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DIGEST OF
A PERFORMANCE AUDIT OF THE

UTAH RETIREMENT SYSTEM

The primary purpose of the audit of the Utah Retirement System
(URS) was to complete a iletailed follow-up of a our previous autlit
reported in December 1982. Currently, seven board members oversee
the URS which acts as an inalependent agency. The board's
responsibilities include policy development for fiduciarily souncl
investment strategies and proper atlministration of public trust
funds. URS provides retirement, disability, death, anal other
benefits to eligible members and beneficiaries. The audit reviewed
four operational areas (personnel, payroII, building utilization,
and travel) and assesseal the performance of URS investments with a
folIow-up on real estate investments.

The four operational areas sholrecl a general lack of controls
by the URS resulting in expenses being incurred which could have
been avoialeal . Many of the concerns cliscussed in these areas coulal
have been avoided had the URS developeal appropriate controls when
they left the state system. Trust funals have been used to cover
unnecessary administrative expenses. The use of these funcls for
administrative expenses demonstrates a lack of proper oversiqht on
the part of URS management. However, managernent is taking action to
implement most of the operational controls recommended in this
report .

The review of the investment performance shows URS ranks in
the l-owest quartile compared to other investment funds performance.
The main causes for low returns are below median returns for
eguities (both real estate and stocks) and asset allocation.
However. URS investment performance has shown some improvement over
the Iast 5 years. The main issues of this report are summarized
be low.

Compensation Plan Is Excessive. Currently, URS compensation
rates are well above market. Specifically, salary mitlpoints
for nonmanagement benchmark positions averageil 27 percent
above market and 23 percent above state employees. Benefits
also exceed the market. In addition, seven top administrators
have been allowed unnecessary retirement credits at a cost of
$243,260. The Legislature needs to review the 1aw which
alloweal URS to make these Payments. Finally, management
compensation has not been appropriately studied. rn our
opinion, URS compensation shoulCl be brought back to market.
In fiscal year 1990, a 10 percent reduction in URS employee
compensation would amount to a savings of approximately
$4OO,0OO annually. Substantial savings to the trust would
occur if URS compensation was brought back to market.
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Payroll Systen Lacks Proper Controls- The URS payroll
syitem lacks the necessary controls to assure appropriate
compensation is paitl to employees. As a result, trust funals
have been inefficiently spent through unearned compensation.
In adilition, records are inaccurate or incornplete ancl
management has engaged in questionable activities including
work for another organization and work completeal on personal
property. Justifietl concerns have been raised over nepotism
and the hi ring of unnecessary staff . The extent of these
concerns cannot be adequately documented because records are
missing, altered, or incomplete. However, existing records alo
show personnel costs can be lowereal . In our opinion, URS has
a responsibility to properly control. costs and assure that
payroll controls exist.
Hunan Resource Systen Lecks Proper Controls. URS human
resource management lacks the basic elements of a coherent
system in which controls are in place to assure equitabLe
hiring and compensation policies. Discrimination may have
occurred because URS lacks competitive hiring practices and
has fillecl jobs with underqualified applicants. compensation
has not been consistently controlled with management naking
decisions which have prevented the development of a coherent
system based on sound principles. These decisions create
adalitional administrative expenses which could be avoicled ancl,
furthermore, they expose the trust fund to potentially s,:rious
IegaI liability because of the inequities created.

Inycst.ent Portfolio Perfornencc Should Iaprove. URS has
lower returns and risk than those of most other funds. URS
investment performance from January I, I984 to December 3I,
1988 was rankeal in the lorrest 25th percentile compared to
several thousand investment pIans, anal in the bottom 5th
percentile compareil to several state retirement plans. Lower
risk exposure urould result in lower performance during an up
or buII market. URS fixed income./bonds and Standard and Poors
500 Stock Index funds helped the fund's overall performance,
while URS performance was hurt by a lower-than-average amount
of equity/stock holdings, low equity returns, anil low returns
in real estate investments. A one percent change in
investment performance over the past five years would result
in approximately $I25 million change in the URS portfolio.
However, URS investment performance improved over the last
five years. fnprovements are mainly a result of the board's
decision to increase funcl allocation to equity.
Reel Estste Investrent Returng Arc l.os. tRS real estate
investment returns are low compared to average returns
reported from three real estate indices we used to compare
srith the fund's performance. Our aualit estimates that URS
coulal have gained an additional $32 million over the past two
years had its real estate portfolio performed at the average
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of the other indices. These gains would have been in both
income and appreciation of property values with most of the
increase in the appreciation of values. Low returns on raw
lands and on income properties managed externally have lead to
the porLfolio's poor performance, In 7982, orrr audit reported
several inappropriate real estate investments which continue
to have low performance anal are responsible for some 40
percent of the losses over the last two years. In 1983, URS
hired an external real estate manager whose purchases have
also generally performeat poorly.

Building Space Utilization Lachs Proper ControIs. Although
the state and many private institutions have building space
stanalards for employees, URS does not use any space standards
or controls. As a result, space allocati.ons significantly
exceed space standarals established for state agencies with
some URS clerical staff having larger offices than state
professional employees. Improveal space utilization may have
postponeal the current construction of a new office builcling
which includes unnecessary amenities. Our review showed both
that URS space utilization is low compareal to other state
office buildings anal that URS private office sizes exceecl
state standards. At a minimum space utilization stanalarats and
controls should be clevelopetl prior to occupying the new
bui Idi ng .

Travel Erpenses Lack Proper Controls- The lack of proper
controls in URS travel policy anal procedures has resulted in
comparatively high out-of-state expenditures and double
reimbursements. Although URS compensation is higher than
market, employees are allowed aalditional income through travel
rej.mbursements . Travel policies of most other public pension
plans provide adequate assurance that travel expentlitures are
reasonable antl that reimbursements are for expenses incurred.
However, URS out-of-state travel policy does not assure
adequate control over travel expenditures anal the amount of
travel incurred. As a result, URS out-of-state travel
expenditures averagetl $3I,400 higher than those of other
retirement systems surveyed. Additionally, proper controls do
not exist to assure appropriate documentation for reimbursed
business meals which appear high.

Lrl
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Chapter !

INTRODUCTION

The Utah Retirement System (URS) was created to aclminister a
financially sounal method of providing retirement, disability, death,
anal other benefits to eliqible employees and their beneficiaries.
URS is overseen by a seven-member boaral anal acts as an inclependent
agency. The statutes grant broad dliscretion and power to the URs
board to manage retirement funds. Utah Code, 49-2 clearly
outlines the board's duties and responsibilities, which inclutle
acting as an investment trustee and cleveloping policies to operate
the system.

The URS board is responsible for policy alevelopment to ensure
a fiduciarily sounal investment program. As an investment trustee,
the board oversees the investment antl management of nearly $3.2
billion in assets. The asset value of the funtl has increasetl
alramatically over the past seven years due to favorable economic
conditions in the nation. The boaral reviews and establishes asset
allocation of all funals to ensure the greatest return comnensurate
with sounal financing ancl aalequate safeguarding of assets. The
following portfolio summary identifies the retirement system's
increasing asset allocation to equity/stock investments and away
f rom fixed income,/bonils.

FIGTJRE I
Inves tnen t

December 31,
Portfol io Changes f rom
1981 to December 31, 1988

Short Term Sroc (17 2",/")
ShonTerm Sec (10.9el")

Real Esrare (7.8%)

MortgagevNotes (1.1%)

Venture Capital(1 2%)

31 Dec.'t988 Market
Vatue at $3.2 Billion

Real Esrate (6.9%)

Morgages/Notes (1 87o)

31 Dec. 1981 Market
Value at $1.1 Billion

EquitieVstock
(28.6/")

Fixed lncome/Bonds (45.4%)

Equites/
Stocks
(43.1%)

Fixed lncorp/
Bonds

(36.oelo)



Themostimportant.leterminantofPortfolioriskandlong-term
returns is the illocation of assets among asset classes. ASset
ailocation is estimated to be responsible for 85 to 90 percent of
the returns a funcl wilI receive. Greater equity exposure generally
raises the risk level anal has historically resulteat in higher
returns. Thus, appropriate iliversification is recognizeil as an
important strategy in pension fund investing. As a result, the Utah
netirement System has established ranges which they wish to maintain
in each inveitment category. Figure II shows the ranges recommeniled
by an inctepenalent consultant and aalopteal by the URS board.

FIGURE II
Asset Al locat ion Objective

Investment Type Percentage variations

Equity/Stocks
Fixecl Income/Bonals
Real Est a te

ss%
3s%
r0t

or
or

5"<

s%
56

or+
+
+

In adalition to the investment portfolio, the URS boaral is
responsible for policy to ensure a financially sound atlministrative
operation. Although administrative expenses are only approximately
$fO million dollars of the total $3.2 billion of assets, these
expenses directly impact revenue available to pay benefits. For
example, a $2O,000 annual savings in aclministrative expenses over a
thirty-year period at the actuarial assumed rate of 7.5 percent wiII
amount in over $Z million of funtling available to pay employee
benefits. Thus, the board should encourage the Utah Retirement
System to act frugally anal conservatively in incurring
administrative expenses.

Audit Scope and Objectives

The Utah Retirement System audit was conducteal as part of a
aletaileal fo1low-up of major past audits. In atldition, we inclutled
in our scope an evaluation of the investment returns obtaineal by the
funcl, particularly in the equity portfolio. We also reviewed, at
legislative request, URS travel expenditures. Our review was
Iimited to the retirement system anat did not inclucle public
Employees' Hea1th Plan or the Deferreal SaIary program, although both
are locateal within the retirement agency.
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We examined the performance of the investment fund with an
emphasis on URS's equity investments. The percentage of funds
allocated to the equity investments has been increasing analcurrently represents approximately 50 percent of the total
investment portfolio. The significant emphasis on equities should
in the long term increase the overall returns anal risk of the
pension fund, since equities have historically outperformed other
investment instruments.

We completed a aletailed follow-up on URS's real estate
investments, since such investments hacl 1ow performance seven years
ago. Our 1982 aualit founal inaclequate real estate policies and
procedures resulting in poor real estate purchases. The present
audit confirmed the L982 findings but also identified some
improvements maale in this area by the retirement office. However,
tRS real estate investments still perform poorly compared to those
reporteal by other funds.

We also completed an audit of four operatj.onal areas: payrolI,
personnel, building utilization, and travel. An examination of
these four areas reveafed that some administrative expenses coutal be
avoidecl, with the resulting savings providing additional funds to
the trust. In our opinion, the use of trust funcls to pay
unnecessary administrative expenses demonstrates that the
ailministrative budget is too hiqh. Specifically, the autlit
aaldressed the following obj ectives:

1. Evaluate the URS employee compensation package.

2. Determine if the URS payroll system
proper controls.

incorporates

Determine if the URS hunan resource system includes
appropriate cont ro Is .

Evaluate URS' investment portfolio performance.

performance.Evaluate URS' real estate portfolio

Determine if URS has adequate controls
space utilization.

over builtling

7. Determine if URS out-of-state travel expenses are
properly cont ro 1led.

Two consultants assisted us in completing our auclit. The
first, Dr. Arben o. Clark is the chairman of management
alepartment of the college of business at the University of Utah
and assisted us in completing the objectives dealing with URS

compensation and human resource management. The seconal, Dr.
Ram6n E. Johnson is a professor of finance at the University of
Utah anct assisted us in completing the evaluation of URS

investment perf ormance.
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Chapter ll
COMPENSATION PLAN IS EXCESSIVE

Since URS stoppeal operating under the state compensation p1an,
compensation for URS employees has been high. Eight years ago, when
the URS was stiIl unaler the state p1an, compensation was surveyed
and compared to market, a measure often useal by organizations
attempting to develop and equitable compensation plan. Currently,
URS compensation rates are well above market. SpecificaIly, salary
midpoints for nonmanagement benchmark positions have been well above
market, the basic benefits package also exceecls market, anal
management has been allowed unnecessary retirement credits. In
fiscal year 1990, a 10 percent reduction in URS employee
compensation woulal amount to a savings of approximately $400,000
annually. Substantial savings to the trust would occur if URS
compensation vras brought back to market.

Total compensation consists of both salary antl benefits.
Although total compensation can be clifficult to compare to market,
the market tlata stilI gives an indication of what job positions are
paid. Total compensation can also vary with company philosophy.
For example, URS may need two pay plans, one for positions which are
recruitecl from the loca1 labor market, and one for the few positions
which neecl to be recruitecl from the national market. Since URS's
investment fund manages billions of doll.ars, some positions may neeal
to be hired anal paitl baseal on national information. However,
clerica1, accounting, anal the majority of other positions should be
hired loca lIy.

This chapter focuses on the current compensation leve1
while Chapter Iv focuses on the lack of proper controls
human resource system. The issues <liscussed in chapter Iv
a direct impact on the compensation being allowed at URS.
compensation results in fewer funds available for member
but more income to URS employees.

at URS,
in URS's
have had
The high
benefits

URS Satary Ranges Are Higher than Market and State

URS personnel salaries are higher than those received by
market and itate emPloyees. A paY PIan which is useal to establish
starting saLaries ancl pay ranges shoulal closely reflect market
salariei and may even be adjusteal downward to reflect
higher-than-ma rket benefits. A good pay plan will help assure that
employees are properly compensateal for the position antl services
they perform for an organization. The URS pay plan allows employees
to stirt at higher salaries and maintain higher salaries than the
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Local market. As a result,
value of the job Position.

emptoyees can easily be overpaial for the

ThejobtlescriptionaSwe]laSinternalanclexternal
assessments of compensation are usetl to establish salary ranges' In
addition, salary ranges can be usecl to reflect various
oigi"ir"tio"s' hiiing stiategies. Iot example, one organization may

sef a lower salary range beiause it wants ine:perienceal aP-plicants
wnictr it can train, wtrite another organization may use just the
opposlte strategy by setting a- higher starting salary' It is
iirportant that salary ranges remain narrow so that positions dlo not
become overpaitl because of longevity.

Bcnchnarh Salary Ranges Are trigh

URS pay ranges for selected benchmark Positions (this excludes
management positions which may not be tiecl to the local market) are
higher than figures reportecl from several locaI salary surveys,
market data collected by the state, and state salary ranges. As a

result, URS employees typically start at higher salaries anal can
progress to much higher salaries than those allowed by other local
companies ancl the state. Figure III shows how eight benchmark
positions, reviewecl by state personnel and our consultant, matched
with market clata.

FIGTJRE III
Compar i son of IJRS Midpoint s ri th l{arket

Job Pos i t ion
Market

Midpoint
URS

ltialpo int
Pe rcent

Difference

Assistant to Di rector
Accounting Tech II
Executive Secretary
Legal Secreta ry
Recept i oni st
Property Manager
Prog r ammer./Ana lyst II
Computer Operator II

.83

.36
,44
.80
.77

$r.7.15
r1.21
1I.21
9.73
7.85

I9.78
18 .42
L2 .92

75%
35
19
1I
I6
I9
t1
33

$e
8
9
8
5

L6-64
15.58
9.72

Averages $r0.77 $r3 . s4 27%

Figure III shows that URS hourly wages averaged 27 percent
above market midpoints. The wide range of l-l to 75 percent higher
than market would also suggest that URS should be concerned about
the internal equity of their job classification. A good
classification system tries to ensure that job positions not only
are closely tied to market but that they are internally consistent
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with other job positions within the organization.

Several URS positions, excluding management positions, were
compared to state positions. Our consultant anal state compensation
experts assisted in reviewing these matches, which give a gooal
indication of where salary midpoints woulal be haal URS remained unaler
the state personnel- system. State Persoonel reports that the state
pay scale with the higher benefits is close to market except for
alata processing, which has some positions above market. Figure Iv
shows the comparison of URS salary midpoints to those of the state.

FIGIJRE IV

Comparison of URS Iltridpoints with State

Job Position
State

Midpoint
URS

Midpoint
Percent

Difference

Assistant to Di rector
Public Relations
Communi c at ions
Internal Auditor
Deputy cont ro 1ler
Accountant I
Accounting Tech II
Accounting CIerk
Executive Secretary
Legal Secreta ry
Secretary
General Clerk II
Receptionist
Property llanager
Records Manager
Reco rals Supervisor
DP Supervi sor
Prog r arnrner/Ana IYst II
Data ControILer fI
computer operator rI
Pc Specialist
General Service SPec '

$1r. s4
15.07
L4 .44
L6 .07
L7 .79
11.54
8.38
7 .45
9.39
8.89
7 .45
7 .45
5.55

15.07
13.02
r1.54
20 .43
18.52
8.38

10.52
L4 .44
7.45

.15

.80

. 16

.23

.23

.87

.2t

.44

.2L

.73

.44

.85

.85

.78

.42

.92

.80

.42

.73

.42

.21

49%
42
t9
32
I9
20
34
I3
t9
26
l-3

5
I8
23
4L
L2
L2
(1)
t5
23
28
50

II
9
I
7
7

$rz
22
L7
2L
2l
t3
11

8

I9
I8
L2
22
18

9
L2
t8
11

$rr.98 $14.67 23"eAverages



Figure Iv shows that URS midpoints averaged approximately 23
percent above the state midpoints. If URS had remaineal unaler the
itate personnel system, substantial savings woulal have resulted.
These savings could have been usetl to fund member benefits insteatl
of compensating URS employees.

An example of the impact of high salary ranges is the URS
executive secretary position, of which URS has three employees
recently promoted into this position. The employees filling this
position have an average of 15 months experience (as of I July 1989)
and earn an average hourly wage of $9.44. The market data available
from salary surveys suggests a salary range mialpoint of $9.44 for
this position compared to a URS mialpoint of $11.21 (see figure
lII). Thus, with only 15 months of experience, these employees are
at the market midpoint although stilI 19 percent below the URS
mialpoint for this position. Including URS hi ghe r-than-ma rket
benefits, the compensation for this position siqnificantly exceeals
loca1 market.

URs e:ecutive secretaries' salaries significantly exceeal those
for similar positions in Utah state government. An executive
secretary working for the state woulcl start at $7.64 ancl after a
probationary period would earn $7.9I (the state recently starteal
allowing the probationary increases). Thus, an executive secretary
for the state with 15 months' experience would likely earn $7.91.
The URS executive secretary, on the other hand, averaged orrDr I9
percent higher salary antl receivetl more benefits than state
employees. These examples would suggest that actual salaries for
URS executive secretaries significantly exceed market and state
salaries.

Market alata collectecl by the state, local salary surveys, and
by Arthur Young accounting firm suggest that URS actuaL compensation
is significantly higher than locaI market, Utah,s Human Resource
Department reported during the last legislative session that the
state's compensation plan closely reflecteal market data, with state
employees' actual compensation being slightly below market. Since
URS has higher salary ranges and has given higher increases with amore generous benefits prollram, URS employees' compensation issignificantly above market data usecl by the state and the salarysurveys we reviewed. In ,Iuly L988, Arthur young reporteal that URSactual salaries averageal higher than local market for the I5
benchmark positions surveyed and that the sarary ranges averaged 20percent higher than loca1 market. since Jury 19gg, the uRs boaralhas allowed employees an average overall increase of over 8.5percent and a cost-of-living increase of 2 percent. uRs increases,compared to a estimated average below 5 percent in this area, meansthat the difference in salaries is even greater now than what ArthurYoung reported.

-8-



IJRS Benefits Are Higher than Market and State

In adclition to URS employees having higher salary ranges, URSpersonnel receive benefits higher than those receiveil by market anal
state employees. Two approaches were used to evaluate benefits.'One approach showed URS benefits were over market by 8 percent while
the seconcl approach showeal URS benefits over market by 12 percent.
fn addition, URS benefits are higher than state employees,
benefits. The atlditional benefits for the retirement section are
estimatetl to cost betgreen $I82,000 to $280,000 annua1ly, $rhen URSpolicy to purchase adclitional retirement credits is excluded which
is coverecl in the next section.

URS has a very generous benefit package. For example, URS
holiday allowance is high. URS allows its employees L2 paid
holidays plus one day of administrative leave for the Christmas
season, resulting in 13 paial holialays. One compensation survey
inalicated that 99 percent of companies located in the SaIt take
City,/Ogden area aIlow less than 13 paicl holitlays annuaIly.

URS benefits are also higher than those paitl to state
employees. According to state personnel's last survey, the state's
benefit package runs approximately 5.7 percent higher than market.
Excluding URS extra purchases of retirement cretlits discusseal in the
next section, the URS benefit package adds at least an aalditional
1.2 percent to the benefit package offered by the state. Thus, the
URS benefit package would run at least 7.9 percent higher than
market. These aalditional benefits are listed below.

l. One extra floating holiday per year.

2. Up to 26 alays a year for annual leave.
are allowed up to 19.5 alays a year
depentling on years of service.

State employees
of annual Ieave,

3

4

Four extra hours for Christmas shopping. This is
adalition to four hours of ailministrative leave allowed
URS and the state during the Christmas season.

in
by

of
19

Four days of funeral leave for relatives, one alay for
friends. The state permits three alays for relatives,
none for friends.
Service awards after 5, 10, 15, 20, and 25 years
service. URS spent $3,085 in fiscal 1989 on
employees, or an average of $162 per qualified employee.

6. Christnas gift for every emPloyee, approximately $15 each.

5
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The cost of these benefits is baseal on recordetl
benefits are not proPerly recorcled as aliscussed
As a result, the estimateal cost of benefits is
accurate records do not erist.

use. Often
in Chapter

conservative

In addition, the URS benefit package bras comparecl to a
national survey of various companies' benefit packages completed by
the Us chamber of Commerce. URs benefits exceed the US Chamber of
Commerce benefit survey by approximately 12 percent, excluding the
aalditional retirement cretlit purchases discussed in the next
section. The US chamber of Corurerce conducts a national. survey of
benefits and attempts to get employers to report aI1 benefits, from
employee meals to legaIIy requirecl benefits. This survey estimates
the national cost of benefits at 39 percent of payroll costs and for
the west at 38 percent. Applying the survey's methods to the URS in
fiscal year 1988, $re estimate conservatively that benefits are
approximately 5L percent of payroll, or at least 12 percent higher
than the national average. The higher benefits at URS included the
cost of retirement, leave, holidays, and health costs.

URS management sai(l that they were unahrare that their benefits
were higher than the state,s. The inalivialual over benefits saiclthat benefits have not been accurately compared to market foryears. It appears management does not consider the
higher-than-ma rket benefits package when setting salaries. The
cause of the high salary ranges and benefits are discussed furtherin Chapter IV.

Managenent Received Add i t ional Conpensation

In adalition to the higher benefit package at URS, the liberalinterpretation of utah code 49-3-4 has arlowed uRS management toreceive additionar compensation. URS has set a precedelt whichcould cost taxpayers millions of doIIars. In our opinion, $243,2G0paid to URS management in acrditionar. retiremeirt crealits isunnecessary. The Legislature shoulcl review the intent of this lawto determine if similar allowances wilr be made to other public
agencies.

IO

The US Chamber of Commerce also estimates the average benefits
by industry group. The inalustry group most similar to URS is banks,
finance, anal trust companies. This industry group provicles benefits
which average approximately 34.5 percent of payroll, or 4.5 percent
Iower than the national average. If URS benefits are about 51
percent of payroll, they are at least 16.5 percent higher tha:r this
inalust ry 9roup.



Utah Code 49-3-407 allows the purchase of adilitionalretirement years of service. The law arlowJ employees with lreviousmiritary, etlucational, other state, or forfeitld pubric seivice inthe state to have this service purchased as adctitionar retirementbenefits. The raw was modified in r9g5 to arrow the emproyer tomake the purchase, but historicatly 95 percent of alt purchises havebeen made by the employee. The few public agencies wiich have usedthis law to purchase adctitional retirement benefits for employeesare shown in Figure v anal compared to URS.

FIGTJRE V

hployer Purchases of Additional Retirement
Benefits Conpared to LJRS

Agency
Numbe r

Emp loyees
of
Reti red

Average Years
Purchaseal

Average Paial
By Employer

Soci a I Service
Attorney Genera 1
Financial Inst.
Public Ealucat ion
Higher Education
Other Units

Weighted Average
URS

22
7

1.L
1.5
2.O
r.0
I.I
1.0

'7.
4
2
3
2
3

$ 8,9s4
l-4,030
11,661
5,849
6,926
I,2O9

2Lt
0

L,2
2.6

$ 9,004
$34,751

rone employee was terminateal .

URS purchase of retirement credits is high compared to
purchases of other public agencies. Figure v shows that public
agencies which have purchased retirement credits have spent an
average of $9,004 for 1.2 years, compared to URS which has spent an
average of $34,751 for 2.6 years. In adalition, a]1 of the public
agency employees have retireal or left while no one at URS has
retired or Ieft. Several public agencies reported that they paid
the cost because the position was being eliminatedi rather than
transferring the ernployee, these costs were used to encourage the
employee to retire, resulting in an overall savings to the agency.
URS use of this 1aw, however, has not been inteniled as a way to
eliminate positions and save funcls. AIso, over 40 percent of t}]e 22
employees in other public agencies participated in the purchase of
aclilitional years of service resulting in additional retirement
credits than those shown in Figure v, while none of the URS
employees participated. Figure vI shows the salary, adalitional
payments, alate, and years of service purchaseal at URS.

1I

8
4
2
3
2
3



Emp I oye r
Mad e

FIGT]RE VI

Payments for Past Public Service
by Ret i renent for Urnrgenent

Pos it ion
Current
SaIary

Aaldi t iona I
Years Purchased

Amount
Paial

Month/Yea r
of Payment

Executive Directorr
Attorney
Deputy Di recto r r
control ler
SaIary Def . Di rector
Benefits Di rector
Assistant to the
Executive Di recto r

$76,000
80,800
65,500
63,100
70, 100
47 ,700

$ 74,829
60 ,7 L8
33,732
36 ,423
7,663

IT,145

t2/87
L2/87
9/88

L2/ 87
L2/87
3/88

4
4
3
3
0.5
1

34 ,400 18,750 9/88

Tota 1 $243,260

r Salary alata does not incluale $15,000 salary made by the executive
director working for the National Association of State Retirement
Aatministrators and car allowances for the alirector ($8,700 ann'ralIy)
and deputy (S7,800 annually).

Figure vI shows that URS has useal the law to allow additional
compensation to its managers and the assistant to the executive
director. Pa)rments amounting to $243,250 were matle into the
individuals' retirement accounts ancl were used to buy adalitional
years of service baseal on the current 2 percent formula applied in
figuring retirement benefits. As a result, these indivitluals wiIl
be able to retire earlier than they would haal these pa)rments not
been maale. In the case of the executive director and the attorney,
board members said they approvecl the compensation in executive
session. Such approval, however, was not reflectecl in the board
minutes nor in the personnel files. In aclalition, the service
credits purchaseal for the executive director anal attorney have not
been properly verifietl by URS. It appears from the executive
director's resume' that he does not have four full years of
qualifying experience to be purchasecl . The director also approved
payments to selecteal gualifying positions. we could not determine
that URS formally adopted any policy to aIlow such palrments,
although management said policy was aleveloped. Later, although
policy was aleveLopeal to allow these pa)rments, such poJ-icy never
received board approva L .

Baseal on Utah Code 49-3-407, URS developeal a retention
incentive policy for key employees in October 1988, Under this
policy URS can purchase up to four years of aclditional retirement
benefits for qualifying employees. The boarcl, however, never

3
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formally adopted this policy, nor does
minutes that this policy was discusseat and
compensation determined. Board minutes
reflect that management informed the boaral
be taken by the boaral as this matter fal1s
executive clirector.'

it appear from the board
its impact on management
of November I6, 1988,
"that no action needs to
under the purview of the

It appears that the main purpose of this policy was to provide
aalditional compensation to management. The policy was not generally
distributed to employees even though some URS staff qualified. Over
one and a half years after the first purchases were made, our audit
showeal that some qualifying URS employees were still unaware of this
benefit. In atldition, employees who do not qualify for this extra
benefit may feel discriminated against. Although the policy may belegaI, we believe it is unnecessary, sets a very expensiveprecedent, anal appears to be another way to provide high
compensation to URS employees.

The Legislature shoulal examine Utah Code 49-3-407 anal
determine if its intent was to allow agencies such a broaal use in
purchasing previous experience for retirement. The URS executive
director feels that aIl employers should proviile this benefit to
employees. we believe if the URS practice were folLowetl by every
member of the retirement system, then tens of millions of taxpayers'
dollars coulcl be spent. In our opinion, the law needs to be amenilecl .

Since the URS compensation plan currently aPpears to exceeil
market anal no aalequate study has been comPleted to determine if
compensation is appropriate, the 6243,260 credit to these

At least four main reasons exist why this URS policy is
unnecessary as a retention incentive program. First, better options
exist for retaining employees anal have been used by URS. For
example, a few years ago URS management expressed concern to the
board about losing the data processing manager. The boaral responaled
to this concern by increasing the manager's compensation in order to
retain his services. Secontl, not all quality employees woulal
qualify for this program since they would not have the requireat type
of experience. Moreover, employees qualify baseal on previous work
history ancl not current value to the organization. Third, the
purchase of additional- retirement benefits results in the employee
qualifying for retirement after a shorter work history. The
prospect of an earlier retirement means losing a valuable employee
sooner than woulal otherwise have occurred. Thus, the incentive does
not necessarily retain the most valuetl employees but allows Lhem to
retire sooner. Fourth, some employees receive double payments for
retirenent. For example, some employees may elect to take out their
retirement from one program when they quit and come to work for the
state, thus receiving this benefit, After coming into state
employment, the employer, not the employee can purchase the
previously cashed out credit. Employees receive a double benefit,
once when they electecl to take the retirement f unals out and once
when the agency repurchases the service crealits.

-13-



individuals' retirement account represents f unals which shoulcl have
remainetl within the trust. In our opinion, the use of the trust
funil to pay this benefit is unnecessary. URS policy in this matter
shoutd bL -discontinued since better oPtions exist for retaining
valuable employees.

Management Conpensetion Needs Proper Study

while URS benchmark salaries are higher than market, its
management salaries are even relatively higher, a situation which
suggests that URS needs to ato an aalequate compensation study.
Arthur Young's salary survey anal state comPensation specialists both
suggest that relative salary tlifferences between IrRS management anal
the loca1 market are larger than for nonmanagement. A case could be
made for some management positions being hireat on a national basis
with national atata used to support compensation packages. However,
URS has never had an adequate study comPleteal to determine what
compensation is on a national basis. The salary ranges and salaries
have been determined by management with the board setting the
executive ali-rector's sa 1a ry.

It is difficult to determine where top management positions
woulcl fa11 on a salary range. The variety, complexity, and wide
salary ranges fot management positions make them difficult to
match. In adalition, URS management feels that Utah's pension plan
is significantly different from other public pension plans and
salary ranges are not directly comparable.

Al-though management salaries are difficult to compare, some
indicators can be used. For example, a comparison of the URS
controller position srith the state's alirector of the Division of
Finance shows the salary is high for the loca1 area. The director
of the Division of Finance has greater supervisory responsibil.ity
l'rith a much larger professional staff, oversees several agencies'
accounting functions with URS financial reports inclutled, anal has a
salary which is above the established range because of his
experience. Yet the URS controller's salary is only 2 percent below
the alirector's. Factoring in the URS higher benefit package anal the
Controller's $35,400 employer-paid adalitional retirement crealits, we
find that the controller's total compensation actually exceeds the
alirector's whose duties are significantly more alemanding. fn our
opinion, this kinal of situations creates serious inequities.

We collecteal salary information from seven western states and
six public plans with asset holalings similar to URS to indicate what
other plans pay for three management positions. The information was
not collecteal as part of a salary survey but usecl to give some
indication of salaries at other public pension funals. Although lre
found a wiale sal.ary range for management positions, the average was
less than URS salaries, We are aware that to fitl some top
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management pos i t ions
these few positions
nationa I salaries.

compete on a nat iona 1
be paial at a level

leveI and that
comparable to

URS may
neeal to

The wiale variation in salaries among public plans requires URS
to do a comprehensive stualy of management salaries. Benefits and
other compensation must also be consi(lereal when establishi.ng
management's compensation. The URS benefit package exceeals market
by 8 to 12 percent, and the adclitional purchase of retirement
credits must be consiclered in setting management's salaries.

In adclition to salary and benefits, the URS executive director
anal aleputy receive car allowances amounting to $8,700 anal $7,800
annually. In our opinion, these allowances are high. In Utah, the
highest actual cost of operating a state car is approximately S590 a
month. The cost for the car is high because it is driven over 2,500
miles a month, normally, the average cost for most state vehicles is
about $315 a month. This figure compares with URS board-authorized
car allowances of $725 and $650 a month for the director and aleputy
respectively. These car allowances, more than twice the state
average, appear especially high since most other pubJ.ic pension
plans surveyeal do not provide any car aLlowance to their managers.

The URS boaral must actively seek appropriate information in
evaluating and establishing salary ranges and other compensation.
Otherwise, no rationale exists for setting compensation. For
example, the board chairman said that the board decideal to pay the
executive ilirector over $74,800 in retirement benefits in L987
because they could not proviale the sal-ary he tleserves. However, we
coultl not find any objective data that the board could use in coming
to its concLusion. As a result, the boartl hacl no means of
tletermining what is appropriate compensation for the executive
director pos i t ion.

15
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Chapter lll
PAYROLL SYSTEM LACKS PROPER CONTROLS

The URS payroll system lacks the necessary controls to assure
appropriate compensation to employees. As a result, trust funtls
have been inappropriately spent, records are inaccurate, and
managernent has engaged in questionable activities. Concerns have
been raised over nepotism and the hiring of unnecessary staff. The
extent of these concerns cannot be adequately documenteal because
records are missing, altereal, or incomplete. However, existing
records do show personnel costs can be lo}rered. In our opinion, URS
has a responsibility to properly control costs anal assure that -
controls exist over payro 1I .

PayroII controls are essential to assure accurate compensation
to employees. The practice of hiring relatives, as explained in
Chapter Iv, increases the need for better controls. Having
employees who are relateal increases the chance of circumventing
establishetl controls. In addition, management can overritle existing
controls. These controls are establisheal to ensure employee work
hours are properly tracked, pa)rments reflect hours worked, and
policies are uniformty applied to employees. Payroll reports should
be indepentlently verifieal to assure accuracy. URS payroll controls
were inaalequate resulting in inaccurate reporting of employees
hours, inappropriate pa),'ments, ancl failure to foIlow policies, In
aaldition, URS does not indepentlently verify payroll reports. URS
management recognizes these concerns and has begun taking corrective
action.

Poor Controls Resulted in Inappropriate Expenditures

Trust funals have been useal to pay inaPproPriate costs.
Specifically, inappropriate wages have been paid anal compensatory
time has been misused. contrary to accepteal business practices, URS

existing records show that employees have been treated differently,
policies have not been followeal, antl pay has not matcheal the hours
workecl. These practices woulcl not have occurred haal URS develoPed
aaleguate controls.

Employees were allowetl inappropriate adalitional payments and
the tlata processing division's misusecl cornpensatory time. The data
processing division was reviewecl because alata Processing reports a

Lacktog in programming and has recently hired adalitional help. In
our opinion, the data processing itivision has artificially createal a

backlog of programming requirements by allowing employees to take
off more compensatory time than allowed by policy.
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Inappropriate f,ages Were Paid to Employees

Pa)rments were made to employees which clearly vioLatetl policy
or were not cost effective. For example, employees have been paid
although they were not required to work for the time which was
paid. Unfortunately, management has been involved in some of these
concerns but has assuretl us that corrective action will be taken.

The extent of funals being inappropriately spent is impossible
to aletermine. For example, to identify employees who were paid but
who dicl not work requires determining that the employee was involved
in some other activity. The audit was able to aletermine a couple of
cases where this occurred, but the extent of these inappropriate
payrnents is impossible to tletermine accurately. Also, the general
Iack of control has resulteal in inaccurate and incomplete recorals,
which is discussecl in the next section. Figure VII lists several
examples of employees receiving inappropriate compensation.
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FIGIJRE VII
Eranples of Inappropriete Conpensation

I.r One employee received the fol.lowing overpalrments:
SaIary increase was given before probationary perioil
completed which violateal established policy.
At least four time sheets showetl palrment for an extra
or two beyontl the hours actually worked,

At least 30 hours were paid to the employee who was
at work but on leave.
Unused sick leave was paid when the employee was

2.'

terminated.
E. 22 hours of compensatory time was paicl but not earned,
F. At least 40 hours were paid vrhile the empJ-oyee was
out of town on a field trip. No documentation exists to
show these hours were worked.
G. It appears the employee was paid twice for
aclministrative leave allowed only once.
H. The employee was overpaicl for holidays and sick anal
administrative leave because hours were not prorated.
One employee was paid at least an extra day of leave and
took funeral leave for a frientl on a Friclay when the
funeral was in town on Saturalay.
One employee was paid fot L2 hours worked when on annual
leave.
One employee was paid 15 hours worked when on leave.
Part-time employees receive excessive palrments for
holiclays and sick antl administrative leave. Many of
these part-time employees are relateal to URS employees.
Five employees useal personal leave when other leave
should have been taken. Three employees were relatecl to
management. This policy has not been ProPerIy f ol.loweal
anal has been misused by management.
Temporary employees were paid for holitlays although the
employee did not have to work. This practice does not
efficiently use trust funds with most temporaries being
friends or relatives of URS employees and shoulil be
tliscontinued.
Inappropriate overtime payments were made to emPloyees.
Some employees were paial too much for overti.me whiLe
others, exempt from overtime because of their position
and salary, were given overtime pay. Both practices are
against URS policy anal shoulal be discontinued'

3. r.

6

A.
was
B.
hour
c.
not
D.

4
5

7

8

*Designates
personnel.
. rDes i gnates

an employee

an employee

re 1a ted

rel ateal

to the inclividual over payroll anil

to URS management.
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The reasons for inappropriate compensation range from misuse
of policy to failure to recoral an employee's leave sJ'ip' These
eramples were much more common among staff related to management
than other employees. This frequency woultl suggest that nepotism is
a concern a[ URS anal i.s discussed further in Chapter Iv. The
examples are not cliscussed in greater cletail because management has
agreed to take the necessary corrective steps.

Compensatory Time Eas Been Misused

Compensatory time policies need to be fol]o$real. Data
processing allows employees excessive compensatory time, resulting
in an artificial backlog in programming requests. Data processing
has alloweat compensatory time at time-anal-a-ha1f for overtime hours
for employees which do not qualify under federal labor stantlar<ls for
time-antl-a-ha1f pay. This practice is against URS PoIicy which aloes
aIl.ow straight compensatory time for overtime, does not efficiently
use staff time, and creates inequities among employees. Obviously,
when data processing employees receive excessive compensatory time,
programming time is lost. An artificial backlog of programming
results and leaals to an unnecessary neeal for aclditional help. In
our opinion, this expenditure is inappropriate.

The impact of excessive compensatory time on programming
requirements could not be determined since data processing did not
have complete compensatory tine records. For example, recent
legislation for the early retirement and noncontributory programs
increased the neeal for programming. Several retirement divisions
including tlata processing hatl granted overtime to their staff to
hanalle these new programs. These programs could have significantly
contributed to the current backlog but accurate records do not exist
to determine to what extent.

Policies on both $rages and compensatory time need to be
followed. The inilividual responsible for payroll ttitl not properly
follow or enforce such policies. According to this intlividual,
division directors were given the authority to al1ow some of the
wage abuses and management in general supported or allowecl the
abuses to occur. Hor'rever, the inalividual over payroll also vras not
appropriately following po I icy.

Records Are Not Accurate or Complete

The extent to which trust funds have been inappropriately
spent cannot be determineal because payroll records are not accurate
or complete. Controls in a payroll system should assure that
accurate and complete records are kept. Fealeral 1aw ancl gooal
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management practice require that records be usecl to properly
document employee compensation. URS, however, lacks basic
controls to assure accurate and complete records. For example,
fuIl-time employees do not keep time sheets but are supposed to
report exceptions to the forty-hour work week.

URS recorals are not properly controlLeal to assure accuracy and
completeness. Specific J-egal requirements state how long anil what
records must be maintained. Our audit showeal that many of these
records were not kept as required. Part-time employee time sheets
were missing from payroll records, some tlivision supervisors dial not
keep compensatory time records, antl I988-89 records usecl to track
employee leave were missing or incomplete hrith leave records before
1988 not available. During the aualit two URS employees stated that
pre-1988 leave records existeal anal were located in the
atlministrative service director's cabinet. A search of the cabinet
yielcted no records. In addition, existing records appear to have
been altered or are incomplete.

Records llave Been Al tered

Several URS payroll recorals were changecl without explanation'
Since proper controls do not exist, it cannot be determined if these
changes were appropriate. Since only Part-time employees have to
submit time sheets, our review eras limited to only a samPle of these
employees. AII parties involved with the record changes either did
not remember or cleniecl altering time sheets. Figure VIII shows some
of the changes tliscovered in this small and limited sample.
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FIG['RE VIII

Changes to Payrol I Records

Time sheet shoering 5 hours workeal per day for two weeks
was changed to show 8 hours worked per day. Thus, the
employee was paid for 80 hours instead of 50 hours.
"personal Leave' was whited out on an emPloyee's time
sheet.
Leave was changed to hours worked on at least six time
sheets.
Annual Leave was changeal to sick leave on various time
sheets or leave slips.
An employee's leave slip was changeal from what the
employee submi ttecl .

A time sheet showing 20 hours worked was changeal to 40
hours.
A time sheet was changeal adaling annual and sick leave
to increase the pay to an emPloyee.

)

3

4

5

6

7

Since tRS lacks proper controls, these recoral changes cause
concern. For example, payroll recorcls which $rere being audited were
removed from the files and placed in a location known only to the
ailministrative service director. Nearly a week 1ater, the dlirector
returned to work and admitted to moving the payroll recorals even
though subject to review. When time sheets were finally reviewed
some were missing and others had been changeal . The general lack of
control made it impossible to determine when anal why these recorals
had been altered.

Employee comrnents concerning payroll records could not be
relied upon. Some URS employees kept changing their original
comments when presented with records refuting their statements.
Other empJ-oyees stated that concerns not covered in this report
existed but felt uncomfortable telling audit staff about these
areas.

Leave Records Are Inaccurate

Not only have records been altered but leave records have been
founal to be inaccurate or incomplete. Submission of a leave request
is vital in the URS system because no full-time employee turns in a
time sheet. Consequently, the leave slip is the only document
reporting activity for a pay period. If a leave slip is not turned
in it is assumed the employee workeal a ful1 pay period. Three main
concerns are briefly aaldressed in this section. First, some
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employees woulal not submit leave slips when they were on leave.
Seconal, Ieave slips submitted to payroll were missing and not
recorcled. Third, J.eave slips were not properly recorded. Although
these inaccuracies existed among various employees, they did appear
to be more common among employees' who were relatives of
management.

Leave slips were not always submitted and properly tleclucted
from employee payroll recorals. For example, a member of top
nanagement took sick leave during the first few months of 1989.
However, no sick leave slips were submitteal. A sample of ten other
employees fountl at Ieast three employees who appear not to have
submitteal all their leave slips. Since the employees did not report
the Ieave, the leave was not dealucteal from their record. Obviously,
failure to report leave results in unearned aalalitional leave
benefits to employees.

We founcl that leave slips submittetl to payroll were missing.
we took a limited sample of employee copies of leave slips. we
founil some instances hrhere employees had copies of leave slips
submitted to payroll but because payroll alial not have any copies,
the leave taken by the employees was not properly alealucted.

Payroll diat not properly recoral leave sIips. we found
instances $rhere leave slips were submitteal but not alealucteal from the
employee's leave record. Failure to recorcl leave results in the
employee's leave balances being overstateal. In addition, some leave
slips clearly requested annual leave but sick Ieave was dealucteal
insteaal.

Historically, URS payroll cont ro 1s
properly maintained or accurate records.
improve the controls to assure that
maintained anal are accurate.

have not resulted in
Management has agreed to
alocuments are proper }y

A thiral area in which controls are neealeal is management use of
staff and office time. Management shoultl assure activities which it
is engaged in do not misuse staff or their time. URS management has
partiCipated in questionable activities ituring working hours taking
irnfair ldvantage of its position. These activities include working
for the National Association of state Retirement Administrators
(NASRA) anal using staff to repair management's personal lroperty.
imployees have expressed concerns about these practices and
mairag-ement has agreeil to discontinue the practices discussecl in this
section.

Proper Controls Would Eave Prevented Hanagement
From Engaging in Questionable Activities
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The uRS executive alirector acts as the aalministrative officer
ror lresne anat is paicl by NASRA for these aluties. The alirector has
involved several URS administrative staff in NASRA-related cluties.
eppiie"tfy, some of this service is on a voluntary basis while some

ii- paial fbr by NASRA. The problem i.s distinguishing between what is
piia for anal what is voluntary time, since NASRA-paiat services
inoulo definitely not be Performeal during office time'

During the audit, allegations surfaced that URS employees ha'l
worked on management's personal property during office time '
Although some em-ployees de;ied that they worked tluring office time
on manlgement's property, they did report that they were asked by
managemint to perform iome work and they completeal work on off i.ce
premises. rn our opinion, management misused its position by
allowing employees to work on its personal proPerty.

NASRA Duties Not Properly Controlled

As administrative officer for NASRA, the URS executive
director receives an annual salary of $f5,000 from NASRA. His
duties include keeping the accounting records, arranging and
selecting sites for the annual NASRA conferences, and collecting
dues. URS board members were aware of the clirector's involvement
with NASRA, but they did not know that he was on salary and that
some of his administrative staff were compensated by NASRA for
services perfo rmeal .

The alirector's assistant anal one erecutive secretary were each
paid for secretarial services they performeal for NASRA in 1987 anal
1988. The former was paid $850 anal the latter $70o for
NASRA-relateal service. Since URS does not properly account for
full-time employees' time, we coulal not conclusively tletermine if
NASRA duties were completecl during regular working hours. But
evidence exists which suggests that at least some of the work was
performed on office time. For example, a review of NASRA records
indicates that the director has made site visits in preparation for
the annual NASRA conference on office time, a practice we believe is
inappropriate,

In aaldition to employing the director's assistant ancl an
executive secretary (who reportedly only spenal a smaII percentage of
their work day on NASRA duties), NASRA has contracted with the
communications officer at URS to publish a national survey of state
retirement systems. In 1989, this employee received more than
$I1,900 from NASRA for material and work for the project. The
employee said that 95 percent of the project was completed on his
time at home, but tluring the audit we observed URS employees working
on the study.
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URS has also reimbursetl employees for expenses which werealreaaly paid for by NASRA. The executive director had his air farefor a NASRA conference paid terice, once by NASRA and once by URS.
The director has since reimbursed URS for the airfare. NASRA alsoprovided meals anal reimbursements for meals at meetings anal the
annual conference. URS employees did not aleduct these meals fromtheir travel reimbursement requests ancl so received payments fromIrRS. The alouble reimbursement for meals is cliscussecl in greater
detail in Chapter VIII.

We believe paid NASRA activities should not be performed on
office time. Employees easily get the impression, either rightly or
wrongly, that management condones and supports other work during
office time. FuIl-time empLoyees should be required to keep
aletailed time sheets to account for their time. In aitclition,
management should keep the boartl completely informed of salaries and
palrments it ancl other staff receive from other sources.

Employees llave Worked on Management's Personal Property

Management shoulal be careful in using their position to
influence employees' activities concerning personal matters.
Apparently, employees have been involvetl in working on management's
persona] property. Although these employees said that work was
completetl during their own time, the activities were completed in a
manner which was inappropriate.

An employee alleged that a member of top management haal URS
staff work on a boat tluring office time. URS used to have a
maintenance shed where work on personal cars anal boats was
completecl. The maintenance supervisor reported that work was
completecl on the top rnanager' s boat but not on office time.
Holrever, the use of a company sheal anal access to the the manager's
boat clearly shoulal have been avoialed.

Building maintenance employees workeil on another manager's
persona I home during company time. These employees expresseal
concern about doing this work but felt they were not in a position
to turn the manager ilown. The employees saicl they haal replaced a
water heater, two toilets, and some light fixtures in the home.
Although these projects were started tluring the maintenance staff's
lunch hour they took much longer than the lunch hour to complete.
The employees reported that their immediate supervisor was aware of
the work being completeal. In our opinion, the act was inappropriate
and represents a misuse of employees time. The employees supervisor
should not have allowecl them to work on the project under these
conclitions.

Another employee acted as the general contractor to build a

home for a staff employee. Both employees saial that they diat not do
any of their work on office time. One of these employees refuseal to
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anslrer adatitional questions, consialering it inappropriate for us to
Iook into thi s matter.

In our opinion, the very appearance of grorking on personal
property has createal an environment where employees feel justifiecl
doing personal business on office time. Management should not have
been involved in having employees work on their personal property.
Since fulI-time employees do not have to account for their working
hours, it would be easy for employees to engage in inappropriate
activities during company time. URS management anal the maintenance
supervisor have assured us these types of activities have been
al i scont i nued .
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Chapter tV
HUMAN RESOURCE SYSTEM
LACKS PROPER CONTROLS

URS human resource nanagement has not aleveloped a coherent
system in which controls are in place to assure equitable hiring and
compensation policies. As a result, discrimination may have
occurreal with underqualifietl appticants fitling jobs and po!itiorrs
being misclassifiecl . In aaldition, compensation has not beenconsistently controlled, and management has made decisions which
have preventeal the Clevelopment of a coherent system based on sounatprinciples. These clecisions create additional administrative
expenses which coulal be avoided, and, furthermore, they expose the
trust fund to potential legaI Iiability because of the inequities
createal .

Our 1982 performance autlit conclucleal that although the
retirement system's personnel office operated legaIIy, somepractices were costly. In 1982, the State Supreme Court upheld ajudgment by a lower court allowing the retirement system to hire
personnel and determine salaries intlependently of the state human
resource system. However, the L982 audit showed that separating
from the state's personnel system cost URS approximately $141,000 in
the first fiscal year. Part of the additional cost was a result of
allowing URS employees higher salary increases than what the
Legislature authorized for state employees in fiscal year L982.
Additional costs also occurred and continue to occur because URS
must maintain ancl operate a separate personnel department.

The retirement system's current human resource system Iacks
important components. For example, one inportant component in any
human resource system is a job analysis, a systematic investigation
of the necessary ski1Is, knowledge, and abilities someone needs to
perform the job adeguately. The analysis is the basis for job
descriptions, which are essential to determining hiring needs and
properly advertising a job opening. The job analysis is usecl to
select empJ.oyees, establish pay systems, anal to see how wel} one job
fits into the organization compared to others. Specifically, one
reason why a word processor's job is paid more than a keyPunch
operator 's j ob is because the Processor ' s j ob requi res more
knovrledge, ski11, ancl responsibility. 9lithout a gooal job analysis,
it is alifficult to identify or dlefentl differences in salary leve1.

A1so, a job anatysis allows aaljustments between jobs to ensure
they fit correctty into the organization. Thus, the job analysis
should group the more difficult responsibilities and decisions into
the correct positions. For example, an administrative secretary
making a management tlecision might justify a change in position
title anat compensation when alI that is realIy needed is a job
analysis which may recornmend the decision be maale by someone alreaaly
in a management position.
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This report identifies numerous Problems with URS's personnel
process, most of which coulcl have been avoidetl had URS remained
under the state's system or they hail a qualifiecl personnel manager.
This chapter will discuss three concerns that have been itlentified
in the personnel area: employees are not competitively hireal, salary
increases are not properly controlled, anil the URS compensation plan
tacks consistent management tli rect ion.

Employees Are Not Conpetitively Hired

Although URS policy requires job positions to be competitively
filleal, in practice they are not. URS has often not properly
advertiseil a job opening or screeneal out underqualified applicants.
A1so, while URS has a policy restricting nepotism, URS has not
always followed it. FinaIIy, controls tlo not e:<ist that assure
positions remain properly classified. The results of not hiring
competitively have been cases of nepotism, discrimination, filling
of positions by untlerqualified employees, antl compensation
inequities. It appears to have been common practice for URS to hire
relatives or friends on a part-time or temporary basis then promote
them to a fuII-time position. These employees ilicl not have to
provitle any evidence of meeting the qualifications, and often the
full-time job was not advertised outsitle URS.

Aalequate hiring proceilures assure that competition exists anct
qua!.ified applicants are sought. If an agency tends to move
temporary or part-time help to full-time positions then ailequate
competition anal qualifietl applicants must be sought to filI
temporary or part-time positions. In acldition, if an aqency alloersjob positions to be filleal internally, it must assure appropriate
competition between qualified applicants within the agency. The
majority of URS job positions are not filletl competitively.

Job Openings Are Not Properly Advertised

URS does not seem to have fol.lowed its own policies onhiring. URS policy is to hire the best qualified applicant at acompetitive salary. However, job openings have not always beenproperly advertiseil or filled. In aaldition, URS has an informalpolicy to try to promote from within. TypicaIIy, if there is an
opening for a position, a notice is posted internally. The position
is fiIled internally if a applicant within the organization is
interested.

We reviewed all the positions hired
division from January l, 1985 to December 3L,
3I positions were fiIled. An examination of
filled revealeil a significant number of these

for the retirement
1988. We found tha t
the 3I job positions
positions were never
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properly aalvertised which dial not assure competitive hiringpractices. Of the 31 jobs, 24 (77 percent) were never advertise6outside the organization. Figure IX compares jobs aatvertisedexternally with those not aalvertised.

FIGURE IX

Job Positions Arlvertised and Filled at LJRS
Jan- 1, 1986 to Dec. 31, 198E

Description Numbe r Percent

Full-Time Emplovees Hireal

Not Aalvert i seal Externally
Advertised Exte rna l ly
Total Positions Fi l led

24
7

31

772
33t

r00t

Overall, it appears that many full-time positions are not
properly aclvertised, anal temporary employees are hired with the
intention of moving them into fu1I-time positions. Of the 24
unadvertised positions 9 were filted by individuals who were at one
time temporary help (friends anal relatives). The temporary help
were hired without the position being aalvertised or proper
competition.

In aaldition, lre examined 14 positions filled internally, This
examination revealed that 1 position was never advertised internally
or externally, L2 positions were hiretl by the use of internaL
bulletins on1y, anal I position was advertised externally. The 12
positions filled internally were posted at URS for less than four
working tlays with some of the employees hireal not meeting the stated
minimum qualifications. Also, no audit trail existed to show that
several qualified URS employees competed for the job openings.
consequently, it appears inadequate competition existed anal
management may have already decitlecl on vrhom to hire before the job
was posted.

Better Qualified Applicants Could Be Hired

In adalition to not properly advertising job openings, URS has
not screened out underqualifietl applicants. since the uRs
compensation package is above market (Chapter II), newly hireal
employees should typically exceed minimum qualifications for a job
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bringing valuable experience into a position. But because IIRS has
not had adequate job alescriptions, minimum qualification
requirements have not been well defined. Even in a test of minimum
qualifications usecl by URS, many of the employees hireal alial not meet
the minimum qualif ications.

Job applicants who fi1led unaclvertiseal jobs did not have to
meet any minimum requirements. In aalalition, no minimum
qualifications were formaLly established for other job positions.
Test results on appJ.icants hired without aclvertising were often not
available since those applicants were not required to take tests
typically given for the job position. Thus, we could review only a
small number of positions to tletermine if the employees hiretl woultl
meet the minimum qualifi.cations,

we clial review the personnel files of 17 empLoyees and founal 8
which clearly dicl not meet the minimum qualifications establishecl by
URS. For example, some clerical positions requirecl minimum typing
skiIIs. However, these positions were filled by employees whose
typing test scores were significantly below the ninimum typing
requirement. Figure x shows the results of applicants reviewed to
aletermine if they met the minimum qualifications for the job.

FIGI,JRE X

Conperison of Enployees' Qualilicationsto llininun Qual if ications

Description Hi red
Externa I Iy

TotaIs Percent

Total positions reviewed

Employees meeting
minimum qua 1i f ica t ions

Employees not meeting
minimum qua 1i f icat i ons

Documentation was inadeguate
Lo show employees met
minimum qualif ications

9

1

5

8

3

I3

523

4

r00?

24

47

29

30

Hi real
Interna l ly
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Table X shows that 47 percent of the applicants for positions
we reviewecl clid not meet the minimum qualifications advertised.
Only 24 percent met or e:ceealeal the minimurn qualifications defined
by URS. A company can train employees anal give them the experience
necessary to meet the minimum qualifications, but usually these
companies will pay below-market rates to help offset the cost of
training these employees. Since LIRS pays above-market rates, as
iliscussetl in Chapter II, and has poorly defined minimum
qualifications, candidates for job positions should have
consistently exceeded the minimum qualifications.

Nepot ism Policy Not Properly Followed

URS hiring practices do not follov, system policy, which
reguires that related employees must be competitively hired through
normal hiring practices. As a result, it appears employees were
hired based on their relationship with URS employees rather on their
qualifications. Some supervisors reported that new employees were
hired without even being asked if additional help was needetl . These
new employees were frequently a relative or friend of an existing
employee. In addition, to assure proper controls URS had a policy
which requireal relatives not to work together in the same division.

The URS boarcl receiveal an anonymous letter expressing concern
about nepotism in .7anuary 1988. Accorcling to boaral minutes, the
boarct decitled not to do anything since the letter eras not signetl.
Instead, the boartl encourageal any employee with concerns to bring
the concerns to the board or management. However, since management
is perceived to be involved in nepotism problems, employees fearful
for their careers, have not brought forth their concerns.

As described in the previous sections, relatives and friends
were not competitively hired. A review of the personnel files
showed that the vast majority of applicants who filled positions
listed a frienil or relative as the source of information about the
position. only 4 of the 3t new hires (13 Percent) listedl an outsicle
agency or advertisement as the source of job opening information.
Another 4 (13 percent) dial not fill out an application. The
remaining 23 (74 percent) listed relative or friend as the source of
job opening information. consequently, most job vacancies were
iiffed by employees' informing friends or relatives of the opening.

Children and retatives of atlministrative employees are hirefl
with no advertising. of the 3I new hires, 15 coulal be identified as
a relative or friend of some URS emPloyee. Of these 15 new hires,
only 2 were advertiseal. It appears some of these employees were
tri r-ed part-time and moved to full-time positions in order to avoid
competitive hiring practices. These 15 new hires includecl 5

children of atlministrative employees currently working for the
retirement office. Four were hirecl in 1987, anal one in 1985. These
5 inclividuals haat worked part-time anal/or as temporary employees at
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Pos i t ions Are Misclassified

Inequities have resultetl not just from hiring practices but
aLso from misclassification of positions. Proper classification of
a job helps to tletermine appropriate salary ranges and identifies
individuals qualified to f il-I the position. URS does not adequately
tie compensation to job duties. Employees with similar duti.-s are
paicl differently, and employees whose jobs have been changecl have
not haal their positions reevaluated.

An important procedure in compensation is perioalic job
analysis and an internal appeal process. These procedures iclentify
when the basic knowledge, skiIls, and abilities for a position have
changed enough to merit a new salary range. If salary ranges are
not tightly controlled, employees are paial beyonil acceptable market
ranges .

During our review, employees with sirnilar duties,
responsibilities, and experience were founal to be paid differently.
For example, two employees working in the mail room were hired at
about the same time and both have similar duties. However, one is
paid 24 percent more than the other. In addition, employees with
major changes in job duties were identifieal but no new job analysis
was completed to determine appropriate compensation. For example,
two employees' job descriptions state they spend over 75 percent of
their time managing stocks. However, URS has discontinued the
in-house active management of stock funds. Periodic job analysis is
essential in establishing proper salary ranges for employees.

32

uRS anal were moved into job positions which are classifieal as
fuIl-time anal eligible for benefits. Since most of the inalividuals
were hired on a part-time basis before moving into a full-time job,
skiIl tests or evidence of meeting the minimum qualifications for a

fult-time job were not required'

URS nepotism policy has not been followed reqardi;g relatives
working in tne sama division. Three daughters of aalministrative
staff have worked as temporary employees within the same tlivision as
their parents since 1986. Policy at this time clearly stated that
relatives shoulal not be working within the same alivision. The
violation of this policy resuLteal in aclditional control concerns.
Eor example, one division alirector reviewed her daughter's time
sheet, a procedure which Iacks proPer independence. In another
division, a alaughter's time sheet was never reviewed or aPProvetl by
anyone,



Salary fncreases Not Properly Controlled

A second area in human resource management needing controls is
that of salary increases. In theory, employee compensation shoultt
increase basetl on performance, experience, anal opportunities to move
up within an organization. However, URS aloes not have aalequate
controls over employee compensation. Sa1ary increases are high and
are given over a wide range which cannot be tied to job performance
or to any logical reason. For erample, in fiscal year L989, URS
salary increases averaged over 8.5 percent per employee with a range
of 0 to 29 percent. These increases appear to be discriminatory,
with performance increases and promotions not properly documenteal or
based on an established criteria.

A1though the board authorizeal a 5 percent performance
increase, actual salaries during the fiscal year 1989 increasetl an
average of 8.5 percent. One explanation for the large increases may
have been because the personnel bualget was too high. The purchase
of aalditional retirement credits in fiscal 1988 showeal that URS
personnel expenses were high as explained in Chapter II, and no
builget reduction was requested the next year. The board chairman
explained the increases were all.owed because state employees
receiveal authorization to increase salaries. However, the Governor
alloweal only outstanding state employees a 2 to 5 percent increase
and unfroze probationary increases, The state personnel office
reports that fewer than 13 percent of eligible state employees
received a performance increase or salary adjustment, compared to
over 95 percent of URS employees.

Perfornance Increeses Were Not Properly Controlled

Because so many performance increases were granteal, they tlo
not seem to be properl.y controlled. Performance increases are
usually tied to performance anal controlled, with a limiteal number of
people given increases within a narroe, range. Yet 95 Percent of URS
employees received a performance increase. Also, we are concerned
about employees which receiveal the same ratings getting vastly
atifferent increases with no reasonable justification for the
alifferences. The wide variation of salary increases to employees
without justification may be consialered tliscriminatory.

Companies antl agencies often use performance increases to
rewaral above-average performance by emPloyees. The URS received
boarcl authority to give performance increases tluring fiscal year
1989. However, a review of URS records shogrs increases were not
given based on performance, as several performance appraisals were
iitfea out after the emPloyee had already receiveal a salary
increase.
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The number of performance increases shoulal be controlled anal

indivicluals rated €tre same should receive similar increases.
However, URS management dial not folloe, any guidelines nor did they
have any justification for various increases. For erample, the URS

human resource office issued guiclelines allowing a 5 to 9 percent
increase for employees ranked outstanding, comPared to the state
guiilelines of 2 to 5 percent during this perioal . The actual pay
increases of lrRS employees ranked outstanding ranged from 3 to 15
pe rcent .

A review of performance appraisals provides no evidence to
justify the wide variation in salary increases. It apPears from a
review of several appraisals that excelling at teamwork,
cooperation, and getting a1on9 with others are the main criteria for
juctging an outstanding rating. However, we could not find any
reason why one individual would receive a 1.5 Percent increase while
another would receive only a 3 percent increase.

Because it appears alI increases r,rere baseil mainly on a
manager's inclivitlual judgment, and not on performance, establisheal
guidelines, or market data, employee treatment could be considered
aliscriminatory. For example, 29 employees receivecl salary upgraales
or adjustments in aaldition to a performance increase. A salary
aaljustment should be based on data which show an employee's
compensation is not appropriate for their current duties or
experience. However, no qualified indivitlual completed any proper
analysis to determine compensation, nor rras compensation compared to
market. However, a1I avaiLable market data show these positions are
already above market.

The alirector of administrative services said that some
division managers preferred to nove people up to new salary ranges
(gratle increases) rather than out on a salary range (step
increases), even though the enployees duties have not changed. Of
the 29 salary adjustments, 14 employees hrere upgraded into a new
salary range, although our audit found no evitlence that the previous
salary ranges were inadequate or that there had been any change injob responsibilities to justify the increase. Since URS does notproperly assess employee duties, there is no basis on which to
increase an employee's sa lary.

Pronot ions Need Inproved Controls

As with performance increases, promotions do not seem to be
based on an established system. Promotions should be given when
aluties significantly change and should be within an established
range. For example, the state allows 5 to 10 percent salary
increases for promotions. The URS, horrever, has allowed a widle
range of increases in promotions from 9 Lo 2L percent. promotions
have not but should be tied to market data. Thus, promotions appear
to be given based on management opinion and not on a coherent
sys tem.
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Promotions for fiscal years 1988 and 1989 were not properly
controlled. IIRS personnel records show 9 employees received a
promotion in fiscal year 1988. The 9 employees received salary
increases ranging from 9 to 21.5 percent, with an average of 14.0
percent. In fiscal year f989, promotions ranged from 5 to l5
percent, with an average of 9.4 percent for 15 employees. However,
a1I l5 employees also receivecl other increases in 1989. Thus, these
15 employees' average increase was 13.5 percent for fiscal year
1989, with a range of 9 to 20 percent.

The average increases for promotions at URS exceeds what state
employees receive, has a wide range, and is not tied to any market
alata, It appears from fiscal year 1988 and 1989 alata that URS aloes
not have an adequate policy for promotions.

A third area of concern in URS'S human resource system is lack
of consistent management direction regarding compensation. URs
compensation policy al1ows wages which are competitive with the
market. Since URS does not have properly qualified staff in-house
to aletermine market compensation, outsiCle consultants have been
used. However, management's reliance on anal use of outsiale
consultants has been inconsistent.

The second consultant's recommendations to increase specific
employees' salaries in 1985, L986, and L987 were generally
implemented. The boaral apProveal the 1985 salary increases which
affected nearly half of URS job positions. No boaral approval was
sought for the I985 ancl l9a7 increases which affectecl fewer job
positions. In aaldition, URS management made some salary increases,
although they were not recomrnended by the consultant.

Some of the consultants' recornmenal a t i ons were implemented even
though URS management clial not understanal the methoalology use'l' The
second consultant used some type of factoring methodology to assess
job positions, but no alata could be f ountl to show how weIl-matched
[n."u positions were to the market. Although URs was highly
criticai of the University of Utah's study anal later of Arthur
young,s stuily, management implementetl the seconil consultant's
recoirmendat ions even though they atial not unalerstanal the methoalology
useal .
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Conpensation Lacks Consistent Management Direction

Since Ieaving the state system, URS has used three alifferent
consultants to evaluate compensation. In ]-984, uRs hireal a
consultant from the University of Utah. However, URS alisagreetl with
the results of the stualy conducted and decided to hire a second
consultant. The seconal consultant made recornmendat ions which
generally increased sataries in 1985, 1985, ancl 1987. FinalIy, in
1988, URS hireal the accounting firm of Arthur Young to survey rnarket
compensation.



SaIt Lake County hired a consultant, who was related to the
URS consultant, to complete a stucly baseal on the same factoring
methodology used for URS. However, Salt Lake County human resource
staff requireal the consultant to explain the methodology being
useal. Although the consulting group explaineal the methotlology, the
county could not agree with the approach because it dial not
appropriately reflect market compensat ion.

Early in 1988, the retirement office hired Arthur Young to
complete a compensation survey. This survey was completed in July
of 1988 anal showed that compensation at URS was higher than the
local market ancl in some cases well above market. After the release
of this report, URS ailministration requesteal and received board
approval for a 5 percent performance increase in salaries. As
discussed earlier, actual salary increases averaged above 5 percent.

The best data the board had available for determining
compensation were ignored. Some board members saial they were aware
of Arthur Young's stuily but that URS management did not trust the
study or the conclusions. The study showetl the URS pay plan
averaged 20 percent above the local market. To complete the salary
survey, Arthur Young also surveyed I5 benchmark positions. This
survey showed that actual pay for these positions averagetl Il
percent above the pay for similar positions in other companies, even
though employees at the other companies had been in their positions
3 years and 7 months longer than URS ernployees. Thus, IrRS employeesin these benchmark positions were being paid a higher salary with ashorter work history. URS management alisagreed with Arthur young,s
data, although they never understood how the previous consultant
arrived at the increases.
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Chapter V
INVESTMENT PORTFOLIO

PERFORMANGE SHOULD IMPROVE

URS has lower returns anal risk than those of most other
funtls. Over the past five years, URS ranked in the lowest 25th
percentile compareal to several thousanal investment funcls, anil in the
bottom 5th percentile compared to several state retirement funtls.
Lower risk exposure would result in lower performance during an up
or buII market. URS f ixeil income and Standartl antl Poors 500 Stock
Index program helpeal the funal's overall performance, but URS
performance was hurt by a lower-than-aver age amount of equity
(stock) holtlings, low equity returns, and low returns in real estate
investments, (ReaI estate is cliscusseal in aletail in Chapter VI .) A
one percent change in investment performance over the past five
years would result in approximately $125 million change in URS
portfolio assets. However, URS investment performance has improvecl
over the last five years. Improvements are mainly a result of the
boarcl's decision to increase fund allocation to equity.

Utah's risk level was lower than the median of other funals.
Investment returns vary with dlifferent market conditions but returns
have been higher over the long run when higher risk was involvetl .
Lower risk typically results in better performance in ilown (bear)
markets and grorse performance in up (bulI) markets. Since markets
have historically trenaled upward, over any long periotl of time
investment funcls with a higher risk level have typically
outperformecl others. However, in the case of URS, most investment
funds with similar and lower risk stilI outperformed the URS
investment portfolio over the past five anal ten years. URS
investment officer said that he expects higher returns to be
realized by the funtl which have not yet been fu11y reflected in the
funds performance and according to one URS consultant, URS risk and
returns have shown excellent improvement in the last five years.

Prior to 1982, the URs investment portfolio was constrained by
the Iimitations imposed by state Law. In miil-1982 the Legislature
removeat 1e9a1 restrictions placed on the investment Program by
addinq the 'prualent man rule'. The URS board recognizecl that higher
returns can be achieved with better equity management anal through
more risk exposure. URS' cash flow position enables it to assume
greater risk which provitles better long term returns to its
members. Since the URS fund has a positive cash flow, the fund can
hold investments aluring down markets rather than se1]ing them at a
loss to pay benefits. The board completeal an asset allocation study
as mentioned in Chapter I erhich recommended increase exPosure to
equity. Since that time the board has steadily moved to asset
classes offering higher potential returns over the long-term which
returns was one reason for the growth in assets held by the funtl .

Assets also have become better cliversified in order to reduce
volatility associated with higher potential returns. In addition,
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in 1983 anal again in 1989, equity managers
funtls allocated to the manager were reduced
Both of these actions are suPPorted by the
report.

were either changetl or
due to low performance.
data presented in this

GoaIs are often set by a retirement funcl for measuring
Iong-term performance. For example, URS has an overall objective of
outperforming inflation by 4 percent. URS's equity money managers
were given qoals to outperform the Standard and Poor's (S&P) 500
Stock fndex. The aualitors fuIIy recognize that a 4 percent return
over inflation over a Iong periotl of time is a difficult goal to
achieve especial]y in times of high inflation or down markets. URS
and one URS consultant feels that the URS should be recognizetl for
exceeding their performance goal over the past five years. These
objectives were not useal to evaluate performance in this report,
since the fund goal of 4 percent over inflation was almost
impossible not to achieve for a balancecl funcl over the five years
evaluated. On the other hand, none of the specific goals for the
equity managers were met by the URS equity managers. For these
reasons both the URS balanced fund and equity managers were
evaluated against peer group performance inilicators rather than
established goals although we feel the goals are appropriate. In
evaluating overall plan performance and equity performance, we
relied on a private consulting group, SEI Corporation, which
currently measures investment performance of over 6,000 pension
plans and several states.

This chapter has three main sections which help identify
portfolio performance. First, a comparison of URS returns to the
mealian of other funds which indicates performance has been low.
Seconally, an explanation of why the performance has occurred.
Pinally, an analysis of risk compared to returns which shows some
improvement.

Utah's investment performance has been below the mealian of
other funds over the most recent one-, five-, anal ten-year period,
and for various five-year periods. Although past performance does
not necessarily indicate future performance, Utah's past performance
has resultecl in 1ow returns during a historical up or bu11 market.
The low returns provide less funding for benefits to members.

In 1982, the Legislature removed the legaI restrictions placeal
on boaral investments by adiling the 'prualent man rule.- This rule
requires investment decisions to be made in the interest of the funclparticipants and beneficiaries wibh care, skiIl, prudence, and
ililigence, The prualent man standard permits a pension plan greater
freeilom to diversify assets in an attempt to reduce portfolio
volatility and increase returns. In response to this change URS has
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Performance Is Low Over a One-, Five-, and Ten-Year Periods

The URS fund should be outperforming funtls in other states
since it operates under no restrictions as to type of investments
and it shoulal be moving closer to the performance of private
investment funds. However, the URS fund returns have been low
compared to those of other states anal other investment funds using a
one-, five-, antl ten-year period of time ending December 31, 1988
which shows the funtls performance over various time periotls.

Several- state retirement funals still place legal restrictions
on the type of investing and asset allocation which its plan can
make, For example, some states restrict the amount of investments
in equity anal emphasize fixed income investments. These
restrictions may place funds in other states at a disadvantage
relative to those funds which operate under the pruilent man
guidetines since equities have historically outperformeil f ixecl
income. Even though some other states' funds are legally
restricted, URS performance stiII appears to be low compareal to
funcls which are evaluated by sEI . Figure xI shows URs' ranking
compared to other states' funtls as reporteal by SEI . These rankings
are based on a scale of l- to I00, with I being the best performing
funcl. The ranking of 96, for example, means that 95 Percent of the
funals in the sample outperformed URS for the five year period
evaluated.

FIGT,IRE XI

IJRS Investnent Returns Compared
To X.eturns of Other Statesr Funds

Period Eva luateal SEI State Funds'
Meali an Return

URS
Return

URS
Ranking

lo-year pe
5 -year pe
I -year pe

r.

1
1

r
r
r

od
od
od

II.7t
L2 .5
rl.0

1r.0%
11.9
9.6

69
96
7l

Source: SEI Corporation State Funals, periocl enaling Dec. 31, 1988.

These
cou 1d

URS has been ranked
lower returns resu I t
have been ava i l able

below the mealian of other state funds.
in a significant realuction of funds which
to fund members' retirement benefits.
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hireal consultants and has systematically moved to increase fund
returns.



Since Utah movecl to the pruatent rule of investing approximately six
years ago, it may be better to compare Utah to a broatler base group
of funds. Figure xII shows how Utah ranked compared to several
thousand investment funds evaluated by SEI .

FIGTJRE XII

IJRS Investment Returns Compered
To Returns of Other Pension Funds

Pe r iotl Eva luateal SEI Balanced Funal
Meilian Return

URS
Return

URS
Ranki ng

10-year
5 -year
I -yea r

period
period
period

1r.0%
11.9
9.5

r00
80
7L

Source: SEI Corporation Balanced Fund, perioal encling Dec. 31, L988.

figure XII shows that URS rate of return on its investments is
1ow compared to the SEI median. Seventy-nine percent of other funals
haai a higher return over the past five years. Although Utah's rate
of return was only 1.1 percent lower than the median (I3.0% - II.9%)
over five years, this small clifference has a large impact on dollar
returns, For example, had URS rate of return averaged at the SEI
median every quarter, the funcl woulcl have earned an estimateal
additional $118 million dollars, accoraling to our calculations.

Perfornance Has Been Lot for Sone Tine

URS performance has been relatively low over various timeperiods. A review of URS five-year returns compared with the SEI
mealian shows Utah has ranked in the Iower quartile since at least
the 1980 to 1984 period. Figure XIII shows URS returns anat the SEI
ranking compared to other investment funds.
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FIGIjRE XI I I
IJRS Investnent Returns Conpared

To Returns of Other Pension Funds
()ve r Various Five-Year Periods
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Source: SEI Corporation Balance Fund Executive Surnmaries.

Figure XIfI shows that the five-year period revieweil during
audit was ranked higher than any previous five-year period.
is probably tlue to the increaseal allocation to equities over
perioal. However, returns for the five-year periods demonstrate
the URS fundl consistently has perforneal in the lower quartile
compared to other investment funals.
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Low Equity Holdings and Returns Hurt Perfornance

URS investment performance has been below the median of other
funtls because of the low anount of equity hol-clings, low equity
returns, antl low real estate returns (Real Estate is discussed in
Chapter vI . ) . Low equity holdings would have helpeal funcl
performance had URS been in a atown or bear market and because equity
holalings increasetl gradually over an up or bull market,
consequently, the benefit of the strong market was not fully
captured. Fixed income holclings, however, outperformeal the SEI
median for fixed incomes anil providect higher returns, offsetting
some of 1ow performance in the eguity and real estate area. A
comparison of equity managers' results showetl that Utah's managers
as a whole have not performeal as well as managers of other funds.

Investment portfolio performance can be broken down by asset
ctassification. URS f ixecl income returns were higher than the SEI
mealian, while equity returns were lower tluring 1984-88 period.
Figure xlv shows the comparison of URS with other major inalices by
major asset classification over the past five years.

4t

URS
Ranking

1980-84
r981-85
r982-85
r983-87
1984-88



FIGTJRE XIV

Invcstnent Perfornance by Asset Classif icetion
Jen. 1, 19t,1 - Dec. 31' 19t8

Asset
Classification

Salomon's CPI
Bond Inalex 5-yea r
Return Average

S&P
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rEquity money managers can hold cash and cash equivalents as well
bonds, which resulteal in lower returns than just stock returns.
Source: SEI Corporation Executive Summary, periotl ending Dec.
r988.
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Figure XIv also shows how the URS investment fund has
performed relative to other common indices used for evaluating
performance. Figure XIV shows that the URS fund tlid rank belov, the
median in equity returns, with the SEI median at 14.4 percent antl
the URS rnealian at 12.9 percent, or a 1.5 percent lower performance.

Three Main Factors Caused Lor Equity Performance

Equity holtlings aalversely impacteal URS' investment returns in
three basic ways. First, URS equity money managers kept a larger
percentage of funds in cash equivalents than alid other funds.
According to the SEI balanceil fund median, equities significantly
outperformed cash anal cash equivalents, with equities returning 14.4
percent and cash equivalents returning only 8.4 percent. Seconal,
URS haal lovrer average stock holclings compared to other investment
plans. Although URS systematically increased allocations to stocks,
URS stilI averaged 40.4 percent in stock compared to 51.4 percent
for the SEI balance funcl median over the past five years. Since
equity or stock holdings provialed higher returns than other major
asset classes, lower equity holdings resulted in lower overall
returns. Finally, stock performance was low compared to stock
performance experienced by other investment p1ans, with URS
averaging 12.9 percent while the SEI median for other funds was 14.4
percent.

Equity
average

managers for URS
cash holalings.

generaLly hurt
Eguity mangers

themselves
helcl 15.5

with 1a rger
percent inthan
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cash or cash equivalents on average over the past five years
compared to the SEI average of 6.7 percent. Cash returns averageal 6
percent lower than equity returns during this time. Large cash
holdings aalal some protection to a fund cluring a down market but hurt
a fund tluring an up market, since its risk exposure is lower than
other investment instruments. Large cash holalings by equity
managers over sustainecl holaling periotls appears contrary to the
specifications that funds were to be invested in equities, and large
cash holdings over time result in intolerably low returns for a
pension fund.

Equity holalings for URS have averageal lower than other pension
funds. Equity has outperformed bonds, cash, and cash equivalents in
the long run and in the 1980's. Thus, increasing the allocation to
equity wilI increase a plan's expecteal rate of return but al.so will
increase the risk exposure of the plan. URS has been increasing the
allocation to equity from 31.5 to 43.5 percent over the last five
years, with an average of 40.4 percent held in equities. This
figure compares with the average of 5I.4 percent for other funds
usecl in the SEI balance fund. Since SEI equity returns averageal
14.4 percent comparetl to bonals at 12.4 percent anal cash equivaLents
at 8.4 percent, the higher equity holdings increased the overall
returns to an investment plan and was one reason why most funds
outperformed URS.

Not only have Utah's holalings and returns hurt the fund
performance, but Utah's equity managers as a whole have not
performed as well as equity managers in other funds. SEI evaluates
returns on just equities or stocks after the cash eguivalents of
equity managers are factored out. Utah's stock returns ranked in
the 75th percentile, with an average of L2.9 percent compared to the
SEI mealian of ]-4.4 percent over the last five years. The low stock
performance was the major factor in the low performance by the
equity group.

A pension plan can manage stocks in-house, hire equity money
managers, or use a combination of both. In adtlition, it can hire
equity managers at various times. URS has usetl a combination of
in-house and equity managers. We reviewed the performance of equity
managers that have been with URS over the past five years. Our
review excluded some of the more recent hires, such as equity
managers for international investments and sma1l capitalizeal
stocks. Our review showeal that URS equity managers anal in-house
equity funals evaluated aIl performed poorly except the Standaral and
Poors (S&P) 500 Stock Inalex Funil. The s&P 500 rndex is a computer
program motlel which tries to track the performance of the S&P 500
and generally has helpeal URS stock performance.

Equity Managers' Low Perfornance Linked to LJRS Perfornance



The URS pension plan ativersifies its equity holdings by using
various styles or strategies in the purchase of stocks' A critical
tlecision is the amount of funds to be allocated to each style.
Although most equity managers had goals to outperform the S&P 500,
few managers were able to beat the Inalex over the last five years.
It may be of interest to compare the performance of equity managers
with similar styles when possible.

Nearly aIl of Utah's equity managers had allocated larger
portions of funds to cash and cash equivalents than other pension
plan managers. The overall impact of such allocation sras aliscussed
in the previous section and contributed to lower funal performance.
only one equity fund outperformed the SEI median over the five
years, anal that was the Index Fund. Figure xv shows each funtl, the
average market value of its assets over five years, the return, and
its relative ranking.

FIGIJRE XV

IIRS Equity Managers end Returns
Jan. 1, 19t4 to Dec. 31, 198E
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Market vaLue Cash
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15. 0
L2.L
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L00

In-House Funds:
Index Funal
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350.3
L27.0
33.0

t.2
25 ,3
28.L

Source: SEI Co rpo ra t ion.

Figure xv shogrs that aII equity managers performed below the
median except the S&P 500 Stock Inalex Funal . In addition, SEI has
tried to compare various managers' styles. For example, one equity
manager may emphasize investments in smalI companies with high
growth potential lrhile another will invest in Iarger, more stable
companies. The style SEI attributes to various money managers can
be questioned, but this was the only inalependent criterion currently
available to compare equity managers. Comparing various equity
money manager's styles to similar styles and the average returns
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experienced by equity funds shows that most of Utah's money managers
performed below peer group comparisons. Figure XVI iclentifies the
money managers and shows the returns they experienced for their
stock holdings only.

FIGI'RE XVI

Comparison of Equity ltllnager Styles to SEI

Equity Manager SEI Style
Classification
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Return
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.Data on these funds were available for certain perioals of
usually less than five years, Thus, returns are different
five-year returns reportecl earLier.
Source: SEI Corporation.
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value Line equity performance hras exceptionally high.
However, this equity manager's overall return was tliminished because
of large cash holdings. Val-ue tine held on average about 35.5
percent of its funils in cash, which hacl a significantly Lower return
than stocks. Thus, the poor performance and high cash holdings by
equity managers both in-house and those hireal externally resulted in
overall low performance in the equity group.
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Return/Risk Retio Appeers to be Inproving

The last five-year period shows improvement in portfolio
investment returns . Improvements are a result of the board's
decision to increase fund allocation to equity and move away from
other investment classes. This action coupLed with recent
aggressive action with equity money managers (discontinuing the
services of some anal realucing the amount of funds held by others)
shoulcl lead to higher returns with some greater risk. However,
returns over the last five year period appear low compared to funds
with similar risk.

URS Risk/Return Is Lor Compared To Othcr Funds

The URS total fund has a lower risk level than most investment
funals included in SEI's evaluation. The URS goal is to keep overall
portfolio risk below 14 percent as measured by standard deviation of
returns. Utah averaged between 9 and 10 percent accortling to SEI
alata which shows standard deviation returns over the last five
years. Thus, URS was hrithin the fund's goal for risk. According to
our consul.tant, while opportunity costs of low returns are
substantial, there is no compensating benefit from the achievement
of Iower than targeted standard deviations in returns. Given that
inflows to the URS exceeded outflows on the order of four times,
there was no need for liquidity. Therefore the achievement of below
l0 percent standard aleviation in returns insteail of the targeted 14
percent was of no value to URS participants.

Since URS risk level Lras low, fund performance should be
better during bear markets and worse during bull markets compareal to
other pension funds. URS performance compareal to the SEI median
tends to show that this was the case. The following figure shows a
two- anal-one-ha If year period of returns for the sEI mealian ancl URS.
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PIGI'RE )ilII
l.lRS Re t urns vs . SEI Re t urns
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Although the difference is sma11, Figure XVII does show that
Utah's fund has slightly underperformecl the SEI median cluring buIl
markets but has not faIlen as far during bear markets since 1985.
HistoricalIy, markets trend upward with funtls with a higher risk
level tending to outperform funals with lower risk over a long periocl
of time. The higher risk is usually created because of a higher
exposure in stocks which have greater variability in returns. But
the URS fund has not performeal as welt as most funds with equivalent
or lower risk. Figure xvlIf shogrs the relative position of URS on
risk and return compared to the position of other funals over the
past ten years as reported by SEI Corporation.
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FIGIJRE XVI I I

Rewerd vs. Ri sh AnelYsis
IJRS Conpared to Othcr Pension Plans
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Over the past ten years the URS fund has achieveal lower
returns for the same risk level as other funds. Several other funals
irith similar or lower risk had higher returns. The next figure
shows URS risk and returns compared to other funds over a five-year
per iotl .
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FIGURE XIX

Rerard vs. Risk Analysis
IIRS Conpared to Other Pension Plans

Five-Year Period
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Figure XIX shows that URS had a somewhat better return for the
risk level over the last five years compareal to the last ten.
However, there were still more funds with sirnilar or lower risk
which outperformed URS. The market over the last five years was
unusual in that fundls with high risk alial not necessarily have higher
returns compareal to lower risk funds. Therefore, it is difficult to
conclutle that URS return is appropriate for its risk level, although
the graph cloes inclicate it has irnprovetl over the last ten years.

Equity Money Managers I Risk Exposure Is Within Guidelines

SEI atso assesses risk exposure by the various equity managers
a funal . URS equity managers alI were within URS guialelines forof
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the level of risk as measured by the establisheal standardl for each
equity manager. Since risk shoulil be evaluated in consideration of
the overatl portfolio, the higher risk exposure by some equi-ty
nanagers antl in the S&P 500 Inalex does not concern us but needs to
be considered as assets are being allocated. The risk standarcl for
equity managers wiII vary clue to each managers investment style.
Figure XX compares the risk level of various equity managers to the
URS establ.ished standard.

FIGTJRE )CX

Rish Analysis by Equity Manager
Jan. 1, 19E4 to Dec. 31, 19tt
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Figure xx shows that nearly aII the funils were within the
a]1owed risk standard. Some equity managers clo rnaintain a higher
risk exposure in the attempt to get higher returns. However, proper
diversification by URS tenals to maintain a 1ow risk exposure for the
total f unal .

The URS boartl recently took action because of the funtl's Low
equity performance. The board discontinued the services of one
outside manager anal discontinued the two actively managed internal
equity funds. The boaral also recluceal the amount of funds hanalled by
the equity managers discusseil in this report. As previously
mentioneal, recently hired equity managers were not evaluated in this
report. The Board has authorized increased funtls to the S&p 5OO
index fund as well as a search for some additional money managers.
In adclition, our consultant agrees with the I,RS fund's move into
international investments. The international fund should provide
higher returns with no more portfolio risk, if manageil properly.
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Ghapter Vl
REAL ESTATE INVESTMENT RETURNS ARE LOW

As mentionecl in the previous chapter, URS real estate
investment returns are low. They are substantially lower than
average returns reporteal from three other real estate inclices we
usecl to compare with the fund's performance. Our auclit estimates
that URS coulal have gainecl an adclitional $32 million over the past
two years had its real estate portfolio performeal at the average of
the other indices. These gains would have been in both income ancl
appreciation of property with most of the increase in the
appreciation of property values. Low returns on raw lantls ancl on
income properties managetl externally have lead to the portfolio's
poor performance.

In our 1982 audit of URS' real estate investments, we reported
examp).es of raw lanil and income property purchases which were made
without adequate investment analysis. Our current auclit reveals
that these properties, purchased prior to our initial audit and
sti11 being heltl by the funcl as of L987, account for about 40
percent of the fund's $32 million substandard performance. The
other $19 million in additional potential gains is traceable to
properties acquireil and managecl by FIA Associates, an external
manager who was hired by the fund in 1983. Recent real estate
acquisitions maale by the current real estate officer have performeal
above market, intlicative of improved acquisition policies anal
analysis maale by URS.

Although real estate investments have generally yieldetl lower
returns than stocks and bonds in the 1980s, pension funal managers
continue to invest in real estate to provide portfolio
diversification anal a healge against inflation. Many large public
and private pension funds have set a minimum goal of investing I0
percent of their fund's assets in real estate. URS has also
targeted 10 percent of its investment funds to real estate. At the
end of 1988, about 8 percent of the fund's $3.2 billion in total
assets baseal on market value was investetl in real estate equities.
Comparecl to other investment vehicles, reaL estate is a Less Iiquid
asset, generally requiring longer holaling periods than other
investments to p rotluce results.

This chapter is diviiled into two sections. First, returns on
URs real estate portfolio are compared against three other real
estate market indices over one-, two-, and nine-year investment
horizons. Second, real estate investnents in the portfolio are
classifiecl by acquisition manager in an effort to identify which
investments are lowering performance.
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Real Estate Portfolio Has
Cons i s tent ly Underperf orned

The URS real estate portfolio has consistently underperformed
three other large real estate indices from both a short- ancl
long-term investment horizon. Compared to the market index usetl by
URS' real estate consultant, Institutional Property Consultants
(IPC), the portfolio's total net return over a one-, two-, or
nine-year history ranks in the lowest guartile of the benchmark. An
additional $32 million coulal have been aaldeal to the fund in 1987 anal
1988 alone if investments in the portfolio had performed up to the
benchmark average. No attempt gras maale to measure potential
earnings over a Ionger perioal because of the large amount of tine
requiretl to collect and analyze the data. Current management is not
responsible for most of the portfolio's low returns; rather,
write-clowns in market values on the funal's raw lanals which were
acquiretl by former management in the early 1980's anal income
properties purchaseal anal manageal by one external real estate manager
account for most of the lower earnings.

The average annuaL returns earned on real estate portfolios of
public anal private pension plans in IPC's benchmark track fairly
closely with annual returns reporteal by two other large real estate
intlices, the Frank Russell Company Property Index (FRC) antl
Evaluation Associates Inalex (EA). Figure xxl compares the long-term
performance of the URS portfolio against those of the three real
estate inclices. The annual returns listeal in the figure represent
average tirne-weighted total rates of return. URS returns on its raw
lands ancl fixed-income properties are not included in the
comparison. tf incluclecl, URS portfolio's performance woulal be even
Iower than represented in Figure XxI .
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FIGI,]RE )frI
Long-term Conperison of

IJRS Portfolio Returns with arket Indices
1980-1988
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For purposes of comparing performance, hre clecidetl that the IPC
index provided the best measure of the real estate market. we
f ounal gooCl comparability between this benchmark and URS' portfolio
in terms of property types, investment values, ownership structure,
and investment Iife cycle. Furthermore, IPc assured us that returns
are measured in the same manner for the benchmark and the portfolio.

As inclicatecl in Figure xxl , URS' real estate portfolio
consistently untle rpe r fo rmeal IPC's index average. fn only one of the
nine years evaluated <T982), diil the portfolio outperforn the
benchmark. Irrespective of whether short-, intermecliate-, or
long-term performance is compared, average returns on URS' real
estite investments ranked in the lowest quartile among public ancl
private pension funcls comprising IPC's index. The average net
return on URS' portfotio during the nine years was 7.L percent,
while the benchmark average was Ll.7 percenE. Similar results
emerge when the most current one- or two-year comparisons are made-
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IPC does not include returns on the funal's raw lanals anal
fixetl-income properties in its quarterly anal annual performance
comparisons because other portfolios conprising its benchmark hold
few, if any, similar assets. The raw Iancl and fired-income
properties represent approximately 20 percent of URS's real estate
market va1ue, erhich IPC aloes not evaluate. A fi:red-income property
refers to a promissory note held by URS on a property it sells to a
buyer through a mortgage arrangement. The portfoLio's average
returns woulal be lower if these types of investments were incluclecl .

For example, in I988 we calculateal that the aggregate net return
wiIl drop from 3.1. percent as reported by IPC to I.3 percent when
raw Lands anal fixed-income properties are incLutletl .

The poor performance of the real estate portfolio relative to
IPC's benchmark translates into a large shortfall. lf URS real
estate performance had been up to the average of portfolios in the
benchmark, additional gains would have been realized. At year-end
1988, the market value of the total real estate portfolio was $236
milIion. Every 1 percent decrease in the portfolio's total returns
relative to the benchmark translates into nearly S2.4 million in
additional earnings not realizeal by URS. Potential aalditional
earnings for 1987 anal 1988 are shown in figure xxlI, classifietl by
property type and manager. We estimate that URS, by consistently
underperforming the market over the past two years, experienced a
shortfall of $32 miIIion.

FIGTJRE NII

Property Type/Manager
Estimated Ea rni ng s

( Unaler ),/Over r
1988 Ending
Market va lue

FIA Associ ates
URS-Rar^, Lands
URS,/FIA Associates
Aetna
URS-Income Propert ies
URS-Fixed Income
JMB Group Trus t

Tot a Is

$r9,792,000)( 8, 8s2, 0 00 )( 4,o84,ooo)
( 8,000)

8,000
164,000
406.000

(

$(32,1s8,000) $236,037,000
rEstimates include both income and appreciation of property.
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As the data in Figure XXII inilicate, three components of the
portfolio account for URS' poor performance in 1987 ancl 1988: 1)
income properties acquired and managed by FIA Associates which is a
major component of the shortfall, 2) raw lands purchaseal antl managed
by URS, and 3) income properties purchasetl by URS that were later
transferred to FIA in 1983. By far the largest potential losses
stem from 10 properties acquirecl and managed by FIA Associates.
During the past two years these income properties, consisting
principally of shopping centers, office buililings, and industrial
builalings locateal outside Utah, have experienced reductions in
appraisetl values of more than $18 mi11ion. FIA acquired these
properties with boarcl approval during the years L984 through 1987
with URS real estate staff raising concerns over FIA's practices as
early as 1984. These large !,rrite-downs in market value have offset
net income generatetl by the properties, resulting in low yields of
0.2 percent in 1988 and a negative 7.2 percent in 1987.

SimiIarIy, the raw lanals portfolio and the properties
transferrecl to FIA have underperformed the market, mainly because of
Iarge unrealizable Iosses on appreciation. These properties were
generally purchaseal prior to ]-982. During 1987 anal 1988, net
write-downs in market values on raw lands totaLed more than $0million. These undevelopecl properties procluced negative returns of
22.5 percent in 1988 and 5.2 percent in 1987. Four income
properties purchased by URS anal transferreal to PIA in 1983 were
written down $920,000 over the two-year periotl . Losses on
appreciation and on income resulted in negative returns of 9.9
percent in 1988 and I0.2 percent in 1987 on these four investments
a Ione.

The URS boarcl and the real estate staff are aware of the low
returns earned on its raw Iand portfolio. As early as 1983, URS
recognized that it was one of the few public pension funds having a
Iarge component of raw lantls in its portfolio. It adopted the
strategy to sell off its undevelopecl lands. One of the reasons FIA
was hirecl by the fund in 1983 because it offered the best marketing
plan for these undevelopeal properties. when FIA failecl to initiate
a single sale in the 16 months it manageal the assets, the raw land
portfolio was transferred back to URS staff. The URS staff have
sold approximately one-third of the raw lantl then in 1988, URS hireal
a listing broker to continue to aggressively market these
properties. The broker has consummated two sale to date. To
facilitate sales of these properties, which have been helal an
average of 8.5 years, the board has approveal a policy to price the
Ianals at their appraised "fair values' rather than their appraisecl
market values. Market value represents the most recent or average
of the most recent appraisal values. Fair value is that value which
results from discounting the appraised value by the amount necessary
to promote a "quick" sale of the property, generally within the next
12-month period. URS has established fair values on its rar.r lanils
that average about LI percent less than current market vaLues.
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Total returns on real estate consist of appreciation anat
income. Appreciation refers to changes in market vaIue. For
example, an investment purchased for $l million, which is later
appraised at $500,000 shows an unrealizable loss of $500,000 in
appreciation. Income or net income is the alifference between
revenue and expense. Generally, raw lands will procluce negative net
income because carrying costs for utilities, property taxes,
insurance, and management fees will be larger than revenue alerived
from leases and other sources. The properties are purchased with
the expectation that their increase in appreciation will more than
offset the costs to holat the asset.

The URS board together with its real estate consultant is
investigating possible reasons for FIA's poor performance to
determine what corrective action should be taken. when the
investigation is completed, the board will deciale whether to retain
FIA or to select another advisor. The URS boaral should continue to
evaluate real estate performance and consicler ways to improve
returns.

Recent ReaI Estate Investnents Shor Inproved Perfornance

Although overall real estate returns have been low, real
estate investments made since 1985 show higher returns than earlier
investments. Improved acquisition policies anal investment analysis
have been instituted by URS to assess the investment's return and
risk potential. URS has tliscontinued the speculative practice of
purchasing unaleveloped lands. In addlition, URS has recently electeal
to invest in commingled funcls. These funcls together with recent
acquisitions have outperformecl the market.

Compareal to stocks and bonds, real estate represents a much
less liquial investment vehicle. This lack of liquidity is reflectecl
in the fact that a majority of the current properties in the fund's
real estate portfolio Brere purchased prior to I985. Figure XXIII
lists the various internal and external acquisition managers, their
perioals of tenure, and the number anal market value of properties
they acquired that were stiII in the portfolio as of December 31,
r988.
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FIGTJRE UIII
Portfolio Aggregete by Acquisition Manager

End of 1988

Acquisition
Manager

Perioal
of Tenure

Number of
Properties

Book Value
of Propert ies

Internal #1
Internal #2
Internal #3
FIA Associates
JllB Group Trust
Aetna Realty Inv.

Tota IS

l9 85-present
19 81- 19 84
1975-r980
1983-present
1987-present
1987-present

3
15
36
10

Commingleil Fu
ConningLeal Fu

$44 ,]-0O ,287
5I,80r,585
30,447 , 635

rr0 , 43t ,299
20,000,000
3.8 5,700

nd
ntl

64 plus 2 Com Fundsr $270,6L7,505
*URS acquiredl interest in a third
enal of 1988. This purchase is not

closed-end commi ng lecl
inclualed in the above

fund at the
tabIe.

During the L4 years URS has investeal in real estate
(f975-I988), three alifferent investment officers have managed the
internal portfolio. URS has aLso contracteal with three outside
advisors to manage anal acquire investments. Besiales FIA
Associates, the funal has contracteil with JIIB Group Trust and Aetna
Realty Investments, two closed-end commingled funds. Under the
cornmingleil funtl arrangement, URS divests itself of any
responsibility for purchasing, managing, or selling decisions at the
property leve1. As sholrn in figure xxlII, 50 percent of the
portfolio's nearly $271 million in encling 1988 book value was
acquireal by outside aclvisors to the fund.

A comparison of 1987 and f988 net rates of return on
properties grouped by acquisition manager is summarized in Figure
xxlv, The worst performing properties were acquirecl under the
direction of the reaL estate officer who managetl the portfolio from
l-975 through 1980, when most of the raw lanal in the portfolio was
purchaseal. The highest yields are on properties acquired recently
by the current real estate officer anal the commingleal funds. These
investments have performed equal to or better than the IPC benchmark
over the short history available on these investments.
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FICTJRE NIV
Net Rates of Return by Acquisition Manager

19t7-l9tt

Acquisition
I{anage r

Time with
T'RS

Net
Rates of

L987

Return
at Market

1988

JMB Group Trust
Internal #1
Aetna Realty Inv
Internal #2
FIA Associates
Internal #3

19 8 7 -present
19 8 5-present
19I7-present
r981-1984
1983-present
1975-r980

NA
6.72

NA
-0.5
-7 .7
-8.5

0t
t
7
4
3
6

9
7
6
4
1

-18

IPC Index 6 .2% 6 .8%

Improved acquisition policies and investment analysis have
been instituteal by URs, Following the recommendations of our
previous aualit report, the IrRS board began to establish criteria ancl
objectives for the purchase and sale of real estate. In 1988, these
criteria were revised by IPC. Ahe new policy prohibits the
assumption of undue risk, demands investment diversification by
geographical area, by investment structure, and by property
Iife-cyc1e stage, and requires pretlictable investment performance
based on realistic economic projections anal past income earned. In
addition, the purchasing decision requires a market area analysis of
the property's economic and demographic characteristics, a review of
rental rates of similar properties in the market area, and val.uation
requirements for the sale of the property. The approval of the
purchase or sale of an investment requires the unanimous consent of
the ReaI Estate Investment Cornrnittee, which is compriseal of the
executive alirector, investment officer, anal real estate investment
officer. The URS boarcl no longer reviews or approves property
acquisitions or dispositions.

Current real estate policy does not prohibit URS from
purchasing uncleveloped properties in the future. Holrever, return
requirements are so high, that few if any investments considered for
purchase would qualify, It is aloubtf u] if any of the raw lanals
acquired previously would meet current investment criteria, under
which the required annual rate of return is 21 percent for such
speculative investments. IIRS made its last major acquisition of
undeveloped land in the early 1980's. Since then, the fund has sold
approximately one-thircl of its ral, lanal portfolio. It had 42 lanal
properties in 1983 worth $35.4 million at book, and at the enal of
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1988 it }:.ad 22 lantl investments with a book value of $2I.6 million.
The sold Lands averagetl a very respectable internal rate of return
of 12.3 percent. However, returns for the remaining properties are
expecteal to be much lolrer due to the large market write-alowns taken
and the high carrying costs associatecl with the assets.
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Chapter Vll
BUILDING SPACE UTILIZATION
LACKS PHOPER CONTROLS

Although the state and many private institutions have bui).ding
space requirements for employees, URS does not use any space
requirements or controls. As a result, space allocations
significantty exceeal space standards established for state agencies,
and URS building space is not weII utilizecl. Proper utilization of
a building would prevent trust money from being used to provicle and
operate unnecessary builtling space. Our review showed both that URS
space utilization is Iow comparetl to other state office builalings
and that URS private office sizes exceetl state standarcls.

The URS' existing builcling could be better utilizetl if proper
controls over builtling use rrere in place. Approximately 140
employees are housed in the McDonal(l Buililing. If URS were to
conply with state building stanilarcls, a Iarger number of employees
could have offices in the structure. Inefficient use of space in
the McDona1cl Building may have resulted in URS leasing over 5,000
sguare feet of space in a nearby office builcling as welI as
receiving board authority to build a new office expansion with over
60,000 square feet of rentable space next to its existing builtling,

Estimateal construction costs for the nei^, builaling in the
original contract totaled $3.7 million excluding the cost of tenant
improvements ($811,087) and Ianal value ($947,798). The developer
using a ylay 26, 1989 proposal revisecl these costs up$rard from $3.7
million to $4.4 million, due to plan changes and conilitions imposed
by the Salt Lake City Planning & zoning Commission. The aleveloper
estimates cost increases in the following areas3

Fu 11 basement
Unfinishetl racquetball courts &.

exercise facility
Parking st ructu re
Rear entrance canopy
Architecture & engineering
Contingency fee adj us tment
Air contlitioning acl j ustrnent s
Pocket park l analscape
Tunne I
Power line re locat i on
Bid adj ustments

$31s,800

Bui lcling revision costs $682,950

150,000
102,180
55,150
39,500
38 ,420
32, 080
3L ,25O
28 , L20
20 ,450(r30.000)
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The new building will be classifieal initially as an investment
asset since it is anticipated that about 80 percent of its rentable
space will be leased to outside tenants. In time, as URS occupies a
larger percentage of the 61.000 square-foot rentable area, the
structure will be reclassified as an internal operating asset. This
approach aloes not require budgetary review anal approval by the State
Legislature. URS projects it will neeal I0,000 square feet of
initial space and an aalditional 5,000 square feet each successive
year. These growth projections are not supportetl by URS existing
plans for aalditional staffing needs.

URS Space Utilization Is Low Compared to
Other State Office Buildings

URS usable square footage per employee is 30 percent higher
than the average of other state office space we sampled. The higher
space allocation per employee suggests that space in the McDonald
Builcling could be better utilized. More efficient use of existing
space would significantly decrease URS need to lease or construct
additional office space.

Space utilization varies with builtling design anal agency
needls. For example, 29 percent of the McDonaIal Builaling is common
space (such as bathrooms, ha11ways, lobby, and lunch room). I.{ost
other office builclings ownecl or leased by the state have comrnon
areas representing l1 to 17 percent of rentable space. The high
conmon area of the McDonald Builaling is a result of how the
architect designed the building, not a measure of URS use of
existing space. In oraler to make a fair comparison of how weIl
existing space in the McDonaId Building vis-a-vis other state office
buildings is being used, we eliminateil common areas from surveyed
structures and only inclualed usable space, the actual area
occupied. Figure XXV shows how four state buildings' usable space
(exclucling such space as eLevator shafts, stairways, haIIs, foyers,
atria, and lunch rooms) compares to URS usable space.
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Bu i Iali ng Usable
Square Feet

Number of
Emp Ioyees

Square Feet
Per Employee

Heber Wel Is
SociaI Service
Dept. of Transport at ion
Health Bui lding

r68,00I
r05,000
r75,80r
138,067

900
620
700
700

187
r69
25L
L97

Ave r age
URS

L46 ,7 L7
35,560

730
140

20L
252

Figure XXV shows that while state employees average about 200
square feet of usable space, URS employees are allocatecl an average
of 260 square feet, If URS' space allocation were the same as the
survey average, then an additional 42 employees could be placed in
the McDonalil Building. One reason the state is able to accomplish
higher utilization is because it has developed space allocation
standards for various types of office space. The next section
compares the space allocateal to URS empJ.oyees in private offices
against these standarals.

IJRS Private Office Sizes Exceed State Standards

while the state anal some private companies have established
stanalards for office sizes depending on a employee's position, URS
does not have any stanilarals to limit the size of private offices.
we found that its employees' office spaces significantly exceecl
state standarals. If state stanalarals were used by URS, then the
existing building coulal be better utilized. Higher utilization
would result in lower unit operating costs.

Although we did not complete a comPrehensive space utilization
stuily of the McDonald Builtling, believing that such a stualy would
require a consultant, we clid compare some existing private office
space against state stanalards. our review of some URS
administrative positions and lower staff positions with Iarge room
allocations intlicates that URS' usable space could be better
uti 1i zed .
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FICTJRE UVI

IJRS Space Al locat ione Conpered
For Privete Office

to State Standards
Space

URS Job
Pos i t ion

State
Stanalard
Useal

URS
Sq. Ft.
Al locateal

State
Sq. Ft.
Al loweal

Extra
Space

Sq. rt.

Investment Of f icer
Support Svcs . Manager
Cont rol ler
Group Insurance Admin.
Aalmin. Service Manager
DP Manager
Records Manager
PortfoLio Manager
Property Manager
Investment Analyst
Meilical Claims Manager
Uicro Computer Spec.
Programmer Analyst I
Personnel Assistant
General Clerk II
Reco rals Analyst I

Di r.
Section Head
Professional
Professional
Professiona I
Professiona I
Computer Spec.
Computer Spec.
counselor
Clerk
Technician

245
315
280
255
255
220
2r0
200
155
225
245
170
r55
200
150
150

50
130

95
70
80
35
50
75
40

r.0 0
t20

70
55

r00
r00

75

DeP
Dep
Dep
Dep
DeP
Dep

uty
uty
uty
uty
uty
uty

D
D
D
D
D

1r
ir
ir
ir
ir

TotaIs 3,460 2,205 t ,255

As the comparisons from Figure XXVI indicate, URS private
office space allocations to employees significantly exceed state
standards for similar positions. Even some [rRS clerical positions
are allocated more space than professionals in private or public
office. Baseal on these 15 selecteal positions, URS employees average
one-and-one-ha 1f times more space than recornmended by stanalarals --
almost 80 additional square feet per rrork station. This analysis
suggests that existing space can be more efficiently used.

Undoubtedly, increased utilization of the McDonald Builcting
may not be cost effective because remodeling costs in some areas of
the building might run as high as $20 a square foot. But this cost
would have been cheaper than constructing a new building, where
projectetl costs are around $I00 a sguare foot. Irtoreover, better
utilization of the existing building is necessary to loerer operating
costs figured per employee.
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Proper discharge of management's responsibility should entail
appropriate utilization of existing building space. without a
utilization study and without appropriate space standards in pIace,
there is no assurance that expansion into the new office builtling
wiII be handleal efficiently. AIso, improved utilization of office
and common space in the McDonald Building should be examined to make
more space in the new building available as income property. In our
opinion, the new builaling should never have been built without a
space utilization study.
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Chapter Vlll
TRAVEL EXPENSES LACK PROPER CONTROLS

The lack of proper controls in URS travel policy ancl
procedures has resulted in comparatively high out-of-state
expenditures and alouble reimbursements. Although URS compensation
is higher than market, enployees are alloweil aalalitional income
through travel reimbursements. TraveI policies of most other public
pension plans provide aalequate assurance that travel expenditures
are reasonable and that reimbursements are for expenses incurred.
However, URS out-of-state travel policy does not assure adequate
control over travel expenditures and the amount of travel incurrecl.
As a result, URS out-of-state travel expenditures averaged $31,400higher than those of other retirement systems surveyecl .
Aclditionally, proper controls do not exist to assure appropriate
documentation for reimbursed business meal.s which appear high.

URS Out-of-state Travel Expenses Are High

URS expenses for out-of-state travel are higher than those for
funds in other states. During fiscal year 1988 the URS system spent
approximately $55,250 on out-of-state travel. This figure is
significantly higher than the average expended by nine other state
retirement systems ($33,850). The URS system averageal $31,400
higher than the other funtls surveyeal. It appears that URS could
realuce their travel expenses by allowing fewer trips ancl not
allowing double reimbursements.

The funds of nine states were selected for our survey of
travel expenses. The funcls were selectecl on the basis of their
western location or on their asset size. we concentrated more on
larger sizecl funds because URS staffing levels are typically higher
than those of funds with a similar sized asset base. Figure xxvll
shows the states surveyed, asset size, membership, and employees.
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FIGTJRE )frVII

LJRS Out-of-c tate Trevel Erpenees
Conprred to Other State'sfl' ,11, 0r UI lt ,,0

t&t

Ret i rement
System

Asset Size.
(Billions)

Tota I
Membe rshi p

Number of
Emp loyees

F'Y 19 88 Trave I
Expenalitures

Arizona
Co 10 raalo t t
Ialaho
New Mexico
Nev ada
Georg i a
Mississippi
I owa
KanS a S

Ave rage
URS

.2

.6

.3

.5
,7
,9
.3
.8

$o
7
1
1
2
2
3
3
3

155,000
136,000
59,300
35,000
89,000

250,000
r74,000
195,000
I47,000

62
138

44
4l
37
35
73
51
65

$ 10,000
141,400
13,000
15,000
21,100
12, 800
40,500
40,000
I0,800

$s. e
$3 .2

139, r00
104, r00

6I
r01

$33,8s0
$5s,250

*Asset size taken from
1989.
rrEstimated out-of-state traveL since Colorado
out-of-state travel separately and incluales
involved in colorado's health program.

Pan q i 
^n 

.nd T r'l m6nl- L^6 l/lr^.ri n6 23 Jan.

aloes not account for
travel by empl,oyees

Figure xxvl I shows that only one funcl, Coloraalo, has a higher
expense for travel than Utah. The table also shows that Utah has a
higher number of employees on average, although the fund's asset
base and membership is lower on average. Since the URS personnel.
system lacks proper controls it is not possible to conclude that the
higher travel is justified by the hiqh number of employees.
However, even using travel costs per employee rather than membership
or asset size, URS travel is sti1l over L6 percent higher than the
average.

URS fiscal year 1988 out-of-state travel expenses amount to
over $55,250. These travel expenses included expenses which are
charged to the investment funil and are not subject to the normal
budgetary review of the Legisl,ature. Approximately $I1,000 of the
$65,250 travel expenses were to send eight URS employees and four
board members to an annual real estate conference which URS
sponsors. Revenue from this conference is useal to pay these
expenses and is kept in a separate account, Currently, this account
has in excess of $80,000.
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IJRS Double Reimburses Employees For Meals

Another area in which travel policy lacks controls is that of
meal reimbursement. URS policy aIlows travelers to be reimbursed
for meal expenses whj-ch they alid not incur. URS employees often do
not have to buy mea1s. URS will send several employees on trips to
conferences, training, or seminars which often include meals in the
registration fee or the meals are paid for by a thiral party. In
addition, administrators and board members receive many invitations
to meals anal other activities. However, URS policy allows for
employees to be reimburseal for these meals, resulting in income to
the traveler. During calendar year 1988, 49 of 93 travel vouchers
had documentation of some meals provideal. The 49 trips showed at
Ieast $2,359 of meals were provicled. URS reimburseal the full amount
of $S,tgz, resulting in a double reimbursement for expenses and
employees' receiving adalitional income from travel.

The state of Utah has establisheal a meal per diem which
closely reflects the actual cost of mea1s. However, since the per
tliem rate closely reflects costs, state employees must aleduct
provideal meals from the per diem rate. The state recently raisecl
the per diem rate to $30 a alay for out-of-state travel. In
atldition, other retirement systems either reimburse actual costs or
use a per diem rate which reflects actual costs. Other public
retirement funds that use a per tliem rate require meals provided in
the conference fees to be detluctetl from the per diem to avoid
reimbursing employees for expenses not incurreal.

The URS per diem rate of $30 is similar to the state's, which
is supposed to reflect Lhe actual cost of meaIs. However, unlike
state policy, the URS policy allows reimbursements for expenses not
incurred. In our opinion, travel rules should be establisheal to
provide reimbursement for expense incurreil and not provide an
additional source of income for employees. For example, the
executive director was presialent of the National Conference of
Teacher Retirement (NCTR) association in fiscal year 1947. As

A reviev, of out-of-state travel vouchers inclicates travel
expenses can be reduced by other ways than Limiting out-of-state
trave}. An example of a possible savings is a trip made by an
employee to Orlanalo, Florida for training. The same training was
available closer to SaIt take City during various time periods. The
training lasteal four-anil-one-haIf clays anal lunches were included in
the registration fee. The enployee, however, submittecl meal
reimbursement for seven days and clicl not excluile the lunches already
covereal by the registration fee (see next section). In acldition,
the employee stayeal at the conference hotel but still rentetl a car
which was paiil for by URS. The car rental, double reimbursement for
meaIs, and location a1I coultl have been avoidecl, thus realucing the
cost of this trip.
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president, he attendeal a planning meeting in the virgin rsland.
Accorcling to the NCTR treasurer, all expenses including meals for
this trip were paid for by NCTR. However, the executive director
stiIl sutmitted to URS a $I38 travel voucher for meals, which is
allowed by URS policy. Since these exPenses were not incurrecl, this
reimbursement represents additional income to the executive
clirector. The executive director also has expenses paid as National
Association of State Administrator's (NASRA) aclministrative
officer. Since the director is on salary with NASRA and goes on
trips which qualify both as NASRA and URS business, the meals paid
for through NASRA should not be reimburseil by URS.

rt appears travel expense can be reduced through disallowing
double payments for meals. During calendar year 1988, it appears
travelers received at least $2,359 in double reimbursements,
resulting in aalditional income from these trips. Since complete
alocumentation antl information l"ras not available on travel, there is
no way to determine the total amount of meals provideil to URS
employees.

Business MeaI Erpenses Inadequately Docurnent ed

70

A final area which Iacks proper control is that of allowing
and documenting in town business meal expenses. Most public pension
plans contacted allow no to littIe in town business meal expenses
while URS averages over $550 a year. For example, the executive
alirector has not appropriately clocumented some $I,I00 of business
lunches over the Iast two years. Appropriate business practices
would require that business meals be documented as to location,
reason, intlividuals, and amount for the business Lunch. However,
the URS e:ecutive director has submitted only visa charges to be
paid by the funal for mea1s. Some meals dicl not have any description
of the reason or individuals involved. Thus, the executive tlirector
could be treating friends, employees, or family to these meals. The
executive alirector assuretl us that these meals were for business
purposes and that he preferreal not to disclose all the inclividuals
involvecl in these rneetings, although such a disclosure is requirecl
to assure expenditures are justified. He has assured us that in the
future he wiII provitle proper alocumentation.



Chapter lX
RECOMMENDATIONS

The audit report provitles direction for improvement in four
operational areas and considers URS investment returns.
SpecificaIIy, we fountl a general lack of controls in personnel,
payrol1, building utilization, anal travel. Management has alreatly
begun taking corrective action to assure proper controls over these
expenditures are in place. In aaldition, we have evaluated the
investment portfolio returns ancl tried to explain why URS returns
are Logrer than the SEI metlian based on several other investment
funds returns. In our opinion, the URS board anal URS management has
taken action in trying to increase URS returns. These actions
include starting the Standard and Poors 500 stock index, investing
in international anal small capital stocks funals, increasing the
asset allocation to equities/stocks, and selling off raw lanil
included in the Iand portfolio. URS actions shoulal result in
improvetl returns to members of the trust fund. SpecificaIIy, the
following recommendations are made for the URS:

I we recomrnend that URS Board take action
compensation (salary ancl benefits) back
compensation be regularly studieil ,

to
to

bring total
market and

2

3

we recommend that the Boaral periodically stuily management
salaries to assure internal antl external equity.

we recommenal that the URS cliscontinue the retention incentive
policy requiring the purchase of adalitional retirement
benefits. Employees who have received this benefit shoultl
have the expense of the benefit figured in determining future
increases in compensation which wiII result in lower increases
to these employees to offset the expense.

we recommend that aalequate controls be aleveloped over the
payroll system. These controls should inclutle a proper
separation of duties and procetlures to make sure accurate anal
complete records are maintainecl accorcling to an appropriate
retention schedule. In atldition, a timekeeping system should
be developetl requiring emPloyees to report time workeal with
proper supervisory review.

we recommend that URS keep the Board informeal on policy
changes antl in the impact on administrative expenses.

4

5
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6 v{e recommend that payroll procedures be changed to reflect the
f o llolri ng policies:

A. Leave benefits shoultl be prorated to part-time
employees.

B. overtime palrments should be properly checkecl an<l
discontinued to employees who are erempt unaler federal
Iabor standards.

C. compensatory time shoulal be allowed accorcling to
policy and have accurate accounting of compensatory
time.

D. teave taken shoulcl be accurately accounted for on the
employee's records.

E. Personal leave policy be usecl accoraling to well
establisheal guidelines.

we recommend that the following
discontinued:

payroll policies be

Holiday pay for temporary employees.
Funeral leave for friends.
Administrative Ieave for christmas shopping.

we recommencl proper policies and procedures be aleveloped to
assure management and employees do not engage in activities
that include working for other organizations during office
time and having personal property workeal on by URS staff.
We recommend that adequate control-s be aleveloped over the
human resource division which would include:

Hirinq a qualified human resource manager.
Using competitive hiring practices to seek qualified
applicants to fiIl job openings.
Establishing controls anal guidelines for increases in
compensation.
Conducting Proper job analyses on job positions anal
updating position alescriptions.
Enforcing nepotism po l icy.
Developing a coherent human resource system.

we recommend that the Boaral continue to closel.y monitor
portfolio performance through setting appropriate standartls
and making changes in fund managers when neecled.

we recommenal that a proper building utilization stualy be
compLeted and stanalarals be establisheal for job positions.

We recornmend that travel controls be put in place to prevent
excessive travel and that the travel policy be changed to
prevent double reimbursement for meal expenses.

7

8
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we recommend that prope r
establishecl for business meal

documentation anal
exPenses.

13.
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U1AH REIIREMENI SYSTEMS

UTAH SIAIE RETIREMENT BOAPD
540 Eosl 200 South
Soll Loke City. Uf 84102
(801 ) 35s-38M

BERT D, HUNSAKER

EXECUIM DIRECTOR

October L2, ).989

llr. Wayne L. I'Ielsh
Leglslatlve Auditor General
412 State Capitol
Salt l,ake City, UT 84114

Dear Mr. He lsh:

This letter is subxnltted as a response to Beport No. 89-11, A
Perfornance Audit of the Utah RetireEent Board.

We appreciate the efforts of your audit staff. The audit has heen
long and arduous for a1l concerned. The details of the audit have been
revealing and rgi1l be rnost helpful to our staff in conp'l.eting the
transitlon which we have been maklng 1n the last fe'l years from a smaIl
and relatlvely uncomplicated entity to the large and rather conplex
organlzatlon needed to fulfill the responsibility lrhich the tltah state
Legislature has placed upon us. Time constraints nake it lmpossible for
us to make an adequate analysis of the performance audit of our office
and we are not able under these clrcumstances to prepare a detalled
resPonse.

However, as you l,ill see fron our responses to the specific
recoDmendations of the report, we are in agreement rrith the fundaDental
conclusions of the audlt and are proceeding to analyze and impl ement
those recoEEendations.

Below please find our comlents on the recon endations of your audit
report in the same order in which the recornnendat j ons Lrere presented:

1. Management is taklng innediate actjon to address concerns
regarding levels of compensation. A freeze on promotions and
perfornance salary adiustments has been Put into effect unti'r such tlme
as a proper market survey can be nadc.
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2. ManageFent will take step6 to Eake periodic studles of
compensatlon with regard to both internal and external equitv.

3. I+Ie are revlewing the retentlon lncentive pollcv ulth the
lntentlon of uodifving it and deternlning actual financJal lnpact on the
Fund. If it can b€ detennined that the purchase of service ls' ln fact'
coEpensatloo that can be speciflcally ldentified, steps t 111 be taken to
include it -in the consideration of total employee coDpensatlon.

4. The payroll functlon is belng segregated frou the personnel
function to ensure proper controls, and procedures wlll be revlewed to
ensure that proper record keeping is accomplished. office
organizatlonal structure will be changed and tirnekeeping softuare yill
be installed on the computer.

5. ft has a1\rays been the intent of managenent that the Board be
inforoed on po1lcy changes and the lEpact on adDinlstrative expense.
However, being alerted to your concern that thls has not always been
done, we ril1 take steps to ensure that this kind of informatlon is
always nade availahle to the Board.

6. Iuplenentation of payroll procedures:

A. PoLicy has alreadv been put 1n place to speclfv the
condltions under whlch a part tlme euployee wlll vork, lncludlng the
prorating of leave benef lt s.

B. We agree that overtime payEents should be checked and
dlscontlnued to employees who are exenpt under Federal l.abor Standards.

C. We agree that compensatory tlDe should be allosed
according to policy and should be accurately accounted for. We u111
take step6 to ensure that this happens.

D. We agree that leave tlme tal.-en should be accurately
accounted for. The timekeepinB systen belnF put lnto place should
ensure cornpliance lrlth thls regulation.

E. lle concur that personal leave policy should be used
according to well establlshed guldelinea.

1. Discontinuance of payroll pollcies:

A. Holiday pay for teDporary euployees vill be dlscontlnued.
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B Funeral leave for friends w111 be discontinued.

Adnlnistrative leave for Chrlstmas shopping will beC.
di scontinued.

8. Policies and procedures will be analyzed and nodified to ensure
that maDagement and employees do not engage in inappropriate activities
during working hours.

9. We concur with recommendation No. 9 in its entiretv. I,Je have
retalned a Human Resource Manager who is qual-lfied in all of the areas
nentioned in your recoDmendatlons regardlng personnel and human resource
po1lcy and procedure. Ile rsl11 report for work on Novenber 1, 1989.

10. Policles and procedures regarding lnvestments and asset
allocation have been in place since 1985 and rre rrl1l continjue to use
the standards outllned in the policy to make continued revlew and change
of Fund managers as needed.

12. we agree that neither excesslve travel or double reirnbursement
should be tolerated. We will review our policies to ensure that
appropriate nodlfications are nade to conply with this recotrmendatlon.

13. We agree that proper docuEentation and control should be
established for business tneal expenses, and current policv will be
revlewed and modiflcations nade' lrhere necessary.

As you will note, we have taken positive steps to address some of
the problerns raised in the report. Iloreever ' under the c:[rcumstances
inposed by tine constraints, we reserve the right to question Partlcular
assunptions in the report or specific statements or conclusions
which can reasonably be interpreted to supPort a charge of breach of
fjduciary duty.

In sutrmarv, we feel that the bulk of the concerns Lrith regard to
compensation and other issues regarding personnel and httrnan resource
management can be addressed bv the hiring of a professional hunan
resource manager. As has been nentioned, that hiring has now been
acconplished. Concerns expressed by your rePort regardlng low

11. I{e agree that proper building utllization studies and
standards should be used. We are ln the process of retalninEi a
consultant to do a proper space utillzation study prior to the time re
nake any final connitmerts of staff to the new building.
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investment returns rre feel are being addressed bv current pollcv.
Reports from our consultants would lndicate that the upward trend ln
investment performance should continue, We w111 , hovever, contlnue to
reviev our controls and procedures both in the human resource area and
the investnent area to ensure that our fiduclary responslbllitv is rDet.

To the extent that the audlt has pointed out areas of needed
loproveEent, we are grateful ,

Yours si

Bert n. Hun sa r
Executive Direc tor

BDH:whrn
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