftAIYyYSyid sAOK t
RSGFEAT 2F K2g Al RA NBt©giciproritiest lh addition, Sofne dofs. | Q& 2 @
were not fully estimated due to ongoing analyses that were taking place at the time the budget

was prepared.

Recommendation 1H4: After the Operational Systems Assessment is completed, the IT
department should led an effort to develop a longerm IT strategic plan which supports the
plan infrastructure direction
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Business Continuity and Disaster Recovery

| 2y Of dzaA2y mMmMedpY t9.!1 Q& L¢ hLISNIGAZ2YIFHut ' YR wA
plans could be moreomplete.

PEBA currently has a documented data center recovery plan. Current plans have not been

updated to reflect the current Retirement and Insurance businesses processes that have been
merged into PEBA since its last review. The Business Impacinady y2 0 SR Ay Ly { SN
report would be the basis for identifying and prioritizing all significant business processes,

systems and logistics necessary to operate arsioéf location for potentially, an extended

period of time. PEBA personnel have been trained in procedures that would need to be

performed in the event that Information Technology needed to activate its data center

recovery procedures.

Recommendation 1&: Further efforts need to be made to move from a data center disaster
recoveryplan orientation to an enterprise wide business continuity focused plan.

IT Organization and Personnel

ConclusiommMm®c Y ¢KS LYFT2NXIGA2Y ¢SOKy2f 238 RSLI NI Y!
historically been able to adequately maintain the existing systearsd infrastructure. As

PEBA continues to mergesitegacy applications and business process, it will be challenged by

the underlying and aging program languages used to originally develop thémwill also

become increasingly difficult toeplace the knowledge and programming language skills of

employees who will retire over the net five years

' & LINBOQA2dzaf e R Stne NJstaffSire Fespor@ible fa devetoping &ndizf
YFEAYGFEAYAY3I FE€ 2F t 9.1 Q& | LlLYrdstéutturehadyy a&aidSya
information security. In addition, the department also works with each of the business

functions to facilitate information and data transfers with thiparty vendors and the State of

{2dz0K /I NRPEtAYlIQa 5AQAaA2Yy 2F ¢SOKyz2t23ed

Inadditiont 9. ! Q& LINAYIFINE aeadsSvya ¢gSNB 2NARAIAylIffe R
O2YLJzi SNJ £ Fy3dzt 3S {y26y & abl GdzN¥ f d¢ | £ (K2 dz3

languages have been introduced that offer more functionality and are taught in more colleges

and universities. Consequently, the computer languageRusd y t 9. ! Qa o &§ STA G |
becoming more difficult to support given the retirement of existing PEBA programming staff as

well as the declining number of application developers with tihtgpamming language in the

local market.
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Recommendation 11.6.1: PEBA should continue to move forward with its plans to conduct a
comprehensive IT Operations Assessment to identify common business process, technology
and develop a roadmap to develop itsemt generation of systems to support the strategic
direction of the organization.

Recommendation 11.6.2: PEBA shoulthtinue to assess potential thireparty IT vendors
GKAOK YI& 06S 6fS (2 LINPGARS FRRAGAZ2YLHME fS3FO
the event a large number of existing PEBA programming staff retire or leave the organization.

Conclusion11.7t 9. ! Qa LYy dSNYyIf 1 dzRAG RSLI NLYSydGaQa |
risks appears reasonable based on current industry trends and eveotsmprovement
opportunities exist

Qx
Qx

Internal Audit currently relies almost exclusively on external consultants to perform their

Information Technology audits. Although outsourcing certain Internal Audit functions is

common in this area, the final deasis on risk ranking and remediation efforts are still the
NEBalLRyaAroAftAde 2F t9.!1Qa aitl¥F YR .2 NRO® | I
technology,industry and current events important.

Recommendation 11.7: PEBA showdldntinuetow2 NJ] Of 2aSt & ¢AGK GKS {dF
Sharing and Analysis Center (B8AC) along with other thirgbarty information technology

consulting firms to proactively assess existing and trending threats to information and

network security.

Conclusion11.8 9. ! Q& odzaAy Saa LINE OS & aandcgriecting®rrod2 v i NP f
and ensuring completeness of reporting appear reasonable. Some improvements should be
considered.

Retirement and Insurance systemmge supported by the Information Technologymhirtmentto
generate reports used to ensure data integrity and the completeness of transaction processing.
These systems contain various edit checking activities consisting of 1) batch processing edit
checks and exception reporting) reattime data enty edits that prevent out of bounds data

entry or incomplete data entry screens from further processorg3) manual balancing and
reconciling of system output to other systems or thpdrty data sources.

When business units identify new sources of estdT projects are initiated to undertake a root
cause analysis and corrective action report. The IT department works with the business units to
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recommend changes, add additional error checking |@gavell as any additional reporting
features to ensue similar problems are eliminated.

Additional reporting or system change requests are discussed with the Information Technology
liaison. Once approved for development, a formal process exists to develop, test and track and
approve changes to the systerstatus reports are discussed duringn@ekly meetings to

promote transparency in communication and status.

t 9.1 Q& odzaAySaa dzyAta FyR L¢ NBLINBaSyidalrdAirgSa
processing or system issues they are encounteringddiitian, the business units obtain status
updates on any open IT related projects. These projects usually involve new system

functionality, corrective actions, minor enhancements or reporting. Based on feedback from
numerous PEBA staff interviewed, comnzation between the business units and IT are very
322RO ¢tKAa O2yOtdzaAzy ¢l & |faz2z adzZJI2NISR o8
results as of December 10, 2014:

Table20 Help Desk Survey Results

# of
Response Respmses | Percentage
Very Satisfied 119 64.67%
Satisfied 41 22.28%
Neutral 6 3.26%
Dissatisfied/Very Dissatisfied 0 -
Not Completed or Not Displayed 18 9.78%

However, it was unclear as to how data or processing issues identified by one busiesayun
impact other similar systems or workflow processes.

Recommendation 11.8: Issues and error correcting processes should be shared across
functional business units to ensure that similar errors in one beneficiary system are also being
addressed in dber similar application systems.
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Conclusion 11.9: PEBA Board and staff members wemy complimentary of the quality and
timeliness of the services they obtain from the departmeint their comments to us during
this review but thereis no formal IT cukomer satisfactiontracking

Although users generally seem satisfied with the services they receive from the IT Department,
they did express unmet needs for better functionality of their systems. Leading practice is to
have more formalized processes forderstanding user satisfaction to better manage the IT
function and processes.

Recommendationl1.9:The Information Technology Department should consider developing
aformal IT usersatisfaction feedback process

Conclusion 11.10: PEBX A y F 2 NIvhldévaldprylentzid Pprivj&ct management
methods appear to be sound

t9.!1 Q& L¢ RSLINILYSyd dziAfAl Sa | O2YLINBKSyairgds
incorporates formal request forms and approval processes for new projects as well as requests

for system enhacements and functionality by the user departments. IT steering committees

are used to review requests for approval and for monitoring the progress of all projects in

process.

PEBA utilizes a project tracking application for maintaining the statusogfaamming projects
Projectsare reviewed on a biveekly basis with the respective user departments as well as
within the IT organization for overall prioritization and resource management.

Recommendation 11.10: As PEBA completes its Operational Sysfassssmentit should
consider what, if any, additional methodologies and skills will be required for the Information
Technology Department to effectively support a new IT plan.
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Conclusion 111Y t 9. ! Qa AYFT2NXI GA 2y &S OdzaNdhe effedtidef A OA S &
However, some improvements can be made.

t9.1Qa L¢ LYF2NXNIGAZ2Y {SOdNAGe t2fA0ASa FyR LI
descriptions along with procedures on how they should be used on a day to day basis. They

also refeence which regulatory requirements they address, i.e., Health Insurance Portability

and Accountability Act (HIPAA).

PEBA has recently updated and enhanced their Information Security Polices and Procedural
manuals to ensure comprehensive coverage ofgdeats of information security:

Table21 Information Security Policy Areas

9 Audit Controls
9 Data Backup

Integrity

Log in Monitoring

1 Designation of Security Office Password Management
and Security Administrator System Access

1 Disposal and Destruction of Authentication

= =4 4 A

Data 1 Physical Security Safeguard
1 Emailing Data 1 Sanction Policy
1 Evaluation 9 Data Security Incidents
1 Faxing Data 9 Data Transmission Security|
1 Information Access 1 Workforce Onboardig
Management 1 Workstation Use and
1 Information System Activity Security
Review

t9.!Qa L¢ 5SLINILIYSY:d KIFIa RSRAOFGSR adlr¥F G2 Y
and networks. PEBA utilizes network intrusion monitoring software as well as conducts annual
network penetration tests, using nanally recognized thirgharty consultants. During its most
NEOSYUd LYF2NXYIGA2Y {SOdzNARGe& =+dzf ySNIOoAfAGE ! aa
external and internal computer networks. The results of the tademtified a total of eleven

(11) diferent vulnerabilities, including two (2) high, one (1) medium and eight (8) low severity
vulnerabilities.

The assessment went on to state that the High risk vulnerabilities identified during the
FaaSaaySyid ¢SNB 0O2YYdzy A Ol  SRctivelpaddre3sed ahémbgi S G & 2 N.
of issues noted.
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Internal Audit conducted a review of information security during August, 2013. The report did

not identify any significant security policy or procedural concerns. However, it did note that

several policiepertaining to information security, data classification as well as security roles

and responsibilities needed to be developed. Since the review in 2013, PEBA developed specific
policies and procedural manuals modeled after those developed by the StStaudif

I FNREfAYlI QA 5AQAaA2Yy 2F ¢SOKy2f238d ¢KSAaS Likf
in September 2014. However, other findings in the report noted the need to perform an

updated Business Impact Analysis, as well as add additional backs gemeration

OF LI oAfAGASEASY (2 &adzZJR NI Y2NB (KIy 2dzad GKS R
During the course of our interviews, it was noted that PEBA has begun to address the remaining
G2 AdSYa 2F LYGSNyIlrt ! dzRAGQA NBLRZ NI ®

Recommendabn 1111: PEBA should continue its efforts to address its business continuity
planning deficiencies.
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Appendix A: PEBA Fiduciary and Governance Legal Issues

This Appendix was prepad by Reinhart Boerner Van Deuren s.c. to provide legal context for

the Funston Advisory Services 2014 report on its fiduciary and governance review of the South
Carolina Public Employee Benefit Authority (PEBA). As we are not South Carolina lawiexperts,
is not a legal opinion and is not intended to constitute legal advice. Rather, this summary
provides background for discussion of issues which are covered in the report. It addresses the
following topics:

1 Fiduciary duties applicable to PEBA Board Mers and staff, including the high
standards of conduct imposed by the duty of loyalty;

1 PEBA's cfiduciary obligations to monitor other officers and entities that also have
fiduciary authority;

1 Ambiguities inherent in South Carolina's complex and opeitay system of fiduciary
authority and accountability;

1 Implications of trust assets not being state funds; and

1 Legal standards applicable to PEBA in managing insurance benefits.

I. PEBA's Fiduciary Obligations

Trust Fund Fiduciary

PEBA Board Memberseanamed fiduciaries of the Retirement System. S.C. Code Arh. § 9
1310. The legal duties imposed on as a result are set forth in S.C. Code Arth48, 9vhich
applies to all Retirement System fiduciaries. Those duties are:

A trustee, commission merah or other fiduciary shall discharge duties with respect to a
retirement system:

(1) solely in the interest of the retirement systems, participants, and beneficiaries;

(2) for the exclusive purpose of providing benefits to participants and beneficamr
paying reasonable expenses of administering the system;

(3) with the care, skill, and caution under the circumstances then prevailing which a
prudent person acting in a like capacity and familiar with those matters would use
in the conduct of an aiwity of like character and purpose;

(4) impartially, taking into account any differing interests of participants and
beneficiaries;

Al
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(5) incurring only costs that are appropriate and reasonable; and
(6) in accordance with a good faith interpretatiofthis chapter.

There has been little guidance on application of these fiduciary standards from the South
Carolina courts or Attorney General. However, the standards mirror common law trust fund
fiduciary principles that are generally applicable to trestat public pension funds across the
United States and that provide guidance for interpretation of the Employees Retirement

Income Security Act (ERISA) that cover private pension funds. Indeed, South Carolina adopted
the description of fiduciary dutiedat is set forth in the Uniform Management of Public
Employees Retirement Security Act (UMPERSA), which were derived from general trust law.
SeeUMPERSA at 23. Accordingly, common law principles and discussion of fiduciary duties in
UMPERSA likely prioe guidance for application of PEBA's fiduciary duties. Several aspects of
those duties are particularly relevant to PEBA's responsibilities.

Duty of Loyalty Runs to Participants and Beneficiaries

Trustees have a duty to act solely in the interesbeheficiaries of the trust and are strictly
prohibited from engaging in transactions that involve or create a conflict of interest between
the trustee's fiduciary duty to the beneficiaries and his or her personal intereSee (
Restatement Third of Trust&878.) A trustee has a duty to not be influenced by the interests of
any third person or by motives other than the purposes of the truSee(idat comment (f)).
South Carolina has certified this duty in S.C. Code A8H16840, which states that[EBA
member's fiduciary duties be discharged "solely in the interest of the retirement systems,
participants, and beneficiaries."

For example, a board member's actions cannot be motivated to appease/benefit the taxpayers
or the officer who appointed the bad member to PEBA. A focus on serving taxpayer or
political interests could be seen as a violation of S.C. Code ArRb6-8®and involve a conflict
between the board member's personal interest in protecting his or her position on the PEBA
board and inteests of the Retirement System's beneficiaries. Indeed, as explained in the
UMPERSA: "this duty [of loyalty] includes the obligation to set aside the interests of the party
that appoints a trustee or fiduciary." UMPERSA.&3. Because PEBA board memsbeave a

duty to not be influenced by personal agendas or the interests of any third party; actions
intended to benefit the taxpayers or an appointing authority over the interests of trust fund
participants and beneficiaries could result in a breach efdbty of loyalty.
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Moreover, because appointed PEBA board members serve at the pleasure of their appointing
authority under S.C. Code Ann-490, they inherently face challenges of conflicting pressures.
The member could be "exposed . . . to the tempatof considering interests other than those

of the trust beneficiaries" which could cause a breach of the board member's duty of loyalty.
(SeeRestatement Third of Trusts78, comment (e)). The temptation to overlook fiduciary
obligations in favor of idectives from the board member's appointing authority is ever present
where an appointee may be removed from the PEBA board without cause at any time. By
having PEBA board appointees serve at the pleasure of the appointing authority, the current
statutory structure might even increase exposure to fiduciary liability by creating the automatic
appearance of a conflict of interest.

Duty of Care

An overarching duty of all Trustees is to administer the Retirement System with the care, skill,
and caution undethe circumstances then prevailing that a prudent person in a like capacity

and familiar with those matters would také&eeS.C. Code Ann.B16-40(3). It is this duty of

care that supplies the standards by which to determine what is considered "ptud&he duty

is an objective measure that compares the actions of the Trustee to a prudent person "in a like
capacity and familiar with the matters" of the Retirement System. As such, Trustees are held to
a higher standard than members of néiduciary mards.

Duty of Impartiality

PEBA Trustees have a duty under S.C. Code AAIG-8®to administer the trust in a manner
that is impartial with respect to the various beneficiarieSedalso Restatement Third of Trusts
879). Impartial does not necsarily mean equal, but it does mean that a trustee's treatment

of beneficiaries or conduct in administration of the trust should not be influenced by favoritism
(or animosity) toward any individual beneficiary or group of beneficiariese (dat comment

(b)). Rather, trustees must balance beneficiaries' competing interests in a manner consistent
with the beneficial with the terms and purposes of the truskeé idat comments (b) and (c)).
Trustees must make "diligent and good faith efforts to idgntiespect and balance" the

varying beneficial interests under the trusgde idat comment (c)).

This also means that, even if a Trustee is appointed as a representative of a certain group of
participants, once on the Board, the Trustee must consaaher treat the interests of all
participants and beneficiaries impartially. "[It] is as improper for a fiduciary to take actions for
the purpose of benefiting a third person as it is for a fiduciary to act in its own interest. In the
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retirement setting, tiis important to note that this duty includes the obligation to set aside the
interests of the party that appoints a trustee or fiduciary." UMPERSA § 7 Comments.

Relatedly, Trustees have a duty to treat employees at different employers fairly and iatlyarti

Again, Trustees are not obligated to treat all employees equally, but the duty of impartiality

imposes limits on the Trustees' ability to divert trust assets to a set (or subset) of employers
that would unreasonably benefit certain employees at thgense of other beneficiaries.

Strict Standard

The fiduciary duties outlined above are stricter and more extensive than those applied to other
public officials. Because of this objective, statutory standard, fiduciaries are often granted a
level of indgpendence not allowed for other public officials. The rationale for this is described
in UMPERSA:

[It] permits trustees to perform their duties in the face of pressure from others
who may not be subject to such obligations. In the absence of independence
trustees may be forced to decide between fulfilling their fiduciary obligations to
participants and beneficiaries or complying with the directions of others who are
responding to a more widenging (and possibly conflicting) set of interests.
UMPERSA @p. 16-17.

Moreover, pension Trustees are held to a higher standard of conduct than corporate directors.
For example, the Trustees' duty of loyalty precludes them from amydsaling or conflicts of
interest, whereas corporate fiduciaries are genralermitted to enter into relateeparty
transactions involving conflicts with appropriate disclosugeeRestatement Third of Trusts 88
8 and 144 and S.C. Code AnB38-310 ("A conflict of interest transaction is not voidable by
the corporation solset because of the director's interest in the transaction if any one of the
following is true: (1)he material facts of the transaction and the director's interest were
disclosed or known to the board of directors or a committee of the board of direcosthe
board of directors or a committee authorized, approved, or ratified the transactioh€?)
material facts of the transaction and the director's interest were disclosed or known to the
shareholders entitled to vote and they authorized, approvatratified the transaction; or
(3)the transaction was fair to the corporation.”).
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Il. CoFiduciary Oversight Obligations

Concerns have been raised as to what fiduciary obligations PEBA has if the State Treasurer
failed to timely release funding for anvestment manager duly approved by the statutorily
designated fiduciary with sole investment authority or failed to observe statutory duties for the
trust funds. In short, as a named fiduciary, PEBA would have common law obligations to take
reasonable actins to prevent or respond to an apparent-iduciary breach.

Even where the Treasuréelieves he is doing the right thingase law suggests that a fiduciary
can unintentionally violate its duty of loyalty when subjectively actuit) good intentions ad

in accordance with his individual view of what fiduciary responsibilities requsee €.g.

Fletcher Cyclopedia of the Law of Corporations § 837.60 (2010 Ed.); In Re Mony Group, Inc.
Shareholder Lit., 853 A.2d 661 (Del. Ch. 2004); Esophs Creek paludauf, 913 A.2d 593

(Del. Ch. 2006)).

For example, the Delaware Court of the Chancery has noted that the fiduciary duty of loyalty
imposes an affirmative obligation to protect and advance the interests of the corporation and
that a fiduciary may noéngage in conduct that is adverse to the interests of the corporation.
(Shocking Technologies, Inc. v. Michael, 2010 WL 4482838 (Del. Ch. 2012)). Though this
Delaware case concerns fiduciaries of a corporation rather than a retirement system, the facts
of the case are fairly analogous. A single fiduciary acted on his own to interfere with the
actions of the Board and the interests of the corporation. Thus, the issue before the Delaware
Court was whether a fiduciary could violate his fiduciary duty gdlly by subverting the

decisions of the board as a whole, even though acting in good faith.

The Delaware Court ultimately held that, while an aspect of good faith is encompassed in the
duty of loyalty, it would be difficult to reconcile disloyal condwudth its likely "foreseeable

(and intended)" consequences of causing serious harm to the corporation with the fiduciary
duty of loyalty. That is, fiduciaries can unintentionally violate the duty of loyalty even while
claiming to act in subjective good tiai

Consequently, it could be that even when the Treasurer is awtittggood intentions pursuant

to the Treasurer's perceived fiduciary duties in one role, the Treasurer could unintentionally
violate fiduciary monitoring or oversight duties to benedioes in one of his other fiduciary

roles. It seems that the increased risks of fiduciary liability that result from the Treasurer being
placed in multiple fiduciary roles with potentially conflicting obligations merit further
consideration by policymaksr
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The common law duty of prudence requires a trustee to exercise reasonable care, which, in
turn, includes a duty to respond to apparent breaches by fellow trusteese €%,

Restatement Third of Trusts 8§ 77). Failure to respond to wrongdoing bw fielistees can, in
some instances, lead to dauciary liability. (8e generallyRestatement Third of Trusts § 81).
Consequently, the PEBA cannot turn a blind eye to evident misconduct by the Treasurer or its
other cofiduciaries, whether or not the leach is intentional. However, this does not
contemplate proactive monitoring or interference with duties that have been assigned by
legislation to another fiduciary or emustee? It is sometimes described as an obligation to
take an "eyes open but nosrit" approach to potential misconduct or breach byfatuciaries.
The complex web of multiple diduciaries with unclear overlapping duties established under
South Carolina law makes this a particularly daunting task.

lll. Fiduciary Ambiguities Affectig PEBA

Number of Fiduciaries Blurs Authority and Accountability

The South Carolina Retirement System has four separate named fiduciaries with overlapping
authority. The sources of these overlapping authorities are the following statutory provisions.

Budget and Control Board BCB)®

1 Named Trustee (S.C. Code Ann-8B1810)
1 Fiduciary status as Trustee

Treasurer

1 Custodian of the funds (S.C. Code Ann:181320)

9 "Other fiduciary" in role as custodian (S.C. AG Op. November 16, 2011)

1 However, the catodian has a ministerial role only, with no investment authority (S.C.
AG Op. November 16, 2011)

1 Commissioner on RSIC (S.C. Code Ami68395)

1 Member ofBCBS.C. Code Ann. §11-10)

8 This is distinct from the situation wherdiduciary delegates fiduciary responsibility to another party, when it has
a proactive obligation to exercise prudence in selecting, instructing and monitoring theRestgtement of Trusts,
Third, 88 77 and 81.

® Effective July 2015, th®epartment oAdministration or State Etal Accountability Authority.
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Retirement System Investment Commission (RSIC)

1 Vested with exclsive investment authority (S.C. Code Ann:-B20)

Public Employee Benefit Authority (PEBA)

1 Named Trustee (S.C. Code Ann-B1810)

1 Executive Director is newoting Commissioner on RSIC (S.C. Code ARh6315)

1 Directed by statute to (1) managhealth plans and benefits and (2) approve a plan of
benefits, eligibility and contributions for the health plans (S. C. Code Arthl1§10)

These authority and responsibility mismatches, as well as the overlaps and ambiguity around
duties statutorilyallocated amongst the Retirement System's fiduciaries, create the potential
for conflicts and uncertainty as to which fiduciary has what authority and responsibility under
what circumstances. The overlaps transcend personalities of current incumbengseseht
inherent issues in regard to who has accountability for shared responsibilities.

As was described in the Fiduciary Audit of the RSIC, the potential for conflicts is demonstrated
most acutely by the multiple statutory roles assigned to the Soutbl®a State Treasurer and

the impact of that overlap on the RSIC. However, this overlap also has consequence for the
PEBA. Specifically, (1) that the Treasurer is a member &QiBavhich is a carustee with

PEBA over the Retirement System; (2) tih@tBCBetainssomeoversight authority over the

PEBA; and (3) overlapping responsibilities of the PEBA and the RSIC could impact how the PEBA
is able to satisfy its fiduciary obligations.

Relationship between Treasurer, Budget Control Board and PEBA

Ore of the Treasurer's fiduciary roles for the retirement system is as a member 8GBeAs
further discussed below, thBCBappears to hold legal title to the retirement system's funds

and appears to have both statutory and common law fiduciary respadiigis as a Trustee. For
example, under common law trust principles, trustees are obligated to administer the trust in
good faith, with prudence, and in accordance with their other fiduciary dutise €.g.,
Restatement Third of Trusts § 70). Theydat prudence requires a trustee to exercise
reasonable care, which, in turn, includes a duty to monitor the trust and fellow trustees. (S
e.g, Restatement Third of Trusts § 77). Failure to monitor the trust and fellow trustees can, in
some instancedead to cefiduciary liability. (See above discussion and Restatement Third of
Trusts 8§ 81). Consequently, as a member oB8& the common law of trusts appears to give
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the Treasurer anCBsome degree of ambiguous oversight responsibility for theement
system, which could expose the Treasurer andB@Bo liability.

Adding to the potential for conflict is the confusion surrounding the rolB@Bwhose powers
are soon to be transferred to the Department of Administration and State FiscaliAtednlity
Authority) as cerustee. TheBCBor its successor, is statutorily designated as-trustee of

the retirement system. (S.C. Code Ann-BB310 now provides, "The South Carolina Public
Employee Benefit Authority and the State Budget andt@@bBoard, or its successor, are-co
trustees of the retirement system . . . in performing the functions imposed on them by law in
the governance of the Retirement System.").

TheBCB however, has very limited statutoriigentified duties for the Retinment Systent®

Rather, nearly all duties were divided between the RSIC and the PEBA when they were created.
( S.C. Code 81-315 (G) says, "All of the powers and duties of the State Budget and Control
Board as investor in equity securities and the Staea3urer's function of investing in fixed

income instruments are transferred to and devolved upon the Retirement System Investment
Commission." Furthermore, S.C. Code Anr48LO(H) provides that, "Effective July 1, 2012,

the following offices, divisia) or components of the State Budget and Control Board are
transferred to, and incorporated into, an administrative agency of state government to be

known as the South Carolina Public Employee Benefit Authority: (1) Employee Insurance
Program; and (2) thRetirement Division.")

Nevertheless, case law suggests that BB as a named trustee, holds legal title to retirement
fund assets.SeeHamiter v. Retirement System of the South Carolina Budget & Control Board,
484 SE.2d 586 (S.C. 1997). WHaeniter was decided prior to the formation of the PEBA, the
case may still be good law, as the court held thatBi@Bholds legal title to the assets because
the BCBwas statutorily designated as a trustee, which designation still remains. This further
confuses the extent of authority and responsibility held by tBEBas a cetrustee.

Transfer o BCBFunctions

Recent South Carolina legislation (Act 121) eliminate8tbBeffective July 2015 and transfers
its Retirement System oversight functions to the Deypeent of Administration or State Fiscal
Accountability AuthoritfSFAA)However, the statute designatiRCBas cetrustee (S.C. Code

10 Other than being named a-trastee of the Retirement System, the BCB's only other statutory duty is approval
authority over all PEBA policy determinations (discussed bel8egS. C. Code Anng 9-4-45.
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Ann. § 91-1310) was not amended as part of this billSections 2A and 18A of Act 121 contain
ambiguous language onlatation ofBCBoowers to the Department of Administration and

State Fiscal Accountability Authority. While history of theiAdicates that the General
Assembly'sntent was to transfer PEBA responsibilities to the SK#Ae overlapping co

trustee stucture is maintained, we recommend that future legislation replace references to the
BCBnN 889-1-1310 and 9A-45 with references to the SFAA in order to provide greater clarity
that the SFAA is etustee of the Retirement System and the holder of PRBIky approval
powers.

Relationship between PEBA aBCB

In addition to retaining a designation as trustee, it appears as thougB@®also retains

approval authority over all policy determinations of the PEBA. (S.C. Code Adalsssays,

"(A) Pdicy determinations made by the South Carolina Public Benefit Authority are subject to
approval by the State Budget and Control Board or its successor, evidenced by a majority vote
of the board. (B) For purposes of this section, policy determination maaesermination by

law required to be made by the South Carolina Public Benefit Authority in its administration of
the Employee Insurance Program relating to coverage changes and premium increases and in
its administration of the Retirement Division, actizgh assumptions governing the retirement
system and adjustments in employer and employee contributions.”) The statute refers to
policy determinations of the "Public Benefit Authority" rather than the PEBA, but it seems that
these are the same entity.

For example, the statute specifically references policy determinations with regard to the
Employee Insurance Program and the Retirement Division, which are the two divisions
specifically transferred from thBCBo the PEBA. Consequently, it appears tlaBCB

retains some statutory authority related to the Retirement Systems and the RSIC in that the
BCBmust approve any PEBA policy determination with regard to coverage changes and
premium increases, which could impact how effectively PEBA can managenthleyee
Insurance Program.

1 Section 2.A of Act 121, on July 1, 2015, transfers all functions, powers, duties, responsibilities, and authority of
the BCB related to executive functions, except as otherwise provided by law, to the Department of Administration.
However, Sedbn 18.A of the Act (which establishes the State Fiscal Accountability Authority) also gives the SFAA
authority to decide any matters that would have previously been referred to the BCB for decision, where the
procedure for the decision is not specificghpvided for by general law. While we were advised that legislative
intent was to transfer BCB Retirement System functions to the SFAA, these two Act Sections could be read as
ambiguous and become the source of future conflict regarding the exercisrefrie@nt System oversight

functions.
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Relationship between PEBA and RSIC

A final level of ambiguity exists in the allocation of retirement system management and
administration responsibilities between the PEBA and the RSIC. For example, the RSIC and the
PEBA havagreed to assign responsibility for the accounting and audit functions of the
Retirement System to the PEB/AeéArticle Il of the Memorandum of Understanding dated
January 15, 2014.) However, it is not clear that PEBA has been statutorily granted this
authority, as the RSIC hasclusiveauthority over the investment management of the

Retirement System assetsS€eS.C. Code Ann. 81%-20.) On the other hand, accounting and

audit functions may be more akin to administration of the Retirement Sysignth is the

statutory responsibility of the PEBA under S.C. Code An#d-309

Either way, RSIC and PEBA have worked out a resolution of this ambiguity through the
Memorandum of Understanding. If PEBA does not have clear statutory responsibility for
accounting and audit functions, RSIC does have the ability to delegate this responsibility to
PEBA under RSIC's delegation authority in S.C. Code Ad6-3)9 Nevertheless, this

illustrates another level of ambiguity in assignment of fiduciary authauity responsibility
amongst the various entities with fiduciary duties. If personalities and agendas were to change
at the two agencies, this ambiguity in assignment of authority and responsibility could also
generate conflicts.

V. Trust Assets are not 8te Funds

The funds and assets of the Retirement Systems are statutorily designated as "not funds of the
State," and are required to be held in trust for the intended beneficiaries. S. C. Stat. &fn. §
1310(C). The funds and assets of the South @arBletiree Health Insurance Trust fund and

the South Carolina Long Term Disability Insurance Trust fund are also statutorily required to be
held in trust for the benefit of employees and retirees and are distinct from the general funds

of the State. S. Gtat. Ann. 8§-11-705(A), 111-707(A). Additionally, the funds and assets
received for health and dental insurance premiums, which are set aside in a separate account in
the State Treasury under S. C. Stat. Anlv18-710(A)(4), appear to be covered siynilar legal

duties and may be construed as being held in an informal trust. (See below discussion.)

Use of the funds and assets of these trust funds (and the separate insurance account in the
Treasury) is limited to the exclusive benefit of the papticits and beneficiaries of the system
to provide the benefits identified by statuteSee e.g.S.C. Stat. Ann.81-20 ("A retirement
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system is hereby established and placed under the management of the board for the purpose
of providing retirement allowaces and other benefits for teachers and employees of the State
and political subdivisions or agencies or departments thereof.") S.C. Stat. A1d-BL0(A)(4)
("Funds credited to these accounts may be used to pay the costs of administering the state
health and dental plans and may not be used for purposes of other than providing insurance
benefits for employees and retirees.”) S.C. Stat. AnA1E§7210(A)(1) (PEBA "board shall make
available to active and retired employees of this State and its pstlfiool districts and their
eligible dependents group health, dental, life, accidental death and dismemberment, and
disability insurance plans and benefits in an equitable manner and of maximum benefit to those
covered within the available resources."”) discussed below, Trustees appear to owe similar
legal duties to the participants and beneficiaries of all the insurance benefit programs..

Accordingly, as trustees of the retirement and benefit plans, PEBA members' legal duties run
primarily to the paticipants and beneficiaries of those plans and not to any third parties. That
being said, third parties who are stakeholders in the plang,(taxpayers, appointing

authorities, employers, vendors, or other interested parties) can influence the suacess
viability of the plans and their interests can be taken into account. PEBA members' actions
simply cannot be motivated by service to those third party stakeholders in derogation of their
primary fiduciary obligations to plan participants and benefiesr

V. Legal Standards Applicable to PEBA Management of Insurance Funds

The PEBA Board's duties owed to participants and beneficiaries of the insurance plans do not
arise from the same statutory provision as for the retirement system. South Cartainizes

section 916-40, "Standards for discharge of duty," applies omijtti respect to a retirement
system (Emphasis added.) Consequently, the fiduciary standard in seefi6m9 does not

apply to PEBA with respect to the insurance programs.

Nevetheless, funds of the retiree health insurance and the disability insurance funds are held

in trust and the PEBA Board is statutorily designated as trustee for those funds under S.C. Code
Ann. 88 111-705 and .111-707. In addition, although funds of @hemployee insurance plans

are not explicitly placed into trust fund$a similar standard of loyalty as is used for the
Retirement System applies to the PEBA Board in administering all insurance funds. S.C. Code

2UnderS.C. Code Ann §-11-710(A)(4) all fundsreceived foremployeehealth and dental insurance premiuams
set aside in a separate account in the Treaatingr than being placed in a trust

A-11
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Ann. 8 111-710 explicitly requires theEBA Board to administer group health, dental, life,
accidental death and dismemberment, and disability insurance plans and benefits for active and
retired employeesih an equitable manner and of maximum benefit to those covered within the
available resowes" (Emphasis added.) In addition, S. C. Stat. Arti18710(A)(4) limits

funds received for health and dental insurance premiums to being used only for providing
insurance benefits to employees and retirees, not for any other purpose.

These prowions seem to apply the substantial equivalent of the Retirement System's
"exclusive benefit" fiduciary loyalty standard. Consequently, PEBA board members are either
designated trustees or are subject to loyalty and impartiality standards in administeeng
insurance plans similar to those applied to the Retirement System.

Furthermore, even the insurance funds not being placed in a formal trust are used to provide
insurance benefits and could be found to be held in an informal trust. Informal trustseca
created without an express statement that the arrangement is intended to be a tfes.
Restatement Third of Trusts®, comment h. The Restatement Third of Trusts provides the
following example of an informal trust: a person gives a second pexrstreck or specific asset
with some understanding that the latter is to hold and manage the property as a trustee for the
benefit of the transferor or one or more othersd.

Because the PEBA collects various contributions from employers and employestsf which

are placed into trust funds for purposes of providing retirement and insurance benefits, it is
likely that those employers and employees would reasonably expect that all funds collected for
employee insurance benefits are similarly heldrirst for the benefit of the employees.
Accordingly, PEBA board members may be considered trustees even without a formal trust and
be subject to common law fiduciary principles.

As a potential de facto trustee for these insurance programs, it appigaig & court would find
that PEBA is subject to the same fiduciary principles discussed above for all retirement and
insurance benefit funds. Because most of the same insurance program employers and
employees also participate in retirement system, theuld reasonably expect that the same
fiduciary standards would apply if an informal trust relationship were found to exist.

Nevertheless, there is some ambiguity as to applicability of trust fund status and fiduciary
standards for management of funds thare not explicitly held in statutory trust funds, such as
monies for the Employee Health and Dental Insurance Programs. While we do not believe that
a statutory fix is required, to provide greater clarity, PEBA could seek legislative action explicitly
placing all insurance benefit funds into an employee benefits trust. PEBA could be statutorily
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designated as trustee of these insurance plan assets, and the fiduciary standard applicable to
the retirement system could be specifically expanded to applyét.
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From RSIC ReporPotential Options for Realignment of the Duties of the State Treasurer

Option | Description

Status Quo: A No significant changes

Custodian: Treasurer AThe Treasurer remains the custodian

Relationship: Treasurer A STO implements itsew Custody Officer role

ARSIC proceeds to implement its investment administrator role

AThis structure is unique to South Carolina among U.S. state
investment boards with an independent investment staff

O[Tl M [T eBSiEll A The Treasurer remains the custodian

Quo AThe Treasurer delegates authority to RSIC to conduct custodia

Custodian: Treasurer bank selection, negotiate the contract, and manage the contrac

Rdationship: RSIC and relationship for the retirement funds

A Authorization processes are stredined to not require STO
signatures and utilize electronic payment authorization

A Service level agreement and performance feedback are
implemented by RSIC

A The internal accounting system is updated (not related to
custodian)

A Similar to Washington State Intasent Board (WSIB) structure

Ol [ilol) WIS (ool oo\l A The Treasurer retains the title of Custodian

Relationship A Legislative change provides for delegation of authority to RSIC

Custodian: Treasurer conduct custodial bank selection, giate the contract, and

Relationship: RSIC manage the contract and relationship for the retirement funds

A Similar to the lllinois State Board of Investments (ISBI) and Ne
Mexico ERB structure

Option 3: PEBA as A Legislative charggprovides for:

Custodian PEBA to become the custodian of record

Custodian: PEBA RSIC to contract with its own custodial bank and manage the
Relationship: RSIC custodial bank relationship for the retirement funds

A Similar to the Minnesota State Board of Investments (SBI) stru

Option 4: RSIC as A Legislative change provides for RSIC to become the custodian
Qustodian record and to contract with its own custodial bank and manage
Custodian: RSIC custodial bank relationship for the retirement funds
Relationship: RSIC A Similar to Florida SBA, Maskasetts PRIM, West Virginia IMB, 3
SWIB structure
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Defined Benefit Administration

Benchmarking Analysis
Fiscal Year 2013

South Carolina Retirement Systems
{Adminiztered by SC Public Employee Benefit Authority)

Final Report - 12 March, 2014

CEM Benchmarking Inc.
372 Bay Street, Suite 1000, Toronte, OM, M32H 2WS9 . . I

Tel: 416-369-0568 Fax: 416-369-0879
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Copyright 2014 by CEM Benchmarking Inc. Although the informaation in this report has been based upon and obtained from sources we
believe o be reliable. CEM doss not guarantee its accuracy or completeness.  The informiation contamed herein is proprietany and confidential
and may not ke disclosed o third parties without the express written mutual consent of both CEM and South Carolina Retirement Systems.
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How to use this report

* To improve service levels
- Compare your service levels to your peers
- Insight into best practices

* To manage costs
- Understand the factors that influence costs
- Support arguments for investments in people or infrastructure

To support business decisions
- Understand how and where other funds are investing in people, technology, service and growth

To develop performance goals and standards
- Develop your performance framework and set realistic goals
- Measure the impact of major operations changes

* To measure and manage your performance
- Monitor your annual progress using an outside benchmark

¢ To communicate to stakeholders

- Demonstrate success and achievements to governing bodies
- Show progress to employees to recognize success and motivate

South Carolina Retirement Systems

E 2014 CEM Benchmarking Inc.
Exacutive Summary - Page 1
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75 leading global pension systems participate in the benchmarking service.

Participants

Canada
APS

BC Pension Corporation

Defence Canada

Federal Public Service

HOOPP
LAPP
OMERS

Ontario Pension Board

Ontario Teachers
OPTrust

RCMP
Saskatchewan HEPP

Scandinavia
Alecta
ATP

United Arab Emirates

Abu Dhabi RPB

The Methedands

ABP

bpfBOUW

BPF Schilders

Pensioenfonds Metaal en Technisk
Pensioenfonds van de Metalektro

PFZW

Rabobank Pensicenfonds

Stichting Pensicenfonds Medisch Specialisten

Australia*
AustralianSuper
BUSS(O)

CBUS

First State Super
HESTA

QSuper

REST
StatewideSuper
SunSuper
VicSuper

United States

Arizona SRS
CalPERS

Cal5TRS
Colorado PERA
Delaware PERS
Florida RS

Idaho PERS
llingis MRF
Indiana PRS
lowa PERS
KPERS

LACERA
Michigan ORS
MOSERS

MNevada PERS
New Mexico ERE
NYC TRS

MNYSLRS

Chio PERS
Orange County ERS
QOregon PERS
Pennsylvania PSERS

South Carolina PEBA
South Dakota RS
STRS COhio

SURS Illinois

Texas MRS

TRS Louisiana

TRS of Texas

Utah RS

Virginia RS
Washington State DRS
Wisconsin DETF

United Kingdom®*

Armed Forces Pension Schemes

BhW

BSA NHS Pension Scheme

Principal Civil Service Pension Scheme
Railway Pensions Scheme

Scottish Public Pension Agency (SPPA)

The Pension Protection Fund (PPF)
Unilever

Liniversities Superannuation Scheme (U55)

* Systems from Australiz and the UK complete separate benchmarking surveys and hence your analysis does notinclude their results

E 2014 CEM Benchmarking Inc.
Executive Summary - Page 2
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The custom peer group for South Carolina Retirement Systems consists of the following 14
peers:

Custom Peer Group for South Carolina Retirement Systems
Membership (in 000's)

Active
Peers (sorted by size) Members Annuitants Total
Ohio PERS 348 191 539
Virginia RS 341 170 510
Michigan ORS 243 256 500
Pennsylvania PSERS 284 208 492
Washington State DRS 291 151 442
Wisconsin DETF 257 174 430
South Carolina Retirement 257 148 406
Indiana PRS 253 133 386
STRS Ohio 138 149 348
Colorado PERA 230 100 330
Arizona SRS 203 125 328
Cregon PERS 167 126 253
llinois MRF 175 102 277
lowa PERS 165 105 270
Peer Median 248 149 396
Peer Average 244 153 396

Inactive members are not considered when selecting pesrs because they are excluded when determining cost per member. They are excluded
because they are less costly to administer than either active members or annuitants.

B 2014 CEM Benchmarking Inc.
Executive Summary - Page 3
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Your total pension administration cost was $35 per active member and annuitant. This was
$41 below the peer average of $76 and the lowest cost among your peers.

Pension Administration Cost Per Active Your total pension administration cost was $14.4
Member and Annuitant million. This excludes the fully-attributed cost of
administering healthcare, and optional and third-

. party administered benefits of $0.3 million.
140 -

5120 -
$100 -

$80

560

540 |
m-l
50

N vou [ Peer ---- Peer Avg — Peer Median

@ 2014 CEM Benchmarking Inc.
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2013 CEM Benchmarking Report Executive Summary

[5000s)
Bctivity Yau
1. Member Transactions
=. Pension Payments 457
b. Pension Inceptions 527
c. Withdrawals and Transfers-out 603
d. Purchases and Transfers-in 60
e. Diszhility 589
2. Member Communication
a. Call Center 1273
b. Mail Room, Imaging 437
c. 1-on-1 Counseling 641
d. Presentations and Group Counseling 136
e. Written Pension Estimates 95
f. Mass Communication 614
3. Collections and Data Maintenance
=. Data and Money from Employers 636
b. Service to Employers 367
c. Data Mot from Employers i70
4. Governance and Finandial Contral
=. Financizl Administration snd Control 449
b. Board, Stravegy, Policy 211
c. Government snd Public Relations 113
5. Major Projects
=. Amortization of non-IT Major Projects 1]
b. Non-T Major Projects [if you don't capitalioe) [1]
c. Amortization of T Major Projects 1]
d. IT Major Projects [if you don't mpitalize] 1]
6. Information Technology
a. IT Strategy, Database, Applications [excl major projects) 048
b. IT Desktop, Hetworks, Telecom 1,240
7. Support Services and Other
&. Building aind Utilities B6S
b. Human Resources 2138
c. Actuzrial 235
d. Legal and Rule Interpretation EL
&. Internal and External Audit ELi
f. Other Support Services 241
Totzl Pension Administration 14 388

%= per Active Member and

Yau

113
2.2E
149
148
145

314
122
158
033
0.23
151

172
0.90
0.42

111
052
0.28

0.00
Q.00
0.00
0.00

3.05
3.06

214
058
058
097
074
0.58
35.48

E 2014 CEM Benchmarking Inc.
Executive Summary - Page 5

Annuitant

Perr Med Peer Ave

2.79
2.44
0.91
108
159

464
183
1.66
105
0.56
2.71

187
115
0.95

211
164
0.50

0.00
0.00
0.13
0.40

1292
4.90

390
103
132
185
108
0.298
70.32

273
3.65
132
115
252

495
219
197
135
106
318

2.62
154
103

2.0
172
092

001
121
2.08
471

1333
516

494
134
150
235
120
124
76.13

Maore/ -Less

{vs. average]

13 3y
-1.61 -59%
-1.37 -38%
047 13%
033 25%
-1.07 -41%
-1.E1 -3T%
-0.97 -44%
0.39 -20%
-0.52 -T3%
-0.E3 -T8%
-1.67 -52%
0,50 -35%
-0.63 -A1%
061 54t
-1.10 500
-1.20 -T0%
-0.64 -T0%
-0.01 -7
-1.21 -100%
-2.06 -7
-4.71 -100°%
-8.28 -62%
-2.11 -A1%
-2.60 -57%
-0.76 -56%
-0.52 -B1%
-1.58 -62%
-0.46 -38%
-1.25 -68%
-40.67 -53%

Your total cost of 514.4
million excludes the fully-
attributed cost of
administering optional
third party administered
benefits of $0.3 million.
Your direct costs per the
survey for activities &, 6
and 7 been reduced by
attributions to the
excluded activity that
add up to $0.1 million.
Refer to section 3, page
21 for details.



Cost Trends
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Trend in Total Pension Administration Costs

=="fou

E-Year Peer Avg

590
$80
570
$60
450
540
530
420
$10

s0

.\-

2009 2010 2011 2012

343
576 571 575 577

2013
535
577

Trend analysis is based on systems that have provided 5 consecutive years of data (11

of your 14 peers).

Your total pension administration cost per active
member and annuitant decreased by 7.7% per
annum between 2009 and 2013. During this same
period, the average cost of your peers with 5 years
of consecutive data increased by 0.4% per annum.

© 2013 CEM Benchmarking Inc.
Executive Summary - Fage &
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CEM uses the following cost model to explain differences in total costs:

€ 2014 CEM Benchmarking Inc.
Executive Summary - Page 7
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Reasons why your total cost was $41 below the peer average.

Reason Impact
1. Economies of scale advantage -50.81
2. Lower transactions per member (workloads) -52.71
3. Slightly lower transactions per FTE (productivity) 50.78

4. Lower costs per FTE for: salaries and benefits, building and
utilities, HR and IT desktop -514.16

5. Lower third-party and other costs in front-office activities -$5.35

6. Paying more/-less for back-office activities:

- Governance and Financial Control -51.83
- Major Projects -57.32
- IT Strategy, Database, Applications (excl. major projects) -55.79
- Actuarial, Legal, Audit, Other Support Services -53.47
Total -540.67

CEM reconciles to the peer average instead of the peer median because there are interactions between
the reasons that would be lost if we used medians. For example, high major project costs may be
associated with high productivity. Also, the reasons will only add to 100%: if we used averages.

E 2014 CEM Benchmarking Inc.
Executive Summary - Page 8
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Reason 1: You had an economies of scale advantage.

Active Members and Annuitants Your system had 8% more members than the peer
weighted-average. Your larger size means that you had a
cost advantage relative to the average peer of 50.81 per

600,000 - member.
Size is a key driver of costs. More members lets you
500,000 spread your fixed costs over a larger base. But the benefit
of economies of scale is not linear. Scale economies
200,000 | diminish as systems get larger.
How Changes in Membership Impact Your Cost
300,000 - % Change in Predicted Cost  Increase/
Members  # of Members per Member -Decrease
-75% 101,449 56694 531.48
200,000 - -50% 202,897 545,05 510.49
-25% 304,346 53895 53.50
0% 405,794 535.46 40,00
200,000 +25% 507,243 533.36 -52.10
+50% 608,691 53195 -43.50
+75% 710,140 $30.96 -44.50

I U I peer = === peer Wtd-avg

The peer-average is weighted with a higher weight to smaller plans
because the relationship between size and cost is not linear.

@ 2014 CEM Benchmarking Inc.
Executive Summary - Page 9
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Reason 2: You had lower transaction volumes per member (workloads).

Weighted Transactions per Active Member Your weighted transactions were 10% below the
and Annuitant peer average. Your lower transaction velumes

decreased your total cost per member by an
50 - estimated 52.71 relative to the peer average.

Weighted transactions indicates whether you are
doing more or fewer transactions per member in
aggregate than your peers. The weights used were
the median cost per transaction of all participants.
This enables us to normalize for the substantial
differences in time and effort expended on each
type of task. For example, a 1-on-1 counseling
session is more costly and time consuming than
answering a telephone call.

The following page shows where you are doing more

10 and/or fewer transactions by front-office activity.

I Yiou [ peer - - - - Peer Avg

@ 2014 CEM Benchmarking Inc.
Executive Summary - Page 10
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Where did you do more/fewer transactions?

Where did you do more/fewer transactions? Differences in transaction volumes
Volume per 1,000 Active e per member reflect differences in:
Members and Annuitants Member = * Membership mix (active, inactive,

Front Office Transactions (or Transaction

Driver)
1. Member Transactions

a. Pension Payments (Annuitants)
New Payee Inceptions
Withdrawals and Transfers-out
Purchases and Transfers-in
Disability Applications

o e o o

2. Member Communication

Calls and Emails

Incoming Mail

Members Counseled 1-on-1
Member Presentations
Written Estimates

w

o e o o

3. Collections and Data Maintenance

8. Data and Money from Employers (Active

Members)

b. Service to Employers [Active Members)
. Data Not from Employers {Actives,

Inactives, Annuitants)
Weighted Total

Peer  More/ Transaction annuitant)
You Average  -Less Impact * Member demographics. For
example, you may have a higher

366 384 -5% 5012 proportion of active members
25 27 8% -50.26 approaching retirement.
23 28 -17% -50.21 =+ Member type/ industry group.
12 10 245 50.33 = e System and plan complexity. For
2.5 2.3 11% 50,19 example, if you administer

healthcare, you will have higher
communication needs.

414 661 -37% -51.49 * Service Levels
315 423 250 -50.41
42 24 75% 50.89
] 1 -68% -50.86
12 28 -58% -50.87
634 616 3% 50.08
634 616 3% 50.04
1,425 1,455 -2% -50.02

32,725 36444  -10% 5271

E 2014 CEM Benchmarking Inc.
Executive Summary - Page 11
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Reason 3: You had slightly lower transactions per FTE (total productivity).

200,000 -

180,000 -

160,000 -

140,000 -

120,000

Weighted Transactions per Front-Office FTE Your weighted transactions per front-office FTE were
3% below the peer weighted-average (adjusted for

economies of scale to avoid double counting). Your

lower transaction volumes per FTE increased your
total cost per member by 50.78 relative to the peer
average.

Differences in transaction volumes per FTE are due
to differences in:

Economies of scale. CEM research shows that
smaller systems had lower productivity than
larger systems

IT capability / on-line transactions

Service levels

Complexity of plan rules

Staff skills and staff productivity

Use of consultants versus internal staff
Projects

Organization design

It is important to emphasize that total productivity is
I oy I Peer - === Peer Wid-avg not a measure of staff productivity; staff productivity
is, however, a component of total productivity.

Q) 2014 CEM Benchmarking Inc.

Executive Surmmary - Page 12
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Reason 4: You had lower costs per FTE for: salaries and benefits, IT desktop, networks and
telecom, building and utilities, and human resources.

Cost per FTE
You
Salaries and Benefits 561,624
Building and Utilities 55,013
Human Resources 51,375
IT Desktop, Networks, Telecom 57,160
Total 575,171

FTE-Wtd

Peer Avg  Peer Avg
$82,440 580421
59,425 59,554
52,492 52,597
$10,089 59,987
$104,446 5102,558

0 2014 CEM Benchmarking Inc.
Executive Summary - Page 12

Your lower costs per FTE decreased your total
cost by 514.16 per member relative to the
peer average.

The peer average is weighted such that peers
with more FTEs get a higher weight because
'cost per FTE' differences matter more for
peers with more FTEs.

Differences in your cost per FTE reflect
differences in:

* Organization structure, strategy and
history.

* QOutsourcing and use of consultants.

» Cost environment of your location vs.
peers. Labor costs in your area were 10%
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Reason 5: You had lower third party and other miscellaneous costs in the front-office
activities.

Third Party and Other Miscellaneous Costs in Your third party and other miscellaneous costs (such as
Front Office Activities per Active Member and travel, office supplies, etc.) in the front-office activities®
Annuitant were 51.55 per member which was 76% below the

(adjusted for transaction volumes and economies of scale”)
£16

adjusted peer weighted average of 56.36. Your lower
third party costs decreased your total cost per member
514 by $5.35 relative to the peer average.

512 A
510

SE

-
S
: |||I
N

| ]

Peer = === Pear Wtd-Avg

1. To awoid double counting, peer costs are adjusted for differences in
transaction volumes and economies of scale.

2. Front office activities are activities that come in contact with clients or
employers, such as paying pensions, member calls and presentations. It
excludes back-office activities such as Governance and Financial Contral,
Major Projects and Support Services.

0 2014 CEM Benchmarking Inc.
Executive Summary - Page 13
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Reason 6: You paid less for back-office activities.

Back-Office Activities - Adjusted Cost per Member

More/
Back Office Activities You Peer Avg -less
Governance and Financial Control 52.57 54,40  -51.83
Major Projects 50.00 57.32  -57.32
IT Strategy, Database, Applications | $5.85  $11.64 -55.79
Actuarial, Legal, Audit, Other 53.18 56,65  -53.47
Total 511.60 $30.02 -518.42

To avoid double counting, back office costs are adjusted for economies of scale and cost per
FTE far: salaries, benafits, building, utilitias, IT desktop and human resources. Before
adjustments, your total costs for the above back-office activities were 520. The unadjusted
peer average was 350.

Your adjusted cost per active member and
annuitant of 511.60 for back-office activities was
below the peer average of 530.02. Paying less for
back-office activities decreased your total cost
per member by $18.42 relative to the peer
average.

Differences in cost per member for back-office
activities reflects differences in:
* How much you do. For example, some
systems invest more in disaster recovery.
* [T capability
* [T investment cycle
* Plan complexity

© 2014 CEM Benchmarking Imc.
Executive Summary - Page 14



Back-office costs and productivity are impacted by system complexity. Your total

Appendix B: 2013 CEM Benchmarking Report Executive Summary

relative complexity score of 73 was above the peer median of 62.

100 A

8

LR

Total Relative Complexity

[ Peer

Al ==== FzzrM

AN M adi

Relative Complexity Score by Cause
(0 least - 100 most)

Cause You Peer Avg
Pension Payment Options 71 55
Customization Choices 3 5
Multiple Plan Types and Overlay: 63 52
Multiple Benefit Formula 57 41
External Reciprocity 0 29
COLA Rules 24 28
Contribution Rates 78 53
Variable Compensation 85 &4
Service Credit Rules 77 b1
Divorce Rules 55 67
Purchase Rules 90 B9
Refund Rules 46 42
Disability Rules B9 79
Translation 0 6
Defined Contribution Plan Rules 100 71
Total Relative Complexity 73 61

© 2014 CEM Benchmarking Inc.

Executive Summary - Fage 15
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Your total service score was 68. This was below the peer median of 76.

Service is defined from a member's perspective.
Higher service means faster turnaround times, more
100 + availability, more choice and higher quality. Examples
of key service metrics are shown on the next page.

] A higher service score is not necessarily better. This is
because:
= High service may not always be cost effective or
60 - optimal. For example, it is higher service for your
members to have a contact center open 24 hours
0 a day. But few systems would be able to justify
40 the cost.
* The weights CEM uses are an approximation of
30 1 the importance of individual service elements.
20 The weights will not always reflect the relative
importance that you or your members attach to
10+ individual service elements.
0

B fou PO peer - - - - Peer Median  ——— Peer Avg

Total Service Score

8

3

0 2014 CEM Benchmarking Inc.
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The total service score is the weighted average of the activity level service scores.

Service Scores by Activity
Score out of 100
Peer % Higher
Activity Weight | You Median /-Lower

1. Member Transactions

a. Pension Payments 19.7% S8 97 1%
b. Pension Inceptions 7.4% 89 85 5%
c. Withdrawals and Transfers-out 0.3% 20 88 2%
d. Purchases and Transfers-in 3.1% 65 B3 -22%
e. Disability 4 8% 91 26 6%
2. Member Communication
a. Call Center 21.2% 49 53 -8%
c. 1-on-1 Counseling 7.4% 73 76 -4%
d. Member Presentations 6.5% 70 B6 -19%
e. Written Pension Estimates 4.7% 71 26 -17%
f. Mass Communication
a. Website 7.6% 70 78 -10%:
b. Newsletters 3.8% 0 BB -100%:
c. Member statements 6.6% 46 B0 -43%
d. Other mass communication 0.9% 10 51 -B0%
3. Other
Satisfaction Surveying 5.0% 52 43 21%
Disaster Recovery 1.0% 55 B7 -37%
Weighted Total Service Score 100.0% 6B 76 -11%

Employer service is excluded from your total service score. Please refer to Appendix D for
methodology changes.

B 2014 CEM Benchmarking Inc.
Executive Summary - Page 17
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Examples of key service measures included in your Service Score:

You Peer Avg

Select Key Service Metrics
Member Contacts
» % of calls resulting in undesired outcomes (busy signals, messages, hang-ups) 14% 14%
« Average total wait time including time negotiating auto attendants, etc. 163 secs 177 secs
Website
« Can members access their own data in a secure environment? Yes 23% Yes
* Do vyou have an online calculator linked to member data? No 86% Yes
« # of other website tools offered such as changing address information, registering for
counseling sessions and/or workshops, viewing or printing tax receipts, etc. 10 B
1-on-1 Counseling and Member Presentations
* % of your active membership that attended a 1-on-1 counseling session 6.6% 3.9%
« % of your active membership that attended a presentation 3.4% 5 5%

Pensicn Inceptions
+ ‘What % of annuity pension inceptions are paid without an interruption of cash flow greater

than 1 month between the final pay check and the first pension check?

99.3% 89.2%

« ‘What % of annuity pension inceptions were initiated online? nfa 35%
Member Statements

« How current is an active member's data in the statements that the member receives? 3.0 mos 2.4 mos

« Do statements provide an estimate of the future pension entitlerment? No 57% Yes

E 2014 CEM Benchmarking Inc.
Executive Summary - Page 18
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Biggest potential improvements to your total service score

Biggest potential improvements to your total service score
Potential
Rank Factor Improvement
#1 On average, members calling your call center reach a knowledgeable +4.1
person in 163 seconds. To achieve a perfect service score, members
must reach a knowledgeahle person on the phone in 20 seconds or
less.
#2 13.6% of your incoming calls resulted in undesired outcomes, and 0.0% +32
of your incoming calls resulted in irritating outcomes. To achieve a
perfect service score, members must experience no undesired or
irritating call outcomes.
#3 Your member statements do not show members an estimate of future +17
pension entitlements. To achieve a perfect service score member
statements must show members an estimate of future pension
entitlements.
#4  You send newletters to active members 0 times per year. To achieve a +13
perfect service score you must send newsletters to active members 2
or more times per year.
#5 You send newletters to annuitants 0 times per year. To achieve a +13
perfect service score you must send newsletters to annuitants 2 or
maore times per year.

CEM is not recommending these changes. Higher service is not necessarily optimal or cost effective. We include this summary analysis
because many participants want to know what they would have to do to achieve a higher score.

E 2014 CEM Benchmarking Inc.
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The biggest service improvement for most systems has been improved online capabilities.

% offering tool If offered: Volume per 1,000
active members and annuitants

Pear All

Online Tool You Peer All You Median Median
Benefit calculators

In non-secure area Yes B4% 53% 259.5 2585 2735

In secure area not linked to member data Mo 21% 9% nfa 24.4 53.3

In secure area linked to member's salary and service data Mo BB% B7% nfa 4416 349.0
Service credit purchase calculator Yes 71% 68% 16 342 67.4
Download forms Yes 100% 100% 210.2 286.0 2316
Register for counseling sessions Mo 30% 31% nfa 11.2 4.7
Register for presentations Yes 80% 66% 4.0 11.7 15.7
Change address Yes B6% B0% 9.5 18.2 26.6
Change beneficiary Mo 43% 47% nfa 202 40.6
Change family information Mo 36% 28% nfa 1085 53.9
Tools for annuitants

Change banking information for direct deposit Yes 50% 43% 4.3 5.3 4.2

Change tax withholding amount Yes 6% 44% 4.3 B.7 2.0

Download or print duplicate tax receipts Yes B6% 69% 40.7 34.2 29.8

View annuity payment details Yes 93% 75% 157.7 177.7 130.6
Apply for retirement Mo 57% 38% nfa 6.4 6.4
View status of disability application Mo 14% 7% n/a 269 26.3
Secure mailbox Yes 57% 42% 23.8 201 Bl.6
Download member statement Yes Bb6% 85% 253.7 208.4 165.0
View pensionable earnings and/or service without downloading Yes Ba% 87% 4.0 760.0 669.2
If yes:

Are both salary and service data available? Mo 92% 94%

Is online data up-to-date to the most recent pay period? Yes B3% T7i%

Is a complete annual history from the beginning of

employment provided? Yes 75% 56%

D 2014 CEM Benchmarking Inc.
Executive Summary - Page 20
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Key Takeaways:

5140
5120
5100
580 |
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40

20

Member and Annuitant
B You [ Peer - - - - Peer Avg ——— Peer Madian
. Total Service Score
E 7ou O peer - - - - Peer AV Peer Median

Pension Administration Cost Per Active

‘Your total pension administration cost was 535 per active
member and annuitant. This was 541 below the peer
average of 576 and the lowest cost among your peers. The
primary reasons why were:

* You had lower costs per FTE for: salaries and benefits,
building and utilities, HR and IT desktop.

* You paid less for back office activities, such as:
governance and financial control, major projects, IT
strategy, database and applications, and actuarial, legal,
audit and other support services.

Your total service score was 68. This was below the peer
median of 76. Your score was impacted by a service activity
that is highly weighted in the overall score:

+ Call Center. You have a high percentage of undesired
call outcomes and a high call wait time.

However, your recent enhancements to your website are
reflected in your high number of online transaction tools,
10 versus a peer average of 8,

© 2014 CEM Benchmarking Inc.
Executive Summary - Page 21
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Background

* This benchmarking survey was conducted on behalf of the South Carolina
Public Employee Benefit Authority (PEBA) by Funston Advisory Services LLC
(FAS)

* The targeted peer group consisted of public retirement systems which
administer retirement benefits and are separate from the agencies which
manage fund investments

* The survey information contained in this report was collected through an
online survey administered during November and December 2014
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Summary of Leading Practices

* Based upon the results of this benchmarking survey, other benchmarking studies FAS has
conducted with public retirement systems, and the experience of the FAS team, we have
identified a number of leading practices for public retirement administration agencies

© All rights reserved

Board Policies, Practices and Compliance

* Staggered terms for appointed and elected trustees to ensure continuity
= Minimum three-year terms for trustees
= A formal, independent process to remove a trustee for cause

* Retirement agency Executive Director, or other agency representative, membership
on the investment management trustee board

* Separate Board Audit Committee to oversee independent reassurance

-
g
5
[y
8
g
5
o]
=
fra

= MNew trustee orientation which includes, at a minimum, ethics, fiduciary
responsibilities and governance as topics

= A facilitated annual board self-assessment process which includes upward evaluation
from staff and individual feedback to members

= A formal trustee education and training program and budget

Copyright 2015

* Formalized policies which are reviewed at least every three years

= A state ethics panel or commission to monitor ethics compliance
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Summary of Leading Practices

* Based upon the results of this benchmarking survey, other benchmarking studies FAS has
conducted with public retirement systems, and the experience of the FAS team, we have
identified a number of leading practices for public retirement administration agencies

Legal and Other Authorities

* Retirement agency authority to engage legal counsel, the external auditor and other
major service providers

* Retirement agency Board of Trustees authority to set all actuarial assumptions for the
system

* Investment management and custodian responsibilities for all retirement and
insurance funds vested in the investment management trustee board

* Use of outside counsel support in the areas of legal compliance, fiduciary issues, and
litigation and eligibility claims

* Trustees are legally indemnified for damages and lawsuits arising from retirement
agency business

G4
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Summary of Leading Practices

* Based upon the results of this benchmarking survey, other benchmarking studies FAS has
conducted with public retirement systems, and the experience of the FAS team, we have
identified a number of leading practices for public retirement administration agencies

© All rights reserved

Organization and Operations

= Anagency Executive Director as the sole direct operating report to the Board of
Trustees

= An executive position responsible for all retirement programs

= For agencies which offer insurance, an executive position responsible for all insurance
programs

= An executive position responsible for internal audit with a direct reporting
relationship to the Board of Trustees
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= Formal staff training plans for customer service, retirement administration, and health
administration (if applicable)

= New employee orientation administered by the Human Resources Department

= A structured framework, such as an enterprise risk management program, for
assessing, responding to and reporting on risks

Copyright 2015

* The Executive Director leads strategic planning efforts with input from the Board and
support from the executive team

= A fully-documented, tested disaster recovery plan with a hot backup site
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Benchmarking Topics
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Participant Profile
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Participant Profile

separate from the agencies which manage fund investments.
* Among the seven agencies participated in this study:
— Five oversee defined contribution plans
— Five administer health insurance
— Three oversee other insurance programs

* Participants in the benchmarking survey included only public retirement systems which are

Other Plans Offered
Number
Participating Public Retirement of DB Health Long- Life
Administration Agencies Plans DC Plans | Insurance | Term Care | Insurance
Los Angeles County Employees 1 "
Retirement Association (LACERA)
Minnesota State Retirement System 7 X
North Carolina Retirement Systems 7 X X X X
Oregon Public Employees 3 X X
Retirement System (Oregon PERS)
Employees’ Retirement System of 5 X
Rhode Island (ERSRI)
South Carolina Public Employee
benefit Autharity (PEBA) 8 X X X X
Wisconsin Department of Employee 1 " X X
Trust Funds (ETF)

G7
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Participant Profile

* The number of retirement members across classes and plans varies significantly from one peer
retirement system to another

g
g
B
®
=
e

Participating Public Retirement DB Members (000) DC Members (000] | VSP Members (000])

Administration Agencies Inactive Inactive

Los Angeles County Employees =
Retirement Association (LACERA) 2 8 29 0 0 0 0 g
Minnesota State Retirement 55 16 35 14 1 50 30 E
System "g.
North Carolina Retirement 183 182 263 206 59 0 0 -%
Systems 'f::
Oregon Public Employees g
Retirement System (Oregon PERS) 162 4 128 19 6 0 0 5
Employees' Retirement System of
Rhode Island (ERSRI) 32 8 27 32 0 0 0 =
i~
South Carolina Public Employee o
benefit Authority (PEBA) 223 171 153 22 16 102 0 {::
[= 8
Wisconsin Department of o
Employee Trust Funds (ETF) 252 158 185 0 0 23 0

G8



AppendixC FAS Benchmarking SurvelyREBA Peers

Participant Profile

* Of the five peer retirement systems which administer health care insurance:
— Three manage health insurance for active employees
— All manage insurance for retirees

Health Insurance Subscribers {000)

Participating Public Retirement Spouse and
Administration Agencies Annuitant Children
Retirersent Assocition (LACERA) L = £ 5
Minnesota State Retirement System MNA MNA MNA MA
North Carolina Retirement Systems 311 187 1 181
Reticament System (Cregon PERS) NA 48 NA 1
Covoreelteemensrsent |y [ | w | w
punaeiicimore [ | | 5 |
#._i,i:tagui:sj S[24 Fgral:litment of Employee 23 )8 0.4 141
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Participant Profile

* There is a significant range in the number of employers supported among the peer group

Participating Public Retirement Administration Number of Employers Served
Agencies Retirement Health and Insurance

Los Angeles County Employees Retirement c c
Association (LACERA)
Minnesota 5State Retirement System 00 MNA
Morth Carolina Retirement Systems 2,993 305
Oregon Public Employees Retirement System
(Oregon PERS) 925 925
Employees' Retirement System of Rhode Island
(ERSRI) 161 NA
South Carolina Public Employee benefit Authority 810 578
(PEBA)
‘Ehél’_irtiionﬁin Department of Employee Trust Funds 1479 362
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Staffing Profile

* PEBA is near the median in staffing in most functional areas

Number of Employees

High Median
Retirement administration 4 110 62 (5]}
e s HEEERE
Member services 12 107 64 61
Employer services 0 45 4 4
Information technology 2 72 35 35
Legal 1 17 7 B
Finance and accounting 5 89 29 29
igiruiir;ial administration " 60 ’E 14
Other 0 73 b 0
Total 29 402 270 251

Gl11
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Staffing Profile -
=
* On a normalized basis, PEBA is near or below the median in staffing in most functional areas g
* Areas where PEBA staffing appears to be lower on a normalized basis are: 2
— Employer services &2
— Finance and Accounting =
=]
Number of Employees
Function High Median =
Retirement Administration FTEs per g
100,000 DB Members 2.7 122.2 17.5 17.5 E
Health & Insurance FTEs per 100,000 'g-
Lives Covered * 0.0 22.5 7.4 7.4 3
, 4
Member Services FTEs per 100,000 <
DB Members + Lives Covered * e Ll 750 LS ,5;
. =
Employer Services FTEs per 1,000 0 4.3 6.2 3
Employers
IT FTEs per 100,000 DB Members 34 32.3 9.3
Legal FTEs per 100,000 DB Members 0.3 11.2 1.7

Finance and Accounting FTEs per

2
~
£
oo
=
E
=]
L

o
& o | o
w = | L

100,000 DB Members + Lives Covered 3.0 — -
Total FTEs per 100,000 DB Members 491 265.0 b6.5

12
Total FTEs per 100,000 DB Members + 957 164.0 39.9

Lives Covered *

* Excludes two agencies which do not administer health insurance

G12



AppendixC FAS Benchmarking SurvelyREBA Peers

Board Composition

* The typical retirement agency Board has a mix of ex-officio, appointed and elected members

* PEBA is unusual in that it has all appointed members; only one of the other peer boards is
entirely appointed

* Four of the seven peer boards have elected members

Ex-Officio Appointed

State Officers

Plan Participants

Retirees

Members of the
Public

Industry
Representatives

Employer
Representatives

Total

Mote: Two of the peer agencies have multiple retirement boards; numbers reflect the largest

G13
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Board Composition

* In the four states with qualifications for appointed members, the specification varies
significantly from one to another

* Sputh Carolina has by far the most stringent qualification for appointed board members

Appointed members. N=6 - Mot Applicable

Are specific qualifications required for trustees? If so,
what are they?

Comments:

Must be competent by training or experience in finance, accounting or pensions.

One must have at least five years of experience in actuarial analysis, administration of an employee benefit
plan, or significant administrative responsibility in a major insurer

Three members of the board must have experience in business management, pension management or
investing.

PEBA: A non-representative member may not be appointed to the board unless the person possesses at least
one of the following qualifications: (a) at least twelve years of professional experience in the financial
management of pensions or insurance plans; (b) at least twelve years academic experience and helds a
bachelor's or higher degree from a college or university as classified by the Carnegie Foundation; (c) at least
twelve years of professional experience as a certified public accountant with financial management, pension,
or insurance audit expertise; (d) at least twelve years as a Certified Financial Planner credentialed by the
Certified Financial Planner Board of Standards; or (e) at least twelve years membership in the South Carolina
Bar and extensive experience in one or more of the following areas of law: (i) taxation; (ii) insurance; (iii)
health care; (iv) securities; (v) corporate; (vi) finance; or (vii) the Employment Retirement Income Security Act
(ERISA). (2) A representative member may not be appointed to the board unless the person: (a) possesses
one of the qualifications set forth in item (1); or (b) has at least twelve years of public employment
experience and holds a bachelor's degree from a college or university as classified by the Carnegie
Foundation.

Gl4
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Board Composition

* PEBA is the only agency in the peer group with a board term as short as two years
* The most prevalent board member term is four years

* In addition, leading practice is to stagger trustee terms for improved continuity

* None of the peer agencies have term or age limits for board members

Is there a standard length of an elected or appointed trustee's term?

4
3
2 .
B Appointed
1 —] "i‘”‘ W Elected
0 - T T T T T 1
Mo lyear 2years 3years dyears 5years
standard
term

Are trustee terms staggered to ensure continuity?

G15
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Board Composition

* PEBA is the only agency in the peer group which allows for removal of trustees by either the
Governor or the appointing authority

* At two peer agencies the Board or Board Chair can remove a trustee for cause

3
c
g
i
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Can a trustee be removed for any reason, including

for cause? (n=5 — two indicated laws are unclear)

=1

g
By the Governor 4 g

v
By the Legislature 0 5 E
By the State Attorney General 0 g ﬁ

=

=]
By the trustee’s appointing authority -I E
By fellow trustees 2 3

Copyright 2014
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Board Composition

* There is no clear pattern of voting or non-voting representation on the investment board by
retirement agency trustees, the executive director, or system active or retired members

* PEBA appears to be as typical as any with one retired member as a voting member and the
agency ED as a non-voting member on the Investment Commission

Do any of the following have a trustee role on the investment board which manages your
system’s assets?

4

PEEA

m1

PEBA
2
m?
1 3
I I .
0 . ; ;

Retirement Retirement Retirement Retirement Retirement Retirement
Agency Agency ED  System Agency Agency ED  System
Trustees Members Trustees Members

Voting Non-Voting

G17
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Board Practices

3
=
* Four of the peer agency boards meet six times annually or less %
* Three of the agencies, including PEBA meet 11 or more times per year (one meets twice 2
maonthly) &2
* PEBA board meetings, at 3-4 hours in length, are typical for the peer group =
=
On average, how many times has your Board met annually over the past three years?
4
3
’ PEBA g
- ge.
3
1 -
N :
D 1 T I T T T T T T ﬁ
dor 5 G 7 8 9 10 11 12 or =
fewer more J
3
[T
What is the typical duration of a meeting of the full Board?
5 =
S
PEBA ~
4 2
3 =
g
2 o
1 _3
. | e 18
2 hours or less 3-4 hours 4-5 hours
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Board Practices

* A separate Audit Committee is the most common board committee in the peer group
* Only two peer agencies have committees which have decision-making responsibilities
* One peer agency has no board committees and always meets as a whole

Please indicate if your Board has any of Meeting
the following committees and if they are Meetings Duration
voting or advisory. Advisory Annually (hours)
Audit 0 4 3 2
Compensation/Personnel 0 1 2 1
Pension Benefits/Actuarial 1 12 2
Health Benefits 1 12 2
Finance/Budget 1 1 3 1
Appeals/Disability Review 1 2 12 3.5
Executive 0 1 4 2
Policy/External Affairs 0 1 2 2
Administrative 0 1 12 1
Legislation 0 2 2 1.5
Egrir:;;znijmmlstratmn, Audit and - 0 12 )5

G19
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Board Practices

* Two of the peer agencies have an Board agenda time for members of the public to make
statements

* In contrast to many public pension funds with investment management responsibilities, none
in this peer group of retirement agencies broadcasts or records its board meetings

© All rights reserved.

Do your Board meetings typically include a time period on
the agenda when members of the public are permitted to
make statements?

Comment: No, but members can if they want.
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Are Board meetings broadcast and/or recorded and made

available on the agency's website? ‘ Yes ‘ No

Broadcast with live audio only

Copyright 2014

Broadcast with live video

Audio recording available on your website

Lo T e T [ e ) e

M
=

Video recording available on your website
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Board Practices

* Among the peer group, the Executive Director typically develops the draft Board agenda and
the Board provides feedback
* Most peer agencies do not have position descriptions for board duties

© All rights reserved.

Which statement most closely describes how the Board

agenda is set?

The chair prepares the draft agenda and asks the Board and
Executive Director/CEO for feedback

The Executive Director/CED prepares the draft agenda and
asks the Board for feedback

Board members and the Executive Director/CEO submit
their requests to the chair and the chair finalizes the agenda
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Staff prepare the agenda and distribute to the Board. Board
members may request to include specific agenda items 1
provided the request is timely.

Copyright 2014

Does your board have position descriptions for:

Board members 0

[sd
=

Board and committee officers 1
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Board Practices

¥

* All but one other peer agency provides new board member orientation ﬁ
* All new member orientation at peer agencies includes: 1::_.*
— Ethics -

— Fiduciary =

— Governance =]

Is there a formal orientation process for new board members? If

yes, what topics are covered? Please indicate all that apply.

Ethics

Fiduciary

4
g
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Strategy

Pension administration

Health insurance

Public relations

Copyright 2014

Board leadership

Governance

Il'.I'ILHI-li.H-I'-‘hMLI'IU'I
[
s

Mo new board member crientation
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Board Self-Assessment

* PEBA and one other peer agency perform an annual self-assessment of the entire board
* None of the agencies have committee or individual member self-assessments

© All rights reserved.

Does the board conduct regular self-assessments
of its effectiveness? If yes, which of the following

does it regularly assess and with what frequency? No Self-
Please indicate all that apply. Annually Biennially | Assessment

Board as a whole

Individual committees

Individual members
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Board Education

specifies:

Ethics

Fiduciary

Strategy

Pension Administration
Governance

* All of the peer agencies offer board training whether it is legally mandated or not
* Only one state has a statute which identifies what type of training must be offered and

Is education and training provided for your board

Minimum Hours

members?

Yes, it is required by statute

Required

Yes, it is required by board policy

Yes, but it is not mandated

No, we do not offer board training

Are board members required to report back on external training
sessions attended?

G24

Comment: No, but Education Policy encourages trustees to report during Board meeting

© All rights reserved.
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Policies

* Similar to many of the peer agencies, PEBA does not have defined policies in a number of areas
* Leading practice in most of these areas is to have a well-considered policy statement

¢
g
B
®
=
e

Please indicate whether your system has the Board- Defined Stafi- No

following policies and, if so, if they are defined defined Defined | byastate | defined defined
by the Board or in state statute. policy in statute agency policy policy

-

g
Audit policy - g
Board contacts with staff and requests for ";2-
information a2
Board education policy %
Board ethics and standards of conduct g
Board member finandial interests =
Board self-assessment policy 2 <
Business continuity policy 1 1 1 @
Claims and appeals policies g E"
Communications policy 1 1 E
Compensation policy 1 1

Contacts with beard members during RFP
process and reporting

=

e
[sd
Wy

Customer service policy 1 1
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Policies

* Similar to many of the peer agencies, PEBA does not have defined policies in a number of areas
* Leading practice in most of these areas is to have a well-considered policy statement

© All rights reserved.

Please indicate whether your system has the Board- Defined Stafi- No

following policies and, if so, if they are defined defined Defined | byastate | defined defined
by the Board or in state statute. policy in statute agency policy policy

Data integrity policy
Document retention pelicy

2
Expense reimbursement policy 1
1

Funding and valuation policies

Gift policy

Human resources policy

4
g
5
[
2
3
:
o]
=
e

Indemnification/finsurance policy

Privacy policy 1

Procurement policy g

Copyright 2014

Risk management policy 1
Vendor referrals by Board members

Whistleblower and/or complaint handling policy 1

[
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Policies

* All of the peer state agencies have an Ethics Commission or Panel which monitor ethics
compliance; one county agency does not

Is there an external authority that monitors and enforces

board compliance with ethics and standards of conduct
policies?

Yes, the Attorney General monitors compliance

Yes, the state has an Ethics Commission or Panel which
monitors compliance

No, the agency Board of Trustees has a self-monitoring 0
process handled by a committee
No 1

G27
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Policies

* Some of the peer agencies have more authority to engage outside legal counsel and, especially,
engage the external auditor and set legal premiums

Does the Board of Trustees for your agency have the

authority (even if it is delegated to staff), without
necessary approvals from any outside body, to:

Engage outside legal counsel

Engage the external auditor 4

Set insurance premiums 3

G28
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Authorities 3
=
* Although several peer agencies have more budgeting flexibility, PEBA’s budgeting authorities ﬁ
are typical for the peer group 2
L=
=
=]

Which statement best describes your organization’s process for
establishing its annual operating budget and spending authority? o
et |
Our retirement system trustees have the authority to set our budget 1 a
without legislative approval E
Our retirement system trustees establish our budget and report it to 0 "g_
the legislature a
Our retirement system trustees establish our budget and submit it to 1 %
the legislature for approval g
=
Our retirement system is part of the annual state budget setting fra

process

Our retirement system trustees can budget and spend up to a fixed

percentage of our plan liability without legislative review

2
~
b=
oo
=
E
=]
L& ]

M
o
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Authorities

* Although several peer agencies have more budgeting flexibility, PEBA’s headcount authorities
are also typical for the peer group

© All rights reserved.

Which statement best describes your organization’s ability to hire
additional internal staff?

Our retirement system trustees have the authaority to allow us to hire
as we believe to be prudent

Our retirement system trustees must receive approval to add
headcount from the legislature or an executive state agency

Our retirement system trustees can allow hiring of additional internal
headcount as long as we remain within our authorized spending level

4
g
5
[
2
3
:
o]
=
e

Board only hires Executive and Deputy Director. All other employees
are Treasury appointed or union employees.

Copyright 2014
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Authorities

* The peer group staff compensation is typically subject to constraints imposed by a state agency
or the legislature

© All rights reserved.

Which statement best describes your organization’s ability to set

internal staff compensation?

Our retirement system trustees have full authority to set staff
compensation

Our retirement system trustees have authority to set compensation
for some, but not all, positions, subject to approval by an executive 1
state agency

With the exception of defined exempt positions, our staff
compensation must be within defined ranges set by the legislature

Our staff compensation must be within ranges set by the legislature
and there are staff compensation limits at every level
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=
=1
Compensation ranges and position classification are set by an 1 £
executive state agency 1=
8
1 o

Set by law or other agency

fAd
[y
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Authorities

* Although the legislature sets the assumed rate of return for the system at one peer system, the
more prevalent practice is for the retirement agency board of trustees to make the decision

© All rights reserved.

Who has final authority for setting the assumed rate of return for
system ?

The legislature
Retirement system board of trustees 4
Investment board trustees 1
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Authorities

* The State Auditor selection of the external auditor is typical for the peer group
* Approval authorities of fund valuations and the final CAFR vary across the peer group

Investment | Retirement State

Who is responsible for making the following Board Agency Auditor State
decisions? Trustees Trustees General Treasurer Other

Approving the investment fund valuations
reported in the CAFR

Approving the final CAFR 2

Selection of the external auditor 2

1 Inwestment valuations and the CAFR are delegated tasks for staff to complete. The Board of Investments reviews
and discusses the investment reports, however, there is no formal approval

3' Final CAFR is approved by the Executive Director.

G33
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Role of the State Treasurer

* Although the State Treasurer has fiduciary and custodial roles in a few states, it is not the
prevailing practice

© All rights reserved.

Which of the following statements reflect the role of the State

Treasurer with respect to your agency? Please check all that apply.

The Treasurer is the sole fiduciary

The Treasurer is a co-fiduciary

The Treasurer manages retirement system investments for our
defined benefit plan

The Treasurer manages retirement system investments for our
defined contribution plan
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The Treasurer manages investments for our insurance benefit funds

The Treasurer is the custodian of our defined benefit plan funds

The Treasurer is the custodian of our defined contribution plan funds

The Treasurer is the custodian of our insurance benefit funds

Copyright 2014

Comment: Our state abolished the State Treasurer position
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Legal

I

=

* PEBA’s use of outside legal counsel appears to be typical for the peer group of agencies ﬁ
£

4

=

=]

For which type of legal issues does your agency o

typically retain outside counsel? =
]

Due diligence E
Contracting or purchasing 'g
Fiduciary issues g
Litigation and eligibility claims %:
&

Legal compliance =

[T

=

What has been the average annual spending on outside counsel over E
the past three years? {::
[= 8

High $250 ]

Low 525

Median 35
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Legal

* Most peer agencies indemnify their Board members for damages and lawsuits
* PEBA is one of two in the peer group who purchase commercial indemnity insurance

© All rights reserved.

Are your trustees indemnified for damages and lawsuits arising from retirement

system business; if so, is this required under state statute or through Board policy?

Yes, required under state statutes
Yes, required through Board policy 1
Mo, our trustees are not indemnified 0

Please indicate if you self-insure or purchase commercial Directors' and

Officers' insurance.
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We self-insure

We purchase commercial insurance

If your agency has indemnification insurance, what is:

The total amount of coverage

Copyright 2014

$250k;

The deductible amount

L
(=)

Comment: We self insure through the state risk management pool, to which we pay
premiums.
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Chief Insurance Programs Officer

Organization .

=

* Most peer agencies have a CFD, a leader for retirement programs, and if they offer a health ﬁ

insurance program, a leader for health insurance 2

* PEBA is unigue among the peer group with the Director of Audit reporting directly to the board &2

=

Which of the following positions currently exist within e
your organization and which report directly to the Board Position Direct Report

of Trustees? Exists to the Board g

=

Executive Director, Secretary or CEO g

Deputy Executive Director or Chief Operating Officer E

Chief Financial Officer or Director of Finance 5 E

Chief Retirement Programs Officer 5 ﬁ

8

=

i

Chief Technology Officer
Chief Administrative Officer

Chief Legal Officer or General Counsel

Chief Risk Officer

2
~
b=
oo
=
E
=]
L& ]

Chief Compliance Officer

Chief Auditor or Director of Audit

L
|

Chief Information Security Officer

Chief Diversity Officer 1
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Organization 3
=
* There is not a clear pattern in the peer group for which department provides employer training g
* All the other peer agencies which administer DC plans have the leader of retirement plans 2
administer the DC plans &2
=
=]

Who is responsible for employer training? (some multiple answers) ‘ N=7
]
Performed by field audit staff 1 E
o
Performed by one employer training staff which covers all programs - E
v
Performed by separate insurance and retirement training staffs (if 3 e
applicable) g
Performed by various system staff 2 =
2
| =
e

Where in your organization does responsibility for defined

contribution plans reside?

Under the Retirement System Administrator

2
~
£
oo
=
a
=]
L& ]

a
Under the Chief Financial Officer 0
0

Under the Chief Procurement Officer

Under retirement systems finance and accounting -

Mot applicable 2

L
os]
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Organization .
=
* All but one peer agency has a training plan for retirement administration, and all but one which ﬁ
administers health insurance has a health administration training plan 2
* Typically the Human Resources Department has an orientation process for new employees &2
=
=]
Does your organization maintain a staff training plan for:
Customer service
Retirement administration 5
Health administration (if applicable) 3
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Who leads the formal orientation process for new employees? (some
multiple answers)

Human resources

Each department for its own employees

Copyright 2014
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Health Insurance

* All of the peer agencies which administer health insurance have a leader of the health
insurance function
* Most of the peer group has a single department responsible for:
— Member services
— Contracting and procurement (responsible for both retirement and health insurance)

g
g
B
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e

=
Which of the following statements apply to your organization? Only the E
five agencies who offer health insurance responded to these questions. E
We have a leader of our retirement programs who has responsibility for all ) 'g
retirement administration operations a
We have a leader of our health care insurance programs who has 4 ‘-E
responsibility for all health care insurance administration operations é

=
We utilize a single member services function for all active and retired fra
members

=
We utilize a single employer services function for all employers §
We utilize a separate contracting and procurement department to support 3 E"
both retirement administration and health care plan administration =

&
We utilize a single function to manage dormant accounts 0 =

Comment: We are in the process of replacing our benefits administration system and
moving to a more integrated business model.

5
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Health Insurance

* The typical peer agency with retirement and insurance administration also integrated imaging
and employer services

Which of the following operational functions utilize common personnel,
processes and tools for both retirement and health care administration?

Only the five agencies who offer health insurance responded to these
questions.

Call centers

Imaging

Procurement

Employer services

Comment: Health insurance administration is for retired members only, so minimal
interaction with employer services other than eligibility determinations upon retirement
for some subsidies or premium offsets.

G41
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Health Insurance

* PEBA is fairly unique in self-insuring its various health insurance plans
* None of the peer agencies reinsure their self-funded insurance

How does your agency insure for its primary health care plans? Only the
five agencies who offer health insurance responded to these questions.

PPO’s and Other Traditional Coverage Plans (some multiple answers)

Insured
through a

third Self-
party insured

HMO's

Medicare Supplement Plans

Primary Long-Term Disability

Dental Plans

Other (please specify)

o |lw |k [w|w| e

Comment: We offer a self-insured health insurance to our members.

provide the insurance ourselves.

Comment: This agency coordinates coverage plans made available to retired members. We do not

Only the five agencies who offer health insurance responded to
these questions.

If applicable, does your agency purchase reinsurance for self-

funded health plans?

G42
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Health Insurance

* Peer funds utilize a variety of different sources for consulting input in health care
* There appears to be a consistent pattern that the same consultants are typically used for both
health plan strategy and health plan design

Have you engaged consultants to assist in
making improvements in the health plan
area? If yes, in which of the following

areas and with what type of firm? Please Specialist
indicate all which apply. Only the five Third party Major health care
agencies who offer health insurance admini- Actuarial | consulting | consulting
responded to these questions. strator firm firm firm

Overall health plan strategy

Health plan design 1 1 3
New program innovation (e.g., wellness, 0 1 5
pay-for-performance)

Other (please specify) 1

Comment: Evaluating Federal subsidy programs using a specialist firm

G43

© All rights reserved.

4
g
5
[
2
3
:
o]
=
e

Copyright 2014

=
W




AppendixC FAS Benchmarking SurvelyREBA Peers

Health Insurance

* Typically the peer agency trustees must seek approval for significant changes in health
insurance programs

© All rights reserved.

Does your Board have the authority to introduce major innovations (e.g.,
preventive programs, cost sharing) or other significant changes into the

health insurance programs without approval from another body? Only the
five agencies who offer health insurance responded to these questions.

Yes, our trustees can introduce major innovations without seeking outside
approvals

No, major health plan innovations require approval by the legislature

4
g
5
[
2
2
:
o]
=
e

Mo, major health plan innovations require approval by an executive agency 0

Other (please specify)

Comment: Yes, our trustees can introduce major innovation without seeking outside
approvals provided program changes are cost neutral or a cost savings to the participating
employers

Copyright 2014

Comment: The Treasurer, who is the Chair of the Board, makes the final approval for such
innovations or other significant changes.
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Health Insurance

* There does not appear to be one typical means of developing and operating wellness programs
* All but one of the peer agencies which administer health insurance are offering wellness
programs

© All rights reserved.

If your agency offers wellness programs to its subscribers, how are they

developed and operated? Please indicate all that apply. Only the five
agencies who offer health insurance responded to these questions.

Developed and operated by the retirement system or insurance plan

3
Developed and operated as a partnership with key external providers 2

Developed and operated by key external providers under contract to the
system
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We do not offer wellness programs

Other (please specify)

Comment: These wellness programs are subject to Board approval.

Copyright 2014
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Health Insurance

I

=

* There also does not appear to be one typical means of funding wellness programs g

£

4

=

If your agency offers wellness programs to its subscribers, are related ©
wellness program costs paid by (check all applicable), Only the five

agencies who offer health insurance responded to these questions. 5]

=

Health insurance trust funds 1 E

General state funds 0 ,§

[y

Employers 0 &

Employees 1 g

Service providers 2 g

3

We do not offer wellness programs 1 =

Other (please specify) <

o

Comment: Wellness programs are offered through service providers and insurance E

carriers =

a

&

[ ]
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Health Insurance

* Wellness appears to be the highest priority initiative among the peer group; however, it is too
early to evaluate wellness effectiveness

* Generic drug programs appear to have been the most effective initiative on the list

* None of the peer organizations have implemented accountable care organizations, integrated
care, or pay-for-performance initiatives

Please indicate which of the
following health care initiatives
you have undertaken and
which you believe are the most
effective for cost containment.

Cost Effectiveness

Only four agencies who offer
health insurance responded to
these guestions.

Implemented
. Considering
Not considering
Highly Effective
Ineffective
Determined

Marginally
Effective
To Be

Wellness

Accountable care

organizations 1 1 1
Integrated care 1 1 1
Pay-for-performance 1 1 1
Generic drugs 1 - 1
Streamlining administration | 1 1 1 1

G47
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Communications

* Only two of the seven peer agencies have a documented communications plan

Does your system have a documented communications plan? | N=7

Yes, developed, approved and monitored by the Board

0
Yes, developed by staff and approved and monitored by the Board 1
1

Yes, developed, approved and monitored by the staff

No, we do not have a documented communications plan

If you have a communications plan, does it include strategies for

communications with:

Retirees

Active members

Inactive members

Retiree groups

Employer groups

Legislators

Bodies or individuals who appoint Board members

(=T =T =T N N N N N

Oversight committee (if applicable)
Media 1

Comment: Although we do not have a documented policy/plan, we do have strategies for
much of the list
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Communications

* Among the peer agencies, trustees do not appear to have formal communications roles with
constituent group; most communications are handled by agency executives or staff

© All rights reserved.

Agency Executives Agency Staff

s | @ A s | @

. 2| 2 2| 8 2| 2 g

Who regularly meets with or - E = E i E =
otherwise communicates with § =4 & = § o g
members, retiree groups, and %‘ E T %‘ 2 k3 %‘ E T E
employers and how often does = - t = = 1= = = = -
this occur? gl &| 8 S| & | & | 4| 8 g
Members 1 a4 2
=

Retirees 1 1 3 ,5;
| =

Employers 1 2 1 1 2

Comment: Retirement Systems' staff conducts Retirement Planning Conferences for Actives
and Employer Training for participating employers across the state throughout the year.

Comment: Board meetings are open and members, retirees and employers often attend. Staff
regularly meet with all constituent groups.
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Comment: Staff meet with members along with providing on-site and off-site group
counseling sessions, participate in retiree events during the year, and regularly work with the
employer in resolving business issues. Agency Executives regularly work with employers to
resolve business and benefit issues, present before member and retiree groups. Trustees,
particularly those elected by their respective participants, regularly field contacts from
participants and unions.
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