
SC PUBLIC EMPLOYEE BENEFIT AUTHORITY 
BOARD OF DIRECTORS MEETING 

 

Wednesday, January 21, 2015 1:00 p.m. MINUTES Approved 2.18.15 
200 Arbor Lake Drive, Columbia SC, 29223 

______________________________________________________________________________ 
 

Board Members Present: 
Chairman Art Bjontegard   

Mr. Audie Penn  
Mr. Frank Fusco  
Mr. Steve Heisler  
Mr. David Tigges  
Mr. John Sowards  
Ms. Stacy Kubu  

Sherriff Leon Lott (via telephone) 
Mr. Steve Matthews (via telephone)  
Mr. Steve Osborne (via telephone) 

 
Board Members Absent: 

Vice Chairman Joe “Rocky” Pearce 
 

Others present for all or a portion of the meeting: 
Peggy Boykin, Kim Brown, Sarah Corbett, Ariail Kirk, Megan Lightle, Heather Muller, Lisa 
Phipps, Travis Turner, Stephen Van Camp, Justin Werner, and Heather Young from the South 
Carolina Public Employee Benefit Authority (PEBA); Brian Lamkin and Patrick Maley from the 
South Carolina Office of Inspector General; Keith Bozarth, Rick Funston, Rose Hewig, Keith 
Johnson, Todd McGowan, Randall Miller, and Dave Stella from Funston Advisory Services 
LLC; Wayne Bell, Sam Griswold, Wayne Pruitt and Donald Tudor with the State Retirees 
Association; Brooks Goodman from Blue Cross Blue Shield of South Carolina; and Thompson 
Kinney from Milliken Law Firm.  

 

1. CALL TO ORDER 
Chairman Art Bjontegard called the PEBA Board of Director’s (Board) meeting to order at 1:00 
p.m., and stated that the public meeting notice was posted in compliance with the Freedom of 
Information Act.   

 
2. ADOPTION OF PROPOSED AGENDA 

Chairman Bjontegard asked for amendments to the proposed Board meeting agenda. There 
being none, Mr. Steve Heisler made a motion, which was seconded by Mr. Audie Penn, and 
passed unanimously, to adopt the agenda as presented.    

3. APPROVAL OF MEETING MINUTES – DECEMBER 17, 2014 
Chairman Bjontegard asked for a motion to adopt the December 17, 2014, meeting minutes. 
Mr. Heisler made a motion, which was seconded by Mr. Penn, and approved unanimously, to 
adopt the December 17, 2014, meeting minutes as presented.     

 

4. PEBA FIDUCIARY AUDIT PRESENTATION  
Mr. Rick Funston, Managing Partner of Funston Advisory Services, introduced members of the 
Funston team, and provided PEBA’s Fiduciary Performance Audit review. The full presentation 
is attached as part of the meeting minutes.   
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______________________________________________________________________________ 
5. PEBA RESOLUTION EMPOWERING EXECUTIVE DIRECTOR TO DESIGNATE 

AUTHORIZED SIGNATORIES  
Mr. Stephen Van Camp, PEBA’S General Counsel, provided an overview regarding a 
resolution drafted to give the Executive Director of PEBA the authority to designate persons 
authorized to sign requisitions for the payment of funds from the Retirement System.   
 
Mr. Heisler made a motion, which was seconded by Mr. Penn, and passed unanimously, to 
approve the PEBA Resolution Empowering Executive Director To Designate Persons To Sign 
Vouchers For Retirement System Payments And Authorizing Vouchers.   
 

6. COMMITTEE REPORTS 
Chairman Bjontegard stated that PEBA Board Committees did not meet in January.  
 

7. OLD BUSINESS/DIRECTOR’S REPORT 
Ms. Peggy Boykin, PEBA’s Executive Director, provided the Director’s Report, and advised that 
PEBA will be presenting the State Health Plan budget report to the House Ways and Means 
Committee Healthcare Subcommittee on February 4, 2015.  
 
Ms. Boykin stated that the report concerning the impact on retirees and active members related 
to the settlement between the State of South Carolina and the Bank of New York Mellon 
(BONY), was provided to the Chairman of the Senate Finance Committee, and the Chairman of 
the House Ways and Means Committee, as directed by last year’s proviso.     
 
Ms. Boykin also reported that the Operational Assessment kick-off meeting is scheduled for 
January 22, 2015.  
 
At the conclusion of the Director’s Report, Chairman Bjontegard provided an opportunity for a 
roundtable discussion.    

8.   EXECUTIVE SESSION   
At 3:25 p.m., Mr. Heisler made a motion, which was seconded by Mr. Penn, and passed 
unanimously, to recede into executive session to discuss personnel and contractual matters 
pursuant to S.C. Code Ann. § 30-4-70.   
 
The Board reconvened in open session at 3:42 p.m. Chairman Bjontegard announced that no 
action was taken by the Board while in executive session.  

 
9. ADJOURNMENT  

There being no further business, and upon motion by Mr. Frank Fusco, which was seconded by 
Mr. Heisler, and approved unanimously, the Board meeting adjourned at 3:45 p.m. 
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Fiduciary Performance Audit 

of the South Carolina 
Public Employee Benefit Authority 

January 21, 2015 Presentation to the 
South Carolina PEBA Board of Trustees 

INVESTING IN PEBA FOR THE FUTURE: 
A Transformation Agenda 

 



Project Team Experience 

• Dave Stella and Keith Bozarth – formerly Executive Directors of the 
Wisconsin agencies equivalent to PEBA and RSIC 

• Keith Johnson – fiduciary and institutional investor legal expert, former 
General Counsel for the State of Wisconsin Investment Board 

• Rose Hewig – former Deputy General Counsel for New York State Teachers’ 
Retirement System and highly experienced in retirement operations 

• Todd McGowan – former banking chief risk and compliance officer and 
Deloitte audit and IT security partner 

• Rick Funston – former leader of Deloitte’s Governance and Risk practice and 
Managing Partner of Funston Advisory Services for five years 

• Randy Miller – former Deloitte Consulting partner and Principal with 
Funston Advisory Services for five years 
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Contents 

• Fiduciary Performance Audit Purpose, Process and Product 

• Overall Conclusions 

• Driving the Transformation Agenda 

• Recommendations 

• Implementation Considerations 
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Purpose 

• Critically evaluate the fiduciary roles and responsibilities of the PEBA 
Trustees and staff, the relationship with other fiduciaries of the Retirement 
System, and the operational policies and practices of PEBA.   

• The goal of the review was to identify areas of strengths and weaknesses, 
provide comparison with leading practices of other retirement agencies, 
and make improvement recommendations. 

• Because PEBA is a relatively new state agency, the review was designed to 
be broad in nature, spanning all key functions, and the review was 
organized into eleven categories:  
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1. Governance  

2. Policy Review and Development 

3. Organization Structure  

4. Communications with Stakeholders 

5. Benefits Administration  

6. Actuarial Matters  

7. Legal Compliance  

8. Customer Service  

9. Record Keeping and Security of 
Information  

10. Cost of Operations 

11. Information Technology Systems 

 



Process 
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Today 

• The Fiduciary Performance Audit began October 1, 2014. 

• We reviewed nearly 400 documents and interviewed over 50 people (several, 
multiple times). 

• We conducted a leading practices benchmarking survey with participation by six 
other retirement administration agencies. 

• Comments and feedback were received from PEBA, STO and RSIC on a Draft Final 
Report which was submitted on December 22, 2014.  

• The Fiduciary Performance Audit Final Report was submitted January 16, 2015. 

Phase 1: Initiation 

• Finalize workplan 

• Review documents 

• Conduct entrance 
conference 

• Conduct interviews 

• Board and staff 

• Key external 
stakeholders 

• Launch benchmarking 

Phase 2:  Assessment 

• Complete assessments 
in 11 categories 

• Complete bencmarking 

• Prepare draft report 

• Submit for review 

 

Phase 3:  Final Report 

• Review and discussion of 
draft report 

• Receive comments 

• Incorporate feedback 

• Prepare final report 

• Conduct exit conference 

• Presentation to PEBA 
Board of Directors 

 

4-5 weeks 6-8 weeks 3-4 weeks 



Product 

• In developing our report, we addressed six fundamental questions: 

1. Who are the South Carolina Retirement System fiduciaries with respect to 
retirement and insurance administration? 

2. What are their duties? 

3. What are their authorities? 

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

5. How is PEBA performing? 

6. Where and how can the PEBA improve? 

• One hundred thirteen recommendations were identified. 

─ 102 can be addressed directly by PEBA, with 40 of these requiring the 
direct involvement of the Board of Trustees 

─ 11 require legislative changes by the General Assembly and three more 
will require budgetary support from the General Assembly 

• The primary purpose of today’s presentation is to discuss priorities and 
implementation considerations that directly involve the Board of Trustees 
and the General Assembly. 
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Overall Conclusions 

1. PEBA staff are competent, dedicated and service-oriented. 

2. The administrative processes used by PEBA to deliver services to members 
appear to function well and consistently at low cost.  

3. However, a transformation is needed for several key reasons and, 
fortunately, it has already begun. 

• Many processes are not well documented and rely extensively on the institutional 
knowledge and experience of long-time employees. 

• Up to 45% of employees are eligible for retirement within five years. 

• The ability to adapt to new requirements is limited due to aging information 
systems and lean staffing. 

4. The Board needs to become more strategic and less tactical and delegate 
more to the Executive Director.   

5. The organization should continue to evolve; the recent reorganization is a 
good step forward. 

6. With support from the General Assembly, alignment of fiduciary 
responsibilities and authorities could be significantly improved. 
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Driving the Transformation Agenda 

• PEBA is only now beginning to achieve a degree of management stability 
with its first permanent Executive Director in nearly two years. 

• Despite budgetary pressures and open staff positions, PEBA staff have done 
and continue to do an excellent job and morale has remained high. 

• There has been minimal investment in PEBA’s information systems since its 
formation in 2012.  

• Without investment in people and systems, service quality will likely decline 
and PEBA will have difficulty adapting to future requirements. 

• The recommendations included in this Fiduciary Performance Audit are 
intended to assist the PEBA Board and staff, as well as provide input to the 
General Assembly, in formulating the transformation agenda which will help 
PEBA continue to successfully fulfill its mission. 

• We have been pleased with the high level of cooperation, insight and 
enthusiasm demonstrated by PEBA leadership and believe they can lead a 
successful transformation with appropriate support by the Board and 
General Assembly. 
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Recommendations 

• Synthesizing the findings across the eleven categories we reviewed, we 
organized the recommendations into nine topical areas: 

‒ Board (19 recommendations) 

‒ Actuarial (6 recommendations) 

‒ Legislation (11 recommendations) 

‒ Organization (14 recommendations) 

‒ Planning (15 recommendations) 

‒ Policy (7 recommendations) 

‒ Process  (27 recommendations) 

‒ Risk (8 recommendations) 

‒ Systems (6 recommendations) 

• Specific recommendations are organized by each of these topical areas on 
the following slides;  the most important recommendations in each area are 
shown in bold. 

 
9 

C
o

p
yr

ig
h

t 
2

0
1

5
  F

u
n

st
o

n
 A

d
vi

so
ry

 S
er

vi
ce

s 
LL

C
 . 

  A
ll 

ri
gh

ts
 r

es
er

ve
d

 



Board Recommendations 

• 1.8:  Training of new Trustees and periodic Board fiduciary education 
updates should include expanded treatment of the duties of loyalty and 
impartiality, the different roles of Trustees and plan sponsors and the 
distinct functions of the Board and staff. 

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

• 1.9.1:  The Board should engage in a deliberative process to develop a 
conceptual framework governing the delegation of authority and 
reservation of powers to the Board.  Given the inherent conflicts between 
Trustees and staff in this exercise, consideration should be given to engaging 
an independent expert to assist with the process. 

• 1:13:  The Board should evaluate mechanisms to improve its two-way 
communication with stakeholders. 

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

• 4.5.3:  Similar to Recommendation 4.3.2, the PEBA Board should play a more 
active role in reaching out to retiree groups on a regular basis to improve 
communications. 
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Board Recommendations 

• 1.10:  The Board should further improve its Bylaws and Committee Charters 
by:: 

‒ 1.10a:  Formalizing the process for the development of meeting agendas; 

‒ 1.10b:  Creating a Charter for the Executive Committee that includes a 
framework for evaluation of the Executive Director; 

‒ 1.10c: Removing the provision that Committee members serve at the 
pleasure of the Board Chairman; 

‒ 1.10d:  Establishing procedures for calling a Committee meeting that 
parallel those for convening a Board meeting; 

‒ 1.10e:  Developing position descriptions for Board and Committee officers; 

‒ 1.10f:  Creating a Board disciplinary policy; 

‒ 1.10g:  Formalizing a process for approving the Board Chairman's 
educational program attendance and cost reimbursements; 

‒ 1.10h:  Including the Board's Self-Assessment process in the Bylaws and 
using it to identify Trustee training priorities. 
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Board Recommendations 

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

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

• 1.11:  The Board should periodically engage a consultant to facilitate the 
Board's self-assessment and improvement process, perhaps on a biennial 
basis. 

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

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

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

• 6.1:  PEBA should determine whether additional assistance from the actuarial 
team would be beneficial, as identified under Recommendations 6.6, 6.8 and 
6.9 below. 

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

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

• 6.8:  PEBA should consider having the actuary validate the premium rates 
once PEBA completes the calculation process. 
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Legislative Recommendations 

• 1.1:  The General Assembly should simplify and clarify the system of 
fiduciary governance for the Retirement System and insurance programs by 
reducing the multiple conflicts and overlapping fiduciary authority of the 
Treasurer and BCB (and its successors) with PEBA.  Appendix A also 
describes options for consideration in addressing this Recommendation from 
the Funston Fiduciary Audit Report on RSIC, which covered some of the 
same issues. 

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

• 1.3.2:  The General Assembly should transfer approval of Deferred 
Compensation investment options from the State Treasurer to the PEBA 
Board of Trustees. 

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

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

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

• 1.5:  The General Assembly should eliminate the requirement for a 
Retirement and Pre-Retirement Advisory Panel, in the context of an improved 
PEBA Board communications and engagement plan that covers a broad range 
of stakeholder groups.  See also Recommendation 4.9. 

• 4.9:  The General Assembly should eliminate the requirement for PEBA to 
convene a Retirement and Preretirement Advisory Panel, as it duplicates 
responsibilities of the PEBA Board has not been meeting its legislative intent.  
See also Recommendation 1.5. 

• 1.7:  The statutory requirement that the PEBA Board meet monthly 
throughout the year should be repealed. 
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Legislative Recommendations 

• 4.10:  The General Assembly should include a provision in future legislation 
that replaces references to the BCB, or its successor, in S.C. Code Ann. §§ 9-1-
1310 and 9-4-45 with specific references to the SFAA, in order to more 
explicitly effectuate transfer of the BCB's co-trustee functions to new State 
Fiscal Accountability Authority. 

• 8.10:  The General Assembly should eliminate the notarization requirement 
for a member death by amending the appropriate statutes to delete the 
requirement for a “duly acknowledged” written notification to PEBA. 
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Organizational Recommendations 

• 10.2:  PEBA should determine if current headcount is adequate in all areas. 

• 10.5:  PEBA should increase its budget for health insurance strategy 
development and planning. 

• 3.4.2:  Human resources should develop a training policy and program that 
provides for new employee orientation.  New Employee Orientation should 
include a general organizational overview of PEBA’s functions and services.   

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

• 2.11.1:  PEBA should determine whether it needs additional experienced 
procurement resources to address upcoming requirements.  

• 3.1.1:  PEBA should consider adding the title of Deputy Executive Director to 
the title of Chief Operating Officer to provide a more streamlined flow of 
communication between the Executive Director and executive staff, as well as 
create a succession plan for the Executive Director position. 

• 3.1.2:  Over the longer term, PEBA should consider creating the position of a 
leader of retirement programs who would have responsibility for both 
defined benefit and defined contribution and savings programs.    

17 

C
o

p
yr

ig
h

t 
2

0
1

5
  F

u
n

st
o

n
 A

d
vi

so
ry

 S
er

vi
ce

s 
LL

C
 . 

  A
ll 

ri
gh

ts
 r

es
er

ve
d

 



Organizational Recommendations 

• 3.3:  PEBA should continue to fill remaining vacant positions in order that 
PEBA may maintain sufficient staffing in all areas to effectively and efficiently 
perform all functions.    

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

• 3.5.1:  The staff training and education policy should provide for cross-training 
and rotation of staff to other, similarly classified positions within the business 
functions for cross-training purposes.   

• 3.5.2:  Succession planning should be a higher priority.  Executive Staff and 
managers should maintain organizational charts of each business unit that 
reflect the time remaining to retirement eligibility of individual staff members 
and regularly discuss anticipated vacancies and plan for future staffing needs 
and training.  The discussion should also include the possibility of back-filling 
positions where vacancies are anticipated to provide that the replacement is 
fully trained when the retiring staff member vacates the position.   
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Organizational Recommendations 

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

• 9.3.2: PEBA should develop and implement a training program for business 
unit staff in the event the data center recovery plan has to be activated. 

• 11.6.2:  PEBA should continue to assess potential third-party IT vendors which 
may be able to provide additional legacy “Natural language” programming 
support in the event a large number of existing PEBA programming staff retire 
or leave the organization. 
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Planning Recommendations 

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

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

• 4.8:  As part of its strategic communications strategy and plan (see 
Recommendation 4.1), PEBA should include initiatives which improve 
communications with the general public. 

• 6.9:  PEBA should explore additional consulting services for the Health 
Insurance plans to assist in developing long-term strategies to reduce cost 
and improve health outcomes.   

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

• 10.4:  To achieve PEBA’s stated strategies of further integration and 
improved infrastructure, it should request at least a temporary increase in 
administrative expenses and professional and consulting fees for several 
years.   
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Planning Recommendations 

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

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

• 11.4: After the Operational Systems Assessment is completed, the IT 
department should lead an effort to develop a long-term IT strategic plan 
which supports the plan infrastructure direction. 

• 11.6.1:  PEBA should continue to move forward with its plans to conduct a 
comprehensive IT Operations Assessment to identify common business 
process, technology and develop a roadmap to develop its next generation 
of systems to support the strategic direction of the organization. 

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

• 1.9.3: The strategic planning process should give particular consideration to 
risk identification, compliance issues and staff development, over both short- 
and long-term (three to five years) time horizons. 

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

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

• 11.5: Further efforts should be made to move from a data center disaster 
recovery plan orientation to an enterprise wide business continuity focused 
plan. 
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Policy Recommendations 

• 2.1:  To provide the most assistance for Board members in understanding 
and upholding the ethical requirements, the ethics policy should be 
expanded to provide an additional framework around the ethical standards.   

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

• 7.5: PEBA should confirm that ORP and Deferred Compensation investment 
advisors acknowledge their compliance with the SEC ‘pay to play’ 
regulations and state requirements. 
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Policy Recommendations 

• 2.12.1:  With most Board members only needing six additional credits after 
attending the Board’s annual retreat, the Board should determine whether 
the Board members are receiving sufficient training from independent 
outside sources.  If not, the policy should be revised to require additional 
credits or limit the number of credits from the Board retreat and staff training 
that can be used to meet training requirements.  

• 2.6:  PEBA should have a formal compensation policy which documents its 
acknowledgement of its status as a South Carolina State government agency 
and its compliance with the State’s Office of Human Resources policies, job 
classifications system and pay bands.  A simple statement and reference to 
the State policies to which it adheres would provide transparency of PEBA’s 
compensation policy to its employees and to the public. 

• 5.1.1:  PEBA should continue to maintain internal controls and keep its written 
policies and procedures current.   

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

• 5.1.2:  PEBA should revise its written benefits administration procedures to 
reflect changes required by the new administration software which will be 
implemented as part of the new benefits platform.    

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

• 2.11.2:  PEBA should consider revising its procurement process to provide for 
a post-audit process by Internal Audit, potentially using a questionnaire. 

• 3.8:  Each of PEBA’s departments should create and maintain a standard 
operating procedures manual documenting its process for performing its 
functions. 

• 4.3.1:  PEBA should consider mailing newsletters to members with an “opt-
out” electronic option for either email delivery or an RSS newsfeed to ensure 
that all members receive PEBA news on a timely basis. 

• 4.5.1:  Consistent with Recommendation 4.3.1, PEBA should consider mailing 
newsletters to retirees and survivors with an “opt-out” electronic option for 
either email delivery or an RSS newsfeed to ensure that all retirees receive 
PEBA news on a timely basis. 
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Process Recommendations 

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

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

• 5.3:   PEBA should consider expanding the scope of information provided on 
annual benefit statements. 

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

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

• 8.4:  PEBA should develop a more standardized approach for performance 
monitoring and customer satisfaction surveys with common tools, data and 
reporting. 

• 8.5.1:  PEBA should identify the key areas and metrics for customer service 
monitoring and develop a comprehensive, integrated customer service 
monitoring framework which is used to drive its customer surveys and follow-
up improvement programs. 
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Process Recommendations 

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

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

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

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

• 8.6:  PEBA should re-evaluate its satisfaction surveying process to include 
single activity surveys for disability, pension inceptions, withdrawals and 
transfers-out and service credit purchases. 

• 8.7.2:  PEBA should consider alternative means of reaching members if they 
do not use email or the internet. 
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Process Recommendations 

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

• 8.14:  PEBA should consider whether offering one-on-one counseling sessions 
at employer sites would result in improved customer service and participation 
levels. 

• 9.3.1: PEBA should address identified business continuity planning 
deficiencies. 

• 9.4:  PEBA should continue its efforts to address the deferred compensation 
control procedural deficiencies noted by PEBA’s staff.  Once the deficiencies 
have been remediated, Internal Audit should conduct a follow-up compliance 
audit to determine that the control enhancements address the specific 
concerns noted. 

• 11.3: PEBA should continue its efforts to address the IT control procedural 
deficiencies noted by their external auditors.  Once the deficiencies have 
been remediated, Internal Audit should conduct a follow-up compliance audit 
to determine that the control enhancements address the specific concerns 
noted. 
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Process Recommendations 

• 11.7: PEBA should continue to work closely with the State’s Information 
Sharing and Analysis Center (SC-ISAC) along with other third-party 
information technology consulting firms to proactively assess existing and 
trending threats to information and network security. 

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

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

• 2.5:  PEBA should increase the frequency of its enterprise-wide risk 
assessment.  Currently, one is conducted every five years; however, given the 
significant changes that have occurred in PEBA’s leadership, as well as 
proposed changes, conducting a more frequent risk assessment would help to 
ensure that new issues or concerns are promptly identified and prioritized for 
remediation. 

• 11.2: PEBA should increase the frequency of a full enterprise wide risk 
assessment to ensure that Internal Audit’s Plan for the upcoming year reflects 
the most significant risks to the organization (see also Recommendations 
2.7.1 and 2.7.2). 

• 2.7.1:  Internal Audit should continue to develop a comprehensive risk self-
assessment tool for PEBA as an integrated organization.    

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

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

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

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

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

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

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

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

• 8.8:  As PEBA develops its new website, it should place a high emphasis on 
maximizing self-service capabilities for both members and employers. 

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

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

• With input from PEBA staff, a matrix has been prepared which describes for 
each recommendation: 

─ Criticality (Critical, Important, Consider as a leading practice) 

─ Degree of difficulty (Difficult, Medium, Easy) 

─ Board of Trustees involvement needed 

─ Outside entities involvement/support needed 

• PEBA has already adopted a number of changes during the course of this 
review.   

─ The new organization structure announced in early December addressed a 
number of preliminary concerns and recommendations we identified early in the 
review. 

─  The business process and IT alignment project was initiated which will create a 
foundation for many of the operations and systems recommendations 

─ A new strategic plan is being developed which will address many of the 
recommendations in several areas 
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SC Public Employee Benefit Authority - Board of Directors  

200 Arbor Lake Drive, Columbia SC, 29223 2nd Floor Conference Room  
PEBA’s Mission:  To recommend, offer and administer competitive programs of retirement and insurance benefits for 

SC public employers, employees and retirees. 
________________________________________________________________________________________________________________________________________________ 

Wednesday, January 21, 2015 – 1:00 p.m. 

AGENDA 

 

I. Call to Order  

II. Adoption of Proposed Agenda 

III. Approval of Meeting Minutes– December 17, 2014  

IV. PEBA Fiduciary Audit Presentation   

V. PEBA Resolution Empowering Executive Director To Designate Authorized 
Signatories  
 

VI. Committee Reports 
A. Health Care Policy Committee 
B. Retirement Committee 
C. Finance, Administration, Audit and Compliance (FAAC) Committee 

 

VII. Old Business 

A. Director’s Report 
B. Roundtable Discussion  

VIII. Executive Session to Discuss Legal Matters (if necessary) 
(Pursuant to SC Code of Laws §30-4-70) 
 

IX.  Adjournment    
 

NOTICE OF PUBLIC MEETING 
This notice is given to meet the requirements of the S.C. Freedom of Information Act and the Americans 
with Disabilities Act. Furthermore, this facility is accessible to individuals with disabilities, and special 

accommodations will be provided if requested in advance. 
 



 
 

 

 

INVESTING IN PEBA FOR THE FUTURE: 

A Transformation Agenda 

 

Final Report  

 

Fiduciary Performance Audit 
of the South Carolina  

Public Employee Benefit Authority 
 

January 16, 2015 
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January 16, 2015 

Mr. Patrick J. Maley, Inspector General  

South Carolina Office of the Inspector General  

The Enoree Building, 111 Executive Center Drive, Suite 204  

Columbia, South Carolina  29210-8416 

Dear Mr. Maley: 

Please find attached our final report on the Fiduciary Performance Audit of the South Carolina 

Public Employee Benefit Authority (PEBA).  We wish to thank the PEBA Board of Trustees, the 

Executive Director and staff, the Retirement System Investment Commission (RSIC), the State 

Treasurer’s Office (STO) and the retiree representatives and many others who participated in 

this review for their cooperation and contributions.  A complete list of interviews is contained in 

Appendix G.  

We recognize the timely accumulation and production of numerous documents, interviews and 

requests for clarification has been very time consuming and we greatly appreciate the timely 

and thoughtful manner in which all parties have responded.  We also wish to thank the Office 

of the State Inspector General (SIG) for its professionalism and assistance in coordinating this 

review. 

PEBA has accomplished much during its first two years. Its service quality is currently equal to 

its peers but at half the cost.  However, for a variety of reasons, these levels of service and cost 

will become increasingly difficult to sustain in the foreseeable future.   There is enormous 

complexity and rapid change occurring in public retirement system benefits administration, 

especially in health care. At the same time, PEBA faces a retirement cliff within its own 

organization and needs to transform itself to meet the challenges that lie ahead.   

The appointment of a new full-time Executive Director in July 2014 was a significant step for the 

organization.  The Executive Director has quickly set the tone for PEBA and has already 

reshaped the organization and begun the transformation process. Throughout this review, the 

Funston Advisory Services team was asked for input to PEBA’s planned organizational changes.  

We provided our initial comprehensive observations and recommendations to PEBA leadership 

in early December and incorporated their feedback.  We then submitted to the Inspector 
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General a draft final report on December 22, 2014.  This draft report was reviewed by PEBA, 

RSIC and the State Treasurer’s Office (STO). We received timely feedback from each party and 

have attempted to incorporate their feedback into our final findings, conclusions and 

recommendations.  Copies of the responses from RSIC and STO are included as appendices to 

this report. We have responded separately to the STO’s feedback and our response is also 

included as an Appendix. 

We have obtained PEBA’s feedback on priorities for implementation of each of our 

recommendations. Each recommendation is organized by theme, its criticality, the degree of 

difficulty and whether the Board, the General Assembly or other stakeholders need to be 

involved. 

In total, our final report includes 113 recommendations for improvement.  Of these, 102 can be 

addressed directly by PEBA, with 40 of these requiring the involvement of the Board of 

Trustees.  Eleven of the recommendations require legislative changes by the General Assembly 

and three will require budgetary support from the General Assembly. 

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

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

employee system’s beneficiaries and participants. We recognize resources are limited and 

recommendations need to be pragmatic and cost-effective. As a next step, the PEBA Board and 

executive leadership should agree on priorities and assign the necessary resources for the 

implementation of those recommendations ranked as critical and important and within their 

control.  

PEBA itself has recognized the need for transformation and we sincerely hope this report can 

be an effective support to PEBA as it continues to evolve to meet foreseeable future needs. 

 

Very truly yours, 

 

Rick Funston 

Managing Partner 

Funston Advisory Services LLC 
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Executive Summary 

 

In September 2014, the South Carolina Office of the State Inspector General (SIG) engaged 

Funston Advisory Services LLC (FAS) to conduct a fiduciary performance audit of the Public 

Employee Benefit Authority (PEBA).  The purpose of this audit was to: 

• Critically evaluate the fiduciary roles and responsibilities of PEBA and staff; the 

relationship with each other and other fiduciaries of the Retirement System (as defined 

below); and the operational policies and practices of each. 

• Identify areas of strengths and weaknesses, along with improvement recommendations 

and conformance with best practices of other public pension and employee benefit 

plans. 

• Articulate and prioritize recommendations according to their significance and urgency, 

and, where feasible, include an analysis of potential costs or benefits associated with 

implementation. 

 

Reasonable Assurance and Independent Reassurance 

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

Board of Trustees that there are capable people, processes and systems to manage and 

administer the retirement and insurance operations of PEBA.  Third parties independent of 

management can offer reasonable reassurance that executives’ reports are reliable.  While no 

audit can provide an absolute guarantee of compliance or the absence of misconduct, 

reasonable assurance is still a high standard of assurance. 

A fiduciary performance audit is separate and distinct from a forensic investigation, a 

compliance audit or an audit of the financial statements.  Accordingly, we have relied on the 

reports of others such as CliftonLarsonAllen and Elliott Davis LLC regarding the appropriateness 

of past practices and the integrity of the financial statements.  

 

Process 

Our fiduciary performance audit compared PEBA’s current practices with leading practices to 

understand fiduciary strengths, weaknesses, risks and opportunities for improvement. 
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There were three phases to our audit: Initiation, Assessment and Final Report.  The review 

began on October 1, 2014 following the awarding of the contract.  We reviewed nearly 400 

documents (see Appendix H:  List of Documents Reviewed) and conducted interviews with over 

50 individuals (See Appendix G:  List of Interviews), including: all eleven Trustees; over twenty 

PEBA staff; four employer benefit managers; five employee association executive directors; 

several State Retiree Association board members; the RSIC Executive Director; PEBA’s general 

investment consultant; PEBA’s external auditors (CliftonLarsonAllen and Elliott Davis); and the 

actuary (Gabriel Roeder Smith). 

FAS also designed, conducted and analyzed a custom survey with six peer retirement 

administration agencies (see Appendix C: FAS Benchmarking Survey of PEBA Peers).  We relied 

upon the 2013 CEM Pension Administration Benchmarking Report conducted by the 

independent firm, CEM Benchmarking Inc. (CEM), as part of this fiduciary performance audit for 

retirement administration cost and customer service analysis (see Appendix B: 2013 CEM 

Benchmarking Report Executive Summary). 

FAS submitted Status Reports to the SIG on November 3, 2014 and December 3, 2014 with 

preliminary conclusions and recommendations.  We reviewed these preliminary results with 

PEBA to obtain their feedback.  On December 22, 2014, FAS submitted a Draft Final Report.  

Written feedback on the Draft Final Report was provided to FAS by January 12, 2015 from 

PEBA, RSIC and STO.  During this time, we continued to respond to questions and comments 

and complete additional interviews. The written responses of RSIC and STO to the Draft Final 

Report have been included as Appendices J and K to this report.  The FAS response to the STO 

comments is included as Appendix L.  The Final PEBA Fiduciary Performance Audit Report was 

submitted to the SIG on January 16, 2015.  We plan to meet with the PEBA Board of Trustees to 

make our final presentation in Columbia at their January 21, 2015 regular meeting. 

 

The Duties of a Fiduciary 

For this review, we used the fiduciary standard found in the South Carolina Code of Laws, Title 9 

- Retirement Systems, Chapter 16, Retirement System Funds, Article 1, Duties of the Trustee, 

Fiduciaries, Agents.  According to SECTION 9-16-40. Standards for discharge of duty.  A trustee, 

commission member, or other fiduciary shall discharge duties with respect to a retirement 

system: 

1) solely in the interest of the retirement systems, participants, and beneficiaries; 

2) for the exclusive purpose of providing benefits to participants and beneficiaries and 

paying reasonable expenses of administering the system; 
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3) with the care, skill, and caution under the circumstances then prevailing which a 

prudent person acting in a like capacity and familiar with those matters would use in the 

conduct of an activity of like character and purpose; 

4) impartially, taking into account any differing interests of participants and beneficiaries; 

5) incurring only costs that are appropriate and reasonable; and 

6) in accordance with a good faith interpretation of this chapter.  

In developing our report, we addressed six fundamental questions: 

 Who are the South Carolina Retirement System fiduciaries with respect to retirement 

and insurance administration? 

 What are their duties? 

 What are their authorities? 

 Do their authorities match their duties? Are these duties in conflict with other roles 

played by the various fiduciaries? 

 How is PEBA performing? 

 Where and how can the PEBA improve? 

 

Overarching Themes in our Analysis 

Looking across the eleven areas we reviewed, we identified four overarching themes for our 

recommendations to PEBA: 

 Continue to keep the promise to the beneficiaries 

 Clarify the governance structure and empower the Board 

 Engage the beneficiaries and the General Assembly 

 Transform the organization to prepare for the foreseeable future by: 

─ Becoming a more strategic fiduciary board 

─ Enabling executive leadership to execute the strategy 

─ Focusing on developing the capabilities of PEBA’s people, processes and systems 

─ Making an investment for the future of the beneficiaries (after all, it’s their money) 
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Background 

The South Carolina Public Employee Benefit Authority (PEBA)  

PEBA was created by the South Carolina General Assembly on July 1, 2012 as an administrative 

agency of state government responsible for the administration and management of the state's 

employee insurance programs and retirement systems.  Prior to PEBA's creation, the offices of 

the South Carolina Retirement Systems and the Employee Insurance Program were 

incorporated within the Office of the State Budget and Control Board (BCB).  Each program had 

established, stable and mature organizations, with capable staffing, processes and systems and 

to our knowledge delivered high quality services.   

Their operations were to be transferred to Department of Administration when it became the 

successor organization to the BCB.  Instead, the change in legislation to create PEBA as a 

separate entity was advocated by several constituencies, including the retirees themselves. 

PEBA and the BCB remain co-trustees of the retirement system trust funds, serving as fiduciary 

stewards for active members, annuitants, beneficiaries, and plan participants of the following 

funds and trust funds: 

• PEBA Insurance Benefits 

• PEBA Retiree Health Insurance Trust Fund 

• PEBA Long-Term Disability Insurance Trust Fund 

• South Carolina Retirement Systems 

As of June 30, 2014, the net position held in trust for Retirement System benefits was 

approximately $29.9 billion representing 550,000 active, retired and inactive participants and 

beneficiaries. The total net position of the combined insurance trust fund assets totaled $1.054 

billion as of June 30, 2014.  These funds are the assets of the beneficiaries and are not state 

assets. The funds to operate PEBA and its sister agency, the Retirement System Investment 

Commission (RSIC), come from the beneficiaries’ assets.  In accordance with state statute, 

operational costs are paid from the funds held in trust. 

 

Benefit Programs and Services 

PEBA administers the various retirement systems and insurance programs of the state.  The 

PEBA Retirement Division is comprised of five governmental defined benefit plans: South 

Carolina Retirement System; South Carolina Police Officers Retirement System; Retirement 

System for Judges and Solicitors of the State of South Carolina; Retirement System for Members 
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of the General Assembly of the State of South Carolina; and the South Carolina National Guard 

Supplemental Retirement Plan, collectively referred to hereinafter as the "Retirement System."  

The State Optional Retirement Program (State ORP) is an alternative to the South Carolina 

Retirement System (SCRS) retirement plan.  Employees eligible for State ORP participation may 

choose between the State ORP, which is a defined contribution plan, or the traditional SCRS 

plan, which is a defined benefit plan.  

State ORP is a 401(a) qualified governmental plan that provides an account into which both the 

employee and the employer contribute.  Income at retirement is based upon the account 

balance accumulated throughout the employee's years of employment.  Any distributions, 

investment gains or losses affect the balance.  

The account balance is a combination of contributions, performance of the investment funds 

selected by the employee, and fees or expenses relating to the investment options offered by 

the State ORP's investment providers.  There are four approved investment providers: TIAA-

CREF, MassMutual, MetLife, and VALIC. 

The South Carolina Deferred Compensation Program (SCDCP) offers 401(k) and 457 savings 

plans.  These voluntary retirement savings plans help employees supplement their PEBA 

Retirement Benefits' pension or State ORP savings.  If approved by their employer, employees 

may participate in both of these plans.  

Each plan also offers a Roth account option. As of December 31, 2013, the 401(k) plan had 

approximately 77,160 participants and over $2.6 billion in plan net assets.  The 457 plan had 

approximately 24,431 participants and $924 million in net assets.  On PEBA's behalf, Empower 

Retirement (formerly Great-West Financial) is the third-party record-keeper and administrator 

of both plans. 

Significant changes have occurred within PEBA since its inception: 

 Appointments to a new 11-member board of directors were completed in October 

2012; 

 The agency’s first strategic plan was approved by the board in the fall of 2012; 

 PEBA’s management restructured the agency organizationally and began the physical 

relocation of all employees from two locations to one in October 2012, resulting in all 

employees being physically relocated to one geographic location by the end of fiscal 

year 2013; 

 Similar functions were consolidated, including Administration, Customer Service Call 

Center, Visitors Center/Subscriber Services, Field Services, Legal, and Communications; 
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 Operational improvements were implemented in the consolidated functions including 

development of and/or modifications to myriad information systems, strengthened 

information systems security, added internal and external controls to safeguard data, 

and a variety of enhanced service delivery processes; 

 Staff were reassigned to serve as Board liaisons; 

 The PEBA board assumed administrative responsibility for the S.C. Deferred 

Compensation Program beginning January 1, 2014. 

The retirement system assets are invested and managed by the Retirement System Investment 

Commission (RSIC) and the insurance trust fund assets are invested and managed by the State 

Treasurer’s Office (STO). 

PEBA and the BCB are co-trustees of the Retirement Systems Trust Fund.  PEBA also serves as 

trustee for the insurance trust funds, though policy decisions on coverage and premium 

changes are subject to approval by the BCB. 

The State Treasurer is the custodian of the funds of the Retirement Systems and payments from 

those funds may be made by the Treasurer only upon vouchers signed by two persons 

designated by PEBA. 

However, the Restructuring Act of 2014 abolishes the BCB and creates a new Department of 

Administration (DOA) and State Fiscal Accountability Authority (SFAA).  The BCB's co-trustee 

responsibilities appear to be transferred by the Act to the SFAA as of July 1, 2015. 
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OUR CONCLUSIONS AND RECOMMENDATIONS 

The following pages describe a high level summary of our conclusions about PEBA’s current 

state and our recommendations to strengthen it for the foreseeable future.   

 

PEBA’s Service Promise 

Since its formation, PEBA has been keeping its service promise while maintaining strong cost 

controls.  According to the service metrics collected by PEBA and our interviews, the 

beneficiaries and employers are very satisfied with the quality and timeliness of the services 

they receive. Based on more extensive criteria used by CEM Benchmarking, PEBA provides 

member/pensioner service below the median of its peer group but at the lowest cost per 

member and annuitant, i.e., less than half the cost of the peer group average. 

PEBA has performed well despite some significant challenges.  One might ask “If it ain’t broke, 

why fix it?”  We believe there is a window of opportunity to fix it before it breaks. 

Major challenges are foreseeable on a three to five year horizon and include: 

• Complexity in health insurance policy is increasing;  

• PEBA’s administrative costs are artificially low and unsustainable; 

• Much of the historical operational process knowledge resides in the “institutional 

memory” of staff and is not well documented; 

• 45% of current staff become eligible to retire in the next five years; 

• Decades-old software systems are inflexible and will not be able to keep pace with 

needed changes; and,  

• Staff proficient in the legacy programming languages are among those retiring and 

finding replacements will be increasingly difficult. 

To continue to keep PEBA’s service promise, an organizational transformation is needed.  It 

begins with the legislation and the role of the trustees. It will require strong executive 

leadership and an investment to maintain and build capable people, processes and systems for 

the future. 
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Governance and the Board of Trustees  

Trustees must meet stringent qualification criteria. They serve just two-year terms even though 

the average learning curve for a trustee or a corporate director is about two years. The 

complexity of policy issues facing public retirement systems is already high and rapidly 

increasing. 

The trustees serve “at the will” of their political appointers and can be terminated without 

cause at any time.  Trustees should be more independent and serve longer terms to ensure the 

stability of the Board. 

Once appointed, trustees have a primary fiduciary duty of loyalty to the beneficiaries, not their 

appointers, their constituencies or the taxpayer.  Trustees need to develop a common 

understanding and shared commitment to their fiduciary duties.  

There remains fiduciary complexity and ambiguity given the number of fiduciaries and the 

misalignment of authority and fiduciary responsibilities.  The Board should also reexamine its 

Communication Policy and its approach to engaging its key stakeholders such as beneficiaries 

and the General Assembly.  For the legislature, there are a number of outdated statutes that 

unnecessarily restrict PEBA’s decision authority. 

There are also a number of opportunities to improve the operations of the Board and its 

committees.  There needs to be an increased Board focus on strategic issues and increased 

oversight of the Audit, Risk and Compliance Functions. There should be a rethinking of board 

delegation and Powers Reserved for the Board with greater delegation to the Executive 

Director. 

One of the most important and strategic responsibilities of the Board is to recruit, select, 

evaluate, compensate and, if needed, terminate the Executive Director. 

 

The Executive Director 

Since the initial Executive Director resigned soon after the formation of PEBA, there have been 

two interim Executive Directors in two years. Trustees have become deeply involved in the 

organization. A permanent Executive Director was appointed in July 2014.   

The Board needs to become more strategic and delegate more to the Executive Director. The 

Executive Director, in turn, needs to be able to delegate more responsibilities.  This requires 

maintaining and building capable people, processes and systems. 
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People, Processes and Systems 

Based upon our interviews with the PEBA Board and staff, as well as numerous external 

interviews with employers, member and retiree groups, and third party providers, PEBA staff 

are competent, dedicated and service-oriented.  They provide a consistent level of customer 

service. 

The administrative processes used by PEBA to deliver services to members appear to function 

well and consistently.  However, many processes are not well documented and rely extensively 

on the knowledge of long-time employees.  As up to 45% of employees are eligible for 

retirement within five years, this retirement cliff presents a significant risk. 

Similarly, the PEBA information systems have allowed delivery of quality services to members 

but the ability to maintain and, especially, to adapt to new requirements, is limited.  This has 

been a barrier to achieving further integration of retirement and insurance operations over the 

past two years.  Over the next three to five years, successful migration to a new information 

technology platform will be a critical factor for long-term success. 

 

Sense of Urgency 

There needs to be a sense of urgency.  A transformation takes time and the retirement cliff is 

just three to five years out.    Fortunately, the transformation has already begun.  A permanent 

Executive Director was appointed in July 2014.   Priorities are being established and resources 

assigned.  Positions are being filled. The organization has been restructured.  Morale is high. 

Planning for a major systems overhaul is underway.  In the course of this review, as we 

identified improvement opportunities, executives have been highly responsive.  Many of our 

recommendations are already being considered and/or have been adopted. 

The following pages expand briefly on this overview.  
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PEBA provides quality service at the lowest cost in its peer group 

According to the most recent CEM Benchmarking study, during fiscal year 2013 PEBA delivered 

customer service levels below the median of its peer group (68 vs. 76 on a 1-100 scale) but at 

half the cost of the peer group average.  Based upon our interviews and review of customer 

service metrics, it appears that PEBA’s core value of providing “outstanding products, excellent 

customer service and continuous improvement” is being fulfilled by the PEBA staff, particularly 

in consideration of the budget limitations. 

For example, PEBA Call Center surveys regarding service timeliness, courtesy, and effectiveness, 

indicate a very high level of overall satisfaction.  For FY13 and FY14, the results were: 

 Timeliness = 98+% 

 Courtesy and respect = 99+% 

 Effectiveness = 97+% 

 Overall satisfaction = 97+% 

Despite an increase in FY12 and FY13, visitor center wait times for retirement and insurance 

have been reduced to historical lows in FY14.  Visitor Center customer satisfaction has 

remained at over 99% for each of the past ten years and was at 99.58% in FY14. 

PEBA’s cost of retirement operations is less than half that of its peers.  It is the lowest cost 

operator in its peer group and its costs have declined over 25 percent since 2009 on a per 

member basis.  However, PEBA’s lower costs are due to lower per employee compensation and 

facility costs, the absence of major projects, lack of IT investment and reduced back office 

support.  It is not due to higher levels of productivity; in fact, PEBA’s productivity is slightly 

lower than average for the peer group.   

PEBA also has higher administrative complexity than its peers due to factors such as more 

pension payment options (resulting from PEBA offering defined contribution choices); more 

complex plan types, benefit formulae, and contribution rates; more complex service credit, 

purchase and disability rules; and more complex defined contribution plan rules.  

 

PEBA has done well in keeping its service promise despite some significant challenges.   

These challenges include: 

• Delays in appointing a full-time Executive Director that have led to delays in decisions to 

develop PEBA’s capabilities and achieve further integration of retirement and insurance 

• Prolonged under-staffing at all levels which has only recently been addressed  
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• Lack of investment in information systems 

• Complex and rapidly changing health policy issues 

PEBA has experienced delays in developing capabilities in people, processes and systems 

associated with the absence of a permanent Executive Director.  Since the initial Executive 

Director left in November 2012, soon after the formation of PEBA, there have been two interim 

Executive Directors.  The interim Executive Directors appear to have been understandably 

reluctant to make long-term decisions, commitments and staff appointments that might be 

contrary to the eventual direction selected by the permanent Executive Director.   

This seems to have resulted in maintaining the status quo and keeping costs down.  Cost 

containment is obviously desirable but we doubt the current level of service quality and costs 

are sustainable.  Approved positions were left vacant (at one point 36 positions were vacant) 

and investments in organization, processes and systems were deferred.  An initial focus on cost 

reduction appears to have become pervasive.  PEBA staff have made heroic efforts to deliver 

excellent products and services. 

 

“So if it ain’t broke, why fix it?” 

Within the next five years, PEBA estimates 45% of PEBA staff will be eligible to retire.  There are 

also a number of PEBA staff in the Teachers and Employees Retention Initiative (TERI), which 

will end in 2018.  Clearly maintaining high quality of service has been a key focus for PEBA but 

process documentation has suffered.  While many practices are very good, they are not well 

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

makes it difficult to automate and makes the organization vulnerable to dependencies on key 

personnel who have much of the “institutional memory” in their heads. 

There has been minimal investment in PEBA’s information systems since its formation in 2012.  

Many systems are now written in decades-old languages.  There are few remaining staff who 

are proficient in those legacy languages, their retirement is approaching, and replacements are 

extremely difficult to find.  It is becoming increasingly difficult to make system patches and 

changes. 

Health policy has been rapidly changing as the result of the Affordable Care Act.  PEBA has 

oversight of a variety of insurance programs, including monitoring results and making changes 

to health plan design to improve outcomes and reduce costs in areas such as: Health insurance 

(including prescription drug coverage); Dental insurance; Vision care; Life insurance; Long term 

disability; Flexible spending accounts and Vision care discounts.  As a result, health policy 

leadership must be a priority. 
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Fix it before it breaks 

Despite these and other factors, PEBA staff have done and continue to do an excellent job and 

morale has remained high, particularly now that the permanent Executive Director has been 

appointed.  Unfortunately, maintaining high quality service at such a low cost of operation is 

likely unsustainable because of needed investments.  Two years have been lost in capability 

development and the retirement cliff is now just three to five years out.  Given the enormity of 

the task, it is essential that transformation take place at all levels. 

It will become increasingly difficult for PEBA to continue to provide service at the same level 

without a significant investment in time and resources.  This will increase costs in the short-

term to medium term.   

We are concerned that without investment in people and systems, service quality will decline, 

perhaps significantly.  With approaching retirements and legacy language systems, PEBA has a 

foreseeable time horizon of three to five years to anticipate, plan and transform itself, and the 

clock is ticking. 

PEBA has a staff of 270 positions, including an Executive Director. Funds to pay for the 

organization and operation of both PEBA and RSIC come from the trust funds.  These funds are 

not State assets.  The trust funds come from three sources: 

 Active employees  

 Their employers 

 The return on the investment of those funds 

 

A transformation is needed and has already begun.  

A transformation is needed to further develop PEBA’s people, processes and systems in order 

to meet the current and future needs of the beneficiaries.  The transformation will require a 

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

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

also require an investment in time and money.   

A full-time Executive Director was appointed in July 2014.  PEBA is now coalescing under the 

leadership of the new Executive Director and there have already been significant 

improvements.  Key executive issues are being addressed in the areas of customer service, 

strategic and operational stakeholder engagement, organizational planning, functional 

leadership and staffing, budgeting and information systems. PEBA should focus its energies on 

strategy, organizational development, process redesign and systems improvements.   
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The Board needs to become more strategic and less tactical and delegate more to the 

Executive Director. 

The Board needs to shift its focus based on our interpretation of the General Assembly’s intent.   

The Board needs to improve its understanding of fiduciary duties, more effectively engage its 

key stakeholders, and authorize greater delegation to the Executive Director. 

Almost since its inception, PEBA has lacked a permanent Executive Director and a number of 

senior management and manager positions.  In the absence of senior leadership and managers, 

the Board became overly involved in operational matters.  Although perhaps necessary at the 

time, a number of trustees have indicated they realize the board now needs to become more 

strategic and less operationally involved and rely on the Executive Director to lead the 

organization day-to-day. 

It is timely for the Board to step back into its strategic and oversight roles.  Strategic issues to 

be addressed include, for example: 

 Process and system redesign 

 Health policy and innovation 

 Engagement with key stakeholders 

 Gaining the support of the General Assembly 

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

 

The Executive Director also needs to be able to delegate more responsibilities. 

In the case of one interim Executive Director, there were fifteen direct reports.  This is not 

practical or sustainable if the Executive Director is to play more than a housekeeping role. If the 

Board is to delegate more to the Executive Director, then there needs to be a cadre of 

competent executives and staff who can take charge of operational matters to allow the 

Executive Director to lead the organization.  The organization should be formed so that such 

delegation can occur and is already heading in a positive direction.   

 

“One size fits one” 

PEBA is at an early stage in its capability development.  As its needs change, the organization 

structure should also adapt and evolve. The organization should be dynamic and its form should 
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follow its functions as the organization responds to current and foreseeable demands.  One 

should expect it to change with time and circumstances. 

This will require regular evaluation as to whether the current organizational form supports 

PEBA’s essential functions. It will also require training and cross-training for Leadership 

(succession) and Human Resource planning.   
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Our Report 

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

Scope of Work: 

1. Governance  

2. Policy Review and Development  

3. Organization Structure  

4. Communications with Stakeholders  

5. Benefits Administration  

6. Actuarial Matters  

7. Legal Compliance  

8. Customer Service  

9. Record Keeping and Security of Information  

10. Cost of Operations  

11. Information Technology Systems  

 

Chapter Structure 

Within each element, our report follows a standard format.   

1. Scope of Review 

The scope of review section describes the topics addressed by this fiduciary performance audit. 

The scope was defined in the RFP. 

 

2. Standard for Comparison 

The standard for comparison describes the criteria and the methods we used to evaluate each 

topical area.  These criteria include relevant legislation, existing PEBA policies and practices, a 

comparison to other systems based on CEM reports, a benchmark survey custom designed and 

conducted specifically for this review and our proprietary knowledgebase of leading practices. 

We reviewed documents and conducted interviews within PEBA and with its key stakeholders. 

We interviewed and accepted submissions from retirees, PEBA board members, executives and 

staff, investment advisors, vendors, employers and others. 

We relied on the expert opinion of our team based on their experience in public retirement 

systems and other relevant organizations.  We offer reasonable (not absolute) independent 
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reassurance that our evaluation appropriately reflects the current state of the organization 

based on the information made available to us. 

 

3. Summary Conclusions 

This section summarizes the conclusions for each topical area reached as the result of our 

assessment in this area. 

 

4. Findings and Recommendations in support of each Conclusion 

This section presents each conclusion and describes our findings that led to the conclusion. We 

present recommendations where they are warranted.  The numbering of the recommendation 

corresponds to the conclusion. Not all conclusions have recommendations. 

 

5. Improvement Priorities 

We have assigned a rating of significance and urgency to each recommendation.  We consulted 

with PEBA and have included a prioritization of recommendations in our final report.  Each 

recommendation has been ranked based on whether it is critical, important or should be 

considered by PEBA as a leading practice. We also describe the degree of difficulty in 

implementation (high, medium or low), whether the Board, the General Assembly or outside 

involvement is needed.  

 

6. Options for Improvement 

In selected cases, we offer options for improvement and an analysis of the various pros and 

cons associated with each option. 
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Summary of Recommendations 

 

1. GOVERNANCE 

1.1:  The General Assembly should simplify and clarify the system of fiduciary governance for 

the Retirement System and insurance programs by reducing the multiple conflicts and 

overlapping fiduciary authority of the Treasurer and BCB (and its successors) with PEBA.  

Appendix A also describes options for consideration in addressing this Recommendation from 

the Funston Fiduciary Audit Report on RSIC, which covered some of the same issues. 

1.2:  The General Assembly should give the PEBA Board of Trustees greater independence for 

budget and headcount decisions to ensure that they are consistent with the strict fiduciary 

standards to which it is bound.   

1.3.1:  The General Assembly should transfer investment responsibility for insurance trust fund 

assets to the Retirement System Investment Commission as the most qualified State entity to 

provide those services. 

1.3.2:  The General Assembly should transfer approval of Deferred Compensation investment 

options from the State Treasurer to the PEBA Board of Trustees. 

1.4:  The General Assembly should allow PEBA greater flexibility to reduce the number of ORP 

vendors in order to obtain lower fees and make other improvements without materially 

affecting program quality. 

1.5:  The General Assembly should eliminate the requirement for a Retirement and Pre-

Retirement Advisory Panel, in the context of an improved PEBA Board communications and 

engagement plan that covers a broad range of stakeholder groups.  See also Recommendation 

4.9. 

1.6:  The General Assembly should update the PEBA Board Member appointment process to be 

more consistent with peer practices.  This should include consideration of four- or five-year 

staggered terms, subject only to early removal for cause.  It might also include consideration of 

changes in the appointment process to improve engagement with participant groups and the 

PEBA Board by establishing a process for them to submit qualified candidates for consideration 

by the appointing authorities.  

1.7:  The statutory requirement that the PEBA Board meet monthly throughout the year should 

be repealed. 
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1.8:  Training of new Trustees and periodic Board fiduciary education updates should include 

expanded treatment of the duties of loyalty and impartiality, the different roles of Trustees and 

plan sponsors and the distinct functions of the Board and staff. 

1.9.1:  The Board should engage in a deliberative process to develop a conceptual framework 

governing the delegation of authority and reservation of powers to the Board.  Given the 

inherent conflicts between Trustees and staff in this exercise, consideration should be given to 

engaging an independent expert to assist with the process. 

1.9.2:  The Board should continue to prioritize and spend more time on strategic planning, 

identification of program goals, desired outcomes, implementation strategies, targets and 

measures to successfully meet PEBA's challenges.   

1.9.3: The strategic planning process should give particular consideration to risk identification, 

compliance issues and staff development, over both short- and long-term (three to five years) 

time horizons. 

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

• Formalizing the process for the development of meeting agendas; 

• Creating a Charter for the Executive Committee that includes a framework for 

evaluation of the Executive Director; 

• Removing the provision that Committee members serve at the pleasure of the Board 

Chairman; 

• Establishing procedures for calling a Committee meeting that parallel those for 

convening a Board meeting; 

• Developing position descriptions for Board and Committee officers; 

• Creating a Board disciplinary policy; 

• Formalizing a process for approving the Board Chairman's educational program 

attendance and cost reimbursements; 

• Including the Board's Self-Assessment process in the Bylaws and using it to identify 

Trustee training priorities. 

1.11:  The Board should periodically engage a consultant to facilitate the Board's self-

assessment and improvement process, perhaps on a biennial basis. 

1.12:  The Board should proceed with prioritizing enhancement of PEBA's risk identification, risk 

management and compliance functions. Consideration should be given to the appropriate 

assignment of Committee oversight responsibilities for this initiative. 
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1:13:  The Board should evaluate mechanisms to improve its two-way communication with 

stakeholders. 

 

2. POLICY REVIEW AND DEVELOPMENT 

2.1:  To provide the most assistance for Board members in understanding and upholding the 

ethical requirements, the ethics policy should be expanded to provide an additional framework 

around the ethical standards.   

2.5:  PEBA should increase the frequency of its enterprise-wide risk assessment.  Currently, one 

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

PEBA’s leadership, as well as proposed changes, conducting a more frequent risk assessment 

would help to ensure that new issues or concerns are promptly identified and prioritized for 

remediation. 

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

its status as a South Carolina State government agency and its compliance with the State’s 

Office of Human Resources policies, job classifications system and pay bands.  A simple 

statement and reference to the State policies to which it adheres would provide transparency 

of PEBA’s compensation policy to its employees and to the public. 

2.7.1:  Internal Audit should continue to develop a comprehensive risk self-assessment tool for 

PEBA as an integrated organization.    

2.7.2: The development of a risk management policy (including risk appetite and risk tolerance) 

should be the responsibility of executive management with input from Internal Audit and other 

stakeholders. 

2.7.3: An executive should be assigned responsibility and accountability for the assessment and 

management of specific risks within each business function and overall based on factors such as 

impact, velocity and vulnerability. Internal Audit and others can support management in their 

self-assessments but operating management should be held accountable for the results. 

2.7.4:  The Board should identify the type and magnitude of risks which ought to come to its 

attention, e.g., financial, legal, operational, organizational, reputational, strategic. 

2.7.5: The Board should require that the presentation of information for all major decisions 

include a risk assessment including the risk of inaction. 
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2.7.6:  Internal Audit should focus its audit plans on areas that present the highest inherent risk 

and which rely most of the effectiveness of controls.  Time permitting; Internal Audit should 

focus its consulting efforts on areas of high inherent risk and low control effectiveness. 

2.11.1:  PEBA should determine whether it needs additional experienced procurement 

resources to address upcoming requirements.     

2.11.2:  PEBA should consider revising its procurement process to provide for a post-audit 

process by Internal Audit, potentially using a questionnaire.  

2.12.1:  With most Board members only needing six additional credits after attending the 

Board’s annual retreat, the Board should determine whether the Board members are receiving 

sufficient training from independent outside sources.  If not, the policy should be revised to 

require additional credits or limit the number of credits from the Board retreat and staff 

training that can be used to meet training requirements.  

2.12.2:  The PEBA Trustee Education Policy should specify topics on which training is needed 

and include mandatory fiduciary training on a periodic basis, and could be linked with the self-

assessment process. 

 

3. ORGANIZATION STRUCTURE 

3.1.1:  PEBA should consider adding the title of Deputy Executive Director to the title of Chief 

Operating Officer to provide a more streamlined flow of communication between the Executive 

Director and executive staff, as well as create a succession plan for the Executive Director 

position. 

3.1.2:  Over the longer term, PEBA should consider creating the position of a leader of 

retirement programs who would have responsibility for both defined benefit and defined 

contribution and savings programs. 

3.3:  PEBA should continue to fill remaining vacant positions in order to maintain sufficient 

staffing in all areas to effectively and efficiently perform all functions.    

3.4.1:  Each PEBA business area should develop a specialized staff training and education policy 

and program for staff in their area.   

3.4.2:  Human resources should develop a training policy and program that provides for new 

employee orientation.  New Employee Orientation should include a general organizational 

overview of PEBA’s functions and services.   
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3.5.1:  The staff training and education policy should provide for cross-training and rotation of 

staff to other, similarly classified positions within the business functions for cross-training 

purposes.   

3.5.2:  Succession planning should be a higher priority.  Executive Staff and managers should 

maintain organizational charts of each business unit that reflect the time remaining to 

retirement eligibility of individual staff members and regularly discuss anticipated vacancies 

and plan for future staffing needs and training.  The discussion should also include the 

possibility of back-filling positions where vacancies are anticipated to provide that the 

replacement is fully trained when the retiring staff member vacates the position.   

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

additional operational consolidations.   

3.6.2:  The budgeting process for all areas should be more coordinated and collaborative.  A 

formal budget process should be developed and include all department heads in its 

development.  Integration of the budget process will reduce silos and enhance an enterprise 

approach to administrative functions.   

3.8:  Each of PEBA’s departments should create and maintain a standard operating procedures 

manual documenting its process for performing its functions.  

 

4. COMMUNICATIONS WITH STAKEHOLDERS 

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

4.2.1:  PEBA should develop the planned consolidated website as soon as practical to improve 

integration of and access to all information. 

4.2.2:  The new website should include additional self-service functions to reduce the 

requirement for submission of paper forms and to provide more member information and tools 

online. 

4.3.1:  PEBA should consider mailing newsletters to members with an “opt-out” electronic 

option for either email delivery or an RSS newsfeed to ensure that all members receive PEBA 

news on a timely basis. 

4.3.2:  The PEBA Board should play a more active role in reaching out to employee groups on a 

regular basis to improve communications. 
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4.5.1:  Consistent with Recommendation 4.3.1, PEBA could consider mailing newsletters to 

retirees and survivors with an “opt-out” electronic option for either email delivery or an RSS 

newsfeed to ensure that all retirees receive PEBA news on a timely basis. 

4.5.2:  The PEBA Board should consider developing a process and protocol for receiving and 

considering public comments before its meetings. 

4.5.3:  Similar to Recommendation 4.3.2, the PEBA Board should play a more active role in 

reaching out to retiree groups on a regular basis to improve communications. 

4.6.1:  PEBA should ensure that its new website has significantly improved functionality for 

accepting online submission of forms and reports. 

4.6.2:  PEBA communications should review its communications process on legislative changes 

as they relate to employers and ensure that it results in timely employer updates. 

4.6.3:  PEBA should determine whether having an employer advisory group to provide feedback 

in a structured manner would be beneficial. 

4.8:  As part of its strategic communications strategy and plan (see Recommendation 4.1), PEBA 

should include initiatives which improve communications with the general public. 

4.9:  The General Assembly should eliminate the requirement for PEBA to convene a 

Retirement and Preretirement Advisory Panel, as it duplicates responsibilities of the PEBA 

Board has not been meeting its legislative intent.  See also Recommendation 1.5. 

4.10:  The General Assembly should include a provision in future legislation that replaces 

references to the BCB, or its successor, in S.C. Code Ann. §§ 9-1-1310 and 9-4-45 with specific 

references to the SFAA, in order to more explicitly effectuate transfer of the BCB's co-trustee 

functions to new State Fiscal Accountability Authority. 

4.11:  As part of its comprehensive communications strategy and plan (see Recommendation 

4.1), PEBA should include initiatives which improve communications with key legislators. 

 

5.  BENEFIT ADMINISTRATION 

5.1.1:  PEBA should continue to maintain internal controls and keep its written policies and 

procedures current.   
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5.1.2:  PEBA should revise its written benefits administration procedures to reflect changes 

required by the new administration software which will be implemented as part of the new 

benefits platform.    

5.3:   PEBA should consider expanding the scope of information provided on annual benefit 

statements. 

 

6.  ACTUARIAL MATTERS 

6.1:  PEBA should determine whether additional assistance from the actuarial team would be 

beneficial, as identified under Recommendations 6.6, 6.8 and 6.9 below. 

6.2:  PEBA should develop an internal policy that documents its competitive RFP process in 

future procurements of actuarial services.   

6.4:  The actuary, in conjunction with the PEBA staff and subject to approval by the Board, 

should develop and recommend all actuarial assumptions for the pension plan and other 

benefit plans. If the state law placing responsibility for setting the investment return 

assumption with the Legislature is not changed, there should be a prescribed periodic review 

process adopted by the State Legislature.  

6.5:  PEBA staff should develop procedures, in conjunction with the actuary, to determine when 

and how to adopt annuity option factor changes.  

6.6:  PEBA should consider closer engagement between the PEBA Board, staff, actuary, and the 

RSIC Board and staff in order to better understand how investment return projections under 

various asset allocation models may impact plan liabilities and costs.  

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

6.8:  PEBA should consider having the actuary validate the premium rates once PEBA completes 

the calculation process. 

6.9:  PEBA should explore additional consulting services for the Health Insurance plans to assist 

in developing long-term strategies to reduce cost and improve health outcomes.   
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7.  LEGAL COMPLIANCE 

7.2:  In conjunction with outside legal counsel, PEBA legal staff should continue to perform 

periodic reviews of changes in the law and the plans' compliance with federal and state law 

requirements. 

7.3: PEBA should review its printed training materials, reports and use of protected health 

information to make sure its minimum necessary standards are being consistently applied.  

7.4.1: PEBA should provide periodic fiduciary training to staff and Board members through 

standardized onboarding education, regular updates and use of examples that are targeted to 

key issues.  

7.4.2: PEBA should formalize a staff training schedule to ensure that consistent ethics and 

compliance training is conducted.   

7.5: PEBA should confirm that ORP and Deferred Compensation investment advisors 

acknowledge their compliance with the SEC ‘pay to play’ regulations and state requirements. 

 

8.  CUSTOMER SERVICE 

8.4:  PEBA should develop a more standardized approach for performance monitoring and 

customer satisfaction surveys with common tools, data and reporting. 

8.5.1:  PEBA should identify the key areas and metrics for customer service monitoring and 

develop a comprehensive, integrated customer service monitoring framework which is used to 

drive its customer surveys and follow-up improvement programs. 

8.5.2:  The PEBA Customer Service Department should establish a small group with expertise in 

customer service metrics and monitoring, or conversely, utilize an outside specialist firm to 

assist in developing its customer service monitoring approach and tools. 

8.6:  PEBA should re-evaluate its satisfaction surveying process to include single activity surveys 

for disability, pension inceptions, withdrawals and transfers-out and service credit purchases. 

8.7.1:  PEBA should obtain the email addresses of a much higher proportion of its members, 

particularly retirees, to ensure they receive news electronically. 

8.7.2:  PEBA should consider alternative means of reaching members if they do not use email or 

the internet. 
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8.8:  As PEBA develops its new website, it should place a high emphasis on maximizing self-

service capabilities for both members and employers. 

8.10:  The General Assembly should eliminate the notarization requirement for a member 

death by amending the appropriate statutes to delete the requirement for a “duly 

acknowledged” written notification to PEBA. 

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

customer service. 

8.13.2:  PEBA should evaluate new phone and email management systems and consider 

acquiring newer technologies if they could improve service levels and/or staff productivity 

levels. 

8.14:  PEBA should consider whether offering one-on-one counseling sessions at employer sites 

would result in improved customer service and participation levels. 

8.15:  PEBA should consider increasing the number of retirement presentations it offers in the 

field to reduce the size of the groups and allow more individual attention. 

8.16:  PEBA should consider adding additional information to member statements to help them 

better understand their future options. 

8.17:  PEBA should determine if assigning responsibility for monitoring insurance customer 

service to a single manager in the insurance organization could help focus the reporting and 

provide helpful input during contract negotiations. 

 

9.  RECORD KEEPING AND INFORMATION SECURITY 

9.1: PEBA should continue its efforts to conduct a comprehensive assessment of its operational 

infrastructure and business processes.   

9.2: PEBA should continue to conduct annual network and security vulnerability tests to ensure 

its networks and other infrastructural processes are working as intended.  Greater use should 

be made of in-house based security monitoring tools to identify and protect its networks from 

unauthorized access and unintentional disclosure of member data. 

9.3.1: PEBA should address identified business continuity planning deficiencies. 

9.3.2: PEBA should develop and implement a training program for business unit staff in the 

event the data center recovery plan has to be activated. 
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9.4:  PEBA should continue its efforts to address the deferred compensation control procedural 

deficiencies noted by PEBA’s staff.  Once the deficiencies have been remediated, Internal Audit 

should conduct a follow-up compliance audit to determine that the control enhancements 

address the specific concerns noted. 

 

10.  COST OF OPERATIONS 

10.1:  PEBA should review its focus on low cost of retirement operations and ensure there is an 

adequate level of investment in infrastructure to continue to provide a high level of customer 

service. 

10.2:  PEBA should determine if current headcount is adequate in all areas. 

10.4:  To achieve PEBA’s stated strategies of further integration and improved infrastructure, it 

should request at least a temporary increase in administrative expenses and professional and 

consulting fees for several years.   

10.5:  PEBA should increase its budget for health insurance strategy development and planning. 

  

11.  INFORMATION SYSTEMS TECHNOLOGY 

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

business systems.   

11.2: PEBA should increase the frequency of a full enterprise wide risk assessment to ensure 

that Internal Audit’s Plan for the upcoming year reflects the most significant risks to the 

organization (see also Recommendations 2.7.1 and 2.7.2). 

11.3: PEBA should continue its efforts to address the IT control procedural deficiencies noted by 

their external auditors.  Once the deficiencies have been remediated, Internal Audit should 

conduct a follow-up compliance audit to determine that the control enhancements address the 

specific concerns noted. 

11.4: After the Operational Systems Assessment is completed, the IT department should lead 

an effort to develop a long-term IT strategic plan which supports the plan infrastructure 

direction. 

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

orientation to an enterprise wide business continuity focused plan. 
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11.6.1:  PEBA should continue to move forward with its plans to conduct a comprehensive IT 

Operations Assessment to identify common business process, technology and develop a 

roadmap to develop its next generation of systems to support the strategic direction of the 

organization. 

11.6.2:  PEBA should continue to assess potential third-party IT vendors which may be able to 

provide additional legacy “Natural language” programming support in the event a large number 

of existing PEBA programming staff retire or leave the organization. 

11.7:  PEBA should continue to work closely with the State’s Information Sharing and Analysis 

Center (SC-ISAC) along with other third-party information technology consulting firms to 

proactively assess existing and trending threats to information and network security.  

11.8: Issues and error correcting processes should be shared across functional business units to 

ensure that similar errors in one beneficiary system are also being addressed in other similar 

application systems.   

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

satisfaction feedback process 

11.10: As PEBA completes its Operational Systems Assessment it should consider what, if any, 

additional methodologies and skills will be required for the Information Technology 

Department to effectively support a new IT plan. 

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

1.1   Scope of Review 

We evaluated the roles of the PEBA board, PEBA staff and other relevant state agencies in 

regard to their oversight and management of Retirement System and Insurance Program 

policies and operations.  This assessment included a review of the established legal and 

statutory framework and how it has been translated into roles, responsibilities, policies, and 

procedures.  It covered the following topics: 

1. Applicable laws, policies and procedures (to include Board of Directors governance 

manuals, policies and procedures, including co-fiduciary roles) 

2. The Board's bylaws and charters - roles and responsibilities of Board members; 

identification of fiduciaries and/or the existence of "de facto" fiduciaries; fiduciary 

education; meeting protocols; and the strategic planning and implementation process 

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

charter 

4. The role of the Board in external financial audits with regard to PEBA's areas of 

responsibility for retirement and insurance plans and programs 

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

6. Indemnification/use of fiduciary liability insurance 

7. Board, Executive Director, and staff evaluation processes and criteria, and level of 

delegation of authority to Executive Director (roles and responsibilities) 

8. The Board communication policy 

9. The Board decision-making process 

 

1.2   Standard for Comparison  

We used the Funston Advisory Services Powers Reserved Framework which allows comparison 

of governance structure to other peers.  We also utilized a new PEBA benchmarking survey 

commissioned specifically for this review and our public pension governance database to 

identify where South Carolina is consistent with or different from other state public pension 

fund governance structures and policies.  In addition, we referenced the fiduciary standard of 

conduct applicable to PEBA, conducted external stakeholder and internal interviews, reviewed 

key documents and utilized the review team's experience in regard to public employee pension 

and benefit program practices. 
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1.3   Summary of Governance Conclusions 

Conclusion 1.1.1:  The statutory allocation of Retirement System fiduciary authority and 

responsibilities amongst PEBA and the other State entities that are either designated as co-

trustees or exercise fiduciary powers is uniquely complex, duplicative and confusing.  PEBA is 

exposed to potentially extreme variations over time in interpretation of ambiguous powers 

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

Conclusion 1.1.2:  The complex fiduciary structure in which PEBA operates results in dilution of 

accountability due to lack of role clarity and misalignment of authority with responsibilities.  

It also likely increases exposure to fiduciary duty lapses and related liability risk. 

Conclusion 1.2:  PEBA's limited influence over its budget and headcount creates a 

misalignment of authority with its fiduciary responsibilities.  This appears to be fostered (at 

least in part) by a lack of understanding that PEBA is primarily funded out of earnings on trust 

assets rather than from appropriation of State tax dollars. 

Conclusion 1.3:  Some allocations of authority that relate to PEBA's fiduciary responsibilities 

seem to be grounded in historical practices that no longer apply.  For example, although the 

General Assembly established the RSIC to house the State's investment expertise, the State 

Treasurer still approves deferred compensation investment options and invests insurance 

program trust fund assets. 

Conclusion 1.4:  The legislative mandate that specified a required number of service providers 

(four) for the Optional Retirement Plan now limits PEBA's ability to adjust to current industry 

practices and implement efficiencies that could generate cost reductions without impairing 

program quality. 

Conclusion 1.5:  Although the Retirement and Pre-Retirement Advisory Panel has been 

fulfilling a useful role in helping to keep members and retirees informed, it appears to now be 

somewhat redundant with the PEBA Board of Directors.  See also Conclusion 4.9. 

Conclusion 1.6:  The appointment process for PEBA Board members is not consistent with peer 

practices or with similar South Carolina State entities in regard to length of terms, staggered 

terms, rigid appointment criteria and service at the pleasure of appointing authorities. 

Conclusion 1.7:  Statutory provisions requiring that the PEBA Board meet monthly are no 

longer necessary and impair the Board's ability to efficiently structure board and committee 

meetings to best address scheduling constraints and work flow cycles. 

Conclusion 1.8:  Board members would benefit from greater clarity about application of the 

fiduciary duty of loyalty, periodic refreshers and a standard protocol for fiduciary training. 
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Conclusion 1.9.1:  While the Board's decision-making process has been reasonably effective, 

the two-year deferral in the appointment of a permanent Executive Director contributed to a 

serious delay in the development of PEBA's capabilities.   

Conclusion 1.9.2:  Now that a permanent Executive Director has been hired, the Board would 

benefit from disciplined application of a powers reserved analysis to provide greater clarity 

around the distinctly different roles of board and staff and provide context for the delegation 

of responsibilities to the Executive Director and staff.  

Conclusion 1.9.3:  With the initial PEBA organization tasks accomplished, the Board should 

now turn more of its attention to strategic planning, including a focus on both short- and 

long-term goals. 

Conclusion 1.10:  While the Board's Bylaws and Committee Charters provide an appropriate 

level of guidance, the Board should consider several improvements. 

Conclusion 1.11: Evaluation processes for the Board, Executive Director and staff appear to be 

adequate and consistent with peer practices. However, as a leading practice, the Board could 

consider engagement of a third party facilitator to assist with the Board evaluation process. 

Conclusion 1.12.1:  With a permanent Executive Director in place, risk management and 

compliance oversight functions should be prioritized, and consideration should be given to 

assigning risk identification and management oversight to a specific committee. 

Conclusion 1.12.2:  Board and Committee oversight of the audit process could be improved 

through further strengthening of the internal audit function. (See also the text accompanying 

Conclusion 2.5 for related comments.)  

Conclusion 1.13:  The PEBA Board does not currently have a communication policy  (See 

Section 4 for additional comments). 

Conclusion 1.14:  PEBA's indemnification policy and fiduciary insurance coverage are 

consistent with other public pension funds.    
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1.4   Findings and Recommendations for each Governance Conclusion 

 

Background 

Although its predecessor organizations had existed for quite some time, PEBA is a relatively 

young organization, having been created on July 1, 2012 through the merger of separate 

retirement system and insurance programs.  Responsibility for administration of the Deferred 

Compensation program was added as recently as early 2014.  Given the challenges of 

integrating separate programs, creating a new entity and developing procedures for a new 

board, it is to be expected that PEBA's governance policies and practices are a 'work in process.' 

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

more established peers.   

However, a prudent fiduciary is, by definition, one that is prepared for the future.  Our 

recommendations focus on governance improvements to help PEBA prepare for coming 

challenges while achieving the program and service integration goals for which it was created.   

The fiduciary standard that applies to PEBA is found in the South Carolina Code of Laws, Section 

9-16-40.  It governs the conduct of all named trustees and fiduciaries of the Retirement System 

and provides as follows. 

Standards for discharge of duty. A trustee, commission member, or other fiduciary shall 

discharge duties with respect to a retirement system: 

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

(2) for the exclusive purpose of providing benefits to participants and beneficiaries and 

paying reasonable expenses of administering the system; 

(3) with the care, skill, and caution under the circumstances then prevailing which a prudent 

person acting in a like capacity and familiar with those matters would use in the conduct 

of an activity of like character and purpose; 

(4) impartially, taking into account any differing interests of participants and beneficiaries; 

(5) incurring only costs that are appropriate and reasonable; and 

(6) in accordance with a good faith interpretation of this chapter. 

While this Report is not a legal opinion regarding PEBA's responsibilities, a general 

understanding of several aspects of fiduciary duty is particularly important for an evaluation of 
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governance practices.  First, trustees and other fiduciaries must act solely in the interest of the 

retirement system, participants and beneficiaries.  They have a fiduciary duty to not be 

influenced by the interests of any third person or by motives other than the purposes of the 

trust funds which are being administered.   

For example, a Board member cannot be motivated to appease or benefit the taxpayers or the 

officer who appointed the Trustee to PEBA.  That does not mean that the interests of taxpayers 

and the political constraints within which PEBA operates cannot be considered.  However, it 

does require that those factors be evaluated for the purpose of serving the trust funds, 

participants and beneficiaries. 

Second, PEBA Trustees have a duty to administer the trust fund programs in a manner that is 

impartial with respect to the various beneficiaries.  Impartial does not necessarily mean equal, 

but it does require that a trustee's conduct in administration of the trust should not be 

influenced by favoritism (or animosity) toward any individual beneficiary or group of 

beneficiaries.  

Rather, Trustees must make diligent and good faith efforts to identify, respect and balance the 

varying beneficial interests under the trust.  For example, program assets cannot be used to 

treat employees at different employers unfairly.  That does not necessarily require equal 

treatment, but Trustees cannot divert trust assets to a set (or subset) of employers that would 

unreasonably benefit certain employees at the expense of other beneficiaries.  In addition, 

although Trustees are appointed from various constituencies, they represent and owe the same 

fiduciary duties to all participants and beneficiaries.  Trustees cannot favor the constituency 

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

Third, common law contains an obligation for Trustees to respond to apparent fiduciary 

misconduct by other statutorily-designated trustees and fiduciaries.  In addition, failure to 

prudently select, instruct and monitor agents to which PEBA has delegated fiduciary 

responsibilities can lead to co-fiduciary liability.  Consequently, it seems likely that a court 

would find each PEBA Trustee to have an obligation to take preventative or remedial actions in 

response to an apparent fiduciary breach (intentional or unintentional) by the other named 

trust fund trustees or fiduciaries.  To be clear, this does not mean that co-fiduciaries have a 

responsibility to second-guess or interfere with duties that have been statutorily delegated to 

another fiduciary.  It contemplates an "eyes open but nose out" position that precludes turning 

a blind eye toward co-fiduciary misconduct.  

Finally, the fiduciary duties that are applicable to Trustees impose stricter and more extensive 

standards of conduct than those that apply to other public officials.  Trustees are also held to a 

higher standard of conduct than corporate directors.  For example, the Trustees' duty of loyalty 
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generally precludes them from self-dealing or conflicts of interest, whereas corporate 

fiduciaries are permitted to enter into related-party transactions involving conflicts if they are 

fair to the company or if they are otherwise disclosed and approved.   

These fiduciary standards are central to the design and implementation of PEBA's governance 

policies and practices.  They also inform our Recommendations (a more detailed description of 

the legal principles that affect PEBA is contained in Appendix A:  PEBA Fiduciary and Governance 

Legal Issues). 

 

Fiduciary Complexity and Ambiguity 

Conclusion 1.1.1:  The statutory allocation of Retirement System fiduciary authority and 

responsibilities amongst PEBA and the other State entities that are either designated as co-

trustees or exercise fiduciary powers is uniquely complex, duplicative and confusing.  PEBA is 

exposed to potentially extreme variations over time in interpretation of ambiguous powers 

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

Conclusion 1.1.2:  The complex fiduciary structure in which PEBA operates results in dilution 

of accountability due to lack of role clarity and misalignment of authority with 

responsibilities.  It also likely increases exposure to fiduciary duty lapses and related liability 

risk. 

In addition to PEBA, there are currently at least eight entities that exercise fiduciary powers 

over the retirement or insurance programs. The following chart illustrates the complexity and 

overlapping authority presented by this governance structure. 
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Table 1 PEBA Fiduciary Authorities 

 

 

This structure is unique amongst public pension funds and includes multiple overlapping and 

circular allocations of authority for fiduciary decisions.  For example, the BCB is statutorily 

designated as a named trustee of the retirement system, making it subject to the same 

fiduciary duties as PEBA.  Members of the BCB also appoint seven of the PEBA Board members, 

who serve at the appointing authority's pleasure and can apparently be removed without cause 

at any time.  

The BCB's status as a named trustee likely also imposes common law co-fiduciary monitoring 

obligations on it, though the extent of those overlapping obligations is unclear.  The BCB also 

holds approval powers over many of PEBA's statutorily assigned duties.  PEBA policy decisions 

on Employee Insurance Program coverage changes and premium increases, as well as 

Retirement System decisions on actuarial assumptions and adjustments in employer and 

employee contributions, are all subject to approval by the BCB (or its successor).   

 
Fiduciary Authorities 

Legislature 

Policy and Legal Framework: 

 Sets PEBA legal authorities 

 Sets retirement fund assumed rate of 
return 

Oversight: 

 Approves budget annually 

 Approves headcount annually 

Budget & 
Control Board 

Named Co-Trustee and Fiduciary 
Policy and Legal Framework: 

 Approves PEBA purchasing practices 

 Appoints 7 of 11 PEBA Trustees 

 Approves insurance premium and coverage 
changes 

 Approves retirement actuarial assumptions and 
contribution rates 

State 

Treasurer 

Fiduciary 
Responsibilities: 

 Custodian of the funds 

 RSIC Commissioner 

 Members of Budget & Control Board 

 Manages insurance investments 

Public Employee 
Benefit Authority 

Named Co-Trustee and Fiduciary 
Responsibilities: 

 Administers retirement and insurance 
benefits 

 Administers deferred compensation 
and defined contribution plans 

 Provides investment accounting and 
financial reporting 

 Directs external auditing 

 Engages actuary  

Retirement System 
Investment Commission 

Fiduciary Responsibilities: 

 Invests and manages pension and insurance 
funds 

 Provides valuations for financial reports 

 PEBA Executive Director serves as non-voting 
Commissioner 

 

Attorney 
General 

Oversight: 

 Approves retention and rates of external 
counsel 

 Approves hiring of temporary internal 
counsel 

Comptroller 
General 

 

Oversight: 

 Conducts accounts payable and payroll 
procedures audit 

Inspector 
General 

 

Oversight: 

 Conducts annual fiduciary performance review 

State Auditor 

 

Oversight: 

 Selects external auditor 
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As a result, although the Retirement System is statutorily placed under management of PEBA 

and PEBA is directed by statute to manage the health and other insurance benefit plans, the 

BCB (and its successors) have a great amount of control over PEBA.  The extent to which that 

could make the BCB (and its successors) a controlling co-fiduciary with primary fiduciary liability 

is unclear.   

Similarly, the State Treasurer occupies multiple fiduciary roles with inherently inconsistent and 

overlapping functions.  For example, the Treasurer is a member of the BCB, a Commissioner on 

the RSIC, an "other fiduciary" by virtue of being the sole custodian for the Retirement System, a 

statutory custodian and investment manager for the retiree health insurance trust and an 

approval authority for investment options of the deferred compensation program.  As a 

member of the BCB, the Treasurer appears to have fiduciary responsibility for oversight of his 

role in the other fiduciary functions. In addition, as a member of the BCB, he is responsible for 

oversight of PEBA in its administration of trust assets that are held in custody and invested by 

the Treasurer.  

The inherent potential for confusion and conflict in this complex fiduciary governance structure 

is, in our opinion, unprecedented.  Theses governance arrangements encourage conflicts 

between fiduciaries, dilute accountability and foster sub-optimal decision-making, even when 

all parties are acting in good faith. (Further commentary is included in Appendix A:  PEBA 

Fiduciary and Governance Legal Issues.) 

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

fiduciary governance for the Retirement System and insurance programs by reducing the 

multiple conflicts and overlapping fiduciary authority of the Treasurer and BCB (and its 

successors) with PEBA.  Appendix A also describes options for consideration in addressing this 

Recommendation from the Funston Fiduciary Audit Report on RSIC, which covered some of 

the same issues.  
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Alignment of Authority and Fiduciary Responsibilities 

Conclusion 1.2:  PEBA's limited influence over its budget and headcount creates a 

misalignment of authority with its fiduciary responsibilities.  This appears to be fostered (at 

least in part) by a lack of understanding that PEBA is primarily funded out of earnings on trust 

assets rather than from appropriation of State tax dollars. 

PEBA was established to provide a unified source for participating public employers and 

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

the confusing system of governance described above can frustrate efforts to effectively and 

efficiently deliver those services.  The overlapping governance powers also undermine PEBA's 

accountability, since PEBA does not possess the clear authority or resources needed to perform 

its responsibilities.   

In addition, governance dysfunctions serve as a distraction and use PEBA resources that should 

be spent on its primary functions.  For example, recent disputes over securities lending losses 

and the legislative proviso which required PEBA to investigate and report on the Bank of New 

York Mellon securities lending settlement were some of a series of recent governance problems 

that have diverted PEBA's attention from its core mission.     

PEBA is not staffed adequately to deal with these distractions.  The CEM study (see Appendix B) 

found that PEBA is thinly staffed compared to its peers.  Our benchmark survey (see Appendix 

C) showed that the ratio of PEBA's full time employees per number of Retirement System and 

insurance beneficiaries covered is substantially below the median of PEBA's peers.   

While PEBA has been able to adequately perform its services at present (while operating with 

systems that are becoming rapidly outdated and with much of its most experienced staff 

nearing retirement), we think it is unlikely that PEBA will be able to meet coming challenges and 

the changing program standards of other public and private funds within current budget and 

staffing constraints.  Over time, the risk of errors, degrading levels of service and increasing 

exposure to fiduciary liability will inevitably rise if the situation is not resolved. 

The General Assembly's control over PEBA's budget and headcount are critical powers that 

affect PEBA's ability to perform its responsibilities.  Unlike other State entities, PEBA has 

fiduciary obligations to discharge its duties with the care, skill, and caution exercised by similar 

funds and may "incur only costs that are appropriate and reasonable."  These fiduciary 

standards set legally binding standards of conduct in management of the retirement and 

insurance programs which are much more stringent than those that apply to other public 

officials.   
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Because of these strict legal obligations, fiduciaries are often granted a greater level of 

independence than other public officials.  The Uniform Management of Public Employee 

Retirement Systems Act (UMPERSA) explains the basis for this greater independence. 

 [It] permits trustees to perform their duties in the face of pressure from others who may 

not be subject to such obligations.  In the absence of independence, trustees may be 

forced to decide between fulfilling their fiduciary obligations to participants and 

beneficiaries or complying with the directions of others who are responding to a more 

wide-ranging (and possibly conflicting) set of interests 

It is also important to stress that Retirement System funds are statutorily designated as "not 

funds of the State," and are required to be held in trust for the intended beneficiaries.  Assets 

of the South Carolina Retiree Health Insurance Trust fund and the South Carolina Long Term 

Disability Insurance Trust fund are also statutory trust funds which are separate and distinct 

from general funds of the State.  Even other insurance funds that are placed in a separate 

Treasury account appear to be held in an informal trust arrangement (see Appendix A:  PEBA 

Fiduciary and Governance Legal Issues). 

Indeed, PEBA's operating budget comes from earnings on trust assets that are not State funds 

and are not appropriated tax dollars.  PEBA budgeting decisions do not have the same effect on 

tax monies as general budget appropriations.  Rather, PEBA resourcing decisions involve 

application of the fiduciary obligations to observe due care in meeting the fiduciary standard of 

prudence and are automatically limited by the obligation to incur only costs that are reasonable 

and appropriate (see Appendix A for a more detailed description of the legal principles 

described in this section). 

This is particularly relevant because the CEM Benchmarking Analysis found that PEBA's budget 

expenditure per Retirement System Member (active and retired) was the lowest among its 

peers, while PEBA’s score for member/pensioner service was below the peer median.  It 

appears that PEBA's limited operating budget could be affecting its ability to provide a level of 

service that is comparable to its peers (see page 21 of the CEM Benchmarking Analysis attached 

as Appendix B). 

In addition, half of the peers in our benchmark survey reported that they have more budget 

flexibility than PEBA. 

  



Fiduciary Performance Audit of the Public Employee Benefit Authority 
FINAL REPORT 

38 
Funston Advisory Services LLC 

Table 2 Budgetary Autonomy 

Which statement best describes your organization’s process for 
establishing its annual operating budget and spending authority? N = 7 

Our retirement system trustees have the authority to set our budget 
without legislative approval 1 

Our retirement system trustees establish our budget and report it to 
the legislature 0 

Our retirement system trustees establish our budget and submit it to 
the legislature  1 

Our retirement system is part of the annual state budget setting 
process 4 

Our retirement system trustees can budget and spend up to a fixed 
percentage of our plan liability without legislative review 1 

Highlighted box indicates PEBA response. 

 

Recommendation 1.2:  The General Assembly should give the PEBA Board of Trustees greater 

independence for budget and headcount decisions to ensure that they are consistent with 

the strict fiduciary standards to which it is bound.   

 

Addressing Outdated Statutes 

Conclusion 1.3:  Some allocations of authority that relate to PEBA's fiduciary responsibilities 

seem to be grounded in historical practices that no longer apply.  For example, although the 

General Assembly established the RSIC to house the State's investment expertise, the State 

Treasurer still approves deferred compensation investment options and invests insurance 

program trust fund assets. 

There are several PEBA governance practices and statutory provisions that seem to have 

outlived their original purposes.  In some instances they now impede cost saving efforts or 

result in practices which do not take advantage of better alternatives that have become 

available.  In other cases, new entities have been created or improved practices have been 

adopted elsewhere that could offer upgraded models for PEBA.     
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For example, RSIC was created in 2005 to handle Retirement System investment functions that 

had been housed with the BCB and State Treasurer.  The General Assembly transferred those 

investment functions to RSIC.  The statutes also contain provisions to transfer investment 

functions for the Retiree Health Insurance Trust Fund and Long Term Disability Insurance Trust 

Fund from the State Treasurer to RSIC upon ratification of an amendment to the South Carolina 

Constitution allowing funds allowing them to be invested in equity securities.   

However, since the constitutional amendment has not yet been ratified, there still are legacy 

investment functions involving insurance programs administered by PEBA that have not been 

transferred to RSIC, the State's established investment expert.  During our review, PEBA's 

external auditor identified potential concerns with the adequacy of account information and 

reconciliations from the State Treasurer regarding allocation of securities lending losses 

between the Retiree Health Insurance Trust fund and other accounts managed by the 

Treasurer.  Regardless of the outcome, this further exacerbates the issues described above in 

the section on Alignment of Authority and Fiduciary Responsibilities.   

Since fiduciary authority for investments is not fully aligned with relevant fiduciary expertise 

and responsibility, unnecessary additional burdens are placed PEBA to deal with the 

consequences.  Resulting distractions, as well as added demands on staff time and resources, 

undermine PEBA's ability to devote needed attention to its primary fiduciary responsibilities. 

The FAS benchmark survey found that the prevailing practice at PEBA's peers is not to vest 

retirement or insurance investment management functions with the Treasurer.  Only one of the 

six peer funds in our survey reported that the State Treasurer manages investments for either 

their retirement or insurance plans.   

In this context, status of the constitutional amendment referenced in the South Carolina Code 

and investment arrangements for the insurance funds should be re-evaluated. 

Recommendation 1.3.1:  The General Assembly should transfer investment responsibility for 

insurance trust fund assets to the Retirement System Investment Commission as the most 

qualified State entity to provide those services. 

Recommendation 1.3.2:  The General Assembly should transfer approval of Deferred 

Compensation investment options from the State Treasurer to the PEBA Board of Trustees.   

 

Conclusion 1.4:  The legislative mandate that specified a required number of service providers 

(four) for the Optional Retirement Plan now limits PEBA's ability to adjust to current industry 
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practices and implement efficiencies that could generate cost reductions without impairing 

program quality. 

Similarly, the legislative mandate that requires four vendors for the Optional Retirement Plan 

(ORP) originally provided additional choices to participants without significant cost 

ramifications.  That was when the ORP was a small fund.  Significant improvements have been 

made to the ORP since PEBA assumed responsibility for it, and further program enhancements 

are contemplated.  ORP assets have grown substantially since the option was created, which 

now offers potential for new service upgrades.  However, it now appears that the four vendor 

requirement could hamper obtaining some additional improvements, including more 

competitive, lower costs. 

Recommendation 1.4:  The General Assembly should allow PEBA greater flexibility to reduce 

the number of ORP vendors in order to obtain lower fees and make other improvements 

without materially affecting program quality. 

 

Legal Structure 

Conclusion 1.5:  Although the Retirement and Pre-Retirement Advisory Panel has been 

fulfilling a useful role in helping to keep members and retirees informed, it appears to now be 

somewhat redundant with the PEBA Board of Directors.  See also Conclusion 4.9. 

The Retirement and Pre-Retirement Advisory Panel, which was established to advise the BCB 

before the establishment of PEBA, was created when the BCB was the only Trustee of the 

Retirement Systems and member representation was not otherwise available.  The Panel is 

directed to meet annually by S.C. Code Ann. §§ 9-2-30 and 9-2-40 to review retirement and 

preretirement programs and policies, propose recommendations, and identify major issues for 

consideration.  However, given the new structure of the PEBA Board, which has representative 

members who serve as Board members, the General Assembly should reconsider the intended 

original purpose for the Retirement and Pre-Retirement Advisory Panel and determine if that 

original purpose is now being met by PEBA. 

Receiving stakeholder input is critically important to the proper functioning of the PEBA Board.  

However, having two separate Boards (the Retirement and Pre-Retirement Advisory Panel and 

PEBA) is not ideal.  There has been little interaction between the panel and the PEBA Trustees 

or members of the BCB.  While the panel could be restored by PEBA to play a more effective 

advisory role, an effective PEBA stakeholder engagement and communication plan would likely 

achieve the same goals.  Improved communication and engagement between PEBA and fund 

participants could be achieved by replacing the panel with a broader outreach program which 
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could include convening regular direct forums involving PEBA Trustees, staff, participant groups 

and other stakeholders. 

Recommendation 1.5:  The General Assembly should eliminate the requirement for a 

Retirement and Pre-Retirement Advisory Panel, in the context of an improved PEBA Board 

communications and engagement plan that covers a broad range of stakeholder groups.  See 

also Recommendation 4.9. 

 

Conclusion 1.6:  The appointment process for PEBA Board members is not consistent with 

peer practices or with similar South Carolina State entities in regard to length of terms, 

staggered terms, rigid appointment criteria and service at the pleasure of appointing 

authorities. 

The composition of the PEBA Board is fairly consistent with boards at peer funds, although 

PEBA is one of only two agencies in the peer group that has all appointed members.  Four of the 

seven peer boards have elected members and four have ex officio members.   

Table 3 Board Composition 

 

However, while the statutory provisions governing appointment of PEBA Trustees might have 

been a natural outgrowth of the legislative calendar in place at the BCB when the retirement 

and insurance benefits programs were transferred from the BCB to PEBA, they are inconsistent 

with peer practices and with the appointment process used for similar South Carolina State 
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entities.  Furthermore, we identified concerns that the appointment categories from which 

General Assembly leaders must make appointments, although intended to provide 

representative balance on the Board, are arbitrarily restrictive. 

PEBA Board Members are appointed to two-year terms, all of which begin on July first in even-

numbered years, and serve at the pleasure of their appointing authorities.  In addition to 

experience and education qualifications, there are specific criteria for each of the Board 

Members that are appointed by leaders in the General Assembly: 

 The two members appointed by the President Pro Tempore of the Senate must 

include a non-representative member and one who is either an active or retired 

member of the South Carolina Police Officers Retirement System (SCPORS);  

 The two members appointed by the Chairman of the Senate Finance Committee 

must include a non-representative member and one who is a retired member of the 

South Carolina Retirement Systems (SCRS);  

 The two members appointed by the Speaker of the House of Representatives must 

include a non-representative member and one who is an active contributing State 

employee member of the SCRS;  

 The two members appointed by the Chairman of the House Ways and Means 

Committee must include a non-representative member and one who is an active 

contributing public school district member of the SCRS. 

The FAS benchmark survey showed that the two-year term for PEBA appointees was shorter 

than the term for trustees at any peer fund.  The most common length for trustee terms is four 

years.   

Table 4 Standard Length of Trustee Terms 

 

PEBA 
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We also surveyed the peer group regarding the practice of having staggered terms.  The 

prevailing practice, as shown below, is to stagger terms to ensure continuity. 

 

Table 5 Use of Staggered Terms 

 

Highlighted box indicates PEBA response 

 

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

cause.  

 

Table 6  Removal of Trustees 

 

Highlighted boxes indicates PEBA responses 

 

While experience qualification requirements are common for appointed trustees, PEBA's are by 

far the most specific and stringent.   
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Table 7  Trustee Qualifications 

 

 

In addition, the PEBA appointment process is quite different than what is used for RSIC 

Commissioners and for the Retirement and Pre-Retirement Advisory Panel (RPAP).  RSIC 

Commissioners are appointed for five-year terms and may only be removed by the Governor 

for malfeasance, misfeasance, incompetency, absenteeism, conflicts of interest, misconduct, 

persistent neglect of duty in office, or incapacity.  RPAP members are appointed for four-year 

terms and are limited to serving two consecutive terms.   

If the General Assembly eliminates the RPAP (see Recommendation 1.5), the BCB might want to 

develop a process that involves the PEBA Board and participant groups in identifying potential 

selection criteria and candidates for appointments to the PEBA Board.  This would ensure that 

the BCB has ongoing stakeholder interaction and could supplement PEBA's stakeholder 

communications plan.   

It could also expand the candidate sourcing process.  In addition, it might fit with our 

recommendation for the PEBA Board to become more proactive in periodically evaluating the 

Board's collective capabilities against a desired skill set matrix to coordinate Trustee education 
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priorities (and potentially identification of Board Member candidates) with development of 

needed Board capabilities.  (See the discussion following Conclusion 1.11.) 

Recommendation 1.6:  The General Assembly should update the PEBA Board Member 

appointment process to be more consistent with peer practices.  This should include 

consideration of four- or five-year staggered terms, subject only to early removal for cause.  It 

might also include consideration of changes in the appointment process to improve 

engagement with participant groups and the PEBA Board by establishing a process for them 

to submit qualified candidates for consideration by the appointing authorities.  

 

Conclusion 1.7:  Statutory provisions requiring that the PEBA Board meet monthly are no 

longer necessary and impair the Board's ability to efficiently structure board and committee 

meetings to best address scheduling constraints and work flow cycles. 

While it was important that the PEBA Board meet monthly during the agency and Board 

formation phase, the need for monthly Board meetings no longer appears to be necessary.  

Nevertheless, the Board is required by Statute to meet every month.  Our interviews identified 

wide agreement on the need for greater flexibility in scheduling board and committee meetings 

to meet scheduling and work flow requirements. Length and intensity of Board meetings has 

lessened, particularly since the appointment of the permanent Executive Director.  

In addition, our benchmark survey found that four of six peer agencies meet six times per year 

or less and only one other had monthly meetings similar to PEBA.   

Table 8  Most Peer Boards Meet Less Often Each Year than PEBA 

 

Recommendation 1.7:  The statutory requirement that the PEBA Board meet monthly 

throughout the year should be repealed. 
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Board Delegation, Powers Reserved and Strategic Focus 

Conclusion 1.8:  Board members would benefit from greater clarity about application of the 

fiduciary duty of loyalty, periodic refreshers and a standard protocol for fiduciary training. 

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

yet fully developed mature governance practices.  The two-year deferral in appointment of a 

permanent Executive Director (though it was also the result of the General Assembly's one-year 

delay in extending the State's indemnification provision to cover PEBA and the statutory grant 

of authority to the Governor and the Chairmen of the House Ways and Means Committee and 

the Senate Finance Committee to jointly appoint the Executive Director through December 31, 

2013), along with the Board's acknowledged drift into management and operational details 

during this period of transitional executive leadership, illustrate difficulties that the Board has 

experienced.   

Several related themes became evident during this review. 

Greater clarity about fiduciary duties is needed to help the Board better understand its role.  

More focus on practical application of the duties of loyalty and impartiality seem to be 

especially relevant.  For example, there appears to be confusion about whether Trustees have a 

fiduciary duty to taxpayers and appointing authorities.  (See the discussion in Appendix A of the 

fiduciary obligation to impartially discharge duties solely in the interests of the retirement 

system, participants and beneficiaries, without subordinating those interests to personal 

agendas or the interests of other parties.)   

There also seem to be misconceptions about whether Trustees represent only the interests of 

the group from which they were appointed or whether they have an impartial fiduciary duty to 

look after the interests of all fund participants and beneficiaries.  (See also Appendix A.) 

Recommendation 1.8:  Training of new Trustees and periodic Board fiduciary education 

updates should include expanded treatment of the duties of loyalty and impartiality, the 

different roles of Trustees and plan sponsors and the distinct functions of the Board and staff.  

(See also the text accompanying Conclusion 7.4 for related discussion.) 

 

Conclusion 1.9.1:  While the Board's decision-making process has been reasonably effective, 

the two-year deferral in the appointment of a permanent Executive Director contributed to a 

serious delay in the development of PEBA's capabilities.   

Conclusion 1.9.2:  Now that a permanent Executive Director has been hired, the Board would 

benefit from disciplined application of a powers reserved analysis to provide greater clarity 
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around the distinctly different roles of board and staff and provide context for the delegation 

of responsibilities to the Executive Director and staff.  

Conclusion 1.9.3:  With the initial PEBA organization tasks accomplished, the Board should 

now turn more of its attention to strategic planning, including a focus on both short- and 

long-term goals. 

Attention should be brought to the different functions of trustees and employers in regard to 

plan and benefit structure versus program implementation.  We heard different opinions about 

whether (and how far) the Board should go in shaping the design of PEBA's programs. 

An improved understanding is also required of the distinctly separate functions of the board as 

a policy and oversight body and the staff as operational entity that implements the board's 

policies. Trustees and staff both acknowledged that the dividing line between these roles 

moved significantly during the years without a permanent Executive Director. 

A more deliberative organizing framework for delegating powers to staff and for determining 

what decision authority should be retained by the Board would help the Board establish 

priorities, identify goals and refocus on strategic issues.  A list of potential powers reserved 

framework that was developed by Funston Advisory Services includes: 

Set / approve board administrative policies and processes 

1. Promote effective stakeholder relations and advocate for beneficial legislation 

2. Set mission and oversee performance 

3. Set enterprise strategy and budgets 

4. Set / approve board governance processes 

5. Select executive management, evaluate and set compensation 

6. Set investment strategies and oversee ongoing investment performance. 

7. Set / Approve enterprise risk policy framework and oversee effectiveness of 

enterprise risk management 

8. Oversee ethics and enterprise policy compliance 

While the PEBA Trustees have made appropriate delegations, we were unable to identify a 

consistent understanding of what tasks should be delegated and why.  The Table below 

provides suggested categories around which a framework could be developed to organize the 

Board's powers reserved.   
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Table 9  Suggested Framework for Board Authority Analysis 

Authority Description 

Conduct:  The board performs the tasks described. 

Set:  The board is actively engaged in developing 

the strategies and plans for the delegated 

activities and has final approval authority. 

Approve:  The board has final decision authority on 

delegated activities. 

Oversee:  The board requires adequate information to 

watch over, scrutinize, and provide direction 

and support, as appropriate (as distinct from 

close supervision and day-to-day 

management), on delegated activities. 

 

This review also identified a transition from basic organizational tasks during the phase where 

the focus was on development of a new organization to a more mature phase with a focus on 

strategic planning.  Now that a permanent Executive Director is in place, it appears that this 

phase can move forward.  Accordingly, it is important that PEBA's nascent strategic planning 

and risk identification process focus on both near- and long-term (at least three to five years 

out) time frames.   

PEBA's current annual plan, which primarily addresses goals and operational priorities, should 

be supplemented with a three- to five-year plan that is more strategic.  Longer-term planning is 

needed to both identify and prepare for coming challenges (such as staff turnover, aging 

technologies, demographic changes, evolving best practices) and to prioritize completion of 

PEBA's near-term program and service integration goals (such as fully combining similar 

program functions and consistently delivering competitive retirement and insurance program 

services).   

Recommendation 1.9.1:  The Board should engage in a deliberative process to develop a 

conceptual framework governing delegation of authority and reservation of powers to the 

Board.  Given the inherent conflicts between Trustees and staff in this exercise, consideration 

should be given to engaging an independent expert to assist with the process. 
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Recommendation 1.9.2:  The Board should continue to prioritize and spend more time on 

strategic planning, identification of program goals, desired outcomes, implementation 

strategies, targets and measures to successfully meet PEBA's challenges.   

Recommendation 1.9.3: The strategic planning process should give particular consideration to 

risk identification, compliance issues and staff development, over both short- and long-term 

(three to five years) time horizons. 

 

Board Bylaws and Committee Charters 

Conclusion 1.10:  While the Board's Bylaws and Committee Charters provide an appropriate 

level of guidance, the Board should consider several improvements. 

The Board's Bylaws and Committee Charters are generally consistent with those of peers and 

cover most of the topics that are typically included in governance documents. However, there 

are several items that merit consideration by the Board. 

While the Board's meeting minutes reflect an open and inclusive process for addition of agenda 

items at the beginning of each meeting, the Bylaws provide only a cursory mention of the 

process for developing meeting agendas (i.e., the Chairman shall propose agendas for Board 

meetings).  The Committee Charters merely reference adherence to rules outlined in the 

Bylaws.  In order to avoid potential future disputes over Trustee and Executive Director input 

into the agenda setting process, the Board should consider formalizing its process for 

establishing and approving agendas.    

While the Bylaws provide for establishment of an Executive Committee, we did not locate a 

Charter for that Committee.  If the Executive Committee is still in existence, the Board should 

establish a formal Charter for it. If the Committee remains in charge of evaluation of the 

Executive Director, it should contain a framework for conducting the evaluation. 

We note that the process for appointment of Committee members contains the same provision 

that is in the Statutes for appointment of PEBA members in regard to service at the pleasure of 

the appointing authority (in this case, the Board Chairman).  Given that we are recommending 

removal of that statutory provision, we recommend that the Board also consider removing the 

ability of the Chairman to remove Committee members at any time without cause.  An 

alternative removal process, such as a vote of the Board, could be provided. 

The Bylaws allow a Board meeting to be called by the Board Chairman, Executive Director or 

any two members of the Executive Committee.  However, the Committee Charters only provide 

for the Committee Chairman to call meetings.  The Board should consider whether a provision 
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allowing Committee members and the Executive Director to call meetings of a Committee 

should be created that parallels the Board provision. 

We did not see Position Descriptions for Board and Committee officers.  While this is not 

unusual amongst peer funds, it is a leading practice to develop Position Descriptions for Board 

and Committee officers and even for Board members.  The Board should consider whether 

Position Descriptions would be helpful to new Trustees. 

The Bylaws do not provide a process for taking disciplinary action when a Trustee has violated 

applicable laws or Board policies.  Although a Trustee's appointing authority has the ability to 

remove an appointee at any time, the Board should consider whether adoption of a Board 

disciplinary policy would be appropriate.  If our recommendation that the PEBA Trustees' 

appointing authorities' right to remove appointees at any time for no reason is repealed, the 

Board might want to have a process in place to use in the event of misconduct that allows the 

Board to consider, for example, censure of a Trustee for misbehavior, formally referring a 

matter to an enforcement authority, revoking Committee appointments or officer positions or 

taking other disciplinary action. 

The Board's Continuing Education Policy contains a process for approval of participation in 

outside educational programs and reimbursement of expenses upon approval of the Board 

Chairman.  However, we did not see a corresponding approval process for the Board 

Chairman's own participation in an outside educational program and approval of his travel 

expenses.   

The Board should consider formalizing a process for approval of the Chairman's participation 

and expenses by another officer, perhaps the Vice Chairman.  In addition, the Board should 

consider formally requiring that participation and costs be reported to the full Board, as well as 

to the appointing authorities.  This would facilitate monitoring of education and ethics policy 

compliance by co-fiduciaries. 

Recommendation 1.10:  The Board should consider further improving its Bylaws and 

Committee Charters by: 

 Formalizing the process for development of meeting agendas; 

 Creating a Charter for the Executive Committee that includes a framework for 

evaluation of the Executive Director; 

 Removing the provision that has Committee members serve at the pleasure of the 

Board Chairman; 

 Establishing procedures for calling a Committee meeting that parallel those for 

convening a Board meeting; 
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 Developing position descriptions for Board and Committee officers; 

 Creating a Board disciplinary policy; 

 Formalize a process for approving the Board Chairman's educational program 

attendance and cost reimbursements; 

 Including the Board's Self-Assessment process in the Bylaws and using it to identify 

Trustee training priorities. 

 

Conclusion 1.11: Evaluation processes for the Board, Executive Director and staff appear to be 

adequate and consistent with peer practices. However, as a leading practice, the Board could 

consider engagement of a third party facilitator to assist with the Board evaluation process. 

The PEBA Executive Director is evaluated through a standard state process conducted by the 

Agency Head Salary Commission.  The PEBA Board prepares a summary of performance and 

salary recommendations and submits it to the Commission for approval.  The Commission 

consists of four appointees of the chairman of the House Ways and Means Committee, four 

appointees of the chairman of the Senate Finance Committee, and three appointees of the 

Governor with experience in executive compensation. 

Annually, the PEBA Board chair distributes two forms to collect Board member feedback, one 

requesting feedback regarding the performance of the Executive Director, and the other a self-

assessment questionnaire regarding the performance of the PEBA Board.  At the same time, the 

Executive Director is asked to provide formal feedback of the Board’s performance.  Board 

members seemed to generally believe this process has been effective and should be continued. 

The Board's use of a self-assessment process is a leading practice that has been adopted by only 

one of its peers in the FAS benchmark survey.  The process appears to be robust and was cited 

favorably in our interviews.  We suggest that the Board consider incorporating the annual 

board self-assessment process in the Bylaws in order to ensure it becomes a regular discipline 

that is in place when the Board needs it to address dysfunctions.   

We also think the Board should consider improving the process by linking it to the Board's 

Education Policy.  This could be done by developing an inventory of Board skills and comparing 

it to a Board matrix of desired skills that are needed on the Board.  The result could help the 

Board and Executive Director prioritize training programs and recommend educational 

opportunities in order to round out the skills set available on the Board. The matrix of desired 

skills might also be useful to appointing authorities.   

Periodic engagement of an outside expert to assist with the self-assessment process should also 

be considered, as a number of other public pension boards have found that to be valuable.  
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However, advice of legal counsel should always be sought in connection with Board self-

assessment matters to ensure that confidentiality of evaluations can be maintained.  The 

usefulness of Board evaluations declines when the results become public information. 

Recommendation 1.11:  The Board should periodically engage a consultant to facilitate the 

Board's self-assessment and improvement process, perhaps on a biennial basis. 

 

Board Oversight of the Audit, Risk and Compliance Functions 

Conclusion 1.12.1:  With a permanent Executive Director in place, risk management and 

compliance oversight functions should be prioritized, and consideration should be given to 

assigning risk identification and management oversight to a specific committee. 

Conclusion 1.12.2:  Board and Committee oversight of the audit process could be improved 

through further strengthening of the internal audit function. (See also the text accompanying 

Conclusion 2.5 for related comments.)  

During PEBA's initial development and organization phase, enhancement of the risk 

management and compliance functions was in competition with a number of other priorities 

that were more time sensitive.  However, now that a permanent Executive Director is in place 

and PEBA has begun to prioritize strategic planning, these functions will surface as important 

concerns that are related to the strategic planning process.  Given the array of risks and the 

range of compliance issues at an organization with PEBA's responsibilities, we think that 

prioritization of the risk identification and management program and compliance functions are 

important.  We note that PEBA already has advisors and consultants in place that can assist 

with the process.  However, a robust risk management and compliance review might identify 

areas where additional expertise is needed.  The Board should consider where it will assign 

primary Committee responsibility for oversight of this major project.  

Recommendation 1.12:  The Board should proceed with prioritizing enhancement of PEBA's 

risk identification, risk management and compliance functions. Consideration should be given 

to the appropriate assignment of Committee oversight responsibilities for this initiative. 
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Board Communication Policy 

Conclusion 1.13:  The PEBA Board does not currently have a communication policy.  (See 

Section 4 for additional comments). 

According to our benchmarking survey, most peer agencies do not have a communications 

policy.  However, we did hear comments from several employee and retiree groups that 

communications with the PEBA Board could be improved. 

Recommendation 1:13:  The Board should evaluate mechanisms to improve its two-way 

communication with stakeholders. (See Conclusion 2.10 and Section 4 for Conclusions on 

PEBA's Communications Policy and related Recommendations.) 

 

Fiduciary Insurance 

Conclusion 1.14:  PEBA's indemnification policy and fiduciary insurance coverage are 

consistent with other public pension funds. 

PEBA Trustees are covered by a State statutory indemnity and defense obligation for damages 

and lawsuits arising out of agency business. Commercial fiduciary liability insurance is also 

purchased by PEBA for itself and the other trust fund fiduciaries. The current amount of 

coverage is $25 million. This is similar to practices of peer funds, where most are also 

indemnified by statute. However, although only one of its peers purchases fiduciary insurance, 

PEBA's insurance also covers RSIC and the other co-fiduciaries.  Purchase of fiduciary insurance 

for pension investment agencies is more common. During the Funston RSIC fiduciary audit, we 

found that half if its peers purchased fiduciary insurance.   
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Table 10  Indemnification 

 

Highlighted boxes indicates PEBA responses 

PEBA's fiduciary insurance coverage is consistent with the other agency in the peer group which 

also purchased insurance.  The $1 million self-insured retention under PEBA's fiduciary policy is 

higher than the other agency but within the range for comparable public pension fund 

investment organizations that was referenced in the RSIC fiduciary audit.   
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2. POLICY REVIEW AND DEVELOPMENT 

 

2.1 Scope of Review 

The policy review and development assessment includes an evaluation for reasonableness and 

adequacy of PEBA’s existing policies and the process of policy development to determine 

whether PEBA’s policies, procedures, practices and functionalities are properly documented, 

implemented and reflective of the Board of Director’s established goals, risk tolerances and 

governance.   

This review addressed the following specific policies: 

1. Ethics Policy and enforcement for identifying, disclosing, reporting and mitigating 

conflicts of interest (to include travel/gift policy and expense reimbursement policy) 

2. Valuation Policy 

3. Funding Policy 

4. Investment Policy 

5. Audit Policy 

6. Staff Compensation Policy 

7. Risk Management Policy 

8. Whistleblower Policy 

9. Customer Service Policy 

10. Communication Policy 

11. Procurement Policy 

12. Trustee Education Policy 

13. Board Expense Reimbursement Policy 

14. HIPPA Privacy Policy 

15. Claims and Appeals Procedures  

 

2.2   Standard for Comparison 

We utilized the experience and expertise of the project team, a new PEBA benchmarking survey 

commissioned specifically for this review and our public pension governance database to 

identify where PEBA is consistent with or different from other state public pension benefits 

administration agencies in these areas.  We reviewed all formal policies, as well as policy-

related documentation, statutes and memoranda.   
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2.3 Summary of Policy Review and Development Conclusions  

PEBA’s policies are generally robust and incorporate provisions recommended by best 

practices.  PEBA’s governing bodies should, however, review its policies and procedures on a 

regular basis to ensure they remain relevant and compliant.  PEBA and its Board have spent 

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

well as updating predecessor policies. 

 

Conclusion 2.1:  The Ethics policies by which PEBA is governed are reasonable and adequate 

and reflects PEBA’s commitment to high ethical standards for its Board members and 

employees.  

Conclusion 2.2:  PEBA complies with the statutory valuation mandates set forth in the South 

Carolina Code of Laws through its consultative relationship with its actuarial consultant, 

Gabriel Roeder Smith and Company. 

Conclusion 2.3:  PEBA complies with the statutory funding mandates set forth in the South 

Carolina Code of Laws. 

Conclusion 2.4:  PEBA assumed oversight of the Deferred Compensation program in January 

2014 and the Investment Policy has not yet been reviewed.     

Conclusion 2.5:  PEBA’s Board level Audit Policy is consistent with other Board level policies 

used by other systems.    

Conclusion 2.6:  As a South Carolina State government agency, PEBA is required to adhere to 

the salary plan designed and regulated by the Human Resources Division of the South 

Carolina Budget and Control Board.   

Conclusion 2.7:  PEBA does not have a risk management policy that applies to the integrated 

organization.  The risk assessment procedures utilized by the SCRS prior to the merger were a 

comprehensive internal risk self-assessment tool.  

Conclusion 2.8:  PEBA is subject to the state whistleblower statute and reporting process, 

therefore, a stand-alone whistleblower policy is not necessary.  

Conclusion 2.9:   PEBA’s Customer Service Policy is generally reflected in its Mission/Vision 

Statement and statement of Core Values.   

Conclusion 2.10:  PEBA does not currently have a communications policy.   
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Conclusion 2.11:  PEBA utilizes the Budget and Control Board's statutorily-required policies for 

procurement of services; however, its procurement process can be improved.  

Conclusion 2.12: The Board maintains a continuing education policy, which is integral in 

developing Board member expertise in upholding fiduciary best practices.  However, there are 

no required topics. 

Conclusion 2.13:  PEBA’s Board Travel Reimbursement Policy is adequate and reasonable.  

Conclusion 2.14: PEBA’s HIPPA privacy policies and procedures are adequate and reasonable.  

Conclusion 2.15:  PEBA’s claims and appeals procedures are adequate and reasonable. 
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2.4 Findings and Recommendations for each Policy Review and Development 

Conclusion 

 

Ethics Policy 

Conclusion 2.1:  The Ethics policies by which PEBA is governed are reasonable and adequate 

and reflects PEBA’s commitment to high ethical standards for its Board members and 

employees.  

PEBA Board members and employees are subject to the State Ethics Act, which governs the 

ethical conduct of South Carolina public officials and public employees.  In addition, the Board 

adopted a supplemental Ethics and Conflicts-of-Interest Policy.  The policy provides additional 

standards of conduct and guidance on conflicts of interest for Board members.  We support the 

Board's efforts in adopting the supplemental Policy, which demonstrates PEBA’s commitment 

to ethical behavior.   

Some of the terms used in the supplemental policy, which appears to be based on a model 

policy used at other funds, are ambiguous, and additional detail may be beneficial for trustees.  

For example, the policy could further detail who is included in a Board member's "family" for 

purposes of the policy, and what constitutes a "personal or private commercial or business 

relationship."  Including examples within the policy, and during Board fiduciary training, can 

also help Board members to fully understand the application of the conduct requirements to 

their personal situations. 

Recommendation 2.1:  To provide the most assistance for Board members in understanding 

and upholding ethical requirements, the ethics policy should be expanded to provide 

additional framework around the ethical standards.   

 

Valuation Policy 

Conclusion 2.2:  PEBA complies with the statutory valuation mandates set forth in the South 

Carolina Code of Laws through its consultative relationship with its actuarial consultant, 

Gabriel Roeder Smith and Company. 

Title 9 of the South Carolina Code of Laws requires PEBA to engage an actuary to serve as the 

technical advisor to the Board, to perform an experience study at least once every five years 

and to make an annual valuation of the contingent assets and liabilities of the Retirement 
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System.1  PEBA contracts with Gabriel Roeder Smith & Company (GRS) for actuarial consulting 

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

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

actuarial valuations for PEBA’s OPEB trust fund. 

The overall actuarial services and process provided to and utilized by PEBA appear reasonable 

and adequate for the retirement, health and disability plans administered by PEBA.   

The valuation and funding methodology utilized by GRS on PEBA’s behalf is discussed in greater 

detail in Section 6: Actuarial Matters. 

 

Funding Policy 

Conclusion 2.3:  PEBA complies with the statutory funding mandates set forth in the South 

Carolina Code of Laws. 

PEBA’s funding policy is mandated by statute.  Employer and member contribution rates for the 

Retirement System are determined in accordance with the provisions set forth in Title 9 of the 

South Carolina Code of Laws.2  The funding policy set forth in the statute is reasonable and 

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

adjusted based on the annual assessment of PEBA’s funding status and generally provides for 

the Retirement System to maintain a funded ratio of at least 90%.  The statute, enacted in 

2012, sets forth the employer and employee contribution rates for fiscal years 2012-2013, 

2013-2014 and 2014-2015.3  The statute authorizes the Board, after June 30, 2015, to increase 

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

evaluation, subject to an annual increase cap of one-half of 1%.4   

If the scheduled employer and employee contributions set forth in the statute for fiscal years 

2012-2013, 2013-2014 and 2014-2015 are insufficient to maintain a 30-year amortization 

schedule for the unfunded liabilities of the Retirement System, the statute requires the Board 

to increase the contribution rates in equal amounts for the employer and employee 

                                                      
1 S.C. CODE ANN. §§9-1-240, 9-1-250 and 9-1-260 (Law. Co-op. 1962) 

2 S.C. CODE ANN. §9-1-1085 (Law. Co-op. 2012) 

3 S.C. CODE ANN. §9-1-1085(A) (Law. Co-op. 2012) 

4 S.C. CODE ANN. §9-1-1085(B) (Law. Co-op. 2012) 
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contributions as necessary to maintain an amortization schedule of no more than 30 years, 

notwithstanding the annual increase cap of one-half of 1%.5   

The statute authorizes the Board, after June 30, 2015, to decrease the percentage rate in 

employer and employee contributions if the most recent actuarial valuation shows a funded 

ratio equal to or greater than 90%, if the Board determines that such decrease will not result in 

a funded ration of less than 90%.6  Thus, the statute provides PEBA’s Board the flexibility to 

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

ratio.  

According to GRS’s Statement of Certification for the July 1, 2012 actuarial valuation, PEBA’s 

combined funded ratio for all retirement systems under its authority decreased from 67.9% in 

2011 to 65.4% in 2012.  GRS stated that decreases in PEBA’s funded ratio are consistent with its 

expectations for the next several years as outstanding deferred investment losses become fully 

recognized in the actuarial value of assets.   

 

Investment Policy 

Conclusion 2.4:  PEBA assumed oversight of the Deferred Compensation program in January 

2014.  The Investment Policy has been reviewed and approved.     

The Board assumed oversight of the Deferred Compensation program on January 1, 2014.  The 

Program's Investment Policy Statement was reviewed by the Retirement Committee and 

amended by the Board in October 2013 to recognize this transition by noting that the Board 

would be acting as administrator, trustee and governing body for the program.  The Policy is 

reviewed annually. 

 

 

Audit Policy 

Conclusion 2.5:  PEBA’s Board level Audit Policy is consistent with other Board level policies 

used by other systems.    

PEBA’s Finance, Administration, Audit and Compliance Committee Charter consists of the 

Board’s Audit Policy which is updated and adopted on an annual basis.  The most recent Audit 

                                                      
5 S.C. CODE ANN. §9-1-1085(C) (Law. Co-op. 2012) 

6 S.C. CODE ANN. §9-1-1085(D) (Law. Co-op. 2012) 
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Policy was adopted on July 17, 2014.  The Audit Policy consists of 1) responsibilities of the 

Internal Audit Function; 2) coordination and communication between the Board and the Chief 

Audit Executive; and 3) identified internal audits to be conducted during the course of the year.   

Furthermore, Internal Audit’s Charter (approved in December of 2013) consists of all core 

Standards set forth by the Institute of Internal Auditors.  These standards consist of the 

following components are documented either in Internal Audit’s Charter or Procedural Manual: 

       #1000 – Purpose, Authority and Responsibility 

       #1100 – Independence and Objectivity 

       #1200 – Proficiency and Due Professional Care 

       #1300 – Quality Assurance and Improvement Program 

       #2000 – Managing the Internal Audit Activity 

       #2100 – Nature of Work 

       #2200 – Engagement Planning 

       #2300 – Performing the Engagement 

       #2400 – Communicating Results 

       #2500 – Monitoring Progress 

       #2600 – Resolution of Senior Management’s Acceptance of Risks 

The Internal Audit function consisted of one individual (at the time of FAS’ initial 

fieldwork.; however, an additional employee was hired in November 2014.. 

PEBA’s Internal Audit function conducts and coordinates audits relating to operational, financial 

and compliance audits, whereas employer insurance audits are conducted within the benefits 

administration functions.  

The Audit Policy calls for a comprehensive risk assessment every five years.  Comprehensive risk 

assessments are more commonly conducted every two or three years to ensure more timely 

identification of risk issues and priorities. 

Staffing levels need to be evaluated based on the maturity level of the organization and the 

heightened level of risk issues being identified by the Board and PEBA’s staff.  

Recommendation 2.5:  PEBA should increase the frequency of its enterprise-wide risk 

assessment.  Currently, one is conducted every five years; however, given the significant 

changes that have occurred in PEBA’s leadership, as well as proposed changes, conducting a 

more frequent risk assessment would help to ensure that new issues or concerns are 

promptly identified and prioritized for remediation. 
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Staff Compensation Policy 

Conclusion 2.6:  As a South Carolina State government agency, PEBA is required to adhere to 

the salary plan designed and regulated by the Human Resources Division of the South 

Carolina Budget and Control Board (BCB).   

All PEBA positions are assigned a state job classification which is linked to the appropriate state 

pay band or salary “range” for the classification.  There are ten pay bands, each of which 

reference a minimum, midpoint and maximum salary. 

According to documents provided by PEBA, compensation and position descriptions are 

evaluated on a regular basis.  Most personnel actions generate a review of compensation, such 

as hiring, requests for pay adjustments, reassignments and position updates.  As such, with 

each such personnel action, a review of the position description is initiated to ensure that the 

position is appropriately classified.  Salary is evaluated in comparison with internal salary data, 

state government salary data and, when appropriate, private sector salary data. 

PEBA utilizes BCB Employee Performance Management System Policy and Procedure for salary 

increases.  The BCB Employee Performance Management System Policy and Procedure provides 

a formal and structured method for evaluation and rating of employees’ job performance, 

which serves as a basis and justification for the award of the salary increase.  PEBA also 

complies with the South Carolina Human Resources Regulations in terms of the range of 

compensation and salary increases.   

The fact that PEBA positions and compensation for those positions are tied to the State job 

classification and compensation framework is generally consistent with peer funds.   

Recommendation 2.6:  PEBA should have a formal compensation policy which documents its 

acknowledgement of its status as a South Carolina State government agency and its 

compliance with the State’s Office of Human Resources policies, job classifications system 

and pay bands.  A simple statement and reference to the State policies to which it adheres 

would provide transparency of PEBA’s compensation policy to its employees and to the 

public. 

 

Risk Management Policy 

Conclusion 2.7:  PEBA does not have a risk management policy that applies to the integrated 

organization.  The risk assessment procedures utilized by the SCRS prior to the merger were a 

comprehensive internal risk self-assessment tool.  
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The last comprehensive risk assessment was completed on July 14, 2010, which predated the 

merger of SCRS and EIP.  As such, the risk assessment applied only to SCRS.  Prior to that, SCRS 

completed a Management Risk Assessment questionnaire issued by the Office of Internal Audit 

Services division of the State’s Budget and Control Board, in May 2009.   

Since the merger, PEBA’s Internal Audit Department has been developing a comprehensive risk 

assessment for the integrated organization that is based upon the Committee of Sponsoring 

Organizations of the Treadway Commission (COSO) model.   

In August 2013, Deloitte & Touche performed an Information Security Risk Assessment on 

PEBA’s Information Security function. 

Recommendation 2.7.1:  Internal Audit should continue to develop a comprehensive risk self-

assessment tool for PEBA as an integrated organization.    

Recommendation 2.7.2: The development of a risk management policy (including risk 

appetite and risk tolerance) should be the responsibility of executive management with input 

from Internal Audit and other stakeholders. 

Recommendation 2.7.3: An executive should be assigned responsibility and accountability for 

the assessment and management of specific risks within each business function and overall 

based on factors such as impact, velocity and vulnerability.  Internal Audit and others can 

support management in their self-assessments but operating management should be held 

accountable for the results. 

Recommendation 2.7.4:  The Board should identify the type and magnitude of risks which 

ought to come to its attention, e.g., financial, legal, operational, organizational, reputational, 

strategic. 

Recommendation 2.7.5: The Board should require that the presentation of information for all 

major decisions include a risk assessment including the risk of inaction. 

Recommendation 2.7.6:  Internal Audit should focus its audit plans on areas that present the 

highest inherent risk and which rely most of the effectiveness of controls.  Time permitting; 

Internal Audit should focus its consulting efforts on areas of high inherent risk and low 

control effectiveness. 

 

  



Fiduciary Performance Audit of the Public Employee Benefit Authority 
FINAL REPORT 

64 
Funston Advisory Services LLC 

Whistleblower Policy 

Conclusion 2.8:  PEBA is subject to the State’s whistleblower statute and reporting process; 

therefore, a stand-alone whistleblower policy is not necessary. 

PEBA is subject to the State’s whistleblower policy, which is set forth in Title 8 of South Carolina 

Code of Laws.  In addition, PEBA publicizes the State's Fraud Reporting Hotline on its websites 

and provides the contact information a link to the Office of the State Inspector General’s 

website. 

 

Customer Service Policy 

Conclusion 2.9:   PEBA’s Customer Service Policy is generally reflected in its draft Strategic 

Plan for 2014-15. 

In response to our request for PEBA’s Customer Service Policy, we were referred to Part I of 

PEBA’s draft Strategic Plan for 2014-15, which sets forth PEBA’s Mission/Vision Statement and 

Core Values.  “Quality Customer Services and Products” is listed as one of PEBA’s Core Values, 

which states, in relevant part, “We consistently provide outstanding products and excellent 

customer services, as defined by our customers, and we strive for continuous improvement.  

Our interaction with customers is fair, fast, simple, and comprehensible.”  It is typical and 

appropriate for an organization to have a Mission Statement and identify certain values by 

which it operates.  

Interviews with directors of the employee and retiree organizations demonstrated a high 

degree of satisfaction with PEBA’s service.  Call Center survey results likewise indicate a high 

degree of customer satisfaction, as did interviews with the PEBA-participating employers.   

CEM’s benchmarking analysis provided some insight into the level of PEBA’s customer service in 

comparison to its peers.  It should be noted, however, that CEM utilizes a data-driven metric 

that does not assess actual approval PEBA’s customers have expressed in PEBA-initiated 

surveys.  In any event, it would be useful to consider the conclusions reached by CEM in its 

analysis.   

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

by way of surveys given to stakeholders (active and retired members, beneficiaries, inactive 

members, and employers).  The Call Center generates year-long survey with questions that 

assess the timeliness, courtesy and adequacy of the interaction from the caller’s perspective.  In 

addition, PEBA generates an annual customer satisfaction survey to stakeholders.   
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Communication Policy 

Conclusion 2.10:  PEBA does not currently have a communications policy.   

PEBA does not currently have a communications policy.  A communications policy could be 

beneficial in outlining Board member communications with each other, staff members, 

vendors, potential vendors and other external parties.  Recommendations regarding a 

communications policy for PEBA will be discussed in greater detail in Section 4: Content and 

Form of Communications with Stakeholders. 

 

Procurement Policy 

Conclusion 2.11:  PEBA utilizes the Budget and Control Board's statutorily-required policies 

for procurement of services; however, its procurement process can be improved.  

PEBA uses the Budget and Control Board (BCB) Policies for procurement of services.  Services 

that have unique characteristic (such as unique types of services, technical competency or 

independence, etc.) utilize the BCB’s single source guidelines and requisition procedures. 

Until recently, there was an unfilled procurement position and no single PEBA procurement 

staff or coordinator.  PEBA’s staff worked any significant procurement requests through the 

Executive Director, Legal and BCB’s procurement liaison to identify vendors, issue requests for 

proposals, evaluate bids and execute contracts and monitor the quality of service delivery.   

PEBA has encountered recent challenges in the procurement of certain large contracts relating 

to pharmaceutical and healthcare provider benefits.  PEBA recently hired an experienced 

procurement manager; however, it is not clear if there will be adequate staff resources with 

significant contracting experience to effectively address the five major procurements 

anticipated over the next two years.   

PEBA’s Internal Audit function has not had a formal schedule for evaluating the procurement 

process. However, Internal Audit has identified this as an item that could be added to the audit 

schedule. 

Procurement of certain services, such as external financial audits, are determined and 

coordinated through the Office of the State Auditor. 

Recommendation 2.11.1:  PEBA should determine whether it needs additional experienced 

procurement resources to address upcoming requirements.     
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Recommendation 2.11.2:  PEBA should consider revising its procurement process to provide 

for a post-audit process by Internal Audit, potentially using a questionnaire.  

 

Trustee Education Policy 

Conclusion 2.12: The Board maintains a continuing education policy, which is integral in 

developing Board member expertise in upholding fiduciary best practices.  However, there 

are no required topics. 

The Board maintains a continuing education policy, which is integral in developing Board 

member expertise necessary in upholding fiduciary best practices.  The policy requires 18 hours 

of educational training every two years, but 12 of those credits appear to be available through 

attendance at the Board's annual retreat.  The policy does not specify any specific topics to be 

covered by the training. 

It is important that Trustees receive some independent training that is separate from sessions 

developed or overseen by staff.  This helps to expose Trustees to new ideas and avoid the 

potential for "group think." 

As noted in Recommendation 1.8, training regarding fiduciary duties for new trustees and 

periodic updates for all trustees is appropriate and a leading practice.  Trustee training priorities 

could also be informed by the Board self-assessment process (see Recommendation 1.11.) 

Recommendation 2.12.1:  With most Board members only needing six additional credits after 

attending the Board’s annual retreat, the Board should determine whether the Board 

members are receiving sufficient training from independent outside sources.  If not, the 

policy should be revised to require additional credits or limit the number of credits from the 

Board retreat and staff training that can be used to meet training requirements.  

Recommendation 2.12.2:  The PEBA Trustee Education Policy should specify topics on which 

training is needed and include mandatory fiduciary training on a periodic basis, and could be 

linked with the self-assessment process. 

 

Board Expense Reimbursement Policy 

Conclusion 2.13:  PEBA’s Board Travel Reimbursement Policy is adequate and reasonable.  
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The Board's Travel Policy states that travel should be for the purpose of fulfilling continuing 

education requirements or performing due diligence when necessary.  Pursuant to the Board's 

Reimbursement Policy, the Chairman must approve all travel reimbursements.  Board member 

involvement in due diligence as well as other PEBA-related business can be beneficial for the 

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

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

education. (See also Recommendation 1.10 regarding addition of a provision relating to 

approval of the Chairman’s travel and expenditures.) 

 

HIPPA Privacy Policy 

Conclusion 2.14: PEBA’s HIPPA privacy policies and procedures are adequate and reasonable.  

The HIPAA Privacy and Security policies detail processes and procedures that will aid in PEBA's 

compliance with HIPAA requirements.  They were reviewed and updated in September 2014, 

integrating the most recent regulatory requirements.  PEBA’s compliance with HIPPA will be 

discussed in greater detail in Section 7: Legal Compliance.  

 

Claims and Appeals Procedures 

Conclusion 2.15:  PEBA’s claims and appeals procedures are adequate and reasonable. 

PEBA's claims and appeals procedures are extensive and provide a number of layers of review 

for retirement and health claims.  The process appears to be effective, as the Administrative 

Law Court has agreed with PEBA's determination in a de novo review of all cases that we 

reviewed.  
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3.  ORGANIZATIONAL STRUCTURE 

 

3.1 Scope of Review 

The organizational structure assessment included an evaluation for reasonableness and 

adequacy of PEBA’s current organizational structure as it relates to PEBA’s administration of the 

State Employee Insurance Program, the Retirement System’s benefits administration, deferred 

compensation program and other state employee benefit programs under its authority.  The 

assessment focused on ascertaining whether there is a need for clarification and/or additional 

specifications of the respective roles and responsibilities of the Board of Directors and PEBA 

staff. 

The assessment addressed the following specific topics: 

A. People/Organization 

1. Roles and responsibilities of key staff 

2. Staff position description review 

3. Number, type skill sets, and credentials of staff 

4. Training of staff and education policies 

5. Cross-training and succession planning 

6. Alternative organizational designs 

 

B. Reporting Lines and Board Reporting 

7. Reporting lines, spans of control and segregation of duties (including internal 

controls) 

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

 

C. Policies and Process 

9. Standard operating procedures manual 

 

D. Systems/Infrastructure 

10. Adequacy of tools and resources, including IT infrastructure 

 

E. The Memorandum of Understanding with RSIC 

  



Fiduciary Performance Audit of the Public Employee Benefit Authority 
FINAL REPORT 

69 
Funston Advisory Services LLC 

3.2 Standard for Comparison 

We conducted interviews with PEBA Board members; members of PEBA’s executive staff and 

directors, including the Executive Director, the Chief Operating Officer (COO), the Internal 

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

Program Finance, Director of Administration.  We reviewed key documents, including PEBA’s 

organizational chart, utilized a new PEBA benchmarking survey commissioned specifically for 

this review and the FAS public pension governance database for a comparison of PEBA’s 

practices with peer funds, in addition to our review team’s experience. 

 

3.3 Summary of Organization Structure Conclusions 

Conclusion 3.1:   The roles and responsibilities of key staff are clearly defined.  The recent 

reorganization of the executive staff should improve leadership and communications; more 

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

Furthermore, the creation of an executive position over PEBA’s insurance function is a 

significant improvement. 

Conclusion 3.2:  PEBA maintains position descriptions for executive staff and management, as 

well as for staff in classified positions.   

Conclusion 3.3:  Our review revealed no organizational deficiencies in the qualifications of 

PEBA staff members to perform assigned duties.  Until recently, there had been significant 

understaffing at PEBA due to vacated positions not being filled. 

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

most PEBA departments. 

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

policy or program. 

Conclusion 3.6:  Future organizational developments could focus on additional integration of 

retirement and insurance functions where possible. 

Conclusion 3.7:  Until the recent reorganization, PEBA’s organizational structure required staff 

with overlapping responsibilities to report to Board subcommittees.  Reporting was 

streamlined under the new organizational structure.   

Conclusion 3.8:  Some, but not all, of PEBA’s departments have written operating policies and 

procedures. 
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Conclusion 3.9:  Our review revealed no deficiencies with regard to tools and resources 

available to PEBA staff to perform assigned functions.    

Conclusion 3.10:  The Memorandum of Understanding between PEBA and the South Carolina 

Retirement System Investment Commission adequately sets forth the relationship between 

and obligations of the two entities to provide support to each other in fulfillment of their 

respective statutory mandates and functions. 
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3.4 Findings and Recommendations for each Organizational Structure 

Conclusion 

 

Background 

PEBA is governed by an 11-member Board.  The organization itself is staffed by an approved 

complement of total of 270 employees, led by an Executive Director who reports directly to the 

Board.  The executive staff, who assist the Executive Director in running the day-to-day 

operations of PEBA, is comprised of the Chief Operating Officer, the Internal Auditor, the 

General Counsel, the Director of Retirement Systems Finance and the Director of Employee 

Insurance Program Finance.  In addition to reporting to the Executive Director, the Internal 

Auditor also reports directly to the Board.   

Each executive staff member oversees one or more PEBA departments.  The General Counsel 

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

accounting operations for the PEBA’s benefits and investment functions; the Director of 

Employee Insurance Finance oversees the accounting operations for PEBA’s insurance function; 

the Internal Auditor oversees PEBA’s internal audit and risk control functions; and the Chief 

Operating Officer oversees PEBA’s Human Resources department, Administration/Budget, 

Information Technology, Actuarial, Customer Service and Contracts/Procurement.   

At the level beneath the executive staff are the directors of the various PEBA departments.  At 

the departmental level, program managers lead units, many of which contain mid-level 

supervisory staff.         

Since the July 1, 2012 merger of the South Carolina Retirement Systems and the Employee 

Insurance Program, staff have integrated services for the two benefit programs, previously 

done by two separate entities, into one organization.  This integration is not yet complete and 

will require a certain degree of restructuring to optimize efficiencies and staff expertise in all 

functions.  

 

People / Organization 

Roles and responsibilities of key staff 

Conclusion 3.1:   The roles and responsibilities of key staff are clearly defined.  The recent 

reorganization of the executive staff should improve leadership and communications; more 
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clearly balance and define responsibilities; and provide for better succession planning.  

Furthermore, the creation of an executive position over PEBA’s insurance function is a 

significant improvement. 

Prior to the reorganization announced in early December 2014, there were a number of 

organizational issues the review team identified and discussed with the new Executive Director.  

Among the issues at that time were: 

 Lack of a clear leader of insurance operations 

 Lack of a single leader of finance, budgeting and reporting 

 PEBA had not integrated the employer services function 

 The need for a capability to support development of new processes and information 

systems requirements while maintaining current systems and service levels 

 Lack of apparent executive development paths for succession planning purposes 

The new organization in place since December 2, 2014 was designed to address these issues 

and, in our opinion, is a significant step forward organizationally. 

Ideally, there should be one PEBA executive position overseeing the Retirement program, such 

as a Retirement Benefits Director, and a separate executive position overseeing the Insurance 

program, such as an Insurance Program Director.  The lack of an insurance leader was the more 

significant issue; an Insurance Program Director could lead the development of strategic 

planning and implementation with the objective of improving the insurance plan over the long 

term.  It would also be appropriate to have a manager of all the Deferred Compensation (DC) 

Plans to report directly to the Retirement Benefits Director to ensure the DC plans receive 

appropriate visibility and attention.   

The recent organizational change created the position of Health Care Policy Director.  While this 

position remains to be filled, it is an important step to developing a more strategic health policy 

staff and capability within PEBA. 

Similarly, PEBA did not have a Chief Financial Officer to oversee all of PEBA’s financial functions 

and processes.  PEBA’s Budget and Facilities function was overseen by the Director of 

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

filled, and budgeting and facilities is more appropriately overseen by a departmental manager 

under the Chief Financial Officer. 

Under the COO, there is now a new Employer Services Director position which will be charged 

with developing the future strategy and vision for servicing all PEBA employers in the most 

effective and efficient manner. 
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With respect to major IT projects involving redesign of the business operations, an Operational 

Research and Development Department was created to lead projects that have an enterprise-

wide focus.  The office will be led by a trained project manager and have access to staff that are 

business process improvement specialists. 

Currently, PEBA’s Chief Operating Officer oversees six PEBA departments, including Human 

Resources, Information Technology, Operational Research and Development, Communications, 

Customer Service and Employer Services.  As the Chief Operating Officer is directly responsible 

for the day-to-day operations of the largest part of PEBA’s retirement programs and services, as 

well as support and administration, her level of responsibility is second only to the Executive 

Director’s.  As such, her position is also akin to a Deputy Executive Director.  Although there 

may be some reluctance to add the title of Deputy Executive Director to the Chief Operating 

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

position. 

The organizational changes recently implemented are significant steps in the direction of a 

more professional and modernized leadership structure for PEBA.  By implementing these 

changes PEBA not only enhanced the effective management of its core functions and 

streamlined communication flow to the Executive Director, it has established a solid foundation 

for the management and administration of future initiatives and improvements. 

Recommendation 3.1.1:  PEBA should consider adding the title of Deputy Executive Director 

to the title of Chief Operating Officer to provide a more streamlined flow of communication 

between the Executive Director and executive staff, as well as create a succession plan for the 

Executive Director position. 

Recommendation 3.1.2:  Over the longer term, PEBA should consider creating the position of 

a leader of retirement programs who would have responsibility for both defined benefit and 

defined contribution and savings programs. 

 

Staff position description review 

Conclusion 3.2:  PEBA maintains position descriptions for executive staff and management, as 

well as for staff in classified positions.   

PEBA maintains position descriptions for executive staff and management (unclassified) 

positions, which appear to be adequate and detailed.  The roles and responsibilities of 

executive staff and management positions are set forth in the position description documents.   
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PEBA states it also maintains written position descriptions for staff (classified) positions below 

the management level, which are maintained in each employee’s personnel file.  PEBA further 

states that most personnel actions generate a review of compensation, such as hiring, requests 

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

Development]. 

 

Number, type, skill sets, and credentials of staff 

Conclusion 3.3:  Our review revealed no organizational deficiencies in the qualifications of 

PEBA staff members to perform assigned duties.  Until recently, there had been significant 

understaffing at PEBA due to vacated positions not being filled. 

PEBA has had significant understaffing due to approved positions not being filled.  PEBA is 

beginning to remedy this and has filled all but about 12 positions as of the November 2014 

timeframe.  At one point, there were 36 vacancies.  PEBA should pay particular attention to 

areas with positions currently filled by Teachers and Employee Retention Retired (TERI) 

program participants, as the TERI program will be closed effective June 30, 2018.   

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

Recommendation 3.3:  PEBA should continue to fill remaining vacant positions in order to 

maintain sufficient staffing in all areas to effectively and efficiently perform all functions.    

 

Training of staff and education policies 

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

most PEBA departments. 

PEBA conducted a workforce planning initiative as an outcome of its 2013 strategic planning 

process.  The process was used to identify gaps in the workforce and succession concerns.  As a 

result of this process, PEBA established and filled many positions to improve depth of 

professional level staff and identify areas where cross-training could assist in developing pools 

of more qualified candidates.  In addition, several knowledge-sharing initiatives were 

implemented in a couple of areas. 

While there are some useful initiatives to build upon, there has not been a formal training and 

education program beyond those found in the Call Center and Visitor Intake.  This is an 

opportunity area as PEBA builds its capabilities for the future. 
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Recommendation 3.4.1:  Each PEBA business area should develop a specialized staff training 

and education policy and program for staff in their area.   

Recommendation 3.4.2:  Human resources should develop a training policy and program that 

provides for new employee orientation.  New Employee Orientation should include a general 

organizational overview of PEBA’s functions and services.   

 

Cross-training and succession planning 

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

policy or program. 

Although PEBA does not have an agency-wide cross-training program, there is a formal cross-

training program in two of the largest operational areas – the Call Center and Visitor Intake.  

Employees in these areas are cross-trained on insurance and retirement.  This was a major 

initiative after the creation of PEBA and it appears to have provided a more efficient and 

responsive customer service experience.  This cross-training program also provided an 

additional step and salary increase in the Call Center’s career path. 

On a smaller scale, PEBA recently completed cross-training in Retirement Systems Imaging and 

Enrollment.  Although very much alike and dependent upon one another, these departments 

were segregated.  Employees have now cross-trained and function as one department.  This 

was intended to assist in the upcoming operational improvements and to be a preemptive 

action in preparation for a possible overstaffed department as automation technologies 

improve. 

Recommendation 3.5.1:  The staff training and education policy should provide for cross-

training and rotation of staff to other, similarly classified positions within the business 

functions for cross-training purposes.   

Recommendation 3.5.2:  Succession planning should be a higher priority.  Executive Staff and 

managers should maintain organizational charts of each business unit that reflect the time 

remaining to retirement eligibility of individual staff members and regularly discuss 

anticipated vacancies and plan for future staffing needs and training.  The discussion should 

also include the possibility of back-filling positions where vacancies are anticipated to provide 

that the replacement is fully trained when the retiring staff member vacates the position.   
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Alternative organizational designs 

Conclusion 3.6:  Future organizational developments could focus on additional integration of 

retirement and insurance functions where possible. 

The organizational structure below the executive management level, while partially integrated 

since the creation of PEBA, needs further integration and consolidation of functions.  The 

Employee Insurance Program Finance area remains roughly the same as it was under the 

previous Employee Insurance Plan (EIP) and has not been fully integrated.  Customer service 

functions are not fully integrated, although there have been continuing efforts to have a single 

point of contact for customers.  The budgeting process does not appear to have been linked to 

an overall business planning process. 

Recommendation 3.6.1:  As the new technology platform and processes are developed, PEBA 

should implement additional operational consolidations.   

Recommendation 3.6.2:  The budgeting process for all areas should be more coordinated and 

collaborative.  A formal budget process should be developed and include all department 

heads in its development.  Integration of the budget process will reduce silos and enhance an 

enterprise approach to administrative functions.  

 

Reporting Lines and Reporting to the Board 

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

Conclusion 3.7:  Until the recent reorganization, PEBA’s organizational structure required staff 

with overlapping responsibilities to report to Board subcommittees.  Reporting was 

streamlined under the new organizational structure.   

The former organizational structure required multiple reports to the Retirement and Health 

Committees instead of having executive level staff reporting to each of the committees.  This 

resulted in several staff reporting on different aspects of each division.  The one remaining 

example of this is that for the retirement program, the manager of the deferred compensation 

plans and the ORP reports to the Retirement Committee in addition to the new Chief Financial 

Officer.   

The same was true of the insurance program; there were two separate divisions, one focusing 

on policy and the other focusing on insurance finance.  As the finance areas of insurance and 

retirement were combined and are now overseen by a Chief Financial Officer, and the health 
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policy/strategy function was combined into one division and overseen by a Healthcare Policy 

Director, these issues appear to be resolved.   

Under the new structure, the Chief Financial Officer will report on the financing aspect of both 

the retirement and insurance programs, and the Healthcare Policy Director will report on the 

health policy and strategy aspect of the insurance program.  This should result in more focused 

reporting to the Committees and allow the Committee members to better evaluate these key 

components of each program. 

 

Policies and Process 

Standard operating procedures manual 

Conclusion 3.8:  Some, but not all, of PEBA’s departments have written operating policies and 

procedures. 

 

Leading industry practices include maintaining a standard operating procedures manual 

describing each department’s or unit’s procedures for performing its functions.  For example, 

PEBA’s benefits administration procedures are comprehensive and well-documented, but this is 

not the case in most other functions. 

Having consistent written policies and procedures for all functions would be helpful not only 

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

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

operating procedures manuals could be shared between departments when processes overlap 

so that each affected unit is aware of the responsibilities of the other unit. 

Recommendation 3.8:  Each of PEBA’s departments should create and maintain a standard 

operating procedures manual documenting its process for performing its functions.  

 

Systems / Infrastructure 

Adequacy of tools and resources, including IT infrastructure 

Conclusion 3.9:  Our review revealed no deficiencies with regard to tools and resources 

available to PEBA staff to perform assigned functions.    
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PEBA staff appear to have adequate tools and resources necessary to perform their duties and 

carry out their departmental functions.  Interviews with PEBA managers and staff did indicate, 

however, a deficiency in staffing in certain areas since the merger, which, as discussed above, is 

in the process of being remedied.   

Although PEBA’s current information technology infrastructure is adequate, it is unlikely that 

the system will be sustainable in the long term, and will require a significant upgrade and 

integration of key systems.  PEBA’s information technology systems will be discussed in greater 

detail in Section 11: Information Technology Systems.     

 

The Memorandum of Understanding with RSIC 

Conclusion 3.10:  The Memorandum of Understanding between PEBA and the South Carolina 

Retirement System Investment Commission adequately sets forth the relationship between 

and obligations of the two entities to provide support to each other in fulfillment of their 

respective statutory mandates and functions. 
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4. CONTENT AND FORM OF COMMUNICATIONS 

WITH STAKEHOLDERS 

 

4.1   Scope of Review 

We evaluated the reasonableness and adequacy of PEBA's form and content of communication, 

reporting, and disclosures with its stakeholders and participants.  The review addressed the 

following specific topics: 

1. Website content 

2. Active members 

3. Inactive members 

4. Retirees and survivors 

5. Personnel and payroll offices 

6. Plan sponsor decision-makers 

7. General public 

8. Oversight committees (if they exist) 

9. Legislators 

 

4.2   Standard for Comparison 

We conducted interviews with numerous internal PEBA staff as well as key external 

stakeholders, including leaders of a retiree group, five employee groups, four employers, and 

an advisory panel, as well as state Senate staff.  We also reviewed many communications-

related documents including newsletters, plan documents, member surveys, and press 

releases.  Our analysis also included benchmarking data from three sources: a custom PEBA 

benchmarking survey of other pension administration agencies conducted by FAS for this 

review; the 2013 CEM Defined Benefit Administration benchmarking Study; and the FAS public 

pension governance database. 
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4.3 Summary of Communications Conclusions 

Conclusion 4.1:  PEBA has an effective Communications Department, but overall planning and 

coordination could be improved. 

Conclusion 4.2:  Although the three PEBA websites in use are comprehensive in the 

information they provide, navigation among the three sites is challenging and self-service 

functions are limited. 

Conclusion 4.3:  PEBA communications to active members is cost-effective through extensive 

use of digital media and appears to be effective; however, some improvements could be 

considered. 

Conclusion 4.4:  PEBA does not have an active communications approach with inactive 

members but the PEBA website does provide a tool for inactive members to check their 

accounts online. 

Conclusion 4.5:  PEBA communications to retirees and survivors is cost-effective through 

extensive use of digital media and appears to be effective; however, some improvements 

could be considered. 

Conclusion 4.6:  PEBA communications with employer personnel and payroll offices appears to 

be effective; there are some opportunities for improvement. 

Conclusion 4.7:  Opportunities for plan sponsor decision-makers to obtain information 

regarding PEBA appear to be adequate. 

Conclusion 4.8:  PEBA’s communications to the public meet statutory requirements and the 

PEBA website makes an extensive range of information available. 

Conclusion 4.9:  The Retirement and Pre-Retirement Advisory Panel previously had an 

important advisory role to the BCB but appears to now be somewhat redundant with the 

PEBA Board of Directors. 

Conclusion 4.10:  PEBA’s communications to the Budget and Control Board meet statutory 

requirements. 

Conclusion 4.11:  PEBA’s communications to the General Assembly meet statutory 

requirements; however, there are opportunities to better engage with legislators to advocate 

for PEBA’s needs. 
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4.4 Findings and Recommendations for each Communications Conclusion 

Background 

The PEBA Communications Department consists of seven full-time staff members and now 

reports to the COO (prior to the recent reorganization Communications was part of the 

Customer Services Department).  Communications is responsible for maintaining the PEBA 

websites, producing publications and managing social media activities.  In addition to these 

services, the department also monitors external and internal events and advises the call center 

and member intake areas when they should expect to be affected.  When PEBA receives a 

Freedom of Information Act (FOIA) request, typically 20-25 times annually, Communications 

acknowledges receipt immediately, coordinates with Legal, and provides the final response. 

Many of the communications materials and activities related to insurance are coordinated to 

support the annual enrollment cycle, with members receiving information in September to 

support the open enrollment period in October.  On the other hand, most of the recurring 

retirement-related publications, such as annual reports, are produced or updated on a fiscal 

year basis, with the fiscal yearend occurring on June 30. 

PEBA has developed a communications matrix which identifies all the communications vehicles, 

i.e., websites; social media; RSS feeds; presentations and videos; publications; and other, and 

maps specific items in each category into different target audiences, i.e., General Stakeholders; 

Covered Employers; Actives; Retirees; Inactives or COBRAS/Survivors; and Employees.  The 

communications matrix lists items 1) in production and currently available; 2) items in 

development; and 3) items in concept phase or early planning stages. 

The communications matrix is a comprehensive document which contains a listing of not only 

all existing communications materials, but also a significant range of new ideas for future 

development and implementation.  Among the plans currently under development are: 

 A new, consolidated PEBA website planned for 3Q 2015 rollout with expanded self-

service functions 

 A basic financial education series 

 New digital media approaches, including support for e-readers, use of QR codes, and 

infographics 

 A mobile retirement benefits website (already exists for insurance) 

Among the longer-term items being considered, but not yet approved, are: 

 New social media channels and accounts in Instagram, YouTube, Vimeo and Pinterest 

 A PEBA smartphone application 
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 New blog or chat approaches with the Executive Director and/or Board members 

 Redevelopment of employer training approach and materials 

 Expanded use of webinars for member education 

In addition to staff in the Communications Department, the new Executive Director has taken 

initial steps to increase communications with members and retirees, sometimes together with 

the Executive Director of the Retirement System Investment Commission, which is a positive 

step. 

Based upon our interviews with PEBA Board members and employee and retiree groups, the 

PEBA Board members do not seem to actively communicate with employees or retirees beyond 

responding to the occasional inquiry.  With the exception of several representative members, 

the Board members state that they do not see communications with stakeholders to be a key 

responsibility for the Board. 

In our Retirement Administration Agency Peer Benchmarking study, we obtained feedback 

regarding trustee, executive and staff interactions with member, retiree, and employer groups 

and received the following results.  PEBA’s responses are shaded in green. 

Table 11  Communication Matrix 
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As indicated in the peer responses, the lack of involvement by PEBA’s trustees is not unusual.  

However, there is an opportunity for Board members to play an important role in stakeholder 

communications and engagement which is critical for a retirement agency in fulfilling its 

mission. 

 

Conclusion 4.1:  PEBA has an effective Communications Department, but overall planning and 

coordination could be improved. 

Although PEBA has developed a communications matrix which appropriately identifies key 

target audiences and maps various communications channels and materials into each audience, 

there does not appear to be an overall PEBA communications strategy which also includes 

communications objectives, messages, and metrics; organizational responsibilities; key 

initiatives; and budget requirements. 

FAS surveyed peer retirement administration agencies about their communications plans and 

received the following results.  PEBA’s response is indicated by the green shading. 

Table 12 Communications Plan 
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Although it is not prevailing practice, we believe leading practice is to develop a strategic 

communications plan helps define communications objectives, identify target stakeholder 

groups, clarify responsibilities, and prioritize improvement efforts. 

Recommendation 4.1:  PEBA should develop a comprehensive communications strategy and 

plan. 

 

Website content 

Conclusion 4.2:  Although the three PEBA websites in use are comprehensive in the 

information they provide, navigation among the three sites is challenging and self-service 

functions are limited. 

 

The PEBA website 

After the formation of PEBA in 2012, a new PEBA website was developed which linked to the 

two old websites of the South Carolina Retirement System and the Employee Insurance 

Division.  The PEBA website includes an overview of PEBA and news updates, information 

concerning the PEBA Board of Directors and meetings, a biography of the Executive Director, 

HIPPA information, and general PEBA contact information.  All other information remains on 

the two original retirement and insurance websites which are available by clicking through the 

main PEBA home page.  We understand an all-new, consolidated PEBA website is under 

development and planned for launch during the second half of 2015. 

The Retirement website 

The retirement website is comprehensive in providing information to members, retirees and 

employers as well as the general public.  Detailed plan information and brochures are available 

electronically for all five defined-benefit plans as well as the Optional State Retirement System 

and the Deferred Compensation Program. 

Active members can view and update their personal information online.  All forms are available 

online but must be printed and physically submitted; online form submission is not available.  

Many forms have been automated in an effort to eventually eliminate the form.  For example, 

annuitant payees can change their direct deposit and tax withholding through the secure 

Member Access system or alternatively, they can submit a paper form.  Member Access is a 

secure area separate from the Retiree Resource Center. 
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A video library available on demand provides plan overviews as well as assistance in selecting a 

retirement plan and explaining average final compensation.  Members also have access to pre-

retirement planning materials and benefits calculators.  There is also a New Employee Resource 

Center to assist new employees in understanding their retirement benefits and making 

retirement plan selections. 

In each defined benefit plan, inactive members can look up their account through either their 

social security number or name and date of birth. 

The Retiree Resource Center provides information, forms, and publication for retirees.  It 

includes information on payment dates, adjustments, death benefits, beneficiary changes and 

taxes.  Changes of address can be updated online through the retiree account. 

The PEBA Employer Resource Center makes available the information, forms, and employer 

training necessary for employers to provide the administration of retirement benefits, including   

a detailed employer manual, contribution rates and guidance on complying with GASB 

reporting requirements and how to obtain assistance.  An employer newsfeed is available as a 

syndicated RSS subscription.  Planned employer training dates around the state are available 

and employers can download and print all training materials. 

 

The Insurance website 

The insurance website provides a broad range of information and forms which cover the many 

programs offered by PEBA including health insurance, dental insurance, vision care, life 

insurance, long-term disability (LTD), and MoneyPlus health savings accounts.  Forms for 

insurance elections, HIPPA, COBRA coverages, and a variety of other situations are all available 

on the site.  Coverage and eligibility information for Active Employees, COBRA Subscribers, 

Retirees, Survivors, Spouses and Children, and Local Subdivisions is available.  Plan descriptions, 

premium information, and related brochures are available for all programs offered by PEBA.  

Open enrollment and other training and education presentations are available for downloading.  

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

The Prevention Partners portion of the Insurance website includes an overview of the program 

and numerous pages of detail, including a description of wellness and prevention benefits, 

workplace screenings information, a training calendar, and newsletters.  There is also a section 

for employer benefits administrators to obtain information and log in. 

The MyBenefits site allows subscribers to review benefits, change contact information or 

beneficiaries online, and print a benefit statement, as well as obtain their Benefits Identification 
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Number (BIN).  During the annual enrollment period, subscribers can make their own changes 

using MyBenefits, and throughout the year Benefits Administrators can process special 

eligibility changes or new hires using Employee Benefits.  For claims information, the website 

contains links to each of the insurance programs through the carrier websites. 

Recommendation 4.2.1:  PEBA should develop the planned consolidated website as soon as 

practical to improve integration of and access to all information. 

Recommendation 4.2.2:  The new website should include additional self-service functions to 

reduce the requirement for submission of paper forms and to provide more member 

information and tools online. 

 

Active members 

Conclusion 4.3:  PEBA communications to active members is cost-effective through extensive 

use of digital media and appears to be effective; however, some improvements could be 

considered. 

Communications to active members directly by PEBA spans all the communications vehicles 

listed in the matrix.  For several years, PEBA has been emphasizing email and RSS feeds to 

improve timeliness and reduce costs as compared to traditional mailings, particularly for 

newsletters.  However, PEBA does not have email addresses for all active members.  Insurance 

brochures are mailed to participants as required.  Direct contact with active members is 

available through training sessions offered at the Visitor Center in Columbia and through 

education sessions held throughout the state by the Field Services group.  Much of the 

insurance communications to members comes directly from the insurance providers. 

According to the most recent CEM study, PEBA member statements do not show members an 

estimate of future pension entitlements, which is considered a deficiency.  Additionally, since 

the move to email newsletters several years ago, PEBA no longer uses physical newsletters 

distributed through the U.S. Mail.  Lack of both future entitlements estimates on statements 

and mailed newsletters were considered deficiencies by CEM and resulted in a lower customer 

service rating compared to peers. 

We spoke to five employee groups.  Although the employee group Executive Directors indicate 

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

receive from PEBA, one group expressed a frustration with “lack of a voice with the PEBA 

Board,” and “a limited role in nominating the PEBA Board member representatives.” 
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Recommendation 4.3.1:  PEBA should consider mailing newsletters to members with an “opt-

out” electronic option for either email delivery or an RSS newsfeed to ensure that all 

members receive PEBA news on a timely basis. 

Recommendation 4.3.2:  The PEBA Board should play a more active role in reaching out to 

employee groups on a regular basis to improve communications. 

 

Inactive members 

Conclusion 4.4:  PEBA does not have an active communications approach with inactive 

members but the PEBA website does provide a tool for inactive members to check their 

accounts online. 

The services available to active and retired members are also available to inactive members, 

including COBRA benefit recipients, on a self-serve basis via the PEBA website.  There is no 

communications program specifically for inactive employees, which is typical for an agency such 

as PEBA.  

 

Retirees and survivors 

Conclusion 4.5:  PEBA communications to retirees and survivors is cost-effective through 

extensive use of digital media and appears to be effective; however, some improvements 

could be considered. 

Communications to retirees and survivors directly by PEBA is extensive for both retirement and 

insurance and is covered by all the communications vehicles listed in the matrix.  PEBA has 

been emphasizing email and RSS feeds for several years to improve timeliness and reduce costs 

as compared to traditional mailings.  Much of the insurance communications materials are sent 

directly from the insurance providers. 

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

considered a deficiency by CEM and resulted in a lower customer service rating compared to 

peers.  However, for CEM’s FY 2014 report, this service metric has been changed to 

“newsletters can be sent through the mail or electronically,” implying that the PEBA score may 

improve on this metric in the next report. 
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We spoke to a retiree group and heard two comments related to communications: 1) there is 

no public comment period during Board meetings, which makes it very difficult for retirees to 

be heard; and 2) the Board also does not meet with its constituents on a regular basis. 

In the FAS Retirement Administration Agency Peer Benchmarking study we asked peer agencies 

whether members of the public can make statements at  their Board meetings.  PEBA’s 

response is reflected by the green shading. 

Table 13 Opportunity for Public Comment 

 

Although it is not a prevailing practice, we believe leading practice is to have a protocol for the 

Board to accept questions and comments from the public prior to a Board meeting to allow the 

Board to respond and provide feedback if they choose. 

Recommendation 4.5.1:  Consistent with Recommendation 4.3.1, PEBA could consider mailing 

newsletters to retirees and survivors with an “opt-out” electronic option for either email 

delivery or an RSS newsfeed to ensure that all retirees receive PEBA news on a timely basis. 

Recommendation 4.5.2:  The PEBA Board should consider developing a process and protocol 

for receiving and considering public comments before its meetings. 

Recommendation 4.5.3:  Similar to Recommendation 4.3.2, the PEBA Board should play a 

more active role in reaching out to retiree groups on a regular basis to improve 

communications. 

 

Personnel and payroll offices 

Conclusion 4.6:  PEBA communications with employer personnel and payroll offices appears 

to be effective; there are some opportunities for improvement. 

PEBA communications with employer benefit administrators is supported by the 

Communications Department and the Field Service Unit.  Training is available either at PEBA in 

Columbia or through training and information sessions held throughout the state on a regular 

basis.  Third party insurance providers actively work with PEBA in these sessions.  In FY2013, 

there were 171 retirement events held and 248 for insurance.  The digital communications and 
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local training sessions seem to be effective; however, it appears to be a challenge for some of 

the smaller employers to participate and stay up to date. 

We interviewed four benefits administrators, two from employers which participate in the 

retirement plan and two from employers which participate in the insurance program.  The 

administrators report that they are regularly in contact with their counterparts at PEBA, at least 

monthly, and that the PEBA staff is easy to work with and help to solve any problems which 

arise. 

They reported that their members attend the local education sessions and view them 

positively.  The PEBA Benefits Manual is considered to be very comprehensive and useful.  

There is an RSS feed for employers which works well and is appreciated by the benefit 

administrators we interviewed. 

The administrators indicated they would like to receive and send less paper and to be able to 

communicate and submit forms through the PEBA website.  Several expressed a desire to be 

updated about legislative changes on a more timely basis.  Another administrator suggested 

more training on Medicare health options for retiring/terminating employees and more 

materials on the Medicare choices and the drug plan choice between Catamaran and Medicare 

Part D plan.   

It was also suggested that an employer advisory committee be formed to report problems and 

health and retirement plans issues, as well as having PEBA attendance at the quarterly School 

District Benefit Administrator meetings for all school districts in the state. 

Recommendation 4.6.1:  PEBA should ensure that its new website has significantly improved 

functionality for accepting online submission of forms and reports. 

Recommendation 4.6.2:  PEBA communications should review its communications process on 

legislative changes as they relate to employers and ensure that it results in timely employer 

updates. 

Recommendation 4.6.3:  PEBA should determine whether having an employer advisory group 

to provide feedback in a structured manner would be beneficial. 

 

Plan sponsor decision-makers 

Conclusion 4.7:  Opportunities for plan sponsor decision-makers to obtain information 

regarding PEBA appear to be adequate. 
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Training is available to employer boards either at the PEBA Visitor Center in Columbia or 

through training and information sessions held throughout the state on a regular basis.  Third 

party insurance providers actively work with PEBA in these sessions.  In FY2013, there were 171 

retirement events held and 248 for insurance throughout the state. 

 

General public 

Conclusion 4.8:  PEBA’s communications to the public meet statutory requirements and the 

PEBA website makes an extensive range of information available. 

The PEBA Board is considered a “public body” under South Carolina Code § 30‐4‐20 (state 

FOIA), which means that board meetings, including subcommittee meetings, must be open 

meetings, with the exception of executive sessions.  The state FOIA code also requires written 

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

requirements. 

South Carolina Code § 9-4-50 states “The South Carolina Public Employee Benefit Authority 

shall maintain a transaction register that includes a complete record of all funds expended, 

from whatever source for whatever purpose. The register must be prominently posted on the 

authority's Internet website and made available for public viewing and downloading.”  We also 

found PEBA in compliance with this requirement. 

The primary communication vehicle from PEBA to the general public is through the website 

with its general information, annual reports, plan documents, newsletters, board meeting 

minutes, and videos.  The legal disclosure requirements are accomplished through the website.  

The information available on the website is comprehensive and typical for public retirement 

agencies.  Some of the additional ideas for future development contained in the 

communications matrix, such as new blog or chat approaches with the Executive Director 

and/or Board members, could further enhance communications with the general public. 

Recommendation 4.8:  As part of its strategic communications strategy and plan (see 

Recommendation 4.1), PEBA should include initiatives which improve communications with 

the general public. 
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Advisory groups 

Conclusion 4.9:  The Retirement and Pre-Retirement Advisory Panel previously had an 

important advisory role to the BCB but appears to now be somewhat redundant with the 

PEBA Board of Directors. 

Based upon the directive of South Carolina Code § 9-2-10, a Retirement and Pre-Retirement 

Advisory Panel (the “Panel”) was established before the creation of PEBA to advise the Director 

of the South Carolina Retirement System on matters relating to retirement and preretirement 

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

the PEBA Executive Director or Board regarding programs and policies. 

The panel, comprised of eight members appointed by the PEBA Board of Directors (originally by 

the BCB) and representing various employee and retiree groups, meets several times each year, 

sometimes with PEBA and RSIC staff and sometime as a Panel meeting.  There is not a fixed 

meeting schedule, but the chair calls meetings as needed.  The meetings with PEBA and RSIC 

have been described by the PEBA Executive Director and the Panel Chair as informational for 

the Panel members.  However, the Panel has not taken positions on issues or provided advice 

to the PEBA Executive Director or the Board of Directors.  In fact, although the Panel is now 

appointed by the PEBA Board of Directors, during the busy organizational time period since the 

Board's creation, it has not met with them. 

The value which appears to be added by the Panel is two-fold.  First, its meetings are open to 

other employee and retiree groups, and some groups do participate and are informed on topics 

relevant to their members.  Second, although the Panel does not provide advice directly to 

PEBA on its own, the employee and retiree groups to which its members belong do benefit 

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

The Panel is legislatively mandated and the PEBA Board is required to appoint its members 

unless the statute is changed.  However, now the PEBA Board also must include representatives 

of constituent groups, which makes the Panel somewhat redundant.  If PEBA improves the 

effectiveness of its engagement and communications with constituencies as suggested in 

Recommendations 4.1, 4.3.2, 4.5.2 and 4.5.3, the Panel might no longer be needed.  In that 

event, legislation to repeal the Panel would be required.   

Alternatively, the Panel could shift its role to become the PEBA advisory body intended in the 

statutes.  This would require a different approach by Panel leadership and more active 

engagement with the PEBA Board of Directors and Executive Director.  However, this appears 

that this would duplicate part of the role which the PEBA Board is intended to play as a body 

that must include constituent representation.  It could end up competing with PEBA to engage 
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and represent constituency groups, adding another layer of complexity to the overlapping 

pension and benefits governance structure  

Recommendation 4.9:  The General Assembly should eliminate the requirement for PEBA to 

convene a Retirement and Preretirement Advisory Panel, as it duplicates responsibilities of 

the PEBA Board.  See also Recommendation 1.5. 

 

Oversight committees 

Conclusion 4.10:  PEBA’s communications to the Budget and Control Board meet statutory 

requirements. 

According to South Carolina Code § 9-4-45, policy determinations made by the PEBA Board of 

Directors are subject to approval by the state Budget and Control Board.  “Policy 

determination” has been defined to mean: 1) insurance coverage changes and premium 

increases; and 2) retirement actuarial assumptions and employer and employee contributions.   

On an annual basis, PEBA submits any proposed insurance coverage changes and premium 

increases, as well as any proposed changes to retirement actuarial assumptions and employer 

and employee contributions, to the Budget and Control Board for their approval. 

All PEBA Board members are appointed by the various members of the Budget and Control 

Board.  Through our interviews with the PEBA Board members, several periodically update their 

appointing BCB member regarding activities at PEBA but these updates do not seem to be 

conducted by all PEBA Board members or done on a systematic basis. 

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

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

of Administration.  Although the legislation which makes this change could be clearer, intent of 

the legislation is that BCB powers to approve PEBA’s policy determinations will be transferred 

to the new State Fiscal Accountability Authority. 

Recommendation 4.10:  The General Assembly should include a provision in future legislation 

that replaces references to the BCB, or its successor, in S.C. Code Ann. §§ 9-1-1310 and 9-4-45 

with specific references to the SFAA, in order to more explicitly effectuate transfer of the 

BCB's co-trustee functions to new State Fiscal Accountability Authority. 
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Legislators 

Conclusion 4.11:  PEBA’s communications to the General Assembly meet statutory 

requirements; however, there are opportunities to better engage with legislators to advocate 

for PEBA’s needs. 

South Carolina Code § 9-4-30 (B) states: “The South Carolina Public Employee Benefits 

Authority shall provide copies of annual actuarial valuations of all retirement systems requiring 

such annual valuations to the General Assembly by the second Tuesday in January of every 

year.”  These have been provided and presented to the legislature; PEBA staff is typically 

supported by the PEBA retirement actuary. 

During the first two years of PEBA’s operation it appears there was not a systematic approach 

to engaging legislators aside from the required reporting and budget approval process.  This 

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

by PEBA during 2014.  The new Executive Director has already been meeting with various 

legislators regarding future PEBA operating and capital requirements, which should improve 

PEBA’s engagement with the legislature. 

Recommendation 4.11:  As part of its comprehensive communications strategy and plan (see 

Recommendation 4.1), PEBA should include initiatives which improve communications with 

key legislators. 

  



Fiduciary Performance Audit of the Public Employee Benefit Authority 
FINAL REPORT 

94 
Funston Advisory Services LLC 

5.  KEY BENEFITS ADMINISTRATION FUNCTIONS 

 

5.1 Scope of Review 

In assessing PEBA’s key benefits administration functions, we evaluated the reasonableness and 

adequacy of PEBA’s key benefits administration process and functionality; due diligence; 

internal controls; and risk assessment of the Retirement System, Insurance program and other 

state employee benefits programs administered by PEBA. 

The review addressed the following specific topics: 

A. Review of summary plan descriptions 

B. Preparation of benefits statements 

C. Calculation of benefits 

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

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

 

 5.2 Standard for Comparison 

We utilized internal interviews with the Executive Director, the Chief Operating Officer, Director 

of Retirement Systems Finance and staff, Director of Employee Insurance Program Finance and 

staff, Director of Customer Services and staff.  

We reviewed key documents including, Title 9 of the South Carolina Code of Laws, Member 

Handbooks for the South Carolina Retirement System and the Police Officers Retirement 

System,  information contained on PEBA’s website for the Judges and Solicitors Retirement 

System, the General Assembly Retirement System, the National Guard Retirement System, the 

Teacher and Employee Retention Incentive Program Overview pamphlet, PEBA’s Customer 

Annuity Claims Procedures, the Service Purchase Policy & Procedures Manual and the Death 

Claim Procedures agreement with Empower Retirement (formerly Great-West Financial).  

We also utilized our review team’s public retirement system experience; a new PEBA 

benchmarking survey specifically for this review; and the FAS public pension governance 

knowledgebase for a comparison of PEBA practices with peer funds. 
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5.3 Summary of Key Benefit Administration Function Conclusions 

Conclusion 5.1:  PEBA’s key benefit administration functions appear to be reasonable and 

adequate.   

Conclusion 5.2:  PEBA’s member handbooks, guides and summary information are a leading 

practice in providing plan information to participants and beneficiaries in a format that 

presents the statutory information in a concise and reader-friendly manner. 

Conclusion 5.3:  PEBA provides Active and Inactive members with an annual statement 

containing summary benefit information.    

Conclusion 5.4:  PEBA’s benefit administration procedures are comprehensive and well-

documented. 

Conclusion 5.5:  PEBA’s procedures in maintaining data integrity are adequate and 

reasonable. 

Conclusion 5.6:  PEBA’s internal controls are adequate and reasonable insofar as they 

maintain separation of critical functions and are designed to identify and mitigate fraud.   
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5.4 Findings and Recommendations for each Key Benefits Administration 

Function Conclusion 

 

Background 

PEBA’s key benefits administration function is performed by 28 staff members who comprise 

the Customer Claims Unit.  The Customer Claims Unit typically processes approximately 6,500 

retirement applications, or annuity claims, annually, but has processed up to 15,000 claims in 

years when enacted legislation caused a spike in claims. 

The Unit is headed by the Director of Customer Services, who reports to the Chief Operating 

Officer.  The Customer Claims Unit consists of three main sub-units, two of which are dedicated 

to customer claims (i.e., refunds, service and disability retirement applications, death claims, 

survivor benefits), and one of which is dedicated to service purchases and service audits.   

Customer Claims sub-unit A is staffed by 11 employees: a Program Manager, three Benefits 

Managers and seven Benefits Counselors.  Customer Claims sub-unit B is staffed by 10 

employees: a Program Manager, five Benefits Managers and four Benefits Counselors.  The 

Service Purchase/Audit Unit is staffed by 7 employees: a Program Manager, a Benefits 

Manager, three Benefits Counselors and two Program Assistants.    

The Customer Claims Unit is fully staffed, however, the current organizational chart indicated 

six staff members (two from Customer Claims sub-unit A and four from Customer Claims sub-

unit B) are Teacher and Employee Retention Incentive (TERI) program participants.7  The 

maximum participation period in the TERI program is 60 months and, in any event, the program 

will be closed effective June 30, 2018.   

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

June 30, 2018.   

 

 

 

 

                                                      
7 The organizational chart PEBA provided to the FAS team is dated September 29, 2014. 
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Conclusion 5.1:  PEBA’s key benefit administration functions appear to be reasonable and 

adequate.   

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

The internal controls that PEBA has integrated into the procedures demonstrate PEBA’s 

recognition of the elements of the process that are vulnerable to error or fraud.  Staffing of the 

units processing benefits transactions is adequate to perform all benefit functions and controls. 

Our review found no significant deficiencies or exposures.   

Recommendation 5.1.1:  PEBA should continue to maintain internal controls and keep its 

written policies and procedures current.   

Recommendation 5.1.2:  PEBA should revise its written benefits administration procedures to 

reflect changes required by the new administration software which will be implemented as 

part of the new benefits platform.    

 

Review of Summary Plan Descriptions 

Conclusion 5.2:  PEBA’s member handbooks, guides and summary information are a leading 

practice in providing plan information to participants and beneficiaries in a format that 

presents the statutory information in a concise and reader-friendly manner. 

PEBA’s Summary Plan Description (SPD) is set forth in Title 9 of the South Carolina Code of Laws 

as is typical for a public retirement system.  The SPD for most public retirement plans is 

contained in state law or local ordinance.  In addition, PEBA provides summary information in 

the form of Member Handbooks and information for its retirement benefit programs and 

insurance plans.  There are both full and summary guides regarding PEBA benefit programs and 

instructions as to how to access the benefits.  PEBA also provides versions of these documents 

on its website. 

Title 9 of the South Carolina Code of Laws meets the criteria of a SPD insofar as it adequately 

communicates plan rights and obligations to participants and beneficiaries.   The member 

handbooks, guides and summary information PEBA exemplifies a best practice in providing plan 

information to participants and beneficiaries in a format that presents the statutory 

information in a concise and reader-friendly manner.     
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Preparation of Benefits Statements 

Conclusion 5.3:  PEBA provides Active and Inactive members with an annual statement 

containing summary benefit information.    

PEBA provides Active and Inactive members with an annual benefits statement.  The statement 

provides information such as total contributions and interest, total service credit and current 

beneficiary information on record.  If the member is a participant in the TERI program, the 

statement provides the member’s monthly deferral amount. If the member made an 

installment service purchase, the statement reflects the member’s year-to-date monthly 

principal and interest payments and principal balance.  PEBA also provides members an annual 

statement summarizing the member’s insurance benefits, including types of coverage, premium 

amounts and dependents of record.   

PEBA should consider expanding the scope of information provided on the annual benefits 

statements to include date of membership and service credit history.  This would provide the 

member an annual opportunity to review his or her service history for accuracy, and to address 

any discrepancies earlier rather than later. Currently, the member’s service record is audited 

upon the member’s retirement.  Membership dates and gaps in service history may also 

prompt the member to purchase unclaimed prior and subsequent service.   

Annual statements could also include a projection of death benefits.  Members could use this 

information for estate planning purposes and to inform beneficiaries of benefits that should be 

claimed from PEBA upon the member’s death.  Statements could also be designed to reflect 

certain cautionary or informative indications regarding a member’s file, such as “Domestic 

Relations Order on file” or “no valid beneficiary designation on file.”   Providing this type of 

information to members on annual statements will foster more complete documentation in 

files and clarification of discrepancies in the record sooner rather than later.   

Although an annual statement is not printed and mailed to retired members, this information is 

readily available through Member Access.  In an effort to protect confidential and personal 

information, PEBA has made efforts to eliminate distribution of paper forms to the extent 

possible. 

Recommendation 5.3:   PEBA should consider expanding the scope of information provided 

on annual benefit statements. 
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Calculation of Benefits 

Conclusion 5.4:  PEBA’s benefit administration procedures are comprehensive and well-

documented. 

PEBA’s benefit administration procedures (i.e., processing of retirement applications, disability 

applications, death benefit claims, beneficiary designations, refunds and service purchase) are 

comprehensive and well-documented.  PEBA’s retirement processing procedures contain 

multiple layers of data review and verification of data and calculations.  Contribution data and 

information is reconciled quarterly.  

 

Data Integrity  

Conclusion 5.5:  PEBA’s procedures in maintaining data integrity are adequate and 

reasonable. 

Data integrity begins with employer data submittals by employers.  Employers submit certified 

data to PEBA directly via electronic forms.     

To ensure the integrity of member data, PEBA requires members to submit proof of birth and 

driver’s license with a retirement application.  PEBA requires proof of birth for beneficiaries in 

cases where the member has elected a survivor option and upfront documentation, such as 

marriage licenses and birth certificates prior to enrollment in insurance benefits.   

PEBA procedures with regard to Trusts, Powers of Attorney and Subpoenas are likewise 

comprehensive and well-documented.  With regard to Powers of Attorney (POA), PEBA requires 

an original or certified copy of the POA before it will honor the request of the designated agent.  

PEBA procedures also state that it will not honor an agent’s selection of a survivor option or 

designation of a beneficiary without an appropriate court order.   

Finally, PEBA reconciles enrollment between insurance files and the Claims Administrators each 

month (health, dental and vision). 
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Internal Controls Designed to Mitigate Fraud in the Benefit Section 

Conclusion 5.6:  PEBA’s internal controls are adequate and reasonable insofar as they 

maintain separation of critical functions and are designed to identify and mitigate fraud.   

PEBA separates critical functions including separation of benefit calculation and benefit 

payment processes.  PEBA procedures require double approval processes before a payment is 

approved.   

In addition, the Internal Audit function reviews internal control procedures and conducts audits 

of critical processes.  PEBA conducts field audits of employer insurance, but does not audit 

employer retirement transactions on-site.  PEBA has an integrated (insurance and retirement) 

employer audit function.  The audits are performed primarily in-house using retirement, 

insurance and payroll data to audit enrollment and eligibility of employees, correct insurance 

premiums, and timely payment of premiums and contributions. This function performs claims 

audits and other cost containment initiatives, such as the dependent audit and data 

reconciliations with Medicare. 

PEBA’s written benefits administration procedures include an administrative review process, 

which provides time frames for the member to request review and further review.   
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6. ACTUARIAL MATTERS 

 

6.1   Scope of Review 

This review evaluated the reasonableness and adequacy of PEBA's actuarial process, including 

an analysis of the selection and evaluation process of actuarial services, the scope of work 

assigned to actuaries and an evaluation of the quality of reports submitted by the actuary.  

In addition, the assessment reviewed the process for establishing economic assumptions for 

the Retirement System and state and local employee insurance benefit programs. The review 

also assessed the internal controls for validating the data provided to the actuary by PEBA and 

the external claims data submitted for health and pharmacy utilization. 

The assessment of actuarial consulting services and procedures involved interviews with 

internal and external parties. These included PEBA Board members, PEBA staff, and PEBA’s 

consulting actuary for health insurance and retirement, Gabriel, Roeder, Smith and Company 

(GRS).   

In addition, we reviewed the actuarial reports provided to the PEBA Board and staff, along with 

a review of the contract for actuarial services between GRS and PEBA.  The document reviews 

included: the number and type of actuarial reports (including the Annual Actuarial Valuation of 

active and retired lives for the five retirement plans administered by PEBA); the GRS statement 

for Comprehensive Annual Financial Report (CAFR); the valuation of Other Post-Employment 

Benefits (OPEB) liabilities resulting from employer financed health and long term disability 

benefits; and, the 2011 Experience Study.   

South Carolina law includes a requirement for conducting an experience study every five years. 

PEBA’s experience study is within normal practice.   

PEBA is not required to conduct an actuarial audit.  This type of audit is a standard practice 

among many public retirement systems and is commonly done on a regular schedule.  In some 

systems an actuarial audit is required in state statute.  An actuarial audit encompasses more 

than just recreating contribution rate calculations.  It normally includes a review of all actuarial 

assumptions and a review of all factors used in the development of those assumptions.  

Actuarial audits can be helpful in providing suggested new approaches to the actuarial 

processes used in the retirement plan.  
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6.2   Standard for Comparison 

Our standard for comparison in the benchmarking survey included retirement systems that 

were structured similarly to PEBA, as well as the experience of the FAS team members in 

working with similar systems. This assessment utilized internal PEBA staff and Board member 

interviews, interviews with the external actuaries, review of key documents, FAS team public 

retirement system experience, a new PEBA benchmarking survey, and the FAS public pension 

governance database for a comparison of PEBA practices with peer funds. Some of the Systems 

surveyed did not administer health insurance plans for public employees.  

 

6.3 Summary of Actuarial Conclusions 

Conclusion 6.1:  The overall scope of actuarial services and processes provided to and utilized 

by PEBA are reasonable and adequate for the retirement, health and disability plans 

administered by PEBA.  The size and experience of the actuarial team used is reasonable and 

adequate for the required services.  There are a few areas where PEBA may be able to take 

better advantage of the services provided.     

Conclusion 6.2: The selection process used for actuarial services is reasonable and consistent 

with prevailing practice for public sector plan administration.  The cost is within the lower 

end of the range for such services.  The selection process could be better documented. 

Conclusion 6.3:  The actuarial valuations and experience study are of good quality and 

consistent with those provided for public pension and health plans generally.   

Conclusion 6.4:  The process for establishing economic and non-economic assumptions is 

reasonable and consistent with prevailing practice, except with respect to the investment 

return assumption. The investment return assumption is set by the legislature and there is no 

required periodic review. 

Conclusion 6.5:  The experience study includes consideration of changes in mortality, but 

there is no documented process for recommendation of option factor changes. 

Conclusion 6.6:  The PEBA actuary routinely provides projection modeling of the funded 

status, contribution rate and cash flow requirements over 30-year periods to PEBA staff and 

the PEBA board. Modeling results are made available to RSIC, however, there is limited 

interaction between the actuary and RSIC as part of that process.  Such interaction could 

enhance the value of the process. 
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Conclusion 6.7.  PEBA does not routinely conduct actuarial audits as is done in many public 

retirement systems.  Such audits are considered best practice and in some cases are required 

in state statute.  Adopting a policy of regular audits may enhance the oversight process and 

provide assurances that the actuarial practices being used in development of the annual 

actuarial valuations and the experience study are within accepted actuarial practices.  

Conclusion 6.8: PEBA has a well-established and effective process for establishing health 

premium rates, developed in conjunction with the actuary.  Once PEBA finishes computing 

the premium rates, PEBA might consider having the actuary validate the rates as an 

additional step in the rate setting process.  

Conclusion 6.9:  PEBA uses the actuary for some counsel on specific plan design and policy 

related issues, but PEBA could benefit from a coherent forward-looking strategy to address 

rising health care costs and potentially improve outcomes. 
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6.4 Findings and Recommendations for Each Actuarial Conclusion 

 

General Actuarial Consulting Services 

Scope of Actuarial Services 

Conclusion 6.1:  The overall scope of actuarial services and processes provided to and utilized 

by PEBA are reasonable and adequate for the retirement, health and disability plans 

administered by PEBA.  The size and experience of the actuarial team used is reasonable and 

adequate for the required services.  There are a few areas where PEBA may be able to take 

better advantage of the services provided.   

PEBA has contracted for actuarial services that are appropriate for the benefit plans it 

administers.  The broad scope of the actuarial work covering multiple retirement and health 

plans requires a large and highly experienced actuarial team of consultants.  We found that the 

size and experience of the GRS consulting team is reasonable and adequate for this 

engagement.  While there is overlap of the actuaries working with the retirement and health 

care plans, the teams assigned and the lead roles are different for the two areas, thereby 

providing focus and specialized expertise. 

In a few instances, addressed in the recommendations that follow, PEBA should consider 

whether it can more extensively use the services available under the contract. 

Recommendation 6.1:  PEBA should determine whether additional assistance from the 

actuarial team would be beneficial, as identified under Recommendations 6.6, 6.8 and 6.9 

below. 

 

Procurement 

Conclusion 6.2: The selection process used for actuarial services is reasonable and consistent 

with prevailing practice for public sector plan administration. The cost is within the lower end 

of the range for such services. The selection process could be better documented. 

We note that the actuarial services contract is exempt from the State of South Carolina 

procurement process.   However, the actuarial contract established in 2011 with GRS was the 

result of a Request for Proposal (RFP) for actuarial services.  This is the prevailing practice in 

public retirement and insurance benefit plan administration in the U.S. 
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In our experience, this is the most effective way to obtain actuarial services. PEBA has 

successfully kept its cost for services in the lower end of the range, without compromising the 

scope of service. While an RFP process is used, we were unable to identify documentation that 

PEBA will use that process as a matter of policy.    

Recommendation 6.2:  PEBA should develop an internal policy that documents its 

competitive RFP process in future procurements of actuarial services.   

 

Actuarial Valuations and Experience Study 

Conclusion 6.3:  The actuarial valuations and experience study are of good quality and 

consistent with those provided for public pension and health plans generally.   

GRS provides both summary findings and detailed analysis in actuarial valuations and presents 

its findings in person to the PEBA Board and staff several times throughout each year.  In 

addition, the actuaries are available for consultation in person and via telephone during the 

year to assist PEBA staff and Board members.  PEBA does extensive testing of data before 

submission to the actuary.  The actuary does regular testing of data it receives from PEBA and 

the health plan providers to validate the health and pharmacy claims information it receives. 

As a result of GASB 68, PEBA has engaged an external auditor to issue an additional audit 

opinion on the census data and actuarial schedules that can be relied upon by the auditors of 

participating employers. 

 

Retirement  

Process for Establishing Assumptions 

Conclusion 6.4:  The process for establishing economic and non-economic assumptions is 

reasonable and consistent with prevailing practice, except with respect to the investment 

return assumption. The investment return assumption is set by the legislature and there is no 

required periodic review. 

As part of the experience study conducted every five years, the actuary recommends the 

economic and noneconomic assumptions used in setting the retirement contribution rates.  The 

recommendations are sent to the PEBA staff and the Board for their consideration. However, 

the investment return assumption, by law, is set by the General Assembly.   
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Legislative control over the investment return assumption is highly unusual and inconsistent 

with the usual processes adopted in other states with similar systems. It is prevailing practice in 

public retirement and benefit systems in the U.S. for the actuary to develop and recommend 

the return assumption to the plan administrator. The benchmarking survey conducted for PEBA 

showed only one of the peer systems has an assumption set by the legislature. The experience 

of the FAS team confirms that data.  Setting the rate of return comports directly with the 

fiduciary responsibilities of the PEBA Board and Executive Director.   

Table 14 Authority for Investment Return Assumption 

 

This improvement recommendation also was made in the FAS recommendations contained in 

the Fiduciary Performance Audit of the RSIC released in April, 2014.  Legislative action to amend 

the law would be required to accomplish this change.   

As also noted in the April 2014 recommendations contained in the RSIC Fiduciary Performance 

Audit, there should be a periodic review process. There is no current provision for such a review 

by the General Assembly. 

Recommendation 6.4:  The actuary, in conjunction with the PEBA staff and subject to 

approval by the Board, should develop and recommend all actuarial assumptions for the 

pension plan and other benefit plans, including the investment return assumption.  If the 

state law placing responsibility for setting the investment return assumption with the 

Legislature is not changed, there should be a prescribed periodic review process adopted by 

the General Assembly.  

 

The Experience Study 

Conclusion 6.5:  The experience study includes consideration of changes in mortality, but 

there is no documented process for when and how PEBA should adopt option factor changes. 

The experience study examines all economic and non-economic experience for each defined 

benefit plan administered by PEBA.  As part of the study, the actuary determines if mortality 

rates in the active and retired population have changed to a significant degree from the 
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assumed rates.  Mortality experience changes potentially affect the actuarial factors used in 

calculating the Joint and Survivor annuity options that continue benefits to named 

beneficiaries.  In practice, PEBA consults with the actuary concerning whether changes in 

option factors is indicated, but there is no documented procedure for when and how to adopt 

option factor changes.  

Recommendation 6.5:   PEBA staff should develop procedures, in conjunction with the 

actuary, to determine when and how to adopt annuity option factor changes.   

 

Projection Modeling Process 

Conclusion 6.6:   The PEBA actuary routinely provides projection modeling of the funded 

status, contribution rate and cash flow requirements over 30-year periods to PEBA staff and 

the PEBA board. Modeling results are made available to RSIC.  There is, however, limited 

interaction between the actuary and RSIC as part of that process. Such interaction could 

enhance the value of the process.   

The projection modeling uses various investment return scenarios to provide a view of the 

impact of various market conditions on pension plan liabilities. The actuary has provided a 

software model to the PEBA staff for use in that exercise, and a limited number of PEBA staff 

are able to use the software. However, RISC does not have access to the software and there is 

limited interaction involving all three parties (PEBA, RSIC and the actuary) in conjunction with 

modeling for purposes of assisting RISC understand the long-term impact of investment 

experience on the funding and cost of the retirement system. Adding such interaction could 

enhance the value of the exercise.  

Recommendation 6.6:  PEBA should consider closer engagement between the PEBA Board, 

staff, actuary, and the RSIC Board and staff in order to better understand how investment 

return projections under various asset allocation models may impact plan liabilities and costs.  

 

Actuarial Audits 

Conclusion 6.7.  PEBA does not routinely conduct actuarial audits as is done in many public 

retirement systems.  Such audits are considered best practice and in some cases are required in state 

statute.  Adopting a policy of regular audits may enhance the oversight process and provide 

assurances that the actuarial practices being used in development of the annual actuarial valuations 

and the experience study are within accepted actuarial practices.  
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PEBA is not required to conduct an actuarial audit.  This type of audit is a standard practice among 

many public retirement systems and is commonly done on a regular schedule.  In some systems an 

actuarial audit is required in state statute.  An actuarial audit encompasses more than just recreating 

contribution rate calculations.  It normally includes a review of all actuarial assumptions and a review 

of all factors used in the development of those assumptions.  Actuarial audits can be helpful in 

providing suggested new approaches to the actuarial processes used in the retirement plan.    

Recommendation 6.7:  PEBA should adopt a policy of conducting regular independent actuarial 

audits.  

 

Health  

Premium Setting 

Conclusion 6.8: PEBA has a well-established and effective process for establishing health 

premium rates, developed in conjunction with the actuary.  Once PEBA finishes computing 

the premium rates, PEBA might consider having the actuary validate the rates as an 

additional step in the rate setting process.  

With the assistance of the actuary PEBA has put in place a system for developing premium 

rates. The PEBA staff has successfully used this method for developing rates over a period of 

years. The health plan remains appropriately funded. PEBA works with the actuary to establish 

the State Health Plan’s budgetary/funding requirements by collaborating on enrollment and 

claims trend as well as plan revenue and expenses.  Once budgetary requirements are set, PEBA 

staff calculates the actual premiums based on those budgetary requirements. 

Due to the size of the South Carolina plan, a plan-specific database can be used for this task as 

well as other plan purposes. In addition, the actuary maintains a national health plan database 

that can be used for comparison and validation. This information is made available to PEBA.  

Having PEBA staff compute premium rates is not unusual among large plans, and PEBA has a 

history of successfully developing its own premium rates.  However, using the actuary for a 

validation step may strengthen the process.  

Recommendation 6.8:  PEBA should consider having the actuary validate the premium rates 

once PEBA completes the calculation process. 
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Plan Design 

Conclusion 6.9:  PEBA uses the actuary for counsel on specific plan design and policy related 

issues. PEBA could benefit from a coherent forward-looking strategy to address rising health 

care costs and potentially improve outcomes. 

The actuary provides counsel to the PEBA board and staff on specific plan design and related 

policy issues. This role is especially pertinent to the health plan, where the legal, economic and 

technical environments are dynamic.  

However, both the PEBA Board and staff expressed the need to establish a more coherent 

strategy to address rising health care costs and improve health outcomes. Board and staff time 

and resources could be more efficiently used with a guiding strategy. Given these concerns, 

consideration should be given to expanding health care consulting arrangements to assist in 

focusing on developing a coherent strategy. That expansion could include more extensive use 

of the actuary in this area, or the use of an independent health care consultant. 

All of the peers in the benchmarking survey used consulting advice in addressing health plan 

strategy, design and innovation, whether that advice was from the actuarial firm, a third party 

consultant, or a third party plan administrator.  

Recommendation 6.9:  PEBA should explore additional consulting services for the Health 

Insurance plans to assist in developing long-term strategies to reduce cost and improve 

health outcomes.   
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7. LEGAL COMPLIANCE 

 

7.1   Scope of Review 

The legal compliance assessment evaluated the reasonableness and adequacy of PEBA's legal 

compliance with existing federal and state laws and statutes governing PEBA.  This review is 

also linked to many of the activities in Category 1: Governance, which covered our review of 

PEBA's governance practices in the context of applicable laws and regulations. This section 

addresses the following specific issues: 

1. Role of legal counsel in due diligence process 

2. Board and staff compliance with plan documents 

3. Compliance with "prohibited transactions" requirement 

4. Use of internal legal counsel 

5. Fiduciary Training 

 

7.2   Standard for Comparison 

We created and utilized a checklist of legal requirements on a federal and state level to 

determine PEBA’s compliance.  We utilized internal interviews, a review of key documents, our 

review team experience, a new PEBA benchmarking survey commissioned specifically for this 

review, and the FAS public pension governance knowledgebase for a comparison of PEBA 

practices with peer funds.   
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7.3   Summary of Legal Compliance Conclusions 

Conclusion 7.1:  PEBA has reasonable processes and review mechanisms in place to 

determine applicable legal requirements and achieve compliance.   

Conclusion 7.2: PEBA utilizes qualified internal and external legal counsel to maintain 

compliance with federal and state requirements.  We did not identify any material 

compliance lapses during the review. 

Conclusion 7.3: PEBA has implemented tools to monitor and comply with privacy and security 

requirements.   

Conclusion 7.4: Legal counsel could improve Trustee and staff training on fiduciary duties 

through standardized onboarding education, regular updates and use of examples that are 

targeted to key issues.  

Conclusion 7.5:  Internal legal counsel appears to be appropriately involved in the contracting 

and due diligence process for PEBA service providers.  
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7.4 Findings and Recommendations for each Legal Compliance Conclusion 

Conclusion 7.1:  PEBA has reasonable processes and review mechanisms in place to 

determine applicable legal requirements and achieve compliance.   

Legal compliance for an organization as complex as PEBA is difficult; multiple layers of federal 

and state requirements apply to the retirement and insurance programs.  Attached as Appendix 

D is a sample list of the legal compliance requirements applicable to PEBA's plans.   

While review of whether PEBA complies with each requirement is beyond the scope of a 

fiduciary audit, we confirmed that PEBA has the appropriate processes and expertise in place to 

identify the applicable requirements and ensure compliance.  Of note, the General Counsel 

attends all Board and Committee meetings, advising on issues that arise.  He is also involved 

with senior staff in responding to questions and advising on the permissibility of actions.   

The internal legal staff is also involved in reviewing a variety of PEBA-related documents, 

including contracts and requests for proposals, forms, policies and legislation.   PEBA also 

appears to accurately apply plan provisions in benefit determinations.  Participants whose 

benefit appeals have been denied may appeal to the Administrative Law Court for review.   

Of the 15 Administrative Law Court decisions that we reviewed, all that reached a final decision 

upheld PEBA's benefit denial.      

 

Conclusion 7.2: PEBA utilizes qualified internal and external legal counsel to maintain 

compliance with federal and state requirements.  We did not identify any material 

compliance lapses during the review. 

PEBA has a general counsel and two additional internal attorneys. An open fourth position is in 

the process of being filled. It works with outside legal counsel when appropriate and necessary.  

Legal staffing levels and use of outside counsel at PEBA are consistent with its peers.  All of the 

internal counsel attorneys have multiple years of experience in the benefits area.  They are 

members of a number of national trade organizations in the retirement and insurance areas, 

attending conferences sponsored by those organizations, as well as partaking in other 

educational opportunities as appropriate.   

PEBA utilizes Ice Miller for consultation on compliance issues for the retirement and insurance 

plans.  This includes filing for an Internal Revenue Service ("IRS") determination letter for each 

retirement plan during the Pension Protection Act ("PPA") Cycle C remedial amendment cycle.  

It is important for PEBA internal legal staff to have access to outside counsel with expertise in 

the benefits area, especially for public plans, due to the complexity of the requirements.   
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PEBA has also utilized other outside counsel for procurement and litigation purposes.  In order 

to secure the expertise necessary for public plan work, the Attorney General may need to 

provide flexibility in approving outside counsel with a national practice, and corresponding out-

of-state fees.  PEBA also utilizes its consultants in providing advice and review of plan benefits 

and requirements. 

All of PEBA's plans received favorable determination letters based on the most recent filings.  

The determination letters were issued on each retirement plan between March and June 2014, 

and expire January 31, 2019 at the end of the next remedial amendment cycle.   A favorable 

determination letter from the IRS means that the IRS has approved the plan document from a 

tax qualification standpoint. It is best practice to obtain them.  Ice Miller also provides an 

annual review of the retirement plans to determine federal compliance. It works with internal 

counsel to draft any necessary amendments. 

With regard to the insurance plans, PEBA's internal counsel utilizes outside legal counsel and 

consultants to monitor changes in legal requirements.  Continued review of changing regulatory 

requirements is especially important with health plans as additional guidance and requirements 

are introduced under the Affordable Care Act.  No similar qualification process exists for health 

plans as exists for qualified retirement plans.   

However, PEBA's general counsel consults with outside counsel and PEBA's other consultants 

with regard to changing regulatory requirements and compliance.  In addition, Ice Miller 

provides an annual review of the health and cafeteria plans for federal compliance purposes 

and works with internal counsel to modify the plans as necessary.  However, PEBA could also 

use additional resources, such as DOL checklists and self-compliance tools, as guides for its 

review.      

In addition to federal requirements, state statutory requirements apply to the retirement and 

insured plans.  The statutes provide more specific requirements for the retirement plans, while 

providing more generally that health insurance shall be offered.  With regard to state law, 

PEBA's internal legal counsel drafts and reviews legislation relating to PEBA.   

Recommendation 7.2:  In conjunction with outside legal counsel, PEBA legal staff should 

continue to perform periodic reviews of changes in the law and the plans' compliance with 

federal and state law requirements.   

 

Conclusion 7.3: PEBA has implemented tools to monitor and comply with privacy and security 

requirements.   
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The Health Insurance Portability and Accountability Act ("HIPAA") requires group health plans 

to comply with its privacy and security requirements in an effort to maintain confidentiality of 

participants' protected health information ("PHI").  PEBA has implemented appropriate 

procedures for HIPAA compliance.  PEBA maintains detailed policies for compliance, discussed 

in section 2 above, and maintains business associate agreements when appropriate and 

required.   

We also were able to evaluate PEBA's compliance with the HIPAA requirements in handling an 

inadvertent PHI breach by a subcontractor.  Loss of control over its members' PHI occurred 

when a password-protected laptop was stolen from a subcontractor.  The HIPAA privacy rule 

contemplates that incidents like this will happen and, accordingly, outlines a process for 

addressing them.  PEBA implemented the legally required steps to investigate the incident and 

notify affected members, advising them of steps to take in protecting against potential identity 

theft and credit monitoring, demonstrating a strong process.  It also terminated the 

subcontractor that caused the breach.  

HIPAA recognizes that group health plans need to disclose PHI to perform necessary functions.  

However, HIPAA requires that plans only disclose the minimum amount of PHI necessary for the 

intended purpose.  During the review, we became aware that some internal PEBA training 

documents unnecessarily include PHI.  PEBA has addressed the situation, and we did not 

identify any other breaches during the review.   

However, special attention should be paid to control of hard copy documents with PHI because 

it is easier to lose control over paper copies.  Consideration should be given to avoiding the 

generation of PHI hard copies when paper copies are not required, to automatic shredding of 

unneeded hard copies and to limiting the print function for electronic documents that contain 

PHI when hard copies are not required.   

Recommendation 7.3: PEBA should review its printed training materials, reports and use of 

protected health information to make sure its minimum necessary standards are being 

consistently applied.  

 

Conclusion 7.4: Legal counsel could improve Trustee and staff training on fiduciary duties 

through standardized onboarding education, regular updates and use of examples that are 

targeted to key issues.  

As outlined in Section 1 regarding governance, PEBA Board members are fiduciaries and, as 

such, are subject to certain fiduciary standards.  Primary fiduciary duties include the duty of 



Fiduciary Performance Audit of the Public Employee Benefit Authority 
FINAL REPORT 

115 
Funston Advisory Services LLC 

loyalty, duty of care, and duty of impartiality.  A comprehensive description of these standards 

is included in section 1.4 Background earlier in this report.  

In addition to fiduciary duties, PEBA is subject to federal and state prohibited transaction 

standards.  While qualified government retirement plans are not subject to the ERISA 

prohibited transaction requirements which cover private pension plans, they are subject to the 

prohibited transaction rules of the Internal Revenue Code ("Code") contained in IRC section 

503.   

Under Code section 503(a), a qualified plan could lose its tax exempt status if it engages in a 

prohibited transaction.  The Code section 503 standards generally prohibit diversion of trust 

assets for non-plan purposes or for less than adequate compensation.  Board members and 

staff are also subject to the State Ethics Act, and Board members also must comply with the 

supplemental conflict of interest policy the Board adopted, as discussed in section 2 above.  We 

did not identify any apparent fiduciary duty or prohibited transaction violations during our 

review.    

However, we learned during interviews that some Board members have not yet received full 

training on their fiduciary obligations or on prohibited transactions.  In addition, the Board 

would benefit from greater clarity on application of the fiduciary duty of loyalty, which runs 

solely to beneficiaries, as well as on the different roles of Trustees and the plan sponsor.   

Fiduciary training is an integral component of ensuring that Board members comply with their 

fiduciary obligations.   

We recommend that Board members receive comprehensive on-boarding fiduciary training, 

with refreshers at least annually.  Training can take on a variety of formats, but we have found 

that comprehensive educational presentations on fiduciary duty are more effective when 

supplemented with other learning opportunities.  Repetition over time and presentation of 

concepts in both visual and verbal media, combined with use of relevant discussion examples, 

tends to be more effective for training purposes than a single education session.  Also, staff 

should receive training on their ethical obligations, which should be formalized in a training 

schedule to ensure training is conducted.  

Recommendation 7.4.1: PEBA should provide periodic fiduciary training to staff and Board 

members through standardized onboarding education, regular updates and use of examples 

that are targeted to key issues.  

Recommendation 7.4.2: PEBA should formalize a staff training schedule to ensure that 

consistent ethics and compliance training is conducted.   

 



Fiduciary Performance Audit of the Public Employee Benefit Authority 
FINAL REPORT 

116 
Funston Advisory Services LLC 

Conclusion 7.5:  Internal legal counsel appears to be appropriately involved in the contracting 

and due diligence process for PEBA service providers.  

PEBA's internal legal staff appears to be appropriately involved in the procurement and due 

diligence process for PEBA's service providers as necessary. One of the internal attorneys is 

tasked with handling procurement issues in coordination with the procurement officer.  We 

reviewed a sample of PEBA's requests for proposals (RFPs) and contracts with service providers.   

The RFPs are extensive and contain standard questions and provisions, including whether the 

service provider will assume fiduciary status, when appropriate, and indemnify the state for the 

service provider's errors.  Review of a sample of service provider contracts also indicated that 

standard terms were included in the contracts, including indemnification, reasonable 

termination provisions, and a comprehensive description of the services to be provided.    

PEBA's investment advisors for the ORP and Deferred Compensation Program are subject to 

both federal and state pay-to-play requirements.  The Securities and Exchange Commission 

Rule 206(4)-5 contains a two-year prohibition on an adviser’s providing compensated services 

to a government entity following a political contribution to certain officials of that entity; a 

prohibition on the use of third-party solicitors who are not themselves subject to pay-to-play 

restrictions on political contributions; and a prohibition on efforts by advisers to solicit political 

contributions to certain officials of a government entity to which the adviser is seeking to 

provide services.  

Recommendation 7.5: PEBA should confirm that ORP and Deferred Compensation investment 

advisors acknowledge their compliance with the SEC ‘pay to play’ regulations and state 

requirements.  
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8.  TYPES AND LEVELS OF CUSTOMER SERVICE 

 

8.1   Scope of Review 

Our review evaluated the reasonableness and adequacy of PEBA's types and levels of customer 

service. We also evaluated the effectiveness of PEBA’s customer service and communications 

with its stakeholders, beneficiaries and participants.  The review addressed the following 

specific topics: 

1. Quality of customer service 

2. Satisfaction surveys and follow-up 

3. Communication channels, content, and form 

4. Response turnaround time 

 

8.2   Standard for Comparison 

We utilized internal interviews, a review of key documents and PEBA customer service surveys, 

a new PEBA benchmarking survey designed and conducted specifically for this review, and our 

review team’s experience in public retirement systems and other relevant organizations.   

In addition, we utilized the 2013 CEM Pension Administration Benchmarking report (the most 

recent) and its findings as a key data source for pension administration operations.  FAS 

contracted with CEM to provide FAS with additional input and analysis on their report.  

We also collected and analyzed all the key internal performance standards that PEBA has 

established, particularly for health insurance, disability and life insurance, as these were not 

included in the CEM benchmarking. 
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8.3   Summary of Customer Service Conclusions 

Conclusion 8.1:  Based upon our interviews and review of customer service metrics, it appears 

that PEBA’s core value of providing “outstanding products, excellent customer service and 

continuous improvement” is being fulfilled by the PEBA staff. 

Conclusion 8.2:  PEBA Call Center surveys regarding service timeliness, courtesy, and 

effectiveness, indicate a very high level of overall satisfaction.  

Conclusion 8.3: Despite an increase in FY12 and FY13 due to retirement legislation, visitor 

center wait times for retirement and insurance have been reduced to historical lows in FY14. 

Visitor Center customer satisfaction has remained over 99% for each of the past ten years and 

was at 99.58% in FY14. 

Conclusion 8.4:  The customer surveys, as well as the internal metrics, administered within 

the groups with a customer interface appear to be effective and are used by the management 

team to continuously improve operations and responsiveness. 

Conclusion 8.5:  The 2013 PEBA customer satisfaction survey asked numerous questions and 

was structured around seven different constituent groups, but it did not seem to be effective 

and was not linked to any actionable operating metrics. 

Conclusion 8.6:  Based upon the 2013 CEM benchmarking study, PEBA’s retirement customer 

satisfaction surveying process rated higher than the peer median but could still be improved. 

Conclusion 8.7:  PEBA relies heavily upon its website and electronic media as its first line of 

customer service; while this is appropriate and effective, many members and, especially, 

retirees, are not reached through electronic channels. 

Conclusion 8.8:  Although many retirement and insurance forms are available to members 

online through the PEBA website, there are limited opportunities for members to submit or 

update retirement information electronically through the website. 

Conclusion 8.9:  Based upon the 2013 CEM benchmarking study, PEBA’s retirement payment 

and pension inception processing also compared favorably to peers. In 2013, PEBA’s rate of 

achieving the initial payment for new retirees within the first month of retirement was 99.3% 

compared to 89.2% for the peer group.   

Conclusion 8.10:  PEBA’s activity service score for withdrawals and transfers-out was above 

the peer median score in CEM’s 2013 study. 
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Conclusion 8.11:  PEBA’s service credit purchase processing cycle time was slightly better than 

the peer average in CEM’s 2013 study. 

Conclusion 8.12:  PEBA’s activity service score for Disability was better than the peer median 

in CEM’s 2013 study. 

Conclusion 8.13:  Although PEBA’s activity score for the Call Center, specifically, call wait time 

and good call outcomes was close to the peer average, there is room for improvement. 

Conclusion 8.14:  PEBA counsels a higher percentage of members on a one-on-one than their 

peers.  There is also minimal wait time for a counseling session at PEBA.  However, there is 

one area in this activity to consider for potential improvement. 

Conclusion 8.15:  A material number of PEBA members attended field presentations and 

group counseling sessions although the percentage of 2.4% of active members was lower 

than the peer average of 5.5%.  Also, the average number of attendees per presentation was 

larger than the peer average.  Smaller groups are generally preferred as there is more 

opportunity for individual attention. 

Conclusion 8.16:  PEBA has same-day turnaround on written pension estimates compared to 

an average of nine business days among peers. 
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8.4 Findings and Recommendations for each Customer Service Conclusion 

Background 

The Customer Services Division of PEBA reports to the Chief Operating Officer and includes 

approximately 90 staff organized into four main groups: 

 The Call Center, with a staff of 40 directed by three supervisors and responsible for 

Retirement, Insurance, and Benefit Administrators (BA) call lines; 

 Customer Intake (Insurance Counselors and Retirement Counselors) and a Field 

Education staff totaling 20 employees; 

 Customer Claims which includes Claims Processing (Annuity, Refund and Death Claims) 

and Service (Service Purchase and Service Audit)  with a staff of 28; and, 

The Communication Department, with a staff of 7, is responsible for the PEBA website and 

other supporting customer service activities.  It was recently transferred to report to the COO 

and is no longer part of the Customer Service Division. 

The Customer Intake group provides one-on-one counseling for members and subscribers.  The 

Field Education group works with employers and employer boards to enroll new groups into 

PEBA’s plans.  For insurance plans, the third party providers work with Field Education to 

support the employers and employees.  Over the past year 171 retirement education events 

were held around the state and 248 were held for insurance.  The peak period for enrollment is 

in the spring. 

The Claims Processing unit of Customer Claims is responsible for processing refund, death, and 

annuity claims.  The Service Purchase unit of Customer Claims is responsible for providing 

service purchase invoices.  The Claims processing unit typically processes about 6,500 annuity 

claims annually, but in years of significant legislative changes this has spiked to 12,000-15,000.  

The retirement claims process is tightly linked with payroll processes.  All transactions go 

through a quality assurance process.   

The disability appeals process is handled by an administrative law judge.  If a member files an 

appeal, the PEBA legal staff handles it, often with the assistance of a consultant.  If a settlement 

is not reached the appeal will again go to a judge for resolution. Each insurance product has its 

own appeals process. 

For death claims, PEBA has an objective of sending out a letter to the survivors within 2-3 days 

with instructions on how to file a death claim.  The objective is to send out the first death 

benefit payment within 30 days to ensure continuity of income for the family.  The cycle time 

and error rates are monitored. 
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Since the formation of PEBA in 2012 there has been an ongoing effort to achieve efficiencies 

through consolidation and standardization of processes between retirement and insurance 

operations wherever it was practical.  The call centers are the most advanced in achieving 

integration. Most staff have received cross training to be able to handle either retirement or 

insurance calls, as necessary.  Further standardization is still in process and planned for the 

future. 

 

Overall Quality of Customer Service  

Conclusion 8.1: Based upon our interviews and review of customer service metrics, it appears 

that PEBA’s core value of providing “outstanding products, excellent customer service and 

continuous improvement” is being fulfilled by the PEBA staff. 

The PEBA 2013-14 Strategic Plan describes a Core Value of “Quality Customer Services and 

Products – We consistently provide outstanding products and excellent customer services, as 

defined by our customers, and we strive for continuous improvement.  Our interaction with 

customers is fair, fast, simple and comprehensive.”   

In the retirement area, Customer Claims measures key internal performance metrics and also 

has accountability standards for several key retirement areas, such as: 

 Refunds:  Release payments so that refunds can be paid within 30 days of receipts of the 

refund application or 90 days after the member’s termination of covered employment, 

whichever is later; 

 Deaths :  Accurately update records as additional information is received and release 

payments for workable claims within 30 days after notification of death;  

 Disability retirement claims annuities:  Worker disability claims are processed and 

released for initial payment within 30 days of approval and finalized benefits are 

released for payment within 30 days of members receiving their first benefit check, once 

files become workable; and, 

 Service retirement claims annuities:  Workable service annuity claims are processed and 

released for initial payment within 30 days of member’s date of retirement (or date 

application received if filing retro-actively) and finalized benefits are released for 

payment within 30 days of member’s receiving their first benefit check, once files 

become workable. 

In Customer Claims, cycle times are measured and error rates are monitored on a regular basis 

and reports are prepared monthly. 
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A number of different customer satisfaction surveys are conducted by PEBA, some periodically 

and others on an ongoing basis.  They have been administered by four different units within 

Customer Service: Call Center; Visitor Center; Field Services; and Communication.  After the 

current reorganization is complete, Field Services will report to the new Employer Services 

Department under the COO, and Communications will report directly to the COO. 

Customer satisfaction reporting to the PEBA Board of Directors has typically been accomplished 

through the annual Accountability Report which is prepared by the Communication 

Department.  Questions about the utility of the annual Accountability Report were raised in a 

number of interviews.  However, it is our understanding that the Accountability Report content 

and format is required by the General Assembly and PEBA does not have discretion to change 

or eliminate the report. 

 

Call Center 

Conclusion 8.2: PEBA Call Center surveys regarding service timeliness, courtesy, effectiveness, 

indicate a very high level of overall satisfaction. 

For FY13 and FY14, Call Center survey results were: 

o Timeliness was 98+% 

o Courtesy and respect was 99+% 

o Effectiveness was 97+% 

o Overall satisfaction was 97+% 

The call centers are the primary customer service resource for retirement members, retirees 

and employers if the PEBA website is insufficient to accommodate their needs.  A percentage of 

calls with basic questions can be handled with automated responses without the assistance of a 

call center representative.  

Typical call center support includes retirement counseling and assistance in making 

calculations.  The busiest period for retirements is during July. 

For insurance, aside from member eligibility or plan changes, in most cases the primary call 

center support is provided by the insurance vendors and the PEBA call center performs a 

tertiary role.  There are three employees of the Pharmacy Benefit Manager who work on-site at 

PEBA.  The peak period of activity is during open enrollment in October. 

Call center counselors have access to a variety of information systems including imaging, the 

automated retirement system, and the pharmacy benefit manager system.  Accessing 



Fiduciary Performance Audit of the Public Employee Benefit Authority 
FINAL REPORT 

123 
Funston Advisory Services LLC 

retirement and insurance accounts of a member still requires utilizing at least two separate 

systems and often as many as seven or eight applications simultaneously.  Counselors utilize 

two or three screens to be able to view multiple systems. 

Metrics which are tracked and monitored are typical for a call center and include: wait times; 

call length; abandoned calls; hold time; availability; and calls per representative. 

Cross-training of call center counselors was a major initiative after the creation of PEBA.  There 

had been a significant amount of turnover in the insurance call center, and many of the 

retirement agents volunteered for the five to six months of insurance training. 

The call management system appears to have functionality limitations which impact 

productivity.  The call center has requested a new system with additional capabilities and 

features.  They would also like to have the capability of recording all calls rather than the 

sampling which is recorded today. 

Counselors also handle member correspondence.  The technology supporting member 

correspondence is not up to date and counselors must use manual templates to respond to 

inquiries. 

 

Conclusion 8.3: Despite an increase in FY12 and FY13 due to retirement legislation, visitor 

center wait times for retirement and insurance have been reduced to historical lows in FY14. 

Visitor Center customer satisfaction has remained over 99% for each of the past ten years and 

was at 99.58% in FY14. 

Survey results show that there were retirement wait time increases in FY12 and FY13 which 

peaked at 12 minutes but have been reversed in FY14 and are now at 6 minutes, near the 

historical lows.  Insurance intake wait times have steadily declined since FY12 and were at 5 

minutes in FY14. 

 

Satisfaction surveys and follow-up 

Conclusion 8.4:  The customer surveys, as well as the internal metrics, administered within 

the groups with a customer interface appear to be effective and are used by the management 

team to continuously improve operations and responsiveness. 

The various customer satisfaction surveys conducted by the Call Center, Visitor Center, Field 

Service, as well as the operating metrics monitored within Customer Claims, appear to be used 
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effectively as a tool by management to quickly identify potential issues.  In the call centers, they 

are used to identify coaching opportunities and monitor overall performance.  In the Visitor 

Center, the surveys provide feedback to address potential instructor deficiencies or 

improvement opportunities in training classes.  Field Services customer surveys appear to be 

most helpful for identifying emerging issues which need to be addressed. 

At the end of each call, the caller is directed to a customer satisfaction survey.  Call center 

representatives encourage callers to participate in the survey; it is estimated that 20-25% of 

callers do choose to participate.  The results of these surveys are used by Customer Service 

supervisors and management for performance monitoring.  Potential problems are identified 

and addressed and exceptional results are also identified.  If a representative appears to need 

coaching their calls will be monitored and improvement opportunities identified. 

Prior to November 2013, PEBA Customer Intake called a random sample of visitors to the Visitor 

Center (intake visitor) and asked three qualitative survey questions and one open-ended 

question.  Since November 2013, each visitor supplies their email address and receives an email 

survey asking the same questions.  In addition, wait time is monitored for both retirement 

intake and insurance intake and the number of emails received is tracked for retirement and 

insurance.   

Field Services administers two surveys, one for employer benefit administrators who receive 

training and another for members who attend insurance training sessions.  The employer 

questionnaire for insurance training contains five multiple choice questions plus an open-ended 

question.  The employer questionnaire for retirement training asks for three sets of ratings on 

each of seven topical training areas. 

Recommendation 8.4:  PEBA should develop a more standardized approach for performance 

monitoring and customer satisfaction surveys with common tools, data and reporting. 

 

Conclusion 8.5:  The 2013 PEBA customer satisfaction survey asked numerous questions and 

was structured around seven different constituent groups, but it did not seem to be effective 

and was not linked to any actionable operating metrics. 

PEBA’s Communications Department previously conducted an annual customer satisfaction 

survey with a sample of retirees from the prior twelve months using a short paper customer 

satisfaction survey.  The Communications Department, working under the direction of a Board 

member, developed a significantly expanded survey in 2013.  The new survey was administered 

online with Zipsurvey, although it was also mailed to members 60 years of age and older.  The 

paper copies were keyed into Zipsurvey manually by PEBA staff. 
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The 2013 survey used different questions targeted for nine different groups: 

 Five retirement system groups:  Active and retired members from SCRS and PORS and 

employers 

 Four insurance groups:  Active and retired employees, inactive COBRA employees, and 

employers 

For several groups there were as many as 26 questions. 

The results of this survey have been prepared in nine different reports and distributed to 

appropriate PEBA staff.  However, there was not a plan for following up and it is not clear that 

the results are being used.  We were told that a draft report is being prepared for the Board. 

Although the 2013 customer service survey asked a large number of questions, they were not 

designed to develop any diagnostic information which could assist in identifying and prioritizing 

operational improvement opportunities.  In addition, the survey was not developed as part of a 

broader customer service monitoring and improvement initiative and consequently suffers 

from a lack of follow up and efficacy. 

Due to the extensive nature of this report, as well as the lack of follow up to date, the survey 

has not been administered again in 2014 and future plans appear uncertain. 

Recommendation 8.5.1:  PEBA should identify the key areas and metrics for customer service 

monitoring and develop a comprehensive, integrated customer service monitoring 

framework which is used to drive its customer surveys and follow-up improvement programs. 

Recommendation 8.5.2:  The PEBA Customer Service Department should establish a small 

group with expertise in customer service metrics and monitoring, or conversely, utilize an 

outside specialist firm to assist in developing its customer service monitoring approach and 

tools. 

 

Retirement Customer Satisfaction 

Conclusion 8.6:  Based upon the 2013 CEM benchmarking study, PEBA’s retirement customer 

satisfaction surveying process rated higher than the peer median but could still be improved. 

CEM evaluated nine member transactions for surveying service satisfaction.  PEBA collects 

service satisfaction responses in six of the nine activities evaluated.  The CEM scores for PEBA’s 

customer satisfaction surveying were: 
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 One-on-one counseling – 100 out  of 100 

 Member presentations – 100 out of 100 

 Member telephone calls – 100 out of 100 

 Pension inceptions – 5 out of 100 because the survey is not single activity focused but 

part of a general annual survey 

 Written pension estimates – 60 out of 100 because the survey is not single activity 

focused but part of a general annual survey 

 Disability – 5 out of 100 because the survey is not single activity focused but part of a 

general annual survey 

The three areas which CEM evaluates where PEBA does not obtain customer service feedback 

include: 

 Secure member area of the website – PEBA does not have a secure area on its website 

 Withdrawals and transfers-out 

 Purchases and transfers-in 

Recommendation 8.6:  PEBA should re-evaluate its satisfaction surveying process to include 

single activity surveys for disability, pension inceptions, withdrawals and transfers-out and 

service credit purchases. 

 

Communication channels, content and form 

Background 

The Communication Department is responsible for managing the PEBA website, producing and 

distributing all PEBA publications, and maintaining social media such as Facebook, Twitter and 

LinkedIn as well as providing the RSS feed for members and employers.  Email is the preferred 

communication channel for retirement due to its low cost and timeliness; however, PEBA only 

has about 150,000 email addresses.  With over 400,000 active and retired members, this 

implies that PEBA can reach fewer than half its members via email. 

Communication also monitors external and internal events to anticipate any situations which 

could cause an increase in customer service requests and notifies the Call Center and Intake 

Departments. 

The PEBA websites are described in further detail in Section 4. Content and Form of 

Communication with Members.  Although the website is a key communication tool, it also 

serves as a first line of customer service, with plan and coverage information, member 



Fiduciary Performance Audit of the Public Employee Benefit Authority 
FINAL REPORT 

127 
Funston Advisory Services LLC 

statements and account information, forms, reports, newsletters and other information for 

members. 

The PEBA website, in addition to providing information, also provides customer self-service for 

certain functions. 

For retirement services, active members can view and update their personal information online 

and submit applications online up to six months in advance of retirement.  Member statements 

are available online, with emails and newsfeeds alerting members to their availability.  A 

member can call to request a hard copy.  All forms are available online but must be printed and 

physically submitted; online form submission is not available.   

A video library available on demand provides plan overviews as well as assistance in selecting a 

retirement plan and explaining average final compensation.  Members also have access to pre-

retirement planning materials and benefits calculators, although active members cannot 

download their data into the benefit calculator to get an accurate estimate without transferring 

data to paper and then reentering the data into the calculator.  There is also a New Employee 

Resource Center to assist new employees in understanding their retirement benefits and 

making retirement plan selections. 

Inactive members can look up their account in each defined benefit plan through either their 

social security number or name and date of birth. 

The Retiree Resource Center provides information, forms, and publication for retirees.  It 

includes information on payment dates, adjustments, death benefits, beneficiary changes and 

taxes.  Changes of address can be updated online through the retiree account. 

The PEBA Employer Resource Center makes available the information, forms, and employer 

training necessary for employers to provide the administration of retirement benefits, including   

a detailed employer manual, contribution rates and guidance on complying with GASB 

reporting requirements, and how to obtain assistance.  Employer accounts are set up on the 

EES website.  An employer newsfeed is available as a syndicated RSS subscription.  Planned 

employer training dates around the state are available and employers can download and print 

all training materials. 

For insurance services, the website offers forms for insurance elections, HIPPA, COBRA 

coverages, and a variety of other situations.  Coverage and eligibility information for Active 

Employees, COBRA Subscribers, Retirees, Survivors, Spouses and Children, and Local 

Subdivisions is available.  Plan descriptions, premium information, and related brochures are 

available for all programs offered by PEBA.  Open enrollment and other training and education 
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presentations are available for downloading.  The website explains the Tobacco Program and 

provides related forms and information. 

The Prevention Partners portion of the Insurance website includes an overview of the program 

and numerous pages of detail, including a description of wellness and prevention benefits, 

workplace screenings information, a training calendar, and newsletters.  There is also a section 

for employer benefits administrators to obtain information and log in. 

MyBenefits allows subscribers to change their contact information, beneficiaries, review 

benefits and print a benefit statement, as well as obtain their Benefits Identification Number 

(BIN).  During the annual enrollment period subscribers can make their own changes using 

MyBenefits and throughout the year Benefits Administrators can process special eligibility 

changes or new hires using Employee Benefits Services (the employer’s on-line website).  For 

claims information the website contains links to each of the insurance programs through the 

carrier websites.   

 

Conclusion 8.7:  PEBA relies heavily upon its website and electronic media as its first line of 

customer service; while this is appropriate and effective, many members and, especially, 

retirees, are not reached through electronic channels. 

PEBA only has about 150,000 email addresses but over 400,000 active and retired members.  It 

appears that fewer than half of all PEBA active and retired members regularly receive electronic 

communications, with this likely skewed heavily to retired members.  It is not clear how many 

members do not have regular internet access to the PEBA website.  Considering the large 

proportion of members for whom PEBA does not have an email address, PEBA should consider 

alternatives for more effectively reaching this portion of its population. 

Recommendation 8.7.1:  PEBA should obtain the email addresses of a much higher proportion 

of its members, particularly retirees, to ensure they receive news electronically. 

Recommendation 8.7.2:  PEBA should consider alternative means of reaching members if they 

do not use email or the internet. 

 

Conclusion 8.8:  Although many retirement and insurance forms are available to members 

online through the PEBA website, there could be more opportunities for members to submit 

or update retirement information electronically through the website. 
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Active retirement members can view and update their personal information online and all 

forms are available online; however, the forms must be printed and physically submitted.  

Similarly, although members have access to pre-retirement planning materials and benefits 

calculators, they cannot download their data into the benefit calculator to get an accurate 

estimate without transferring data to paper and then reentering the data into the calculator. 

Among employers and their benefits managers, there is a desire to receive and send less paper 

and to be able to communicate and submit forms through the PEBA website. 

Recommendation 8.8:  As PEBA develops its new website, it should place a high emphasis on 

maximizing self-service capabilities for both members and employers. 

 

Response turnaround times 

Overall 

Conclusion 8.9:  Based upon the 2013 CEM benchmarking study, PEBA’s pension retirement 

and inception processing compared favorably to peers. In 2013, PEBA’s rate of achieving the 

initial payment for new retirees within the first month of retirement was 99.3% compared to 

89.2% for the peer group.  For survivor pensions, PEBA similarly achieved a 99% initial 

payment rate within one month, compared with an average rate of 74% in the peer group. 

PEBA reported having no late payments while on average peers reported one delayed payment 

cycle.  In addition, PEBA’s advices are available online and can include messages.  PEBA 

eliminated printing and distribution of bi-annual payment advices over a year ago in October 

2013.  Annuitants cannot choose whether or not to receive a payment advice.  PEBA will deduct 

amounts from the annuity payment for insurance services offered by PEBA. 

Most (96%) of PEBA’s initial payments were based upon estimates, which is typical.  PEBA was 

able to finalize the payment calculations on average within 2.3 months, compared to 3.6 

months for the peer group. 

For survivor pensions, PEBA similarly achieved a 99% initial payment rate within one month, 

compared with an average rate of 74% in the peer group.  
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Refunds, Withdrawals and Transfers-out Processing 

Conclusion 8.10:  PEBA’s activity service score for withdrawals and transfers-out was above 

the peer median score in CEM’s 2013 study. 

Withdrawals were completed on average within 40 days compared to a peer average of 40 

days, and transfers-out in 22 days compared to an average of 36 days.  Statute requires PEBA to 

require notarization of transfer-out applications which CEM considers unnecessary red tape.  

PEBA does not believe notarization is a necessary control. 

Recommendation 8.10:  The General Assembly should eliminate the notarization requirement 

for a member death by amending the appropriate statutes to delete the requirement for a 

“duly acknowledged” written notification to PEBA. 

 

Service Credit Purchase Processing 

Conclusion 8.11:  PEBA’s service credit purchase processing cycle time was slightly better than 

the peer average in CEM’s 2013 study. 

PEBA reported that purchase of service credits required 15 days from request to a written cost 

to be provided.  This compared to a peer group average of 16 days.  The benchmark for 

providing a written cost for a service credit purchase is 1 day. 

 

Disability Claims Processing 

Conclusion 8.12:  PEBA’s activity service score for Disability was better than the peer median 

in CEM’s 2013 study. 

PEBA’s processing cycle time for disability applications was at the peer average of two months 

but because PEBA does not require the applications to be notarized it is considered a better 

process. 

 

Service Score  

Although PEBA’s activity score for the Call Center, specifically, call wait time and good call 

outcomes was close to the peer average, there is room for improvement. 
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The 2013 CEM calculated overall service score for the PEBA call center was 49 out of 100 

compared to a peer median of 53.  The primary differences which caused PEBA to be below the 

median were: 

 More limited hours of operation (42.5 compared to CEM’s standard of 50) 

 Slower email response time (1 day compared to a 4 hour standard) 

 Average number of menu layers a caller must negotiate (2 layers versus a standard of 1) 

 More limited real-time information available for representatives to reference 

 No tools to project call volumes 

 More limited review of member calls for staff coaching (2 versus a standard of 4 per 

month) 

Recommendation 8.13.1:  PEBA should consider if expanded hours for its call center would 

result in improved customer service. 

Recommendation 8.13.2:  PEBA should evaluate new phone and email management systems 

and consider acquiring newer technologies if they could improve service levels and/or staff 

productivity levels. 

 

One-on-One Counselling 

Conclusion 8.14:  PEBA counsels a higher percentage of members on a one-on-one than their 

peers.  There is also minimal wait time for a counseling session at PEBA.  However, there is 

one area in this activity to consider for potential improvement. 

The CEM study reported that PEBA provided one-on-one counseling to 6.6% of its members in 

2013, significantly more than the peer average of 3.9%.  The service was also freely available to 

all members, including both scheduled sessions and walk-ins.  However, PEBA only offers one-

on-one counseling at its Visitor Center in Columbia while many peer agencies offer sessions in 

field locations, particularly at employer locations, where over 28% of sessions were held among 

the peer agencies. 

PEBA’s activity score for one-on-one counseling was slightly below the peer median score.  

PEBA did score higher for their counseling service capability because counselors are able to 

provide real-time member information for scheduled sessions and walk-ins. 

We were informed that the counselors for the Visitor Center are comprised of seasoned 

representatives who have transferred from the Call Center.  All of these representatives have 

had previous rotations in the Visitor Center so the experience of seeing visitors is not new.  
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New counselors are shadowed by a manager for a short period of time.  If any issue concerning 

a counselor is brought to management’s attention, a coaching session is held with the 

counselor.  Counselors receive training on new legislation, procedures, and guidelines 

impacting insurance and retirement. 

Recommendation 8.14:  PEBA should consider if offering one-on-one counseling sessions at 

employer sites would result in improved customer service and participation levels. 

 

Retirement Presentations 

Conclusion 8.15:  A material number of PEBA members attended field presentations and 

group counseling sessions although the percentage of 2.4% of active members was lower 

than the peer average of 5.5%.  Also, the average number of attendees per presentation was 

larger than the peer average.  Smaller groups are generally preferred as there is more 

opportunity for individual attention. 

Although the 3.4% of members who attended PEBA retirement field presentation and group 

counseling sessions was less than the peer group average of 5.5%, in consideration of the high 

participation in one-on-one counseling, 10.0% of PEBA members received retirement education 

in 2013 compared to 9.4% for the peer group.  However, the average group size of 55 members 

was higher than the peer group average of 37.  This may be because PEBA offered less than 

one-third the number of sessions as compared to the peer average.  Four out of five peers also 

offer webcasts of presentations, while PEBA does not. 

Recommendation 8.15:  PEBA should consider increasing the number of retirement 

presentations it offers in the field to reduce the size of the groups and allow more individual 

attention. 

 

Written Pension Estimates 

PEBA has same-day turnaround on written pension estimates compared to an average of nine 

business days among peers. 

PEBA’s same-day pension estimate turnaround is significantly faster than the peer agency 

average of 9 days.  However, this is balanced by the fact that PEBA does not offer a benefit 

calculator linked to a member’s salary and service data on the PEBA website. 
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CEM identified several areas where PEBA does not include information on the pension 

statement that would be valuable to members:  how their pension is inflation protected and 

opportunities for the member to increase the value of their pension such as purchasing service 

credit or the impact of working longer. 

Recommendation 8.16:  PEBA should consider adding additional information to member 

statements to help them better understand their future options. 

 

Insurance Customer Service 

Conclusion 8.17:  Based upon a review of third party provider contracts, PEBA appears to 

effectively include service level performance agreements in its contracts for insurance 

services. 

We reviewed several recent contracts with insurance providers, including the pharmacy benefit 

manager (PBM).  In those contracts, PEBA has included customer service performance 

requirements for areas such as timeliness of care or services, member account services, claims 

processing, call center responsiveness, and written communications. 

Most contracts require quarterly reporting to PEBA of actual performance against those 

requirements and also typically have financial penalties for failure to meet the required 

standard.  We did identify examples where penalties were paid for falling below the 

performance standard.  

While the contracts and reports we reviewed indicate that PEBA does consistently include 

customer service and other performance standards in their contracts, we did not identify any 

policies which would provide guidelines to the insurance or procurement managers negotiating 

the contracts as to what minimum performance standards should be.  In addition, there did not 

appear to be a single department or individual responsible for monitoring the performance of 

the external providers and reporting potential issues to PEBA leadership. 

Recommendation 8.17:  PEBA should determine if assigning responsibility for monitoring 

insurance customer service to a single manager in the insurance organization could help focus 

the reporting and provide helpful input during contract negotiations. 
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9.  RECORD KEEPING AND SECURITY OF 

INFORMATION 

  

9.1   Scope of Review 

Our review evaluated the reasonableness and adequacy of PEBA's recordkeeping, and 

information security policies and practices.  The review addressed the following specific areas: 

1. Records management and retention policies and procedures 

2. Disaster recovery plans and testing of business process units in conjunction with 

information systems business continuity activities 

3. System security of significant business unit applications as it relates to the granting, 

changes to and revoking of access privileges 

4. Policies and procedures relating to information security.  

In addition, FAS reviewed the process for monitoring exceptions and the notification process for 

addressing identified issues. 

 

9.2   Standard for Comparison 

We conducted interviews with numerous internal PEBA staff as well as several members of 

PEBA’s benefit service providers and third-party administrators in order to understand any 

history of errors or processing problems.  We also reviewed correspondence and 

documentation of PEBA’s IT policies and procedures as they related to information protection, 

record retention and business continuity.   We also utilized our review team’s experience and 

knowledge of industry practices. 
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9.3   Summary of Communications Conclusions 

Conclusion 9.1:  Retirement and Healthcare Benefits data and records management practices 

remain siloed.  Separate member databases are maintained potentially leading to 

degradation of data integrity and an increase in data processing errors. 

Conclusion 9.2: PEBA has established reasonable and appropriate data and network security 

protection policies and procedures.  No significant data breaches were noted by PEBA or its 

third-party benefit program service providers during the past year during the course of our 

assessment.  However, several improvement opportunities were identified to enhance 

PEBA’s benefit program training to improve compliance with HIPAA regulations and network 

security. 

Conclusion 9.3: No system outages or interruption of benefit processing were identified. 

There are a number of business recovery improvement opportunities.   

Conclusion 9.4: No material data integrity issues were identified.  Several control 

improvement opportunities exist. 
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9.4 Findings and Recommendations for each Communications Conclusion 

Background 

PEBA’s record keeping and information security and privacy practices have been modeled after 

the State of South Carolina’s Department of Archives as well as the Division of Technology. 

These policies and procedures have been customized by PEBA to ensure compliance with state 

requirements and cover the following areas: information security; general record keeping 

functions; and record retention and electronic records including data, email and electronic 

signatures.   

PEBA completed a comprehensive records inventory in July 2012, which identified key 

documents, retention periods and referenced policies maintained by the business units as well 

as PEBA’s IT department.  It was noted during the course of our interviews that at the time of 

the merger, the Insurance Benefits group maintained their systems within another State of 

South Carolina program.   

These systems and underlying technology were brought in-house during the middle of 2014.  

Although the transfer of systems, data and technology was successful, the systems themselves 

are not fully integrated and consequently, contained siloed data and information.  

Third-party administrators are contractually obligated to maintain beneficiary data and records 

under the same state guidelines as PEBA.  In addition, data that is obtained in serving PEBA’s 

employers and beneficiaries is provided to PEBA via secure file transfer procedures.  These file 

transfers are monitored for completeness and accuracy by both electronic edit checks as well as 

manual balancing procedures within the various business units.   

In addition, vendors using PEBA systems are required to use the same access authentication 

and approval process as PEBA staff; ensuring accountability and appropriateness of access to 

beneficiary data.  Any errors, data access or integrity issues are communicated to the service 

provider for follow-up and corrective actions.   

PEBA’s 32 full-time IT staff are responsible for developing and maintaining all of PEBA’s 

application systems, network and computer infrastructure and information security.  In 

addition, the department also works with each of the business functions to facilitate 

information and data transfers with third-party vendors and the State of South Carolina’s 

Division of Technology. 

PEBA has recently updated and enhanced their Information Security Polices and Procedural 

manuals to include: 
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 Audit Controls 

 Data Backup 

 Designation of Security Officer 

and Security Administrator 

 Disposal and Destruction of 

Data 

 Emailing Data 

 Evaluation 

 Faxing Data 

 Information Access 

Management 

 Information System Activity 

Review 

 Integrity  

 Log in Monitoring 

 Password Management 

 System Access 

Authentication 

 Physical Security Safeguards 

 Sanction Policy 

 Data Security Incidents 

 Data Transmission Security 

 Workforce Onboarding 

 Workstation Use and 

Security 

 

PEBA’s IT Information Security Policies and procedural manuals contain easily understood policy 

descriptions along with procedures on how they should be used on a day to day basis.  They 

also reference regulatory requirements, i.e., Health Insurance Portability and Accountability Act 

(HIPAA).  

PEBA’s IT Department has dedicated staff to maintain and monitor its computer systems and 

networks.  PEBA utilizes network intrusion monitoring software as well as conducts an annual 

network penetration test, using a nationally recognized third-party consulting firm.  During its 

most recent Information Security Vulnerability Assessment, tests were conducted of both 

PEBA’s external and internal computer networks.   

The results of the tests, identified a total of eleven (11) different vulnerabilities, including two 

(2) high, one (1) medium and eight (8) low severity vulnerabilities.  The assessment went on to 

state that the High risk vulnerabilities identified during the assessment were communicated to 

PEBA’s network team. 

PEBA currently has a documented data center recovery plan. This type of plan is primarily a 

data and technology center recovery plan. It does not include the recovery of all primary PEBA 

business functions, processes and relocation of staff and support personnel in the event that its 

primary business facilities are unavailable for an extended period of time.  However, it does 

contain PEBA’s record retention procedures for managing and recovery data and records that 

have been stored at the State’s archive facilities. 
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Conclusion 9.1:  Retirement and Healthcare Benefits data and records management practices 

remain siloed.  Separate member databases are maintained potentially leading to 

degradation of data integrity and an increase in data processing errors. 

Since PEBA’s inception in 2012, each of its primary benefit programs have been run within 

organizational and technology siloes.  These organizational, business process workflow and 

information system siloes create a number of inefficiencies and potential sources for data and 

information processing errors.  Although PEBA’s current information technology infrastructure 

is adequate, long term sustainability of key systems and applications is considered a high risk.  

PEBA’s underlying technology and computer applications for supporting its Retirement and 

Health benefit programs have not changed significantly since they were first developed (in 

some cases over 25 years ago). 

From the standpoint of system sustainability, PEBA’s primary systems were developed during a 

period of time that the computer language known as “Natural” was commonly used.  However, 

since that time, other computer languages have been introduced that offer more functionality 

and are taught in more colleges and universities.   

Consequently, the computer languages used in PEBA’s benefit applications, are becoming more 

difficult to support. This is due to the retirement of existing PEBA programming staff as well as 

the declining number of application developers with this particular skillset in the local market.  

In addition, siloed business processes do not take advantage of natural efficiencies of common 

workflow activities, member data elements and consistent application of internal data and 

business process controls.  

Recommendation 9.1: PEBA should continue its efforts to conduct a comprehensive 

assessment of its operational infrastructure and business processes.   

 

Conclusion 9.2: PEBA has established reasonable and appropriate data and network security 

protection policies and procedures.  No significant data breaches were noted by PEBA or its 

third-party benefit program service providers during the past year during the course of our 

assessment.  However, several improvement opportunities were identified to enhance 

PEBA’s benefit program training to improve compliance with HIPAA regulations and network 

security. 

During the course of our interviews with PEBA’s Board, staff and largest third-party benefit 

program service providers, no data breaches were noted during the past year.  However, during 

that period a vendor’s password protected laptop was stolen.  PEBA implemented the legally 

required steps to investigate the incident and notify affected members, advising them of steps 
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to take in protecting against potential identity theft and credit monitoring, demonstrating a 

robust process.  It also terminated the subcontractor that caused the breach.  This incident is 

further documented in Section 7.3 of this report. 

PEBA utilizes network intrusion monitoring software.  It also conducts annual network 

penetration tests, using nationally recognized third-party consultants.  During its most recent 

Information Security Vulnerability Assessment, tests of both PEBA’s external and internal 

computer networks were performed.   

The tests identified a total of eleven (11) different vulnerabilities, including two (2) high, one (1) 

medium and eight (8) low severity vulnerabilities.  The assessment went on to state that the 

High risk vulnerabilities identified during the assessment were communicated to PEBA’s 

network team who proactively addressed a number of issues noted.   

Recommendation 9.2: PEBA should continue to conduct annual network and security 

vulnerability tests to ensure its networks and other infrastructural processes are working as 

intended.  Greater use should be made of in-house based security monitoring tools to identify 

and protect its networks from unauthorized access and unintentional disclosure of member 

data. 

 

Conclusion 9.3: No system outages or interruption of benefit processing were identified. 

There are a number of business recovery improvement opportunities.   

PEBA currently has a documented data center recovery plan. However, the current plan has not 

been updated to reflect current Retirement and Insurance businesses processes that have been 

merged into PEBA since its last review.  Internal Audit conducted a review of information 

security during August, 2013.  Among other findings in the report it noted the need to perform 

an updated Business Impact Analysis. It also noted the need to add additional backup power 

generation capabilities to support PEBA’s primary offices in the event of a power failure.  PEBA 

personnel also have not been trained in procedures that would need to be performed in the 

event that IT needed to activate its data center recovery plan and procedures. 

Recommendation 9.3.1: PEBA should address identified business continuity planning 

deficiencies. 

Recommendation 9.3.2: PEBA should develop and implement a training program for business 

unit staff in the event the data center recovery plan has to be activated. 
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Conclusion 9.4: No material data integrity issues were identified.  Several control 

improvement opportunities exist. 

Over the past several years, there have been some errors or timeliness of monitoring activities 

over outstanding checks in the unclaimed property account, the deferral elections per the third-

party administrator’s website, contribution limits and defaulted loans.  Although not material in 

dollar amount to the financial statements or quantity of errors, PEBA’s staff understands the 

need to reduce sources of potential errors and has been working with its third-party 

administrators in correcting the problems. 

Recommendation 9.4:  PEBA should continue its efforts to address the deferred 

compensation control procedural deficiencies noted by PEBA’s staff.  Once the deficiencies 

have been remediated, Internal Audit should conduct a follow-up compliance audit to 

determine that the control enhancements address the specific concerns noted. 
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10. COST OF OPERATIONS 

 

10.1   Scope of Review 

The cost of operations assessment evaluated the reasonableness and adequacy of PEBA's cost 

of operations for the Retirement System and employee insurance benefit programs.  The 

review addressed the following specific topics: 

1. Benchmark comparisons 

2. Costs per member/per assets/per program 

3. Trends and reasonableness of costs 

 

10.2   Standard for Comparison 

We utilized internal interviews, a review of documents and financial reports, a new PEBA 

benchmarking survey designed and conduct specifically for this review, and our review team’s  

experience.   

In addition, we utilized the most recent CEM Pension Administration Benchmarking report and 

its findings as a key data source.  FAS contracted with CEM to provide additional input and 

analysis to the FAS review team based upon its most recent report. 
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10.3   Summary of Cost of Operations Conclusions 

Conclusion 10.1:  PEBA’s pension administration activity costs are lower than their peers in 

nearly every activity and declined over 25% since 2009 on a per member and annuitant basis. 

Conclusion 10.2:  Based upon FAS’ benchmarking study of other retirement administration 

agencies similar to PEBA, PEBA’s overall headcount, normalized for retirement members and 

healthcare subscribers, is somewhat less than the median of the peer group. 

Conclusion 10.3:  Based upon FAS’ benchmarking study, PEBA’s Health and Insurance 

headcount is at the median for the peer group. 

Conclusion 10.4:  Based upon Retirement System annual financial reports, since the 

formation of PEBA in 2012 operating costs and professional and consulting fees for the 

retirement system have significantly declined. 

Conclusion 10.5:  PEBA’s insurance operation costs have remained fairly constant over the 

past five years. 
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10.4 Findings and Recommendations for each Cost of Operations Conclusion 

Background 

PEBA participates in the CEM Benchmarking Defined Benefit Administration Benchmarking 

Analysis Study.  The most recent study report covered the 2013 fiscal year and was presented 

to PEBA in March 2014.  In the study, PEBA’s costs and service levels were compared to those of 

fourteen peer state public pension funds with membership of active members and annuitants 

ranging from 270,000 to 539,000, as compared to PEBA’s 406,000. 

Since the majority of PEBA’s operating costs (nearly 60%) are related to retirement system 

administration and the CEM study is considered the leading independent cost and customer 

service comparison for U.S. state pension administration agencies, we have relied extensively 

on the CEM findings and analysis for this section of our audit.  CEM also was subcontracted to 

FAS for this audit to provide additional analysis and insights concerning the FY2013 study. 

We also conducted a custom peer benchmarking survey with other U.S. retirement agencies 

and collected information about headcount in each functional area as an additional input for 

retirement operations and to develop a baseline for insurance resource deployment. 

Finally, we also examined the costs reported in the retirement system and insurance program 

annual reports since fiscal year 2009 to develop an additional source on cost information and to 

examine cost trends, particularly since the formation of PEBA in 2012. 

 

Conclusion 10.1:  PEBA’s pension administration activity costs are lower than their peers in 

nearly every activity and declined over 25% since 2009 on a per member and annuitant basis. 

According to the CEM analysis, the PEBA pension administration cost per active and annuitant 

member in FY2013 was $35.46 compared to an average peer group cost of $76.13.  PEBA was 

the lowest cost in the peer group.  At the summary level, PEBA was well below the average peer 

cost in all areas compared by CEM:  member transactions, member communication, collections 

and data maintenance, governance and financial control, major projects, information 

technology, and support services. 

CEM analyzed the reasons for PEBA’s pension administration costs to be over $40 per member 

lower than the peer group average and calculated the following variances: 
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Table 15 Pension Administration Cost Comparison 

Reason for lower PEBA cost 

PEBA per member cost 

higher/ (lower) than peers 

Lower costs per FTE for: salaries and benefits, building and 

utilities, HR and IT desktop 
$(14.16) 

Major projects (7.32) 

IT strategy, database, applications (excl. major projects) (5.79) 

Lower third‐party and other costs in front‐office activities (5.35) 

Actuarial, legal, audit, other support services (3.47) 

Lower transactions per member (workloads) (2.71) 

Governance and financial control (1.83) 

Economies of scale advantage (0.81) 

Slightly lower transactions per FTE (productivity) 0.78 

     Total $(40.67) 

 

About two-thirds of the difference, or $27.27, is related to what could be considered internal 

staffing and infrastructure-related costs – lower per employee compensation and facility costs 

($14.16), major projects ($7.32) and IT ($5.79).  It is not due to higher levels of productivity, 

which CEM defines as the number of member transactions completed per FTE (full time 

equivalent staff).  In fact, PEBA productivity is slightly lower than average for the peer group.  It 

should also be noted that PEBA reported no spending in 2013 for major projects. 

Some of the contributing factors to PEBA’s lower pension administration costs are lower 

governance and financial control costs (41% lower than the peer average) and lower actuarial, 

legal, audit and other support services costs (52% lower than the peer average).  These back 

office costs were lower despite PEBA’s plan design complexity score which is higher than the 

peer average.  For plan design complexity, CEM found that PEBA has more pension payment 

options than the peer average, has multiple benefit formulas and offers a DC plan.  Higher plan 

design complexity usually impacts the back-office costs. 

Recommendation 10.1:  PEBA should review its focus on low cost of retirement operations 

and ensure there is an adequate level of investment in infrastructure to continue to provide a 

high level of customer service. 
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Conclusion 10.2:  Based upon FAS’ benchmarking study of other retirement administration 

agencies similar to PEBA, PEBA’s overall headcount, normalized for retirement members and 

healthcare subscribers, is somewhat less than the median of the peer group. 

As shown in the table below, with the exception of Employer Services and Finance and 

Accounting, PEBA is at or near the median of the peer group for headcount in most 

departments.  However, Employer Services and Finance and Accounting appear to be staffed at 

a level less than half the peer median. 

Table 16 Headcount Comparison with Peer Agencies (Source: 2014 FAS Retirement 
Administration Agency Peer Benchmarking Results) 

 

Recommendation 10.2:  PEBA should determine if current headcount is adequate in all areas. 

 

Conclusion 10.3:  Based upon FAS’ benchmarking study, PEBA’s Health and Insurance 

headcount is at the median for the peer group. 

As shown in the table above, PEBA’s Health and Insurance headcount, at 7.4 per 100,000 lived 

covered, is the median for the peer group.  The level of staffing seems reasonable. 
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Conclusion 10.4:  Based upon Retirement System annual financial reports, since the 

formation of PEBA in 2012 operating costs and professional and consulting fees for the 

retirement system have significantly declined. 

Based upon an analysis of South Carolina Retirement System annual financial statements from 

FY2009 through FY2014, Administrative Expenses and Professional and Consultant Fees 

declined over 8% since the formation of PEBA in 2012 and 35% since a peak in FY2010. 

 

Table 17 Retirement System Historical Expense Comparison 

 

 

In 2009, using their propriety methodology, CEM had calculated pension administration costs at 

PEBA’s predecessor organization to be $49 per active and annuitant member, or 38 percent 

higher than the 2013 cost of $35.46.  During this period the average cost of PEBA’s peer group 

increased by 0.4 percent annually while PEBA’s declined 7.7 percent on average per year.  

Retirement System Expenses 2009 2010 2011 2012 2013 2014

Wages and Benefits 11,627$       11,860$  11,767$  11,765$  11,992$  10,260$  

Contractual Services 3,338$         4,783$    2,233$    1,755$    1,661$    1,966$    

Operating Expenses 2,037$         2,015$    1,928$    2,070$    1,492$    1,002$    

Miscellaneous Expenses 450$            312$       380$       51$          115$       225$       

  Total Administrative Expenses 17,452$       18,970$  16,308$  15,641$  15,260$  13,453$  

Professional and Consultant Fees 3,185$         3,009$    2,389$    1,562$    1,552$    1,399$    

  Total Administrative Expenses and 

Professional and Consultant Fees 20,637$       21,979$  18,697$  17,203$  16,812$  14,852$  

Retirees 119,820       124,286  128,451  141,681  148,607  152,978  

Inactive Members 169,590       171,661  171,493  164,353  167,368  170,974  

Active Employees 232,141       231,858  229,592  224,412  223,286  224,533  

  Total Members 521,551       527,805  529,536  530,446  539,261  548,485  

Admin. Expense and Cons. Fees Per:

Retired and Active Member 58.63$         61.71$    52.22$    46.99$    45.21$    39.34$    

Retired, Inactive and Active Member 39.57$         41.64$    35.31$    32.43$    31.18$    27.08$    

Notes: 

1. Data obtained from Retirement System Annual Financial Reports

2. Prior to FY2014, PEBA recorded RSIC administrative costs as a PEBA Operating Expense. Based upon 

     GASB 67, PEBA changed its accounting policy to record this as an investment expense starting in FY2014.

RSIC Administrative Cost adjustment (3,699)$        (3,812)$   (4,919)$   (6,768)$   (7,041)$   -$        

Expenses $(000) for Fiscal Year:
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PEBA’s apparent focus on cost reduction seems to have been successful and is admirable. In 

addition, it should be noted that PEBA had an extremely high number of staff vacancies during 

the first two years of operation that resulted in a lower than normal wage and benefit costs.   

Recommendation 10.4:  To achieve PEBA’s stated strategies of further integration and 

improved infrastructure, it should request at least a temporary increase in administrative 

expenses and professional and consulting fees for several years.   

 

Conclusion 10.5:  PEBA’s insurance operation costs have remained fairly constant over the 

past five years. 

We analyzed the reported operating expenses in the insurance program annual reports from 

fiscal years 2009 through fiscal year 2013 and obtained the draft fiscal year 2014 reports.  As 

shown in the table below, health insurance operating expenses have increased slightly (7% over 

five years) since 2009 and remained flat on a per insured person basis. 

 Table 18 Health Insurance Historical Expense Comparison 

 

However, based upon the need to receive bids on multiple new insurance contracts over the 

next few years and the Board’s interest in pursuing health insurance innovation, PEBA has a 

2009 2010 2011 2012 2013 2014

Salaries and Benefits 5,364$     5,442$     5,472$     5,123$     5,686$     6,785$     

Other Services 2,628$     2,738$     2,709$     2,725$     2,326$     1,722$     

Professional Services 578$        736$        765$        799$        626$        492$        

Adoption Assistance Program 495$        300$        700$        250$        271$        293$        

Supplies 158$        271$        128$        216$        127$        285$        

Telephone and Utilities 107$        105$        124$        71$          113$        80$          

Other Operating Expenses 308$        304$        176$        351$        383$        669$        

Total Operating Expenses 9,638$     9,896$     10,074$   9,535$     9,532$     10,326$   

Active Employees 179,321   176,902   173,561   174,628   174,937   179,590   

Total Subscribers 248,467   249,113   248,682   252,065   254,363   260,342   

Total Insured Persons 426,424   428,792   436,794   440,966   443,731   456,993   

Operating Expense Per:

Active Employee 53.75$     55.94$     58.04$     54.60$     54.49$     57.50$     

Subscriber 38.79$     39.72$     40.51$     37.83$     37.47$     39.66$     

Insured Person 22.60$     23.08$     23.06$     21.62$     21.48$     22.60$     

Notes: 

1. Data obtained from insurance Benefits Annual Financial Reports

Expenses $(000) for Fiscal Year:

Health Insurance Expenses
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need for more resources, both internal and external, to develop a longer-term health insurance 

strategy and plan.  The creation of the new Health Care Policy Director position should be a 

good first step in this direction. 

Recommendation 10.5:  PEBA should increase its budget for health insurance strategy 

development and planning.  
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11. INFORMATION TECHNOLOGY SYSTEMS 

  

11.1 Scope of Review 

We evaluated the reasonableness, adequacy, and security of PEBA's information technology 

systems and availability of tools and resources for PEBA Board of Directors, staff and fiduciaries 

to effectively administer the assets and funds of the Retirement System, Insurance programs 

and non-retirement benefit plans.   

The review addressed the following topics: 

1. Adequacy   of  operational,  risk  management,  accounting  and  compliance systems, 

tools and resources for the needs of PEBA 

2. Existing IT policies, charters, internal audit reports and organizational charts 

3. Controls and procedures that are being relied upon for accurate, complete and timely 

information and reporting 

4. Day-to-day operations of the data center, application development and maintenance, 

information security and network operations 

 

11.2   Standard for Comparison 

We utilized internal interviews, review of key documents, and our review team’s experience 

and knowledge of industry practices to complete this assessment. 
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11.3 Summary of Information Technology Systems Conclusions 

Conclusion 11.1: PEBA has effective information technology systems at present.  Long-term 

system support and development will be hampered due to an aging infrastructural 

environment. 

Conclusion 11.2: PEBA’s Internal Audit department has conducted audits of the Information 

Technology department and related business processes according to its Board-approved plan. 

The results of the completed audits, including improvement opportunities, have been 

properly communicated to PEBA’s staff and Board.  

Conclusion 11.3: PEBA’s use of independent Certified Public Accounting firms to conduct 

financial audits of their financial statements as well as disclosures made within the 

Comprehensive Accounting Financial Report did not identify any significant accounting or 

internal control related issues. 

Conclusion 11.4: PEBA does not have a comprehensive Information Technology Strategic Plan.  

PEBA’s existing IT Plan consists of a one year outlook with budget considerations.  It does not 

contain any references to specific PEBA long term directional business strategies or multi-year 

initiatives. 

Conclusion 11.5: PEBA’s IT Operational and Risk Management practices appear effective. 

However, further efforts need to be made to move from a data center disaster recovery plan 

orientation to an enterprise wide business continuity focused plan. 

Conclusion 11.6: The Information Technology department’s organizational structure has 

historically been able to adequately maintain the existing systems and infrastructure.  As 

PEBA continues to merge its legacy applications and business process, it will be challenged by 

the underlying and aging program languages used to originally develop them.  It will also 

become increasingly difficult to replace the knowledge and programming language skills of 

employees who will retire over the next five years. 

Conclusion 11.7: PEBA’s Internal Audit department’s assessment of Information Technology 

risks appears reasonable based on current industry trends and events but improvement 

opportunities exist.  

Conclusion 11.8: PEBA’s business process and IT controls for identifying, correcting errors and 

ensuring completeness of reporting appear reasonable. Further improvements should be 

considered. 
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Conclusion 11.9: PEBA Board and staff members were very complimentary of the quality and 

timeliness of the services they obtain from the department in their comments to us during 

this review but there is no formal IT customer satisfaction tracking. 

Conclusion 11.10: PEBA’s information system development and project management 

methods appear to be sound. 

Conclusion 11.11: PEBA’s information security policies and procedures appear to be effective.  

Improvements can still be made. 
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11.4  Findings and Recommendations for each Information Technology Systems 

Conclusion 

Background 

PEBA’s Information Technology Department consists of 32 full-time staff members and resides 

within the Administration Department under the Chief Operating Officer.  We understand that 

under the recently announced reorganization, IT now reports directly to the Chief Operating 

Officer.    

PEBA’s Information Technology policies and procedures have been developed based on 

established guidelines set forth by the State of South Carolina’s Division of Technologies.  In 

addition, the IT department has developed and implemented policies in all key areas of its 

responsibilities, i.e., Computer Operations, Information Security, Database Management, 

Infrastructure, Application Development and Maintenance as well as Disaster Recovery.  

Information Technology is responsible for developing and maintaining all of PEBA’s application 

systems, network and computer infrastructure and information security.  In addition, the 

department also works with each of the business functions to facilitate information and data 

transfers with third-party vendors and the State of South Carolina’s Division of Technology.  

The data center is located within one of PEBA’s main office locations, while their programming 

and support staff are located at both facilities.  In addition, PEBA has contracted with a 

nationally recognized data center recovery firm to support them in the event of an extended 

data center outage.  Testing of PEBA’s data center recovery plans takes place once a year, 

which allows them to test their recovery procedures and systems, in order to continue to serve 

their retirement and insurance beneficiaries.   

PEBA’s staff recognize the need to expand their existing data center recovery processes to 

incorporate a business wide recovery plan. The plans should take into consideration a wider 

range of potential events that might prevent other key business functions from operating at 

their current locations and levels of service. 

Prior to June of 2014, PEBA’s Information Technology group primarily supported the 

Retirement Benefits systems.  Insurance Benefits was supported by another State agency.  
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These systems include: 

Table 19 Current Major PEBA Application Systems 

Retirement Benefit Systems Insurance Benefit Systems 

 Enrollment of members  

 Reporting of Employee and Employer 

contributions  

 Retirement Claim processing  

─ Claims Refund  

─ Death Claims benefits  

─ Retirement Claims  

 Payment Management System  

 Service Purchase System  

 Installment Service Purchase System  

 Online Members Access System  

 Online Employer Information System 

 Financial Accounting Systems – SAP ECC6 

 Legacy – primary source for all enrollment 

records 

 MyBenefits – web-based enrollment system 

used by subscribers 

 EBS – web-based enrollment system used by 

participating employers 

 Utility Tool – web-based system used by staff 

to approve/reject “paperless” (EBS 

created/MyBenefits approved) enrollment 

transactions 

 Puddles – web-based tool used by staff to 

review each step an enrollment transaction 

 EIPNET – web-based repository of reports 

 Financial Accounting System – Custom 

developed using Ruby programming language 

Note: Unless otherwise noted, systems were written in Natural and Java programming languages. 

During the past two years, there have not been any significant special projects other than 

focusing on bringing in-house the Insurance systems as well as implementing a new retirement 

enrollment system. This lack of investment in replacing technology or systems has contributed 

to PEBA’s low cost provider benchmarks.   

However, it has also resulted in unintended consequences such as strategic infrastructure 

decisions being deferred and potentially higher, long term maintenance costs being incurred.  

We noted that while certain technology integration has occurred with bringing in-house the 

Insurance systems, PEBA still maintains two separate member databases and business 

processes.   

PEBA’s Board and staff recognize the inefficiencies created by maintaining separate business 

processes and underlying systems.  Consequently, PEBA has undertaken initial steps to conduct 

a comprehensive Operational Systems Assessment. 
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Operational Systems Assessment 

The proposed Operational Systems Assessment is intended to review PEBA’s current business 

processes, and systems to determine synergies for a next-generation integrated system.  The 

project is broken down into the following phases: 

Operational Information Technology Systems Assessment Phase (Phase I)  

 Define High level business process mappings for all business processes (“As Is”) 

within PEBA.  

 Evaluate and define the current high level architecture of PEBA systems.  

 Evaluate the current PEBA organizational structure, focus on staffing structure, 

capacity and capability levels.  

 Develop Strengths, Weaknesses, Opportunity and Threats (SWOT) analysis  

Future Design Phase (Phase II)  

 Define high level business process mappings (“To Be”) of futuristic PEBA systems.  

 Define high level architectural design for future PEBA systems.  

 Evaluate and define a proposed future organizational structure.  

Modernization Plan Phase (Phase III)  

 High Level Roadmap – Define a Program Management Office (Project Charters, 

Timelines, Budgets, Deliverables, etc.)  

 Cost Benefit Analysis to determine benefits of implementing the projects.  

 Final Assessment Report  

The proposed new system would address integrating business functions, eliminate redundant 

databases and use modern language programs.  The existing legacy programs use languages 

which are no longer taught in most universities.   

PEBA’s IT infrastructure challenges will become more significant as existing programming staff 

retire with institutional knowledge and specific programming language skills. Such skills are not 

easily replaced in the current marketplace.  In addition to helping addressing infrastructural 

issues, the new system would allow PEBA to implement more quickly new benefit programs to 

support its member and beneficiaries.   The initiative is intended to result in a multi-phased 

project that may cost approximately $30 to $50 million and will take a number of years to fully 

implement. 
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IT Infrastructure 

Conclusion 11.1: PEBA has effective information technology systems at present. However, 

long-term system support and development will be hampered by its aging infrastructure. 

Although PEBA’s current information technology infrastructure is adequate, long term 

sustainability of key systems and applications is a high risk.  PEBA’s underlying technology and 

computer applications for supporting its Retirement and Health benefit programs have not 

changed significantly since they were first developed (in some cases over 25 years ago). 

From the standpoint of system sustainability, PEBA’s primary systems were developed during a 

period of time that the computer language known as “Natural” was commonly used.  However, 

since that time, other computer languages have been introduced that offer more functionality 

and are taught in more colleges and universities.   

Consequently, the computer languages used in PEBA’s benefit applications, are becoming more 

difficult to support given the retirement of existing PEBA programming staff as well as the 

declining number of application developers with this particular skillset in the local market. 

Recommendation 11.1: PEBA should complete its comprehensive assessment of its existing IT 

infrastructure and business systems.   

 

Risk Management and Control  

Conclusion 11.2: PEBA’s Internal Audit department has conducted audits of the Information 

Technology department and related business processes according to its Board-approved plan. 

The results of the completed audits, including improvement opportunities, have been 

properly communicated to PEBA’s staff and Board.  

Every five years, Internal Audit conducts an enterprise-wide risk assessment of PEBA’s 

operational, risk management, accounting and compliance systems, tools and resources. It is 

supplemented by an annual refresh.   

Internal Audit consists of an Internal Audit Manager and  one staff position.  Additional 

resources are contracted with third-party auditing and consulting firms.  The Internal Audit 

manager prepares the results of the risk assessment and develops a corresponding Audit Plan, 

which is presented to the Finance, Accounting and Auditing Committee for review and 

approval.  During the most recent year, Internal Audit has incorporated six information 

technology audits out of a total of 15 planned engagements. 
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In addition to the audits conducted by PEBA’s Internal Audit function, additional independent 

financial audits are conducted by CPA firms engaged by the State’s Auditors’ Office.  These 

firms include CliftonAllenLarson LLP and Elliott Davis LLC.   

These firms perform audits of PEBA’s financial statements, CAFR and various employee benefit 

programs.  As part of the independent CPA firm’s financial audit procedures, they evaluate 

those internal controls over financial reporting and accounts that make up the financial 

statements.  The results of their audits are presented to PEBA’s Board and staff upon 

completion of their engagements. 

Every five years Internal Audit conducts a detailed risk assessment by distributing 

questionnaires to each business function and conducting follow-up meetings to clarify 

responses and prioritize identified risks based on impact and likelihood.  On an annual basis, 

Internal Audit refreshes its five-year risk assessment through interviews and meetings with 

PEBA’s business units and Board members.  As a result of this past year’s assessment, 

Information Security was noted as being a high risk due to recent threats noted in other 

systems in the country.  Consequently, Internal Audit planned and conducted three IT related 

audits.  Findings were communicated in written reports to PEBA’s staff and Board in compliance 

with its Charter and Policy.  We did note that Internal Audit staffing consisted of two full time 

members, whereas similarly sized systems typically utilize between three and six full time 

equivalents.   

Recommendation 11.2: PEBA should increase the frequency of a full enterprise wide risk 

assessment to ensure that Internal Audit’s Plan for the upcoming year reflects the most 

significant risks to the organization (see also Recommendations 2.7.1 and 2.7.2). 

 

Use of Independent Auditors 

Conclusion 11.3: PEBA’s use of independent Certified Public Accounting firms to conduct 

financial audits of their financial statements as well as disclosures made within the 

Comprehensive Accounting Financial Report did not identify any significant accounting or 

internal control related issues.  Some internal control processes could be improved. 

PEBA’ external financial auditors include: CliftonAllenLarson LLP and Elliott Davis LLC.  These 

three firms perform audits of PEBA’s financial statements, CAFR and various employee benefit 

programs.  As part of the independent CPA firm’s financial audit procedures, they only evaluate 

internal controls over financial reporting and accounts that make up the financial statements.   
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On an annual basis, observations or concerns relating to the system’s financial controls 

environment are communicated to PEBA’s staff and Board.  The communication of the 

observations or concerns are provided to help PEBA’s staff and Board improve the internal 

control environment and do not represent the expression of an opinion on the internal 

controls. 

Recommendation 11.3: PEBA should continue its efforts to address the control procedural 

deficiencies noted by their external auditors.  Once the deficiencies have been remediated, 

Internal Audit should conduct a follow-up compliance audit to determine that the control 

enhancements address the specific concerns noted. 

 

IT Strategic Plan 

Conclusion 11.4: PEBA does not have a comprehensive Information Technology Strategic Plan.  

PEBA’s existing IT Plan consists of a one year outlook with budget considerations.  It does not 

contain any references to specific PEBA long term directional business strategies or multi-year 

initiatives. 

As part of PEBA’s annual planning process the Information Technology department developed 

an Information Technology Strategic Plan for 2014.  The plan was developed with input from 

each of PEBA’s functional areas and outlines key objectives and quarterly cost estimates.  

Although, the plan discusses alignment with PEBA’s strategic goals, the plan lacks clarity and 

detail of how it directly aligns to PEBA’s overall strategic priorities.  In addition, some costs 

were not fully estimated due to ongoing analyses that were taking place at the time the budget 

was prepared. 

Recommendation 11.4: After the Operational Systems Assessment is completed, the IT 

department should lead an effort to develop a long-term IT strategic plan which supports the 

plan infrastructure direction. 
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Business Continuity and Disaster Recovery 

Conclusion 11.5: PEBA’s IT Operational and Risk Management practices appear effective but 

plans could be more complete. 

PEBA currently has a documented data center recovery plan. Current plans have not been 

updated to reflect the current Retirement and Insurance businesses processes that have been 

merged into PEBA since its last review.  The Business Impact Analysis noted in Internal Audit’s 

report would be the basis for identifying and prioritizing all significant business processes, 

systems and logistics necessary to operate an off-site location for potentially, an extended 

period of time. PEBA personnel have not been trained in procedures that would need to be 

performed in the event that Information Technology needed to activate its data center 

recovery procedures. 

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

recovery plan orientation to an enterprise wide business continuity focused plan. 

 

IT Organization and Personnel 

Conclusion 11.6: The Information Technology department’s organizational structure has 

historically been able to adequately maintain the existing systems and infrastructure.  As 

PEBA continues to merge its legacy applications and business process, it will be challenged by 

the underlying and aging program languages used to originally develop them.  It will also 

become increasingly difficult to replace the knowledge and programming language skills of 

employees who will retire over the next five years. 

As previously described, PEBA’s 32 full-time IT staff are responsible for developing and 

maintaining all of PEBA’s application systems, network and computer infrastructure and 

information security.  In addition, the department also works with each of the business 

functions to facilitate information and data transfers with third-party vendors and the State of 

South Carolina’s Division of Technology.   

In addition, PEBA’s primary systems were originally developed over 25 years ago using a 

computer language known as “Natural.” Although commonly used back then, other computer 

languages have been introduced that offer more functionality and are taught in more colleges 

and universities.  Consequently, the computer languages used in PEBA’s benefit applications are 

becoming more difficult to support given the retirement of existing PEBA programming staff as 

well as the declining number of application developers with this programming language in the 

local market.  
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Recommendation 11.6.1:  PEBA should continue to move forward with its plans to conduct a 

comprehensive IT Operations Assessment to identify common business process, technology 

and develop a roadmap to develop its next generation of systems to support the strategic 

direction of the organization. 

Recommendation 11.6.2:  PEBA should continue to assess potential third-party IT vendors 

which may be able to provide additional legacy “Natural language” programming support in 

the event a large number of existing PEBA programming staff retire or leave the organization. 

 

Conclusion 11.7: PEBA’s Internal Audit department’s assessment of Information Technology 

risks appears reasonable based on current industry trends and events but improvement 

opportunities exist.  

Internal Audit currently relies almost exclusively on external consultants to perform their 

Information Technology audits.  Although outsourcing certain Internal Audit functions is 

common in this area, the final decisions on risk ranking and remediation efforts are still the 

responsibility of PEBA’s staff and Board.  Having multiple sources of expertise associated with 

technology, industry and current events is important.   

Recommendation 11.7: PEBA should continue to work closely with the State’s Information 

Sharing and Analysis Center (SC-ISAC) along with other third-party information technology 

consulting firms to proactively assess existing and trending threats to information and 

network security.  

 

Conclusion 11.8: PEBA’s business process and IT controls for identifying and correcting errors 

and ensuring completeness of reporting appear reasonable.  Some improvements should be 

considered. 

Retirement and Insurance systems are supported by the Information Technology department to 

generate reports used to ensure data integrity and the completeness of transaction processing.  

These systems contain various edit checking activities consisting of 1) batch processing edit 

checks and exception reporting; 2) real-time data entry edits that prevent out of bounds data 

entry or incomplete data entry screens from further processing; or 3) manual balancing and 

reconciling of system output to other systems or third-party data sources.   

When business units identify new sources of errors, IT projects are initiated to undertake a root 

cause analysis and corrective action report.  The IT department works with the business units to 
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recommend changes, add additional error checking logic, as well as any additional reporting 

features to ensure similar problems are eliminated. 

Additional reporting or system change requests are discussed with the Information Technology 

liaison.  Once approved for development, a formal process exists to develop, test and track and 

approve changes to the system.  Status reports are discussed during bi-weekly meetings to 

promote transparency in communication and status.  

PEBA’s business units and IT representatives meet at least every other week to discuss any 

processing or system issues they are encountering.  In addition, the business units obtain status 

updates on any open IT related projects.  These projects usually involve new system 

functionality, corrective actions, minor enhancements or reporting. Based on feedback from 

numerous PEBA staff interviewed, communication between the business units and IT are very 

good.  This conclusion was also supported by a recently obtained copy of IT’s Help Desk Survey 

results as of December 10, 2014: 

Table 20 Help Desk Survey Results 

 

 

 

 

 

 

 

 

However, it was unclear as to how data or processing issues identified by one business unit may 

impact other similar systems or workflow processes.   

Recommendation 11.8: Issues and error correcting processes should be shared across 

functional business units to ensure that similar errors in one beneficiary system are also being 

addressed in other similar application systems.   

 

Response 

# of 

Responses Percentage 

Very Satisfied 119 64.67% 

Satisfied 41 22.28% 

Neutral 6 3.26% 

Dissatisfied/Very Dissatisfied 0 - 

Not Completed or Not Displayed 18 9.78% 
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Conclusion 11.9: PEBA Board and staff members were very complimentary of the quality and 

timeliness of the services they obtain from the department in their comments to us during 

this review but there is no formal IT customer satisfaction tracking. 

Although users generally seem satisfied with the services they receive from the IT Department, 

they did express unmet needs for better functionality of their systems.  Leading practice is to 

have more formalized processes for understanding user satisfaction to better manage the IT 

function and processes. 

Recommendation 11.9: The Information Technology Department should consider developing 

a formal IT user satisfaction feedback process. 

 

Conclusion 11.10: PEBA’s information system development and project management 

methods appear to be sound. 

PEBA’s IT department utilizes a comprehensive system development methodology.  It 

incorporates formal request forms and approval processes for new projects as well as requests 

for system enhancements and functionality by the user departments.  IT steering committees 

are used to review requests for approval and for monitoring the progress of all projects in 

process.   

PEBA utilizes a project tracking application for maintaining the status of programming projects. 

Projects are reviewed on a bi-weekly basis with the respective user departments as well as 

within the IT organization for overall prioritization and resource management.   

Recommendation 11.10: As PEBA completes its Operational Systems Assessment, it should 

consider what, if any, additional methodologies and skills will be required for the Information 

Technology Department to effectively support a new IT plan. 
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Conclusion 11.11: PEBA’s information security policies and procedures appear to be effective.  

However, some improvements can be made. 

PEBA’s IT Information Security Policies and procedural manuals contain easily understood policy 

descriptions along with procedures on how they should be used on a day to day basis.  They 

also reference which regulatory requirements they address, i.e., Health Insurance Portability 

and Accountability Act (HIPAA).  

PEBA has recently updated and enhanced their Information Security Polices and Procedural 

manuals to ensure comprehensive coverage of all aspects of information security: 

Table 21 Information Security Policy Areas 

 Audit Controls 

 Data Backup 

 Designation of Security Officer 

and Security Administrator 

 Disposal and Destruction of 

Data 

 Emailing Data 

 Evaluation 

 Faxing Data 

 Information Access 

Management 

 Information System Activity 

Review 

 Integrity  

 Log in Monitoring 

 Password Management 

 System Access 

Authentication 

 Physical Security Safeguards 

 Sanction Policy 

 Data Security Incidents 

 Data Transmission Security 

 Workforce Onboarding 

 Workstation Use and 

Security 

 

PEBA’s IT Department has dedicated staff to maintaining and monitoring its computer systems 

and networks.  PEBA utilizes network intrusion monitoring software as well as conducts annual 

network penetration tests, using nationally recognized third-party consultants.  During its most 

recent Information Security Vulnerability Assessment, tests were conducted of both PEBA’s 

external and internal computer networks.  The results of the tests, identified a total of eleven 

(11) different vulnerabilities, including two (2) high, one (1) medium and eight (8) low severity 

vulnerabilities.   

The assessment went on to state that the High risk vulnerabilities identified during the 

assessment were communicated to PEBA’s network team who proactively addressed a number 

of issues noted.   



Fiduciary Performance Audit of the Public Employee Benefit Authority 
FINAL REPORT 

163 
Funston Advisory Services LLC 

Internal Audit conducted a review of information security during August, 2013.  The report did 

not identify any significant security policy or procedural concerns.  However, it did note that 

several policies pertaining to information security, data classification as well as security roles 

and responsibilities needed to be developed.  Since the review in 2013, PEBA developed specific 

policies and procedural manuals modeled after those developed by the State of South 

Carolina’s Division of Technology.  These policies and procedures were most recently updated 

in September 2014.  However, other findings in the report noted the need to perform an 

updated Business Impact Analysis, as well as add additional backup power generation 

capabilities, to support more than just the data center’s needs in the event of a power failure.  

During the course of our interviews, it was noted that PEBA has begun to address the remaining 

two items of Internal Audit’s report. 

Recommendation 11.11: PEBA should continue its efforts to address its business continuity 

planning deficiencies. 
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This Appendix was prepared by Reinhart Boerner Van Deuren s.c. to provide legal context for 

the Funston Advisory Services 2014 report on its fiduciary and governance review of the South 

Carolina Public Employee Benefit Authority (PEBA).  As we are not South Carolina law experts, it 

is not a legal opinion and is not intended to constitute legal advice.  Rather, this summary 

provides background for discussion of issues which are covered in the report.  It addresses the 

following topics: 

 Fiduciary duties applicable to PEBA Board Members and staff, including the high 

standards of conduct imposed by the duty of loyalty;  

 PEBA's co-fiduciary obligations to monitor other officers and entities that also have 

fiduciary authority;  

 Ambiguities inherent in South Carolina's complex and overlapping system of fiduciary 

authority and accountability;  

 Implications of trust assets not being state funds; and  

 Legal standards applicable to PEBA in managing insurance benefits. 

 

I. PEBA's Fiduciary Obligations  

Trust Fund Fiduciary 

PEBA Board Members are named fiduciaries of the Retirement System.  S.C. Code Ann. § 9-1-

1310. The legal duties imposed on as a result are set forth in S.C. Code Ann. § 9-16-40, which 

applies to all Retirement System fiduciaries.  Those duties are:  

A trustee, commission member, or other fiduciary shall discharge duties with respect to a 

retirement system:  

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

(2) for the exclusive purpose of providing benefits to participants and beneficiaries and 

paying reasonable expenses of administering the system;  

(3)  with the care, skill, and caution under the circumstances then prevailing which a 

prudent person acting in a like capacity and familiar with those matters would use 

in the conduct of an activity of like character and purpose;  

(4)  impartially, taking into account any differing interests of participants and 

beneficiaries;  
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(5) incurring only costs that are appropriate and reasonable; and  

(6) in accordance with a good faith interpretation of this chapter. 

There has been little guidance on application of these fiduciary standards from the South 

Carolina courts or Attorney General.  However, the standards mirror common law trust fund 

fiduciary principles that are generally applicable to trustees at public pension funds across the 

United States and that provide guidance for interpretation of the Employees Retirement 

Income Security Act (ERISA) that cover private pension funds.  Indeed, South Carolina adopted 

the description of fiduciary duties that is set forth in the Uniform Management of Public 

Employees Retirement Security Act (UMPERSA), which were derived from general trust law.  

See UMPERSA at p. 23. Accordingly, common law principles and discussion of fiduciary duties in 

UMPERSA likely provide guidance for application of PEBA's fiduciary duties.  Several aspects of 

those duties are particularly relevant to PEBA's responsibilities.  

Duty of Loyalty Runs to Participants and Beneficiaries   

Trustees have a duty to act solely in the interest of beneficiaries of the trust and are strictly 

prohibited from engaging in transactions that involve or create a conflict of interest between 

the trustee's fiduciary duty to the beneficiaries and his or her personal interests.  (See 

Restatement Third of Trusts § 78.)  A trustee has a duty to not be influenced by the interests of 

any third person or by motives other than the purposes of the trust.  (See id. at comment (f)).  

South Carolina has certified this duty in S.C. Code Ann. § 9-16-40, which states that PEBA 

member's fiduciary duties be discharged "solely in the interest of the retirement systems, 

participants, and beneficiaries." 

For example, a board member's actions cannot be motivated to appease/benefit the taxpayers 

or the officer who appointed the board member to PEBA.  A focus on serving taxpayer or 

political interests could be seen as a violation of S.C. Code Ann. § 9-16-40 and involve a conflict 

between the board member's personal interest in protecting his or her position on the PEBA 

board and interests of the Retirement System's beneficiaries.  Indeed, as explained in the 

UMPERSA: "this duty [of loyalty] includes the obligation to set aside the interests of the party 

that appoints a trustee or fiduciary." UMPERSA at p. 23.  Because PEBA board members have a 

duty to not be influenced by personal agendas or the interests of any third party; actions 

intended to benefit the taxpayers or an appointing authority over the interests of trust fund 

participants and beneficiaries could result in a breach of the duty of loyalty. 
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Moreover, because appointed PEBA board members serve at the pleasure of their appointing 

authority under S.C. Code Ann. §9-4-10, they inherently face challenges of conflicting pressures.  

The member could be "exposed . . . to the temptation of considering interests other than those 

of the trust beneficiaries" which could cause a breach of the board member's duty of loyalty. 

(See Restatement Third of Trusts § 78, comment (e)).  The temptation to overlook fiduciary 

obligations in favor of directives from the board member's appointing authority is ever present 

where an appointee may be removed from the PEBA board without cause at any time.  By 

having PEBA board appointees serve at the pleasure of the appointing authority, the current 

statutory structure might even increase exposure to fiduciary liability by creating the automatic 

appearance of a conflict of interest. 

Duty of Care   

An overarching duty of all Trustees is to administer the Retirement System with the care, skill, 

and caution under the circumstances then prevailing that a prudent person in a like capacity 

and familiar with those matters would take.  See S.C. Code Ann. § 9-16-40(3).  It is this duty of 

care that supplies the standards by which to determine what is considered "prudent."  The duty 

is an objective measure that compares the actions of the Trustee to a prudent person "in a like 

capacity and familiar with the matters" of the Retirement System.  As such, Trustees are held to 

a higher standard than members of non-fiduciary boards.  

Duty of Impartiality   

PEBA Trustees have a duty under S.C. Code Ann. § 9-16-40 to administer the trust in a manner 

that is impartial with respect to the various beneficiaries.  (See also Restatement Third of Trusts 

§ 79).  Impartial does not necessarily mean equal, but it does mean that a trustee's treatment 

of beneficiaries or conduct in administration of the trust should not be influenced by favoritism 

(or animosity) toward any individual beneficiary or group of beneficiaries. (See id. at comment 

(b)).  Rather, trustees must balance beneficiaries' competing interests in a manner consistent 

with the beneficial with the terms and purposes of the trust.  (See id. at comments (b) and (c)).  

Trustees must make "diligent and good faith efforts to identify, respect and balance" the 

varying beneficial interests under the trust. (See id. at comment (c)).   

This also means that, even if a Trustee is appointed as a representative of a certain group of 

participants, once on the Board, the Trustee must consider and treat the interests of all 

participants and beneficiaries impartially.  "[It] is as improper for a fiduciary to take actions for 

the purpose of benefiting a third person as it is for a fiduciary to act in its own interest. In the 
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retirement setting, it is important to note that this duty includes the obligation to set aside the 

interests of the party that appoints a trustee or fiduciary."  UMPERSA § 7 Comments. 

Relatedly, Trustees have a duty to treat employees at different employers fairly and impartially.  

Again, Trustees are not obligated to treat all employees equally, but the duty of impartiality 

imposes limits on the Trustees' ability to divert trust assets to a set (or subset) of employers 

that would unreasonably benefit certain employees at the expense of other beneficiaries.  

Strict Standard 

The fiduciary duties outlined above are stricter and more extensive than those applied to other 

public officials.  Because of this objective, statutory standard, fiduciaries are often granted a 

level of independence not allowed for other public officials.  The rationale for this is described 

in UMPERSA:  

[It] permits trustees to perform their duties in the face of pressure from others 

who may not be subject to such obligations.  In the absence of independence, 

trustees may be forced to decide between fulfilling their fiduciary obligations to 

participants and beneficiaries or complying with the directions of others who are 

responding to a more wide-ranging (and possibly conflicting) set of interests.  

UMPERSA at pp. 16-17.  

Moreover, pension Trustees are held to a higher standard of conduct than corporate directors.  

For example, the Trustees' duty of loyalty precludes them from any self-dealing or conflicts of 

interest, whereas corporate fiduciaries are generally permitted to enter into related-party 

transactions involving conflicts with appropriate disclosure.  See Restatement Third of Trusts §§ 

8 and 144 and S.C. Code Ann. § 33-8-310 ("A conflict of interest transaction is not voidable by 

the corporation solely because of the director's interest in the transaction if any one of the 

following is true:  (1) the material facts of the transaction and the director's interest were 

disclosed or known to the board of directors or a committee of the board of directors, and the 

board of directors or a committee authorized, approved, or ratified the transaction; (2) the 

material facts of the transaction and the director's interest were disclosed or known to the 

shareholders entitled to vote and they authorized, approved, or ratified the transaction; or 

(3) the transaction was fair to the corporation."). 
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II. Co-Fiduciary Oversight Obligations 

Concerns have been raised as to what fiduciary obligations PEBA has if the State Treasurer 

failed to timely release funding for an investment manager duly approved by the statutorily-

designated fiduciary with sole investment authority or failed to observe statutory duties for the 

trust funds.  In short, as a named fiduciary, PEBA would have common law obligations to take 

reasonable actions to prevent or respond to an apparent co-fiduciary breach. 

Even where the Treasurer believes he is doing the right thing, case law suggests that a fiduciary 

can unintentionally violate its duty of loyalty when subjectively acting with good intentions and 

in accordance with his individual view of what fiduciary responsibilities require.  (See e.g., 

Fletcher Cyclopedia of the Law of Corporations § 837.60 (2010 Ed.); In Re Mony Group, Inc. 

Shareholder Lit., 853 A.2d 661 (Del. Ch. 2004); Esophs Creek Value Lp v. Hauf, 913 A.2d 593 

(Del. Ch. 2006)).   

For example, the Delaware Court of the Chancery has noted that the fiduciary duty of loyalty 

imposes an affirmative obligation to protect and advance the interests of the corporation and 

that a fiduciary may not engage in conduct that is adverse to the interests of the corporation.  

(Shocking Technologies, Inc. v. Michael, 2010 WL 4482838 (Del. Ch. 2012)).  Though this 

Delaware case concerns fiduciaries of a corporation rather than a retirement system, the facts 

of the case are fairly analogous.  A single fiduciary acted on his own to interfere with the 

actions of the Board and the interests of the corporation.  Thus, the issue before the Delaware 

Court was whether a fiduciary could violate his fiduciary duty of loyalty by subverting the 

decisions of the board as a whole, even though acting in good faith.  

The Delaware Court ultimately held that, while an aspect of good faith is encompassed in the 

duty of loyalty, it would be difficult to reconcile disloyal conduct with its likely "foreseeable 

(and intended)" consequences of causing serious harm to the corporation with the fiduciary 

duty of loyalty.  That is, fiduciaries can unintentionally violate the duty of loyalty even while 

claiming to act in subjective good faith.  

Consequently, it could be that even when the Treasurer is acting with good intentions, pursuant 

to the Treasurer's perceived fiduciary duties in one role, the Treasurer could unintentionally 

violate fiduciary monitoring or oversight duties to beneficiaries in one of his other fiduciary 

roles.  It seems that the increased risks of fiduciary liability that result from the Treasurer being 

placed in multiple fiduciary roles with potentially conflicting obligations merit further 

consideration by policymakers.  
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The common law duty of prudence requires a trustee to exercise reasonable care, which, in 

turn, includes a duty to respond to apparent breaches by fellow trustees.  (See e.g., 

Restatement Third of Trusts § 77).  Failure to respond to wrongdoing by fellow trustees can, in 

some instances, lead to co-fiduciary liability. (See generally, Restatement Third of Trusts § 81).  

Consequently, the PEBA cannot turn a blind eye to evident misconduct by the Treasurer or its 

other co-fiduciaries, whether or not the breach is intentional. However, this does not 

contemplate proactive monitoring or interference with duties that have been assigned by 

legislation to another fiduciary or co-trustee.8  It is sometimes described as an obligation to 

take an "eyes open but nose out" approach to potential misconduct or breach by co-fiduciaries.  

The complex web of multiple co-fiduciaries with unclear overlapping duties established under 

South Carolina law makes this a particularly daunting task. 

 

III. Fiduciary Ambiguities Affecting PEBA  

Number of Fiduciaries Blurs Authority and Accountability  

The South Carolina Retirement System has four separate named fiduciaries with overlapping 

authority.  The sources of these overlapping authorities are the following statutory provisions.  

Budget and Control Board ("BCB")9 

 Named Trustee (S.C. Code Ann. § 9-1-1310)  

 Fiduciary status as Trustee 

  

Treasurer  

 Custodian of the funds (S.C. Code Ann. § 9-1-1320)  

 "Other fiduciary" in role as custodian (S.C. AG Op. November 16, 2011)  

 However, the custodian has a ministerial role only, with no investment authority (S.C. 

AG Op. November 16, 2011)  

 Commissioner on RSIC (S.C. Code Ann. § 9-16-315)  

 Member of BCB (S.C. Code Ann. § 1-11-10) 

                                                      
8
 This is distinct from the situation where a fiduciary delegates fiduciary responsibility to another party, when it has 

a proactive obligation to exercise prudence in selecting, instructing and monitoring the party.  Restatement of Trusts, 

Third, §§ 77 and 81. 

9
 Effective July 2015, the Department of Administration or State Fiscal Accountability Authority. 
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Retirement System Investment Commission (RSIC)  

 Vested with exclusive investment authority (S.C. Code Ann. § 9-16-20)  

 

Public Employee Benefit Authority (PEBA)  

 Named Trustee (S.C. Code Ann. § 9-1-1310)  

 Executive Director is non-voting Commissioner on RSIC (S.C. Code Ann. § 9-16-315)  

 Directed by statute to (1) manage health plans and benefits and (2) approve a plan of 

benefits, eligibility and contributions for the health plans (S. C. Code Ann. § 1-11-710) 

 

These authority and responsibility mismatches, as well as the overlaps and ambiguity around 

duties statutorily allocated amongst the Retirement System's fiduciaries, create the potential 

for conflicts and uncertainty as to which fiduciary has what authority and responsibility under 

what circumstances.  The overlaps transcend personalities of current incumbents and present 

inherent issues in regard to who has accountability for shared responsibilities.  

As was described in the Fiduciary Audit of the RSIC, the potential for conflicts is demonstrated 

most acutely by the multiple statutory roles assigned to the South Carolina State Treasurer and 

the impact of that overlap on the RSIC.  However, this overlap also has consequence for the 

PEBA.  Specifically, (1) that the Treasurer is a member of the BCB, which is a co-trustee with 

PEBA over the Retirement System; (2) that the BCB retains some oversight authority over the 

PEBA; and (3) overlapping responsibilities of the PEBA and the RSIC could impact how the PEBA 

is able to satisfy its fiduciary obligations.  

Relationship between Treasurer, Budget Control Board and PEBA  

One of the Treasurer's fiduciary roles for the retirement system is as a member of the BCB.  As 

further discussed below, the BCB appears to hold legal title to the retirement system's funds 

and appears to have both statutory and common law fiduciary responsibilities as a Trustee.  For 

example, under common law trust principles, trustees are obligated to administer the trust in 

good faith, with prudence, and in accordance with their other fiduciary duties.  (See e.g., 

Restatement Third of Trusts § 70). The duty of prudence requires a trustee to exercise 

reasonable care, which, in turn, includes a duty to monitor the trust and fellow trustees.  (See 

e.g., Restatement Third of Trusts § 77).  Failure to monitor the trust and fellow trustees can, in 

some instances, lead to co-fiduciary liability. (See above discussion and Restatement Third of 

Trusts § 81).  Consequently, as a member of the BCB, the common law of trusts appears to give 
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the Treasurer and BCB some degree of ambiguous oversight responsibility for the retirement 

system, which could expose the Treasurer and/or BCB to liability.  

Adding to the potential for conflict is the confusion surrounding the role of BCB (whose powers 

are soon to be transferred to the Department of Administration and State Fiscal Accountability 

Authority) as co-trustee.  The BCB, or its successor, is statutorily designated as a co-trustee of 

the retirement system. (S.C. Code Ann. § 9-1-1310 now provides, "The South Carolina Public 

Employee Benefit Authority and the State Budget and Control Board, or its successor, are co-

trustees of the retirement system . . . in performing the functions imposed on them by law in 

the governance of the Retirement System.").   

The BCB, however, has very limited statutorily-identified duties for the Retirement System.10 

Rather, nearly all duties were divided between the RSIC and the PEBA when they were created. 

( S.C. Code § 9-16-315 (G) says, "All of the powers and duties of the State Budget and Control 

Board as investor in equity securities and the State Treasurer's function of investing in fixed 

income instruments are transferred to and devolved upon the Retirement System Investment 

Commission."  Furthermore, S.C. Code Ann. § 9-4-10(H) provides that, "Effective July 1, 2012, 

the following offices, divisions, or components of the State Budget and Control Board are 

transferred to, and incorporated into, an administrative agency of state government to be 

known as the South Carolina Public Employee Benefit Authority:  (1) Employee Insurance 

Program; and (2) the Retirement Division.")  

Nevertheless, case law suggests that the BCB, as a named trustee, holds legal title to retirement 

fund assets.  See Hamiter v. Retirement System of the South Carolina Budget & Control Board, 

484 SE.2d 586 (S.C. 1997).  While Hamiter was decided prior to the formation of the PEBA, the 

case may still be good law, as the court held that the BCB holds legal title to the assets because 

the BCB was statutorily designated as a trustee, which designation still remains.  This further 

confuses the extent of authority and responsibility held by the BCB as a co-trustee.  

Transfer of BCB Functions  

Recent South Carolina legislation (Act 121) eliminates the BCB effective July 2015 and transfers 

its Retirement System oversight functions to the Department of Administration or State Fiscal 

Accountability Authority (SFAA). However, the statute designating BCB as co-trustee (S.C. Code 

                                                      
10

 Other than being named a co-trustee of the Retirement System, the BCB's only other statutory duty is approval 

authority over all PEBA policy determinations (discussed below). See S. C. Code Ann. § 9-4-45. 
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Ann. § 9-1-1310) was not amended as part of this bill.11  Sections 2A and 18A of Act 121 contain 

ambiguous language on allocation of BCB powers to the Department of Administration and 

State Fiscal Accountability Authority.  While history of the Act indicates that the General 

Assembly's intent was to transfer PEBA responsibilities to the SFAA, if the overlapping co-

trustee structure is maintained, we recommend that future legislation replace references to the 

BCB in §§ 9-1-1310 and 9-4-45 with references to the SFAA in order to provide greater clarity 

that the SFAA is co-trustee of the Retirement System and the holder of PEBA policy approval 

powers.  

Relationship between PEBA and BCB   

In addition to retaining a designation as trustee, it appears as though the BCB also retains 

approval authority over all policy determinations of the PEBA.  (S.C. Code Ann. § 9-4-45 says, 

"(A) Policy determinations made by the South Carolina Public Benefit Authority are subject to 

approval by the State Budget and Control Board or its successor, evidenced by a majority vote 

of the board. (B) For purposes of this section, policy determination means a determination by 

law required to be made by the South Carolina Public Benefit Authority in its administration of 

the Employee Insurance Program relating to coverage changes and premium increases and in 

its administration of the Retirement Division, actuarial assumptions governing the retirement 

system and adjustments in employer and employee contributions.")  The statute refers to 

policy determinations of the "Public Benefit Authority" rather than the PEBA, but it seems that 

these are the same entity.   

For example, the statute specifically references policy determinations with regard to the 

Employee Insurance Program and the Retirement Division, which are the two divisions 

specifically transferred from the BCB to the PEBA.  Consequently, it appears that the BCB 

retains some statutory authority related to the Retirement Systems and the RSIC in that the 

BCB must approve any PEBA policy determination with regard to coverage changes and 

premium increases, which could impact how effectively PEBA can manage the Employee 

Insurance Program. 

                                                      
11

 Section 2.A of Act 121, on July 1, 2015, transfers all functions, powers, duties, responsibilities, and authority of 

the BCB related to executive functions, except as otherwise provided by law, to the Department of Administration.  

However, Section 18.A of the Act (which establishes the State Fiscal Accountability Authority) also gives the SFAA 

authority to decide any matters that would have previously been referred to the BCB for decision, where the 

procedure for the decision is not specifically provided for by general law.  While we were advised that legislative 

intent was to transfer BCB Retirement System functions to the SFAA, these two Act Sections could be read as 

ambiguous and become the source of future conflict regarding the exercise of Retirement System oversight 

functions. 
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Relationship between PEBA and RSIC  

A final level of ambiguity exists in the allocation of retirement system management and 

administration responsibilities between the PEBA and the RSIC.  For example, the RSIC and the 

PEBA have agreed to assign responsibility for the accounting and audit functions of the 

Retirement System to the PEBA.  (See Article II of the Memorandum of Understanding dated 

January 15, 2014.)  However, it is not clear that PEBA has been statutorily granted this 

authority, as the RSIC has exclusive authority over the investment management of the 

Retirement System assets.  (See S.C. Code Ann. § 9-16-20.)  On the other hand, accounting and 

audit functions may be more akin to administration of the Retirement System, which is the 

statutory responsibility of the PEBA under S.C. Code Ann. § 9-4-30.  

Either way, RSIC and PEBA have worked out a resolution of this ambiguity through the 

Memorandum of Understanding.  If PEBA does not have clear statutory responsibility for 

accounting and audit functions, RSIC does have the ability to delegate this responsibility to 

PEBA under RSIC's delegation authority in S.C. Code Ann. § 9-16-30.  Nevertheless, this 

illustrates another level of ambiguity in assignment of fiduciary authority and responsibility 

amongst the various entities with fiduciary duties. If personalities and agendas were to change 

at the two agencies, this ambiguity in assignment of authority and responsibility could also 

generate conflicts. 

 

IV. Trust Assets are not State Funds 

The funds and assets of the Retirement Systems are statutorily designated as "not funds of the 

State," and are required to be held in trust for the intended beneficiaries.  S. C. Stat. Ann. § 9-1-

1310(C).  The funds and assets of the South Carolina Retiree Health Insurance Trust fund and 

the South Carolina Long Term Disability Insurance Trust fund are also statutorily required to be 

held in trust for the benefit of employees and retirees and are distinct from the general funds 

of the State.  S. C. Stat. Ann. §§ 1-11-705(A), 1-11-707(A).  Additionally, the funds and assets 

received for health and dental insurance premiums, which are set aside in a separate account in 

the State Treasury under S. C. Stat. Ann. § 1-11-710(A)(4), appear to be covered by similar legal 

duties and may be construed as being held in an informal trust.  (See below discussion.) 

Use of the funds and assets of these trust funds (and the separate insurance account in the 

Treasury) is limited to the exclusive benefit of the participants and beneficiaries of the system 

to provide the benefits identified by statute.  See e.g., S.C. Stat. Ann. § 9-1-20 ("A retirement 
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system is hereby established and placed under the management of the board for the purpose 

of providing retirement allowances and other benefits for teachers and employees of the State 

and political subdivisions or agencies or departments thereof.")  S.C. Stat. Ann. § 1-11-710(A)(4) 

("Funds credited to these accounts may be used to pay the costs of administering the state 

health and dental plans and may not be used for purposes of other than providing insurance 

benefits for employees and retirees.")  S.C. Stat. Ann. § 1-11-710(A)(1) (PEBA "board shall make 

available to active and retired employees of this State and its public school districts and their 

eligible dependents group health, dental, life, accidental death and dismemberment, and 

disability insurance plans and benefits in an equitable manner and of maximum benefit to those 

covered within the available resources.")  As discussed below, Trustees appear to owe similar 

legal duties to the participants and beneficiaries of all the insurance benefit programs..    

Accordingly, as trustees of the retirement and benefit plans, PEBA members' legal duties run 

primarily to the participants and beneficiaries of those plans and not to any third parties.  That 

being said, third parties who are stakeholders in the plans (e.g., taxpayers, appointing 

authorities, employers, vendors, or other interested parties) can influence the success or 

viability of the plans and their interests can be taken into account.  PEBA members' actions 

simply cannot be motivated by service to those third party stakeholders in derogation of their 

primary fiduciary obligations to plan participants and beneficiaries.  

 

V. Legal Standards Applicable to PEBA Management of Insurance Funds   

The PEBA Board's duties owed to participants and beneficiaries of the insurance plans do not 

arise from the same statutory provision as for the retirement system. South Carolina statute 

section 9-16-40, "Standards for discharge of duty," applies only "with respect to a retirement 

system."  (Emphasis added.)  Consequently, the fiduciary standard in section 9-16-40 does not 

apply to PEBA with respect to the insurance programs.   

Nevertheless, funds of the retiree health insurance and the disability insurance funds are held 

in trust and the PEBA Board is statutorily designated as trustee for those funds under S.C. Code 

Ann. §§ 1-11-705 and .1-11-707.  In addition, although funds of other employee insurance plans 

are not explicitly placed into trust funds,12 a similar standard of loyalty as is used for the 

Retirement System applies to the PEBA Board in administering all insurance funds.  S.C. Code 

                                                      
12

 Under S.C. Code Ann § 1-11-710(A)(4) all funds received for employee health and dental insurance premiums are 

set aside in a separate account in the Treasury rather than being placed in a trust.   
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Ann. § 1-11-710 explicitly requires the PEBA Board to administer group health, dental, life, 

accidental death and dismemberment, and disability insurance plans and benefits for active and 

retired employees "in an equitable manner and of maximum benefit to those covered within the 

available resources."  (Emphasis added.)   In addition, S. C. Stat. Ann. § 1-11-710(A)(4) limits 

funds received for health and dental insurance premiums to being used only for providing 

insurance benefits to employees and retirees, not for any other purpose.   

These provisions seem to apply the substantial equivalent of the Retirement System's 

"exclusive benefit" fiduciary loyalty standard. Consequently, PEBA board members are either 

designated trustees or are subject to loyalty and impartiality standards in administering the 

insurance plans similar to those applied to the Retirement System.   

Furthermore, even the insurance funds not being placed in a formal trust are used to provide 

insurance benefits and could be found to be held in an informal trust.  Informal trusts can be 

created without an express statement that the arrangement is intended to be a trust.  See 

Restatement Third of Trusts § 91, comment h.  The Restatement Third of Trusts provides the 

following example of an informal trust: a person gives a second person a check or specific asset 

with some understanding that the latter is to hold and manage the property as a trustee for the 

benefit of the transferor or one or more others.  Id.   

Because the PEBA collects various contributions from employers and employees, most of which 

are placed into trust funds for purposes of providing retirement and insurance benefits, it is 

likely that those employers and employees would reasonably expect that all funds collected for 

employee insurance benefits are similarly held in trust for the benefit of the employees.  

Accordingly, PEBA board members may be considered trustees even without a formal trust and 

be subject to common law fiduciary principles.     

As a potential de facto trustee for these insurance programs, it appears likely a court would find 

that PEBA is subject to the same fiduciary principles discussed above for all retirement and 

insurance benefit funds.  Because most of the same insurance program employers and 

employees also participate in retirement system, they could reasonably expect that the same 

fiduciary standards would apply if an informal trust relationship were found to exist.   

Nevertheless, there is some ambiguity as to applicability of trust fund status and fiduciary 

standards for management of funds that are not explicitly held in statutory trust funds, such as 

monies for the Employee Health and Dental Insurance Programs.  While we do not believe that 

a statutory fix is required, to provide greater clarity, PEBA could seek legislative action explicitly 

placing all insurance benefit funds into an employee benefits trust.  PEBA could be statutorily 
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designated as trustee of these insurance plan assets, and the fiduciary standard applicable to 

the retirement system could be specifically expanded to apply to them.   
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From RSIC Report - Potential Options for Realignment of the Duties of the State Treasurer  

Option Description 

Status Quo: 
Custodian: Treasurer  
Relationship: Treasurer 

• No significant changes 
• The Treasurer remains the custodian 
• STO implements its new Custody Officer role 
• RSIC proceeds to implement its investment administrator role 
• This structure is unique to South Carolina among U.S. state 

investment boards with an independent investment staff 

Option 1: Improved Status 
Quo 
Custodian: Treasurer  
Relationship: RSIC 

• The Treasurer remains the custodian 
• The Treasurer delegates authority to RSIC to conduct custodial 

bank selection, negotiate the contract, and manage the contract 
and relationship for the retirement funds 

• Authorization processes are streamlined to not require STO 
signatures and utilize electronic payment authorization 

• Service level agreement and performance feedback are 
implemented by RSIC 

• The internal accounting system is updated (not related to 
custodian) 

• Similar to Washington State Investment Board (WSIB) structure 

Option 2: RSIC Custody 
Relationship  
Custodian: Treasurer  
Relationship: RSIC 

• The Treasurer retains the title of Custodian 
• Legislative change provides for delegation of authority to RSIC to 

conduct custodial bank selection, negotiate the contract, and 
manage the contract and relationship for the retirement funds 

• Similar to the Illinois State Board of Investments (ISBI) and New 
Mexico ERB structure 

Option 3: PEBA as 
Custodian 
Custodian: PEBA 
Relationship: RSIC 

• Legislative change provides for: 
─ PEBA to become the custodian of record 
─ RSIC to contract with its own custodial bank and manage the 

custodial bank relationship for the retirement funds 
• Similar to the Minnesota State Board of Investments (SBI) structure 

Option 4: RSIC as 
Custodian 
Custodian: RSIC 
Relationship: RSIC 

• Legislative change provides for RSIC to become the custodian of 
record and to contract with its own custodial bank and manage the 
custodial bank relationship for the retirement funds 

• Similar to Florida SBA, Massachusetts PRIM, West Virginia IMB, and 
SWIB structure 
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Sample Federal Governmental Health Plan Compliance Items 

 

1. Applicable federal laws: 

 Civil Rights Act (Title VII) 

 Affordable Care Act (ACA) 

o Benefit Mandates  

o Employer Shared Responsibility  

 Mental Health Parity and Addiction Equity Act (self-funded plans can elect to opt-

out) 

 Women's Health and Cancer Rights Act (self-funded plans can elect to opt-out) 

 Newborns' and Mothers' Heath Protection Act (self-funded plans can elect to opt-

out) 

 Family Medical Leave Act 

 Uniformed Services Employment and Reemployment Act (USERRA) 

 Age Discrimination in Employment Act 

 Americans with Disabilities Act (ADA) 

 Health Information Technology for Economic and Clinical Health Act (HITECH) 

 Title VII of the Civil Rights Act and Pregnancy Discrimination Act 

 Genetic Information Nondiscrimination Act – Employment Nondiscrimination 

Requirements 

 Medicare Secondary Payer Requirements 

 Medicare Part D (If prescription drug coverage is offered through the plan to 

Medicare Part D eligible individuals) 

 HMO Nondiscrimination Requirement (if offer an HMO) 

 TRICARE Requirements 

 Public Health Service Act (PHSA) 

 Health Insurance Portability and Accountability Act (HIPAA)  

o Portability 

o Administrative Simplification (Privacy and Security)  

 Continuation Health Coverage (COBRA) 

 Internal Revenue Code 

o Cafeteria plan? 

o Non-discrimination testing (self-funded only) 

2. Applicable state laws 

 Article X, section 16, South Carolina Constitution 

 Title 1, Chapter 11 of S.C. Code 
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Sample Retirement Plan Compliance Items 

 

1. Applicable federal laws:  

 Internal Revenue Code 

o Determination letters (as applicable) 

o Correction filings (as applicable) 

 Uniformed Services Employment and Reemployment Rights Act (USERRA) 

 Veterans Reemployment Rights Act (VRRA) 

 Civil Rights Act (Title VII) 

2. Applicable state laws 

 Article X, section 16, South Carolina Constitution 

 Title 9 of S.C. Code 
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Background: 

Over the past three years, there have been multiple inquiries by the State of South Carolina’s 

Treasurer and his staff (STO) regarding certain disclosures within the footnotes of the Public 

Employee Benefit Authority’s (PEBA) audited Comprehensive Annual Financial Report (CAFR).  

These inquiries have generally focused on the integrity of the financial statements related to: 

1) The appropriateness of footnote disclosures associated with Investment Commitments. 

2) The completeness and accuracy of Commitment amounts disclosed within the financial 

statements. 

3) The implications of “additional commitments exist to underlying investments within 

strategic partnerships”. 

STO has expressed concern that these issues may have “significant impact on our ability to issue 

state debt at terms most favorable to SC.”  These inquiries have included various phone 

conversations and email correspondence between STO and PEBA’s state appointed external 

audit firm CliftonLarsonAllen, LLP (CLA).  Note: CliftonLarsonAllen has performed a 

comprehensive audit of PEBA’s CAFR financial statements and disclosures (including footnotes) 

since PEBA’s formation in 2012.   

The role of the external financial auditor is to express an opinion over the client’s financial 

statements (including relevant disclosures).  In PEBA’s case, the external auditor expressed an 

unqualified opinion over the financial statements in each year.  This type of report is issued by 

an auditor when the financial statements presented are free of material misstatements and are 

represented fairly in accordance with the Generally Accepted Accounting Principles (GAAP). 

This means that the entity’s financial condition, position, and operations are fairly presented in 

the financial statements.  

An Unqualified Opinion indicates the following: 

1. The Financial Statements have been prepared using the Generally Accepted Accounting 

Principles which have been consistently applied; 

2. The Financial Statements comply with relevant statutory requirements and regulations; 

3. There is adequate disclosure of all material matters relevant to the proper presentation 

of the financial information subject to statutory requirements, where applicable; 



Appendix E: Inquiry Concerning Footnotes to the CAFR 

E-4 
Funston Advisory Services LLC 

 

4. Procedures have included evaluating information and account transactions provided by 

third parties (such as the RSIC) to reach their conclusion over PEBA’s financial 

statements and disclosures taken as a whole; 

5. Any changes in the accounting principles or in the method of their application and the 

effects thereof have been properly determined and disclosed in the Financial 

Statements. 

Despite these unqualified opinions, the STO has continued to raise questions and, most 

recently, FAS received an inquiry from the State Treasurer’s Office forwarded by the State 

Inspector General on Sunday, November 2, 2014.  In that inquiry, STO raised questions about a 

Commitments spreadsheet prepared by RSIC which did not include the Lighthouse hedge fund. 

Because Lighthouse was not on the list, STO raised a concern that the reader would not 

“suspect the amount committed would rise by almost $5 billion dollars…certainly a material 

amount.” The Inspector General asked that we look into this matter as part of our fiduciary 

performance audit. 

 

Our Process of Review 

We assessed PEBA’s disclosures as follows: 

 A comparison of PEBA disclosures and processes and compared them to the CAFR 

framework;  

 Reviewed the correspondence between STO and CLA; 

 Reviewed the June 30, 2013 PEBA CAFR Report emphasizing the Commitments footnote 

found on page 55 of the document; 

 Reviewed the June 30, 2014 PEBA CAFR Report provided to us on November 24, 2014, 

emphasizing the Commitments footnote found on page 36; 

 Reviewed the South Carolina Retirements Systems Investment Commission’s Board 

Meeting Minutes from May 17-18, 2012 which references the approved capacity for the 

Lighthouse strategic partnership (page E-28); the minutes also helped obtain an 

enhanced understanding of the investment decision process and proposed changes to 

improve the level of transparency in financial disclosures; 
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 Reviewed the June 30, 2014 South Carolina Retirements System Investment Commission 

Commitments spreadsheet provided in an email message to Funston Advisory Services 

on Sunday, November 2, 2014; 

 Compared the language used in PEBA’s disclosure to six other similar state employee 

benefit systems; 

 Compared the format and level of detail between PEBA’s disclosures and those of the 

other systems; 

 Held conference calls with the following individuals to obtain an understanding of the 

commitment disclosures and background: 

o Thomas Rey– CliftonLarsonAllen, Partner 

o Jon Rychener – RSIC, Director of Investment Reporting & Performance 

o Andrew Chernick – RSIC, Director of Operations and Operational Due Diligence 

o John Page – PEBA, Director of Internal Audit 

o Tammy Nichols – PEBA, Director of Retirement Systems Finance 

o Faith Wright – PEBA, Manager of Accounting 

 

Summary Conclusions 

Based on the procedures performed above, Funston Advisory Services LLC concludes:  

1) The footnote disclosures associated with Investment Commitments are appropriate and 

consistent with the requirements of a Comprehensive Annual Financial Report (CAFR) as 

required by the Government Accounting Standards Board and are consistent with 

Generally Accepted Accounting Principles (GAAP) and the disclosures of a sample of 

peer systems 

2) The commitment amounts and fund manager types disclosed within the financial 

statements are appropriate.  RSIC does not have outstanding unfunded capital 

commitments to hedge funds such as Lighthouse. 

3) STO has identified a statement in the PEBA CAFR footnote which has an ambiguous 

reference to outstanding capital commitments and drawn an erroneous conclusion that 

further commitments exist beyond those stated in the CAFR.  PEBA has acknowledged 
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the ambiguity and has revised the footnote for the FY2014 CAFR by including additional 

voluntary disclosures regarding approved funding levels for strategic partnerships and 

their current level of actual funding.  It should be noted, however, that the FY2013 

footnote met all reporting guideline requirements. 

 

Findings and Observations: 

The following pages describe our analysis of findings and observations that led to these 

conclusions and includes: 

A. The legal and accounting framework for the proper presentation of CAFR information 

B. Benchmark examples of CAFR footnote disclosures by other systems 

 

A. The Legal and Accounting Framework 

CAFR Disclosure Requirements: 

The financial reports of a state, municipal or other governmental entity must comply with the 

accounting requirements promulgated by the Governmental Accounting Standards Board 

(GASB). GASB provides standards for the content of a Comprehensive Annual Financial Report 

(CAFR) in its annually updated publication Codification of Governmental Accounting and 

Financial Reporting Standards.   

A CAFR is "compiled" by a state, municipal or other governmental accounting staff and 

"audited" by an external American Institute of Certified Public Accountants (AICPA) certified 

accounting firm utilizing GASB requirements. 

 

B. A Sample of Other System Disclosures 

Commitment Footnote Disclosures: 

The following discussion provides comparisons between PEBA’s footnote disclosure of capital 

Commitments and those of six other state employee benefit systems.   

PEBA’s Commitments Disclosure Footnote: 

“The Investment Commission on behalf of the Systems, has entered into 

contractual agreements with numerous alternative investment managers and is 

http://en.wikipedia.org/wiki/Governmental_Accounting_Standards_Board
http://en.wikipedia.org/wiki/American_Institute_of_Certified_Public_Accountants
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committed for future funding of private equity, real estate and opportunistic 

credit limited partnerships. As of June 30, 2013, the Systems had committed to 

fund various limited partnerships in the total amount of $3.964 billion (U.S. 

dollars) and €277 million (Euros). The total unfunded commitment as of June 30, 

2013, was $1.173 billion (U. S. dollars) and €67 million (Euros). The total 

remaining commitment adjusted for cash flows as of September 19, 2013, is 

$1.133 billion (U.S. dollars) and €58 million (Euros). Additional commitments exist 

to underlying investments within strategic partnerships. These underlying 

investments include hedge funds, private equity, real estate, opportunistic credit, 

short duration fixed income, commodities and high yield fixed income.” 
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System CAFR Footnote Disclosure 

Wisconsin 
Department 
of Employee 
Trust Funds 
 

10. Unfunded Capital Commitments (Pg. 37) 
The Core Fund has committed to fund various limited partnerships and side-by-side 
agreements related to its private equity and real estate holdings. Commitments that have 
not been funded total $4.9 billion as of June 30, 2013. Unfunded commitments are not 
included in the financial statements since the amount and timing of the funding is not 
certain. 

Oregon 
Public 
Employees 
Retirement 
System 
 

6. Unfunded Commitments (Pg. 45) 
OIC has entered into agreements that commit the Public 
Employees Retirement Fund (PERF), upon request, to make additional investment 
purchases up to a predetermined amount. As of June 30, 2013, the PERF had $7,072.1 
million in commitments to purchase private equity investments, $2,214.0 million in 
commitments to purchase real estate investments, $491.6 million in commitments to 
purchase alternative equity investments, and $176.3 million in commitments to purchase 
opportunity portfolio investments, which includes $79.8 million in recallable distributions. 
These amounts are unfunded and are not recorded in the Statement of Fiduciary Net 
Position. 

North 
Dakota 
Public 
Employees 
Retirement 
System 
 

NOTE 14 COMMITMENTS (Pg. 50) 
In 2007, the System entered into agreements with Sagitec Solutions, LLC and L.R. 
Wechsler, Ltd for the development of its new integrated benefits administration system. 
The contract with Sagitec is $7.7 million and the contract with L.R. Wechsler is $1 million, 
and the total appropriation for this project is approximately $9.6 million, which was 
anticipated to be fully completed by June 2011. As of June 30, 2013, the System had paid 
$8.6 million towards these contracts. The System delayed implementation of the member 
self-service functionality to 2012, therefore, the final payment was made to Sagitec during 
fiscal year 2013 upon completion of the warranty period. 

New Jersey 
Division of 
Pensions 
and Benefits 
 

Commitments (Pg. 20) 
The Common Pension Funds are obligated, under certain private equity, real estate, real 
asset, and the absolute return strategy alternative investment and global diversified credit 
fund agreements to make additional capital contributions up to contractual levels over the 
investment period specified for each investment.  As of June 30, 2013, the Common 
Pension Funds had unfunded commitments totaling approximately $8.9 billion. 

Los Angeles 
County 
Employees 
Retirement  
Association 
 

Capital Commitments LACERA real estate, private equity, and activist investment 
managers identify and acquire investments on a discretionary basis. Each manager’s 
investment activity is controlled by the LACERA Manager Investment Plan, which identifies 
the limitations on each manager’s discretion. Such investment activities are further 
restricted by the amount of capital allocated or committed to each manager. Both the 
Manager Investment Plan and capital commitments are subject to approval by the BOI 
and may be updated as often as necessary to reflect LACERA investment preferences, as 
well as changes in market conditions.  
As of June 30, 2013, outstanding capital commitments to the various investment 
managers, as approved by the BOI, totaled $3.02 billion. Subsequent to June 30, 2013, 
LACERA funded $160 million of these capital commitments. 

State 
Employees’ 
Retirement 
System of 
Illinois 
 

Investment Commitments (Pg. 23) 
The ISBI’s real estate and private equity investment portfolios consist of passive interests 
in limited partnerships. The ISBI had outstanding commitments to these limited 
partnerships of approximately $278 million and $478 million, as of June 30, 2013 and 
2012, respectively. Also, at the end of fiscal year 2013 and 2012, the ISBI had outstanding 
commitments of $7 million and $196 million, respectively, to separate real estate 
accounts. Also at the end of fiscal year 2013 and 2012, the ISBI had outstanding amounts 
of $60 million and $63 million, respectively, committed to real assets. The ISBI would fund 
outstanding commitments by utilizing available cash and then selling liquid securities in 
the portfolio as necessary. 
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Conclusion 1: 

The footnote disclosures associated with Investment Commitments are appropriate and 

consistent with the requirements of Comprehensive Annual Financial Report (CAFR) as 

required by the Government Accounting Standards Board and are consistent with Generally 

Accepted Accounting Principles (GAAP) and the disclosures of a sample of peer systems. 

 

STO Inquiry #2: 

“Concerning the issue of SCRS Commitments as discussed in the notes on page 55 of the 

2013 PEBA CAFR: 

The notes reflect contractual commitments of $3.964 billion for the date of June 

30, 2013. 

The attached RSIC spreadsheet is not complete as it omits information on certain 

investments and SP's such as, for example, the 3.2 billion dollar commitment to 

Lighthouse.  The commitments detailed on this incomplete list are $8.9 billion, for 

the date of June 30, 2014.  

The last two sentences of the paragraph vaguely mention some commitments 

not detailed in the notes, but the note does not lead the reader to suspect the 

amount committed would rise by almost $5 billion dollars…certainly a material 

amount. 

This is but one area of the PEBA financials on which that the State Treasurer's 

Office needs clarification as it has significant impact on our ability to issue state 

debt at terms most favorable to SC.”  

 

C. Findings and Observations: 

One of the Investment Commissioners’ roles and responsibilities is to identify and approve 

capacity allocations of investment funds to be implemented by RSIC investment staff.  Once the 

Commission approves a capacity level for a particular investment, a contractual agreement is 

made between the limited partner investor (RISC) and the general partner, such as a real estate 

fund or private equity firm, which obligates the investor to contribute money to the fund, 

typically within a certain time frame.  The investor may pay all of the committed capital at one 
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time, or make contributions over a period of time, often over a number of years.  The different 

between the contractually committed total investment and the amount actually contributed to-

date is the unfunded capital commitment. 

We were told by RSIC that among RSIC’s investments there are only unfunded capital 

commitments for limited partnerships in private equity, private debt, and real estate.  In the 

case of the hedge funds in which RSIC has invested, we were told that all allocated capital must 

be invested up front.  Lighthouse (Investment Partners, LLC) is considered a hedge fund by RSIC 

and has no unfunded capital commitments from RSIC. 

There could be instances where the investment Commission has approved investment capacity 

to a hedge fund which has not been utilized by the investment staff.  In that particular case, the 

Commission’s (RSIC’s) approved funded capacity in excess of actual capital funded is not an 

unfunded capital commitment because any further funding is at the discretion of the 

investment staff and not a commitment.  Even if there is an intention to fund further in the 

future, additional funding would be discretionary and not considered an unfunded capital 

commitment.  Consequently, any investments made through Lighthouse are appropriately 

excluded from the “South Carolina Retirement Systems Investment Commitments” 

spreadsheet.  Additionally, no other hedge funds are listed within the spreadsheet for the same 

reason. 

 

Conclusion 2:  

The commitment amounts and fund manager types disclosed within the financial statements 

are appropriate.  RSIC does not have outstanding unfunded capital commitments to hedge 

funds such as Lighthouse. 

 

STO Inquiry #3: 

Related to the previous matter of Commitments, STO appears concerned that 

differences between what is disclosed in the PEBA financial footnote and the 

Commitment schedule provided by RSIC are due to inappropriate use of terminology in 

the audit opinion. 

As described earlier, the CAFR footnote states “Additional commitments exist to 

underlying investments within strategic partnerships.  These underlying investments 
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include hedge funds, private equity, real estate, opportunistic credit, short duration 

fixed income, commodities and high yield fixed income.”   

This wording may be confusing to the reader as it implies that there are additional 

material fixed commitments that are not reflected in the RSIC Commitments worksheet.  

RSIC has explained that the outstanding commitments to investments within strategic 

partnerships are indeed reflected in the RSIC worksheet and have not been omitted. 

Each strategic partnership has a maximum investment limit which has been approved by 

the RSIC commissioners.  Although some of the funding levels are below the maximum 

approved level, any additional commitments will be at the discretion of RSIC.  Both RSIC 

and PEBA indicate there were no additional material RSIC commitments to further fund 

any of the strategic partnerships.  As a matter of practice, most new investments in the 

strategic partnerships today are being funded out of their allocation and existing 

liquidity.   

 

Findings and Observations: 

STO appears to have assumed that the RSIC Commitment schedule did not include all 

investments because it excluded underlying investment commitments held inside strategic 

partnerships.  Based upon the wording in the footnote, “Additional commitments exist to 

underlying investments within strategic partnerships,” this is not an unreasonable question.  

This misunderstanding gave rise to the concern that the terminology within the audit opinion 

was inappropriate. 

Based upon the inquiries from STO, the CAFR for 2014 contains changes to the footnote to 

remove any ambiguity concerning Commitments.  The changes include removing the statement 

about “additional commitments exist” as well as a schedule which lists each strategic 

partnership with its approved funding level and the current level of existing funding.  These 

changes address the questions asked by STO and improve the clarity concerning RSIC’s 

outstanding Commitments which could generate future capital calls. 

Conclusion 3: 

STO has identified a statement in the PEBA CAFR footnote which has an ambiguous reference 

to outstanding capital commitments and drawn an erroneous conclusion that further 

commitments exist beyond those stated in the CAFR.  PEBA has acknowledged the ambiguity 

and has prepared its FY2014 CAFR footnotes to convey the following additional, voluntary, 

disclosures: 
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 Clarifying the use of hedge fund and commodity investments within the Alternative 

Investments footnote.  The clarifying language that was added specifically notes that 

“hedge fund and commodities investments are typically made on a subscription basis 

with a single, initial investment with no further commitment.” 

 Clarified Alternative Investment Managers and Strategic Partner definitions. 

 Incorporating an information table detailing strategic partnership investments.  This 

table consists of Total Commitments, Amount Funded to Date and Remaining 

Unfunded Commitments by investment type in U.S. dollars and Euros. 

PEBA’s Commitment footnote should be considered a leading practice based on FAS’ 

benchmarking analysis of other similar state employee benefit systems’ disclosures. 
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Addenda to Appendix E: 

 

1. PEBA’S FY2013 Commitments Footnote 

2. RSIC Meeting Minutes from May 17-18, 2012 

3. FY2013 Unfunded Commitments 

4. STO inquiry email 
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Reviews 

 Memo to FAAC - Internal Audit Info Pre-

FAAC 11- 06-2013 

 Memo to FAAC - lnternal Audit 

Department Charter 11-19-2013 

 Memo to FAAC - External Financial 

Auditors 11- 22-2013 

 Memo to FAAC - Internal Audit Plan - 

Signed 03- 04-2014 

 Memo to FAAC -lAD Policies and 

Procedures 05- 21-2014 

 Memo to FAAC - Internal Audit 

Department Resources Budget 05-23-

2014 

 Memo to FAAC - Internal Audit Plan 

Status Report 05-30-2014 

 Memo to FAAC - Internal Audit Report 

on Data Security 05-30-2014 

 Memo to FAAC - Strategic Planning 08-

28-2014 

 Memo to FAAC - Certification of No 

Conflicts 08- 27-2014 
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 Memo to FAAC - Internal Audit Report 

On Operational Reports 08-28-2014 

 Memo to FAAC - External Investment 

Accounts 08-29-2014 

 Memo to FAAC - Internal Audit Plan 

Status Report 08-29-2014 

 Memo to FAAC - Internal Audit Plan 

Status Report 08-29-2014 

 Data Integrity Policy 

 IT Strategic Plan 2014 

 IT Architecture v. 2 

 Data Dictionary 

 PEBA Operational Information 

Technology Systems 

 Software Inventory Summary Report 

Systems 

 PEBA IT Projects Report 

 Application Development Priorities 

 Information Security Policy - Combined 

6-1-2014 

 Other IT Procedures 

 System Shutdown-Startup Procedures 

 Memo to FAS Regarding Information 

Technology User Satisfaction 09-26-

2014 

 PEBA IT Survey Results 12-10-2014 

 PEBA IT Business Projects on hold 

 PEBA IT Systems Projects on hold 

 New User Procedures 

 Helpdesk Operations responsibilities 

2013 

 IT Form 8416 

 IT Form 8410 

 IT Form 8204 

 SOC Incident 24194 - Response to ISAC 

 SOC Incident 25391 - Response to ISAC 

 SOC Incident 27353 - Response to ISAC 

 Info Sec Roles and Responsibilities 

 Business Continuity Memo and Scope of 

Work 

 Business Continuity Memo and Scope of 

Work 

 Business Continuity Memo and Scope of 

Work 

 Business Continuity Memo and Scope of 

Work 

 Retirement - Investment Accounting 

Policies 

 Insurance - Accounting Policies and 

Procedures 

 Retirement - GL Accounting Manual 

 PEBA budget performance reports FY 

2013 and FY 2014 

 Detailed cost reports for FY 2013 and FY 

2014 

 List of all PEBA related legislation in 

2013/2014 session with notes regarding 

Bills passed or failed 

 Bill S 0954 (which did not pass) with 

section by section explanations 

 Bill S 0954 Substantive and Technical 

Changes 

 NASRA Survey on Internal Audit 

Processes - May 2004 

 PEBA Interviewees - Contact 

Information 10-02- 2014 

 PEBA External Interviewees - Contact 

Information 10-16-2014 

 List of Current Initiatives by Area 
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 Insurance Finance Program 

Management Documents 

 R and S and PP - 2014 and 2015 Unit 

Initiatives 

 Board Calendar - Different Views 

 2014 Correspondence with STO 

 PBM Implementation Issues List 

 STO Investment Policies 

 List of PEBA Positions Lost 

 Operational Systems Assessment-

Managers Presentation_FAAC_2014_09 

 Health Plan Pilot Programs, Grandfather 

Issues, and Claim Procedures - E-Mail 

Response 10-10-2014 

 Plan Determination Letters from the IRS 

- E-Mail Response 10-13-2014 

 Deloach Stolen Laptop - E-Mail 

Response 10-14-2014 

 Information Regarding Legal 

Requirements Compliance - E-Mail 

Response 10-14-2014 

 Fees for Outside Counsel E-Mail 

Response 10-14-2014 

 Document Retention Policies and 

Procedures 

 Memo to FAS Regarding Document 

Retention Policies and Procedures 

 Deferred Comp Recordkeeping Services 

 ORP Recordkeeping Services 

 DC - Elliott Davis SAS 114 Report for FY 

2013 

 Audited Financial Statements for 

Retirement and Insurance 2009 and 

2010 

Insurance - Vendor Contract Performance 

Metrics 2014
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

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

1 = Critical  Medium Yes General 
Assembly 

Actuarial 

1.8:  Training of new Trustees and periodic 
Board fiduciary education updates should 
include expanded treatment of the duties of 
loyalty and impartiality, the different roles of 
Trustees and plan sponsors and the distinct 
functions of the Board and staff. 

1 = Critical  Easy Yes No Board 

1.9.1:  The Board should engage in a 
deliberative process to develop a conceptual 
framework governing the delegation of 
authority and reservation of powers to the 
Board.  Given the inherent conflicts between 
Trustees and staff in this exercise, Consideration 
should be given to engaging an independent 
expert to assist with the process. 

1 = Critical  Easy Yes Yes (outside 
specialist 

firm) 

Board 

1:13:  The Board should evaluate mechanisms to 
improve its two-way communication with 
stakeholders. 

1 = Critical  Easy Yes Stakeholders Board 

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

1 = Critical  Easy Yes Stakeholders Board 

4.5.3:  Similar to Recommendation 4.3.2, the 
PEBA Board should play a more active role in 
reaching out to retiree groups on a regular basis 
to improve communications. 

1 = Critical  Easy Yes Stakeholders Board 
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

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

1 = Critical  Medium Yes No Board 

1.1:  The General Assembly should simplify and 
clarify the system of fiduciary governance for 
the Retirement System and insurance programs 
by reducing the multiple conflicts and 
overlapping fiduciary authority of the Treasurer 
and BCB (and its successors) with PEBA.  
Appendix A also describes options for 
consideration in addressing this 
Recommendation from the Funston Fiduciary 
Audit Report on RSIC, which covered some of 
the same issues. 

1 = Critical  Difficult No General 
Assembly 

Legislation 

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

1 = Critical  Difficult No General 
Assembly 

Legislation 

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

1 = Critical  Difficult No General 
Assembly 

Legislation 

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

1 = Critical  Difficult No General 
Assembly 

Legislation 
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

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

1 = Critical  Difficult No General 
Assembly 

Legislation 

10.2:  PEBA should determine if current 
headcount is adequate in all areas. 

1 = Critical  Difficult Yes No Organization 

10.5:  PEBA should increase its budget for health 
insurance strategy development and planning. 

1 = Critical  Medium Yes No Organization 

3.4.2:  Human resources should develop a 
training policy and program that provides for 
new employee orientation.  New Employee 
Orientation should include a general 
organizational overview of PEBA’s functions and 
services.   

1 = Critical  Medium No No Organization 

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

1 = Critical  Medium No No Organization 

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

1 = Critical  Difficult Yes No Planning 

10.4:  To achieve PEBA’s stated strategies of 
further integration and improved infrastructure, 
it should request at least a temporary increase 
in administrative expenses and professional and 
consulting fees for several years.   

1 = Critical  Difficult Yes General 
Assembly 

Planning 



 Appendix I:   List of Recommendations in Order of Priority  

 

I-4 
Funston Advisory Services LLC 

 

RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

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

1 = Critical  Difficult No No Planning 

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

1 = Critical  Difficult No No Planning 

11.4: After the Operational Systems Assessment 
is completed, the IT department should lead an 
effort to develop a long-term IT strategic plan 
which supports the plan infrastructure 
direction. 

1 = Critical  Difficult Yes General 
Assembly 

Planning 

11.6.1:  PEBA should continue to move forward 
with its plans to conduct a comprehensive IT 
Operations Assessment to identify common 
business process, technology and develop a 
roadmap to develop its next generation of 
systems to support the strategic direction of the 
organization. 

1 = Critical  Difficult No No Planning 

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

1 = Critical  Medium Yes No Planning 

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

1 = Critical  Medium Yes No Planning 

4.8:  As part of its strategic communications 
strategy and plan (see Recommendation 4.1), 
PEBA should include initiatives which improve 
communications with the general public. 

1 = Critical  Medium Yes No Planning 

6.9:  PEBA should explore additional consulting 
services for the Health Insurance plans to assist 
in developing long-term strategies to reduce 
cost and improve health outcomes.   

1 = Critical  Medium No Procurement 
Process 

Planning 
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

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

1 = Critical  Difficult No No Planning 

2.1:  To provide the most assistance for Board 
members in understanding and upholding the 
ethical requirements, the ethics policy should 
be expanded to provide an additional 
framework around the ethical standards.   

1 = Critical  Medium Yes No Policy 

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

1 = Critical  Easy Yes No Policy 

7.5: PEBA should confirm that ORP and Deferred 
Compensation investment advisors 
acknowledge their compliance with the SEC ‘pay 
to play’ regulations and state requirements. 

1 = Critical  Easy No No Policy 

5.1.2:  PEBA should revise its written benefits 
administration procedures to reflect changes 
required by the new administration software 
which will be implemented as part of the new 
benefits platform. 

1 = Critical  Difficult No No Process 

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

1 = Critical  Difficult No Members Process 

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

1 = Critical  Difficult No No Systems 

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

1 = Critical  Difficult No No Systems 
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

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

1 = Critical  Difficult No No Systems 

8.8:  As PEBA develops its new website, it 
should place a high emphasis on maximizing 
self-service capabilities for both members and 
employers. 

1 = Critical  Difficult No No Systems 

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

1 = Critical  Difficult No No Systems 

6.1:  PEBA should determine whether additional 
assistance from the actuarial team would be 
beneficial, as identified under 
Recommendations 6.6, 6.8 and 6.9 below. 

2 = 
Important 

Medium No No Actuarial 

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

2 = 
Important 

Easy No No Actuarial 

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

2 = 
Important 

Medium No RSIC Actuarial 

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

2 = 
Important 

Medium Yes No Actuarial 

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

2 = 
Important 

Medium Yes No Board 
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

1.10a:  Formalizing the process for the 
development of meeting agendas; 

2 = 
Important 

Medium Yes No Board 

1.10b:  Creating a Charter for the Executive 
Committee that includes a framework for 
evaluation of the Executive Director; 

2 = 
Important 

Medium Yes No Board 

1.10c: Removing the provision that Committee 
members serve at the pleasure of the Board 
Chairman; 

2 = 
Important 

Medium Yes No Board 

1.10d:  Establishing procedures for calling a 
Committee meeting that parallel those for 
convening a Board meeting; 

2 = 
Important 

Medium Yes No Board 

1.10e:  Developing position descriptions for 
Board and Committee officers; 

2 = 
Important 

Medium Yes No Board 

1.10f:  Creating a Board disciplinary policy; 
2 = 

Important 
Medium Yes No Board 

1.10g:  Formalizing a process for approving the 
Board Chairman's educational program 
attendance and cost reimbursements; 

2 = 
Important 

Medium Yes No Board 

1.10h:  Including the Board's Self-Assessment 
process in the Bylaws and using it to identify 
Trustee training priorities. 

2 = 
Important 

Medium Yes No Board 

1.11:  The Board should periodically engage a 
consultant to facilitate the Board's self-
assessment and improvement process, perhaps 
on a biennial basis. 

2 = 
Important 

Difficult Yes Procurement 
Process 

Board 

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

2 = 
Important 

Difficult Yes May require 
additional 
resources 

Board 

1.9.2:  The Board should continue to prioritize 
and spend more time on strategic planning, 
identification of program goals, desired 

2 = 
Important 

Medium Yes No Board 
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

outcomes, implementation strategies, targets 
and measures to successfully meet PEBA's 
challenges.   

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

2 = 
Important 

Difficult No General 
Assembly 

Legislation 

1.5:  The General Assembly should eliminate the 
requirement for a Retirement and Pre-
Retirement Advisory Panel, in the context of an 
improved PEBA Board communications and 
engagement plan that covers a broad range of 
stakeholder groups.  See also Recommendation 
4.9. 

2 = 
Important 

Difficult No General 
Assembly 

Legislation 

1.7:  The statutory requirement that the PEBA 
Board meet monthly throughout the year 
should be repealed. 

2 = 
Important 

Difficult No General 
Assembly 

Legislation 

4.10:  The General Assembly should include a 
provision in future legislation that replaces 
references to the BCB, or its successor, in S.C. 
Code Ann. §§ 9-1-1310 and 9-4-45 with specific 
references to the SFAA, in order to more 
explicitly effectuate transfer of the BCB's co-
trustee functions to new State Fiscal 
Accountability Authority. 

2 = 
Important 

Medium No General 
Assembly 

Legislation 

4.9:  The General Assembly should eliminate the 
requirement for PEBA to convene a Retirement 
and Preretirement Advisory Panel, as it 
duplicates responsibilities of the PEBA Board 
has not been meeting its legislative intent.  See 
also Recommendation 1.5. 

2 = 
Important 

Difficult No General 
Assembly 

Legislation 

8.10:  The General Assembly should eliminate 
the notarization requirement for a member 
death by amending the appropriate statutes to 
delete the requirement for a “duly 

2 = 
Important 

Medium No General 
Assembly 

Legislation 
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(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 
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2 = Important  
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Difficult vs 
Medium vs 
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Accomplish 
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needed 
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(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

acknowledged” written notification to PEBA. 

11.6.2:  PEBA should continue to assess 
potential third-party IT vendors which may be 
able to provide additional legacy “Natural 
language” programming support in the event a 
large number of existing PEBA programming 
staff retire or leave the organization. 

2 = 
Important 

Medium No No Organization 

2.11.1:  PEBA should determine whether it 
needs additional experienced procurement 
resources to address upcoming requirements.     

2 = 
Important 

Easy No No Organization 

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

2 = 
Important 

Easy No No Organization 

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

2 = 
Important 

Medium No No Organization 

3.5.2:  Succession planning should be a higher 
priority.  Executive Staff and managers should 
maintain organizational charts of each business 
unit that reflect the time remaining to 
retirement eligibility of individual staff members 
and regularly discuss anticipated vacancies and 
plan for future staffing needs and training.  The 
discussion should also include the possibility of 
back-filling positions where vacancies are 
anticipated to provide that the replacement is 
fully trained when the retiring staff member 
vacates the position.   

2 = 
Important 

Medium No No Organization 

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

2 = 
Important 

Difficult No No Organization 
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(numbering corresponds to the numbering of 

conclusions and 
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Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

9.3.2: PEBA should develop and implement a 
training program for business unit staff in the 
event the data center recovery plan has to be 
activated. 

2 = 
Important 

Medium No No Organization 

1.9.3: The strategic planning process should give 
particular consideration to risk identification, 
compliance issues and staff development, over 
both short- and long-term (three to five years) 
time horizons. 

2 = 
Important 

Medium Yes No Planning 

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

2 = 
Important 

Medium No No Planning 

11.5: Further efforts need to be made to move 
from a data center disaster recovery plan 
orientation to an enterprise wide business 
continuity focused plan. 

2 = 
Important 

Medium No No Planning 

2.12.1:  With most Board members only needing 
six additional credits after attending the Board’s 
annual retreat, the Board should determine 
whether the Board members are receiving 
sufficient training from independent outside 
sources.  If not, the policy should be revised to 
require additional credits or limit the number of 
credits from the Board retreat and staff training 
that can be used to meet training requirements.  

2 = 
Important 

Easy Yes No Policy 

5.1.1:  PEBA should continue to maintain 
internal controls and keep its written policies 
and procedures current.   

2 = 
Important 

Medium No No Policy 

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

2 = 
Important 

Easy No No Policy 

11.3: PEBA should continue its efforts to 
address the IT control procedural deficiencies 
noted by their external auditors.  Once the 
deficiencies have been remediated, Internal 
Audit should conduct a follow-up compliance 

2 = 
Important 

Medium No No Process 
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audit to determine that the control 
enhancements address the specific concerns 
noted. 

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

2 = 
Important 

Easy No No Process 

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

2 = 
Important 

Difficult No No Process 

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

2 = 
Important 

Easy No No Process 

8.4:  PEBA should develop a more standardized 
approach for performance monitoring and 
customer satisfaction surveys with common 
tools, data and reporting. 

2 = 
Important 

Difficult No No Process 

8.5.1:  PEBA should identify the key areas and 
metrics for customer service monitoring and 
develop a comprehensive, integrated customer 
service monitoring framework which is used to 
drive its customer surveys and follow-up 
improvement programs. 

2 = 
Important 

Difficult No No Process 

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

2 = 
Important 

Medium No Yes (outside 
specialist 

firm) 

Process 
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

8.6:  PEBA should re-evaluate its satisfaction 
surveying process to include single activity 
surveys for disability, pension inceptions, 
withdrawals and transfers-out and service credit 
purchases. 

2 = 
Important 

Difficult No No Process 

9.3.1: PEBA should address identified business 
continuity planning deficiencies. 

2 = 
Important 

Medium No No Process 

9.4:  PEBA should continue its efforts to address 
the deferred compensation control procedural 
deficiencies noted by PEBA’s staff.  Once the 
deficiencies have been remediated, Internal 
Audit should conduct a follow-up compliance 
audit to determine that the control 
enhancements address the specific concerns 
noted. 

2 = 
Important 

Medium No No Process 

11.2: PEBA should increase the frequency of a 
full enterprise wide risk assessment to ensure 
that Internal Audit’s Plan for the upcoming year 
reflects the most significant risks to the 
organization (see also Recommendations 2.7.1 
and 2.7.2). 

2 = 
Important 

Medium Yes No Risk 

2.5:  PEBA should increase the frequency of its 
enterprise-wide risk assessment.  Currently, one 
is conducted every five years; however, given 
the significant changes that have occurred in 
PEBA’s leadership, as well as proposed changes, 
conducting a more frequent risk assessment 
would help to ensure that new issues or 
concerns are promptly identified and prioritized 
for remediation. 

2 = 
Important 

Difficult Yes No Risk 

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

2 = 
Important 

Difficult Yes  No Risk 
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

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

2 = 
Important 

Medium No No Risk 

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

2 = 
Important 

Medium Yes No Risk 

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

2 = 
Important 

Easy No No Risk 

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

2 = 
Important 

Easy No No Risk 

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

2 = 
Important 

Difficult No No Systems 

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

3 = Consider  Easy No No Actuarial 

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

3 = Consider  Easy Yes Stakeholders Board 
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

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

3 = Consider  Medium Yes No Organization 

3.1.2:  Over the longer term, PEBA should 
consider creating the position of a leader of 
retirement programs who would have 
responsibility for both defined benefit and 
defined contribution and savings programs. 

3 = Consider  Medium Yes No Organization 

3.5.1:  The staff training and education policy 
should provide for cross-training and rotation of 
staff to other, similarly classified positions 
within the business functions for cross-training 
purposes.   

3 = Consider  Medium No No Organization 

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

3 = Consider  Easy No No Planning 

2.6:  PEBA should have a formal compensation 
policy which documents its acknowledgement 
of its status as a South Carolina State 
government agency and its compliance with the 
State’s Office of Human Resources policies, job 
classifications system and pay bands.  A simple 
statement and reference to the State policies to 
which it adheres would provide transparency of 
PEBA’s compensation policy to its employees 
and to the public. 

3 = Consider  Easy Yes No Policy 
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

11.7: PEBA should continue to work closely with 
the State’s Information Sharing and Analysis 
Center (SC-ISAC) along with other third-party 
information technology consulting firms to 
proactively assess existing and trending threats 
to information and network security. 

3 = Consider  Medium No No Process 

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

3 = Consider  Easy No No Process 

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

3 = Consider  Medium No No Process 

2.11.2:  PEBA should consider revising its 
procurement process to provide for a post-audit 
process by Internal Audit, potentially using a 
questionnaire. 

3 = Consider  Easy No No Process 

3.8:  Each of PEBA’s departments should create 
and maintain a standard operating procedures 
manual documenting its process for performing 
its functions. 

3 = Consider  Difficult No No Process 

4.3.1:  PEBA should consider  mailing 
newsletters to members with an “opt-out” 
electronic option for either email delivery or an 
RSS newsfeed to ensure that all members 
receive PEBA news on a timely basis. 

3 = Consider  Medium No No Process 

4.5.1:  Consistent with Recommendation 4.3.1, 
PEBA should consider mailing newsletters to 
retirees and survivors with an “opt-out” 
electronic option for either email delivery or an 
RSS newsfeed to ensure that all retirees receive 
PEBA news on a timely basis. 

3 = Consider  Medium No No Process 

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

3 = Consider  Medium No No Process 
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RECOMMENDATIONS 
(numbering corresponds to the numbering of 

conclusions and 
not every conclusion has a recommendation) 

1 = Critical   
2 = Important  
3 = Consider  

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Board 
Involve-

ment 
Needed 

Other State 
Entities/ 
Outside 
parties 

cooperation 
needed 

Theme 
(Actuarial, 

Board, 
Legislation, 

Organization, 
Planning, Policy, 

Process, Risk, 
Systems) 

5.3:   PEBA should consider expanding the scope 
of information provided on annual benefit 
statements. 

3 = Consider  Medium No No Process 

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

3 = Consider  Medium No No Process 

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

3 = Consider  Difficult No No Process 

8.14:  PEBA should consider  whether offering 
one-on-one counseling sessions at employer 
sites would result in improved customer service 
and participation levels. 

3 = Consider  Difficult No No Process 

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

3 = Consider  Difficult No No Process 

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

3 = Consider  Difficult No No Process 

8.7.2:  PEBA should consider  alternative means 
of reaching members if they do not use email or 
the internet. 

3 = Consider  Difficult No No Process 

2.7.1:  Internal Audit should continue to develop 
a comprehensive risk self-assessment tool for 
PEBA as an integrated organization.    

3 = Consider  Medium Yes No Risk 
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Fiduciary Performance Audit 

of the South Carolina 
Public Employee Benefit Authority 

January 21, 2015 Presentation to the 
South Carolina PEBA Board of Trustees 

INVESTING IN PEBA FOR THE FUTURE: 
A Transformation Agenda 

 



Project Team Experience 

• Dave Stella and Keith Bozarth – formerly Executive Directors of the 
Wisconsin agencies equivalent to PEBA and RSIC 

• Keith Johnson – fiduciary and institutional investor legal expert, former 
General Counsel for the State of Wisconsin Investment Board 

• Rose Hewig – former Deputy General Counsel for New York State Teachers’ 
Retirement System and highly experienced in retirement operations 

• Todd McGowan – former banking chief risk and compliance officer and 
Deloitte audit and IT security partner 

• Rick Funston – former leader of Deloitte’s Governance and Risk practice and 
Managing Partner of Funston Advisory Services for five years 

• Randy Miller – former Deloitte Consulting partner and Principal with 
Funston Advisory Services for five years 
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Contents 

• Fiduciary Performance Audit Purpose, Process and Product 

• Overall Conclusions 

• Driving the Transformation Agenda 

• Recommendations 

• Implementation Considerations 
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Purpose 

• Critically evaluate the fiduciary roles and responsibilities of the PEBA 
Trustees and staff, the relationship with other fiduciaries of the Retirement 
System, and the operational policies and practices of PEBA.   

• The goal of the review was to identify areas of strengths and weaknesses, 
provide comparison with leading practices of other retirement agencies, 
and make improvement recommendations. 

• Because PEBA is a relatively new state agency, the review was designed to 
be broad in nature, spanning all key functions, and the review was 
organized into eleven categories:  
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1. Governance  

2. Policy Review and Development 

3. Organization Structure  

4. Communications with Stakeholders 

5. Benefits Administration  

6. Actuarial Matters  

7. Legal Compliance  

8. Customer Service  

9. Record Keeping and Security of 
Information  

10. Cost of Operations 

11. Information Technology Systems 

 



Process 
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Today 

• The Fiduciary Performance Audit began October 1, 2014. 

• We reviewed nearly 400 documents and interviewed over 50 people (several, 
multiple times). 

• We conducted a leading practices benchmarking survey with participation by six 
other retirement administration agencies. 

• Comments and feedback were received from PEBA, STO and RSIC on a Draft Final 
Report which was submitted on December 22, 2014.  

• The Fiduciary Performance Audit Final Report was submitted January 16, 2015. 

Phase 1: Initiation 

• Finalize workplan 

• Review documents 

• Conduct entrance 
conference 

• Conduct interviews 

• Board and staff 

• Key external 
stakeholders 

• Launch benchmarking 

Phase 2:  Assessment 

• Complete assessments 
in 11 categories 

• Complete bencmarking 

• Prepare draft report 

• Submit for review 

 

Phase 3:  Final Report 

• Review and discussion of 
draft report 

• Receive comments 

• Incorporate feedback 

• Prepare final report 

• Conduct exit conference 

• Presentation to PEBA 
Board of Directors 

 

4-5 weeks 6-8 weeks 3-4 weeks 



Product 

• In developing our report, we addressed six fundamental questions: 

1. Who are the South Carolina Retirement System fiduciaries with respect to 
retirement and insurance administration? 

2. What are their duties? 

3. What are their authorities? 

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

5. How is PEBA performing? 

6. Where and how can the PEBA improve? 

• One hundred thirteen recommendations were identified. 

─ 102 can be addressed directly by PEBA, with 40 of these requiring the 
direct involvement of the Board of Trustees 

─ 11 require legislative changes by the General Assembly and three more 
will require budgetary support from the General Assembly 

• The primary purpose of today’s presentation is to discuss priorities and 
implementation considerations that directly involve the Board of Trustees 
and the General Assembly. 
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Overall Conclusions 

1. PEBA staff are competent, dedicated and service-oriented. 

2. The administrative processes used by PEBA to deliver services to members 
appear to function well and consistently at low cost.  

3. However, a transformation is needed for several key reasons and, 
fortunately, it has already begun. 

• Many processes are not well documented and rely extensively on the institutional 
knowledge and experience of long-time employees. 

• Up to 45% of employees are eligible for retirement within five years. 

• The ability to adapt to new requirements is limited due to aging information 
systems and lean staffing. 

4. The Board needs to become more strategic and less tactical and delegate 
more to the Executive Director.   

5. The organization should continue to evolve; the recent reorganization is a 
good step forward. 

6. With support from the General Assembly, alignment of fiduciary 
responsibilities and authorities could be significantly improved. 
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Driving the Transformation Agenda 

• PEBA is only now beginning to achieve a degree of management stability 
with its first permanent Executive Director in nearly two years. 

• Despite budgetary pressures and open staff positions, PEBA staff have done 
and continue to do an excellent job and morale has remained high. 

• There has been minimal investment in PEBA’s information systems since its 
formation in 2012.  

• Without investment in people and systems, service quality will likely decline 
and PEBA will have difficulty adapting to future requirements. 

• The recommendations included in this Fiduciary Performance Audit are 
intended to assist the PEBA Board and staff, as well as provide input to the 
General Assembly, in formulating the transformation agenda which will help 
PEBA continue to successfully fulfill its mission. 

• We have been pleased with the high level of cooperation, insight and 
enthusiasm demonstrated by PEBA leadership and believe they can lead a 
successful transformation with appropriate support by the Board and 
General Assembly. 
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Recommendations 

• Synthesizing the findings across the eleven categories we reviewed, we 
organized the recommendations into nine topical areas: 

‒ Board (19 recommendations) 

‒ Actuarial (6 recommendations) 

‒ Legislation (11 recommendations) 

‒ Organization (14 recommendations) 

‒ Planning (15 recommendations) 

‒ Policy (7 recommendations) 

‒ Process  (27 recommendations) 

‒ Risk (8 recommendations) 

‒ Systems (6 recommendations) 

• Specific recommendations are organized by each of these topical areas on 
the following slides;  the most important recommendations in each area are 
shown in bold. 
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Board Recommendations 

• 1.8:  Training of new Trustees and periodic Board fiduciary education 
updates should include expanded treatment of the duties of loyalty and 
impartiality, the different roles of Trustees and plan sponsors and the 
distinct functions of the Board and staff. 

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

• 1.9.1:  The Board should engage in a deliberative process to develop a 
conceptual framework governing the delegation of authority and 
reservation of powers to the Board.  Given the inherent conflicts between 
Trustees and staff in this exercise, consideration should be given to engaging 
an independent expert to assist with the process. 

• 1:13:  The Board should evaluate mechanisms to improve its two-way 
communication with stakeholders. 

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

• 4.5.3:  Similar to Recommendation 4.3.2, the PEBA Board should play a more 
active role in reaching out to retiree groups on a regular basis to improve 
communications. 
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Board Recommendations 

• 1.10:  The Board should further improve its Bylaws and Committee Charters 
by:: 

‒ 1.10a:  Formalizing the process for the development of meeting agendas; 

‒ 1.10b:  Creating a Charter for the Executive Committee that includes a 
framework for evaluation of the Executive Director; 

‒ 1.10c: Removing the provision that Committee members serve at the 
pleasure of the Board Chairman; 

‒ 1.10d:  Establishing procedures for calling a Committee meeting that 
parallel those for convening a Board meeting; 

‒ 1.10e:  Developing position descriptions for Board and Committee officers; 

‒ 1.10f:  Creating a Board disciplinary policy; 

‒ 1.10g:  Formalizing a process for approving the Board Chairman's 
educational program attendance and cost reimbursements; 

‒ 1.10h:  Including the Board's Self-Assessment process in the Bylaws and 
using it to identify Trustee training priorities. 
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Board Recommendations 

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

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

• 1.11:  The Board should periodically engage a consultant to facilitate the 
Board's self-assessment and improvement process, perhaps on a biennial 
basis. 

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

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

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

• 6.1:  PEBA should determine whether additional assistance from the actuarial 
team would be beneficial, as identified under Recommendations 6.6, 6.8 and 
6.9 below. 

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

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

• 6.8:  PEBA should consider having the actuary validate the premium rates 
once PEBA completes the calculation process. 
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Legislative Recommendations 

• 1.1:  The General Assembly should simplify and clarify the system of 
fiduciary governance for the Retirement System and insurance programs by 
reducing the multiple conflicts and overlapping fiduciary authority of the 
Treasurer and BCB (and its successors) with PEBA.  Appendix A also 
describes options for consideration in addressing this Recommendation from 
the Funston Fiduciary Audit Report on RSIC, which covered some of the 
same issues. 

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

• 1.3.2:  The General Assembly should transfer approval of Deferred 
Compensation investment options from the State Treasurer to the PEBA 
Board of Trustees. 

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

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

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

• 1.5:  The General Assembly should eliminate the requirement for a 
Retirement and Pre-Retirement Advisory Panel, in the context of an improved 
PEBA Board communications and engagement plan that covers a broad range 
of stakeholder groups.  See also Recommendation 4.9. 

• 4.9:  The General Assembly should eliminate the requirement for PEBA to 
convene a Retirement and Preretirement Advisory Panel, as it duplicates 
responsibilities of the PEBA Board has not been meeting its legislative intent.  
See also Recommendation 1.5. 

• 1.7:  The statutory requirement that the PEBA Board meet monthly 
throughout the year should be repealed. 
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Legislative Recommendations 

• 4.10:  The General Assembly should include a provision in future legislation 
that replaces references to the BCB, or its successor, in S.C. Code Ann. §§ 9-1-
1310 and 9-4-45 with specific references to the SFAA, in order to more 
explicitly effectuate transfer of the BCB's co-trustee functions to new State 
Fiscal Accountability Authority. 

• 8.10:  The General Assembly should eliminate the notarization requirement 
for a member death by amending the appropriate statutes to delete the 
requirement for a “duly acknowledged” written notification to PEBA. 
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Organizational Recommendations 

• 10.2:  PEBA should determine if current headcount is adequate in all areas. 

• 10.5:  PEBA should increase its budget for health insurance strategy 
development and planning. 

• 3.4.2:  Human resources should develop a training policy and program that 
provides for new employee orientation.  New Employee Orientation should 
include a general organizational overview of PEBA’s functions and services.   

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

• 2.11.1:  PEBA should determine whether it needs additional experienced 
procurement resources to address upcoming requirements.  

• 3.1.1:  PEBA should consider adding the title of Deputy Executive Director to 
the title of Chief Operating Officer to provide a more streamlined flow of 
communication between the Executive Director and executive staff, as well as 
create a succession plan for the Executive Director position. 

• 3.1.2:  Over the longer term, PEBA should consider creating the position of a 
leader of retirement programs who would have responsibility for both 
defined benefit and defined contribution and savings programs.    
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Organizational Recommendations 

• 3.3:  PEBA should continue to fill remaining vacant positions in order that 
PEBA may maintain sufficient staffing in all areas to effectively and efficiently 
perform all functions.    

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

• 3.5.1:  The staff training and education policy should provide for cross-training 
and rotation of staff to other, similarly classified positions within the business 
functions for cross-training purposes.   

• 3.5.2:  Succession planning should be a higher priority.  Executive Staff and 
managers should maintain organizational charts of each business unit that 
reflect the time remaining to retirement eligibility of individual staff members 
and regularly discuss anticipated vacancies and plan for future staffing needs 
and training.  The discussion should also include the possibility of back-filling 
positions where vacancies are anticipated to provide that the replacement is 
fully trained when the retiring staff member vacates the position.   
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Organizational Recommendations 

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

• 9.3.2: PEBA should develop and implement a training program for business 
unit staff in the event the data center recovery plan has to be activated. 

• 11.6.2:  PEBA should continue to assess potential third-party IT vendors which 
may be able to provide additional legacy “Natural language” programming 
support in the event a large number of existing PEBA programming staff retire 
or leave the organization. 
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Planning Recommendations 

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

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

• 4.8:  As part of its strategic communications strategy and plan (see 
Recommendation 4.1), PEBA should include initiatives which improve 
communications with the general public. 

• 6.9:  PEBA should explore additional consulting services for the Health 
Insurance plans to assist in developing long-term strategies to reduce cost 
and improve health outcomes.   

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

• 10.4:  To achieve PEBA’s stated strategies of further integration and 
improved infrastructure, it should request at least a temporary increase in 
administrative expenses and professional and consulting fees for several 
years.   
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Planning Recommendations 

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

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

• 11.4: After the Operational Systems Assessment is completed, the IT 
department should lead an effort to develop a long-term IT strategic plan 
which supports the plan infrastructure direction. 

• 11.6.1:  PEBA should continue to move forward with its plans to conduct a 
comprehensive IT Operations Assessment to identify common business 
process, technology and develop a roadmap to develop its next generation 
of systems to support the strategic direction of the organization. 

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

• 1.9.3: The strategic planning process should give particular consideration to 
risk identification, compliance issues and staff development, over both short- 
and long-term (three to five years) time horizons. 

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

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

• 11.5: Further efforts should be made to move from a data center disaster 
recovery plan orientation to an enterprise wide business continuity focused 
plan. 
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Policy Recommendations 

• 2.1:  To provide the most assistance for Board members in understanding 
and upholding the ethical requirements, the ethics policy should be 
expanded to provide an additional framework around the ethical standards.   

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

• 7.5: PEBA should confirm that ORP and Deferred Compensation investment 
advisors acknowledge their compliance with the SEC ‘pay to play’ 
regulations and state requirements. 
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Policy Recommendations 

• 2.12.1:  With most Board members only needing six additional credits after 
attending the Board’s annual retreat, the Board should determine whether 
the Board members are receiving sufficient training from independent 
outside sources.  If not, the policy should be revised to require additional 
credits or limit the number of credits from the Board retreat and staff training 
that can be used to meet training requirements.  

• 2.6:  PEBA should have a formal compensation policy which documents its 
acknowledgement of its status as a South Carolina State government agency 
and its compliance with the State’s Office of Human Resources policies, job 
classifications system and pay bands.  A simple statement and reference to 
the State policies to which it adheres would provide transparency of PEBA’s 
compensation policy to its employees and to the public. 

• 5.1.1:  PEBA should continue to maintain internal controls and keep its written 
policies and procedures current.   

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

• 5.1.2:  PEBA should revise its written benefits administration procedures to 
reflect changes required by the new administration software which will be 
implemented as part of the new benefits platform.    

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

• 2.11.2:  PEBA should consider revising its procurement process to provide for 
a post-audit process by Internal Audit, potentially using a questionnaire. 

• 3.8:  Each of PEBA’s departments should create and maintain a standard 
operating procedures manual documenting its process for performing its 
functions. 

• 4.3.1:  PEBA should consider mailing newsletters to members with an “opt-
out” electronic option for either email delivery or an RSS newsfeed to ensure 
that all members receive PEBA news on a timely basis. 

• 4.5.1:  Consistent with Recommendation 4.3.1, PEBA should consider mailing 
newsletters to retirees and survivors with an “opt-out” electronic option for 
either email delivery or an RSS newsfeed to ensure that all retirees receive 
PEBA news on a timely basis. 
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Process Recommendations 

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

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

• 5.3:   PEBA should consider expanding the scope of information provided on 
annual benefit statements. 

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

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

• 8.4:  PEBA should develop a more standardized approach for performance 
monitoring and customer satisfaction surveys with common tools, data and 
reporting. 

• 8.5.1:  PEBA should identify the key areas and metrics for customer service 
monitoring and develop a comprehensive, integrated customer service 
monitoring framework which is used to drive its customer surveys and follow-
up improvement programs. 
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Process Recommendations 

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

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

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

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

• 8.6:  PEBA should re-evaluate its satisfaction surveying process to include 
single activity surveys for disability, pension inceptions, withdrawals and 
transfers-out and service credit purchases. 

• 8.7.2:  PEBA should consider alternative means of reaching members if they 
do not use email or the internet. 
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Process Recommendations 

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

• 8.14:  PEBA should consider whether offering one-on-one counseling sessions 
at employer sites would result in improved customer service and participation 
levels. 

• 9.3.1: PEBA should address identified business continuity planning 
deficiencies. 

• 9.4:  PEBA should continue its efforts to address the deferred compensation 
control procedural deficiencies noted by PEBA’s staff.  Once the deficiencies 
have been remediated, Internal Audit should conduct a follow-up compliance 
audit to determine that the control enhancements address the specific 
concerns noted. 

• 11.3: PEBA should continue its efforts to address the IT control procedural 
deficiencies noted by their external auditors.  Once the deficiencies have 
been remediated, Internal Audit should conduct a follow-up compliance audit 
to determine that the control enhancements address the specific concerns 
noted. 
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Process Recommendations 

• 11.7: PEBA should continue to work closely with the State’s Information 
Sharing and Analysis Center (SC-ISAC) along with other third-party 
information technology consulting firms to proactively assess existing and 
trending threats to information and network security. 

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

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

• 2.5:  PEBA should increase the frequency of its enterprise-wide risk 
assessment.  Currently, one is conducted every five years; however, given the 
significant changes that have occurred in PEBA’s leadership, as well as 
proposed changes, conducting a more frequent risk assessment would help to 
ensure that new issues or concerns are promptly identified and prioritized for 
remediation. 

• 11.2: PEBA should increase the frequency of a full enterprise wide risk 
assessment to ensure that Internal Audit’s Plan for the upcoming year reflects 
the most significant risks to the organization (see also Recommendations 
2.7.1 and 2.7.2). 

• 2.7.1:  Internal Audit should continue to develop a comprehensive risk self-
assessment tool for PEBA as an integrated organization.    

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

 
30 

C
o

p
yr

ig
h

t 
2

0
1

5
  F

u
n

st
o

n
 A

d
vi

so
ry

 S
er

vi
ce

s 
LL

C
 . 

  A
ll 

ri
gh

ts
 r

es
er

ve
d

 



Risk Recommendations 

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

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

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

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

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

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

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

• 8.8:  As PEBA develops its new website, it should place a high emphasis on 
maximizing self-service capabilities for both members and employers. 

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

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

• With input from PEBA staff, a matrix has been prepared which describes for 
each recommendation: 

─ Criticality (Critical, Important, Consider as a leading practice) 

─ Degree of difficulty (Difficult, Medium, Easy) 

─ Board of Trustees involvement needed 

─ Outside entities involvement/support needed 

• PEBA has already adopted a number of changes during the course of this 
review.   

─ The new organization structure announced in early December addressed a 
number of preliminary concerns and recommendations we identified early in the 
review. 

─  The business process and IT alignment project was initiated which will create a 
foundation for many of the operations and systems recommendations 

─ A new strategic plan is being developed which will address many of the 
recommendations in several areas 
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PUBLIC EMPLOYEE BENEFIT AUTHORITY AGENDA ITEM 
BOARD MEETING  

 
 
Meeting Date:  January 21, 2015  
 
 
1. Subject:  PEBA Resolution Empowering Executive Director To Designate 

Authorized Signatories   
 

 
 
2. Summary: PEBA Resolution Empowering Executive Director To Designate 

Authorized Signatories  
 

 
Background Information:  The State Treasurer is the custodian of the funds of the 
Retirement System and payments from those funds may be made by the Treasurer 
only upon vouchers signed by two persons designated by PEBA.  
 
  

 
 
3. What is the Board asked to do?  Approve the Resolution as presented  

 
 
 
4. Supporting Documents: 
 

(a) List those attached: 
1. Resolution Empowering Executive Director To Designate Persons To Sign 

Vouchers For Retirement System Payments And Authorized Vouchers 
 

 



DRAFT 01/15/2015 
RESOLUTION  

EMPOWERING EXECUTIVE DIRECTOR TO DESIGNATE PERSONS TO SIGN 
VOUCHERS FOR RETIREMENT SYSTEM PAYMENTS  

AND AUTHORIZING VOUCHERS 
 
 
 WHEREAS, the South Carolina Public Employee Benefit Authority (“PEBA”) is 
responsible for the administration of the South Carolina Retirement System, the Retirement 
System for Judges and Solicitors of the State of South Carolina, the Retirement System for 
Members of the General Assembly of the State of South Carolina, the National Guard 
Retirement System, and the South Carolina Police Officers’ Retirement System (hereafter 
“Retirement System”); and, 
 
 WHEREAS, pursuant to Sections 9-1-1320, 9-8-170, 9-9-160, 9-10-80, and 9-11-250 of 
the South Carolina Code of Laws, the State Treasurer is the custodian of the funds of the 
Retirement System and payments from those funds may be made by the Treasurer only upon 
vouchers signed by two persons designated by PEBA; and, 
 
 WHEREAS, by this Resolution, the PEBA Board of Directors intends to delegate to the 
PEBA Executive Director the authority to designate those persons authorized to sign requisitions 
for the payment of funds from the Retirement System. 
 
  NOW, THEREFORE, the PEBA Board of Directors hereby delegates authority to the 
PEBA Executive Director to designate the persons authorized under State law to sign 
requisitions for the payment or transfer of funds from the Retirement System and hereby 
authorizes vouchers to be drawn upon the funds of the Retirement System upon the signature of 
two such persons duly designated by the PEBA Executive Director pursuant to this Resolution.    
 
 ADOPTED by the South Carolina Public Employee Benefit Authority Board of Directors 
this ________ day of __________________, 2015. 
 
 
 
_________________________________ 
Arthur M. Bjontegard, Jr. 
Chairman 
South Carolina Public Employee Benefit Authority 
Board of Directors 
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