1. Meeting of the ERS Board of Trustees’
Audit Committee

*

March 6, 2019




Public Agenda Item # 1.1

Call Meeting of the ERS Board of Trustees’
Audit Committee to order
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March 6, 2019



ERS

Public Agenda Item # 2.1

Review and Approval of the Minutes to the December 11, 2018
ERS Audit Committee Meeting - (Action)

*

March 6, 2019



Questions?!
Action Item
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Public Agenda Item # 3.1

Review of External Audit Reports

t;'g
<7
N

*

March 6, 2019

Tony Chavez, Director of Internal Audit



State Auditor’s Office
Financial Opinion Audit

t;'g
<7
N

*

Tony Chavez, Director of Internal Audit
Hillary Eckford, Audit Manager, State Auditor’s Office
Kelley Ngaide, Project Manager, State Auditor’s Office



Fiscal Year 2018 CAFR

Financial Opinion Audit
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e Two deliverables
- Independent Auditor's Report
- Report on Internal Controls

Reports are provided to the Legislative Audit Committee to summarize
results.

Agenda item 3.1 — Audit Committee Meeting, March 6, 2019




Audit of the Employees Retirement
System’s Fiscal Year 2018 Financial
Statements

State Auditor’s Office Audit Team:

Hillary Eckford, CIA, CFE (Audit Manager)
Kelley Ngaide, CIA, CFE (Project Manager)




Objective and Scope of the Audit

Issue an opinion on the Employees Retirement
System’s (System) fiscal year 2018 financial statements
in accordance with auditing standards generally
accepted in the United States of America and the
standards applicable to financial audits contained in
Government Auditing Standards issued by the
Comptroller General of the United States.




Administrative and Other Matters

Audit was conducted from August 1, 2018, through
December 20, 2018.

Auditors coordinated their work through the internal
audit liaisons but had direct access to records,
employees, and external service providers.

The State Auditor’s Office conducted this project, as it
does all projects, with full independence; that is, the
work was free of any personal, external, or
organizational impairment.



Report Deliverables

* Financial Statement Opinion — December 20, 2018

— We issued an unmodified (clean) opinion for the Employees
Retirement System’s fiscal year 2018 financial statements.

* Report on Internal Control Over Financial Reporting and
on Compliance and Other Matters — December 20, 2018

— Required for audits performed in accordance with generally
accepted government auditing standards.

— The major internal controls that we tested for the purpose of
forming our opinions on the financial statements were operating

effectively.

* Report to the Legislative Audit Committee — December
2018




Questions?




Public Agenda Item # 3.2

Review of Internal Audit Reports
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March 6, 2019

Tony Chavez, Director of Internal Audit



Incentive Compensation Audit
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Tony Chavez, Director of Internal Audit

Tressie Landry, Audit Manager
Tina Huo, Senior Associate, Weaver LLC



2018 Incentive Compensation Audit ERS
ICP Strategic Objectives o

Strategic Alignment: Maintain highly skilled and knowledgeable investments staff
to administer comprehensive and actuarially sound retirement programs.

Program Objective: To provide meaningful incentive to participants who excel in
implementing ERS’ investment activities.

Strategic Principle: Stewardship - Prudently manage resources.
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2018 Incentive Compensation Audit ERS
ICP Plan Year Awards o

$8,000,000 ICP Performance Goal Types

7,322,808
$7,032,413 °
$7,000,000 ALL PARTICIPANTS
S6’42i779 Total Trust —Composite performance of
all ERS investments (Minimum 25%)
00000 55,300,467 $5,143,548
$5,000,000 S Discretionary - Qualitative performance
e as determined by supervisor. (25%)
34,000,000 $2,656,479 PERSONALIZED
Asset Class—Composite performance of
$3,000,000 individual asset class
$2,000,000 Max Award Portfolio/Research —individual
= Max Awar portfolio or investment coverage within
an asset class
1,000,000 ——=Earned Award
S_
2016 2017 2018
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2018 Incentive Compensation Audit

ICP Governance Improvements
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Maximum incentive award
percentages for certain
eligible positions increased

No significant change in ICP
Plan document or process

Board approves » Board establishes a discretionary goal ¢ ICP Database developed

initial audit weight of 25% for all participants to manage and calculate

engagement to be « Board establishes a minimum Total Trust ICP awards and related

performed by Fund goal weight of 25% for all participants information

Internal Audit « Human Resources designated as primary * ICP Program Specialists
division responsible for ICP designated

* Finance Division assumes role for
calculating awards

» Investments Division develops formal
scoring matrix to assist in determining
discretionary goals including overall target
realization goal
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2018 Incentive Compensation Audit ERS
Audit Objectives o

Determine if recommended incentive compensation awards were in accordance with
ERS’ Incentive Compensation Plan (“ICP” or “Plan”).

Participation and Development

Award Calculations

Database Development
a) Was the ICP database properly developed to ensure the accuracy of ICP awards?
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2018 Incentive Compensation Audit ERS
Owerall Results

£y

OVERALL ASSESSMENT
SCOPE AREA RESULT

1. Formalize approval of all quantitative
performance goals to improve governance and
ensure consistency. (Moderate)

ICP Participation &
Development

ICP Award 2. Continue to finalize ICP manuals and procedures.
Calculations (Moderate)

The database was properly developed to ensure

ICP Database
accuracy of ICP awards.
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2018 Incentive Compensation Audit ERS
Observation #1 ~

 With continued transition of responsibilities to HR and development of the ICP Database, award calculation
methodologies and decisions made by Investments staff should be formally communicated to key stakeholders

 |CP related decisions include associated performance measures or methodology for each goal

e |n PY2018 the performance measure for an Asset Class goal was changed from a composite of portfolios to a
single portfolio

Asset Class Composite: m
» Portfolio A
» Portfolio B m
o Portfolio C

e Current ICP Goal memo and goal crosswalks are good starting points
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2018 Incentive Compensation Audit ERS
Observation #2 o

* New control activities need to be finalized and continually self-assessed to ensure controls are
working as intended and award calculations clearly supported for external bodies

e |CP Database — Currently only one process owner has full knowledge of all objects and associated
relationships. Objects include tables, queries, forms and reports.

e |CP Program Specialist — Provide specific guidance for key control activities including evidence of
performance
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Public Agenda Item # 3.3

Review of Internal Audit Administrative Items - (Action)

*
March 6, 2019

Tony Chavez, Director of Internal Audit



ERS

Audit Committee and Internal Audit Charters

Tony Chavez, Director of Internal Audit
Tressie Landry, Audit Manager



Internal Audit Charter
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¢ Purpose of the Internal Audit Charter
 Establishes the governance and authority of the internal audit function

¢+ Purpose of annual review
 Audit standard requirements

 Inform and prompt discussion

* Reinforces roles and responsibilities to the agency

+¢ Proposed changes

Agenda Item 3.3 — Audit Committee Meeting, March 6, 2019




Audit Committee Charter

ERS

Charter Sections
e Purpose
e Authority
e Composition
e Meetings
e Responsibilities
e Approval of Audit Services

Agenda Item 3.3 — Audit Committee Meeting, March 6, 2019

¢ Purpose - assist the Board of Trustees in
fulfilling its oversight responsibilities.

+¢ Authority — direct the director of internal audit,
external auditors, and/or consultants to conduct
an audit, review and/or investigate any matters
within the Committee’s scope of responsibility.

¢ Review proposed changes




Questions!?
Action Item
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Public Agenda Item # 4.1

Adjournment of the ERS Board of Trustees Audit Committee meeting

*

March 6, 2019



ERS
Public Agenda Item # 4.2

Recess of the ERS Board of Trustees.
Following a temporary recess, the Board of Trustees will reconvene its meeting
with the Investment Advisory Committee to take up the following joint Board
of Trustees and Investment Advisory Committee agenda items.

*

March 6, 2019
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