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Overall Conclusion

The Commissioner and Board of Trustees of the Office of the Fire Fighters’ Pension Commissioner
(Commission) have not demonstrated the ability to establish effective control over critical
Commission functions.  We believe that external intervention is necessary to establish adequate
control over the $20 million Texas Statewide Volunteer Fire Fighters’ Retirement Fund.  We
recommend that state oversight officials consider mandating adequate controls over the critical
functions of the Commission.

Key Facts and Findings

& The Commissioner implemented some of the recommendations we made to address
control issues identified during the course of this review.  However, the Board of Trustees
(Board) and Commissioner have a pattern of operating in ways that show inadequate
attention to establishing proper controls.  The result of this pattern has been that the
responsibility for recommending and monitoring effective controls has largely fallen on the
auditors.

The Commission did not establish effective contract administration controls over its
investment activities, including controls over contractor selection, contract provisions,
contract payment methodology, and contractor oversight.  The absence of such oversight
constitutes a material weakness in the Commission's overall control environment.

& The Board failed to provide adequate governance and oversight for Commission activities. 
Failure to disclose business relationships between Board members and the Fund's consultant
did not comply with the Board's ethics policy and could give rise to the appearance of a
conflict of interest.  The Board’s approval of changes to critical Commission functions was
made without adequate time for deliberation and was based on limited information.

& The Commission did not follow state law, which requires trust funds to transfer uninvested
cash to the State Treasury prior to reinvesting it.  Transferring cash balances to an account
at the State Treasury would also improve control over fee payments to contracted
investment providers.

Contact
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The Committee of Sponsoring Organizations of the Treadway
Commission has defined internal control as a process, effected
by an entity’s board of directors, management, and other
personnel, designed to provide reasonable assurance regarding
the achievement of objectives in the following categories:

& Effectiveness and efficiency of operations, including
safeguarding of resources

& Reliability of financial reporting
& Compliance with applicable laws and regulations

Internal control can only be judged effective if the board and
management have reasonable assurance that:

& They understand the extent to which the entity’s
operating objectives are being achieved.

& Published financial statements are being prepared
reliably.

& Applicable laws and regulations are being complied
with.

The executive director is ultimately responsible for internal control
and should assume “ownership” of the system.  Management is
accountable to the board, which provides governance,
guidance, and oversight.  Effective board members are
objective, capable, and inquisitive.

Auditors, bringing an independent and objective view, contribute
by providing useful information to management and the board in
carrying out their responsibilities for control.  However, auditors
are not responsible for, nor are they part of, the entity’s internal
control systems.

The Commission Failed to Provide
Basic Oversight and Control of
Commission Investment Activities

 KH�&RPPLVVLRQHU�DQG�%RDUG�RI�7UXVWHHVTRI�WKH�2IILFH�RI�WKH�)LUH�)LJKWHUV©�3HQVLRQ

&RPPLVVLRQHU��&RPPLVVLRQ��KDYH�QRW

GHPRQVWUDWHG�WKH�DELOLW\�WR�HVWDEOLVK�HIIHFWLYH

FRQWURO�RYHU�FULWLFDO�&RPPLVVLRQ�IXQFWLRQV�

& 'XULQJ�ILVFDO�\HDU�������GHFLVLRQV�DQG

FKDQJHV�WR�WKH�&RPPLVVLRQ©V�EXVLQHVV

DUUDQJHPHQWV�H[SRVHG�WKH�����PLOOLRQ

SHQVLRQ�IXQG��)XQG��WR�XQDFFHSWDEOH

OHYHOV�RI�ULVN��

& %HIRUH�ILVFDO�\HDU�������RXU�DXGLW�ZRUN�DW

WKH�&RPPLVVLRQ�KDG�UHVXOWHG�LQ�D�UHFRUG

RI�VLJQLILFDQW�RU�PDWHULDO�FRQWURO

ZHDNQHVVHV���7KH�&RPPLVVLRQ�KDV

JHQHUDOO\�IDLOHG�WR�UHVROYH�WKHVH�VHULRXV

ZHDNQHVVHV�ZLWKLQ�D�UHDVRQDEOH�WLPH

IUDPH����6HH�$SSHQGL[������

%HFDXVH�RI�WKLV�KLVWRU\��ZH�EHOLHYH�WKDW

H[WHUQDO�LQWHUYHQWLRQ�LV�QHFHVVDU\�WR�HVWDEOLVK

DGHTXDWH�FRQWURO�RYHU�WKH�)XQG���7KXV��ZH

UHFRPPHQG�WKDW�WKH�/HJLVODWXUH�FRQVLGHU�D

UDQJH�RI�RSWLRQV�IRU�PDQGDWLQJ�DGHTXDWH

FRQWURO�RYHU�WKH�FULWLFDO�IXQFWLRQV�RI�WKH

&RPPLVVLRQ���7KHVH�RSWLRQV�LQFOXGH��EXW�DUH

QRW�OLPLWHG�WR��WKH�IROORZLQJ�

& 5HTXLUH�WKH�&RPPLVVLRQ�WR�FRQWUDFW�ZLWK

WKH�(PSOR\HHV�5HWLUHPHQW�6\VWHP��(56�

IRU�LQYHVWPHQW�FRQVXOWLQJ��PRQH\

PDQDJHPHQW��FXVWRGLDQ��DQG�LQYHVWPHQW

DFFRXQWLQJ�VHUYLFHV���7KLV�ZRXOG�EULQJ�WKH

)XQG�XQGHU�WKH�XPEUHOOD�RI�(56©V

FRQWUROV�EXW�VWLOO�DOORZ�WKH�%RDUG�WR�JRYHUQ

DQG�RYHUVHH�WKH�)XQG�DQG�WKH

&RPPLVVLRQ©V�RWKHU�DFWLYLWLHV��

& 0DQGDWH�PRUH�HIIHFWLYH�FRQWUROV�LQ�WKH

&RPPLVVLRQ©V�HQDEOLQJ�OHJLVODWLRQ���)RU

H[DPSOH��VSHFLI\�WKDW�

� 7KH�&RPPLVVLRQHU©V�HGXFDWLRQ

LQFOXGH�FRXUVH�ZRUN�RU�SULRU�ZRUN

H[SHULHQFH�LQ�WKH�DUHDV�RI�EXVLQHVV

DGPLQLVWUDWLRQ��DFFRXQWLQJ��RU

LQYHVWPHQWV��

� 7KH�&RPPLVVLRQ�HVWDEOLVK�D�SDUW�

WLPH�LQWHUQDO�DXGLW�IXQFWLRQ

� 7KH�&RPPLVVLRQ�XQGHUJR

LQGHSHQGHQW�UHJXODU�LQYHVWPHQW

UHYLHZV�E\�WKH�/HJLVODWXUH��DQG�RU

VXEPLW�UHSRUWV�IRU�WKH�/HJLVODWXUH

WKDW�LQFOXGH�D�VWXG\�RI�WKH�SRWHQWLDO



Executive Summary

AN AUDIT REPORT ON MANAGEMENT CONTROLS AT THE
PAGE 2 OFFICE OF THE FIRE FIGHTERS’ PENSION COMMISSIONER OCTOBER 1997

LPSDFW�RI�FKDQJHV�PDGH�LQ�LWV�FRQWUDFWHG &RPPLVVLRQ�GHOHJDWHG�WKH�UHVSRQVLELOLW\�RI

LQYHVWPHQW�VHUYLFH�DUUDQJHPHQWV�RQ FRQGXFWLQJ�WKH�VHOHFWLRQ�SURFHVV�IRU�D�QHZ

FRQWUROV�RYHU�WKH�SURFHVV FXVWRGLDQ�RI�IXQGV�WR�WKH�&RQVXOWDQW�ZKR��DW

� 7KH�&RPPLVVLRQ�EH�UHTXLUHG�IROORZ�WR�WKH WKH�&RPPLVVLRQ���7KH�%RDUG�DSSURYHG�SODQV

*HQHUDO�6HUYLFHV�&RPPLVVLRQ©V IRU�FKDQJLQJ�WKH�&RPPLVVLRQ©V�LQYHVWPHQW

FRPSHWLWLYH�ELGGLQJ�SURFHVV�IRU�IXWXUH FRQVXOWLQJ�DQG�FXVWRGLDO�ILUPV�ZLWKRXW

LQYHVWPHQW�FRQVXOWLQJ�VHUYLFH�FRQWUDFWV� DGHTXDWH��WLPH�IRU�GHOLEHUDWLRQ�DQG�ZLWK

FXUUHQWO\��LQYHVWPHQW�FRQVXOWLQJ�FRQWUDFWV OLPLWHG�LQIRUPDWLRQ��

DUH�H[HPSWHG�IURP�FRPSHWLWLYH�ELGGLQJ

UXOHV� ,Q�DGGLWLRQ��WKH�&RPPLVVLRQHU�GLG�QRW�HQVXUH

� &RQWUDFWV�FRQWDLQ�SURYLVLRQV�WKDW�JLYH FRQWURO�SURFHGXUHV�WR�SURYLGH�UHDVRQDEOH

DXGLWRUV�DFFHVV�WR�LQIRUPDWLRQ�UHODWLQJ�WR DVVXUDQFH�WKDW�WKH�&RPPLVVLRQ©V�REMHFWLYHV

WKH�SHQVLRQ�IXQG�DQG�WKH�DELOLW\�WR�DXGLW ZRXOG�EH�DFKLHYHG���6XFK�FRQWURO�SURFHGXUHV

VXFK�LQIRUPDWLRQ�DV�QHFHVVDU\ JHQHUDOO\�SHUWDLQ�WR�VDIHJXDUGLQJ�WKH�)XQG�

The Commission Did Not Establish
Effective Contract Administration
Controls Over Its Investment
Activities

7KH�&RPPLVVLRQ�GLG�QRW�HVWDEOLVK�HIIHFWLYH

FRQWUDFW�DGPLQLVWUDWLRQ�FRQWUROV�RYHU�LWV

LQYHVWPHQW�DFWLYLWLHV��LQFOXGLQJ�FRQWUROV�RYHU

FRQWUDFWRU�VHOHFWLRQ��FRQWUDFW�SURYLVLRQV�

FRQWUDFW�SD\PHQW�PHWKRGRORJ\��DQG�FRQWUDFWRU

RYHUVLJKW���$V�D�UHVXOW��H[FHVVLYH�OHYHOV�RI

DXWKRULW\�RYHU�&RPPLVVLRQ�IXQGV�ZHUH

FRQFHQWUDWHG�LQ�D�FRQVXOWDQW�ZRUNLQJ�LQ�WKH

SULYDWH�VHFWRU��&RQVXOWDQW����:KLOH�WKHUH�LV�QR

HYLGHQFH�WKDW�WKH�&RQVXOWDQW�PLVXVHG�WKLV

DXWKRULW\��D�SURSHUO\�IXQFWLRQLQJ�V\VWHP�RI

LQWHUQDO�FRQWUROV�UHTXLUHV�WKDW�WKH�%RDUG�DQG

WKH�&RPPLVVLRQHU�PDLQWDLQ�DQ�DGHTXDWH

GHJUHH�RI�RYHUVLJKW�IRU�LQYHVWPHQW�DFWLYLWLHV��

7KH�DEVHQFH�RI�VXFK�RYHUVLJKW�FRQVWLWXWHV�D

PDWHULDO�ZHDNQHVV�LQ�WKH�&RPPLVVLRQ©V

RYHUDOO�FRQWURO�HQYLURQPHQW��

7KH�&RPPLVVLRQ�IDLOHG�WR�HQVXUH�WKDW

FRQWUDFWLQJ�SURFHGXUHV�IRU�QHZ�FXVWRGLDO�DQG

LQYHVWPHQW�FRQVXOWLQJ�VHUYLFHV�FRQIRUPHG�WR

JRRG�EXVLQHVV�SUDFWLFHV�DQG�VWDWH

UHTXLUHPHQWV��VXFK�DV�WKH�*HQHUDO�6HUYLFHV

&RPPLVVLRQ©V�SXUFKDVLQJ�UXOHV���7KH

WKDW�WLPH��KDG�QR�FRQWUDFWXDO�UHODWLRQVKLS�ZLWK

WKDW�FRQWUDFW�SURYLVLRQV�VSHFLILHG�DSSURSULDWH

VHJUHJDWLRQ�RI�GXWLHV�EHWZHHQ�WKH�&RQVXOWDQW�

WKH�0RQH\�0DQDJHUV��DQG�WKH�&XVWRGLDQ�RI

IXQGV��WUDQVDFWLRQ�DXWKRUL]DWLRQ��SURSHU

LQYHVWPHQW�YDOXDWLRQ��DQG�LQYHVWPHQW

UHSRUWLQJ���7KH\�DOVR�HQVXUH�WKDW�LQYHVWPHQW�

UHODWHG�SURFHVVHV�FRPSO\�ZLWK�DSSOLFDEOH�ODZV

DQG�UHJXODWLRQV�DQG�SURYLGH�DFFHVV�WR�UHFRUGV

IRU�DXGLW�SXUSRVHV����)RU�H[DPSOH��WKH

&RQVXOWDQW©V�FRQWUDFW�DOORZHG�KLP�WR�FDOFXODWH

KLV�IHHV�EDVHG�RQ�WKH�PDUNHW�YDOXH�RI�WKH�)XQG

DQG�GHELW�WKH�&RPPLVVLRQ©V�DFFRXQWV�IRU

SD\PHQW���7KLV�FRQWUDFW�SURYLVLRQ�GLG�QRW

FRPSO\�ZLWK�WKH�&RPPLVVLRQ©V�HVWDEOLVKHG

FRQWURO�SURFHGXUHV��ZKLFK�UHTXLUH�LQYRLFHV�WR

EH�UHFHLYHG�DQG�DSSURYHG�E\�WKH

&RPPLVVLRQHU�EHIRUH�WKH�&XVWRGLDQ�LV

DXWKRUL]HG�WR�UHOHDVH�IXQGV�IRU�SD\PHQW���$

SD\PHQW�RI���������ZDV�DXWRPDWLFDOO\�GHELWHG

RQ�1RYHPEHU����������ZLWKRXW�SULRU�DSSURYDO

RI�WKH�&RPPLVVLRQHU�

7KH�&RPPLVVLRQ�GLG�QRW�XVH�RWKHU�FRQWUROV�

DYDLODEOH�WKURXJK�LWV�FRQWUDFWXDO�UHODWLRQVKLS

ZLWK�DQ�DFFRXQWLQJ�ILUP��WR�SURYLGH�VRPH

FRPSHQVDWLRQ�IRU�WKH�ODFN�RI�IRUPDO

FRQWUDFWXDO�FRQWURO�SURYLVLRQV���
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The Board Failed To Provide Summary of Objective and Scope
Adequate Governance and
Oversight for Commission Activities

)DLOXUH�WR�GLVFORVH�EXVLQHVV�UHODWLRQVKLSV

EHWZHHQ�%RDUG�PHPEHUV�DQG�WKH�FRQVXOWDQW

GLG�QRW�FRPSO\�ZLWK�WKH�%RDUG©V�HWKLFV�SROLF\��

&XUUHQWO\��WKH�%RDUG�&KDLU�DQG�RQH�PHPEHU�RI

WKH�%RDUG©V�,QYHVWPHQW�&RPPLWWHH�DUH�FOLHQWV

RI�WKH�LQYHVWPHQW�FRQVXOWLQJ�FRPSDQ\

HVWDEOLVKHG�E\�WKH�&RQVXOWDQW��7KHVH�%RDUG

PHPEHUV�YRWHG�WR�DZDUG�D�FRQWUDFW�WR�WKH

&RQVXOWDQW©V�FRPSDQ\�ZLWKRXW�GLVFORVLQJ�WKHLU

EXVLQHVV�UHODWLRQVKLSV�ZLWK�WKH�FRPSDQ\���7KLV

GLG�QRW�FRPSO\�ZLWK�WKH�%RDUG©V�HWKLFV�SROLF\

DQG�FRXOG�JLYH�ULVH�WR�WKH�DSSHDUDQFH�RI�D

FRQIOLFW�RI�LQWHUHVW�

Ensure Compliance With State Law
Requiring the Transfer of
Uninvested Cash to the State
Treasury

$W�0DUFK�����������WKH�)XQG�KHOG����������LQ

PRQH\�PDUNHW�IXQGV���7KH�&RPPLVVLRQ�GLG

QRW�IROORZ�VWDWH�ODZ��ZKLFK�UHTXLUHV�WUXVW�IXQGV

WR�WUDQVIHU�XQLQYHVWHG�FDVK�WR�WKH�6WDWH

7UHDVXU\�SULRU�WR�UHLQYHVWLQJ�LW�

2XU�DXGLW�REMHFWLYH�ZDV�WR�IROORZ�XS�RQ�LVVXHV

LGHQWLILHG�GXULQJ�WKH�VPDOO�DJHQF\

PDQDJHPHQW�FRQWURO�IROORZ�XS�DXGLW�RI�WKH

2IILFH�RI�WKH�)LUH�)LJKWHUV©�3HQVLRQ

&RPPLVVLRQHU�LQ�$SULO������

3ULRU�WR�WKH�UHOHDVH�RI�RXU�PDQDJHPHQW�OHWWHU�LQ

6HSWHPEHU�������WKH�&RPPLVVLRQ�H[SHULHQFHG

VHYHUDO�FKDQJHV�LQ�LWV�FRQWUDFWHG�LQYHVWPHQW

VHUYLFHV���,Q�OLHX�RI�UHOHDVLQJ�WKH�UHSRUW��ZH

GLVFXVVHG�DOO�UHFRPPHQGDWLRQV�ZLWK�WKH

&RPPLVVLRQHU�DQG�PDGH�FOHDU�RXU�LQWHQW�WR

IROORZ�XS�RQ�WKH�UHFRPPHQGDWLRQV�DV�SDUW�RI

WKH�ILVFDO�\HDU������DQQXDO�ILQDQFLDO�RSLQLRQ

DXGLW����6HH�$SSHQGL[�����IRU�GHWDLOV���

Scope Limitation

7KH�VFRSH�RI�RXU�UHYLHZ�ZDV�OLPLWHG�E\�D

GLIILFXOW\�LQ�REWDLQLQJ�DFFHVV�WR�LQIRUPDWLRQ

IURP�RXWVLGH�FRQWUDFWRUV���7KLV�FDXVHG

XQQHFHVVDU\�GHOD\�LQ�WKH�FRPSOHWLRQ�RI�DXGLW

ILHOGZRUN�DQG�PDGH�FHUWDLQ�DXGLW�LVVXHV�PRUH

GLIILFXOW�WR�H[DPLQH�DQG�UHVROYH���:H

UHFRPPHQG�WKDW�WKH�&RPPLVVLRQ�LQFOXGH

SURYLVLRQV�LQ�IXWXUH�FRQWUDFWV�WKDW�H[SUHVVO\

DXWKRUL]H�DXGLWRUV�WR�UHYLHZ�FRQWUDFWRU�UHFRUGV

DQG�LQIRUPDWLRQ�UHODWLQJ�WR�WKH�PDQDJHPHQW�RI

WKH�)XQG��
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Section 1:

The Commission Has Failed to Provide Basic Oversight and Control of
Commission Investment Activities

7KH�&RPPLVVLRQ�LPSOHPHQWHG�VRPH�RI�WKH�UHFRPPHQGDWLRQV�ZH�PDGH�WR�DGGUHVV

FRQWURO�LVVXHV�LGHQWLILHG�GXULQJ�WKH�FRXUVH�RI�WKLV�UHYLHZ���+RZHYHU��WKH�%RDUG�DQG

&RPPLVVLRQHU�KDYH�D�SDWWHUQ�RI�RSHUDWLQJ�LQ�ZD\V�WKDW�VKRZ�LQDGHTXDWH�DWWHQWLRQ�WR

HVWDEOLVKLQJ�SURSHU�FRQWUROV���7KH�UHVXOW�RI�WKLV�SDWWHUQ�KDV�EHHQ�WKDW�WKH�UHVSRQVLELOLW\

IRU�UHFRPPHQGLQJ�DQG�PRQLWRULQJ�HIIHFWLYH�FRQWUROV�KDV�ODUJHO\�IDOOHQ�RQ�WKH�DXGLWRUV�

Section 1-A:

The Commission Did Not Establish Effective Contract
Administration Controls Over Its Investment Activities

7KH�&RPPLVVLRQ�GLG�QRW�HVWDEOLVK�HIIHFWLYH�FRQWUDFW�DGPLQLVWUDWLRQ�FRQWUROV�RYHU�LWV

LQYHVWPHQW�DFWLYLWLHV��LQFOXGLQJ�FRQWUROV�RYHU�FRQWUDFWRU�VHOHFWLRQ��FRQWUDFW�SURYLVLRQV�

FRQWUDFW�SD\PHQW�PHWKRGRORJ\��DQG�FRQWUDFWRU�RYHUVLJKW���$V�D�UHVXOW��H[FHVVLYH�OHYHOV

RI�DXWKRULW\�RYHU�&RPPLVVLRQ�IXQGV�ZHUH�FRQFHQWUDWHG�LQ�D�FRQVXOWDQW�ZRUNLQJ�LQ�WKH

SULYDWH�VHFWRU��&RQVXOWDQW����:KLOH�WKHUH�LV�QR�HYLGHQFH�WKDW�WKH�&RQVXOWDQW�PLVXVHG

WKLV�DXWKRULW\��D�SURSHUO\�IXQFWLRQLQJ�V\VWHP�RI�LQWHUQDO�FRQWUROV�UHTXLUHV�WKDW�WKH�%RDUG

DQG�WKH�&RPPLVVLRQHU�PDLQWDLQ�DQ�DGHTXDWH�GHJUHH�RI�RYHUVLJKW�IRU�LQYHVWPHQW

DFWLYLWLHV���7KH�DEVHQFH�RI�VXFK�RYHUVLJKW�FRQVWLWXWHV�D�PDWHULDO�ZHDNQHVVHV�LQ�WKH

&RPPLVVLRQ©V�RYHUDOO�FRQWURO�HQYLURQPHQW��

The Commission failed to ensure that contracting procedures for new custodial
services and investment consulting services conformed to good business
practice and state requirements:���6HH�$SSHQGL[�����IRU�D�FKURQRORJ\�RI�HYHQWV��

& 7KH�&RPPLVVLRQ�GHOHJDWHG�WKH�UHVSRQVLELOLW\�RI�FRQGXFWLQJ�WKH�VHOHFWLRQ

SURFHVV�IRU�D�QHZ�FXVWRGLDQ�RI�IXQGV�WR�D�FRQVXOWDQW�ZKR��DW�WKDW�WLPH��KDG�QR

FRQWUDFWXDO�UHODWLRQVKLS�ZLWK�WKH�&RPPLVVLRQ���:LWKRXW�D�FRQWUDFW�GHILQLQJ�WKH

&RQVXOWDQW©V�UHVSRQVLELOLWLHV��WKH�&RPPLVVLRQ�KDG�QR�PHFKDQLVP�WR�HQVXUH

WKDW�WKH�GXWLHV�SHUIRUPHG�ZHUH�LQ�WKH�EHVW�LQWHUHVW�RI�WKH�&RPPLVVLRQ�RU�LQ

FRPSOLDQFH�ZLWK�VWDWH�UHTXLUHPHQWV�DQG�&RPPLVVLRQ�SROLFLHV���

& 7KH�&RPPLVVLRQ�GLG�QRW�HVWDEOLVK�VHOHFWLRQ�DQG�ELG�HYDOXDWLRQ�FULWHULD��

:LWKRXW�VXFK�FULWHULD�WKH�&RPPLVVLRQ�FDQQRW�HQVXUH�WKDW�D�IDLU�DQG�LPSDUWLDO

SURFHVV�ZDV�XVHG�LQ�DZDUGLQJ�FRQWUDFWV�IRU�VHUYLFHV�

& 7KH�&RPPLVVLRQ�GLG�QRW�UHWDLQ�FRSLHV�RI�SURSRVDOV�RU�HYDOXDWLRQ�GRFXPHQWV

UHODWHG�WR�WKH�FXVWRGLDQ�VHOHFWLRQ�SURFHVV���'RFXPHQWV�UHODWHG�WR�WKH�VHOHFWLRQ

RI�D�FRQWUDFWRU�PD\�EH�VXEMHFW�WR�RSHQ�UHFRUGV�DQG�VKRXOG�EH�PDLQWDLQHG�E\�WKH

&RPPLVVLRQ� 
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& 7KH�&RPPLVVLRQ�GLG�QRW�JR�WKURXJK�D�SURFHVV�WR�HQVXUH�WKDW�WKH�&RPPLVVLRQ©V

FRQWUDFWHG�LQYHVWPHQW�FRQVXOWLQJ�VHUYLFHV�ZHUH�WKH�PRVW�EHQHILFLDO�DQG�FRVW

HIIHFWLYH�VHUYLFHV�DYDLODEOH�WR�WKH�SHQVLRQ�IXQG��)XQG����$OWKRXJK�LQYHVWPHQW

FRQVXOWLQJ�FRQWUDFWV�DUH�H[HPSWHG�IURP�WKH�FRQVXOWLQJ�VHUYLFHV�SURYLVLRQV�RI�

*RYHUQPHQW�&RGH��6HFWLRQV����������WKURXJK�������WKH�6WDWH�$XGLWRU©V�2IILFH

UHFRPPHQGHG�LQ�-XO\������WKDW�WKH�&RPPLVVLRQ�FRQGXFW�D�UHTXHVW�IRU

SURSRVDO��5)3��EHIRUH�DZDUGLQJ�WKH�FRQWUDFW���$Q�5)3�SURFHVV�ZRXOG�KDYH

SURYLGHG�WKH�&RPPLVVLRQ�ZLWK�WKH�GHWDLOHG�LQIRUPDWLRQ�QHFHVVDU\�WR�HYDOXDWH

WKH�VHUYLFHV�DQG�DVVRFLDWHG�FRVWV�SURSRVHG�E\�YDULRXV�FRQVXOWDQWV�

& 7KH�&RPPLVVLRQHU�H[HFXWHG�DQ�LQYHVWPHQW�FRQVXOWLQJ�FRQWUDFW�DQG�D�FXVWRGLDO

VHUYLFHV�FRQWUDFW�ZLWKRXW�SULRU�UHYLHZ�E\�WKH�%RDUG�RU�OHJDO�VWDII���5HYLHZ�E\

WKH�%RDUG�KHOSV�HQVXUH�WKDW�FRQWUDFW�SURYLVLRQV�DUH�VXIILFLHQW�HQRXJK�IRU�WKH

%RDUG�WR�PHHW�LWV�ILGXFLDU\�UHVSRQVLELOLW\�IRU�RYHUVHHLQJ�LQYHVWPHQW�DFWLYLWLHV���

5HYLHZ�E\�OHJDO�FRXQVHO�EHIRUH�H[HFXWLQJ�D�FRQWUDFW�KHOSV�HQVXUH�WKDW�FRQWUDFW

SURYLVLRQV�FRPSO\�ZLWK�VWDWH�ODZ�DQG�WKDW�WKH�&RPPLVVLRQ©V�LQWHUHVWV�DUH

SURWHFWHG�

& ,Q�$XJXVW�������WKH�&RPPLVVLRQHU�SUHYHQWHG�LWV�LQYHVWPHQW

FRQVXOWLQJ�FXVWRGLDO�ILUP��,QYHVWPHQW�)LUP��IURP�FRQWLQXLQJ�WR�SHUIRUP

VHUYLFHV�XQGHU�WKH�FRQWUDFW�LW�KDG�ZLWK�WKH�&RPPLVVLRQ���7KH�&RPPLVVLRQHU

LQVWUXFWHG�WKH�,QYHVWPHQW�)LUP�WKDW�LW�ZDV�QRW�DXWKRUL]HG�WR�SHUIRUP�ZRUN�IRU

WKH�&RPPLVVLRQ�XQWLO�IXUWKHU�DSSURYDO�E\�WKH�%RDUG�ZDV�UHFHLYHG�LQ�6HSWHPEHU

�������7KXV��WKH�&RPPLVVLRQ©V�DFFRXQWV�KDG�QR�DXWKRUL]HG�VXSHUYLVLRQ�IRU���

GD\V�DOWKRXJK�D�FRQWUDFW�ZLWK�WKH�,QYHVWPHQW�)LUP�ZDV�VWLOO�LQ�SODFH�

$V�D�UHVXOW�RI�WKLV�LQVWUXFWLRQ��WKH�&RPPLVVLRQ©V�&RQWUDFW�$FFRXQWDQW�ZDV

XQDEOH�WR�UHFHLYH�UHSRUWV�IURP�WKH�,QYHVWPHQW�)LUP�FULWLFDO�WR�LQYHVWPHQW

UHFRQFLOLDWLRQ�DFWLYLWLHV���7KH�,QYHVWPHQW�)LUP�ZDV�DOVR�XQDEOH�WR�SUHVHQW�D

SHULRGLF�LQYHVWPHQW�UHSRUW�DW�WKH�6HSWHPEHU�%RDUG�PHHWLQJ���,QVWHDG��WKH

&RPPLVVLRQHU�DOORZHG�WKH�&RQVXOWDQW�WR�SUHVHQW�WKLV�UHSRUW�HYHQ�WKRXJK�KH

ZDV�QR�ORQJHU�HPSOR\HG�ZLWK�WKH�,QYHVWPHQW�)LUP�DQG�KDG�QR�FRQWUDFWXDO

UHODWLRQVKLS�ZLWK�WKH�&RPPLVVLRQ�

Available documentation does not indicate that the custodian contract
selection process conformed to state requirements:  

& 3URSRVDOV�ZHUH�QRW�VROLFLWHG�IURP�ILUPV�RQ�WKH�*HQHUDO�6HUYLFHV�&RPPLVVLRQ©V

PDVWHU�ELGGHUV�OLVW�IRU�FXVWRGLDO�VHUYLFHV�

& 2WKHU�FRPSHWLWLYH�ELGGLQJ�UHTXLUHPHQWV�RI�WKH�*HQHUDO�6HUYLFHV�&RPPLVVLRQ

ZHUH�QRW�IROORZHG��VXFK�DV�HQVXULQJ�WKDW�WKH�HYDOXDWLRQ�SURFHVV�ZDV�DGHTXDWHO\

GRFXPHQWHG���7KLV�GRFXPHQWDWLRQ�LV�UHTXLUHG�VR�WKDW�ELG�UHVXOWV�FDQ�EH

UHWDEXODWHG�LI�FRQWUDFW�DZDUGV�DUH�TXHVWLRQHG�

& +LVWRULFDOO\�XQGHUXWLOL]HG�EXVLQHVV�SURYLVLRQV�RI�WKH�*HQHUDO�6HUYLFHV

&RPPLVVLRQ©V�UHTXLUHPHQWV�DQG�WKH�%RDUG©V�HWKLFV�SROLF\�ZHUH�QRW�IROORZHG�
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Investment Consultant:
& Money manager searches
& Performance reporting
& Money manager evaluation
& Asset allocation advice
& Investment policy advice
& Assist in review, evaluation and fee

negotiation for all providers

Investment Custodian:
& Maintain fund accounts
& Transaction recording
& Trading desk
& Payment of fees

Money Manager (Investment Advisor):
& Buy and sell securities and stocks according to

the board’s investment policy

Section 1-B:

The Commissioner Did Not Ensure That Contract Provisions
Specified Appropriate Control Procedures

The Contract Provisions did not
establish proper segregation of duties
between the Consultant, the Money
Managers, and the Custodian of funds.
7KH�&RPPLVVLRQHU�GHOHJDWHG�UHVSRQVLELOLW\

IRU�FULWLFDO�PDQDJHPHQW�DFWLYLWLHV�WR�D

FRQVXOWDQW���7KLV�GHOHJDWLRQ�UHVXOWHG�LQ�D

ODFN�RI�DSSURSULDWH�VHJUHJDWLRQ�RI�GXWLHV

EHWZHHQ�WKH�&RQVXOWDQW��WKH�0RQH\

0DQDJHUV��DQG�WKH�&XVWRGLDQ�RI�IXQGV��

7KH�IROORZLQJ�DUH�H[DPSOHV�RI�WKHVH

PDQDJHPHQW�DFWLYLWLHV�

& (VWDEOLVKLQJ�WKH�&RPPLVVLRQ©V

DFFRXQWV�ZLWK�D�QHZ�FXVWRGLDO�ILUP

��7KH�FXVWRGLDQ�DUUDQJHPHQW

LQFOXGHG�D�WUXVW�FRPSDQ\

�&XVWRGLDQ��DQG�D�VXEFRQWUDFWRU

�%URNHUDJH�)LUP����7KH�%URNHUDJH�)LUP

DFWXDOO\�KHOG�WKH�&RPPLVVLRQ©V�IXQGV���7KH�&RPPLVVLRQHU�DQG�WKH�%RDUG�ZHUH

LQLWLDOO\�XQDZDUH�WKDW�WKH�%URNHUDJH�)LUP�ZDV�D�SDUW�RI�WKH�&RPPLVVLRQ©V

EXVLQHVV�DUUDQJHPHQW���)RU�D�SHULRG�RI�DW�OHDVW�ILYH�PRQWKV��WKH�&RPPLVVLRQHU

GLG�QRW�IXOO\�XQGHUVWDQG�WKH�UHODWLRQVKLS���,Q�D�)HEUXDU\����������OHWWHU�WR�WKH

&RQVXOWDQW��WKH�&RPPLVVLRQHU�H[SUHVVHG�FRQIXVLRQ�DERXW�WKH�&XVWRGLDQ�

%URNHUDJH�)LUP�EXVLQHVV�DUUDQJHPHQW���7KH�%URNHUDJH�)LUP�DOVR�LQGLFDWHG�WKDW

LW�PLVWDNHQO\�DVVXPHG�WKH�&RPPLVVLRQ©V�DFFRXQWV�ZHUH�WR�EH�KDQGOHG�LQ�WKH

VDPH�PDQQHU�DV�RWKHU�DFFRXQWV�LW�KDQGOHG�IRU�WKH�&RQVXOWDQW�

& (VWDEOLVKLQJ�&RQVXOWDQW�SD\PHQW�DXWKRUL]DWLRQ�RQ�WKH�&RPPLVVLRQ©V�DFFRXQW��

(VWDEOLVKLQJ�SD\PHQW�DXWKRUL]DWLRQ�GHVLJQDWHV�WR�WKH�&XVWRGLDQ�%URNHUDJH

)LUP�ZKLFK�HQWLWLHV�RU�LQGLYLGXDOV�DUH�DXWKRUL]HG�WR�DSSURYH�WKH�SD\PHQW�RI

H[SHQGLWXUHV�VXFK�DV�DFFRXQWLQJ�DQG�PRQH\�PDQDJHU�IHHV���6XFK�DXWKRUL]DWLRQ

DOORZHG�WKH�&RQVXOWDQW�WR�DXWRPDWLFDOO\�GHELW�DQG�FUHGLW�WKH�&RPPLVVLRQ©V

DFFRXQW�ZLWKRXW�SULRU�DSSURYDO�E\�WKH�&RPPLVVLRQHU���&RQVXOWDQW�IHHV�WRWDOLQJ

�����������ZHUH�GHELWHG�IURP�WKH�&RPPLVVLRQ©V�DFFRXQWV�RQ�1RYHPEHU���

�����

7KH�&RPPLVVLRQ©V�FRQWUDFW�ZLWK�LWV�&XVWRGLDQ�ZDV�LQ�GLUHFW�FRQIOLFW�ZLWK

SURYLVLRQV�RXWOLQHG�LQ�WKH�&RQVXOWDQW©V�FRQWUDFW�ZLWK�WKH�&RPPLVVLRQ���7KH

&XVWRGLDQ©V�FRQWUDFW�VWDWHG�WKDW�WKH�&XVWRGLDQ�VKDOO�KROG��LQYHVW��GLVEXUVH��RU

RWKHUZLVH�GLVSRVH�RI�SURSHUW\�LQ�WKH�DFFRXQW�RU�LWV�SURFHHGV�RQO\�XSRQ�ZULWWHQ

DXWKRUL]DWLRQ�E\�WKH�7UXVWHHV�RU�WKH�&RPPLVVLRQHU���+RZHYHU��D�SURYLVLRQ�LQ

WKH�&RQVXOWDQW©V�FRQWUDFW�DOORZHG�WKH�&RQVXOWDQW�WR�DXWRPDWLFDOO\�GHELW�DQG

FUHGLW�WKH�&RPPLVVLRQ©V�DFFRXQWV�



Investment Consultant FFPC
Board of
 Trustees

Commissioner and Staff

Contract Accountant

Custodian

Brokerage Firm

Fixed Income Money Manager

Growth Equity Money Manager

Value Equity Money Manager

Actual Flow of Trade Authorizations

Trading Desk
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•Money Manager Searches
•Quarterly Performance Evaluation of
Investments
•Money Manager Performance Evaluations
•Proposing Asset Allocation
•Investment Policy Statement Advice

Buy and Sell Securities in
Accordance with Investment
Policy  Statement

Buy and Sell stock in Accordance
with Investment Policy  Statement

Buy and Sell stock in Accordance
with Investment Policy  Statement

•State Accounting/Payroll
•Investment Accounting

Recording of Transactions

Investment Policy Statement

         Trade authorizations through consultant
_ _ _ Proper flow of trade authorizations
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Figure 1

7KH�&RPPLVVLRQHU�ZDV�QRW�DZDUH�RI�WKH������������IHH�WUDQVDFWLRQ�XQWLO

-DQXDU\������������1HLWKHU�WKH�&RPPLVVLRQ�QRU�LWV�&RQWUDFW�$FFRXQWDQW

UHFHLYHG�DQ�LQYRLFH�SULRU�WR�WKH�GHELWLQJ�RI�WKH�DFFRXQWV���,Q�0DUFK�������DIWHU

DXGLWRUV�EURXJKW�WKLV�LVVXH�WR�WKH�DWWHQWLRQ�RI�WKH�&RPPLVVLRQHU��WKH

&RPPLVVLRQHU�LQVWUXFWHG�WKH�&XVWRGLDQ�%URNHUDJH�)LUP�WR�GHVLJQDWH�KHU�DV�WKH

RQO\�SHUVRQ�WKDW�FRXOG�DSSURYH�H[SHQGLWXUH�WUDQVDFWLRQV�

& 'LUHFWLQJ�WKH�IORZ�RI�LQYRLFHV�IRU�DSSURYDO�DQG�SD\PHQW���0RQH\�PDQDJHU�IHH

LQYRLFHV�ZHUH�GLUHFWHG�WR�WKH�&RQVXOWDQW�IRU�DSSURYDO�DQG�SD\PHQW�LQVWHDG�RI

WKH�&RPPLVVLRQ���2QH�RI�WKH�WKUHH�0RQH\�0DQDJHUV�EHJDQ�LQYRLFLQJ�WKH

&RQVXOWDQW©V�FRPSDQ\��LQVWHDG�RI�WKH�,QYHVWPHQW�)LUP�XQGHU�FRQWUDFW�DW�WKDW

WLPH�RU�WKH�&RPPLVVLRQ��IRU�SD\PHQW�RI�TXDUWHUO\�IHHV�LQ�-XO\��������7KLV�ZDV

WZR�PRQWKV�EHIRUH�WKH�&RQVXOWDQW©V�FRPSDQ\�ZDV�IRUPDOO\�KLUHG�E\�WKH�%RDUG�

& 'LUHFWLQJ�WKH�IORZ�RI�WUDGLQJ�DXWKRUL]DWLRQV���0RQH\�0DQDJHU�WUDGLQJ

DXWKRUL]DWLRQV�ZHUH�UHSRUWHG�WR�WKH�&RQVXOWDQW�LQVWHDG�RI�EHLQJ�GLUHFWHG�WR�WKH

&XVWRGLDQ���7KH�&RQVXOWDQW�HOHFWURQLFDOO\�HQWHUHG�DOO�DFFHSWHG�WUDGLQJ

DXWKRUL]DWLRQV�LQWR�WKH�FRPSXWHU�V\VWHP�DW�WKH�%URNHUDJH�)LUP©V�WUDGLQJ�GHVN��

7KH�&RQVXOWDQW�WROG�WKH�&RPPLVVLRQHU�WKDW�WKLV�ZDV�GRQH�WR�DFKLHYH�EHVW�WUDGH

H[HFXWLRQ�E\�EXQGOLQJ�WUDGHV���+RZHYHU��WKH�%URNHUDJH�)LUP©V�WUDGLQJ�GHVN

DOVR�KDV�WKH�DELOLW\�WR�EXQGOH�WUDGHV�WR�DFKLHYH�EHVW�H[HFXWLRQ���7UDGH�H[HFXWLRQ

DQG�HQWHULQJ�WUDGH�DXWKRUL]DWLRQV�DUH�QRW�OLVWHG�VHUYLFHV�LQ�WKH�&RQVXOWDQW©V

FRQWUDFW�



Proper Flow of Trade Authorizations

Commissioner and Staff

Contract Accountant

Custodian

Brokerage Firm

Trading Desk

Recording of Transactions

•State Accounting/Payroll
•Investment Accounting

Fixed Income Money Manager

Growth Equity Money Manager

Value Equity Money Manager

Buy and Sell securities in Accordance
with Investment Policy Statement

Buy and Sell stock in Accordance
with Investment Policy Statement

Buy and Sell stock in  Accordance with
Investment Policy Statement

Investment Consultant

•Money Manager Searches
•Quarterly Performance Evaluation of Investments
•Money Manager Performance Evaluations
•Proposing Asset Allocation
•Investment Policy Statement Advice

FFPC
Board of
 Trustees

Investment Policy Statement
Asset Allocation Monitoring
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Figure 2

*RRG�LQYHVWPHQW�FRQWURO�SURFHGXUHV�UHTXLUH�0RQH\�0DQDJHUV�WR�H[HFXWH

WUDGLQJ�DXWKRUL]DWLRQV�GLUHFWO\�WR�WKH�WUDGLQJ�GHVN�RI�WKH�&XVWRGLDQ�WR�HQVXUH

SURSHU�VHJUHJDWLRQ�EHWZHHQ�WKH�&RQVXOWDQW�DQG�WKH�0RQH\�0DQDJHUV�

$OO�LQGHSHQGHQW�PRQLWRULQJ�RI�WUDGLQJ�DFWLYLW\�E\�WKH�&RQVXOWDQW�WR�SUHSDUH

PRQH\�PDQDJHU�SHUIRUPDQFH�HYDOXDWLRQV�VKRXOG�EH�GRQH�DIWHU�WKH�IDFW��WKDW�LV�

DIWHU�WKH�0RQH\�0DQDJHUV�KDYH�H[HFXWHG�WKH�WUDGHV�GLUHFWO\�ZLWK�WKH

&XVWRGLDQ©V�WUDGLQJ�GHVN�DQG�H[HFXWHG�WUDQVDFWLRQ�GDWD�LV�DYDLODEOH�IRU

YLHZLQJ���7KLV�HQVXUHV�WKDW�D�FRQVXOWDQW�UHVSRQVLEOH�IRU�HYDOXDWLQJ�WKH

LQYHVWPHQW�SHUIRUPDQFH�RI�WKH�0RQH\�0DQDJHUV�FDQ�LQGHSHQGHQWO\�HYDOXDWH

WKH�UHVXOWV�RI�WUDGLQJ�DFWLYLWLHV�

The Commission did not use other controls, available through its contractual
relationship with an accounting firm, to provide some compensation for the
lack of formal contractual control provisions:

& 7KH�&RPPLVVLRQHU�GLG�QRW�GHOHJDWH�WKH�UHVSRQVLELOLW\�IRU�VHWWLQJ�XS�WKH

&RPPLVVLRQ©V�DFFRXQWV�DW�WKH�&XVWRGLDQ�%URNHUDJH�)LUP�WR�WKH�&RQWUDFW

$FFRXQWDQW���6LQFH�WKH�&RQWUDFW�$FFRXQWDQW�ZDV�UHVSRQVLEOH�IRU�PDLQWDLQLQJ
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WKH�ERRNV�RI�WKH�&RPPLVVLRQ��UHFRUG�NHHSLQJ�ZRXOG�KDYH�EHHQ�VLPSOLILHG�LI

WKH�&RQWUDFW�$FFRXQWDQW�KDG�EHHQ�DOORZHG�WR�GLUHFWO\�LQIRUP�WKH

&XVWRGLDQ�%URNHUDJH�)LUP�RI�DOO�&RPPLVVLRQ�SROLFLHV�DQG�SURFHGXUHV�IRU�IHH

SD\PHQWV�DQG�WUDGLQJ�DFWLYLW\�

& 7KH�&RPPLVVLRQHU�GLG�QRW�HQVXUH�WKDW�KHU�VWDII�RU�WKH�&RQWUDFW�$FFRXQWDQW

UHFDOFXODWHG�ELOOV�WR�PDNH�VXUH�WKH\�ZHUH�FRUUHFW��YHULILHG�WKH�DFFXUDF\�RI

PDUNHW�YDOXHV�XVHG�DV�D�EDVLV�IRU�IHH�FDOFXODWLRQ��RU�HQVXUHG�WKDW�FRQVLVWHQW

PDUNHW�YDOXHV�ZHUH�XVHG�E\�WKH�IRXU�HQWLWLHV�FDOFXODWLQJ�ELOOV�EDVHG�RQ�PDUNHW

YDOXHV���7KHVH�DUH�LPSRUWDQW�FRQWURO�SURFHGXUHV�WR�HQVXUH�WKDW�FRQWUDFWRU�IHHV

DUH�EDVHG�RQ�DFFXUDWH�PDUNHW�YDOXDWLRQV���'XULQJ�WKH�FRXUVH�RI�WKH�DXGLW��ZH

REWDLQHG�WKH�GHWDLOV�RI�WKH�IHH�FDOFXODWLRQ�IURP�WKH�&RQVXOWDQW©V�FRPSDQ\�DQG

SURYLGHG�WKH�&RPPLVVLRQ�ZLWK�WKLV�LQIRUPDWLRQ�

The Commission did not establish effective controls over contract payments:�

& ,QYRLFHV�ZHUH�QRW�DOZD\V�VHQW�WR�WKH�&RPPLVVLRQ���$V�D�UHVXOW��GRXEOH�ELOOLQJ

RI�IHHV�RFFXUUHG�DQG�ZDV�QRW�GHWHFWHG�E\�WKH�&RPPLVVLRQHU�RU�WKH�&RQWUDFW

$FFRXQWDQW�LQ�WKH�QRUPDO�FRXUVH�RI�RSHUDWLRQV���7KH�&RPPLVVLRQHU�DSSURYHG

WZR�IHH�LQYRLFHV�IURP�WKH�0RQH\�0DQDJHU�IRU�WKH�VDPH�TXDUWHU��ILUVW�TXDUWHU�RI

��������$SSDUHQWO\��D�IHH�LQYRLFH�ZDV�VHQW�ERWK�WR�WKH�&XVWRGLDQ�DQG�WR�WKH

&RQVXOWDQW�ZKR�ERWK�IRUZDUGHG�LW�WR�WKH�&RPPLVVLRQ�IRU�SD\PHQW

DXWKRUL]DWLRQ���7KH�&RPPLVVLRQHU�ZDV�QRW�DZDUH�WKDW�WKH�&XVWRGLDQ�KDG

DFWXDOO\�GHELWHG�WKH�&RPPLVVLRQ©V�DFFRXQW�SULRU�WR�REWDLQLQJ�KHU�DSSURYDO��

7KH�&RQVXOWDQW�UHFRJQL]HG�DQG�UHVROYHG�WKLV�RYHUSD\PHQW�E\�QHJRWLDWLQJ�ZLWK

WKH�0RQH\�0DQDJHU�SULRU�WR�QRWLI\LQJ�WKH�&RPPLVVLRQHU��

& 3ULRU�DSSURYDO�ZDV�QRW�UHTXLUHG�IRU�DOO�SD\PHQWV�PDGH�ZLWK�&RPPLVVLRQ

IXQGV��DV�UHTXLUHG�E\�&RPPLVVLRQ�SROLF\���$OWKRXJK�WKHUH�ZDV�D�SURFHGXUH�LQ

SODFH�DW�WKH�&RPPLVVLRQ�IRU�WKH�SD\PHQW�RI�ELOOV�IHHV��WKH�&RQVXOWDQW©V

FRQWUDFW�DOORZHG�KLP�WR�DXWRPDWLFDOO\�GHELW�KLV�TXDUWHUO\�IHH�SD\PHQWV�DIWHU�KH

EHFDPH�WKH�&RPPLVVLRQ©V�RIILFLDO�,QYHVWPHQW�&RQVXOWDQW�



Investment Consultant
FFPC

Board of
 Trustees Actuary

•Money Manager Searches
•Quarterly Performance Evaluation of Investments
•Money Manager Performance Evaluations
•Proposing Asset Allocation
•Investment Policy Statement Advice

Commissioner and Staff

Documented Review and Approval
for Payment

Verify Market Value
Verify Calculation Fee.

Contract Accountant

Custodian
Processes Checks and mails
to all contractors

Brokerage Firm

Buy and Sell Securities in Accordance
with Investment Policy Statement

Buy and Sell Stock in Accordance
With Investment Policy Statement

Fixed Income Money Manager

Growth Equity Money Manager

Value Equity Money Manager

Buy and Sell Stock in Accordance
with Investment Policy Statement

Notify for Payment

•State Accounting/Payroll
•Investment Accounting

Notify for Payment

Notify for Payment

Proper Flow of Billing/Payment of Fees

Debit Agency Accounts
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Payment ___
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Figure 3

& The Commission did not properly oversee its contractors.��7KH
&RPPLVVLRQ�GLG�QRW�SURSHUO\�RYHUVHH�LWV�FRQWUDFWRUV�WR�HQVXUH�WKDW�VHUYLFHV

SURYLGHG�ZHUH�OLPLWHG�WR�WKRVH�GHVLJQDWHG�LQ�HDFK�FRQWUDFW���$V�PHQWLRQHG

DERYH��WKH�FRQWUDFW�SURYLVLRQV�GLG�QRW�HVWDEOLVK�SURSHU�VHJUHJDWLRQ�RI�GXWLHV

EHWZHHQ�WKH�&RQVXOWDQW��WKH�0RQH\�0DQDJHUV��DQG�WKH�&XVWRGLDQ�RI�IXQGV��

%HWWHU�RYHUVLJKW�RI�FRQWUDFW�DFWLYLWLHV�ZRXOG�KDYH�DOHUWHG�WKH�&RPPLVVLRQHU

WKDW�SURSHU�FRQWUROV�ZHUH�QRW�HVWDEOLVKHG�DQG�WKDW�FRQWUDFW�DPHQGPHQWV�ZRXOG

EH�QHFHVVDU\���)RU�H[DPSOH��WKH�&RQVXOWDQW�PDGH�HLJKW�WUDQVIHUV�RXW�RI�WKH

&RPPLVVLRQ©V�IXQGV��WRWDOLQJ�������������DQG�VHYHQ�WUDQVIHUV�LQ��WRWDOLQJ

�����������EHIRUH�WKH�&RQWUDFW�$FFRXQWDQW�EURXJKW�WKH�LVVXH�WR�WKH

&RPPLVVLRQHU©V�DWWHQWLRQ���6L[�RI�WKHVH�WUDQVIHUV�RXW�ZHUH�PDGH�SHU�D

SURYLVLRQ�LQ�WKH�&RQVXOWDQW©V�FRQWUDFW�WKDW�¦4XDUWHUO\�IHHV�������ZLOO�EH�GHELWHG

WR�WKH�&OLHQW©V�$FFRXQW�RQ�WKH�GDWHV�WKH\�DUH�SD\DEOH�§��3URSHU�FRQWURO

SURFHGXUHV�ZRXOG�KDYH�HQVXUHG�WKDW�DOO�IHHV�ZHUH�LQYRLFHG�WR�DQG�DSSURYHG�E\

WKH�&RPPLVVLRQHU�EHIRUH�EHLQJ�SDLG����
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Figure 4

5HFRPPHQGDWLRQV�

7KH�&RPPLVVLRQ�VKRXOG�HVWDEOLVK�HIIHFWLYH�FRQWUDFW�DGPLQLVWUDWLRQ�FRQWUROV�RYHU

LQYHVWPHQW�DFWLYLWLHV��LQFOXGLQJ�FRQWUROV�RYHU�FRQWUDFWRU�VHOHFWLRQ��FRQWUDFW�SURYLVLRQV�

FRQWUDFW�SD\PHQW�PHWKRGRORJ\��DQG�FRQWUDFWRU�RYHUVLJKW���7KH�&RPPLVVLRQ�VKRXOG�DOVR

HQVXUH�WKDW�FRQWUDFWLQJ�SURFHGXUHV�FRQIRUP�WR�JRRG�EXVLQHVV�SUDFWLFHV�DQG�VWDWH

UHTXLUHPHQWV��WKDW�SURSHU�VHJUHJDWLRQ�RI�GXWLHV�EHWZHHQ�FRQVXOWDQWV��PRQH\�PDQDJHUV�

DQG�FXVWRGLDQV�RI�IXQGV�DUH�HVWDEOLVKHG��DQG�WKDW�DGGLWLRQDO�FRPSHQVDWLQJ�FRQWUROV�DUH

HVWDEOLVKHG�ZLWK�&RPPLVVLRQ�VWDII�DQG�LWV�&RQWUDFW�$FFRXQWDQW���6SHFLILFDOO\��ZH

UHFRPPHQG�WKH�IROORZLQJ�

& /LPLW�WKH�DFWLYLWLHV�RI�FRQWUDFWRUV�WR�WKRVH�VHUYLFHV�GHVLJQDWHG�LQ�WKH�FRQWUDFW��

)RU�H[DPSOH��WKH�LQYHVWPHQW�&RQVXOWDQW©V�VHUYLFHV�VKRXOG�EH�OLPLWHG�WR�JLYLQJ

DGYLFH�RQ�DVVHW�DOORFDWLRQ�DQG�LQYHVWPHQW�SROLF\��LGHQWLI\LQJ�0RQH\�0DQDJHUV�

HYDOXDWLQJ�WKH�SHUIRUPDQFH�RI�WKH�0RQH\�0DQDJHUV��DQG�SURYLGLQJ�TXDUWHUO\

SHUIRUPDQFH�PHDVXUHPHQW�VXPPDU\�UHSRUWV�
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& 7KH�%RDUG�RI�7UXVWHHV�VKRXOG�UHTXLUH�OHJDO�FRXQVHO�WR�UHYLHZ�FRQWUDFWV�IRU

SURIHVVLRQDO�VHUYLFHV�SULRU�WR�ILQDO�DSSURYDO���7KLV�UHYLHZ�VKRXOG�HQVXUH�WKDW

WKH�FRQWUDFW�LV�LQ�DJUHHPHQW�ZLWK�WKH�GHFLVLRQV�RI�WKH�%RDUG�DQG�LQFOXGHV

SURYLVLRQV�WKDW�VDIHJXDUG�WKH�6WDWH©V�DQG�WKH�&RPPLVVLRQ©V�LQWHUHVWV��

&RQWUDFWV�VKRXOG�LQFOXGH�SURYLVLRQV�WKDW�JLYH�DXGLWRUV�DFFHVV�WR�LQIRUPDWLRQ�

& 7KH�%RDUG�RI�7UXVWHHV�VKRXOG�DSSURYH�DQ\�UHTXHVW�IRU�SURSRVDO��5)3��SURFHVV

SULRU�WR�LQLWLDWLRQ���7KH�&RPPLVVLRQ�VKRXOG�HQVXUH�FRPSOLDQFH�ZLWK

SXUFKDVLQJ�DQG�KLVWRULFDOO\�XQGHUXWLOL]HG�EXVLQHVV�SURYLVLRQV�RI�*HQHUDO

6HUYLFHV�&RPPLVVLRQ�UHTXLUHPHQWV�DQG�%RDUG�HWKLFV�SROLF\���'RFXPHQWV

UHODWHG�WR�DQ�5)3�DQG�VHOHFWLRQ�SURFHVV�PD\�EH�VXEMHFW�WR�RSHQ�UHFRUG

UHTXLUHPHQWV�DQG�VKRXOG�EH�PDLQWDLQHG�E\�WKH�&RPPLVVLRQ�

& $OO�IHHV�IRU�FRQWUDFWHG�LQYHVWPHQW�VHUYLFHV�VKRXOG�EH�LQYRLFHG�DQG�VHQW�WR�WKH

&RPPLVVLRQHU���7KH�&RPPLVVLRQHU�VKRXOG�UHYLHZ�HDFK�LQYRLFH�IRU�DFFXUDF\

DQG�FRQWUDFW�FRPSOLDQFH�E\�YHULI\LQJ�PDUNHW�YDOXHV�DQG�SHUIRUPLQJ�D

UHFDOFXODWLRQ�RI�WKH�IHHV�ZKHUH�DSSURSULDWH���(YLGHQFH�RI�WKLV�UHYLHZ�VKRXOG�EH

GRFXPHQWHG�SULRU�WR�WKH�&RPPLVVLRQHU©V�DSSURYDO�RI�WKH�LQYRLFH�IRU�SD\PHQW��

$SSURYHG�LQYRLFHV�VKRXOG�EH�SDLG�E\�FKHFN�GUDZQ�RQ�WKH�6WDWH�7UHDVXU\�DQG

UHFRUGHG�LQ�WKH�6WDWH©V�DFFRXQWLQJ�V\VWHP��86$6�

& 7KH�SD\PHQW�SURYLVLRQV�LQ�WKH�FXUUHQW�FRQWUDFW�ZLWK�WKH�LQYHVWPHQW�&RQVXOWDQW

VKRXOG�EH�DPHQGHG���4XDUWHUO\�IHHV�VKRXOG�QRW�EH�GHELWHG�IURP�WKH�LQYHVWPHQW

DFFRXQWV���$V�VWDWHG�DERYH��WKH�IHHV�VKRXOG�EH�LQYRLFHG�DQG�VHQW�WR�WKH

&RPPLVVLRQHU�IRU�SURSHU�UHYLHZ�DQG�DSSURYDO���7KH�IHHV�VKRXOG�EH�SDLG�E\

FKHFN�GUDZQ�RQ�WKH�6WDWH�7UHDVXU\�

& 7HUPV�IRU�SD\PHQW�RI�IHHV�IRU�VHUYLFHV�VKRXOG�EH�GHWDLOHG��IXOO\�GRFXPHQWHG�

DQG�XQGHUVWRRG�E\�WKH�%RDUG��&RPPLVVLRQHU��DQG�&RQWUDFW�$FFRXQWDQW�DW�WKH

VWDUW�RI�WKH�FRQWUDFW�

& 7KH�&RPPLVVLRQ�VKRXOG�GHYHORS�D�PRQLWRULQJ�V\VWHP�WR�HYDOXDWH�FRQWUROV�RYHU

DQG�DVVHVV�WKH�ULVN�LQKHUHQW�LQ�&RPPLVVLRQ�RSHUDWLRQV���&RQWUROV�RYHU

LQYHVWPHQW�RSHUDWLRQV�VKRXOG�EH�PRQLWRUHG�FORVHO\�VLQFH�WKLV�LV�WKH

&RPPLVVLRQ©V�PDMRU�IXQFWLRQ���6LJQLILFDQW�FRQWURO�ZHDNQHVVHV�VKRXOG�EH

UHSRUWHG�WR�WKH�%RDUG�

& 7KH�&RQWUDFW�$FFRXQWDQW�VKRXOG�KDYH�WKH�DELOLW\�WR�YLHZ�WKH�&RPPLVVLRQ©V

DFFRXQWV�RQ�OLQH�
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Section 2:

The Board Failed to Provide Adequate Governance and Oversight for
Commission Activities

Section 2-A:

Failure to Disclose Business Relationships Between Board
Members and the Consultant Did Not Comply With the Board’s
Ethics Policy and Could Give Rise to the Appearance�of a Conflict
of Interest

&XUUHQWO\��WKH�%RDUG�&KDLU�DQG�RQH�PHPEHU�RI�WKH�%RDUG©V�,QYHVWPHQW�&RPPLWWHH�DUH

FOLHQWV�RI�WKH�FRPSDQ\�HVWDEOLVKHG�E\�WKH�&RQVXOWDQW���7KHVH�%RDUG�PHPEHUV�GLG�QRW

FRPSO\�ZLWK�WKH�&RPPLVVLRQ©V�HWKLFV�SROLF\�ZKHQ�WKH\�YRWHG�RQ�DZDUGLQJ�WKH

&RQVXOWDQW©V�FRPSDQ\�DQ�LQYHVWPHQW�FRQVXOWLQJ�FRQWUDFW�RQ�-XQH�����������7KH

%RDUG©V�SROLF\�UHTXLUHV�WKDW�%RDUG�PHPEHUV�DFWLYHO\�DYRLG�ERWK�WKH�DSSHDUDQFH�DQG�WKH

IDFW�RI�D�FRQIOLFW�RI�LQWHUHVW����6HH�$SSHQGL[���IRU�WKH�%RDUG©V�&RGH�RI�(WKLFV���

:KHQHYHU�D�PDWWHU�FRPHV�EHIRUH�WKH�%RDUG�WKDW�PD\�SRVH�D�FRQIOLFW��D�SRWHQWLDO

FRQIOLFW��RU�WKH�DSSHDUDQFH�RI�D�FRQIOLFW�RI�LQWHUHVW��WKH�%RDUG�PHPEHUV�DUH�VXSSRVHG�WR

UHFXVH�WKHPVHOYHV�IURP�FRQVLGHUDWLRQ�RI�WKH�PDWWHU���7KLV�LV�WKH�FDVH�XQOHVV�DIWHU�IXOO

GLVFORVXUH�DW�D�SXEOLF�%RDUG�PHHWLQJ�RI�WKH�IDFWV�XQGHUO\LQJ�WKH�DSSHDUDQFH�RI�FRQIOLFW�

WKH�%RDUG�GHWHUPLQHV�WKDW�QR�FRQIOLFW�RU�SRWHQWLDO�FRQIOLFW�H[LVWV���7KH�%RDUG�&KDLU�DQG

WKH�RWKHU�%RDUG�PHPEHU�KDG�DFFRXQWV�ZLWK�WKH�&RQVXOWDQW©V�FRPSDQ\�DV�HDUO\�DV

)HEUXDU\��������7KHVH�%RDUG�PHPEHUV�GLG�QRW�GLVFORVH�WKLV�IDFW�DW�HLWKHU�WKH�0DUFK

�����RU�WKH�-XQH������%RDUG�PHHWLQJV�

5HFRPPHQGDWLRQV�

%RDUG�PHPEHUV�VKRXOG�GLVFORVH�DQ\�EXVLQHVV�UHODWLRQVKLSV�ZLWK�WKH�&RPPLVVLRQ©V

FRQWUDFWRUV�DQG��LQ�FRQVXOWDWLRQ�ZLWK�OHJDO�FRXQVHO��UHFXVH�WKHPVHOYHV�IURP�GHFLVLRQV

WKDW�PD\�LQYROYH�SRWHQWLDO�FRQIOLFWV�

%RDUG�PHPEHUV�VKRXOG�HQVXUH�FRPSOLDQFH�ZLWK�WKH�%RDUG©V�HWKLFV�SROLF\�LQ�DOO�DVSHFWV

RI�WKHLU�GXWLHV���,I�QHFHVVDU\��DGGLWLRQDO�SURFHGXUHV�VKRXOG�EH�GHYHORSHG�DQG

DSSURSULDWH�FRUUHFWLYH�RU�GLVFLSOLQDU\�DFWLRQV�VKRXOG�EH�WDNHQ�

Section 2-B:

Board Approval of Changes to Critical Commission Functions Was
Made Without Adequate Time for Deliberation and Was Based on
Limited Information

7KH�%RDUG©V�DSSURYDO�RI�FKDQJHV�WR�WKH�&RPPLVVLRQ©V�LQYHVWPHQW�FRQVXOWLQJ�DQG

FXVWRGLDO�ILUPV�ZDV�PDGH�ZLWKRXW�DGHTXDWH�WLPH�IRU�GHOLEHUDWLRQ�DQG�ZDV�EDVHG�RQ

OLPLWHG�LQIRUPDWLRQ���7KXV��WKH�%RDUG�KDG�QR�UHDVRQDEOH�DVVXUDQFH�WKDW�LWV�DFWLRQV
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ZRXOG�KHOS�DFKLHYH�WKH�REMHFWLYHV�RI�WKH�&RPPLVVLRQ����6HH�$SSHQGL[�����IRU�D

FKURQRORJ\�RI�HYHQWV��

$W�D�6HSWHPEHU����������PHHWLQJ��WKH�%RDUG���

& 5HFHLYHG�D�SURSRVDO�IURP�WKH�SULRU�,QYHVWPHQW�)LUP�WR�FRQWLQXH�FXUUHQW�

RIILFLDO�EXVLQHVV�DUUDQJHPHQWV

& $SSURYHG�D�FKDQJH�LQ�FXVWRGLDO�ILUPV�IRU�D�SHULRG�RI�VL[�PRQWKV

& $SSURYHG�D�FKDQJH�LQ�LQYHVWPHQW�FRQVXOWDQWV�WR�WKH�&RQVXOWDQW©V�QHZ

FRPSDQ\�IRU�D�SHULRG�RI�VL[�PRQWKV

& 7HUPLQDWHG�LWV�FRQWUDFW�ZLWK�WKH�SULRU�,QYHVWPHQW�)LUP

0HPEHUV�RI�WKH�%RDUG�H[SUHVVHG�GLVVDWLVIDFWLRQ�GXULQJ�WKH�PHHWLQJ�WKDW�WKH�%RDUG�KDG

QRW�EHHQ�LQYROYHG�LQ�WKH�FRQWUDFWLQJ�SURFHVV��7KH\�DOVR�H[SUHVVHG�GLVVDWLVIDFWLRQ�WKDW

WKH\�ZHUH�QRW�JLYHQ�D�FKDQFH�WR�UHYLHZ�WKH�FRQWUDFWRU©V�SURSRVDOV�IRU�FXVWRGLDQ

VHUYLFHV���$�UHTXHVW�WR�WDEOH�WKH�%RDUG©V�DFWLRQ�RQ�WKHVH�FRQWUDFWV�WR�WKH�VHFRQG�GD\�RI

WKH�PHHWLQJ�WR�DOORZ�%RDUG�PHPEHUV�PRUH�WLPH�IRU�EHWWHU�DQDO\VLV�ZDV�UHMHFWHG�E\�WKH

%RDUG�&KDLU�

,W�DSSHDUV�WKDW�RQO\�WKH�%RDUG�&KDLU�NQHZ�DERXW�WKH�&RPPLVVLRQHU©V�SODQV�WR�FKDQJH

LQYHVWPHQW�FRQVXOWLQJ�DQG�FXVWRGLDO�ILUPV�EHIRUH�WKLV�PHHWLQJ��7KH�&RPPLVVLRQHU

DSSDUHQWO\�EHJDQ�SODQV�WR�FKDQJH�WKH�&RPPLVVLRQ©V�LQYHVWPHQW�FRQVXOWDQW�DQG

FXVWRGLDQ�LQ�HDUO\�VXPPHU�������DW�OHDVW�VHYHQ�ZHHNV�EHIRUH�WKH�6HSWHPEHU���������

%RDUG�PHHWLQJ���+RZHYHU��WKH�&RPPLVVLRQHU�KDG�DSSDUHQWO\�QRW�LQIRUPHG�RWKHU

PHPEHUV�RI�WKH�%RDUG�RI�WKHVH�SODQV��

$W�WKH�6HSWHPEHU���PHHWLQJ��WKH�%RDUG�UHFHLYHG�LQIRUPDWLRQ�IURP�WKH�%RDUG�&KDLU��WKH

&RPPLVVLRQHU��DQG�WKH�&RQVXOWDQW�DERXW�WKH�SULRU�EXVLQHVV�DUUDQJHPHQWV�RI�WKH

&RPPLVVLRQ���,Q�WKH�IROORZLQJ�UHVSHFWV��LQIRUPDWLRQ�SUHVHQWHG�WR�WKH�%RDUG�ZDV

LQFRPSOHWH�RU�LQDFFXUDWH�

& 7KH�%RDUG�ZDV�LQIRUPHG�WKDW�WKH�&RPPLVVLRQ©V�FRQWUDFW�IRU�LQYHVWPHQW

FRQVXOWLQJ�VHUYLFHV�KDG�EHHQ�ZLWK�WKH�&RQVXOWDQW�VLQFH�WKH�FRQWUDFW�EHJDQ�LQ

������DQG�QRW�ZLWK�WKH�,QYHVWPHQW�)LUP�ZLWK�ZKLFK�KH�ZDV�HPSOR\HG��

+RZHYHU��WKH�&RPPLVVLRQ©V�RULJLQDO�FRQWUDFW�IRU�LQYHVWPHQW�FRQVXOWLQJ

VHUYLFHV�ZDV�ZLWK�WKH�,QYHVWPHQW�)LUP���7KH�&RQVXOWDQW�ZDV�DQ�HPSOR\HH�RI

WKH�,QYHVWPHQW�)LUP��

& 7KH�%RDUG�ZDV�LQIRUPHG�WKDW�WKH�&RPPLVVLRQHU�DOZD\V�FRQVLGHUHG�WKH

LQYHVWPHQW�FRQVXOWLQJ�FRQWUDFW�WR�EH�ZLWK�WKH�&RQVXOWDQW�DQG�QRW�WKH

,QYHVWPHQW�)LUP���+RZHYHU��WKH�&RPPLVVLRQ©V�RULJLQDO�FRQWUDFW�IRU�LQYHVWPHQW

FRQVXOWLQJ�VHUYLFHV�ZDV�ZLWK�WKH�,QYHVWPHQW�)LUP�

& 7KH�%RDUG�ZDV�LQIRUPHG�WKDW�SD\PHQWV�IRU�LQYHVWPHQW�FRQVXOWLQJ�VHUYLFHV

ZHUH�LVVXHG�GLUHFWO\�WR�WKH�&RQVXOWDQW�DQG�QRW�WR�WKH�,QYHVWPHQW�)LUP��
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+RZHYHU��SD\PHQWV�ZHUH�DFWXDOO\�PDGH�WR�WKH�,QYHVWPHQW�)LUP�UDWKHU�WKDQ�WR

WKH�&RQVXOWDQW�

,Q�DGGLWLRQ��WKH�%RDUG©V�DFFHVV�WR�LQIRUPDWLRQ�DERXW�WKH�RSWLRQV�DYDLODEOH�WR�WKH

&RPPLVVLRQ�ZDV�OLPLWHG���7KH�%RDUG�ZDV�QRW�SURYLGHG�ZLWK�WKH�SURSRVDOV�WKDW�KDG

EHHQ�UHYLHZHG�E\�WKH�&RQVXOWDQW��QRU�GLG�LW�KHDU�DQ\�SUHVHQWDWLRQV�IURP�WKH�WZR�ILUPV

WKH�&RQVXOWDQW�MXGJHG�WR�EH�TXDOLILHG���7KH�&RQVXOWDQW�KDG�DGYLVHG�WKH�WZR�ILUPV�WR

SUHSDUH�SUHVHQWDWLRQV�IRU�WKH�%RDUG��EXW�VXEVHTXHQWO\�FDQFHOHG�SODQV�IRU�WKHVH

SUHVHQWDWLRQV�

7KH�&RPPLVVLRQHU�DVVHUWV�WKDW�WKH�,QYHVWPHQW�)LUP�WKDW�KDG�SUHYLRXVO\�SURYLGHG�ERWK

FXVWRGLDO�DQG�LQYHVWPHQW�FRQVXOWLQJ�VHUYLFHV�ZDV�XQZLOOLQJ�WR�FRQWLQXH�SURYLGLQJ�MXVW

FXVWRGLDO�VHUYLFHV���+RZHYHU��WKURXJKRXW�WKH�PHHWLQJ�D�UHSUHVHQWDWLYH�IURP�WKH

,QYHVWPHQW�)LUP�FRQWLQXHG�WR�LQGLFDWH�WKDW�WKH�,QYHVWPHQW�)LUP�ZRXOG�FRQWUDFW�ZLWK

WKH�&RPPLVVLRQ�IRU�FXVWRGLDO�VHUYLFHV�DORQH�

5HFRPPHQGDWLRQV�

$OO�%RDUG�PHPEHUV�VKRXOG�EH�LQIRUPHG�RI�DOO�GHFLVLRQV��SRVVLEOH�GHFLVLRQV��RU�SRVVLEOH

SURSRVDOV��E\�WKH�&KDLU�DQG�&RPPLVVLRQHU��DIIHFWLQJ�WKH�IXQG�ZHOO�LQ�DGYDQFH�RI

%RDUG�PHHWLQJV�

7KH�%RDUG�RI�7UXVWHHV�VKRXOG�DSSURYH�DQ\�5)3�SURFHVV�SULRU�WR�LQLWLDWLRQ���%RDUG

PHPEHUV�VKRXOG�HVWDEOLVK�HYDOXDWLRQ�FULWHULD�DQG�LGHQWLI\�HYDOXDWLRQ�IDFWRUV�DQG�WKHLU

UHODWLYH�LPSRUWDQFH�WR�WKH�SURSRVHG�ZRUN�RU�SURMHFW���7KH�FULWHULD�VKRXOG�PHDVXUH�KRZ

ZHOO�WKH�SURSRVDO�PHHWV�GHVLUHG�SHUIRUPDQFH�UHTXLUHPHQWV���,I�WKH�%RDUG�PHPEHUV�YRWH

WR�GHOHJDWH�WKH�UHYLHZ�RI�WKH�SURSRVDOV�WKH\�VKRXOG�UHYLHZ�WDEXODWLRQ�GRFXPHQWV�DQG

JDLQ�VXIILFLHQW�LQIRUPDWLRQ�WR�PDNH�LQIRUPHG�GHFLVLRQV���

7KH�%RDUG�VKRXOG�HVWDEOLVK�D�IRUPDO�SURFHVV�ZLWK�ZULWWHQ�FULWHULD�WR�HYDOXDWH�WKH

SHUIRUPDQFH�RI�DOO�FRQWUDFW�SURYLGHUV���7KLV�ZRXOG�LQFOXGH�WKH�LQYHVWPHQW�&RQVXOWDQW©V

SHUIRUPDQFH�HYDOXDWLRQ�RI�WKH�0RQH\�0DQDJHUV�DQG�LQGHSHQGHQW�SHUIRUPDQFH

HYDOXDWLRQV�RI�WKH�LQYHVWPHQW�&RQVXOWDQW��WKH�&XVWRGLDQ��DQG�WKH�$FWXDU\�

7KH�%RDUG�VKRXOG�HVWDEOLVK�D�SROLF\�WR�GHFLGH�KRZ�WKH�&RPPLVVLRQ�VKRXOG�KDQGOH�

XQH[SHFWHG�FKDQJHV�ZLWK�SURYLGHUV�RI�FRQWUDFW�VHUYLFHV�

7KH�%RDUG�VKRXOG�GRFXPHQW�ZKDW�DXWKRULW\�LW�KDV�GHOHJDWHG�WR�WKH�&RPPLVVLRQHU�
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Section 3:

Ensure Compliance With State Law Requiring the Transfer of
Uninvested Cash to the State Treasury

7KH�&RPPLVVLRQ�GRHV�QRW�UHWXUQ�XQLQYHVWHG�FDVK�WR�WKH�6WDWH�7UHDVXU\���,QVWHDG��DOO

FDVK�LV�UHLQYHVWHG�LQWR�PRQH\�PDUNHW�DFFRXQWV�DW�WKH�&XVWRGLDQ�%URNHUDJH�)LUP���$W

0DUFK�����������WKH�)XQG�KHOG�������������LQ�WKH�IRUP�RI�PRQH\�PDUNHW�IXQGV�LQ

VXFK�DFFRXQWV�

(QVXULQJ�WKDW�WKH�&RPPLVVLRQ©V�IXQGV�DUH�DOZD\V�LQYHVWHG�LV�D�SUXGHQW�LQYHVWPHQW

SUDFWLFH���+RZHYHU��LQYHVWLQJ�LGOH�FDVK�GLUHFWO\�LQWR�PRQH\�PDUNHW�IXQGV�GRHV�QRW

FRPSO\�ZLWK�VWDWH�ODZ���7KH�7H[DV�6WDWHZLGH�9ROXQWHHU�)LUH�)LJKWHUV©�5HWLUHPHQW�)XQG

LV�D�WUXVW�IXQG�LQ�WKH�6WDWH�7UHDVXU\�DQG��DV�VXFK��LV�UHTXLUHG�WR�PDLQWDLQ�DOO�FDVK

EDODQFHV�DW�WKH�6WDWH�7UHDVXU\���7KHUHIRUH��WR�FRPSO\�ZLWK�VWDWH�ODZ�WKH�&RPPLVVLRQ

PXVW�UHWXUQ�FDVK�WR�WKH�6WDWH�7UHDVXU\�ZKHUH�LW�HDUQV�GHSRVLWRU\�LQWHUHVW�XQWLO�LW�LV

UHLQYHVWHG�

7UDQVIHUULQJ�FDVK�EDODQFHV�IURP�WKH�&XVWRGLDQ�%URNHUDJH�)LUP�WR�DQ�DFFRXQW�DW�WKH

6WDWH�7UHDVXU\�ZRXOG�DOVR�LPSURYH�FRQWURO�RYHU�&RPPLVVLRQ�RSHUDWLRQV���&XUUHQWO\�

IHHV�SDLG�WR�FRQWUDFWHG�LQYHVWPHQW��DFFRXQWLQJ��DQG�DFWXDU\�SURYLGHUV�DUH�SDLG�IRU�RXW

RI�WKH�FDVK�KHOG�DW�WKH�&XVWRGLDQ�%URNHUDJH�)LUP�LQVWHDG�RI�E\�VWDWH�ZDUUDQW�DV

UHTXLUHG�E\�ODZ���:H�LGHQWLILHG�ZHDNQHVVHV�LQ�WKH�FRQWUROV�RYHU�IHH�SD\PHQWV�DW�WKH

&XVWRGLDQ�%URNHUDJH�)LUP�

0DLQWDLQLQJ�FDVK�EDODQFHV�DW�WKH�6WDWH�7UHDVXU\�DQG�UHTXLULQJ�SURFHVVLQJ�RI�IHH

SD\PHQWV�WKURXJK�WKH�6WDWH�7UHDVXU\�ZRXOG�HQVXUH�WKDW�HVWDEOLVKHG�VWDWH�FRQWUROV�RYHU

FDVK�EDODQFHV�DQG�YHQGRU�SD\PHQWV�DUH�LQ�SODFH���$OO�IHH�SD\PHQWV�ZRXOG�EH�SDLG�ZLWK

VWDWH�ZDUUDQWV�SURFHVVHG�DFFRUGLQJ�WR�6WDWH�7UHDVXU\�SURFHGXUHV�DQG�UHFRUGHG�LQ�WKH

6WDWH©V�DFFRXQWLQJ�V\VWHP��86$6���$OO�FRQWUDFWRUV�ZRXOG�EH�UHTXLUHG�WR�UHJLVWHU�ZLWK

WKH�6WDWH�DV�YHQGRUV�

5HFRPPHQGDWLRQV�

$OO�XQLQYHVWHG�FDVK�EDODQFHV�VKRXOG�EH�WUDQVIHUUHG�EDFN�LQWR�WKH�6WDWH�7UHDVXU\���

$OO�SD\PHQWV�IRU�FRQWUDFWHG�LQYHVWPHQW�VHUYLFHV�VKRXOG�EH�SDLG�E\�ZDUUDQW�GUDZQ�RQ

WKH�6WDWH�7UHDVXU\�DQG�UHFRUGHG�LQ�WKH�6WDWH©V�DFFRXQWLQJ�V\VWHP��86$6�
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Management’s Responses

(;(&87,9(�6800$5<

7KH�&RPPLVVLRQ�GRHV�QRW�DJUHH�WKDW�H[WHUQDO�LQWHUYHQWLRQ�LV�DSSURSULDWH���7KLV�DXGLW�LV

PRVWO\�FRQFHUQHG�ZLWK�FRQWURO�ZHDNQHVVHV�LQ�WKH�¦ZUDS�IHH§�DUUDQJHPHQW�ZKLFK�WKH

)XQG�QR�ORQJHU�SDUWLFLSDWHV�LQ���7KLV�DUUDQJHPHQW�ZDV�HQWHUHG�LQWR�IRU�)<����DQG�WKH

%RDUG�HQGHG�WKDW�DUUDQJHPHQW�DW�WKH�HQG�RI�)<����

7KH�&RPPLVVLRQ�VKRXOG�QRW�EH�UHTXLUHG�WR�FRQWUDFW�ZLWK�(56���+RZHYHU��WKH

&RPPLVVLRQ�FRXOG�DVN�IRU�ELGV�IURP�(56�DORQJ�ZLWK�RWKHU�SURIHVVLRQDO�PDQDJHUV�DQG

WKH�%RDUG�WDNH�LQWR�FRQVLGHUDWLRQ�YDULRXV�VHUYLFHV�DYDLODEOH�IURP�GLIIHUHQW�VRXUFHV�

7KH�&RPPLVVLRQ©V�UHVSRQVH�WR�VSHFLILF�FRQWURO�LVVXHV�LV�DV�IROORZV�

7KH�*RYHUQRU�DSSRLQWV�WKH�&RPPLVVLRQHU�DQG�FHUWDLQO\�WDNHV�LQWR�FRQVLGHUDWLRQ�WKH

TXDOLILFDWLRQV�RI�DOO�DSSRLQWHHV�

0DQDJHPHQW��&RPPLVVLRQHU�DQG�$FFRXQWDQW��KDV�DOUHDG\�GLVFXVVHG�WKH�QHHG�IRU�DQ

LQWHUQDO�DXGLW�IXQFWLRQ���7KH�LVVXH�ZLOO�EH�EURXJKW�WR�WKH�%RDUG�IRU�GHFLVLRQ���&RVW

ZRXOG�KDYH�WR�EH�WDNHQ�RXW�RI�WKH�)XQG�

7KH�&RPPLVVLRQ�LV�ZLOOLQJ�WR�UHSRUW�WR�/HJLVODWXUH�LQ�ZKDWHYHU�PDQQHU�GHHPHG

DSSURSULDWH�

7KH�&RPPLVVLRQ�ZLOO�DELGH�E\�DSSURSULDWH�*HQHUDO�6HUYLFHV�&RPPLVVLRQ�UXOHV�

6SHFLILF�ODQJXDJH�LV�QRZ�LQFOXGHG�LQ�FRQWUDFWV�WR�JLYH�DXGLWRUV�DFFHVV�WR�LQIRUPDWLRQ

UHODWLQJ�WR�WKH�SHQVLRQ�IXQG�

7KH�LVVXH�RI�HIIHFWLYH�DGPLQLVWUDWLRQ�FRQWUROV�RYHU�LQYHVWPHQW�DFWLYLWLHV�FHQWHU�DURXQG

DQ�HPHUJHQF\�VLWXDWLRQ�ZKHQ�WKH�&RQVXOWDQW�WKH�IXQG�KDG�VLQFH������OHIW�WKH�SDUHQW

FRPSDQ\�DQG�DOO�RI�WKH�GLYLVLRQ�LQ�WKH�SDUHQW�FRPSDQ\�ZHQW�ZLWK�KLP���7KH\�ZHUH�WKH

RQO\�FRQWDFW�ZH�HYHU�KDG�ZLWK�WKH�SDUHQW�FRPSDQ\���'XH�WR�WKH�XQLTXH�QDWXUH�RI�WKH

VLWXDWLRQ��WKH�%RDUG�FKRRVH�WR�FHDVH�LWV�FRQWUDFW�ZLWK�WKH�SDUHQW�FRPSDQ\�DQG�FRQWUDFW

ZLWK�WKH�SHRSOH�ZH�KDG�GRQH�EXVLQHVV�ZLWK�IRU�RYHU�VL[�\HDUV���$IWHU�WKDW�FKDQJH�RQ�DQ

LQWHULP�EDVLV��WKH�%RDUG�ZHQW�RXW�ZLWK�DQ�5)3��ZKLFK�ZDV�SXEOLVKHG�LQ�WKH�7H[DV

5HJLVWHU��IRU�&RQVXOWDQW�6HUYLFHV���(LJKW�ILUPV�DSSOLHG��IRXU�ZHUH�LQWHUYLHZHG�DQG�RQH

VHOHFWHG�

7KH�LVVXH�RI�IDLOXUH�WR�SURYLGH�DGHTXDWH�JRYHUQDQFH�DQG�RYHUVLJKW�LQ�WKH�GLVFORVXUH�RI

EXVLQHVV�UHODWLRQVKLSV�EHWZHHQ�WZR�ERDUG�PHPEHUV�DQG�WKH�&RQVXOWDQW�ZDV�DGGUHVVHG

DW�WKH�6HSWHPEHU������PHHWLQJ���)XOO�GLVFORVXUH�ZDV�SUHVHQWHG�WR�WKH�%RDUG���7KH\�LQ

WXUQ��YRWHG�WKDW�WKH�LVVXH�ZDV�QRW�D�FRQIOLFW�RI�LQWHUHVW�WKXV�PDNLQJ�WKH�-XQH�
���YRWH

YDOLG�
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7KH�LVVXH�RI�FDVK�LQ�WKH�PRQH\�PDUNHW�IXQGV�ZDV�DGGUHVVHG�DW�WKH�6HSWHPEHU�
��

PHHWLQJ���7KH�VQDSVKRW�RI�WKH����������LQ�WKH�PRQH\�PDUNHW�IXQG�ZDV�GXH�WR�WKH

PDWXULW\�RI�WKH�*,&���7KLV�DPRXQW�ZDV�DYDLODEOH�IRU�WKH�QHZ�LQYHVWPHQW�PDQDJHU�KLUHG

DW�WKH�-XQH�
���PHHWLQJ���7KH�%RDUG�YRWHG�DW�LWV�6HSWHPEHU�
���PHHWLQJ�WKDW�WKH�PRQH\

LV�DQ�LQYHVWPHQW�DQG�LV�QRW�UHFHLYHG�DV�FDVK���7KXV�LW�ZLOO�UHPDLQ�DW�WKH�FXVWRGLDQ�LQ

WKH�PRQH\�PDUNHW�LQYHVWPHQW���%HJLQQLQJ�LPPHGLDWHO\�DOO�IHHV�ZLOO�EH�SDLG�WKURXJK�WKH

7UHDVXU\�DQG�IXQGV�WUDQVIHUUHG�DV�QHFHVVDU\�

7KH�OLPLWDWLRQV�RI�DFFHVV�WR�LQIRUPDWLRQ�IURP�RXWVLGH�FRQWUDFWRUV�KDV�EHHQ�HOLPLQDWHG

ZLWK�WKH�IROORZLQJ�ODQJXDJH�ZKLFK�KDV�EHHQ�DSSURYHG�E\�WKH�$WWRUQH\�*HQHUDO
V

2IILFH���,W�VWDWHV����7KH�&OLHQW��RU�WKH�7H[DV�6WDWH�$XGLWRU
V�2IILFH�DV�LWV�DJHQW��VKDOO

KDYH�DFFHVV��XSRQ�UHDVRQDEOH�QRWLFH�WR��FRQWUDFWRU���WR�DOO�UHFRUGV�DW�WKH��&RQVXOWDQW
V

2IILFH��SHUWDLQLQJ�WR�FRQVXOWLQJ�VHUYLFHV��RU�RWKHU�VHUYLFHV�SHUWLQHQW�WR�SDUWLFXODU

FRQWURO��SURYLGHG�WR�FOLHQW�XQGHU�WKLV�DJUHHPHQW��

6HFWLRQ��

6HFWLRQ���$�

7KH�%RDUG
V�,QYHVWPHQW�&RPPLWWHH�KDV�EHHQ�DFWLYH�DQG�LQYROYHG�GXULQJ�WKH�SDVW�ILVFDO

\HDU�� �7KH\�KDYH�UHVWUXFWXUHG�WKH�SRUWIROLR�DQG�KDYH�HVWDEOLVKHG�ORQJ�UDQJH�SODQV�WR

FRPSOHWH� WKDW� UHVWUXFWXULQJ�SURFHVV�� �7KH� ,QYHVWPHQW�&RPPLWWHH�� WKH�%RDUG��DQG� WKH

&RPPLVVLRQ� � WDNHV� D� JUHDW� GHDO� RI� SULGH� LQ� LWV� SURIHVVLRQDO� DSSURDFK� WR� SRUWIROLR

VWUXFWXULQJ��UHYLHZ�RI�ULVN�UHZDUG��DQG�LQ�WKH�IDFW�WKDW�WKH�IXQG�FRQWLQXHV�WR�VXUSDVV�LWV

EHQFKPDUN�LQ�UDWH�RI�UHWXUQ���7KH�XVH�RI�SULYDWH�VHFWRU�&RQVXOWDQW�LV�RI�JUHDW�EHQHILW�WR

WKH�,QYHVWPHQW�&RPPLWWHH�DQG�WKH�%RDUG�

7KH�FRQWUDFWXDO�SURFHGXUHV�XVHG�IRU�QHZ�FXVWRGLDO�VHUYLFHV�DQG�LQYHVWPHQW�&RQVXOWDQW

VHUYLFHV�ZHUH�DFFRPSOLVKHG�LQ�DQ�XQXVXDO�DQG�RQ�DQ�HPHUJHQF\�EDVLV�

:KHQ�WKH�%RDUG�ZDV�LQIRUPHG�E\�WKH�IRUPHU�FXVWRGLDQ�WKDW�WKH\�ZRXOG�QR�ORQJHU�SURYLGH

FXVWRGLDO�VHUYLFHV��WKH�%RDUG�DQG�WKH�&RPPLVVLRQ�UHOLHG�RQ�WKH�H[SHUWLVH�RI�LWV�&RQVXOWDQW

WR�DVVLVW�LQ�VHOHFWLQJ�D�QHZ�FXVWRGLDQ���7KLV�ZDV�DFFRPSOLVKHG�LQ�D�WLPHO\�PDQQHU�DQG�

LQ�IDFW��WKH�QHZ�FXVWRGLDQ�SHUIRUPV�LQ�DQ�H[FHPSOLPDQU\�PDQQHU�IRU�WKH�IXQG�

7KH�&RPPLVVLRQ��DIWHU�WKH��VL[�PRQWK�HPHUJHQF\��FRQWUDFW�ZLWK�WKH�&RQVXOWDQW��ZHQW�RXW

IRU�5)3
V���7KH�5)3�ZDV�OLVWHG�LQ�WKH�7H[DV�5HJLVWHU��WKXV�SURYLGLQJ�DFFHVV�WR�DQ\RQH

ZKR�ZRXOG�ZDQW� WR�ELG�� �(LJKW�UHVSRQVHV�ZHUH�UHFHLYHG�� �7KH�&RQVXOWDQW�&RPPLWWHH

UHYLHZHG�DOO�ELGV�DQG�QDUURZHG�WKHP�GRZQ�WR�IRXU�IRU�IXOO�%RDUG�LQWHUYLHZV�DQG�UHYLHZ�

7KH�FRQWUDFW�&RQVXOWDQW�FRQWLQXHG�WR�SHUIRUP�HYDOXDWLRQ�VHUYLFHV�ZLWKRXW�LQWHUUXSWLRQ�

7KH�&RQVXOWDQW��QRW�WKH�ILUP��SUHVHQWHG�WKH�UHSRUW�WR�WKH�%RDUG�EHFDXVH�KH�DQG�KLV�VWDII

ZHUH�WKH�RQO\�RQHV�ZKR�HYHU�SUHSDUHG�WKRVH�UHSRUWV��ZKHWKHU�WKH\�ZHUH�DW�WKH�RULJLQDO

ILUP�RU�WKH�QHZ�FRPSDQ\�

2QFH�DJDLQ��WKH�%RDUG�DQG�WKH�&RPPLVVLRQ�KDQGOHG�WKH�FXVWRGLDQ�LVVXH�LQ�DQ�H[SHGLHQW

PDQQHU�GXH�WR�WKH�HPHUJHQF\�QDWXUH�RI�WKH�VLWXDWLRQ�
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6HFWLRQ���%��

7KH�QHZ�FRQWUDFW�ZLWK�WKH�&RQVXOWDQW�SURYLGHV�VSHFLILF�GHVLJQDWLRQ�RI�GXWLHV�

7KH�%RDUG�YRWHG�DW�LWV�-XQH�����PHHWLQJ�WR�UHTXLUH�WKDW�DOO�FRQWUDFWV�EH�UHYLHZHG�E\�WKH

$WWRUQH\�*HQHUDO�SULRU�WR�ILQDO�DSSURYDO�

7KH�%RDUG�ZLOO�FRPSO\�ZLWK�6WDWH�5)3�UHTXLUHPHQWV�

$OO�IHHV�DUH�LQYRLFHG�DQG�VHQW�WR�WKH�&RPPLVVLRQHU�IRU�DSSURYDO�DQG�UHYLHZ�IRU�DFFXUDF\�

$OO�IHHV�ZLOO�EH�SDLG�WKURXJK�WKH�6WDWH�7UHDVXU\�DQG�UHFRUGHG�LQ�WKH�6WDWH�86$6�V\VWHP�

7KHUH�DUH�QR�GHELW�SURYLVLRQV�LQ�WKH�FXUUHQW�&RQVXOWDQW
V�FRQWUDFW���)HHV�DUH�SDLG�RXW�RI

WKH�7UHDVXU\��ERDUG�DFWLRQ�6HSWHPEHU�
����

7KH�%RDUG��&RPPLVVLRQHU�DQG�$FFRXQWDQW�DUH�UHYLHZLQJ�SROLFLHV�DQG�FRQWUROV�WR�DVVXUH

D�SURSHU�PRQLWRULQJ�V\VWHP�

7KH�LVVXH�RI�RQ�OLQH�DFFHVV�IRU�WKH�&RPPLVVLRQ�LV�RQH�VWLOO�EHLQJ�GLVFXVVHG�IRU�LWV�PHULWV

DQG�MXVWLILFDWLRQ�

6HFWLRQ��

6HFWLRQ���$�

6HFWLRQ���$�TXHVWLRQV�WKH�HWKLFDO�FRQGXFW�RI�WZR�%RDUG�PHPEHUV�ZKR�YRWHG�LQ�IDYRU�RI

UHWHQWLRQ�RI�WKH�&RQVXOWDQW�LQ�-XQH��������7KH�$XGLWRU©V�DFFXVDWLRQ�LV�XQIRXQGHG�EHFDXVH

WKH�QDWXUH�RI�WKH�%RDUG�PHPEHUV©�DFFRXQWV�LQ�TXHVWLRQ�GR�QRW�DOORZ�IRU�GLVFULPLQDWLRQ

LQ�IDYRU�RI�WKH�YDULRXV�FOLHQWV�RI�WKH�&RQVXOWDQW�ZKR�KROG�VLPLODU�DFFRXQWV���

7KH�DFFRXQWV�PDLQWDLQHG�DW�WKH�&RQVXOWDQW�E\�HDFK�RI�WKH�WZR�WKH�%RDUG�PHPEHUV�LQ

TXHVWLRQ� DUH� LQYHVWPHQW� DGYLVRU\� DFFRXQWV� LQ� ZKLFK� WKH� &RQVXOWDQW� UHFRPPHQGV� DQ

DOORFDWLRQ�RI�IXQGV�EHWZHHQ�PXWXDO�IXQGV�VHOHFWHG�E\�WKH�&RQVXOWDQW���7KH�&RQVXOWDQW

GRHV�QRW�VHUYH�DV�LQYHVWPHQW�DGYLVHU�WR�WKH�PXWXDO�IXQGV�DQG�GRHV�QRW�WUDGH�VHFXULWLHV�RQ

EHKDOI�RI�DQ\�VXFK�DFFRXQWV���$�VWDQGDUG�IHH�LV�FKDUJHG�WR�DOO�VXFK�DFFRXQWV�HTXDO�WR�D

SHUFHQWDJH�RI�DVVHWV�XQGHU�PDQDJHPHQW���0RUHRYHU��DOO�GHFLVLRQV�ZLWK�UHVSHFW�WR�VXFK

DFFRXQWV�DUH�PDGH�EDVHG�RQ�HFRQRPLF�DQG�PDUNHW�IDFWRUV�DQG�WKHQ�LPSOHPHQWHG�DFURVV

WKH�ERDUG� IRU�DOO�VXFK�DFFRXQWV�DW� WKH�VDPH� WLPH�RQ�D�XQLIRUP�EDVLV�� �1R� LQGLYLGXDO

DFFRXQW�LV�LQ�WKH�SRVLWLRQ�WR�EHQHILW�DW�WKH�H[SHQVH�RI�DQRWKHU���$OO�VXFK�DFFRXQWV�DUH

ELOOHG�DFFRUGLQJ�WR�D�VWDQGDUGL]HG�IHH�VFKHGXOH��DQG�WKH�&RQVXOWDQW�LV�QRW�LQ�D�SRVLWLRQ

WR�JLYH��DQG�GRHV�QRW�JLYH��SUHIHUHQWLDO�WUHDWPHQW�WR�DQ\�FOLHQW����DOO�VXFK�DFFRXQWV�DUH

WUHDWHG�H[DFWO\�WKH�VDPH���7KHUH�LV�QR�LQVLGH�NQRZOHGJH�RI�VHFXULWLHV�WUDGLQJ�DFWLYLW\�WKDW

FRXOG�EH�LPSDUWHG��QR�WUDGLQJ�VWUDWHJLHV�WKDW�FRXOG�EH�H[HFXWHG��DQG�QR�IHH�DUUDQJHPHQWV

WKDW�FRXOG�EH�HQWHUHG��RQ�D�EDVLV�PRUH�IDYRUDEO\�IRU�WKH�%RDUG�PHPEHUV�DV�D�UHVXOW�RI�WKH

IDFW�WKDW�WKH�&RPPLVVLRQ�DOVR�KDV�DQ�DFFRXQW�ZLWK�WKH�&RQVXOWDQW���,Q�RWKHU�ZRUGV��WKHUH

LV� QR� ZD\� IRU� %RDUG� PHPEHUV� WR� XVH� WKHLU� DFFRXQWV� WR� EHQHILW� SHUVRQDOO\�� WR� XVH

&RPPLVVLRQ�SURSHUW\�IRU�SHUVRQDO�JDLQ��RU�WR�WDNH�DQ\�RWKHU�DFWLRQ�LQFRPSDWLEOH�ZLWK

WKHLU�SXEOLF�GXWLHV�
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7KH�%RDUG��DW� LWV�6HSWHPEHU� 
���PHHWLQJ��KDG�DQ�DJHQGD�LWHP�WR�GLVFXVV�WKH�LVVXH�RI

FRQIOLFW� RI� LQWHUHVW�� � 7KH� WZR� ERDUG� PHPEHUV� LQ� TXHVWLRQ� UHYHDOHG� WKHLU� LQYHVWPHQW

UHODWLRQVKLS�ZLWK�WKH�&RQVXOWDQW�WR�WKH�ERDUG���$IWHU�GLVFXVVLRQ��WKH�ERDUG�YRWHG�WKDW�D

YLRODWLRQ�RI�WKH�(WKLFV�3ROLF\�GLG�QRW�RFFXU�DQG�WKHUH�ZDV�QR�FRQIOLFW�RI�LQWHUHVW���7KXV�

WKH�-XQH�
���YRWH�ZDV�D�YDOLG�YRWH�

(DFK�%RDUG�PHPEHU�ILOHV�D�)LQDQFLDO�5HSRUW�ZLWK�WKH�7H[DV�(WKLFV�&RPPLVVLRQ�DQQXDOO\�

6HFWLRQ���%�

7KH�%RDUG�ZLOO�UHYLHZ�DOO�RI�LWV�SURFHGXUHV�FRQFHUQLQJ�WKH�5)3�SURFHVV�DQG�WKH�KDQGOLQJ

RI�XQH[SHFWHG�FKDQJHV��GXULQJ�)<����

7KH�%RDUG�KDV�KLVWRULFDOO\�FRPPHQGHG�WKH�&RPPLVVLRQHU�RQ�NHHSLQJ�WKHP�LQIRUPHG�RI

DOO�LVVXHV�UHODWHG�WR�WKH�)XQG�

7KH�%RDUG�ZLOO�ZRUN�FORVHO\�ZLWK�WKH�QHZ�&RPPLVVLRQHU�ZKLOH�HVWDEOLVKLQJ�JXLGHOLQHV�DQG

DXWKRULW\�GHOHJDWHG�WR�WKH�&RPPLVVLRQHU�

6HFWLRQ��

7KH�)XQG�QHYHU�KDV��LGOH�&DVK��QRW�GUDZLQJ�LQWHUHVW���7KH�0RQH\�0DUNHW�)XQG�LV�DQ

LQYHVWPHQW�DQG�GUDZV�LQWHUHVW���7KH�%RDUG�YRWHG�DW�WKH�6HSWHPEHU�
���WKDW�WKH�0RQH\

0DUNHW�ZRXOG�UHPDLQ�DW�WKH�&XVWRGLDQ���)XQGV�ZLOO�EH�WUDQVIHUUHG�WR�WKH�7UHDVXU\�DV

QHHGHG�WR�SD\�LQYRLFHV�WKURXJK�86$6�

&RQWUROV�DUH�LQ�SODFH�DW�WKH�&XVWRGLDQ��ZKLFK�GLG�QRW�FRQVWLWXWH�D�ZHDNQHVV�RYHU�IHH

SD\PHQWV�

$OO�LQYRLFHV�ZLOO�EH�SDLG�E\�ZDUUDQW�GUDZQ�RQ�WKH�6WDWH�7UHDVXU\�DQG�UHFRUGHG�LQ�86$6�

0$1$*(0(17�&21&/86,21

7KH�VFRSH�RI�WKLV�0DQDJHPHQW�$XGLW�ZKLFK�KDV�ODVWHG�IRU�VL[�PRQWKV��KDV�FHQWHUHG

DURXQG�RQH�HPHUJHQF\�LVVXH��WKH�&RQVXOWDQW�OHDYLQJ�WKH�,QYHVWPHQW�)LUP�DQG�IRUPLQJ

KLV�RZQ�FRPSDQ\��DQG�WKH�DFWLRQV�WDNHQ�E\�WKH�%RDUG�GXULQJ�WKDW�XQXVXDO�WLPH���6WDWH

RIILFLDOV�KDYH�EHHQ�EURXJKW�LQWR�WKH�DXGLW�DQG�FRQWUDFWRUV�KDYH�EHHQ�UHSRUWHG�WR

UHJXODWRU\�DXWKRULWLHV���7KH�WLPH�VSHQW�RQ�WKLV�DXGLW�LV�WRWDOO\�RXW�RI�SURSRUWLRQ�WR�DQ\

VHULRXV�LVVXHV�DGGUHVVHG���/LWHUDOO\��IRU�WKH�SDVW�VL[�PRQWKV��P\�WLPH�KDV�EHHQ

FRQVXPHG�E\�WKLV�DXGLW�

7KH�%RDUG��WKH�&RQWUDFWRUV��WKH�&RPPLVVLRQHU��DQG�6WDII�DUH�FRPSHWHQW��KDYH

LQWHJULW\��DQG�ZDQW�RQO\�ZKDW�LV�EHVW�IRU�WKLV�IXQG���7KH�ZD\�WKLV�ZKROH�SURFHVV�KDV

EHHQ�EORZQ�WRWDOO\�RXW�RI�SURSRUWLRQ�LV�YHU\�XQIRUWXQDWH���7KLV�)XQG�ZDV�QHYHU�DW�ULVN�

LV�QRW�DW�ULVN�QRZ��DQG�LV�PDQDJHG�LQ�D�PDQQHU�WKDW�KDV�SURYLGHG�IRU�FRQVLVWHQW

JURZWK��UDWHV�RI�UHWXUQ�H[FHHGLQJ�WKH�IXQG
V�EHQFKPDUN��DFWXDULDO�VRXQGQHVV�
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SURYLVLRQ�IRU�&2/$��UHVSHFW�RI�WKH�FRQVWLWXHQWV�LW�VHUYHV��DOO�RI�ZKLFK�LV�DFFRPSOLVKHG

ZLWK�D�PLQLPXP�VWDII�DQG�UHVRXUFHV���,
P�YHU\�SURXG�RI�WKH�ZRUN�WKDW�WKLV�WHDP�RI

SURIHVVLRQDOV�KDV�DFFRPSOLVKHG�

7KLV�)XQG��LQ�WKH�SDVW����\HDUV�KDV�JURZQ�IURP������PLOOLRQ�WR�DOPRVW�����PLOOLRQ��

3DUWLFLSDWLRQ�KDV�LQFUHDVHG�IURP�����GHSDUWPHQWV�WR�������7KLV�LQFUHDVH�KDV�EHHQ

DFFRPSOLVKHG�ZLWKRXW�DGGLWLRQDO�VWDIILQJ�RU�IXQGLQJ���7KH�OHYHO�RI�GHGLFDWLRQ�E\�WKH

6WDII�RI�WKH�)LUH�)LJKWHUV
�3HQVLRQ�&RPPLVVLRQ�LV�VHFRQG�WR�QRQH���,W�LV�YHU\

GLVFRXUDJLQJ�ZKHQ�D�ILYH�SHUVRQ�VWDII�GRHV�WKH�ZRUN�RI�WHQ�DQG�WKHQ�JHWV�EODVWHG�LQ�WKH

PDQQHU�ZH
UH�H[SHULHQFHG�

7KH�0DQDJHPHQW�LV�FHUWDLQO\�UHFHSWLYH�WR�SXWWLQJ�DGGLWLRQDO�FRQWUROV�LQ�SODFH�ZKHUH

QHHGHG���,W�LV�WKH�GHVLUH�RI�WKH�PDQDJHPHQW��WKH�VWDII��DQG�WKH�SURIHVVLRQDO�FRQWUDFWRUV�

WR�DVVXUH�WKDW�WKH�6WDWHZLGH�)LUH�)LJKWHUV
�3HQVLRQ�)XQGV�LV�VDIH��ZKLFK�ZH�EHOLHYH

ZLWKRXW�GRXEW��WKDW�LW�LV�
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Wrap Fee:
One fee paid to the Investment
Consultant for a variety of services. 
Significant services offered by or
through the Investment Consultant
under  the wrap fee arrangement are:
& Investment consulting
& Custodial services
& Discount brokerage commissions
& Direct fee payments to Money

Managers out of total wrap fee  

State Auditor’s Follow-Up Comments

:H�GR�QRW�EHOLHYH�WKDW�LW�LV�SRVVLEOH�WR�DFKLHYH�D�FRPPRQ�XQGHUVWDQGLQJ�DERXW�WKH

VLJQLILFDQFH�RI�WKH�LVVXHV�GLVFXVVHG�LQ�WKLV�UHSRUW�ZLWK�WKH�&RPPLVVLRQHU�DQG�%RDUG�RI

7UXVWHHV���$OWKRXJK�FRQFHGLQJ�PDQ\�RI�WKH�IDFWV�LQFOXGHG�LQ�RXU�ILQGLQJV��WKH\

GLVDJUHH�ZLWK�WKH�FRQFOXVLRQV�ZH�KDYH�UHDFKHG���*LYHQ�WKLV�VLWXDWLRQ��ZH�EHOLHYH�LW�LV

EHVW�WR�PRYH�IRUZDUG�ZLWK�FRUUHFWLYH�DFWLRQ�

7KH�%RDUG�DQG�WKH�&RPPLVVLRQHU�KDYH�SURYLGHG�DQ�DFWLRQ�SODQ�WR�DGGUHVV�DOO

UHFRPPHQGDWLRQV�LQ�WKLV�UHSRUW�E\�WKH�HQG�RI���������6HH�$SSHQGL[������7KH�&KDLU�RI

WKH�%RDUG�KDV�DOVR�UHTXHVWHG�DVVLVWDQFH�IURP�WKH�6WDWH�$XGLWRU
V�2IILFH�WR�HQVXUH

VXFFHVVIXO�LPSOHPHQWDWLRQ�RI�WKLV�SODQ�

:H�ZLOO�PRQLWRU�WKH�&RPPLVVLRQ
V�SURJUHVV�RQ�WKLV�FRUUHFWLYH�DFWLRQ�SODQ�DQG�SURYLGH

FRPPHQWV�DV�QHFHVVDU\�WR�KHOS�WKH�&RPPLVVLRQ�LPSOHPHQW�WKH�SODQ���:H�ZLOO�DOVR

UHSRUW�WKH�UHVXOWV�RI�RXU�PRQLWRULQJ�WR�WKH�/HJLVODWXUH�

2XU�ZLOOLQJQHVV�WR�ZRUN�ZLWK�WKH�&RPPLVVLRQ�LQ�LWV�HIIRUWV�WR�LPSOHPHQW�D�FRUUHFWLYH

DFWLRQ�SODQ�GRHV�QRW��KRZHYHU��DOWHU�RXU�EHOLHI�WKDW�LQWHUYHQWLRQ�IURP�H[WHUQDO�RYHUVLJKW

RIILFLDOV�LV�QHFHVVDU\�WR�HVWDEOLVK�HIIHFWLYH�FRQWURO�RYHU�WKH�RSHUDWLRQV�RI�WKH

&RPPLVVLRQ���7KH�SULRU�UHFRUG�DQG�FXUUHQW�UHVSRQVHV�RI�WKH�&RPPLVVLRQHU�DQG�WKH

%RDUG�OLPLWV�RXU�FRQILGHQFH�WKDW�WKH�&RPPLVVLRQ�LV�FRPPLWWHG�WR�FRUUHFWLYH�DFWLRQ�DQG

SURDFWLYH�LPSURYHPHQW�RI�WKH�FRQWURO�HQYLURQPHQW���7KH�FRQWURO�HQYLURQPHQW�ZLOO

FRQWLQXH�WR�EH�VXVFHSWLEOH�WR�PDWHULDO�ZHDNQHVVHV�XQWLO�WKHUH�LV�D�IXQGDPHQWDO�VKLIW�LQ

WKH�&RPPLVVLRQ
V�DZDUHQHVV��DFFHSWDQFH��DQG�XQGHUVWDQGLQJ�RI�LQWHUQDO�FRQWUROV�

2XU�SULPDU\�LQWHUHVW�LV�LQ�PRYLQJ�IRUZDUG�ZLWK�FRUUHFWLYH�DFWLRQ���+RZHYHU��ZH�IHHO�DQ

REOLJDWLRQ�WR�LGHQWLI\�VRPH�RI�WKH�VWDWHPHQWV�FRQWDLQHG�LQ�PDQDJHPHQW
V�UHVSRQVH

ZKLFK�DUH�IDFWXDOO\�LQDFFXUDWH���7KHVH�VWDWHPHQWV�DUH�OLVWHG�EHORZ���(DFK�LV�IROORZHG�E\

WKH�DFWXDO�IDFW�V��

& 7KLV�DXGLW�LV�PRVWO\�FRQFHUQHG�ZLWK�FRQWURO�ZHDNQHVVHV�LQ�WKH��ZUDS�IHH�

DUUDQJHPHQW�ZKLFK�WKH�)XQG�QR�ORQJHU�SDUWLFLSDWHV�LQ�

)DFWV���:H�DXGLWHG�WKH�FRQWUDFWXDO�DUUDQJHPHQWV�DQG�UHSRUWHG�RQ�WKH�FRQWURO

ZHDNQHVVHV�WKDW�H[LVWHG�GXULQJ�ILVFDO�\HDU�������6HSWHPEHU

�����WKURXJK�0D\���������7KH�VFRSH�RI�WKLV�DXGLW�ZDV�QRW

WKH��ZUDS�IHH��DUUDQJHPHQW���7KH�)XQG�SDUWLFLSDWHG�LQ�WKH

�ZUDS�IHH��DUUDQJHPHQW�GXULQJ�ILVFDO�\HDU�������6HH

$SSHQGL[����¦2EMHFWLYH��6FRSH��DQG�0HWKRGRORJ\§�IRU

IXUWKHU�LQIRUPDWLRQ��

& 7KH�LVVXH�RI�HIIHFWLYH�DGPLQLVWUDWLRQ�FRQWUROV�RYHU

LQYHVWPHQW�DFWLYLWLHV�FHQWHU�DURXQG�DQ�HPHUJHQF\

VLWXDWLRQ�ZKHQ�WKH�&RQVXOWDQW�WKH�IXQG�KDG�VLQFH

�����OHIW�WKH�SDUHQW�FRPSDQ\�DQG�DOO�WKH�GLYLVLRQ�LQ

WKH�SDUHQW�FRPSDQ\�ZHQW�ZLWK�KLP�
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7KH�VFRSH�RI�WKLV�0DQDJHPHQW�$XGLW�ZKLFK�KDV�ODVWHG�IRU�RYHU�VL[�PRQWKV��KDV

FHQWHUHG�DURXQG�RQH�HPHUJHQF\�LVVXH�������DQG�WKH�DFWLRQV�WDNHQ�E\�WKH�%RDUG

GXULQJ�WKDW�XQXVXDO�WLPH�

)DFWV��7KH�LVVXH�RI�HIIHFWLYH�DGPLQLVWUDWLRQ�FRQWUROV�RYHU�LQYHVWPHQW�DFWLYLWLHV

DQG�WKH�VFRSH�RI�WKLV�0DQDJHPHQW�&RQWURO�$XGLW�JRHV�ZHOO�EH\RQG�WKH

FRQWUDFWLQJ�SURFHVV�ZKLFK�FRQFOXGHG�DW�WKH�6HSWHPEHU����������%RDUG�PHHWLQJ��

:H�DXGLWHG�WKH�FRQWUROV�RYHU�FRQWUDFW�SURYLVLRQV��FRQWUDFW�SD\PHQW

PHWKRGRORJ\��DQG�FRQWUDFWRU�RYHUVLJKW��DV�ZHOO�DV�FRQWUROV�RYHU�FRQWUDFWRU

VHOHFWLRQ�

2XU�ILHOGZRUN�EHJDQ�RQ�0DUFK�����������DQG�ZDV�FRPSOHWHG�E\�-XQH����������

:H�DOVR�DXGLWHG�WKH�&RPPLVVLRQ
V�ILVFDO�\HDU������ILQDQFLDO�VWDWHPHQWV�GXULQJ

WKLV�WLPH���7KH�UHOHDVH�RI�WKLV�DXGLW�UHSRUW�KDV�EHHQ�GHOD\HG�IRU�WZR�PRQWKV�WR

DOORZ�DGHTXDWH�GXH�SURFHVV�IRU�WKH�6WDWH�$XGLWRU
V�2IILFH�WR�DGGUHVV�WKH

&RPPLVVLRQ©V�DQG�LWV�&RQVXOWDQW©V�FRQFHUQV�DERXW�WKH�ZHDNQHVVHV�LGHQWLILHG

LQ�WKLV�UHSRUW�

& 7KH�VQDSVKRW�RI�WKH����������LQ�WKH�PRQH\�PDUNHW�IXQG�ZDV�GXH�WR�WKH

PDWXULW\�RI�WKH�*,&���7KLV�DPRXQW�ZDV�DYDLODEOH�IRU�WKH�QHZ�LQYHVWPHQW

PDQDJHU�KLUHG�DW�WKH�-XQH�¨���PHHWLQJ�

)DFWV���$W�0DUFK�����������WKH�)XQG�KHOG�������������LQ�PRQH\�PDUNHW�IXQGV��

7KH�*XDUDQWHHG�,QYHVWPHQW�&RQWUDFW��*,&��GLG�QRW�PDWXUH�XQWLO�0D\�����������

7KHUHIRUH��WKH�FDVK�LQ�WKH�PRQH\�PDUNHW�IXQGV��VHH�6HFWLRQ����ZDV�QRW�GXH�WR

WKH�PDWXULW\�RI�WKH�*,&���7KH�*,&�FRQWULEXWHG�DQ�DGGLWLRQDO������������

�SURMHFWHG�PDWXULW\�DPRXQW��RI�FDVK�LQWR�WKH�PRQH\�PDUNHW�IXQGV�ZKHQ�LW

PDWXUHG�

6WDWH�ODZ�UHTXLUHV�WKDW�DOO�FDVK�UHFHLSWV�IURP�WKH�VDOH�RU�PDWXULW\�RI�DQ

LQYHVWPHQW��LQWHUHVW�SD\PHQW��RU�GLYLGHQG�SD\PHQW�EH�EURXJKW�LQWR�WKH�6WDWH

7UHDVXU\�SULRU�WR�EHLQJ�UHLQYHVWHG�

& 7KH�FRQWUDFWXDO�SURFHGXUHV�XVHG�IRU�QHZ�FXVWRGLDO�VHUYLFHV�DQG�LQYHVWPHQW

&RQVXOWDQW�VHUYLFHV�ZHUH�DFFRPSOLVKHG�LQ�DQ�XQXVXDO�DQG�RQ�DQ�HPHUJHQF\

EDVLV�

2QFH�DJDLQ��WKH�%RDUG�DQG�WKH�&RPPLVVLRQ�KDQGOHG�WKH�FXVWRGLDQ�LVVXH�LQ�DQ

H[SHGLHQW�PDQQHU�GXH�WR�WKH�HPHUJHQF\�QDWXUH�RI�WKH�VLWXDWLRQ�

)DFWV���7KH�&RPPLVVLRQHU�DQG�WKH�&KDLU�RI�WKH�%RDUG�NQHZ�RQ�-XO\���������

WKDW�WKH�&RQVXOWDQW�ZDV�SODQQLQJ�WR�OHDYH�WKH�HPSOR\PHQW�RI�WKH�,QYHVWPHQW

&RQVXOWDQW�&XVWRGLDQ�ILUP�DQG�VWDUW�KLV�RZQ�FRPSDQ\���7KH�UHPDLQLQJ�%RDUG

PHPEHUV�ZHUH�QRW�LQYROYHG�LQ�WKH�SURFHVV�WR�FKDQJH�FRQWUDFWHG�LQYHVWPHQW

VHUYLFH�SURYLGHUV�XQWLO�WKH��QH[W�VFKHGXOHG�%RDUG�PHHWLQJ�RQ�6HSWHPEHU���

�������:H�EHOLHYH�WKHUH�ZDV�VXIILFLHQW�WLPH�IURP�-XO\����������XQWLO�WKH�%RDUG

PHHWLQJ�WR�FDOO�DQ�HPHUJHQF\�PHHWLQJ�RI�WKH�%RDUG�WR�GHFLGH�KRZ�WR�SURFHHG��

(DUO\�%RDUG�LQYROYHPHQW�ZRXOG�KDYH�HOLPLQDWHG�WKH��HPHUJHQF\�QDWXUH�RI�WKH

VLWXDWLRQ��
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& :KHQ�WKH�%RDUG�ZDV�LQIRUPHG�E\�WKH�IRUPHU�FXVWRGLDQ�WKDW�WKH\�ZRXOG�QR

ORQJHU�SURYLGH�FXVWRGLDO�VHUYLFHV��WKH�%RDUG�DQG�WKH�&RPPLVVLRQ�UHOLHG�RQ�WKH

H[SHUWLVH�RI�LWV�&RQVXOWDQW�WR�DVVLVW�LQ�VHOHFWLQJ�D�QHZ�FXVWRGLDQ�

)DFWV��7KH�&RPPLVVLRQ�EHJDQ�WKH�VHOHFWLRQ�SURFHVV�IRU�WKH�QHZ�FXVWRGLDQ�SULRU

WR�WKH�6HSWHPEHU����������%RDUG�PHHWLQJ���7KH�,QYHVWPHQW�)LUP�ZDV�VWLOO

XQGHU�FRQWUDFW�ZLWK�WKH�%RDUG�IRU�ERWK�FRQVXOWDQW�DQG�FXVWRGLDO�VHUYLFHV�DW�WKLV

PHHWLQJ���$�UHSUHVHQWDWLYH�IURP�WKH�,QYHVWPHQW�)LUP�WHVWLILHG�DW�WKLV�PHHWLQJ

WKDW�WKH�,QYHVWPHQW�)LUP�ZRXOG�FRQWLQXH�WR�SURYLGH�HLWKHU�ERWK�FRQVXOWDQW�DQG

FXVWRGLDO�VHUYLFHV�RU�MXVW�FXVWRGLDO�VHUYLFHV�

& 7KH�%RDUG��DW�LWV�6HSWHPEHU�¨���PHHWLQJ��KDG�DQ�DJHQGD�LWHP�WR�GLVFXVV�WKH

LVVXH�RI�FRQIOLFW�RI�LQWHUHVW���7KH�WZR�ERDUG�PHPEHUV�LQ�TXHVWLRQ�UHYHDOHG�WKHLU

LQYHVWPHQW�UHODWLRQVKLS�ZLWK�WKH�&RQVXOWDQW�WR�WKH�ERDUG���$IWHU�GLVFXVVLRQ��WKH

ERDUG�YRWHG�WKDW�D�YLRODWLRQ�RI�WKH�(WKLFV�3ROLF\�GLG�QRW�RFFXU�DQG�WKHUH�ZDV

QR�FRQIOLFW�RI�LQWHUHVW�

)DFWV���7KH�WZR�%RDUG�PHPEHUV�VKRXOG�KDYH�GLVFORVHG�WKHLU�LQYHVWPHQW

UHODWLRQVKLS�ZLWK�WKH�&RQVXOWDQW�DW�WKH�-XQH������%RDUG�PHHWLQJ�DQG�SULRU�WR

YRWLQJ�RQ�WKH�&RQVXOWDQW©V�FRQWUDFW�

& &RQWUROV�DUH�LQ�SODFH�DW�WKH�&XVWRGLDQ��ZKLFK�GLG�QRW�FRQVWLWXWH�D�ZHDNQHVV

RYHU�IHH�SD\PHQWV�

)DFWV���3URSHU�FRQWUROV�ZHUH�QRW�LQ�SODFH�DW�WKH�&XVWRGLDQ�DW�WKH�WLPH�RI�RXU

DXGLW�DQG�GXULQJ�WKH�SHULRG�ZH�DXGLWHG���$�UHSUHVHQWDWLYH��RWKHU�WKDQ�WKH

&XVWRGLDQ
V�UHSUHVHQWDWLYH��DW�WKH�EURNHUDJH�ILUP�GLUHFWO\�GHELWHG�WKH

&RPPLVVLRQ
V�DFFRXQWV�ZLWKRXW�WKH�&RPPLVVLRQ©V�DQG�WKH�&XVWRGLDQ
V�SULRU

NQRZOHGJH���:HDNQHVVHV�LQ�FRQWUROV�RYHU�IHH�SD\PHQWV�H[LVWHG�

& 7KH�)XQG�QHYHU�KDV��LGOH�&DVK��QRW�GUDZLQJ�LQWHUHVW���7KH�0RQH\�0DUNHW

)XQG�LV�DQ�LQYHVWPHQW�DQG�GUDZV�LQWHUHVW���������)XQGV�ZLOO�EH�WUDQVIHUUHG�WR�WKH

7UHDVXU\�DV�QHHGHG�WR�SD\�LQYRLFHV�WKURXJK�86$6�

)DFWV��7KH�LVVXH�LV�QRW�ZKHWKHU�RU�QRW�WKH�PRQH\�PDUNHW�IXQG�LV�DQ�LQYHVWPHQW��

7KH�LVVXH�LV�WKDW�VWDWH�ODZ�UHTXLUHV�WKDW�DOO�FDVK�UHFHLSWV�IURP�WKH�VDOH�RU

PDWXULW\�RI�DQ�LQYHVWPHQW��LQWHUHVW�SD\PHQW��RU�GLYLGHQG�SD\PHQW�EH�EURXJKW

LQWR�WKH�6WDWH�7UHDVXU\�SULRU�WR�EHLQJ�UHLQYHVWHG���7KH�FDVK�VKRXOG�WKHQ�EH

WUDQVIHUUHG�IURP�WKH�6WDWH�7UHDVXU\�WR�WKH�&XVWRGLDQ�LQ�WKH�DPRXQWV�DQG�DW�WKH

WLPH�QHFHVVDU\�IRU�WKH�0RQH\�0DQDJHUV�WR�SXUFKDVH�DGGLWLRQDO�LQYHVWPHQW

LQVWUXPHQWV���7KH�FDVK�FDQQRW�PHUHO\�EH�SODFHG�LQ�D�PRQH\�PDUNHW�IXQG�DW�WKH

&XVWRGLDQ�

,W�ZLOO�QRW�EH�QHFHVVDU\�WR�WUDQVIHU�IXQGV�IURP�WKH�&XVWRGLDQ�WR�WKH�6WDWH

7UHDVXU\�WR�SD\�LQYRLFHV�LI�DOO�FDVK�EDODQFHV�DUH�PDLQWDLQHG�DW�WKH�6WDWH

7UHDVXU\���7KH�&RPPLVVLRQ�LV�UHVSRQVLEOH�IRU�PRQLWRULQJ�WR�HQVXUH�WKDW�LWV

DFFRXQWV�DW�WKH�&XVWRGLDQ�FRQVLVW�RI�LQYHVWPHQW�LQVWUXPHQWV�ZKLFK�DUH

UHSUHVHQWDWLYH�RI�D�0RQH\�0DQDJHU©V�VSHFLILHG�LQYHVWPHQW�VW\OH�
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Appendix 1:

Objective, Scope, and Methodology

Objective

2XU�DXGLW�REMHFWLYH�ZDV�WR�IROORZ�XS�RQ�LVVXHV�LGHQWLILHG�GXULQJ�WKH�VPDOO�DJHQF\

PDQDJHPHQW�FRQWURO�IROORZ�XS�DXGLW�RI�WKH�2IILFH�RI�WKH�)LUH�)LJKWHUV©�3HQVLRQ

&RPPLVVLRQHU�

& %RDUG�RYHUVLJKW�RI�LQYHVWPHQW�DFWLYLW\�DQG�FRQWUDFWHG�LQYHVWPHQW�VHUYLFHV

& &RPSOLDQFH�ZLWK�LQYHVWPHQW�SROLF\�VWDWHPHQW

& ,PSOHPHQWDWLRQ�RI�SULRU�UHFRPPHQGDWLRQV�UHVXOWLQJ�IURP�RXU�DQDO\VLV�RI

LQYHVWPHQW�DFWLYLW\�

3ULRU�WR�WKH�UHOHDVH�RI�RXU�PDQDJHPHQW�OHWWHU�LQ�6HSWHPEHU�������WKH�&RPPLVVLRQ

H[SHULHQFHG�VHYHUDO�FKDQJHV�LQ�LWV�FRQWUDFWHG�LQYHVWPHQW�VHUYLFHV����,Q�OLHX�RI�UHOHDVLQJ

WKH�UHSRUW�ZH�GLVFXVVHG�DOO�UHFRPPHQGDWLRQV�ZLWK�WKH�&RPPLVVLRQHU�DQG�PDGH�FOHDU

RXU�LQWHQW�WR�IROORZ�XS�RQ�WKH�UHFRPPHQGDWLRQV�DV�SDUW�RI�WKH�ILVFDO�\HDU������DQQXDO

ILQDQFLDO�RSLQLRQ�DXGLW���(See Appendix 2.2 for details.) 

2QFH�ZH�ZHUH�RQ�VLWH��LW�EHFDPH�DSSDUHQW�WKDW�ZH�VKRXOG�IRFXV�RXU�ZRUN�RQ�WKH�LVVXH

RI�&RPPLVVLRQ�RYHUVLJKW�RI�FRQWUDFWHG�LQYHVWPHQW�VHUYLFHV���

Scope

7KH�VFRSH�RI�WKLV�DXGLW�LQFOXGHG�FRQVLGHUDWLRQ�RI�WKH�%RDUG©V�RYHUVLJKW��FRQWUDFWLQJ

SURFHGXUHV��DQG�FRQWUROV�RYHU�LQYHVWPHQW�RSHUDWLRQV�DQG�H[SHQGLWXUHV�

Scope Limitation

7KH�VFRSH�RI�RXU�UHYLHZ�ZDV�OLPLWHG�E\�D�GLIILFXOW\�LQ�REWDLQLQJ�DFFHVV�WR�LQIRUPDWLRQ

IURP�RXWVLGH�FRQWUDFWRUV���7KLV�FDXVHG�XQQHFHVVDU\�GHOD\�LQ�WKH�FRPSOHWLRQ�RI�DXGLW

ILHOGZRUN�DQG�PDGH�FHUWDLQ�DXGLW�LVVXHV�PRUH�GLIILFXOW�WR�H[DPLQH�DQG�UHVROYH���:H

UHFRPPHQG�WKDW�WKH�&RPPLVVLRQ�LQFOXGH�SURYLVLRQV�LQ�IXWXUH�FRQWUDFWV�WKDW�H[SUHVVO\

DXWKRUL]H�DXGLWRUV�WR�UHYLHZ�FRQWUDFWRU�UHFRUGV�DQG�LQIRUPDWLRQ�UHODWLQJ�WR�WKH

PDQDJHPHQW�RI�WKH�SHQVLRQ�IXQG��

Methodology

7KH�PHWKRGRORJ\�XVHG�LQFOXGHG�FROOHFWLQJ�LQIRUPDWLRQ��SHUIRUPLQJ�DXGLW�WHVWV�DQG

SURFHGXUHV��DQG�HYDOXDWLQJ�WKH�LQIRUPDWLRQ���7KH�DXGLW�ZDV�GRQH�LQ�FRQQHFWLRQ�ZLWK�WKH

DQQXDO�ILQDQFLDO�VWDWHPHQW�RSLQLRQ�DXGLW���6HH�6$2�5HSRUW�1R���������IRU�WKH�UHVXOWV

RI�WKH�RSLQLRQ�DXGLW�
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,QIRUPDWLRQ�FROOHFWHG�WR�DFFRPSOLVK�RXU�REMHFWLYH�LQFOXGHG�WKH�IROORZLQJ�

,QWHUYLHZV�ZLWK�

& 7KH�&RPPLVVLRQHU�DQG�&RPPLVVLRQ�VWDII

& &RQWUDFWHG�LQYHVWPHQW�SURYLGHUV�DQG�DFFRXQWDQWV

& 2WKHU�VWDWH�DJHQFLHV©�HPSOR\HHV

'RFXPHQWV�VXFK�DV�WKH�IROORZLQJ�

& %RDUG�DQG�FRPPLWWHH�PHHWLQJ�DJHQGDV�DQG�PLQXWHV�

& 6HSWHPEHU����������%RDUG�PHHWLQJ�WDSHV�

& $SSURYHG�LQYHVWPHQW�SROLFLHV

& ,QYHVWPHQW�DQG�RSHUDWLQJ�SROLFLHV�DQG�SURFHGXUHV

& $SSOLFDEOH�VWDWH�ODZV�DQG�VWDWXWRU\�SURYLVLRQV

& &RQWUDFWV�ZLWK�LQYHVWPHQW�FRQVXOWDQWV�DQG�FXVWRGLDQV�DQG�PRQH\�PDQDJHUV

& ,QYHVWPHQW�WUDQVDFWLRQ�GRFXPHQWDWLRQ

& &RPPLVVLRQ�ILOHV

& 'RFXPHQWV�UHODWHG�WR�FRQWUDFWV�IRU�LQYHVWPHQW�FRQVXOWDQW�DQG�FXVWRGLDO

FRQWUDFWV

& )LQDQFLDO�6WDWHPHQW�'LVFORVXUHV

7HVW�DQG�SURFHGXUHV�FRQGXFWHG�LQFOXGHG�WKH�IROORZLQJ�

�

& ,QTXLULHV�RI�HQWLW\�SHUVRQQHO

& &RPSOHWLRQ�RI�LQWHUQDO�FRQWURO�VWUXFWXUH�TXHVWLRQQDLUHV

& 2EVHUYDWLRQ�RI�ERDUG�RU�FRPPLWWHH�PHHWLQJV

& 5HYLHZ�RI�LQYHVWPHQW�DQG�RSHUDWLQJ�SROLFLHV�DQG�SURFHGXUHV

& 2EVHUYDWLRQ�RI�GRFXPHQWV�RU�UHSRUWV�WR�GHWHUPLQH�WKDW�DSSURSULDWH�SURFHGXUHV

KDYH�EHHQ�SHUIRUPHG

& 7HVWV�RI�FHUWDLQ�LQYHVWPHQW�WUDQVDFWLRQV�IRU�FRPSOLDQFH�ZLWK�FRQWURO

SURFHGXUHV�DQG�FRQWUDFWXDO�SURYLVLRQV

& 5HYLHZ�RI�FRQWUDFWRU�VHOHFWLRQ�DQG�HYDOXDWLRQ�SURFHGXUHV�DQG�GRFXPHQWV

& 5HYLHZ�RI�FRQWUDFWV�IRU�DSSURSULDWHQHVV�RI�WHUPLQRORJ\�DQG�SULRU�DSSURYDO�E\

OHJDO�FRXQFLO

& &RPSDULVRQ�RI�FHUWDLQ�FRQWUDFWRU�ELOOLQJV�ZLWK�FRQWUDFWXDO�UDWHV

& 5HYLHZ�RI�ILQDQFLDO�VWDWHPHQW�GLVFORVXUHV�IRU�DSSURSULDWHQHVV

& 5HYLHZ�RI�VWDWH�ODZV�DQG�DJHQF\�UXOHV

&ULWHULD�XVHG�WR�HYDOXDWH�LQIRUPDWLRQ�UHFHLYHG�LQFOXGHG�WKH�IROORZLQJ�

�����

& %RDUG©V�LQYHVWPHQW�SROLF\�DQG�%RDUG�DQG�&RPPLVVLRQ�RSHUDWLQJ�SROLFLHV�DQG

SURFHGXUHV

& &RQWUDFWXDO�SURYLVLRQV

& 6WDWH�ODZV�DQG�DJHQF\�UXOHV

& 6WDQGDUG�DXGLW�FULWHULD
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Other Information

)LHOGZRUN�ZDV�FRQGXFWHG�IURP�0DUFK������WKURXJK�0D\��������7KH�DXGLW�ZDV

FRQGXFWHG�LQ�DFFRUGDQFH�ZLWK�DSSOLFDEOH�SURIHVVLRQDO�VWDQGDUGV��LQFOXGLQJ�

& *HQHUDOO\�$FFHSWHG�*RYHUQPHQW�$XGLWLQJ�6WDQGDUGV

& *HQHUDOO\�$FFHSWHG�$XGLWLQJ�6WDQGDUGV

7KH�DXGLW�ZRUN�ZDV�SHUIRUPHG�E\�WKH�IROORZLQJ�PHPEHUV�RI�WKH�6WDWH�$XGLWRU©V�2IILFH

VWDII�

& 5RELQ�6PLWK��&3$��3URMHFW�0DQDJHU�

& 6XVDQ�5LOH\��&3$��4XDOLW\�&RQWURO�

& &DURO�6PLWK��&3$��$XGLW�0DQDJHU�

& &UDLJ�.LQWRQ��&3$��$XGLW�'LUHFWRU�
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Appendix 2:

Background Information

Appendix 2.1:

Chronology of Events Leading to Change In Organization of
Commission’s Investment Consultant and Custodial Contractors

2Q�$XJXVW�����������WKH�&RPPLVVLRQ©V�LQYHVWPHQW�DFWLYLWLHV�ZHUH�FDUULHG�RXW�XQGHU

WKH�IROORZLQJ�EXVLQHVV�DUUDQJHPHQWV�

Table 1

Contracted Function Explanation Comment

Accountant
& State accounting
& Investment accounting

The Commission contracted with a
private sector firm to provide
accounting services.

Investment Consultant
& Advise on asset

allocation and
investment policy

& Aid in money manager
selection

& Quarterly performance
measurement - portfolio

& Money manager
performance
evaluation

The Commission had a contract Commission had decided to move
with a national financial services to a “wrap fee” arrangement, with
firm for investment consulting and one firm being both consultant
custodial services.  The firm had and custodian, on the advice of
been the Commission’s investment the Consultant when he was
consultant since 1990.  The firm had employed by the firm.  
been custodian for only one year.

We recommended controls that
the Commission would need to
have in this higher-risk business
arrangement.  Commission
established some of the controls
we recommended.Custodian

& Recording and
reporting of all
investment transactions

& Maintaining investment
accounts

Money Managers
& Make all buy and sell

decisions based on
Commission’s
investment policy

& Interact with brokers
and custodian for trade
execution

The Commission had contracted
with three firms to provide money
management services.  One firm
handled buy and sell decisions for
the Commission’s fixed-income
portfolio.  The other two firms
handled buy and sell decisions for
the Commission’s growth and value
equity portfolios.

8QGHU�WKLV�DUUDQJHPHQW��WKH�&RPPLVVLRQ�SDLG���������IRU�LQYHVWPHQW�FRQVXOWDQW�DQG

FXVWRGLDQ�VHUYLFHV��ILVFDO�\HDU���������7KH�YDOXH�RI�WKH�SHQVLRQ�IXQG�ZDV�������PLOOLRQ

RQ�$XJXVW������������$Q�DGGLWLRQDO���������ZDV�SDLG�IRU�PRQH\�PDQDJHU�VHUYLFHV��
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'XULQJ�WKH�SHULRG�IURP�$XJXVW����������WR�2FWREHU�������WKH�&RPPLVVLRQHU�DQG�WKH

%RDUG�PDGH�D�VHULHV�RI�GHFLVLRQV�ZKLFK�FKDQJHG�WKLV�EXVLQHVV�DUUDQJHPHQW���7KH

FKURQRORJ\�RI�FKDQJHV�DQG�WKH�LPSDFW�WKHVH�GHFLVLRQV�KDG�RQ�LQFUHDVLQJ�WKH�ULVN�WR�WKH

&RPPLVVLRQ©V�IXQGV�ZHUH�DV�IROORZV�

Table 2

Date Decision/Change Effect on Risk to the
Commission’s Funds

Early Summer 1996 & Employee assigned to the & The employee of the investment
Commission’s account by its consulting firm becomes the
investment consultant firm Consultant working in the
informs  the Commissioner of private sector.
plans to become self- & There is no longer any
employed.  contractual relationship

& The Commissioner agrees to between the Commission and
work in confidence with the Consultant.  Without a
employee. contract defining the

Consultant’s responsibilities, the
Commission has no mechanism
to ensure that the duties
performed by the Consultant
were in the best interest of the
Commission or in compliance
with state requirements and
Commission policies.

July 19, 1996 The Commissioner begins to The Commissioner is unaware of the
receive information on services fact that this custodial firm does not
provided by another custodial actually hold its client’s investments. 
firm.  The Commissioner was Instead, the investments are held by
introduced to the new firm by a brokerage firm that also has
the Consultant. established business relationships

with the Consultant.

August 1, 1996 Consultant leaves employment Although there is now no formal
of the firm which provided contractual relationship in place
investment consulting and between  the Consultant and the
custodial services to the Commission, he is allowed to advise
Commission. on and participate in operational

decisions.

August 6, 1996 The Commissioner orders the Commission’s accounts had no
Investment Firm not to assign a officially designated supervision for
new employee to manage the a period of 36 days, although its
Commission’s accounts. contract with the Investment Firm

was still in place.
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Table 2 (continued)

Date Decision/Change Effect on Risk to the
Commission’s Funds

August 7, 1996 The Commissioner informs the & All members of the Board were
employee selected by the not notified of the
Investment Firm to take over the Commissioner’s plans to
Commission’s accounts that he change the investment
cannot be authorized to perform consulting/custodian contracts.
work for the Commission until & The Commission was unable to
approved by the Board at the receive reports critical to
September meeting. monitoring the activities the

Investment Firm performed on
its behalf.

August 7, 1996 & The Commissioner begins & The Commissioner has
process of soliciting designated a Consultant to
proposals for a new perform official duties of the
custodian.  Commission although the

& The Commissioner’s RFP Consultant has no official
instructs all proposals to be contractual relationship with the
sent to the Consultant. Commission.

& The Commissioner did not & Most Board Trustees had no
solicit a proposal from the knowledge of this RFP being
Investment Firm which was conducted.  It appears only the
current Custodian and Board Chair had knowledge.
Investment Consultant. & RFP process violated

(The General Services competitive bidding. The
Commission [GSC] has purchase of custodian services
delegated purchasing functions is not exempt from GSC
to agency employees who are
required to adhere to ethical
standards and avoid all conflict
of interest in purchasing
activities.)

requirements for state
contracting procedures for

purchasing rules.  There is a risk
that GSC could revoke the
Commission’s authority to
perform purchasing functions
for not following required
procedures.��
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Table 2 (continued)

Date Decision/Change Effect on Risk to the
Commission’s Funds

August 29, 1996 The Consultant: & We found no documentation to
& Reviewed the proposals, indicate that the Commission’s

determined eight firms did staff or Board ever reviewed the
not respond, rejected three proposals for a critical function
of five proposals received, of the Commission.  
and urged two respondents & Although he still had no official
to make a presentation at contractual relationship with the
the September Board Commission, the Consultant
meeting. began to determine what

& Sent letters to this effect prior information would be presented
to contacting the to the Board.
Commissioner for approval. & Documents related to an RFP,

& Informed the Commissioner proposals, and the selection of
of custodian proposal proposals may be subject to
responses, which were open records and should be
rejected, and two remaining maintained by the Commission. 
viable candidates. The Commission did not have

the proposals or documents
related to the selection of the
proposals on file.

September 4, 1996 The Consultant provides the Cover letter stated, “we have
Commissioner with an Investment
Management Services
Agreement for review and
comment.  

revised our continuing consulting
contract agreement to properly
reflect the upcoming choice of
changing custodianship from” the
Commission’s Investment Firm “to an
alternative provider.”

September 4, 1996 & Consultant recommends a & The process did not ensure that
new Custodian to the all parties considered for
Commissioner.  (The custodian services had the
Commissioner had same access to information.
discussions with the & Although he still had no official
recommended Custodian in relationship with the
July, as a result of an Commission, the Consultant
introduction by the again determined what
Consultant.) information would be presented

& Consultant cancels Board to the Board.
presentations of top two & GSC guidelines also call for
custodial services proposers. avoiding all conflicts of interest

in purchasing activities.�
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Table 2 (continued)

Date Decision/Change Effect on Risk to the
Commission’s Funds

September 5, 1996 At a meeting of the Board, the & The Board made decisions
Board: about critical business
& Received a proposal from arrangements without

the Investment Firm to adequate time for deliberation
continue current, official and with limited information.
business arrangements. - Certain board members

& Approved a change in expressed dissatisfaction
custodial firms for a period of with not being informed
six months. about the RFP process and

& Approved a change in not having a chance to
investment consultants to review the proposals.
the Consultant’s new - The Commissioner and
company for a period of six Chair misrepresented the
months. prior, official business

& Terminated its contract with arrangements in place to
the Investment Firm. carry out the Commission’s

The Consultant announced that & Board disregards
prior to the meeting he had recommendations of its official,
negotiated with the one money paid Investment Firm.
manager firm (which did not & The Consultant carried out
have a stand-alone contract) Commission negotiations
and could commit for them that without a contract defining the
they would accept a stand- Consultant’s responsibilities and
alone contract with the without express authorization
Commission. from the Commission.

(To facilitate the change in firms,
the Consultant agreed to absorb
the $8,000 cost of the new
custodian.)

functions.

September 6 and 13, 1996 Commissioner and Board Chair Contracts did not receive legal
sign the contract with the new review.  As a result, there is a risk
Investment Consultant (the that the Commission’s and State’s
Consultant’s company). interests are not protected.
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Table 2 (concluded)

Date Decision/Change Effect on Risk to the
Commission’s Funds

September 10, 1996 The Commissioner allowed the & The Commissioner and the
Consultant (and now the official Board were unaware of the
Investment Consultant) to make brokerage firm that had
arrangements with the new physical possession of the funds.
Custodian on how the & The Consultant had business
Commission’s accounts would relationships with and
be handled. maintained business accounts

at the brokerage firm, allowing
him to directly transfer
Commission funds despite a
contract between the
Custodian and the Commission
that required written
authorization by the Trustees or
the Commissioner for transfer of
funds.

October 7, 1996 Commissioner and Board Chair Contracts did not receive legal
sign the contract with the new review.  As a result, there is a risk
Custodian. that Commission’s and State’s

interests are not protected.

$V�D�UHVXOW�RI�WKHVH�GHFLVLRQV�FKDQJHV��WKH�&RPPLVVLRQ©V�LQYHVWPHQW�DFWLYLWLHV�DUH�QRZ

FDUULHG�RXW�XQGHU�WKH�IROORZLQJ�EXVLQHVV�DUUDQJHPHQWV�

Table 3

Contracted Function Explanation Comments

Accountant
& State accounting
& Investment accounting

The Commission contracts with
same private sector firm to provide
accounting services.

Investment Consultant
& Advise on asset

allocation and
investment policy

& Aid in money manager
selection

& Quarterly performance
measurement - portfolio

& Money manager
performance
evaluation

Commission contracts with the The company’s contract granted
company established by the authority which was inconsistent
Consultant.  The company is with established Commission
absorbing the cost of the controls. 
Custodian.
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Table 3 (concluded)

Contracted Function Explanation Comments

Custodian
& Recording and

reporting of all
investment transactions

& Maintaining investment
accounts

The Custodian is a trust company & The Custodian had no prior
but does not have physical knowledge of certain
possession of fund assets.  The assets transactions processed through
are in the possession of the the brokerage firm by the
brokerage firm. Consultant.

& In our initial discussions with the
brokerage firm the fund was
confused with the Consultant’s
other accounts. 

Money Managers
& Make all buy and sell

decisions based on
Commission’s
investment policy

& Interact with brokers
and Custodian for trade
execution

The Commission contracts with the Perform duties based on
same three firms to provide Money instructions from the Consultant
Management services.  One firm instead of the Commission. 
handles buy and sell decisions for
the Commission’s fixed income
portfolio.  The other two firms
handles buy and sell decisions for
the Commission’s growth and value
equity portfolios.

8QGHU�WKLV�DUUDQJHPHQW��WKH�&RPPLVVLRQ�ZLOO�SD\�DQ�HVWLPDWHG���������IRU�,QYHVWPHQW

DQG�&XVWRGLDQ�VHUYLFHV��ILVFDO�\HDU���������7KLV�UHSUHVHQWV�DQ�HVWLPDWHG�������SHUFHQW

LQFUHDVH�RYHU�WKH�SUHYLRXV�\HDU���7KH�PDUNHW�YDOXH�RI�WKH�SHQVLRQ�IXQG�LV�HVWLPDWHG�WR

EH�������PLOOLRQ��DQ�LQFUHDVH�RI�RQO\������SHUFHQW���$Q�DGGLWLRQDO�HVWLPDWHG��������

�DQ�HVWLPDWHG�������SHUFHQW�LQFUHDVH��ZLOO�EH�SDLG�IRU�PRQH\�PDQDJHU�VHUYLFHV�
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Appendix 2.2:

Recommendations Made to the Commission as a Result of Our
Investment Analysis Work Completed in April 1996 and Their
Status

$V�D�UHVXOW�RI�WKH�ILVFDO�\HDU������2SLQLRQ�$XGLW�RI�WKH�)LUH�)LJKWHUV©�3HQVLRQ

&RPPLVVLRQHU��WKH�6WDWH�$XGLWRU©V�2IILFH�H[SDQGHG�WKH�VFRSH�RI�WKH�VFKHGXOHG�6PDOO

$JHQF\�0DQDJHPHQW�&RQWURO�$XGLW�)ROORZ�8S�WR�GHWHUPLQH�WKH�UHDVRQV�IRU�WKH

LQFUHDVHG�QXPEHU�RI�LQYHVWPHQW�WUDQVDFWLRQV�LQ�ILVFDO�\HDU�������

2XU�RYHUDOO�FRQFOXVLRQ�ZDV�WKDW�FKDQJHV�LQ�WKH�&RPPLVVLRQ©V�LQYHVWPHQW�HQYLURQPHQW

UHVXOWHG�LQ�WKH�LQFUHDVHG�QXPEHU�RI�LQYHVWPHQW�WUDQVDFWLRQV�DQG�H[SRVHG�WKH

LQYHVWPHQW�SRUWIROLR�WR�JUHDWHU�ULVN�LQ�WKH�IXWXUH���*UHDWHU�ULVN�UHVXOWHG�IURP�

& $Q�LQFUHDVH�LQ�WKH�QXPEHU�RI�HTXLW\�WUDQVDFWLRQV�DQG�WKH�VL]H�RI�WKH�HTXLW\

SRUWIROLR

& 0RUH�HPSKDVLV�RQ�JURZWK�HTXLW\�KROGLQJV

& :HDN�LQWHUQDO�FRQWUROV�EHFDXVH�RI�ODFN�RI�VHSDUDWLRQ�RI�WKH�LQYHVWPHQW

FRQVXOWDQW�DQG�FXVWRGLDQ�GXWLHV

& 1RQFRPSOLDQFH�ZLWK�LWV�LQYHVWPHQW�SROLF\�VWDWHPHQW

7R�FRPSHQVDWH�IRU�DGGHG�ULVN��ZH�UHFRPPHQGHG�WKDW�WKH�&RPPLVVLRQ�PRQLWRU�LWV

LQYHVWPHQWV�PRUH�FORVHO\�DQG�SHULRGLFDOO\�YHULI\�WKH�SHUIRUPDQFH�RI�LWV�LQYHVWPHQWV���

3ULRU�WR�WKH�UHOHDVH�RI�RXU�PDQDJHPHQW�OHWWHU�LQ�6HSWHPEHU�������WKH�&RPPLVVLRQ

H[SHULHQFHG�VHYHUDO�FKDQJHV�LQ�LWV�FRQWUDFWHG�LQYHVWPHQW�VHUYLFHV���,Q�OLHX�RI�UHOHDVLQJ

WKH�UHSRUW��ZH�GLVFXVVHG�DOO�UHFRPPHQGDWLRQV�ZLWK�WKH�&RPPLVVLRQHU�DQG�PDGH�FOHDU

RXU�LQWHQW�WR�IROORZ�XS�RQ�WKH�UHFRPPHQGDWLRQV�DV�SDUW�RI�WKH�ILVFDO�\HDU������DQQXDO

ILQDQFLDO�RSLQLRQ�DXGLW����

7KH�IROORZLQJ�DUH������WKH�UHFRPPHQGDWLRQV�ZH�PDGH�WR�WKH�&RPPLVVLRQHU�DV�D�UHVXOW

RI�RXU�LQYHVWPHQW�DQDO\VLV�ZRUN������WKH�FRQGLWLRQV�DW�WKH�WLPH�RXU�DQDO\VLV�ZDV

SHUIRUPHG��DQG�����WKH�VWDWXV�RI�WKH�UHFRPPHQGDWLRQV�
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�����Table 4

Recommendation Condition Status as of April 22, 1997 

Obtain the billing detail The Commission did not know At the Commissioner’s request,
necessary to accurately how the total “wrap” fee was the State Auditor’s Office
account for all contracted allocated to each provider of wrote the Investment Firm and
services under the “wrap” fee professional services. This obtained the fee details. The
arrangement. information is necessary for Commission was unable to

compliance with the obtain the details through the
Comptroller of Public Accounts consultant assigned to the
financial reporting Commission’s account.  The
requirements. “wrap” fee arrangement is no

longer in place.  It was
substituted with a partial
“wrap” fee—only investment
consulting and custodial
services.

Perform ratio and trend analysis The Commission performed no The Commissioner states that
on investment data.  Good ratio or trend analysis.  All the ratio and trend analysis
benchmarks such as the monitoring responsibilities were provided by the Investment
accounting rate of return on delegated to the Investment Consultant is “validation
investments, time-weighted rate Consultant. enough.”
of return on investments, and
turnover ratios could be used. 
Investment data for analysis
available to the Commission in
its accounting records.

Perform verification of market The Commission did not verify The Commission’s Contract
values in the custodian reports the accuracy of market values Accountant has been
every quarter.  Publications reported. instructed to verify market
such as the Wall Street Journal values on a sample basis each
and Moody’s Bond Record can quarter.
be used to verify market values
of individual investments.

Validate and confirm from The Consultant’s reports contain The Commissioner states that
primary sources the accuracy the following disclaimer:  (we) the ratio and trend analysis
of the performance data “will not be liable to anyone provided  by the Investment
contained in the Consultant’s who fails to validate or confirm Consultant is “validation
reports by performing ratio from primary sources the
analysis and using data from accuracy of the information
Money Managers’ reports. contained herein.”

enough.”�
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Table 4 (concluded)

Recommendation Condition Status as of April 22, 1997 

Establish a formal evaluation The Commission had no formal The Commissioner states that
process with written criteria to evaluation process for the “when the Board does due
evaluate the performance of Consultant and Custodian. diligence on the selection of
the Commission’s Investment its contract providers, there
Consultant and Custodian. has to come a time when

there is a level of trust, along
with the proper reviews to
determine that they are
performing in a satisfactory
manner.  If we begin to hire
consultants, managers and
actuaries to submit to another
level of review, it seems to be
a never ending process.”

Provide additional investment The majority of the Board’s The Commissioner states that
training for Board members from investment training was “it is somewhat redundant to
sources other than the conducted by the Investment have outside managers come
Commission’s Investment Consultant and Money in to ‘educate’ our board.”
Consultant and Money Managers who also advise the
Managers.  Training from other Board and report portfolio
sources can provide increased performance results.  Board
objectivity in the Board’s members contacted during our
decision-making process. analysis expressed a desire for

additional training from outside
sources.

Monitor its asset allocation On September 30, 1995, the The Board of Trustee’s
between the different types of Commission was not in Investment Committee is in the
investments to ensure that it is in compliance with its Board’s process of formalizing its
compliance with the Board’s policy on asset allocation.  The monitoring procedures.  In the
established investment policy. Commission’s allocation for March 1997 Board meeting,
In addition, the Board should value equity was 38.72 percent, the Board adopted
specify an acceptable range of exceeding the Board’s policy of acceptable ranges of asset
allocation between value 25 percent.  The Commission’s allocations and a new asset
equity, growth equity, and allocation for fixed-income allocation policy. 
fixed-income investments. securities was 38.14 percent,

below the Board’s policy of 50
percent.

Ensure that the Investment Firm While performing investment The Commissioner informed
reports the $500,000 reconciliations, the the Custodian to report the
Government Insurance Commission’s Contract GIC.  The Custodian never 
Contract (GIC) on the Accountant found that the reported the $500,000 GIC. 
Custodian’s statement. Custodian was not reporting the

$500,000 GIC.
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Appendix 2.3:

Additional History of Material or Significant Control Weaknesses at
the Commission

:H�OLPLWHG�WKH�LGHQWLILFDWLRQ�RI�SUREOHPV�WR�WKRVH�UHODWHG�WR�LQYHVWPHQWV�

$XJXVW�������0DQDJHPHQW�/HWWHU���)LUH�)LJKWHUV©�3HQVLRQ�&RPPLVVLRQHU��6$2

5HSRUW�1R��������

A material weakness exists in the Commissioner’s overall control
environment.��7KH�FRQWURO�HQYLURQPHQW�ZHDNQHVV�LV�D�UHVXOW�RI�WKH

FRPELQDWLRQ�RI�WKH�IROORZLQJ�FRQGLWLRQV��UHFRQFLOLDWLRQV�ZHUH�QRW�UHYLHZHG�E\

VXSHUYLVRU\�SHUVRQQHO�DQG�LQYHVWPHQW�WUDQVDFWLRQV�ZHUH�QRW�UHFRQFLOHG�WR�6WDWH

7UHDVXU\�UHFRUGV�

-XQH�������)LVFDO�<HDU������0DQDJHPHQW�/HWWHU���)LUH�)LJKWHUV©�3HQVLRQ

&RPPLVVLRQHU��6$2�5HSRUW�1R��������

A material weakness exists in the overall control environment���7KH
IROORZLQJ�FRQGLWLRQV�ZHUH�QRWHG�ZKLFK��WDNHQ�LQ�DJJUHJDWH��LQGLFDWH�WKH

H[LVWHQFH�RI�D�PDWHULDO�FRQWURO�ZHDNQHVV�

& ,QYHVWPHQW�WUDQVDFWLRQV�ZHUH�QRW�UHFRQFLOHG�WR�H[WHUQDO�VRXUFHV�

& $�GRXEOH�HQWU\�JHQHUDO�OHGJHU�DFFRXQWLQJ�V\VWHP�ZDV�QRW�XVHG�

& 6XSSRUWLQJ�GRFXPHQWDWLRQ�IRU�DGMXVWPHQWV�WR�UHFHLYDEOHV�DQG

LQYHVWPHQW�LQFRPH�ZDV�LQDGHTXDWH�

& *$6%�6WDWHPHQW�1R�����1RWH�'LVFORVXUH�IRU�'HSRVLWV�ZLWK�)LQDQFLDO

,QVWLWXWLRQV��,QYHVWPHQWV��DQG�5HYHUVH�5HSXUFKDVH�$JUHHPHQWV��ZDV

QRW�FRPSOLHG�ZLWK�

& ,QYHVWPHQW�UHFRUGV�ZHUH�QRW�PDLQWDLQHG���,QYHVWPHQW�WUDQVDFWLRQV�ZHUH

QRW�UHFRUGHG�LQ�WKH�JHQHUDO�OHGJHU���1R�GLYLGHQG�LQFRPH�DQG�LQWHUHVW

DQWLFLSDWLRQ�VFKHGXOH�KDG�EHHQ�SUHSDUHG���1R�VXPPDU\�OLVW�RI

LQYHVWPHQWV�ZDV�PDLQWDLQHG��

& ,QYHVWPHQWV�DUH�QRW�SUHVHQWHG�LQ�WKH�DQQXDO�ILQDQFLDO�UHSRUW�LQ

DFFRUGDQFH�ZLWK�JHQHUDOO\�DFFHSWHG�DFFRXQWLQJ�SULQFLSOHV��*$$3���

'LYLGHQGV�UHFHLYDEOH�ZDV�QRW�DFFUXHG���3UHPLXPV�DQG�GLVFRXQWV�RQ�WKH

SXUFKDVH�RI�VHFXULWLHV�ZHUH�QRW�DPRUWL]HG���6KRUW�WHUP�LQYHVWPHQWV

ZHUH�QRW�SURSHUO\�LGHQWLILHG���,QYHVWPHQWV�ZHUH�UHSRUWHG�DW�PDUNHW

YDOXH�UDWKHU�WKDQ�DW�FRVW�RQ�WKH�EDODQFH�VKHHW���

)HEUXDU\�������)LVFDO�<HDU������6WDWHZLGH���2IILFH�RI�WKH�)LUH�)LJKWHUV©�3HQVLRQ

&RPPLVVLRQHU��6$2�5HSRUW�1R��������

For the third consecutive year, the Commission has not acted in a
timely manner to correct significant weaknesses.��,W�DSSHDUV�WKDW�QHLWKHU
DJHQF\�PDQDJHPHQW�QRU�WKH�%RDUG�KDV�KDG�D�FOHDU�XQGHUVWDQGLQJ�RI�WKH

LPSRUWDQFH�RI�VWUHQJWKHQLQJ�WKH�FRQWURO�HQYLURQPHQW�LQ�D�WLPHO\�PDQQHU��
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:HDNQHVVHV�LGHQWLILHG�DUH�

& 7KH�%RDUG�KDV�QRW�DGHTXDWHO\�PRQLWRUHG�DQ�LQYHVWPHQW�WKDW�SUHVHQWV�D

FRQIOLFW�RI�LQWHUHVW���$�FRQVXOWDQW�KLUHG�WR�JLYH�LPSDUWLDO�DGYLFH�RQ

ZKHUH�WR�LQYHVW�IXQGV�LV�KROGLQJ�RQH�RI�WKH�&RPPLVVLRQ©V�LQYHVWPHQWV�

& $V�LQ�SULRU�\HDUV��WKH�&RPPLVVLRQ�GLG�QRW�UHFRQFLOH�LQYHVWPHQW

WUDQVDFWLRQV���7KH�&RPPLVVLRQ�KDV�VLQFH�FRQWUDFWHG�ZLWK�DQ�H[WHUQDO

DFFRXQWDQW�WR�SHUIRUP�WLPHO\�UHFRQFLOLDWLRQV�IRU�WKH������ILVFDO�\HDU�

6HSWHPEHU�������6$2�/HWWHU�WR�WKH�&RPPLVVLRQHU

,Q�D�OHWWHU�IURP�WKH�6WDWH�$XGLWRU©V�2IILFH�WR�WKH�&RPPLVVLRQ��ZH�DGYLVHG�WKH

&RPPLVVLRQ�WKDW�ZKLOH�WKHUH�LV�QR�GLUHFW�FRQIOLFW�RI�LQWHUHVW�LQ�D�¦ZUDSSHG§�IHH

FRQWUDFW��VXFK�D�UHODWLRQVKLS�PD\�UHGXFH�LQWHUQDO�FRQWUROV�RYHU�LQYHVWPHQW

WUDQVDFWLRQV���We further advised the Commission of recommended
internal controls over investment transactions that should be in place to
mitigate the appearance of conflict of interest. 

0DUFK�������2IILFH�RI�)LUH�)LJKWHUV©�3HQVLRQ�&RPPLVVLRQHU���)LQDQFLDO�DQG

&RPSOLDQFH�$XGLW��)LVFDO�<HDU�������6$2�5HSRUW�1R��������

The Commission and its Board have corrected the prior year material
weakness in the overall control environment.  They have implemented
a general ledger accounting system and investment reconciliations.

$SULO�������$Q�2SLQLRQ�$XGLW�RQ�WKH�)LUH�)LJKWHUV©�3HQVLRQ�&RPPLVVLRQHU��6$2

5HSRUW�1R��������

& Reconciling items in the reconciliations of the Commission’s
investment portfolio were not properly identified and
investigated,�UHFRQFLOLQJ�LWHPV�QRWHG�DV�D�WLPLQJ�GLIIHUHQFH�FRXOG�QRW

EH�WUDFHG�WR�VXEVHTXHQW�FXVWRGLDQ�VWDWHPHQWV��DQG�WKH�DPRXQW�QRWHG�DV

¦ERQG�DPRUWL]DWLRQ§�GLIIHUV�IURP�WKH�DPRUWL]DWLRQ�UHSRUWHG�LQ�WKH

LQYHVWPHQW�UHFRUGV�E\������������

& There is no income anticipation system to accurately forecast
the amount of dividend revenues due for all equity securities.  

& 7KH�VWUDLJKW�OLQH�LQVWHDG�RI�WKH�HIIHFWLYH�LQWHUHVW�PHWKRG�RI

DPRUWL]DWLRQ�IRU�GLVFRXQWV�DQG�SUHPLXPV�ZDV�XVHG�

& Improper accounting and reporting of certain professional
services occurred during fiscal year 1994.

& Reconciling of cash in the State Treasury was not prepared
properly and proper documentation was not maintained.

$SULO�������$Q�2SLQLRQ�$XGLW�RQ�WKH�2IILFH�RI�WKH�)LUH�)LJKWHUV©�3HQVLRQ

&RPPLVVLRQHU��6$2�5HSRUW�1R��������
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The Commission has not implemented the following recommended
internal control over investments  to mitigate the appearance of conflict
of interest over its contracted investment services under the “wrapped”
fee contract.

& 7ZR�RI�WKH�&RPPLVVLRQ©V�WKUHH�LQYHVWPHQW�PDQDJHUV�GR�QRW�UHSRUW

LQYHVWPHQW�DFWLYLW\�GLUHFWO\�WR�WKH�&RPPLVVLRQ�

& 7KH�&RPPLVVLRQ�LV�QRW�UHFHLYLQJ�WKH�GDWD�QHFHVVDU\�WR�SHUIRUP

FRPSOHWH�UHFRQFLOLDWLRQV�RI�WKH�LQYHVWPHQW�PDQDJHUV©�DQG�FXVWRGLDQ©V

DFWLYLWLHV�

& 7KH�&RPPLVVLRQ�GRHV�QRW�KDYH�RQ�OLQH�DFFHVV�WR�YHULI\�WUDQVDFWLRQV

GDLO\�

The Commission does not receive adequate billing detail to accurately
account for contracted investment services.  The quarterly billing under
the “wrapped” fee contract does not itemize each service and allocate
the fee to each service provider.  The Commission cannot accurately
account for its contracted investment services.

& ,Q�ILVFDO�\HDU�������WKH�LQYHVWPHQW�FRQVXOWDQW©V�ELOOLQJ�GHWDLO�ZDV�QRW

DGHTXDWH�WR�DFFXUDWHO\�DFFRXQW�IRU�LQYHVWPHQW�FRQVXOWDQW�DQG

EURNHUDJH�IHHV���:H�IRXQG�WKDW���������LQ�EURNHUDJH�IHHV�SDLG�WR�WKH

LQYHVWPHQW�FRQVXOWDQW�DV�FRQVXOWDQW�IHHV�ZHUH�UHFRJQL]HG�DV�SDUW�RI�WKH

FRVW�RI�LQYHVWPHQW�WUDQVDFWLRQV�UDWKHU�WKDQ�DV�SURIHVVLRQDO�VHUYLFH�IHHV�

-XQH�������6$2�,QYHVWPHQW�5HYLHZ

'XH�WR�SODQQHG�IROORZ�XS��QR�UHSRUW�ZDV�LVVXHG��VHH�$SSHQGL[�����IRU�GHWDLOV�

& A lack of separation of investment consultant and custodian
functions results in weak controls.��2QH�ILUP�ZDV�FRQWUDFWHG�ZLWK�WR

SHUIRUP�ERWK�FRQVXOWDQW�DQG�FXVWRGLDQ�VHUYLFHV���7KH�ILUP�DOVR

SURYLGHV�LQYHVWPHQW�WUDLQLQJ�WR�WKH�%RDUG����

& No analysis is performed by the Commission to verify the
accuracy of the information contained in the quarterly
investment performance reports submitted by the consultant.��,Q
DGGLWLRQ��QR�IRUPDO�HYDOXDWLRQ�SURFHVV�DQG�FULWHULD�H[LVW�WR�HYDOXDWH�WKH

ILUP©V�SHUIRUPDQFH�

& The Commission was not in compliance with its asset allocation
policy.  7KH�DOORFDWLRQ�IRU�YDOXH�HTXLW\�ZDV�������SHUFHQW��H[FHHGLQJ
WKH�SROLF\�RI����SHUFHQW���7KH�DOORFDWLRQ�IRU�IL[HG�LQFRPH�VHFXULWLHV

ZDV�������SHUFHQW��EHORZ�WKH�SROLF\�RI����SHUFHQW�
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Appendix 3:

The Office of the Fire Fighters’ Pension Commissioner
Board of Trustees Code of Ethics
Adopted May 1991

7KH�6WDWH�RI�7H[DV�DQG�7UXVWHHV�HOHFWHG�RU�DSSRLQWHG�WR�VHUYH�DV�JRYHUQLQJ�ERDUG

PHPEHUV�RI�LWV�3XEOLF�3HQVLRQ�)XQGV�GHVLUH�WR�HQKDQFH�DQG�SURPRWH�WKH�SURIHVVLRQDO

PDQDJHPHQW�RI�WKHLU�)XQGV��LQ�RUGHU�WR�SURYLGH�UHWLUHPHQW�DQG�RWKHU�EHQHILWV�WR

SDUWLFLSDQWV�DQG�EHQHILFLDULHV�ZKR�KDYH�VHUYHG�WKH�6WDWH�DQG�LWV�FLWL]HQV�

7R�IXUWKHU�WKHVH�REMHFWLYHV��DOO�7UXVWHHV�VKDOO�DGKHUH�WR�OHJDO��PRUDO�DQG�SURIHVVLRQDO

FRGHV�RI�FRQGXFW�LQ�WKH�IXOILOOPHQW�RI�WKHLU�ILGXFLDU\�UHVSRQVLELOLWLHV��DQG�WR�WKH

IROORZLQJ�VWDQGDUGV�

Responsibilities as Trustees

7UXVWHHV�VKDOO�UHFRJQL]H�WKHLU�UHVSRQVLELOLWLHV�IRU�WKH�VWHZDUGVKLS�RI�IXQGV�HQWUXVWHG�WR

WKHLU�DGPLQLVWUDWLRQ�DQG�GLVFKDUJH�WKHLU�GXWLHV�VROHO\�LQ�WKH�LQWHUHVW�RI�WKHLU�)XQG��LWV

EHQHILFLDULHV�DQG�SDUWLFLSDQWV�

& 7KH\�VKDOO�FDUU\�RXW�WKHLU�GXWLHV�ZLWK�DQ�XQGHUVWDQGLQJ�RI�WKH�REOLJDWLRQ�RI

SXEOLF�WUXVW�WKDW�WKH\�RZH�WR�WKH�FLWL]HQV�DQG�WD[SD\HUV�RI�WKH�6WDWH�

& 7KH\�VKDOO�H[HUFLVH�SUXGHQFH�DQG�LQWHJULW\�LQ�WKH�PDQDJHPHQW�DQG�LQYHVWPHQW

RI�SHQVLRQ�SODQ�DVVHWV�LQ�WKHLU�FXVWRG\��VHHNLQJ�UHDVRQHG�GLYHUVLILFDWLRQ�RI�WKH

)XQG©V�DVVHWV��FRQVLVWHQW�ZLWK�WKRVH�OHJDO�OLPLWDWLRQV�ZKLFK�PD\�DSSO\�

& 7KH\�VKDOO�VWULYH�WR�UHWDLQ�TXDOLILHG�LQGLYLGXDOV�WR�SURYLGH�SURIHVVLRQDO

DVVLVWDQFH�LQ�DFKLHYLQJ�)XQG�REMHFWLYHV��LQIRUPLQJ�VDLG�LQGLYLGXDOV�RI�WKH

ILGXFLDU\�GXWLHV�DVVXPHG�E\�YLUWXH�RI�WKHLU�HPSOR\PHQW�E\�WKH�)XQG�

& 7KH\�VKDOO�DVVXUH�WKDW�WKH�SURJUHVV�DFKLHYHG�E\�DGPLQLVWUDWLYH�VWDII��PRQH\

PDQDJHUV��DQG�RWKHU�)XQG�ILGXFLDULHV�EH�VXEMHFW�WR�SHULRGLF�SHUIRUPDQFH

HYDOXDWLRQ�DQG�WKDW�UHDVRQDEOH�DQG�QHFHVVDU\�DGPLQLVWUDWLYH�H[SHQVHV�DUH�SDLG�

& 7KH\�VKDOO�XSKROG�ERWK�WKH�OHWWHU�DQG�WKH�VSLULW�RI�WKH�OHJLVODWLRQ�DQG

UHJXODWLRQV�JRYHUQLQJ�WKHLU�DFWLRQV����$UWLFOH������H��9�$�&�6��

Professional Requirements

7UXVWHHV�VKDOO�DFW�ZLWK�KRQRU�DQG�LQWHJULW\�LQ�WKH�DGPLQLVWUDWLRQ�RI�WKHLU�)XQGV�

& 7KH\�VKDOO�EH�UHVSRQVLEOH�IRU�GHYHORSLQJ�DQG�PDLQWDLQLQJ�WKHLU�VNLOOV�DQG

FRPSHWHQFH�DV�7UXVWHHV�WKURXJK�FRQWLQXLQJ�HGXFDWLRQ�DQG�SDUWLFLSDWLRQ�LQ

SURIHVVLRQDO�DVVRFLDWLRQV�

& 7KH\�VKDOO�QRW�NQRZLQJO\�VLJQ��VXEVFULEH�WR��RU�SHUPLW�WKH�LVVXDQFH�RI�DQ\

VWDWHPHQW�RU�UHSRUW�ZKLFK�FRQWDLQV�DQ\�PLVVWDWHPHQW�RU�ZKLFK�RPLWV�DQ\

PDWHULDO�IDFW�
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& 7KH\�VKDOO�UHVSHFW�DQG�SURWHFW�SULYLOHJHG�LQIRUPDWLRQ�WR�ZKLFK�WKH\�KDYH

DFFHVV�E\�YLUWXH�RI�WKHLU�UROH�DV�7UXVWHH�

& 7KH\�VKDOO�DVVXUH�WKH�)XQG�ILQDQFLDO�LQIRUPDWLRQ�LV�PDGH�DYDLODEOH�SXUVXDQW�WR

DSSOLFDEOH�ODZ�DQG�JHQHUDOO\�DFFHSWHG�SUDFWLFHV��ZLWKLQ�WKH�IUDPHZRUN�RI�VWDWH

DQG�ORFDO�SROLFLHV�

& 7KH\�VKDOO�EH�UHVSRQVLYH�WR�LQTXLULHV�E\�DVVXULQJ�WKDW�WKHLU�)XQGV�KDYH

HVWDEOLVKHG�SURFHGXUHV�IRU�GHDOLQJ�ZLWK�LQIRUPDWLRQ�UHTXHVWV�IURP�EHQHILFLDULHV

RU�SDUWLFLSDQWV��PHPEHUV�RI�WKH�SXEOLF��JRYHUQPHQWDO�DJHQFLHV�DQG�WKH�SUHVV�

& 7KH\�VKDOO�QRW�NQRZLQJO\�EH�D�SDUW\�WR�RU�FRQGRQH�DQ\�LOOHJDO��LPSURSHU��RU

XQHWKLFDO�DFWLYLW\�

& 7KH\�VKDOO�PDQDJH�DOO�PDWWHUV�ZLWKLQ�WKH�VFRSH�RI�WKHLU�DXWKRULW\�VR�WKDW

IDLUQHVV�DQG�LPSDUWLDOLW\�JRYHUQ�WKHLU�GHFLVLRQV�

& 7KH\�VKDOO�UHVSHFW�WKH�ULJKWV��UHVSRQVLELOLWLHV�DQG�LQWHJULW\�RI�WKHLU�FROOHDJXHV

DQG�RWKHUV�ZLWK�ZKRP�WKH\�ZRUN�

& 7KH\�VKDOO�PDLQWDLQ�WKH�ILVFDO�LQWHJULW\�RI�WKHLU�)XQGV�E\�PRQLWRULQJ�WKH�WLPHO\

IORZ�RI�PRQLHV�GXH�WR�WKH�)XQG�

& 7KH\�VKDOO�HVWDEOLVK�D�OHJLVODWLYH�UHYLHZ�SURFHVV�WR�PRQLWRU�SHQGLQJ�OHJLVODWLRQ�

DVVHVV�WKH�DFWXDULDO�LPSDFW�RI�PDWHULDO�SURSRVDOV�DQG��LI�QHFHVVDU\��RSSRVH

OHJLVODWLRQ�LI�LQ�WKHLU�RSLQLRQ�WKH�HIIHFW�RI�VXFK�OHJLVODWLRQ�ZRXOG�EH�GHWULPHQWDO

WR�WKH�ILVFDO�LQWHJULW\�RI�WKH�)XQG�

& 7KH\�VKDOO�SURPRWH�HTXDO�HPSOR\PHQW�RSSRUWXQLWLHV���7KLV�VWDQGDUG�VKDOO

H[SUHVVO\�DSSO\�WR�WKH�VHDUFK�IRU�TXDOLILHG�PLQRULW\�SURIHVVLRQDOV�WR�DVVLVW

7UXVWHHV�LQ�WKH�PDQDJHPHQW�DQG�KDQGOLQJ�RI�)XQG�DVVHWV�

Conflict of Interest

7UXVWHHV�VKDOO�DFWLYHO\�DYRLG�ERWK�WKH�DSSHDUDQFH�DQG�WKH�IDFW�RI�D�FRQIOLFW�RI�LQWHUHVW�

& 7KH\�VKDOO�GLVFKDUJH�WKHLU�GXWLHV�ZLWKRXW�IDYRU�DQG�VKDOO�UHIUDLQ�IURP�HQJDJLQJ

LQ�DQ\�RXWVLGH�PDWWHUV�RI�ILQDQFLDO�RU�SHUVRQDO�LQWHUHVW�LQFRPSDWLEOH�ZLWK�WKH

LPSDUWLDO�DQG�REMHFWLYH�SHUIRUPDQFH�RI�WKHLU�GXWLHV�

& 7KH\�VKDOO�QRW��GLUHFWO\�RU�LQGLUHFWO\��VHHN�RU�DFFHSW�SHUVRQDO�JDLQ�DV�WKH�UHVXOW

RI�DQ\�DFWLRQ�WDNHQ�E\�RU�RQ�EHKDOI�RI�WKH�)XQG�

& 7KH\�VKDOO�QRW�XVH�SXEOLF�SURSHUW\�RU�UHVRXUFHV�IRU�SHUVRQDO�RU�SROLWLFDO�JDLQ�

& 7KH\�VKDOO�H[FXVH�WKHPVHOYHV�ZKHQHYHU�D�PDWWHU�FRPHV�EHIRUH�WKHP�DV�WR

ZKLFK�D�FRQIOLFW��D�SRWHQWLDO�FRQIOLFW�RU�WKH�DSSHDUDQFH�RI�D�FRQIOLFW�RI�LQWHUHVW

PD\�H[LVW��XQOHVV�DIWHU�IXOO�GLVFORVXUH�DW�D�SXEOLF�%RDUG�PHHWLQJ�RI�WKH�IDFWV

XQGHUO\LQJ�WKH�DSSHDUDQFH�RI�FRQIOLFW��WKH�%RDUG�VKDOO�GHWHUPLQH�WKDW�QR

FRQIOLFW�RU�SRWHQWLDO�FRQIOLFW�H[LVWV�
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Appendix 4:

The Office of the Fire Fighters’ Pension Commissioner Action Plan

State Auditor’s Commission Responsible
Recommendation Response/Action Plan Entity

Fire Fighter’s Pension

Time Frame

Section 1:  Oversight and Control of Commission Investment Activities

“Limit the activities of contractors New consultant contract is Fall 97 Board and
to those services designated in designed to adequately Commissioner
the contract.  For example, the describe the scope of
investment Consultant’s services performance and services
should be limited to giving required.
advice on asset allocation and
investment policy, identifying
Money Managers, evaluating the
performance of the Money
Managers, and providing
quarterly performance
measurement summary reports.”

“The Board of Trustees should The Commissioner is As required. Commissioner
require legal counsel to review responsible for obtaining
contracts for professional services advice from the Attorney
prior to final approval.  This General’s office regarding
review should ensure that the contracts for substantial
contract is in agreement with the services and material
decisions of the Board and changes in contracts.  
includes provisions that
safeguard the State’s and the
Commission’s interests. 
Contracts should include
provisions that give auditors
access to information.”

“All fees for contracted This recommendation Adopted Commissioner/
investment services should be regarding invoicing and September 1997 Contract
invoiced and sent to the payment has been Accountant
Commissioner.  The implemented.  Approved
Commissioner should review invoices are paid by check
each invoice for accuracy and drawn on the State Treasury
contract compliance by and recorded in USAS.
verifying market values and
performing a recalculation of the
fees where appropriate. 
Evidence of this review should be
documented prior to the
Commissioner’s approval of the
invoice for payment.  Approved
invoices should be paid by
check drawn on the State
Treasury and recorded in the
State’s accounting system,
USAS.”



State Auditor’s Commission Responsible
Recommendation Response/Action Plan Entity
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Time Frame
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“The payment provisions in the The Consultant’s contract February 1997; Commissioner/
current contract with the was amended to eliminate July 1997; Accountant
investment consultant should be the ability to debit the September 1997
amended.  Quarterly fees should investment accounts. 
not be debited from the Invoices are currently sent to
investment accounts.  As stated the Commissioner for
above, the fees should be payment.  Fees are paid
invoiced and sent to the through Treasury.
Commissioner for proper review
and approval.  The fees should
be paid by check drawn on the
State Treasury.”

“Terms for payment of fees for The Commissioner and Currently Commissioner and
services should be detailed, fully Contract Accountant are Board
documented and understood by responsible for daily
the Board, Commissioner and administration of Commission
Contract Accountant at the start contracts;  the Board is
of the contract.” responsible for decisions on

terms of major contracts.

“The Commission should develop The Commissioner will make a 1998 Commissioner and
a monitoring system to evaluate report to the Board on Board
controls over and assess the risk whether future controls are
inherent in Commission necessary.
operations.  Controls over
investment operations should be
monitored closely since this is the
Commission’s major function. 
Serious deficiencies should be
reported to the Board.”

“The accountant should have The issue of having the ability Winter 1997 (FY 98) Board
the ability to view on-line the to view on-line the accounts
accounts at the custodian.” at the Custodian has been

researched and will be
discussed again.

2.A:  Ethics Policy and Appearance of Conflict of Interest.

“Board members should disclose Board members disclosed September 1997 Board
any business relationships with their business relationship
the Commission’s contractors with a contractor at the
and, in consultation with legal September 1997 meeting.
counsel, recuse themselves from
decisions that may involve
potential conflicts.”  

“Board members should ensure The Board members have FY 98 Board
compliance with the Board’s been reminded of the
ethics policy in all aspects of their ethics policy and will discuss
duties.  If necessary additional the policy at a future
procedures should be meeting.
developed and appropriate
corrective or disciplinary actions
should be taken.”
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Section 2.B:

“All Trustees should be informed The Commissioner is currently FY 98 Commissioner and
of all decisions, possible responsible for reporting Board
decisions, or possible proposals agency activities to the
(the Chair and Commissioner) Board.  The Commissioner
affecting the fund well in and Board will review whether
advance of Board meetings.” more detailed reports are

needed on items such as
“possible proposals.”

“The Board of Trustees should The Commissioner and FY 98 Commissioner and
approve any RFP process prior to Board will work to establish Board
initiation.  Trustees should a proper evaluation criteria
establish evaluation criteria and for proposals.
identify evaluation factors and
their relative importance to the
proposed work or project.  The
criteria should measure how well
the proposal meets desired
performance requirements.  If
the Trustees vote to delegate the
review of the proposals they
should review all tabulation
documents and gain sufficient
information to make informed
decisions.”

“The Board should establish a The Commissioner will make a 1998 Commissioner and
formal process with written recommendation to the Board
criteria to evaluate the Board on whether to
performance of all contract implement more formal
providers.  This would include the review criteria.
investment consultant’s
performance evaluation of the
money managers and
independent performance
evaluations of the investment
consultant, the custodian, and
the actuary.”

“The Board should establish a The commission will establish FY 98 Commissioner and
policy to decide how the written policy on how to Board
Commission should handle handle unexpected
unexpected changes with changes with providers of
providers of contract services” contract services.

“The board should document The Commissioner and FY 98 Commissioner and
what authority it has delegated Board will review lines of Board
to the Commissioner.” authority to determine

whether clarification is
needed.

Section 3: Ensure Compliance with State Law Requiring Maintaining of Cash Balance in the State Treasury„

“All uninvested cash balances The Board voted to maintain September 1997 Board
should be transferred back into Money Market accounts at
the State Treasury.” the Custodian.
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“All payments for contracted All payments are paid by Fall 1997 Commissioner
investment services should be warrant drawn on Treasury
paid by warrant drawn on the and recorded on USAS.
State Treasury and recorded in
the State’s accounting system,
USAS.”
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