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Findingsin the audit of the Public School and Education Employee Retirement

Systems of Missouri

Travel Expenditures

Improvements to the Public School and Education Employee Retirement
Systems of Missouri (systems) Board of Trustees (Board) travel policies and
procedures are needed. Travel and training expenditures totaled
approximately $1.2 million during the 3 years ended June 30, 2009. Our
review noted instances where lodging and meal reimbursements and
restaurant charges to systems' credit cards during that period appeared
excessive. Prior to July 2009 and December 2009, the Board had not
established limits for meal and lodging expenses, respectively, or sufficient
procedures for ensuring these costs were reasonable. The Board established
meal per diems equaling applicable federal employee per diem maximums
set by the federal government, effective July 2009. Subsequent to our audit
inquiries, the Board established lodging maximums effective December
2009. The maximum for in-state hotels is now the applicable federa
employee per diem maximum, while the maximum for out-of-state hotels is
150 percent of the applicable federal employee per diem maximum. The
establishment of this higher out-of-state maximum was not supported by an
analysis or review of the current hotel rates in the cities in which Board
members and employees typicaly travel. In addition, some expense reports
submitted by Board members and employees, as well as credit card payment
records, lacked sufficient documentation.

Travel Expenses Paid by Third
Parties

Systems' officials indicated, and our follow up on travel expenses
confirmed, that Board members and employees periodically receive paid
travel expenses (e.g., medls, lodging, and conference fees) from investment
managers and other third parties while attending conferences or conducting
monitoring reviews. The Board has not established a system for reporting
and monitoring paid travel expenses accepted by Board members and
employees.

All reportsare available on our Web site: auditor.mo.gov
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SUSAN MONTEE. JD. CPA

Missouri State Auditor

Honorable Jeremiah W. (Jay) Nixon, Governor
and

Board of Trustees
and

M. Steve Y oakum, Executive Director

Public School and Education Employee

Retirement Systems of Missouri
Jefferson City, Missouri

The State Auditor is required under Section 169.020.22, RSMo, to review the audits of the Public School
and Education Employee Retirement Systems of Missouri. The systems engaged Williams Keepers LLC,
Certified Public Accountants (CPAS), to audit the systems financial statements for the years ended
June 30, 2009, 2008, and 2007. We reviewed the reports and substantiating working papers of the CPA
firm and performed other procedures that we considered necessary in the circumstances. The scope of our
audit included, but was not necessarily limited to, the years ended June 30, 2009, 2008, and 2007. The
objectives of our audit were to:

1 Evauate the systems internal controls over significant management and financial
functions.

2. Evaluate the systems' compliance with certain legal provisions.

3. Evaluate the economy and efficiency of certain management practices and operations.

Our methodology included reviewing minutes of meetings, written policies and procedures, financial
records, and other pertinent documents; interviewing various personnel of the systems, as well as certain
external parties; testing selected transactions; and analyzing comparative data obtained from the systems.

We obtained an understanding of internal controls that are significant within the context of the audit
objectives and assessed whether such controls have been properly designed and placed in operation. We
also tested certain of those controls to obtain evidence regarding the effectiveness of their design and
operation. However, providing an opinion on the effectiveness of internal controls was not an objective of
our audit and accordingly, we do not express such an opinion.

We obtained an understanding of legal provisions that are significant within the context of the audit
objectives, and we assessed the risk that illegal acts, including fraud, and violations of contract or other
legal provisions could occur. Based on that risk assessment, we designed and performed procedures to
provide reasonable assurance of detecting instances of noncompliance significant to those provisions.



However, providing an opinion on compliance with those provisions was not an objective of our audit and
accordingly, we do not express such an opinion. Abuse, which refers to behavior that is deficient or
improper when compared with behavior that a prudent person would consider reasonable and necessary
given the facts and circumstances, does not necessarily involve noncompliance with legal provisions.
Because the determination of abuse is subjective, our audit is not required to provide reasonable assurance
of detecting abuse.

We conducted our audit in accordance with the standards applicable to performance audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform our audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our audit objectives. We believe that the
evidence obtained provides such a basis.

The accompanying Organization and Statistical Information is presented for informational purposes. This
information was obtained from the systems management and was not subjected to the procedures applied
in our audit of the systems.

The accompanying Management Advisory Report presents our findings arising from our audit of the
Public School and Education Employee Retirement Systems of Missouri.

Lo ks

Susan Montee, JD, CPA
State Auditor

The following auditors participated in the preparation of this report:

Director of Audits: John Luetkemeyer, CPA
Assistant Director: Douglas J. Porting, CPA, CFE

Audit Manager: Kim Spraggs, CPA
In-Charge Auditor: Christina Davis
Audit Staff: Jessica Jordan



Public School and Education Employee Retirement

Systems of Missouri

Management Advisory Report - State Auditor's Findings

1. Trave
Expenditures

1.1 Excessive travel costs

Improvements to the Public School and Education Employee Retirement
Systems of Missouri (systems) Board of Trustees (Board) travel policies and
procedures are needed. In recent years, the systems' travel expenditures have
been scrutinized by the news media. As a result, the Board reviewed and
modified its travel policies and procedures. A travel committee was formed
to review travel reimbursement policies and an internal audit was
conducted. Subsequent modifications to policies and procedures, including
implementation of meal per diems and enhanced documentation
requirements, were made effective July 2009. In addition, the systems
discontinued providing gasoline to executive staff for personal use in
systems' vehicles, providing rental cars while traveling out of state unless
there is documented cost savings over using shuttles or taxis, and paying for
alcohol at Board-provided meas. The Board made further revisions to its
travel policies in December 2009, including the establishment of limits for
lodging expenses. Our review noted areas where continued improvement to
travel policies and procedures is needed.

Travel expenses are incurred for various purposes including Board
meetings, Board member and employee training, conferences, and due
diligence monitoring visits. Costs associated with travel are most commonly
paid by the Board member or employee and reimbursed, but can also be
charged to systems' credit cards or paid directly to vendors. Travel and
training expenditures totaled approximately $1.2 million during the 3 years
ended June 30, 2009. Of this total, the systems spent approximately $81,000
for meals, $278,000 for airfare and mileage, $366,000 for lodging, and
$462,000 for conference and training registration fees (which included
lodging and meals when included in the registration fee). Approximately 17
percent of travel expenditures were for due diligence monitoring visits. One
to three investment staff typically go on the due diligence monitoring visits
which are frequently to large out-of-state cities, with at least one
international trip each year. The systems investment policy requires that
investment staff monitor external service providers on an on-going basis,
including periodic due diligence monitoring visits at the offices of the
systems 44 investment managers with 74 different assignments. In addition,
visits to the offices of investment manager candidates are frequently made
as part of the investment manager selection process.

We reviewed 25 Board member and employee expense reimbursements and
9 credit card statements containing travel expenses which collectively
totaled $39,950, or approximately 3 percent of travel expenditures during
the 3 years ended June 30, 2009. Approximately $13,000, or 33 percent, of
these travel expenditures were associated with three due diligence
monitoring visits.

Our review noted instances where lodging and mea reimbursements and
restaurant charges to systems' credit cards appeared excessive. Prior to July
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Lodging

2009 and December 2009, the Board had not established limits for meal and
lodging expenses, respectively, or sufficient procedures for ensuring these
costs were reasonable. Previoudly, the Board's policy for Board member and
employee reimbursement of travel expenses did not provide meal limits,
instead stating "we do expect employees to be reasonable in their expenses’.

Lodging expense reimbursements exceeded Continental United States
(CONUS) and foreign per diem rates (federa employee per diem
maximums, established by the U.S. General Services Administration and
Department of State, frequently used by governmental agencies as travel
reimbursement guidelines) for each of three due diligence monitoring visit
trips reviewed.

For a 2008 trip to London, England, lodging costs of $528 per night were
reimbursed to two employees for two nights, when the foreign per diem rate
was $354. The investment manager being monitored during the visit
provided the systems with lodging rates ranging from $244 to $564 per
night for rooms at over 25 hotels, however, documentation was not
maintained to justify selecting one of the highest priced rooms available.
For an October 2006 trip to Chicago, one employee was reimbursed two
nights at $269 per night and another employee was reimbursed one night at
$209 per night for lodging at the same hotel, when the CONUS rate was
$173. Investment staff had compared lodging rates for five Chicago hotels
with available rooms and selected the hotel with the lowest rate; however,
al hotels included in the comparison had prices exceeding CONUS rates.
Price comparison documentation did include a statement indicating many
hotels did not have availability because the trip was taken during the
Chicago Marathon; however, the documentation did not clearly indicate
whether those hotels with more reasonabl e rates were contacted. Our review
of non-discounted rates for comparable hotels (based on American
Automobile Association diamond ratings) in proximity to the hotel used
noted several hotels with rates below the CONUS rate. In addition,
documentation was not maintained to justify taking a trip when room
availability was low and paying different rates for the two employees
rooms.

In addition, for a 2007 trip to New York City, a price comparison was
performed for New York City hotels and the $274 per night reimbursed to
three employees equaled the CONUS rate; however, a price comparison was
not performed for the St. Louis hotel in which they stayed the night before
their flight to New York City. The rate for the St. Louis hotel was $179,
while the CONUS rate was $103. Systems officials indicated price
comparisons were generally not performed for hotels near the St. Louis
airport, although systems' personnel often stay overnight in St. Louis prior
to flights to various other cities. They indicated these hotels were selected
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Meadls

1.2 Supporting
documentation

based on availability of shuttle/parking and safety; however, details
regarding the selection process were not documented.

Subseguent to our audit inquiries regarding the lodging expenses associated
with the trips reviewed, including the trips noted above, the Board
established lodging maximums, effective December 2009. Per the revised
travel policy, the maximum for in-state hotels is the CONUS rate, while the
maximum for out-of-state hotels is 150 percent of the applicable CONUS or
foreign per diem rate. Written explanation is now required when costs
exceed these rates. Systems officials indicated a higher maximum was
established for out-of-state hotels to allow for situations where hotels will
not provide the systems a government rate; however, the establishment of
this higher maximum was not supported by an anaysis or review of the
current hotel rates in the cities in which Board members and employees
typicaly travel. Since asignificant amount of systems' travel expenses relate
to out-of-state trips, the Board should re-evaluate the necessity for allowing
lodging costsin excess of CONUS and foreign per diem rates.

Our review of 52 reimbursements and charges to systems' credit cards
totaling $3,344 for meals while traveling and/or attending Board meetings
prior to the implementation of meal per diems in July 2009, noted some
meal charges exceeded CONUS rates.

Due to an internal audit recommendation and analysis of mea costs and
reimbursement options by systems personnel, the Board established meal
per diems equaling applicable CONUS and foreign per diem rates, effective
July 2009. Systems' officials indicated the meal per diems apply to all meas
except meals associated with Board meetings. Systems' officials indicated
they believe the cost of those meals would primarily be less than the per
diems.

Some expense reports submitted by Board members and employees, as well
as credit card payment records, lacked sufficient documentation. Our review
of three Jefferson City restaurant charges totaling $255, $212, and $263 in
August 2006, October 2006, and April 2009, respectively, for meals
provided to Board members, employees, and others on Sunday nights before
Board meetings noted instances where sufficient documentation of who
attended and/or a detailed invoice or receipt slip was not maintained. Such
documentation is required by the systems travel policy. In addition,
documentation such as the purpose of the meal was not maintained to justify
providing these meals to employees while not traveling. The systems travel
policy provides that meals for employees while in Jefferson City are
generally not paid; however, an exception can be granted if there is a
legitimate business purpose for providing the meal. Systems officials
indicated employees were provided these meals because they were required
to work on the weekend.
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Recommendations

Auditee's Response

In addition, because the systems expense report form does not require
notation of the trip origin and destination, mileage reimbursement requests
generaly did not include this information, making it difficult to review
reimbursement requests for propriety and reasonabl eness.

The January 2009 internal audit also noted instances where travel expenses
were not adequately supported, and recommended managers and
supervisors be more diligent in their review of these expenditures. To
ensure travel expenditures are reasonable and represent valid expenditures,
the Board should ensure expense reports and credit card payment
documentation is adequately detailed, including purpose, origin, and
destination of each trip, and the names of individuals for which meals were
provided and justification for providing local mealsto employees.

The Board of Trustees:

11 Re-evaluate the current lodging maximum rates and establish
reasonable maximum rates for al lodging costs. The reasons
necessitating rates exceeding CONUS and foreign per diem rates
should be documented.

12 Ensure travel expenditures contain adequate supporting
documentation.

The Executive Director provided the following written responses:

1.1 The Board of Trustees has previously established a policy limiting
lodging rates. We believe it is reasonable to have a higher out-of-
state rate maximum because we are often ineligible to receive
government rates outside of Missouri. We are never eligible to
receive federal rates. We now require the additional documentation
recommended by the auditors.

1.2 Our expense reimbursement system already requires a very
thorough documentation process, but we are always open to
improvements. Based upon the auditor's recommendation, we now
require all mileage reimbursements to include more detailed origin
and destination information and we also require documentation of
the purpose and attendees of any meal provided in Jefferson City.
Supervisors approving these transactions have had access to this
information and it is now formally documented in our expense
system.



2. Travel Expenses
Paid by Third
Parties
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Systems' officials indicated, and our follow up on travel expenses
confirmed, that Board members and employees periodically receive paid
travel expenses (e.g., meals, lodging, and conference fees) from investment
managers and other third parties while attending conferences or conducting
monitoring reviews. The Board has not established a system for reporting
and monitoring paid travel expenses accepted by Board members and
employees.

Our review of 25 expense reimbursements and 9 credit card statements
found several instances where certain meals were not claimed for overnight
trips taken, and there was no documentation indicating how these meals
were paid. In response to our inquiries, systems employees indicated some
of the meals were paid for by third parties.

The Board's ethics policy prohibits Board members and employees from
accepting any gift under circumstances in which it would influence him or
her in the performance of his or her official duties or isintended as a reward
for any official action on his or her part. The Board revised this policy in
December 2008 and again in December 2009 to define the types of gifts
Board members and employees are alowed/not alowed to accept. In
December 2008, the policy was revised to specifically prohibit acceptance
of gifts valued in excess of $50. In December 2009, the policy was revised
to prohibit acceptance of any gifts (regardless of value) which would
provide persona benefit to the Board member or employee or immediate
family members, but to allow acceptance of certain items of insignificant
value as well as reauthorizing acceptance of travel expenses which would
otherwise be paid for by the systems.

Systems officials indicated after the December 2008 policy revision, travel
expenses increased because the systems began reimbursing third parties for
travel expenses associated with conferences and other trips that had
previousy been paid by the third parties. As a result, to reduce costs, the
Board revised the policy in December 2009 to alow acceptance of these
paid expenses from third parties. Specific items that Board members and
employees are alowed to accept from third parties, as listed in the current
policy, include the following:

o A plague or an award.

e |tems of insignificant value and informational materials that are
commonly given to everyone at an event (e.g., key chains, coffee mugs,
CDsor DVDs).

e Business meals with prospective or current vendors or meals at
professional meetings (including due diligence monitoring visits) and
conferences.

o Travel expenses if the expenses would have otherwise been reimbursed
by the systems as business expenses.
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Recommendation

Auditee's Response

o Travel expenses or nominal prizes provided to those speaking at a
conference or serving on a board.

Section 105.667, RSMo, states any Board member or employee accepting
any political contribution, gratuity, or compensation for the purpose of
influencing his or her action with respect to the investment of the funds of
the system shall forfeit his or her office, and be subject to other penalties
established by law. Accepting paid travel expenses from entities which the
systems contract with or could potentially contract with, could give the
appearance of a conflict of interest. By allowing the acceptance of such
items from third parties, it is difficult to determine how systems' officials
could monitor whether someone's actions had been influenced.

The Board should re-evaluate the ethics policy which alows the acceptance
of payment of travel expenses by third parties. If acceptance of these items
is continued, a system should be established for reporting and monitoring
those items received by Board members and employees. In October 2008,
the Board voted to require Board members and management staff to file
annual persona financial disclosure statements with the Missouri Ethics
Commission; however, because of limited disclosure requirements, the
statements do not serve as a complete record of all travel expenses that
Board members and employees have accepted from third parties. Records
should be maintained for al paid travel expenses accepted by Board
members and employees. These records should document the name of the
third party, their relationship to the systems, expenses paid, the name of the
recipient, the date, and the estimated value of the item received. These
records should be periodically reviewed by the Board and staff to ensure
such items are reasonable.

The Board of Trustees again re-evaluate the ethics policy to determine
whether the acceptance of third party payment of travel expenses by Board
members and employees should be alowed. If allowed, the Board should
establish a system for reporting and monitoring paid travel expenses which
are accepted from third parties by Board members and employees.

The Executive Director provided the following written response:

The Board and staff believe that our ethics policy is one of the strictest in
the industry. Trustees and staff are not allowed to accept an item of any kind
from a vendor regardless of amount unless authorized within the specific
categories detailed in the policy. The travel expenses referenced by the
auditor were only items that would have otherwise been paid by the systems
and could therefore not include any personal travel or items that fall outside
of our travel policy. We believe this is reasonable and does not require the
system to spend funds unnecessarily. We now track such items in our
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expense system. Board and staff will include these items in their personal
financial disclosure statements filed with the Missouri Ethics Commission.
The Board will continue to monitor this policy and make future changes as
deemed necessary.

10



Public School and Education Employee Retirement

Systems of Missouri
Organization and Statistical Information

Board of Trustees

The Public School Retirement System of Missouri (PSRS) and the Public
Education Employee Retirement System of Missouri (PEERS) were created
under acts of the General Assembly, and commenced actual operations on
July 1, 1946, and November 1, 1965, respectively. Both systems are
governed by Chapter 169, RSMo, and are defined benefit plans providing
retirement, death, and disability benefits to members. The systems are
collectively administered and use the name "Public School and Education
Employee Retirement Systems of Missouri" for doing business.

The PSRS is a mandatory, cost-sharing, multiple employer retirement
system for full-time certificated employees of public school districts (except
the school districts of St. Louis and Kansas City) and 4-year regiona
universities. It has been amended to include part-time certificated
employees of public school districts and no longer accepts new employees
of the regional universities. The system also includes certificated employees
of PSRS/PEERS, certain statewide nonprofit educational associations, and
certain state teachers who elected to remain covered by PSRS under
legislation enacted in 1986, 1987, and 1989.

The PEERS is a mandatory, cost-sharing, multiple employer retirement
system for non-certificated school employees of public school districts
(except the school districts of St. Louis and Kansas City) and public
community colleges (except the Community College of St. Louis) who have
elected to join the system. The system also includes non-certificated
employees of the PSRS/PEERS and certain statewide nonprofit educational
associations.

As of June 30, 2009, the PSRS had 541 contributing employers in the
system which included 79,335 active, 11,570 inactive and 43,746 retired
members and beneficiaries. The PEERS had 535 contributing employers in
the system which included 50,978 active, 16,538 inactive, and 19,151
retired members and beneficiaries.

The responsibility for the operation and administration of the systems is
vested in the Board of Trustees. The Board consists of three elected PSRS
members, one elected PEERS member, and three persons appointed by the
Governor. Board members serve 4-year terms, with the terms of two elected
members and one appointed member expiring in aternating periods.
Trustees from the PSRS and PEERS are elected from the active and retired
members of the systems. The members of the Board of Trustees as of
June 30, 2009, were as follows:

11
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Executive Staff

Name and Title Membership Term Expires
Tina S. Zubeck, Board Chair Elected (PEERS) June 30, 2010
Joncee Nodler, Vice Chair (1) Appointed June 30, 2009
Jm O'Donnéll (1) Appointed June 30, 2006
Peggy Preston (2) Elected (PSRS) June 30, 2010
Wayne Wheeler (3) Appointed June 30, 2012
Aaron Zalis Elected (PSRS) June 30, 2012
Yvonne Heath Elected (PSRS) June 30, 2012

(1) Joncee Nodler and Jim O'Donnell were replaced by Donald Cupps and Scott Hunt in
October 2009. Their terms expire June 30, 2013.

(2) Peggy Preston retired in June 2009 and this position remains vacant until a new member
is elected in June 2010.

(3) Wayne Wheeler was elected Vice Chair in October 2009.

M. Steve Yoakum has served as the Executive Director since June 1, 2001.
The Executive Director coordinates the daily operation of the systems,
contracts for professional services with the approval of the Board, and
advises the Board on al matters pertaining to the systems. At June 30, 2009,
the systems had 117 employees including the Executive Director. The
executive staff and their annual compensation as of June 30, 2009 were as
follows:

Annual
Name and Title Compensation (1)
M. Steve Y oakum, Executive Director $253,054
Craig Husting, Assistant Executive Director, Investments 241,551
Rob Rust, Assistant Executive Director, Operations (2) 147,145

(1) In addition to base salary, the executive staff contracts provide for the following
benefits: 1) employer-paid spouse and dependent health and dental insurance, 2)
annual contribution to the Section 457 deferred compensation plan (currently $15,500
per calendar year), 3) annual maximum allowable Age 50 Catch Up contribution to the
Section 457 deferred compensation plan (currently $5,000 per calendar year), 4) use of
a systems-owned vehicle for business and personal travel, and 5) gasoline for business
and persona use of the systems-owned vehicle. The systems discontinued purchasing
gasoline for personal use as of November 2008.

(2) Rob Rust retired in June 2009 and was replaced by Dearld Snider.

Additional information regarding the systems' plan provisions and benefits,
assets and investments, financial activities, consultants, and actuarial
vauations is included in various documents and reports which are available
on the systems' website (www.psrs-peers.org).
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