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Preface

The Joint Legislative Audit and Review Commission has
been assigned statutory responsibility to carry out operational
and performance reviews of State agencies and programs. Section
30-60~ Code of Virginia J also provides that JLARC staff may assist
the Auditor of Public Accounts in the completion of special reports.
This report on the Virginia Supplemental Retirement System (VSRS)
was initiated under §30-60.

In early 1978, the Auditor of Public Accounts discovered
the fradulent disbursement of trust funds from the retirement system.
In view of several apparent deficiencies in VSRS administration, the
Commission was asked to authorize a comprehensive management review.
At the request of Governor John N. Da1ton~ staff assistance was also
added from the Department of Management Analysis and Systems
Development.

The Virginia Supplemental Retirement System is one of
the largest public pension systems in the country. VSRS has more
than 235~OOO members and annuitants. Financial assets exceed $1.3
billion. Employees of 385 different juriSdictions participate in
VSRS membership. In view of this scope, VSRS should have the highest
levels of management performance and accountability.

Management of VSRS has been substantially modernized in
recent years, especially because of priorities assigned by the
Board of Trustees to investments and member services. Improvements
in physical facilities~ staffing, and automBted data processing
have also been accomplished. Most importantly~ retirement funding
appears to be actuarially sound.

Some management areas have not received adequate attention.
Recommendations intended to address each of those areas are con­
tained in the report summary. It should be noted that the Joint
Legislative Audit and Review Commission endorsed the recommendations
on October lO~ 1978 and transmitted them to the Governor and Board
of Trustees of the retirement system. The Board of Trustees has been
asked to report on steps taken to implement each recommendation by
December 12, 1978.

On behalf of the COmrrUssion staff, I wish to acknowledge
the cooperation and assistance provided by the Board and staff of
the Virginia Supplemental Retirement System~ the Auditor of Public
Accounts, and the Department of Management Analysis and Systems
Development during this review.

~£J-4cku
Ray D. Pethtel
Director

October 10, 1978

•



Report Summary

Management Review:
Virginia Supplemental Retirement System

The early 1970's was a critical period for the Virginia
Supplemental Retirement System (VSRS). The Board and executive staff
were under heavy pressure to reduce delays in processing member
refunds and to expedite routine paperwork. Investment management
lacked professional expertise and was guided by outmoded investment
pol icies. VSRS was understaffed and poorly equipped.

In response, the VSRS Board and Director took commendable
steps to:

• overhaul the management of investments by adopting
new policies and utilizing experienced professionals;

• introduce automated data processing equipment and
systems to expedite member refunds and improve
services;

• inform members about their benefits;

• improve working conditions by upgrading the
physical plant and adding staff; and

• establ ish formal Board positions on pending
legislation and retirement proposals.

Some important management functions have not received
adequate attention either from the Board or from the Director.

GENERAL ADMINISTRATION

1. Financial Practices. Financial practices are poor.
Generally accepted accounting requirements have not been met. Financial
controls have been weak. Financial records and reports are deficient.

Recommendation: The Board, in conjunction with the Auditor
of Public Accounts, should ensure that VSRS records are properly
maintained and audited annually. Legislation should be introduced to
require an audit be completed no later than December of each year.
Financial statements must be based on audited information and provide a
full and fair reflection of the VSRS financial condition. A complete
set of financial statements should be included in the annual report.

2. Financial Leadership. VSRS does not have adequate financial
management expertise. The Director had no experience in managing a
large, financial organization when he was employed in 1973. Neither the
Director nor the Board took decisive action to request necessary expertise
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in financial management until 1977. Most day-to-day management super­
vision has been provided by data processing specialists. A mid-level
accountant was responsible for all accounting practices and preparation
of financial records prior to September, 1977.

VSRS has not yet shown evidence of the strong financial
leadership essential in a $1.3 billion enterprise. There is a potential
conflict in responsibility between the Financial Manager position and a
recently authorized Internal Auditor position.

Recommendation: An experienced, innovative chief financial
officer should be hired, and the Board should become more involved in
oversight of financial management. The audit subcommittee of the Board
should request and receive periodic briefings from the Director, chief
financial officer, and Internal Auditor. Regular tests should be made
of accounting and control systems.

The Board should be increased from seven to nine members.
The Comptroller should be an ex officio member of the Board. A nine­
member board would provide the opportunity for representation from
existing member interest groups, and an appropriate mix of expertise in
investments, insurance, and financial management.

The Board should affirm that the chief financial officer
(Financial Manager) has primary authority over financial affairs. The
duties of the Internal Auditor should be clarified. He should be given
responsibility for carrying out field audits of participating localities,
and testing financial controls.

3. Planning and Reporting. The lack of comprehensive manage­
ment planning at VSRS was first noted in a consultant study in 1971.
With the exception of investment management, administrative and board­
level planning has been informal and incomplete. VSRS does not have a
documented organizational plan based on approved goals and objectives.

There are reporting deficiencies at two levels. First,
functional reporting from operating divisions to the Director is not
adequate to identify problems and trigger corrective actions. Second,
VSRS staff is not systematically reporting to the Board on accomplish­
ment of defined objectives.

Recommendation: VSRS needs to strengthen its planning process.
(1) VSRS should prepare an organizational plan which documents the respon­
sibility of each functional division; describes relationships between
divisions; and establishes the number, type and qualifications of
necessary personnel. (2) The administrative staff should develop
exception reports to focus supervisory attention on chronic problems.
(3) The Director should develop a management reporting system that
includes routine information on accomplishment of organizational objec­
tives and priorities. (4) The Board should accept greater responsibility
for management planning.

The Board should require that the Director prepare an annual
management plan. The plan should specify annual objectives, priorities,
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strategies and performance measures; it should report on previous year's
accomplishments. Approval of the annual plan by the Board would
constitute a formal statement of management objectives that is not
currently available. The management plan would also provide a systematic
agenda for evaluating the Director's performance.

4. Personnel Administration. Personnel administration is
carried out in a haphazard fashion. Only one job description in five
is accurate. Nearly every work station lacks written task procedures.
Personnel evaluations are mechanical and not useful in identifying
persons with supervisory potential because almost all employees receive
the highest ratings.

The work required of individuals in some jobs requires a dif­
ferent or higher level of skill, or entails more responsibility than is
reflected in job classifications. The position of Special Services
Assistant to the Director does not require a full-time employee.

Recommendation: VSRS should overhaul its personnel adminis­
tration processes. Job descriptions should be prepared for each position.
Written procedures which document the specific tasks involved at each
work station should be prepared. Meaningful evaluations should be
given to rate employees fairly and to help identify individuals with
supervisory potential.

Two job classes (involving nine incumbents) should be reclas­
sified. Three clerks in the Benefit Programs section should be reclas­
sified as Retirement Analysts, and six clerks in the payroll, refund
and social security sections should be reclassified as Fiscal
Technicians. The position of Special Services Assistant to the
Director should be eliminated at the earliest opportunity.

5. Member Records. Important member records are not ade­
quately maintained. Some VSRS-l forms have been misfiled or lost. A
spot check of the files disclosed missing forms, duplicate forms, and
uncorrected errors. There is no back-up to the beneficiary information
contained on the VSRS-l. Some member information on computer files is
erroneous, and there is no routine effort made to purge member records.
Access to retirement files is not controlled.

Recommendation: The VSRS-l files and member computerized
records should be purged and corrected. Access to the file room and
retirement files should be controlled. VSRS should develop back-up for
the VSRS-l, either by microfiche or by duplicate form stored in another
location. The file room should be made fireproof or fire resistant.

6. ADP System Design. The initial implementation of an ADP
system between 1970 and 1973 was a failure in many respects. The
effort was crippled by a lack of communication between VSRS and the
Department of Automated Data Processing {now MASD) , and a resulting
lack of planning and design. Of greatest concern is the lack of an
integrated general accounting system.
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IV.

VSRS is presently redesigning its ADP accounting system with
the aid of a consultant. The contract funds have been exhausted but
the contractor has agreed to complete the job at no additional cost.
A system concept has been developed but a detailed design has not
been completed. The project is far behind schedule. It is not clear
that weaknesses in the existing system will be corrected.

Recommendation: VSRS must ensure that a workable and
appropriate ADP system is designed and installed. The consultant and
VSRS have not established specific products to be delivered. Both
VSRS and the consultant must agree on a satisfactory design plan and
schedule and see that it is met. The Comptroller, Auditor of Publ ic
Accounts, and MASD should participate in the review of the design to
ensure that it meets all State requirements.

RELATIONS WITH EMPLOYERS AND MEMBERS

7. Training Employer Contacts. The present methods of
training and assisting employer contacts are inadequate. Presently,
VSRS reI ies on a series of half-day seminars to train contacts. Twenty
of 24 contacts interviewed by JLARC questioned their own effectiveness
because of poor training or lack of current information. Two agency
contacts interviewed had not been trained. The emphasis on seminars
as the primary training vehicle does not appear to be effective.

There are two principal weaknesses in the present program.
First, VSRS does not have clearly defined procedures for SOme important
areas. Requests for assistance in these areas have been answered by
confl icting or inconsistent advice from VSRS personnel. Second, the
operations guide and the booklets provided by VSRS to complement the
seminars are incomplete and not regularly updated. Twelve of the 24
agency contacts had not received a guide, and every agency contact
who had a guide, reported it was of I ittle value to them.

Recommendation: VSRS should place primary emphasis on pre­
paring, distributing, and maintaining a comprehensive procedures
manual. The manual should be loose-leaf for easy updating and have
an index. Posting instructions should accompany all notices or
changes in procedures.

The training seminars should be el iminated or substantially
reduced in number. The personnel and budget resources saved should
be used for designing the comprehensive manual, providing intensive
individual training for new agency contacts, and troubleshooting.

8. Publications. VSRS publications are helpful but they
may not be adequately distributed. Almost a third of the membership
indicate that they have not received a member handbook. These
individuals are less knowledgeable about their benefits and respon­
sibilities under VSRS than those members who have a handbook. Agency
contacts indicate that handbooks are often out-of-print.



Recommendation: VSRS needs to review methods of handbook
distribution. Handbooks should be printed in adequate supply and
revised when major benefits or procedural changes are made. One pro­
cedure might be to mail handbooks to new members and distribute
revised books through agency contacts. Since agency distribution is
the primary information channel, agency contact responsibility needs
to be emphasized.

9. Counseling Services. The responsibility for providing
counsel ing services is assigned to two different sections. Most member
requests are limited to routine benefit estimates. The counselor in
the Field Services section is required to perform some routine clerical
duties and does not fully utilize her professional counsel ing skills.

VSRS staff may not be adequately prepared to deal with "walk­
in" or telephone requests. JLARC staff observed one case in which a
retired member personally visited the VSRS office to ask for a direct
deposit of checks to his bank account. The clerk who handled the
request told the member to go home and submit the request by letter.
The procedure could have been handled by completion of a routine,
standard VSRS form.

Recommendation: All requests for benefit estimates, and
other routine assistance for members who call or visit VSRS, should be
assigned to trained clerks in the Benefit Program section. The Field
Services counselor should be assigned to develop comprehensive counsel ing
and informational programs, address special cases, and support training
for employer contacts.

10. Blue Cross Deductions. VSRS can be of greater assistance
to retired members who want to have payments for Blue Cross/Blue Shield
insurance deducted from their annuity checks. Presently, a long delay
in initiating the automatic deduction process can result in lapse of
coverage, or the need for a large advance payment to continue coverage.
For several years, the State Office of Employment Relations and Blue
Cross of Virginia have been attempting to simplify and accelerate the
process of completing the transaction.

VSRS has indicated that Blue Cross and the State Office of
Employment Relations are responsible for developing alternative
procedures. However, VSRS is clearly involved in the matter because
one of the services offered to retired VSRS members is automatic
deduction of health insurance premiums.

Recommendation: VSRS should take a lead role in discussing
the deduction procedures with Blue Cross and the State. VSRS should
make any reasonable adjustments necessary in its operations to help
simpl ify procedures.

v.



BOARD OVERSIGHT OF ACTUARIAL ADVICE AND
INVESTMENT MANAGEMENT

II. Actuarial Advice. There has not been sufficient com­
munication between the Board and actuary. The Board has not been kept
informed well in advance about changes in funding requirements.
Actuarial information has not been clearly communicated to the General
Assembly, Governor, or VSRS members.

Recommendation: Communication between the Board and the
actuary needs to be increased. A policy should be established setting
a minimum number of meetings each year. The Board should insist that
the actuary present understandable information. The actuary should be
held strictly accountable for accurate and timely forecasts, cost pro­
jections, and measures of fund soundness. The actuary should com­
municate to the Board those pending funding and benefit concerns
which result from his professional assessments and judgements, as well
as the results of formal studies required by legislation.

12. Investment Oversight. Investment policies and oversight
are well developed. The Board has been especially active in investment
management. Pol icies are appropriate, reasonable, and supported by
analysis. The detailed performance measurement and candid advice
received from the Investment Officer is particularly noteworthy.

Recommendation: The Investment Officer has often been
referred to as a "consultant", or "part-time" staff employee. The
vital role played by the Investment Officer makes it necessary that
the Board be prepared with procedures to replace him should he
choose to resign or retire from VSRS. Consideration should be given
to acquiring additional investment advice by use of an investment
advisory committee. New approaches to investment management, such as
indexing of stocks, should be constantly monitored.

LEGISLATIVE OVERSIGHT

13. Legislative Retirement Commission. The General Assembly
is acutely aware of its responsibility regarding state contributions
and member benefits. There has been some form of organized legislative
oversight of VSRS since the early 1970's. Eleven states have made
legislative oversight of public pension systems a function of a permanent
legislative commission.

Recommendation: The General Assembly should consider estab­
lishing a permanent legislative commission on VSRS to provide focus and
continuity to the oversight function.
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I. Virginia Supplemental Retirement System

The Virginia Supplemental Retirement System (VSRS) is
one of the largest public pension systems in the country. Its
membership consists of more than 235,000 active and retired
members. Its financial assets exceed $1.3 bi 11 ion. VSRS is a
consolidated retirement system which provides benefits to nearly
all State and local publ ic employees, including teachers, and
encompasses the distinctive pension plans that have been legislated
for the State Police and the Judiciary.

The VSRS administration has been hallmarked by a number
of events that occurred during this decade. In the early 1970's,
two studies recommended that VSRS undergo major organizational
and operational changes. Following a period of turnover in the
Board of Trustees and the selection of a new Director, management
of investments was overhauled, delays in processing applications
for refunds were reduced, and record keeping activities were
automated. Member services were supplemented by periodic news­
letters for both active contributors and retirees. A new adminis­
trative headquarters building was acquired and additional staff
were authorized.

Not all aspects of VSRS management have progressed at
the same pace. In contrast to the Board's consistent involvement
in investment management, there has been scant attention to
financial management, including personnel, accounting controls,
and information and reporting. And although member services and
records maintenance have been upgraded, these activities continue
to suffer from deficiencies.

The imbalance in management priorities became evident
in February 1978, when the Auditor of Publ ic Accounts discovered
fradulent payments of more than $110,000 from system funds. At
that time the Joint Legislative Audit and Review Commission was
asked to make a thorough management review of VSRS in accordance
with §30-60, Code of Virginia.

Scope and Objectives of the JLARC Review

In order to complement the financial audit being carried
out by the Auditor of Public Accounts and to provide a comprehensive
analysis of VSRS, a management review was structured to:

.review the policy formation and oversight
activities of the VSRS Board of Trustees;

.assess the internal management of VSRS for
personnel, data processing, and related
activi ties;
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.evaluate the effectiveness of services pro­
vided to active members and retirees; and

.assist the Auditor where appropriate in
investigating possible fraud and abuse.

The findings and analysis contained in this report are
based on interviews with past and present Board members, VSRS staff,
and 24 employers who participate in VSRS. In addition, an analysis
was made of Board minutes, job descriptions, internal procedures,
financial records, and correspondence files. Two questionnaires were
mailed to scientifically selected, representative samples of 527
active and 242 retired members.

The report consists of four chapters. The balance of this
chapter reviews the growth of VSRS, its administrative organization,
and information about retirement funding. Chapter II deals with
financial management, planning and reporting, personnel, and records
maintenance. Chapter I I I covers the Board's policy development
and oversight in two vital areas--investment management and actuarial
practices. Chapter IV concludes the report with a review of member
services and communications between VSRS and its membership.

History and Growth of VSRS

The first public pension system in Virginia was established
in 1908 for public school teachers. In 1942 the Virginia Retirement
System replaced the teachers' system and included teachers, adminis­
trative school employees and most State employees. A few years later
the system was expanded to include employees of cities, counties,
and other political subdivisions.

In 1950 public employees became eligible to participate in
the federal Social Security program, and because State benefits were
seen as a supplement to Social Security, the General Assembly recon­
stituted the pension plan as the Virginia Supplemental Retirement
System. To date, however, there is little integration between
VSRS benefits and social security. The supplementary nature of
VSRS, and the degree to which benefits should be integrated,
remain continuing concerns.

VSRS has grown steadily in members, annuitants, and assets
(Figure 1). Active membership grew at an annual rate of about seven
percent. The number of retirees grew even faster from less than 300
in 1952 to 30,000 by 1978. Financial assets increased from $51
million in 1952 to $638 million in 1971, and then doubled in seven
years to $1.3 billion, making VSRS one of the largest financial
institutions in the State.

The growth in membership and assets has been accompanied by
an expansion of VSRS staff. In 1952, there were 16 employees whose
principal task was to keep member records. VSRS is now authorized 66
positions to carry out expanded administrative, clerical, and service
functions.
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Scope of VSRS

VSRS is considered a consolidated pension system because it
covers many different groups of public employees in Virginia (Figure
2). Persons eligible for membership include employees of State and
local government, teachers, administrative school employees, and
employees of many publ ic authorities. In contrast, some states have
many different public employee retirement plans. Illinois, for
example, has over 450.

Two State pension plans established separately by legisla­
tion are affiliated with VSRS: the State Police Officers Retirement
System and the Judicial Retirement System. These plans differ only
in the nature of benefits paid to members. All other functions such
as investment, administration, and record-keeping are carried out as
a routine part of VSRS management.

Membership is mandatory for all employees of jurisdictions
which participate in VSRS with three exceptions:

(1) Persons who are 60 or older when first
hired by any participating employer are
not eligible for VSRS membership;
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Figure 2
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(2) Individuals employed prior to the date
a jurisdiction joined VSRS may elect
membership; and

(3) Membership is an option for employees
of institutions of higher education which
sponsor separate retirement plans.

VSRS coverage was extended to
teachers in the past but has since been
joined VSRS retained their membership.
private schools are members of VSRS.

include private school
repealed. Teachers who
Presently, teachers in 28
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There are 385 local governments, school districts, and
authorities participating in VSRS. Legislation enacted in 1973
required all cities, counties, and towns over 5,000 population to
join VSRS or to establish a retirement plan which would provide
benefits equal to at least two-thirds of those available under the



State plan. Only II local governments have elected to maintain their
own retirement programs.*

Source of VSRS Funds

Funds for VSRS come from employees, employers, and invest­
ment income (Table I). Total employee contributions have more than
doubled over the last eight years. Investment earnings have averaged
about a quarter of total VSRS income, an amount in line with the
nationwide experience of large public retirement systems.

Table 1

SOURCE OF VSRS FUNDS
FY 1971-1978

(Millions of Dollars)

Fiscal
Year

1971
1972
1973
1974
1975
1976
1977
1978

Average
Increase
Per Year

Employee
Contribution

$ 47.3
51.2
60.1
65.9
87.3
92.2

101 .9
107.0

12.7%

Employer
Contribution

$46.3
46.8
36.0
36.9
45.6
52.9
66.9
76.5

8.7%

Net
Investment
Earnings

$34.2
36.7
39.0
39.3
28.2
54.5
62.1
60.6

13.0%

Source: VSRS Financial Statements 1971-1977 (unaudited).

The decline in employer contributions in 1973 and 1974 was
due to an actuarial1y calculated decrease in State contributions on
behalf of State employees and teachers. The State contribution rates
are recalculated every two years and remain significantly below the
employee rate (Table 2).

According to a 1978 consultant's review of VSRS, the State
contribution rate has been low over the past decade in the face of
benefit improvements and inflation. As a result, there has been some

*Counties: Arlington, Fairfax, and Powhatan. Cities: Charlottes­
ville, Danville, Falls Church, Newport News, Norfolk, Portsmouth,
Richmond, and Roanoke.
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Tab Ie 2

CONTRIBUTION RATES FOR STATE
EMPLOYEES AND TEACHERS

AS PERCENT OF PAYROLL OR PAY

Weighted Employee
Average for Contri but ion
Teachers and f rom State

State for State for State Employees and
Biennium State Employees Teachers Employees Teachers

1968-1970 3.09% 5.77% 4.13% 5.50%1
1970-1972 2.91 5.40 4.32 5.50
1972-1974 1.66 3.09 2.43 5.50
1974-1976 2.19 3.32 2.82 5.00
1976-1978 2. 16 4.44 3.25 5.00
1978-1980 3.31 5.93 4.64 5.00

1First $1,200 of salary was exempt from contributions.

Source: George B. Buck Consulting Actuaries, Report on VSRS,
August 9, 1978.

underfunding of the retirement system. In 1978, the Board and
General Assembly took steps to make up the past funding deficiencies.
State contributions for State employees and teachers will steadily
increase over the next decade, and will exceed employee contributions
in total, and as a percent of payroll, by the 1980-1982 biennium
(Table 3). This will bring Virginia more in line with national
trends which show employee contributions decreasing as a percent of
total receipts.

Table 3

PROJECTED CONTRIBUTIONS AND CONTRIBUTION RATES
FOR STATE EMPLOYEES AND TEACHERS

(Millions of Dollars)

Biennium

Employees
Percent

Dollars of Payroll

Employer (State)l
Percent

Dollars of Payroll

1978-1980
1980-1982
1982-1984
1984-1986
1986-1988

$225
284
359
453
571

5.0%
5.0
5.0
5.0
5.0

$208
350
532
718
956

4.6%
6. 1
7.4
7.9
8.4

6

lWeighted average of State employee and teacher rates.

Source: VSRS Actuary.



Future Demands - The Increase in Retired Membership

Pension systems come under increasing pressure whenever
the number of retirees increases at a faster rate than active
members (Figure 1). This trend is characteristic of most state
public pension systems today, including VSRS. While active member­
ship in VSRS almost tripled between 1961 and 1977, the number of
retirees increased almost sixfold.

The increase in active members reflects the general
growth of State and local government. The increase in retirees,
however, reflects not only growth but also the fact that VSRS, as
with most public pension systems, is not actuarial1y mature.
Pension systems which are not mature have a faster growth in the
number of retirees than in active members. In contrast, a mature
pension system has a stable number of active members and a balance
between the number of persons who retire each year and the number
of retired members who die. Until maturity is reached, which will
take another 35 to 50 years in Virginia, the ratio of active members
to retirees will steadily decrease (Table 4).

Tab 1e 4

RATIO OF ACTIVE TO RET IRED MEMBERS OF VSRS

Fiscal Act i ve Retired Ratio of Active
Year Members Members to Ret ired

1961 70,000 4,700 14.9: 1
1966 95,000 7,800 12.2:1
1971 133,100 13,700 9.7: 1
1974 160,200 19,700 8. 1: 1
1977 199,400 27,000 7.4: 1
1978 208,000 30,000 6.9: 1

Source: VSRS Annual Reports and VSRS Staff.

The importance of an expanding retired membership is that
it resu 1ts in i ncreas ing ret i ree payro 11 s, both in rea 1 terms and
relative to the assets of the retirement system. In only eight
years, payments to retired members of VSRS increased by 270 percent,
from $27 mi 11 ion in 1971 to almost $100 mi 11 ion in 1978.

The average annual benefit paid to retirees also rose
sharply (Table 5). This increase is due to three factors: a
general increase in salary scales as a result of inflation, an
increase in average years of service credited toward retirement,
and cost of living supplements. Retired members of VSRS have
received substantial cost of living increases in their retirement
benefits since 1970. A person who retired in 1965, for example,
would have received an 87 percent increase in his original benefit
through July 1978.
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Table 5

INCREASE IN AVERAGE ANNUAL BENEFITS
PAID TO RETIREES OF"VSRS

Fiscal Ret i rement Ret ired Average Annua 1 Benefi ts
Year Payments Members Paid Per Retiree

1971 $26,969,266 13,700 $1 ,969
1972 31,646,294 15,800 2,003
1973 38,915,259 17,300 2,249
1974 50,289,867 19,700 2,553
1975 62,500,000 21 ,800 2,867
1976 70,180,269 24,200 2,900
1977 90,317,655 27,000 3,345
1978 99,109,998 30,000 3,304

Source: VSRS financial statements (unaudited) and annual
reports.

The increase in retirement payments has had a marked
effect on several measures of the demand placed on a retirement
system. These are (1) the ratio of assets to benefits paid out,
and (2) the ratio of annual income to annual outgo. Both of these
ratios can be used to compare retirement systems although, as is
true with all such measures, they are useful primarily to observe
trends and make general comparisons. As indicated in Table 6, both
ratios have declined steadily.

Table 6

DECREASING RATIOS OF VSRS ASSETS TO BENEFITS
AND ANNUAL INCOME TO ANNUAL OUTGO

Fiscal
Year

1971
1972
1973
1974
1975
1976
1977
1978

Rat i0 of Assets
to Benefits Paid 1

23. 3: 1
23. 1: 1
20.8: 1
17.6: 1
15.5: 1
15.4: 1
13.3: 1
13.2:1

Rat i 0 of Income
to Outgo2

3.5: 1
3.2: 1
2.4: 1
2. 1 : 1
2.3: 1
2.4: 1
2. 1 : 1
2.0: 1

lTotal assets divided by retirement payments.
2Contributions plus investment income divided by

retirement payments plus refunds.

Source: VSRS financial statements (unaudited).



These ratios, in and of themselves, do not necessarily
indicate that the funding of VSRS is in jeopardy. For one thing,
national data indicate that the ratio of assets to benefits for
VSRS is comparable to other large public pension systems. In
addition, there are a number of actuarial assumptions which influence
the rate at which assets are accumulated. Nevertheless, decreasing
ratios such as are shown in Table 6, coupled with the steady increase
in the number of VSRS retirees and the size of retirement payments,
confirm that increasing demands are now being placed on the pension
system. In order for VSRS to be able to meet these demands, it
must be well managed and adequately funded.

VSRS Interaction with the General Assembly

The General Assembly has the responsibility for establish­
ing the level and type of retirement benefits. These benefits are
administered through the Board of Trustees.

Board Activity. Although the Board does not establish
benefits, the nature of the benefit structure is a primary concern.
The type of benefits provided are important to the administration
and funding of the retirement system. In recognition of this, the
Board has maintained a policy of reviewing proposed benefit changes
and taking positions on them, particularly those which could
significantly affect the actuarial soundness of the fund. For
example, in 1972 the Board recommended a maximum limit on benefits
for employees covered by both VSRS and Social Security. This
recommendation was adopted by the General Assembly in 1972 but
repealed in 1973. Prior to the 1977 session of the Assembly, the
Board held a special meeting to vote and establish a common position
on proposed legislative changes prior to legislative sessions.

Legislative Oversight. Subcommittees of the House
Appropriations and Senate Finance Committees provided legislative
oversight of VSRS prior to 1977. During the 1977 session, a Joint
Retirement Subcommittee made up of House and Senate members was
established to study the benefit structure. The Joint Subcommittee
was further expanded In 1978 as the Virginia Retirement Study
Commission, and includes representatives from various public groups
including the Virginia Education Association, Virginia Governmental
Employees Association, Virginia League of Counties, and the Municipal
League. This Commission has a broad mandate to study the benefits
and actuarial practices of VSRS, and report to the General Assembly
during the 1979 session.

Eleven states have establ ished permanent legislative
retirement commissions, and at least five more have introduced
bills that would establ ish a permanent commission. These commissions
have the advantage of providing a focus for legislative oversight
of the retirement system. Five of the 11 commissions include
representatives from publ ic employer groups, while the others are
made up of legislators and State officials.
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When the current study commission authorization expires,
the General Assembly may want to consider establishing a permanent
retirement commission in its place. A permanent commission would
provide continuity in oversight and may be advisable given the
complexity of pension systems, particularly in actuarial assumptions
and benefits.

Organization of VSRS

The present organization of VSRS has evolved as a result
of several management and consultant studies carried out since 1971
(Figure 3). Policy formulation and oversight is vested in a seven
member Board of Trustees which is appointed by the Governor. The
Board appoints the Director. Administrative operations are carried
out in four departments: Investments, Data Processing, Finance, and
Operat ions.

Figure 3
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The Investments Department is headed by a private consultant
who reports to and serves at the pleasure of the Board. The depart­
ment manages trust funds utilizing internal personnel as well as four,
private investment management firms.

The Data Processing Department is responsible for recording
and maintaining all member information on central data fi les. Data
processing activities related to investments use computers owned by a
private firm under contract to VSRS.

The Finance Department is responsible for receiving,
depositing, and accounting for all funds handled by VSRS. Included
in these are the employee and employer contributions for retirement,
group life insurance, and social security.

The Operations Department is the only one which provides
direct services to members. Among its many functions are payroll
reporting, processing refunds, counseling individuals nearing retire­
ment, providing benefit estimates, processing applications for
retirement, and preparing the monthly retiree payroll. The depart­
ment also prepares VSRS publications and holds training seminars
for State and local agency employees who interact with VSRS.

Evolution of the Board's Role

Prior to 1970, VSRS is reported to have had a passive
Board of Trustees and a strong Director. Between 1970 and 1973,
however, several events brought about marked changes in the role
played by the Board. A new gubernatorial administration coupled
with several retirements of Board members resulted in the appoint­
ment of six new members to what was then a nine member Board. In
addition, the VSRS Director retired after having served in that
capacity for 20 years.

Board activity increased significantly
years with two areas receiving major attention:
ment and member services.

in the following
investment manage-

Investment Management. Board minutes from 1970 to the
present indicate that investment management has been foremost in
Board deliberations. This is not surprising since effective invest­
ment of pension system assets is an important fiduciary responsibility.
Concern about investment policies also reflects the training and
professional expertise which some of the newly appointed members
brought to the Board.

The involvement of professionals in the management of
VSRS' investments prior to 1972 was severely limited. Although the
Trustees employed an outside investment firm to advise them, the
actual authorization to purchase or sell securities did not occur
unti 1 the Board met. In general, the Board had a "buy and hold"
philosophy which permitted little turnover in securities even
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though more active trading might have resulted in higher returns.
While such policies were widely accepted for public pension fund
management during the 1950's and 1960's, they did not make the best
use of investments as a means of reducing employer and employee
costs.

The 1970 Governor's Management Study Commission found
several deficiencies in VSRS investment management and recommended
a number of major changes. The changes were designed primarily to
increase the involvement of investment professionals, and upgrade
the responsiveness of investment decision making.

In order to implement the Commission's recommendations,
the Board took several steps. First, low yield investments were
sold and the proportion of investments in common stocks was increased
in hopes of greater earnings. Second, VSRS staff and outside
management firms began to buy and sell securities within guidelines
established and monitored by the Board. The Board hired a con­
sultant to assist in the development of investment guidelines and
in the selection of management firms.

The net effect of the changes which were implemented
between 1970 and 1972 was to reduce the Board's day-to-day involve­
ment in investment decisions by shifting management responsibilities
to seven managers, six on contract to VSRS and the seventh directly
employed by the system. In place of day-to-day involvement, the
Board began to concentrate on policy formulation and oversight.
Guidelines were establ ished to control the quality and diversifica­
tion of investments, and the Board employed a sophisticated monitor­
ing system to measure and assess manager performance. These changes,
while significant, have not reduced the Board's continued emphasis
on oversight of the investment portfolio.

Processing of Member Services~ In contrast to the manage­
ment of investments, where Board involvement was direct, the Board's
role in overseeing improvement of member services was more indirect.
Interviews held with past and present Board members indicate that
backlogs in processing routine member services plagued VSRS during
the early 1970's. Delays of as much as two years were encountered
in processing requests for refunds. Communications with members
also suffered. There was little or no provision made for informing
members of changes in the law, benefits or procedures. A consultant
study of VSRS, initiated by the Board in 1971, concluded that the
system was experiencing a general deterioration in the timeliness
of member services.

The backlogs and delays in processing services resulted
in poor public relations and generated many complaints to Board
members and legislators. Concern about the delays was translated
into an impl icit Board mandate to VSRS's administration that back­
logs and bottlenecks were to be reduced.
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According to Board members, the present Director of VSRS
was employed primarily because of his experience in public relations
and liaison with public employees. The Board monitored progress in
upgrading services through discussion and informal reporting of
work load data during Board meetings. In addition, the Board moved
to facilitate better communication with members by the authorization
of a newsletter. Processing of member services has received major
attention from management over the last five years and significant
progress has been made.

Board members interviewed by JlARC staff are generally
satisfied with the evolution of the Board's role since 1970.
Investment management is seen as a particularly strong area. The
reduction in backlogs and processing delays, and corresponding
improvement in VSRS's public image, are also viewed with satisfac­
tion. The important area of VSRS benefits and their long-term
impact on the fund is presently under review by the Joint Study
Commission of the General Assembly.

Overall, the Board's active posture and strong leadership
have resulted in significant improvements in the management of
investments and to a lesser extent, member services. However,
Board oversight has been selective in area and depth of review. As
a result, some improvements have come at the expense of other
important functions of a retirement system. Specifically, the
reduction in service backlog was achieved, at least in part, by
inattention to and in some cases, elimination of financial controls.
Unfortunately, the elimination of these controls facilitated the
theft of more than $110,000 from the retirement system. Many other
aspects of general administration have not received the attention
required in large and complex organizations such as VSRS.
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II. General Administration

Most efforts to improve general management at VSRS have
concentrated on acquiring better physical facilities, installing
newer equipment, and adding staff. Several important functions
such as financial management, planning, management reporting and
personnel administration have received little attention.

FINANCIAL MANAGEMENT

Sound financial management and record keeping are vital
to VSRS. In 1978, income totaled more than $244 mi 11 ion from
employee and employer contributions and investment earnings.
Retiree payrolls for 30,000 individuals were nearly $100 mill ion.
$300 million in social security withholding funds were processed.
However, VSRS does not have the accounting system, records, finan­
cial leadership and expertise, or financial oversight required for
this large retirement system.

The widespread lack of financial controls and poor
accounting practices at VSRS, reported by the Auditor of Public
Accounts, result from weak financial management which has charac­
terized the agency for a number of years. It is particularly
important that prior to September 1977, none of the senior VSRS
staff were experienced financial managers. In fact, evidence
available from staff interviews, Board minutes, and official
correspondence indicates that no decisive action was begun to
upgrade financial management until 1976. There is some evidence
that the Board may not have been fully aware of the many weaknesses
unt i 1 that time.

Lack of Financial Controls

The preliminary findings of an audit being made by the
Auditor of Public Accounts (APA) confirm a widespread lack of
financial control within VSRS. Among the APA findings are:

·there has been no significant effort on the
part of VSRS since 1972 to reconcile accounting
ledgers. The accounting records were in such
poor condition that the APA, supported by a
private consulting firm, has spent over one
year trying to reconcile the accounts;

.during the initial phase of a five-year audit,
one of the two primary member accounts was found
to be out of balance with supporting information
by $10 mi 11 ion;
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_adequate records were not maintained of claims
and premium payments for the VSRS group life
insurance policy held by Life of Virginia. The
single control document kept by VSRS was a hand
written notebook which was never reconciled;

-in 1976 the VSRS certified to the State Corpora­
tion Commission that an audited balance of VSRS
premiums on deposit with Life of Virginia was
accurate. According to APA, no certification
was possible due to the poor condition of VSRS
records;

-prior to early 1978, refunds were routinely made
without verification that the member had, in
fact, contributed the amount of the refund
requested;

_refund payment vouchers were signed by VSRS
administrators and then returned to the clerk
who prepared the voucher. The procedure violated
the basic principle of separation of duties among
employees who disburse funds; and

_generally accepted accounting practices have not
been followed in many instances. Controls over
both internal transfers of funds and disbursements
have not been adequately developed. Without
sound financial procedures, VSRS cannot provide
the level of accountabil ity required of a public
pension system.

Condition of Financial Statements

VSRS does not produce adequate financial reports which can
be used to inform the Board, General Assembly or members of its
financial condition. The only financial reports regularly received
by the Board are: a monthly summary of administrative expenses
which is used to review the budget; and a summary of VSRS receipts
and disbursements which shows cash flow. There is no monthly
report which shows assets, liabilities and fund balance. Further­
more, no annual statement of financial condition is prepared.

VSRS does prepare three subsidiary reports on a monthly
basis: a detailed listing of VSRS receipts and disbursements, a
trial balance, and a balance sheet for the fund. The supporting
statements are a somewhat better reflection of financial condition,
however, they are difficult to read and lacking in several areas.
For example:
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-the balance sheet does not recognize most
accounts receivable. As of June 30, 1977,
$15.6 million in accounts receivable were
not reflected on any financial statement;

.not all liabilities are recognized. Retired
members who choose the standard retirement
option are guaranteed the receipt of all
their contributions. While the amount of
these contributions is a 1iabi I ity, it is
not reflected on financial statements;

.deferred losses on the sale of securities
are carried as an asset without explanation;
and

.there is no recognition of the actuarial
liability on the balance sheet.

The lack of detail in the present VSRS balance sheet can
be illustrated by comparing its format to that of a balance sheet
for public pension systems recommended by the Municipal Finance
Officers Association, a recognized authority for state and local
financial reporting formats (Appendix I). Three other supporting
statements recommended by the MFOA are not prepared: a statement
of operations (showing changes in financial condition); a statement
analyzing changes in reserves; and an actuarial balance sheet.
Without these documents, the Board cannot be fully informed about
the financial condition of VSRS.

The weaknesses in financial statements also limit the
ability of VSRS to produce an annual report that meets the minimum
recommended requirements for public disclosure. Since VSRS does
not produce complete financial statements, the annual report itself
cannot fairly present the VSRS financial condition. In fact, the
annual report now prepared is limited to a one-page summary of
receipts and disbursements and does not even show the basic infor­
mation of system assets, liabilities and fund balances.

Concerns about the clarity and completeness of VSRS
financial statements have been raised in two previous management
studies. Although steps have been taken in the past to improve the
clarity of statements given to the Board, there has been signifi­
cantly less attention to completeness. The Board should place a
high priority on obtaining adequate financial statements on a
monthly and annual basis.

Need for Annual Audits. VSRS has not had a financial
audit since 1972. Since the recent reorganization of the Office of
the Auditor of Public Accounts, the frequency of audits has been
changed. According to the Auditor of Public Accounts, audit staff
have been assigned to VSRS almost continually since 1972; but, the
poor condition of financial and accounting records has prevented



the completion of an audit. Completion of an annual audit is an
essential control and should be performed in accordance with
generally accepted practices.

The Board should make every effort to see that financial
records are kept properly so that an audit can be completed annually.
Legislation should also be introduced to require that an audit of
VSRS be completed no later than December of each year. In the event
that circumstances prohibit a timely audit by the APA, the Board
and the APA could contract with an independent accounting firm to
complete the audit.

Lack of Leadership in Financial Management

The present weaknesses in financial management are
primarily the result of a lack of qualified personnel. VSRS has
not had the kind of strong financial leadership necessary for a
billion dollar organization. The present Director acknowledged he
was inexperienced in accounting and financial management when he
was hired in 1973. Additional staff with these skills were not
hired until 1977. Personnel and procedural changes are necessary
to strengthen financial management.

Need for Financial Leadership. Prior to 1977, accounting
systems and fiscal controls were the day-to-day responsibility of
an accountant who had worked for VSRS for 26 years following
graduation from high school. The individual is a competent and
dedicated employee, but was not trained or qualified to design,
maintain, and monitor the increasingly complex financial system.

Supervisory authority for financial management prior to
1977 was assigned to an Operations Manager. The Assistant Director
of VSRS also played a major role in financial oversight. Both the
Operations Manager and the Assistant Director, however, were data
processing specialists and were primarily concerned with developing
a new data processing system.

Evidence is clear that both these individuals, who have
since left VSRS, did not provide leadership in financial management.
Interviews with current VSRS staff confirm that these individuals
were not sensitive to the need for basic financial and accounting
safeguards. In several cases, financial controls were eliminated
in an effort to expedite data processing. Several of the VSRS
staff report they were concerned about lack of control in financial
and accounting procedures, and brought their concern to the atten­
tion of VSRS management. However, the Director reaffirmed the
authority of the Operations Manager and Assistant Director.
Adequate financial controls were not installed.

A consultant study done in 1976 raised specific questions
about the quality of financial management. The study cited the
fact that the Assistant Director was addressing his supervisory
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responsibilities for financial administration " ... as his schedule
permitted". According to the consultant:

"Constraints on the work time of the
Assistant Director result in the lack of modern
financial reporting, and the systematic manage­
ment of any financial questions that may arise.
It is critical ... that a fully competent finan­
cial executive with requisite training and
experience be engaged."

Despite a clear lack of adequate financial leadership,
the first personnel action to obtain a financial manager did not
occur until 1977. Records of the Department of Personnel and
Training indicate that VSRS requested the addition or modification
of 39 positions since July 1973; 35 of which were approved. Three
of these requests dealt with financial personnel; however, all
three were for accountants or mid-level supervisors--positions
which would not have significantly strengthened financial leadership.

The Director has stated that other informal efforts were
made to upgrade the level of financial expertise between 1973 and
1977. However, these efforts have not been documented, and did not
involve informing either the Governor or the General Assembly of
the lack of financial expertise within VSRS.

The request for a financial manager was forwarded to the
Department of Personnel and Training in June 1977. The request was
followed by a letter from the Board of Trustees urging quick
approval of the request. The Board Chairman's letter cited a
" .•• serious and frightening lack of proper financial control in the
Reti rement System... " as justification for prompt approval of the
position request. The letter proved unnecessary because the
financial manager position request was approved by the Department
of Personnel and Training two days before the Board letter was
written.

A financial manager was hired in September 1977. While
the addition of this position improved the organizational setting
for financial management, the need for top-level financial leader­
ship has not diminished. VSRS continues to lack the kind of
financial management expertise necessary in a large, complex public
pension system.

The Board should take an active role in obtaining an
innovative financial manager experienced in managing a large
financial organization. In order to attract candidates who have
had relevant experience, it may be necessary to increase the
current salary range for the position. Presently, the Financial
Manager position has a salary range of $18,700-$25,600. A range
at least equivalent to the fiscal officers of major State agencies
would be appropriate. For example, the salary ranges for the chief
fiscal officers of the Departments of Welfare, and Highways and
Transportation are $21,400-$28,000.
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The Board may also need to offer a salary above the entry
level in order to attract the most suitable candidate. According
to the Department of Personnel and Training, above-entry-level
appointments are routinely approved provided an agency demonstrates
evidence of a valid recruitment effort and the need for a higher
salary to obtain a qualified individual for the job.

An Internal Audit Function. In an effort to improve
monitoring of financial controls, VSRS has requested approval to
hire an internal auditor. The basic responsibility of the internal
auditor would be to review and test internal controls and suggest
how they can be improved. According to the position request form,
the internal auditor would report to the Director and an audit
subcommittee of the Board.

Although an internal auditor appears to be needed, the
working relationship of the auditor and financial manager have not
been clearly defined to ensure that the financial manager retains
control of, and responsibility for, the financial and accounting
systems. As a result, the establishment of an internal auditor
could undermine the leadership role expected of the financial
manager.

For example, the job description for the internal auditor
states that he is to "deal with the methods of reconciling acccounts,
financial presentations ..• and any other mechanism used in produc­
tion of the system's financial reports". The job description of
the financial manager makes him responsible for the preparation of
financial statements, a responsibility which could conflict with
that assigned to the auditor. The Board should establish clear
specifications for the job of financial manager and internal auditor
to ensure that each position is used in the most appropriate way.

The auditor could also develop a means for conducting
field audits of participating localities. Most localities which
are members of VSRS have never been field-audited to determine
whether the financial documentation and reports they submit are
accurate. As a first step, emphasis should be placed on auditing
those localities which are known to have difficulty in following
reporting procedures used by VSRS.

Board Composition for Financial Oversight

The Board needs to exercise a stronger role in reviewing
financial activities of VSRS. The recent appointment of an audit
subcommittee will be helpful to provide a focus for heightened
Board oversight of financial affairs. The audit subcommittee would
be particularly useful if it were to request and receive periodic
briefings from the Director, financial manager and internal auditor
on proposed changes to the accounting and control systems, and the
results of current work within the financial division of VSRS.
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Board oversight of financial affairs could also be
strengthened with the appointment of additional members who have
expertise in financial management. Prior to 1977, Board members
included the Comptroller as one of four ex officio Board members.
Legislation enacted in that year removed ..."the...·ex officio members.
While a 1971 consultant's report found the nine member Board to be
appropriate in size and composition, in 1976 the same consultant
was critical of the heavy concentration of ex officio State officers.

It can be argued that a concentration of State officials,
who might possibly overrepresent the employer's (State's) interests,
could jeopardize the independence of the Board. However, it is
also generally agreed by many past and present Board members that
the Comptroller, due to his position as chief fiscal officer of the
State, offered considerable expertise of value to the Board. JLARC
interviews with Board members found substantial interest in return­
ing the Comptroller to the Board of Trustees. The Comptroller's
accounting expertise would be particularly valuable on the audit
subcommittee.

If the Comptroller were returned to the Board, it would
be necessary to eliminate an existing appointment or to add a ninth
member to avoid the possibility of a tie vote. One option would be
to add a fourth member from the private sector, experienced in
banking or insurance, who has a strong background in accounting and
financial management. Adding a Board member with particular
abilities in private sector financial management would provide a
good complement to the Comptroller.

PLANNING AND REPORTING

VSRS does not have a well developed planning process.
Management reports which are required for effective planning are
largely unavailable. These weaknesses were noted in the 1971 con'"
sultant study which concluded that the inability of VSRS to direct
and control organizational change forced it to respond to events as
they occurred.

Planning and the use of management reports which provide
information to the planning process are essential to good manage­
ment. However, VSRS is deficient in four key areas of planning and
reporting: (1) the use of exception reporting to identify problem
areas; (2) systematic management reporting from various departments
to the Director; (3) organizational planning to support reorganiza'"
tion, personnel changes, and internal communications; and (4) long­
range planning which involves the Board of Trustees.

Exception Reporting

Supervisors are not kept systematically informed about
chronic administrative problems. As a result, follow-up action is
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often not taken where it is needed. Two examples of the need for
exception reporting are payroll reporting and social securi ty
withholding.

Payroll Reporting. Each employer participating in VSRS
submits a monthly or semimonthly payroll report and a check for the
amount of employee contributions. The payroll report documents
each member's contribution to the retirement system for each pay
period. The amount of total contributions and the payroll report
must balance. Otherwise, it is not possible to verify that all
contributions have been received or that members have been properly
credited for their contributions. The following case illustrates
how a lack of exception reporting can allow continued errors in
administrative procedures to go uncorrected.

Contributions and supporting payrolls for
judges and other members of the Judicial Retire­
ment System (JRS) are sent to VSRS by the office
of the State Supreme Court.. The amount contri­
buted by JRS members and the supporting payroll
have been out of balance for over two years.

A VSRS clerk noted errors in JRS payrolls.
Although the VSRS clerk returned the payrolls
for correction, none of the errors were resolved
and the clerk made no effort to notify super­
visory personnel of the incorrect accounts. As
a result, the accounts grew further out of
balance each month.

JLARC staff notified JRS supervisors of the
erroneous payrolls during this review.

The JRS accounts are still in error. The Supreme Court
staff state they do not have the manpower to review and revise
payroll reports covering two years. Systematic exception reporting
would have identified and corrected chronic reporting problems
before they got out of hand.

Processing Social Security Taxes. A second
activity which would benefit from exception reporting is the
processing of social security taxes. VSRS is responsible for
forwarding social security withholding taxes for publ ic employees
to the federal government, along with information on how much
should be credited to each individual's account. The Social
Security Administration (SSA) will not credit an individual's
account unless the name and social security number match the SSA
computer records. If the name and social security number do not
match, a 1ist is sent to VSRS for correction. VSRS, in turn, sends
a copy of the list to the employer for correction. Corrections
made by localities are then forwarded to SSA.
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JLARC reviewed the files of 12 participating employers
who had repeated reporting errors to determine why corrections were
not made. In Seven of the 12 cases, the employer had failed to
send amended data to VSRS over at least a two-year period. Although
the employer is primarily responsible for correcting errors, VSRS,
as social security administrator, has a responsibility to review
the files of all employers and follow-up on those that fail to
submit corrections.

However, VSRS makes only a limited attempt to follow-up
the failure of employers to return amended data. As a result, some
public employees have not been credited with all of their social
security withholdings. In one case reviewed by JLARC, an individual
had not been credited for withholding taxes dating back as far as
1970 even though the employee's name appeared on the federal exception
list four times. The failure to post these taxes to members'
accounts could affect social security benefits.

VSRS must develop adequate exception reporting in order to
systematically identify uncorrected problems and bring them to the
attention of management. Presently, a follow-up notice to the
employer is sent stating the corrective action that should be
taken. If the second notice does not result in correction, there is
no systematic procedure for bringing the problem to the attention
of management. Employers who chronically fail to submit corrections
should be brought to the attention of the Director and, if necessary,
the Board of Trustees.

Management Reporting

VSRS does not have a well developed process of internal
management reporting which relates daily activities to organiza­
tional objectives. Internal communication between the Director and
his staff has been primarily verbal, informal, and unsystematic.
The lack of more systematic reporting hinders communication among
the staff and makes it difficult to hold staff accountable for their
performance.

The lack of reporting has been recognized as a deficiency
by VSRS staff and some efforts have recently been made to develop a
reporting system. Beginning in August, 1978, biweekly written reports
are required from each department. The Deputy Director intends to
use these reports and program budgeting manuals to serve as a basis
for an internal planning process. VSRS should continue to develop
management reporting which stresses systematic comparisons of
activity with the plans and objectives of the retirement system.

Organizational Planning

VSRS has undergone several reorganizations since 1970, and
is presently considering another restructuring of responsibilities
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and personnel. These reorganizations have not been supported by
systematic planning. For example, VSRS staff had not developed an
organization chart to support the latest reorganization proposal
until requested to do so by JlARC. There is little documentation
on management's objectives for the reorganization, how duties and
responsibilities are to be realigned, or how personnel are to be
used. Without this documentation, the proposed reorganization can
not be justified.

VSRS staff should develop an organizational plan which
details the duties of functional divisions, internal relationships
between departments, and personnel needs of the agency. This plan
is necessary to provide a basis for reorganization. The organiza­
tion chart prepared by VSRS for JlARC is a good first step in
identifying, consolidating, and strengthening supervisory roles and
organizational relationships.

Board Role in Planning

The Board of Trustees has not played a major role in
The lack of Board involvement in planning has resulted
objectives and priorities for VSRS, and has limited the
the Board to evaluate management performance.

In 1971 a consultant recommended that the Director prepare
an annual report for the Board on the administration of the system.
The report was to include a section on the Director's recommenda­
tions for planned improvements in administration. There is no
evidence to indicate such a report was ever made. According to the
Board minutes, the Director reported on general administrative
matters once in 1973 and once in 1976, but the reports were verbal
and not based on a formal planning document. In contrast, the
Board has received a comprehensive, written, annual investment
report from the Investment Officer for each of the last five years.

The exclusion of the Board from a meaningful agency
planning process prohibits the establishment of clearly defined
VSRS objectives and priorities. Presently, Board intent is not
documented because the minutes of Board meetings are not complete
enough to constitute a statement of agency goals. Discussions
during Board meetings and verbal suggestions for management improve­
ment do not provide an adequate basis for long-range planning and
control.

The 1 imited role of the Board in establishing objectives
and priorities is illustrated by the fact that the Director recent­
ly sent a detailed statement of objectives to the Secretary of
Administration and Finance without Board review. The statement was
requested by the Secretary as part of the State's program budgeting
process. Although this statement is the most complete listing of
objectives and timetables available, it is of questionable validity
because it has not been reviewed and approved by the Board.
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Without more systematic and formal planning, the Board
cannot ensure that its objectives are clearly stated, that manage­
ment strategies have been well developed, or that managers are held
accountable for performance.

The Board should require that the Director and his staff
prepare an annual management report to include a long-range plan
for Board review. The plan should specify organizational object­
ives, schedules for their completion, how they are to be achieved,
and performance measures to be used in evaluating the previous
year's performance. The development of a long-range plan would
better integrate the policy-making role of the Board with the
specific planning necessary for management. It would also strength­
en the oversight and control responsibilities of the Board by
requiring management to be explicit in its appraisal of objectives,
problems and performance.

PERSONNEL AND STAFFING

VSRS personnel administration needs to be improved in
order to clearly define and meet agency personnel requirements.
Three problems are particularly evident: inaccurate job descrip­
tions, a lack of well-defined and written procedures for most jobs,
and ineffective evaluations of employee performance.

Inaccurate Job Descriptions

Written job descriptions are important to provide consis­
tency in selecting and evaluating employees, and to ensure that
employees are compensated fairly. JLARC staff conducted desk
audits of 63 full-time positions in VSRS. Employees were inter­
viewed to determine what duties they performed, and their responses
were then compared to the current job description for each position.

One-third of the job descriptions for personnel positions
in VSRS are clearly inaccurate (Table 7). For example, some job
descriptions describe tasks performed by other employees. Five job
descriptions are outdated and one even predates the establishment
of VSRS in 1952. Other inaccurate job descriptions are of more
recent origin but refer to reporting relationships which no longer
exist. An additional 38 percent of the job descriptions need some
revision, while only 21 percent are accurate.

VSRS must revise all job descriptions to make them current
and accurate reflections of actual job duties. The revised descrip­
tions should then be reviewed to ensure comparability of salaries
for similar positions. In carrying out the review, particular
attention should be given to identifying unneeded positions, or
positions that should be reclassified. Based on the JLARC desk
audits, one position is clearly excess and a number of positions
need to be reclassified.
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Tab 1e 7

VSRS JOB DESCRIPTIONS COMPARED TO ACTUAL DUTIES

Status Number

Correct 13
Need some revision 24
Incorrect 20
No description 6

Total 63

Source: JLARC.

Percen t

21%
38
32
9

100%

Excess position. The position of Retirement System
Special Services Assistant is not required on a full-time basis and
should be eliminated or reclassified to include other duties. The
present Special Services Assistant position was created in 1975 at
the direction of the Department of Personnel and Training following
a VSRS request for a second Assistant Director position.
Only one Assistant Director position was felt to be justified,
and the former Assistant Director position was reclassified as a
Special Services Assistant. The salary of the Special Services
Assistant is now $22,400.

The Special Services Assistant has two primary duties:
administration of the Judicial Retirement System (JRS) and State
Police Retirement System (SPORS), and legislative liaison. A desk
audit found these duties do not require full-time effort.

JRS and SPORS are special retirement programs which,
although now consolidated with VSRS, provide separate benefits to
qualified members of the previous, separate plans. The Special
Services Assistant reviews and interprets retirement applications
with regard to the prior guaranteed benefits. JRS is a small
system (283 members) and has only a few retirements each year.
SPORS has been in existence long enough that most State policemen
are not eligible for benefits under earlier plans. Moreover, the
actual processing of retirement applications for both plans is done
by other VSRS staff.

The Special Services Assistant is also supposed to serve
as liaison to the General Assembly. However, JLARC staff noted
that the Director or Deputy Director in fact represent VSRS before
study commissions and committees of the legislature.

Reclassification of positions. The pos i t ions of nine
employees should be reclassified to better reflect the work performed.
Two different classifications appear to be called for: Retirement
Analyst and Fiscal Technician.
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The Retirement Analyst classification would be suitable
for clerks in the Benefit Programs section who prepare retirement
estimates on request from members. In addition, the clerks provide
information about the kinds of benefits members are entitled to
under various retirement options.

The preparation of benefit estimates requires a degree of
judgement beyond that of a routine clerical job. The analysis and
interpretation of benefit options requires interpersonal skills and
a general understanding of the needs of persons nearing retirement.
Therefore, the salary range for Retirement Analysts should be
higher than that of the Clerk D position now allotted to the Benefit
Programs section.

The Fiscal Technician position is an existing classifica­
tion within the State personnel system. A Fiscal Technician
exercises initiative and responsibility in carrying out financial
transactions. There are several positions for which this classifi­
cation would be appropriate. For example, the Clerk D position in
the Agency Services section supervises the processing of employer/
employee contributions and payrolls for retirement and group life
insurance. Payroll processing is basically a routine audit and
adjustment function, but the supervisory duties of the Clerk Dare
mOre appropriate to a Fiscal Technician.

Fiscal Technician classifications would also be appro­
priate for clerks in the Membership and Agency Services section who
are required to prepare refund vouchers and audit financial records.
Preparation of a refund voucher involves complex procedures and a
careful review of several sets of financial records.

In addition, one of the three clerks in the Social
Security section who audit, correct and followup on payments for
employer/employee social security contributions could reasonably be
reclassified as a Fiscal Technician. This individual would serve
as troubleshooter for difficult cases while the other two clerks
process routine social security payments which are not bel ieved to
be in error.

Need For Written Job Procedures

The development of accurate job descriptions is hampered
by the lack of written procedures for most positions. Procedures
specify tasks to be performed by the agency--what is to be done,
who is responsible, and how tasks are to be accomplished. Clearly
defined procedures are the basis for defining positions within the
organization and are essential for training employees.

VSRS has not established well-defined procedures for most
positions. Two previous management studies and an audit of the
social security accounting function performed by the Social Security
Administration recommended that written procedures be developed for
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each position. These recommendations have not been implemented.
The lack of clearly defined procedures can result in inconsistent
or incorrect performance of duties, and limits the abil ity of
supervisors to hold employees accountable for performance.

The need for established written procedures is illustrated
by the fact that several employees have resorted to developing
their own procedures in the absence of direction from management.
Some clerks have developed handwritten lists of duties. Others
have developed more formal procedures.

For example, the Benefit Programs section is responsible
for processing retirement applications and certifying death claims
on the group 1ife insurance policy. Although no written procedures
have been established by VSRS management, the supervisor of this
section has developed a checkl ist to be followed in processing and
preparing calculations of retirement benefits. In addition, the
supervisor has prepared a policy manual consisting of benefit
determination precedents which is cross-referenced to the appro­
priate legislative section.

Despite such examples of individual initiative, most
positions do not have any type of written description of the job to
be performed or the way it should be accomplished. The inaccuracy
of job descriptions and the lack of written procedures mean that
many of the agency's basic functions are poorly defined. Therefore,
VSRS should develop job descriptions and procedures guides for
each full-time position. Assistance in these tasks could be made
available from the Department of Personnel and Training and the
Department of Management Analysis and Systems Development.

Personnel Evaluation and Supervisor Selection

VSRS uses the basic format for employee evaluations
required by the Department of Personnel and Training. Employees
are rated on the basis of their work habits, amount of work per­
formed, quality of work, cooperation, intelligence and initiative.
Ratings are given by supervisors and are discussed with each
employee.

In practice, however, VSRS personnel evaluations do not
appear to differentiate significantly among employees. A random
sample of employee files showed that almost all ratings are in the
highest ranges, either very good or excellent. The ratings are
particularly suspect because VSRS has not established performance
criteria for most positions and job descriptions are not accurate.
Without such criteria, evaluations must be highly subjective.

An evaluation process which produces uniformly good
ratings is ineffective for identifying persons with supervisory
potential. Since all present mid-level supervisors were promoted
to their present positions from within the organization, this
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deficiency has had an adverse effect on the selection of super­
visory personnel. In fact, three of the five individuals presently
supervising operational sections have not exercised the level of
supervision which is required. Lack of effective supervision was
identified as a contributing factor in the fraud perpetrated by VSRS
clerks.

Both personnel evaluations and policy for selecting
supervisors must be strengthened if VSRS is to improve the effect­
iveness of its administration. Clearly defined criteria based on
accurate descriptions for each position are needed. A more mean­
ingful employee evaluation process will aid in identifying individ­
uals with supervisory potential.

RECORDS MAINTENANCE

VSRS maintains a wide variety of information on its
membership. Each member has an individual account which reflects
his or her employment history and records contributions to the
retirement system. Individual records also include beneficiary
information, retirement applications and information relating to
death and disability claims. It is essential that these records be
adequately maintained. Erroneous or incomplete records can affect
a member's retirement, insurance and refund benefits.

In order to process the large volume of member records,
VSRS has automated much of its data processing. The initial effort
between 1970 and 1973 to automate record-keeping was seriously
deficient. VSRS is now redesigning its data processing system but
has encountered a number of delays.

Maintenance of Member Records

One of the most important member records is the VSRS-l.
This form is a primary source document which establishes an individ­
ual as a member of VSRS. The VSRS-l is also a legal record of
beneficiaries who are entitled to VSRS benefits in the event of a
member's death. Despite the importance of this form, the VSRS-l
files are inadequately maintained.

JLARC interviews with employers revealed that some VSRS-
1 's have been misfiled or lost. For example, VSRS staff recently
informed a participating employer that 35 of their employees did
not have a VSRS-l on file. However, the employer produced copies
of the VSRS-l forms which had been sent to VSRS.

A spot check of VSRS-l files by JLARC staff revealed
missing forms, duplicate forms and uncorrected errors. In one
case, a member had tried to correct an erroneous social security
number on his VSRS-] by sending a copy of his social secur; ty card
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to VSRS. Although the copy of the social security card had been
placed in the file, the VSRS-l record had not been corrected.

The VSRS-l files are not adequately protected. There was
no fire protection for the room until the Governor (at the suggest­
ion of JLARC) urged that the file room be provided increased
security. Even with an alarm system, fire damage would be extremely
serious because there is no backup to the VSRS-I forms. VSRS has
been involved in court suits filed because VSRS-l forms
were not available to resolve legal questions about beneficiary or
estate rights. The loss of large numbers of VSRS-l 's would create
a serious problem for the VSRS membership.

VSRS must focus more supervisory attention on the mainte­
nance of VSRS-I files. A major effort is presently underway to
update the files. However, the files should also be purged to
delete the records of members who have withdrawn from the retire­
ment system. Following this housecleaning effort, the agency
should establish a systematic review process which includes periodic
purges, spot checks and controlled access to the file room. Back­
up for the VSRS-l forms should be provided by the use of duplicate
forms or microfiche.

Member information stored on computer files is also
erroneous or incomplete in some cases. The Auditor of Public
Accounts has found about 5,000 erroneous accounts which show either
a negative balance in the amount contributed by the employee, or
duplicate balances in two different accounts. Some information is
also incomplete. For example, many members do not have their full
employment history on the computer file. Therefore, subsidiary
documents must be searched to determine the number of years of
service that should be credited to members as they near retirement.

VSRS needs to routinely purge computer records to locate
and correct obviously erroneous information. A study should be
made of the cost effectiveness of adding membership information
presently not on the file to the computer records. Such informa­
tion might include beneficiary and prior employment history data.

A policy governing the maintenance and destruction of
records should also be established. Lack of such a pol icy in the
early 1970's resulted in the destruction of some information that
later had to be reconstructed. Presently, the agency keeps boxes
of files for deceased members and maintains computer records on
thousands of employees who have left the system without obtaining a
full refund of their contribution. The rapidly increasing member­
ship will place continually greater demands on the data storage
capabilities of VSRS. Therefore, policies should be established to
determine when and how such records should be destroyed.
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Automated Data Processing

VSRS began to automate its accounting and member records
in the early 1970's when it became evident that manual record
systems could no longer keep pace with the growth of the retirement
system. The Division of Automated Data Processing (DADP) assisted
VSRS in designing an automated system between 1970 and 1973. A
review of correspondence between VSRS and DADP indicates that
necessary planning did not precede the implementation effort. As a
result, the VSRS system was implemented in a piecemeal fashion and
is not responsive to agency needs.

According to DADP files, implementation of automated
systems for VSRS was crippled by a lack of communication between
the two agencies. VSRS staff played only a limited role in provid­
ing DADP with information about the record-keeping needs of a
retirement system. VSRS personnel recognized some of the weaknesses
in the design of the system, but lacked the expertise to effect­
ively communicate their concerns. Also, DADP personnel tended to
interpret VSRS criticism as resistance to change, and held many
VSRS staff in low regard.

DADP, on the other hand, failed to provide basic assis­
tance and advice to VSRS. For example, a detai led plan for the
implementation of an automated system was never prepared--a fact
that DADP later admitted was "clearly a case of abrogation of
management responsibilit/'. DADP did not effectively assist VSRS
in adapting automated data processing to the needs of a retirement
system, and VSRS management proved unable to control and direct the
implementation process.

As a result of poor planning and design, VSRS now relies
on a combination of fragmented manual and automated records which
do not provide effective control over member contributions or
disbursements. The following case study illustrates the problems
created by the lack of an integrated data processing system.

VSRS relies on two sets of accounts to record
member contributions: the general ledger account
and individual member contribution accounts (MCA).
The general ledger accounts are maintained manua~ly

and record summary totals of the MCA. The MCA is
computerized and keeps a record of each member's
contributions. Comparing one account balance
against the other is a vi tal check to ensure tha 1::.
totals are correct and that members have been
properly credited for their contributions.

However, audit findings indicate there has
been a serious breakdown in the performance of
necessary checks between the MCA and general ledger
accounts. Different documents have been used to
update the two accounts, adjustments were made in
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one account but not in the other, and the two
balances are not compared in a meaningful fashion.
As a result, the state Auditor found the two
accounts to be out of balance by over $10 million.

Interviews with VSRS staff highl ighted a variety of other
deficiencies in planning the data processing systems. Actuarial
records were destroyed without adequate consideration of their
importance. Financial controls that had previously been in use
were discarded without replacement. Finally, the new ADP system
was put into operation without adequate testing and without a
period of dupl icate operation of the old and new systems. Errors
which occurred when the new system was put in place were carried
forward and became part of the permanent data file. Consequently,
individual records of some members are probably in error.

Redesign of the VSRS System. As a result of the many
deficiencies in the existing system, VSRS contracted with a con­
sulting firm to design a new information system in July, 1977.
The firm's bid for the contract was $22,500, well below those of
two competing firms. Some Board members doubted the ability of the
consultant to satisfy the project requirements. Nevertheless, a
contract was signed which called for a three-phase development of a
revised system. No completion date was specified in the contract,
but the consultant assured VSRS by letter that a new system would
be designed and implemented by January 1, 1978.

The redesign effort is far behind its original schedule
and is unl ikely to be completed before January 1, 1979. The
$22,500 fee has been expended but only one of the three phases is
complete. Planning for the new system has been inadequate and the
revised time schedule may not allow sufficient time for designing
and programming.

Planning for the new system appears fragmented and may
not result in an integrated ADP system which will meet all VSRS
needs. VSRS and the consultant have developed a timetable for
developing four separate components of an ADP system: benefit
calculation, annuitant payroll, refund processing, and member
accounting. The components are highly interrelated because they
use common information. The projected timetable, however, shows
each component being developed separately and does not indicate how
the four will form a unified system.

Schedul ing has also been a problem with the redesign
effort. VSRS and its consultant have projected a very optimistic
timetable. Few deadlines have been met to date, and there is no
evidence that the current schedule can be met. The projected
schedule for programming the new system appears to have been based
more on guess work than a careful analysis of project requirements.
Systems personnel of the State Auditor's office and MASD have
expressed doubt that the projected schedule is feasible.
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The fai lure to define and design an integrated; nforma­
tion system and the development of unrealistic project schedules
would seem to indicate that VSRS could repeat mistakes made during
the initial systems development in 1972 and 1973. Even iF the
present deadline is met, VSRS may still lack a complete information
system which will serve all financial and operational needs.

VSRS cannot afford a repetition of earlier mistakes and
should revise the present schedule for systems development. The
new schedule should contain a deadline for completing the detailed
design for the entire system before subsystem designs are developed.
Once the overall design is approved by VSRS, the Comptroll er,
Auditor of Publ ic Accounts, and Department of Management Analysis
and System Development should review and approve the design before
programming is initiated.

CONCLUSION

VSRS has lacked systematic management. Problems tend to
be addressed as they arise, with the most visible deficiencies
receiving the bulk of management attention. A sound organizational
plan has not been developed. Important gains made in one adminis­
trative area have been offset by deterioration in other adminis­
trative areas.

Financial management has been seriously neglected. VSRS
is primarily a financial organization and must have appropriate
financial expertise on its staff. The historic lack of such exper­
tise has resulted in unacceptable financial controls and accounta­
bility. In order to correct this deficiency, the Board should
place a first priority on employing an experienced financial
manager who can be held accountable for all aspects of financial
and accounting activities within VSRS.

The Board also needs to strengthen its own oversight role
over financial affairs. Presently, the Board of Trustees has a
good mix of individuals who represent employee interests and
individuals with professional experience in investments. However,
the present composition of the Board does not necessarily provide
for members who are experienced in financial management. Adding
the Comptroller and a ninth member from private banking or insurance
to the Board would serve this purpose.

VSRS must develop a more organized and planned approach
to management. Basic management tasks such as preparation of job
descriptions, job procedure statements, purging records, and
developing internal reporting systems have not been carried out.
Attention to this kind of management detail, and systematic planning
which involves the Board, are essential.
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III. Actuarial and Investment Oversight
Two major functions of VSRS are unique to a retirement

system. First, the Board and General Assembly must determine the
rate at which funds should be accumulated to pay for future benefits.
This involves establishing funding pol icies and practices. Second,
the Board must determine how best to profitably and safely invest
the assets of VSRS. Investment income is a major source of funding
for a retirement system and can substantially reduce the contribu­
tion requirements for employers and employees.

The Board oversees actuarial policies and investment
management with the assistance of consulting specialists. VSRS has
a contract with a national actuarial firm to provide advice and
recommendations on funding the retirement system. An Investment
Officer advises the Board on policies, guidelines, and performance
measures for investment management. The Board retains responsibility
for establishing and overseeing the policies and practices which
satisfy the legal and ethical demands of retirement system
administration.

ACTUARIAL POLICY AND OVERSIGHT

Actuarial policies and practices determine how a fund
should be built up to pay for current and future retirement benefits.
A number of the actuarial policies of VSRS are established by law,
some are set by the Board. The actuary uses mathematical procedures
to determine the appropriate contribution rates necessary to meet
expected retirement costs in the future. He also advises the Board
of the long-range cost effects of changes in benefit provisions and
financing, and informs the Board of changes in the overall soundness
of the retirement fund. The Board retains the responsibility for
establishing actuarial policies and practices not specified in law,
and for accepting or rejecting the advice of the actuary.

Actuarial policies are of great importance. Inappropriate
pol icies can disguise the cost of benefits promised employees,
shift the burden of paying for current services to future taxpayers,
and, in some cases, create a fiscal crisis of major proportions.
Because the impact of actuarial shortcomings may not become apparent
for many years, sound policies and oversight procedures are essential.

VSRS actuarial policies are currently being reviewed by
both the Board and the General Assembly. Board members have expressed
concern about the advice they have received from the consulting
actuary, and there is evidence that the actuary has not always
provided timely advice to the Board. The Board has also been slow
to develop important actuarial oversight measures for use as planning
tools and as information for legislative and public disclosure.
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Current Reviews of VSRS Pol icy

The cost of VSRS benefits is expected to increase sub­
stantially for the next several biennia. According to a recently
completed actuarial study, the higher costs are generally the
result of salary inflation and improved benefits. Employer contri­
bution rates have been insufficient to keep pace with increasing
costs over the last decade. This has led to some underfunding of
VSRS, although there is no evidence to suggest that VSRS cannot
meet its obligations.

The General Assembly is acutely aware of its responsibility
to keep VSRS adequately funded. In 1978 the Virginia Retirement
Study Commission initiated its own review of VSRS actuarial policies
and benefits. The Study Commission has employed an actuarial
consultant to evaluate the benefit structure, policies, and practices
from the legislative perspective. The current review should provide
an independent assessment of the soundness of the retirement fund,
and the appropriateness of the policies and oversight procedures of
the Board. Among the items which should receive attention are
several which could affect the future soundness of VSRS.

Controlling the Unfunded Liability. Every two years the
VSRS consulting actuary estimates the cost of pension benefits
already earned by members. This represents the "debt" owed by the
system to its members and is called the accrued liability. If
assets on hand are not sufficient to offset the total accrued
1iability, the difference represents an unfunded liability. VSRS
presently has an unfunded liability of $890 million (Table 8).

Table 8

ACTUARIAL ESTIMATES FOR VSRS
l

(Millions of Dollars)

State
Employees Teachers

Local
Employees Total
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Estimated Future Cost
of Benefits Already
Earned $632.0 $1,093.1 $250.7 $1,975.8

Assets 369.0 598.4 118.0 1,085.4

Unfunded Liability 263.0 494.7 132.7 890.4

1Based on most recent valuations. Estimates for State employees and
teachers as of June 30, 1976. Estimates for local employees as of
June 30, 1977.

Source: VSRS Actuary.



It is important to note that every pension system has
some unfunded liabilities. For example, when a pension system is
established the benefits are usually made retroactive to include
the entire employment history of the initial membership. Since con­
tributions do not begin until a system is established, an unfunded
liabil ity is immediately incurred. Another source of unfunded
i iabil ity is caused by an improvement in benefits. When VSRS
changed its benefit computation and based the formula on the
employee's highest three years salary rather than highest five
years, there was a~ automatic increase in the unfunded 1iabil ity.

An unfunded liability of $830 mill ion is not an unusually
large amount for a large State pension system, nor does it necessarily
mean that VSRS is not soundly funded. Figures in Table 8 show that
VSRS had assets which offset 55 percent of the total estimated
accrued 1iabi 1ity. In contrast, Connecticut's State Employee
Retirement Fund in 1976 had $123 million in assets to offset
1iabilities of almost $1.3 billion--a ratio of assets to accrued
1iabilities of only nine percent. The State and teacher systems in
Massachusetts have an unfunded liability of $3.8 billion, only 19
percent of which was offset by assets. According to the Pension
Task Force Report of the U. S. Congress, the 25 largest state and
local public pension plans have a median ratio of assets to accrued
1iabilities of 58 percent, compared to 55 percent for VSRS.

There is no generally accepted standard as to what con­
stitutes a minimally acceptable ratio of assets to liabilities. In
addition, the computation of actuarial estimates can produce greatly
different estimates depending on the methods used. A ratio similar
to that of VSRS, if computed using accepted methods, indicates that
a system can meet its current obligations to retired members, and
should be reasonably capable of remaining sound if growth in the
unfunded liability can be controlled.

However, the unfunded 1iabi 1ity of VSRS 'has been growing
steadily. Between 1970 and 1976, the unfunded 1iability for State
employees and teachers increased from approximately $300 million to
over $750 million. This increase has been attributed to 1iberalized
pension benefits, the use of actuarial assumptions prior to 1978
which did not accurately reflect salary inflation, and a $16 million
shortfall between appropriations and expenditures for cost-of-
1 iving supplements paid to retirees during the 1976-1978 biennium.

Steady increases in the unfunded 1iability can indicate a
consistent shortfall between the cost of benefits and the contribu­
tion rate used to fund the system. Controlling the growth of the
unfunded liability over time is generally regarded as the minimally
acceptable means of maintaining the soundness of a pension system.
However, the most recent actuarial study, completed in August 1978,
concluded that the funding practices currently in use would allow
the unfunded liability to continue to grow and could, in time,
weaken the soundness of VSRS.
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Most state systems, including VSRS, aiso make some effort
to reduce the size of the unfunded liability by amortizing it over
a number of years. However, the method used by VSRS to amortize
the unfunded liability is not a widely used approach. Most states
amortize the liability over a fixed time period, but VSRS uses a
sliding time period which has the effect of reducing the liability
at a much slower rate. A 1971 actuarial study recommended that
VSRS amortize the unfunded liability over a fixed period. The
recommendation was not adopted.

The actuarial study for the Retirement Study Commission
should include recommendations to control the growth of the unfunded
1iability. A determination is also needed as to whether the method
currently used by VSRS to payoff the unfunded liabil ity is appropriate.

Advance Funding of Benefits. Advance funding means that
the estimated cost of each employee's retirement benefits is set
aside during the year in which it was earned. An alternative
funding method is to pay for benefits when the employee retires.
There are two major advantages to advance funding: (1) the cost of
benefits earned today is borne by the taxpayers who receive today's
services, and (2) the funds set aside now can be invested to provide
another source of income for the pension system, and thereby reduce
employer and employee contribution requirements.

VSRS funds major service-related retirement benefits in
advance. However, several other benefits such as disability retire­
ment and cost-of-living supplements are not funded in advance.
According to two previous consultant studies, these benefits could
result in increasing future costs. Cost-of-living supplements
alone are expected to triple over the next ten years, from $54
mill ion in the 1978-80 biennium to $163 million in 1986-88. The
current review should address the question of whether these benefits
should be fully funded in advance.

Level Contribution Rate. The objective of VSRS as specified
in the Code is to maintain a relatively level rate of employer
contributions, measured as a percent of total payroll. The level
contribution goal is recommended by most authorities although some
variation from year-to-year is expected due to differences between
anticipated and actual experience. However, VSRS will not satisfy
the level contribution objective over at least the next decade
(Table 9). The employer contribution rate for State employees will
increase from 2.6 percent to 5·3 percent of total payroll, while
contributions for teachers will jump from 4.25 percent to almost 9
percent. There are no trend projections available for localities
participating in VSRS, but similar increases for many jurisdictions
are 1ikely.

A long-term trend of increasing employer contribution rates
could indicate deficient funding. The i978-1988 period may be
insufficient to assess how well VSRS is funded. However, the current
review should obtain additional estimates to determine whether VSRS
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Table 9

PROJECTIONS OF EMPLOYER CONTRIBUTION RATES
1978-1988

Employees
1

Teachers 1
Biennium State

1978-1980 2.61% 4.25%
1980-1982 3.87 5.94
1982-1984 4.83 7.31
1984-1986 5.02 8.08
1986-1988 5.28 8.79

Ie . b . fIllontrl utlons as a percent a tota payro .

Source: VSRS Actuary.

is capable of fulfi 11 ing the level contribution requi rement statee]
in the Code.

Actuarial Condition of Localities. Although the evidence
suggests that VSRS can meet its obligations to State employees and
teachers for the foreseeable future, the actuarial condition of
some participating localities is less certain. The Code specifies
that VSRS is not liable for the retirement benefits of local
employees beyond the amount already contributed and held by VSRS.
A locality which becomes financially unable to make the necessary
contributions is considered to be in default, and employees of the
locality would have legal claim only to those assets held in the
locality's separate account. This would mean that in most cases
employees of a locality in default would lose retirement benefits
that they had already earned.

A number of localities participating in VSRS have assets
which are small in relation to current retirement payments and
accrued 1iabilities. For example, one Virginia city has a ratio of
assets to current retirement payments of only 3:1 compared to 13:1
for VSRS as a whole. Another city has only $3.3 million in assets
to offset $11.9 million in benefits already earned. As of June
1977, there were at least 30 participating local ities with assets
equal to less than 30 percent of accrued liabil ities. At least
nine localities could exhaust funds in their retirement account
within the next year. Under a 1978 amendment to the Code these
localities will be required to supplement their contribution in
order to avoid paying retirement benefits from general VSRS assets
or the contributions of active members.

The possibility exists that VSRS and the General Assembly
will be called upon to absorb the actuarial deficit of a defaulted
locality at some time in the future. Although not liable under
law, the system would be under considerable pressure to protect the
earned retirement benefits of local employees. In fact, VSRS has
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already accepted the actuarial liability for employees of one small
regional library which defaulted on its required contributions. A
similar demand from the employees of one or more large jurisdictions
could adversely affect the funding of VSRS.

Previous actuarial reviews have not addressed the actuarial
condition of participating localities. Nevertheless, 23 percent of
the VSRS membership are local employees, and the adequacy of funding
for localities affects the retirement system. The Retirement Study
Commission may want to determine the condition of actuarial funding
for all participating localities. If the actuary identifies
local ities which are underfunded, steps should be taken to ensure
that the funding weaknesses are corrected through increased
contributions.

Communication With Actuary

Most communication between the Board and the VSRS actuary
is channeled through the Director. There was no direct communication
between the actuary and Board prior to 1969 and interaction between
the Board and actuary has been sporadic since that time. A number
of Board members interviewed by JLARC expressed concern about the
ability of the actuary to interpret and clarify actuarial practices
as they pertain to Board needs. A lack of effective communication
resulted in a serious disruption in Board review of projected
State contributions during the preparation of the 1978-1980 biennial
budget.

The State contribution for the 1978-1980 biennium increased
by 90 percent over the 1976-1978 total, from $113 million to $217
million. This increase was due to several factors:

.an increase in retirement payments for cost-of­
1iving supplements;

.an increase in total salary costs for teachers
and State employees due to additional employees
and cost-of-living increases;

_an increase in contributions due to underestima­
tions of 1976-1978 salaries, data changes, amend­
ments to the benefit package, etc; and

.an increase in contributions due to a change in
assumptions used by VSRS.

The full effect of these increases was not disclosed to
the Board until June, 1977 when many localities, as well as the
State, were well into the budget cycle for the upcoming fiscal
period. In May the actuary first briefed the Board on several
assumptions that should be changed as a result of a five year study
of experience between 1972 and 1976. At that time, the actuary
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stated that these changes I'!ould "increase the system costs, perhaps
substantially", but he did not indicate the extent of the increases.
When the full magnitude of the increased costs became apparent in
June, the Board became greatly concerned that the actuary had
offered little or no prior warning about the size of the change in
contribution requirements.

Of particular concern to the Board was a proposed change
in assumptions recommended by the actuary to allow for inflationary
cost increases in the salary scales. One of the most critical
actuarial assumptions deals with the expected rate of salary
increase since retirement benefits are based on the three highest
years' salary. Underestimation of future salary levels can con­
tribute to unreal istically low contribution rates. "Cost-of-
1iving" salary adjustments have become routine as high inflation
rates outdate the value of pay structures. These salary adjustments
are made across-the-board, and are in addition to salary increases
resulting from promotion and merit. VSRS has routinely used an
assumption to reflect expected salary increases due to promotion
and merit. However, assumptions based on inflationary effects were
not adopted until 1977, despite the fact that across-the-board
salary increases have been common since the early 1970's.

The impact of adding an inflation assumption can be
illustrated by an example drawn from an actuarial study of the
Indiana Teachers Retirement System (Table 10). The study projected
pension costs, and the associated funding requirements, over a 50
year period with all assumptions held constant except salary infla­
tion. Three assumed rates of inflation were tested: zero percent,
three percent, and six percent. Table 10 illustrates that if
salary inflation were to average six percent, and no inflationary
assumption were used in establishing contribution rates, the
Indiana system would fall short of meeting its pension payment
requirements by over $2 bill ion in the last year of projection.

Table 10

IMPACT OF SALARY INFLATION ON PENSION COSTS
(Millions of Dollars)

Year

1975
1978
2000
2015
2025

Assumes No
Inflation

$ 48
65

113
168
169

Estimates of Pension
Assumes 3% Annual

Inflation

$ 48
81

200
453
602

Costs
Assumes 6% Annual

Inflation

$ 48
99

355
1,281
2,215

Source: Indiana Legislative Council, Performance Audit of Public
Employee Retirement Systems in Indiana, December, 1976.
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The fact that VSRS did not use some salary inflation
assumption in establishing employer contribution rates was noted as
a potential problem in a 1971 actuarial study of the system. In
1974 the Division of the Budget expressed concern and was assured
by the VSRS actuary that "excessive inflation over a finite period
will not have deleterious long-range effects". VSRS, like many
pension systems, also relied on a built-in hedge commonly used by
actuaries. By purposely establishing the assumed rate of investment
return at conservatively low levels, the Board expected to offset
the effects of mild inflation In salaries. This course of action
was recommended by the actuary in 1973 based on a study of actual
VSRS experience between 1965 and 1970.

Based on the more recent 1972-1976 experience study,
however, VSRS' actuary reversed his position on the need to include
an inflation assumption for use in projecting salaries. In a
statement to the Board in May, 1977, the actuary said that "since
we bel ieve inflation wi 11 be here for a whi Ie, we bel ieve it would
be prudent to make some provision for it by increasing the existing
rates (assumption rates) by four percent per year". It is evident
that between 1973 and 1977 the actuary changed his opinion about
the need to account for inflation. However, according to Board
members, they were not clearly alerted to this change, and little
attention was given to the higher cost that would result from the
new assumptions until well into the budgetary decision-making
process.

The Board should formalize and clarify the actuary's role
in educating and informing Board members about actuarial practices
in use by VSRS. Legislation requires the actuary to carry out a
number of studies. However, the Board should also hold the actuary
strictly accountable for informing it in a timely fashion of all
changing conditions which might affect the fund.

It is also important that the Board and consulting actuary
meet regularly. Some states enact laws calling for a minimum number
of meetings between the Board and actuary each year. At a minimum,
the Board should establish a pol icy for the frequency of its meetings
with the actuary.

Lack of Funding Measures

The Board and the actuary have not provided suitable
measures of funding to serve as information for decision making, or
to meet the demands of adequate public disclosure. Measures of
funding include a wide variety of ways to test a pension system for
the relationship between assets and liabilities--the solvency of
the system--as well as tests of the current and future impact of
decisions. Principal shortcomings in this area include: failure to
disclose the unfunded 1iabi 1ity of VSRS; delays in acting on recom"
mendations for better actuarial information; and a lack of systematic,
long-range cost projections.



Disclosure of Unfunded Liabilities. The nature of the
unfunded liability, and the requirement that it be disclosed in
financial statements, have been discussed previously. The unfunded
liability is based on the actuarial assumptions and method of
advanced funding used by the actuary. It is, therefore, an estimate
and relative to the actuarial practices in use. Two calculations
using acceptable methods can result in estimates of the unfunded
1iability that vary by as much as 50 percent. This fact makes
comparisons with other pension systems based on the unfunded
liability difficult and open to misinterpretation.

Nevertheless, the unfunded liability is of concern to
VSRS, the legislature and the publ ic. Of particular interest are
changes in the unfunded 1iability over time. Changes in the
liability of VSRS under constant assumptions and actuarial practices
reflect actual change in the soundness of the retirement system.
Even if the assumptions and practices are altered, the unfunded
liability can be recomputed to test the impact of those alterations.
Properly used, the unfunded liability estimate remains an important
measure of the overall ability of a retirement system to meet its
obligations to members.

At present the unfunded liability of VSRS is disclosed
only in the biennial valuation study. The valuation study does not
show year-to-year changes in liability or offer any analysis of the
reasons for change. There is no evidence that more complete informa­
tion is provided to the Board. Particularly important is the
failure to disclose the unfunded liability, or any other measure of
fiscal soundness, in the annual report. The absence of this informa­
tion limits the usefulness of the annual report in fulfi lling its
primary purpose of maintaining the accountability of the Board to
members, the legislature and the taxpayers.

VSRS should include a section in the annual report dealing
with actuarial measures of the retirement fund, including the
unfunded liability and other appropriate measures. The section
should include a reasonably detailed analysis and interpretation of
these measures and a candid appraisal of their meaning.

Improvements in Information for Decisions. The Board has
moved slowly in adopting recommendations for better decision-making
information. The 1971 actuarial study recommended two improvements
in actuarial studies for use by the Board in decision making: adminis­
trative valuations and projections of liabilities and assets.
Neither of the recommendations were adopted.

Administrative valuations test cost projections against
changes in assumptions to determine the effect of various changes
in the future. For example, it might project required increases in
contribution rates if members began retiring at younger ages. The
iilustration from the Indiana system cited previously also shows
how an administrative valuation is used. These valuations can be a
valuable means of projecting "what-if" scenarios to alert the Board
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to particularly sensitive areas. Adoption of the 1971 recommendation
to develop administrative valuations couid have prevented the
serious delay in recognizing the importance of salary inflation in
estimating the cost of retirement benefits.

The Board should obtain periodic administrative valuations
of VSRS from the actuary. These should test major assumptions by
substituting a range of possible values in the computation formula
for contribution rates. The results of these tests will provide
the Board with important information about actuarial assumptions
and their impact on contribution rates and funding. Information
from administrative valuations and other special studies should be
included in the annual report section on actuarial practices.

Long-Range Cost Projections. VSRS is the major source of
information about retirement costs. According to legislative
staff, the administration of VSRS has been cooperative in responding
to legislative requests for information. However, the material
provided by VSRS generally addresses only the current budget period.
The actuary provided the first systematic projection of future
employer costs for a ten-year period during hearings on the 1978­
1980 budget. These projectlons were not part of the standard
reports but were done at the request of the Board of Trustees to
better deal with the impact of the increase in contributions due to
salary inflation and other factors.

Other states routinely project costs at least a decade in
advance and sometimes through the end of the century. Whi le such
long-term projections are only estimates (based on current assumptions
and subject to error), they are more useful than single biennium
estimates with no projection of future cost. For example, the VSRS
actuary's ten year projection of necessary contributions for teachers
and State employees increases from $208 million in the 1978-1980
biennium to over $956 million in 1986-1988. Even if this projection
is substantially inaccurate, the Governor and General Assembly must
be alerted to the major impact such an increase wlll have on State
budgets over the next decade.

The Code now requires an actuarial statement regarding
the long-term effect of proposed legislative changes. VSRS should
assume the responsibility for making long-range cost projections
for all major pension related issues under consideration by the
Governor or General Assembly. These long-range projections can be
coupled with administrative valuations which test various assumptions
and their impact over time, and proper disclosure of measures of
funding adequacy, to provide a more adequate source of pension­
related information than is currently available.



iNVESTMENT OVERSIGHT

The Board maintains direct control over the investment
section of VSRS with the Director's role 1imited to administrative
coordination. The position of Investment Officer is filled by an
experienced investment professional who is employed on contract at
$30,000 annually. The Investment Officer is responsible for main­
taining routine contact with each manager, for collecting and
interpreting data which can be used to assess manager performance,
and for reporting to and advising the Board on investment decisions.

VSRS has greatly improved the management of its investments
since 1970. The return on investment generally reflects this
improved management, although stock investments have been disappointing.
Most important, Board oversight has remained active.

Boa rd Overs i ght

Board oversight of investment management is most heavily
concentrated in three areas: investment polley, establishment of
portfolio guidelines, and performance measurement.

Investment Policy. The long-term objective of VSRS is to
realize a satisfactory rate of return through both income and
market appreciation. All investment decisions are subject to the
legal doctrine of the "prudent man" which requires that trustees
exercise the caution and discretion they would employ In their own
affairs. Maintaining a high degree of safety of assets is emphasized,
particularly for management of the in-house bond portfolio which
constitutes about 53 percent of total assets.

Three major policies have influenced VSRS investment
management since 1972. The first, implementation of the multiple
management concept, was based on a consultant's plan for modernizing
Investment management. Multiple management means employing more
than one manager in the two principal types of Investments: fixed
income bonds, and common and preferred stocks. VSRS presently
employs four stock managers and two bond managers (Figure II). The
advantages of multiple management are greater security through
diversification, access to more varied research and a source of
comparison for performance assessment. Disadvantages Include
higher management costs and contradictory actions, or llreversals l1

,

which occur when one manager sells a security at the same time
another is buying the same security.

The second major pol icy decision of the Board is encourage­
ment of active trading by knowledgeable professional managers.
Active trading can result in high turnover and higher costs through
increased brokerage commissions. Turnover in the stock portfolio
has averaged about 18 percent annually since 1973. The bond
account has experienced heavy turnover: a 42 percent annual average
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Figure 4

MARKET VALUE OF ASSETS ASSIGNEO
TO VSRS INVESTMENT MANAGERS

(June 30, 1978, Mi 11 ions of Oollars)
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Source: VSRS.

for the in-house account and almost 100 percent annually for bonds
managed outside VSRS. The primary purpose of active turnover is an
effort to continually upgrade the quality and yield of securities
by using funds from one sale to purchase other issues of higher
quality or yield.

It has been widely accepted that such active trading will
produce higher returns than a passively managed portfol io. However,
some investment experts question the value of active management by
suggesting that, in a market environment dominated by professionals,
the advantages of expertise are cancelled out or cannot ofrset the
higher overhead cost of active management.

One alternative to active management in stocks in the
concept of indexing. Indexing involves constructing a stock portfol io
which closely parallels the stocks listed on one of the major
indices such as the Standard and Poor 500. These stocks are held
and, in effect, the portfolio is allowed to passively float along
with the market. Washington State's two major pension systems are
expected to approve indexing of one-half of their assets currently
invested in stocks, while the other half continues to be actively
managed.

The available data do not conclusively show whether
actively managed portfolios will outperform indexed ones in the
future. Indexing does commit the fund to doing no better than the
average. The Board has discussed indexing as an alternative management
approach, but has decided not to adopt the concept. This would



appear to be appropriate at the present time; however, the Board
should review the experience of other states as information becomes
available to determine whether a policy change is needed.

The third policy initiative is a long-term commitment to
increasing the proportion of total assets invested in stocks. In
1971 VSRS had only 7 percent of the authorized 20 percent of
total assets in stocks. The ceiling for stock investment, which is
established by law, has been increased to 35 percent and then to 40
percent in 1978. The Board had requested a 50 percent ceiling for
the 1978 legislation. In order to take advantage of the higher
ceiling, the Board has consistently reinvested most of the new
funds received each year from employer and employee contributions
in stocks. As a result, 30 percent of VSRS assets are presently
invested in stocks.

The decision to increase investments in stocks is supported
by long-term trend analysis which shows that, although stocks are
much more 1ikely to experience periods of low returns or losses,
over the period 1926-1976 stocks have consistently outperformed
bonds by a wide margin. Since pension investment decisions should
be based on long-term returns, the use of a 50 year trend analysis
is appropriate.

The greater volitility of stocks confirms the need for a
1imit on investments in stocks as a proportion of total assets.
The fixed maturities and interest yield of bonds allows VSRS to
llprogramlt investment income to meet the annual liabilities which
will result in the future from increasing numbers of pensioners.
By maintaining a well-structured bond portfolio, VSRS can ensure
that stock holdings do not have to be sold at a possibly disadvanta­
geous time to meet current pension payment requirements.

Portfolio Guidelines. Some general investment guidelines
have been enacted into law. More specific guidelines imposed by
the Board restrict investment managers in the amount of diversifica­
tion they must maintain, the rated quality of securities, and the
prohibition of certain types of purchase or sale procedures. The
guidel ines are based on a 1972 consultant's study and were updated
in 1977 to reflect policy changes made since 1972.

Advisory texts on pension management, such as those
published by the Municipal Finance Officers Association, stress
that investment guidel ines should balance the objective of avoiding
undue risk with that of providing managers enough flexibility to
make use of their professional expertise. Guidelines which are too
constricting defeat the purpose of professional management. The
original 1972 guidel ines were developed with the assistance of
management firms bidding on the VSRS contracts, and were judged by
them to be generally acceptable. The changes since 1972 have not
substantially altered the guidelines, and it appears that the
existing Board policy in this area is reasonable.
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One aspect of the guidel ines needs to be clarified.
Under conditions of the group life insurance contract between VSRS
and Life of Virginia, $55 million in VSRS assets are held and
invested by Life of Virginia. The investment of these funds is
determined exclusively by Life of Virginia thereby effectively
placing the $55 million outside the control of VSRS guidel ines.
Although there is no evidence that the investments of Life of
Virginia are any less secure than those of VSRS managers, the Board
of VSRS should request that Life of Virginia regularly report on
the nature of their investments and, if the Board considers it
necessary, abide by Board guidel ines.

Performance Measurement. The heart of Board involvement
in investment oversight is the measurement and tracking of manager
performance. Performance objectives are established for managers
by the Board. Since the current system was established in 1972,
the Board has terminated the contracts of three of the original six
managers based at least partially on performance which, in the
Board's judgement, was not adequate.

The performance of each stock manager is compared to the
Standard and Poor (S&P) 500 national index at monthly Board meetings.
Additional data are available from nationally computed indices
which reflect the performance of the general market or other large
institutional investment funds comparable to VSRS. Individual
managers are compared with each other, with national indices, and
with the VSRS fund as a whole. Other comparative statistics are
also used. For example, the in-house bond portfol io manager uses a
variety of measures to assist him in tracking and evaluating
performance. The Investment Officer has proved instrumental in
providing a candid interpretation of the various measures, both
verbally at meetings and in his annual report to the Board.

Overall, it would appear that the Board policies relating
to investment management are reasonable and marked by a high degree
of responsiveness to changing conditions. Performance measurement
and reporting used by the Board, and the willingness of the Board
to take action based on performance, indicate that this aspect of
management oversight is particularly well developed. The investment
returns experienced by VSRS tend to support past policy decisions,
although some performance has been mixed.

Performance of Investments

As of December 31, 1977, 58 percent of VSRS assets available
for investment were allocated to bonds and 29 percent were allocated
to stocks (Table 11). The remainder consisted of cash, short-term
securities, and special investments.

VSRS has earned a good return from bonds and most short­
term securities since the management of investments was restructured
in 1972. Return on stocks has been below expectations, but the



Table II

INVESTMENTS OF THE VIRGINIA SUPPLEMENTAL
RETIREMENT SYSTEM

December 31, 1977 (Mi 11 ions of Do]]ars)

Type of Investment Value 1 Percent

Bonds $ 717.7 57.5%
Stocks 361.8 29.0
Cash/Short-Term

Securities 111.2 8.9
Special Investments 58.5 4.6

Subtotal 1,249.2 100.0%

Add: Advance Premium
Deposit Fund 55.0 2

Total $1,304.2

lBook value (cost net of amortization of premiums, discount,
20r deferred losses).

VSRS assets held by Life of Virginia under terms of the
group life insurance contract. The fund is limited to a
maximum holding of $55,000,000.

Source: VSRS Investment Review, 1977.

Board has taken positive action to improve the performance of the
stock portfol io by terminating its contracts with the investment
management firms whose performance has been poor.

Bonds. The bond portfol io appreciated through income and
market changes by 36.6 percent between December 1974 and December
1977. This is a compound annual rate of 11.0 percent and is
generally in line with a national index of long-term bonds over the
same period. The steady appreciation has been accompanied by a
marked increase in quality. The average rating of the portfolio
increased from less than AA in 1974 to midway between AA and AAA in
1977. The performance of the bond portfolio has been generally in
line with the Board's objectives of keeping pace with market trends
while maintaining a high degree of safety.

The bond portfolio was upgraded through the sale of low
grade securities and the purchase of bonds having higher yields.
From a public relations standpoint, the active trading of low yield
bonds was facilitated by the creation of an account for deferred
losses.

Deferred losses result from bond sales when the funds
from the sale of low yield bonds are used to purchase another issue
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of better quality and yield. Under these circumstances, the loss
incurred on a sale can be considered temporary and an "investment"
in a better bond holding. VSRS policy since 1970 has been to defer
this loss and amortize it against income of the purchased bond over
the maturity period. At the end of fiscal 1977, VSRS carried
deferred losses of $55.3 million on its books as an asset.

The use of deferred losses and their inclusion on the
books as an asset was criticized by the Comptroller in June 1977.
In response, the Board stopped the use of deferred losses as of
July 1, 1978, and the balance in the account wi 11 be amortized over
seven years.

VSRS might have encountered considerable criticism from
employee interest groups if losses on bonds had been realized at
the time of the transaction. The low yield securities held by VSRS
prior to 1972 were generally sold at substantial losses, while the
benefits of purchasing higher yield bonds will become apparent only
over several years. For this reason, the deferred loss account has
served as a valuable house-cleaning tool.

However, deferred losses represent assets only in the
most abstract sense and should be clearly explained in financial
statements as long as there is a balance in the account. Also, the
actuary uses the balance of the deferred loss account as an asset
in valuation studies, which slightly inflates the value of current
assets used to establish current contribution rates. While the
difference is minor, the treatment of deferred losses as assets in
the valuation studies should be reconsidered.

Stocks. Performance of VSRS stock investments has fallen
short of the investment objectives of the Board. The stock portion
of VSRS investments actually declined by three percent on a total
return basis in FY 1977. This decline resulted from a drop in
market value in excess of the $11.3 million in income.

The original 1972 objective set for stock managers was to
achieve significantly better results than the S&P 500 index. The
objectives were downgraded in the 1977 revision to the 1972 guide­
1ines, but still have not been met. VSRS has outperformed the
index in only two of the last five years, and then only by narrow
margins (Table 12).

The inability of VSRS to outperform the S&P 500 is
characteristic of large investment funds over the last several
years. Banks, insurance companies, other large pension systems, and
mutual funds have all tended to trai 1 the index. This is due in part
to the heavy investment by large funds in the 50 largest corporations
with reputations for long-term growth potential. Stock of these
corporations has not done as well as anticipated in many cases, thereby
depressing the performance of the large investment funds. On a
comparative basis, VSRS generally outperformed most other large funds
prior to 1977 when results were slightly below those of bank, insurance,
and mutual funds.



Table ]2

PERFORMANCE OF VSRS STOCK PORTFOLIO
COMPARED TO THE S&P 500

(]973-1977)

Year
Percent Change

VSRS S&P 500

1973
1974
1975
1976
1977

-17.0%
-25.2
+30.2
+18.1
- 7.6

-14.7%
-26.3
+36.9
+23.3
- 7.9

Source: VSRS 1977 Investment Review,
December, 1977.

Board members interviewed by JLARC staff agreed that
stock performance has been disappointing since 1972, when it was
decided to invest a greater portion of assets in stocks. The Board
remains committed to increasing equity investments; however, changes
in managers have been made. Contracts with two stock management
firms employed by VSRS have been terminated, and an experiment is
now underway to place a portion of the stock portfolio under the
management of VSRS staff. Managing stocks in-house will probably
reduce management costs, but additional experience will be necessary
to determine whether in-house management results in equal or better
returns.

Short-Term Investments. Short-term investments are
managed by the Treasurer. These are investments of cash held as
working capital or allocated to investment managers but not presently
invested in securities. This cash is invested in short-term loans,
Treasury bills or U. S. government notes with maturities ranging up
to two years. The return available on invested cash is closely
tied to the frequent changes in prevailing rates for short-term
investments.

The Board has given consideration to transferring short­
term management from the Treasurer to VSRS. This would probably
require legislative clarification of the Treasurer's status as
legal custodian of the VSRS fund. Also, VSRS would be 1 ess able to
ensure that cash remains fully invested because the Treasurer
controls the VSRS checking account. By projecting the cash flow
requirements for the checking account, the Treasurer's office has
been successful in keeping the fund fully invested with little or
no idle cash.

Special Investments. Special investments incl ude 70,192
shares of the Richmond, Fredericksburg and Potomac Railroad, and
the value of VSRS loans outstanding to the State for the purchase



or construction of public buildings. These special investments are
held by VSRS under specific legislation. Up to $100 million in
VSRS assets can be invested in the construction or acquisi tion of
buildings for State office space. VSRS projects that by 1981 out­
standing loans to the State will total $96 mill ion, or just under
the present 1imit established by the Code.

The return on VSRS investments in State office buildings
prior to 1973 averaged 4.6 percent. In 1973, legislation which the
Board initiated was enacted to allow VSRS to establish interest
rates for loans to the State at prevailing rates. These are computed
based on yields of two or more long-term government securi ties.
The three loans made since 1973 carry interest rates averaging 8.5
percent. It would appear that, although VSRS may have been sub­
sidizing the construction or acquisition of State office space
prior to 1973, the present interest rates provide a good return.

Measuring Total Return on Investments. The reti rement
system earned $65.6 million in income from all investments in FY
1977. Table 13 shows total income and two different measures of
the rate of return earned by VSRS.

Table 13

RATE OF RETURN ON VSRS MANAGED INVESTMENTS
FY 1977

(Mi 11 ions of Dollars)

Type of Asset

Average
Amount

Invested Income

(1)
Income
Only

Rate of Return
(2)

Income + Change in
Market Value

50

Cash/Short Term $ 57,752 $ 3,445 5.97% --%
Bonds 674,236 47,616 7.06 14. 7
Stocks 319,270 11 ,307 3.54 - 3. 0
Special Investments 45,148 3,214 7. 12

Total $1,096,406 $65,582 5.98% 9.01 %1
1
Weighted Average.

Source: VSRS Annual Investment Report, June 30, 1977.

A rate of return is a basic measure of management perfor­
mance. Column (1) in Table 13 is based on income only (dividends
and interest). Column (2) includes income plus appreciation or
depreciation in market value of stocks and bonds, and is referred
to as total rate of return. Short term and special investments are
not considered marketable for performance measurement purposes and,
therefore, are not shown in the total return computations.



Measuring return based on income only does not consider
the change in value of marketable securities. Over three-quarters
of VSRS investments are marketable and have the potential for
capital gains and losses. For this reason, Column (2) in Table 13
is a better indication of overall management performance for the
stock and bond portions of the portfol io. However, even total
return data based on one year's statistics can seriously distort
performance measurement due to several factors:

estock prices are subject to changes in general
economic conditions from year-to-year, so the
time period chosen for review is critical;

-bond prices are linked to general inflation and
higher interest rates, and the value of an issue
may decline even though there has been no actual
change in the qual ity of the security; and

einvestment of pension funds is generally conser­
vative with strong consideration given to
security, diversification and long-term growth
potential in addition to annual return.

In order to avoid distortion over the short term, the
Board reviews data on general market trends and the activity of
other large investment funds. This kind of trend analysis, in
conjunction with reviews of the qual ity, maturity and diversification
of the portfoiio, offers the best type of performance assessment.

Overall, the return on VSRS investments in recent years
has been reasonable. The Investment Officer estimates that return
on all investments, including appreciation in market value, has
averaged about 11 percent annually between December 1974 and December
1977. Some of this return is only potential profit, since market
appreciation does not provide cash income unless the security is
sold. Nevertheless, investment income contributed 28 percent of
total VSRS income in 1977 and should be sufficient to meet the
actuarial requirements of the retirement fund. Income from invest­
ments may also increase if the recent changes in the stock management
firms are successful.

CONCLUSION

Active oversight by the Board of Trustees has achieved
considerable modernization in investment management since 1970.
Available evidence indicates that investment policies and oversight
procedures are well developed. The Board is kept informed of
manager performance and has taken action in response to performance
measures.
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Much of the improvement in investment management has
resulted from the use of professional managers and advisors, includ­
ing the Investment Officer who keeps the Board informed of invest­
ment performance, economic trends, and manager selection. This
individual is employed on a cbnsulting basis, and has discussed his
possible retirement with Board members. The central role of the
Investment Officer makes it essential that the Board be prepared
with procedures to replace the Investment Officer should he choose
to retire.

The management of investments is complex and professional
opinions vary widely. Presently, the Board includes investment
professionals and benefits from the advice of an experienced
Investment Officer. However, additional sources of advice, particu­
larly pertaining to long-term investment policy, would be valuable.
The Board should consider using an investment advisory group to
review investment plans and policies on a periodic basis. The
responsibility for investment decisions would remain with the Board
and an Investment Officer who can provide day-to-day review of
pe rfo rmance.

VSRS has had a series of actuarial reviews since 1971,
including one presently being conducted for the General Assembly.
Past reviews have found that the actuarial practices are, in
general, appropriate. And, while there is no commonly accepted
definition of what constitutes a well funded pension system, VSRS
appears to be in a good position to remain able to meet its obliga­
tions to members.

Nevertheless, some underfunding of VSRS has occurred over
the last ten years, and several questions about the actuarial
practices now in use need to be answered. In order to maintain its
oversight of actuarial practices, the Board should increase its
communication with the consulting actuary. Communication has not
been adequate in the past. The actuary is a technical advisor to
the Board and must be held accountable for the provisions of
accurate, timely advice. Formalization of the actuary's role,
additional use of standardized funding measures, and long-range
cost projections will strengthen Board oversight of VSRS funding.



IV. Field Services

VSRS provides field services to two groups: 235,000
active and retired members, and 745 participating employers. Field
services include such activities as (1) informing members about
retirement benefits, rights, and responsibilities, (2) providing
direct member services such as processing refunds, arranging for
direct deposit of annuity checks, and preretirement counseling, and
(3) training agency personnel who are designated as employer
contacts in the procedures for processing contributions, filling
out VSRS forms, and handling information requests.

VSRS has given much attention to improving field services
in recent years. A handbook for members describing benefits and
procedures of VSRS is printed every two years. This important
publ ication is supposed to be given to all new members. Newsletters
issued periodically to active members and annually to retirees
discuss current legislative changes and procedural reminders. An
individual statement of contributions ("Member Benefit Profi le") is
sent annually to each member. Other noteworthy improvements include
reducing the length of time required to process refunds and retire­
ment applications. However, additional changes are needed in
training the employer contacts, distributing publ ications, and
providing counseling services to persons who are near retirement.

J LARC Su rveys

Three principal data sources were used to assess the
effectiveness of VSRS field services. First, questionnaires were
mailed to a random sample of 527 active and 242 retired VSRS members.
The surveys were designed to measure the attitude and knowledge of
members regarding their retirement benefits and to identify any
problems in the VSRS information distribution system.

Second, interviews were held with employer contacts in nine
State agencies, eight school districts, and seven local governments
to determine the effectiveness of the information and training
provided by VSRS personnel. The 24 employers were selected to be
representative of the various employing agencies that participate
in VSRS.

Finally, member files were reviewed and VSRS staff were
inte rv i ewed.

TRAINING EMPLOYER CONTACTS

The relationship between the VSRS headquarters and
employers that participate in the retirement system is complex. A
great deal of administrative responsibility is assigned to designated
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employer contacts in each of 745 State agencies, school districts,
and local ities (Figure 5). The contact is usually a personnel
and/or payroll employee who is responsible for retirement matters.
For the purposes of this report, employer contact refers to the
person or persons who perform these duties.

The employer contact has a wide range of duties. He or
she helps employees complete VSRS forms, ensures that employee
contributions are properly deducted from payrolls, and informs
employees about retirement benefits, rights and responsibilities.
Since VSRS does not keep up-to-date member address files, nearly
all VSRS communications to members--publications, benefit profiles,
benefit change notices--are distributed using the employer contact
network.

Without a well trained and effective employer contact,
VSRS is greatly hampered in its ability to ensure that proper
procedures are followed, member contributions are properly accounted
for, and members are well informed.

VSRS Training Seminars

VSRS training of employer contacts is based on a series
of 20-25 half-day seminars held annually in various locations
throughout the State. These seminars are presented by as many as
four VSRS personnel. The training consists of an oral briefing, a
question-and-answer period, and distribution of seminar booklets.
The seminars are well attended and popular, but they are an expen­
sive training device (demanding 80-100 man-days annually) and do
not achieve training needs.

Few employer contacts are satisfied with their own
effectiveness and preparation. Of the 24 contacts interviewed
by JLARC staff, 22 had attended at least one seminar, yet only four
contacts believed they were fully able to carry out all assigned
VSRS responsibilities. Five contacts stated that, although they
had a general understanding of their assignment, they did not have
enough information about specific VSRS procedures. Five contacts
did not know the full nature of their duties--none of them knew
they had responsibility for retirement counseling. Nearly all
employer contacts said they felt uninformed about current changes
in VSRS procedures and policies because updating was infrequent.

A principal weakness of using an annual seminar as the
primary source of training is that employer contacts are not always
able to attend when they are first assigned responsibil ity for
retirement matters. Once a contact has missed a seminar, there is
little opportunity for training through other methods. Two of the
24 contacts interviewed by JLARC had not attended a seminar, and
neither had received other instructional materials. Without
training (or detailed operational procedures), employer contacts
cannot be expected to fulfill their responsibilities.



Figure 5

Central Role of the Employer Contact
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In one small political subdivision there were
five different payroll clerks in less than 12 months.
Each new clerk was designated as the "employer
contace'. The present clerk has never received on­
the-job training concerning VSRS procedures. She
was hired after the last VSRS seminar and has not
received or cannot find any instructional material
from VSRS.

The clerk reported that she calls VSRS frequently
for help but often receives contradictory or what she
believes are confusing instructionso She was unin­
formed about basic procedural questions such as how
to take insurance deductions for a partial pay periodj
whether VSRS contributions should be made for CETA
employees; or who should get handbooks.

Lack of Written Instructions

Even if an employer contact attends an annual seminar,
the training effort is hindered. The oral briefings are short and
do not facilitate a comprehensive discussion of duties. There is a
serious lack of detailed, written instructions to provide consistent
guidance.

Written procedures and guidelines are necessary for
employer contacts. Regular procedural updates are required to
identify changes in procedures as they occur. Written instructions
can also minimize misunderstanding and inconsistent applications
which are a common problem in verbal communication.

VSRS now has two types of written material for employer
contacts: booklets distributed during seminars, and an operations
guide that is sent to all participating employers. However, some
contacts do not have or have not received these materials. In
addition, the operations guide is incomplete and out-of-date.

Seminar Booklets. VSRS supplements verbal seminar
briefings with booklets. These contain broad outlines of procedures,
rather than detailed instructions. The booklets are not frequently
updated which 1 imits their usefulness apart from the seminars.

The employer contacts interviewed by JLARC identified
many topics which are not adequately addressed by the seminar
booklets. Some of these topics relate to: purchasing retirement
credit for prior service; acquiring health insurance coverage and
withholding federal tax for retirees; applying for retirement; and
reporting social security withholding.

Operations Guide. VSRS also relies on a guide to provide
information to employer contacts. However, the guide is deficient
because it is incomplete, is not routinely updated, and lacks a
table of contents or index.



The most serious shortcoming of the guide is the fact
that it is incomplete. The only detailed set of instructions it
contains pertains to payroll reporting. No information is offered
on deductions for social security, completion of VSRS forms, or the
availability of VSRS publications or counseling services.

Even the detailed section of the guide which covers
payroll reporting is incomplete. It does not instruct employer
contacts on the proper reporting procedures for: (1) leaves of
absence; (2) purchase of prior service credit; and (3) payment of
employee contributions by employers.

The problems created by the lack of comprehensiveness are
compounded by the fact that the guide is not routinely updated. In
1977, VSRS began advising employer contacts of procedural changes
through a quarterly memo ent it led "Update". A1though four issues
were published in 1977, none have been distributed in 1978.

Because VSRS has made no systematic effort since 1977 to
keep the guide current, those now in use do not reflect the major
changes in payroll reporting requlrements that have occurred since
the discovery of fraudulent disbursements within VSRS in February,
1978.

The inadequacy of the guide was confirmed by interviews.
Half of the employer contacts interviewed did not have a guide, and
those that did have one stated that it was of little value. In one
case, a school district contact reported that she purchased a
retirement manual from the Virginia Education Association that she
thought was a more comprehensive and reliable source of information
on retirement matters than the guide and seminar booklets published
by VSRS.

The method presently used by VSRS to train and inform
employer contacts should be changed. The seminars emphasize
personal interaction between VSRS and the contacts. Although this
technique may help to maintain good interpersonal relations and
provide VSRS supervisors the opportunity for face-to-face meetings
with some employer contacts, the seminars cannot be relied upon as
the sole method to establish and maintain systematic, uniform
procedures. Comprehensive written instructions are necessary.

Use of a Comprehensive Procedures Manual. VSRS needs to
prepare a comprehensive procedures manual to replace both the
current guide and seminar booklets. Separate manuals should be
developed for State agencies, school districts and political sub­
divisions. The new procedures manual should be contained in a
loose-leaf, three-ring binder and be indexed so that individual
pages can be revised and inserted when policy or procedural changes
occur. A detailed table of contents should be included. Each page
should be numbered to control replacement of a revised page.

57



In order to ensure that all manuals
VSRS should prepare an annual list of changes
pages of the manual that were affected.

are kept current,
and corresponding

The revisions and the annual list of
sent by first class mail to employer contacts.
address of each contact should be kept on file
semi-annually.

changes should be
The name and

at VSRS and updated

VSRS staff might find it helpful to review the procedures
manuals of other State agencies that have many field personnel.
The Department of Rehabilitative Services, for example, uses a
comprehensive procedures manual to ensure that policies and pro­
cedures are established and communicated to field personnel.

By providing a comprehensive procedures manual, VSRS
would eliminate the need for annual seminars. The Field Services
staff would then be free to provide a wider range of services to
contacts. Field Services staff could provide intensive on-site
training to contacts in new participating agencies and could
troubleshoot where necessary.

lack of Written Policies and Procedures

The complex nature of many field reporting requi rements
calls for clearly defined policies and procedures for employer con­
tacts. However, in at least two areas pol icies or procedures are not
firmly established.

As a result of lack of policy, guidance provided to con­
tacts by VSRS staff is sometimes inconsistent. For example:

Teachers often perform extracurricular duties
and receive payment in addition to their regular
salaries. But, VSRS has no written policy on
whether retirement contributions and life insurance
premiums should be deducted from this additional
pay. Nor is there a clearly defined policy on
whether this additional income should be included
as salary for purposes of computing the member's
retirement benefit. Whether or not to include extra­
curricular pay could affect the size of the benefit
at retirement because the benefit is based on a
member's earnings. In any event, some teachers could
now be making unnecessary retirement contributions.

During a training seminar in 1977, several
"employer contacts" from school districts asked for

clarification on this point~ They were unable to
get an answer during the seminar~

Later F one "employer contact" called the retire­
ment system. VSRS staff quoted from a seminar
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booklet: IISa l ary does not include ... overtime pay
and payments of a temporary nature." This statement
was interpreted to mean that any duty that occurs
after normal teaching hours is overtime duty and~

therefore, not subject to the normal deductions or
considered during the computation of retirement
benefits. Teachers in this school district do not
make contributions based on extracurricular pay.

Another Hemployer contact" from a different
school district was told by VSRS staff that all
earnings were subject to deductions for retirement
and life insurance. Teachers in this school district
do have deductions made from their extracurricular
duty pay and receive credit for all earnings for the
purpose of computing their retirement benefit.

The case example clearly indicates the importance of
written policies and procedures. Differences in the definition of
income could result in varying retirement benefits for members
whose employment and salary histories are identical. Furthermore,
in some of these cases, teachers may be making unnecessary retire­
ment contributions.

An area that lacks procedures for employeE contacts is the
collection of 1ife insurance premiums from employees on leaves of
absence. VSRS handbooks and newsletters state that employees on
leave of absence may retain life insurance coverage for up to 12
months if they pay their premiums in advance. Employees are
advised to arrange these payments through their employer.

However, written materials for employer contacts do not
contain procedures for notifying employees of the premium amounts
and due dates. The only reference to leaves of absence is in a
1977 seminar booklet which states:

"We (VSRS) are in the process of devising a
form which would advise employees of their rights
while on leave of absence as regards VSRS. You
may wish to devise your own agency form to include
other benefits such as health care coverage, etc."

VSRS has not developed this form.

This lack of established procedures has led to incon­
sistency in methods of notification. Fourteen of the 24 contacts
interviewed by JLARC stated that they gave employees written
notification of premium amounts and due dates. Five contacts
advised employees verbally; and the rest gave either oral or
written notification, depending on the situation. The following
case example illustrates that camp 1icated legal questions might
arise when there is a lack of well-defined procedures regarding
leaves of absence.
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An employee was granted an extended leave of
absence because of i1lnessa On her last day of
active employment, she received verbal and written
notification from the personnel office that she
could pay her health and life insurance premiums
in advance a

The written notification stated the exact
amount due per month and the date due for health
insurance but did not give specifics about the
amount and due date for life insurance premiums.

The health insurance premiums were paid.
The life insurance premiums were not paid and
coverage lapsed in 31 days. The employee died
after coverage lapsed.

Her husband filed a claim as beneficiary, but
because the policy had lapsed, payment was refused.
The husband contends that his wife was not properly
informed of her obligation to pay premiums and may
file a legal suit for payment.

There is also a need for procedures which define the
extent to which employers should make an effort to locate employees
on leave of absence. For example, an employee on leave of absence
was hospitalized before he was informed that life insurance premiums
should be paid in advance. The letter of notification was returned
to the employer as "undel iverable" and the employer made no further
effort to contact the man. He died after the policy lapsed, and his
survivors may sue the employer.

It is clear that employer contacts are expected to perform
many duties which have important implications to VSRS and to
members. In order to fulfi 11 these important responsibi I ities,
there must be clearly defined policies and consistent, written
procedures on how to carry out those policies. While preparing a
new comprehensive procedures manual, VSRS should review areas in
which the retirement system interacts with employers. Detailed
pol icies and procedures defining those relationships should be
developed and explained wherever they are lacking.

INFORMATION AND COUNSELING

VSRS is responsible for keeping members informed about
their benefits, rights and obI igations under the retirement system.
Information on benefits is provided through VSRS publ ications and
through a counseling service. Active members receive a handbook,
newsletter, and annual statement of contributions. Retired members
receive an annual newsletter.
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Members also may request professional VSRS counseling
service. VSRS responds to requests for information by letter, over
the telephone and from individuals who visit the VSRS office. VSRS
personnel also attend meetings and seminars related to retirement
sponsored by various groups throughout the State.

Publications and counseling services are vital to a well
informed membership. However, a substantial number of members
report they have not received important publications. VSRS also
needs to further develop its counseling resources.

Importance of Information for Members

The typical member of VSRS is 39 years old and has contri­
buted to the retirement system for about eight and one-half years.
Despite the relatively young age, about three-quarters of the
respondents to the JLARC member survey said they planned to receive
a pension from the system. This finding suggests a high level of
dependence on VSRS and a consequent need for accurate information.

Results of the survey confirm that the two major sources
of information, VSRS publications and the employer contacts, are
valued by members and contribute to a greater understanding of the
system. In many cases, however, members have not received publica­
tions and are unaware there is an employer contact. In these
cases, members were found to be less confident and knowledgeable
about benefits and responsibilities. In a test of basic knowledge
concerning pension benefits, the typical member answered fewer than
five of eight questions correctly. (A summary of survey results is
shown in Figure 6.)

For example, the JLARC survey found:

Member Confidence. Over one-half of the members
do not feel informed about how to apply for
benefits. A similar proportion indicated that
they do not feel adequately informed about the
nature of their pension benefits.

Receipt of Handbooks. Almost one-third of the
membership said they had not received the VSRS
handbook, which is supposed to be provided to all
members and serve as the basic source of information.
These individuals scored significantly lower on
the test of basic knowledge than members who said
they received handbooks.

Awareness of "Contace'.
bership was not aware of
contact. These members
lower on a test of basic

Almost one-half of the mem­
a designated employer
also scored significantly
knowledge.
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Figure 6

Test of Members' Knowledge
of VSRS Benefits

% Responding

1. The VSRS member contribution rate is:

% Responding
5. Are retired members el igibJe to receive

cost-oF-living increases from VSRS?
01% of annual salary

jf-S% of annual salary
·10% of annual salary
·None of the above
o Don I t know

Does VSRS provide for disabil ity retirement?

How long must you be a V$RS member before
you become lives ted"? That is, after how
many years of service can you stop
working in a position covered by the
Virginia Supplemental Retirement System
and still be eligible to receive a pension
when you reach retirement age?

7.

46%
9
2
6

37

Don't Know 39No 8* Yes 53%

*e5 years
elOyears
e15 years
o None of the above
e Don't know

6.

6%
59

2
6

27

It is possible to retire before the
normal retirement age, although the amount
of your benefi t wrJ 1 be reduced. What is
the earl iest age at whIch you can receive
a service retirement pension?

In addition to the employee contribution,
does either the State or your employer
make a contribution to the Virginia
Supplemental Retirement System?

* Yes 67% No 9 Don I t Know 24

3.

2.

·The same amount that you receive
from Social Security 1%

4. The amount of your initial VSRS retirement
benefit is:

·Based on the amount of your VSRS
contributions plus interest 16

*e An amount based on your years of
service as a VSRS member and your
final average salary (the average
of your three highest years
earnings) 63

Which statement concerning the refund of
your VSRS contributions Is true?

1%

Don 1 t Know 36No 4*Yes 60%

·You will automatically receive
a refund of the money you
contributed plus interest when
you leave your present job 8

e It is not possible to receive a
refund of the money you con­
tributed until you become 65
years old

~·You can receive a refund of the
money you contributed plus
interest only after leaving
employment in a position covered
by VSRS and then, only by
applying for a refund 67

8.

6%
33
22
12
27

e 50 years*e 55 years
e60 years
·None of the above
e Don 1 t know

e None of the above

e Doni t know 19

·You may receive a refund of the
money you contributed plus
interest at any time upon
written request 8

o None of the above

Correct responses *
Mean Score = 4.3

• Don't know 15

Source: JLARC Member Survey
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Need for More Information. One-third of the
membership said they needed more information about
VSRS but felt they didn't know how to obtain it.
This group was much less likely to have received
a handbook and was usually unaware of the employer
contactB

Member handbooks are not as valuable as they could be
because distribution procedures do not ensure each new member is
given a handbook. For the past year, handbooks have not been
available for distribution from VSRS. Some employer contacts are
unaware of the importance of the handbook and consequently do not
make sufficient efforts to distribute them. In one locality, JLARC
staff found that handbooks and other VSRS publications were not
distributed but simply stored in a closet.

VSRS should make a special effort to get handbooks to the
large number of members who do not presently have them. Sufficient
copies of the handbook should be printed and distributed to partici­
pating agencies with the necessary instructions to contacts to
ensure that they are distributed. A summary of changes could be
prepared in years when handbooks are not reprinted. It might be
appropriate for VSRS to mail a copy of the handbook to each new
VSRS member when the initial VSRS enrollment form is received. In
this way, each member will be sure to get a handbook and this
important benefit of employment will be highlighted.

Counseling Services

VSRS provides two levels of counseling services to members,
particularly those approaching retirement. The first level consists
of routine estimates of benefits and assistance in selecting one of
the four possible options for payment of annuities. Most requests
for counseling received by VSRS are of this routine type. The
second level of service includes more extensive counseling that
addresses the many financial, social, and emotional aspects of
retirement. Although VSRS recognizes the need for both levels, it
is not presently organized to ensure that the most appropriate type
of counseling is always provided.

Routine Assistance. When a request for a benefit estimate
is received by mail, it is referred to one of two administrative
units--the Field Services section or Benefit Programs section. The
Field Services section employs a professional counselor who has
broad counseling responsibilities. The Benefit Programs section is
staffed by clerical personnel who calculate benefit estimates.

VSRS personnel offer different explanations as to how the
responsibility for routine assistance of this type is divided
between the two sections. Staff in the Benefit Programs section
contend they are responsible for answering mailed requests from
persons who are within one year of retirement. Mailed requests
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from persons who have more than a year before retirement are
supposed to be sent to the professional counselor in the Field
Services section.

In contrast, the Field Services section staff describe
the division of responsibility as based on whether or not a written
application for retirement has been received. According to this
staff the Benefit Programs section will process benefit requests in
those cases where a formal retirement application has been received;
if no application has been received, the Field Services section
responds. In any case, the present division of responsibilities
for routine counseling between the clerks in the Benefit Programs
section and the professional counselor in Field Services appears to
be artificial.

Comprehensive Retirement Counseling. Comprehensive pre­
retirement counseling was identified as a needed service in 1971.
Retired members who responded to the JLARC survey listed nine areas
ranging from tax information to legal aid in which they needed more
information before they retired.

The only types of broad-based counseling for VSRS members
are those initiated by the employer. JLARC learned that several of
the large State agencies and school districts conduct day-long
seminars to which they invite their employees who are within one or
two years of retirement.

For example, the Division of Motor Vehicles (DMV) conducts
an annual seminar at its Richmond headquarters which is usually
attended by about 100 employees who are nearing retirement. The
program includes presentations by VSRS, Blue Cross/Blue Shield,
Social Security and Medicare, the Internal Revenue Service, and the
American Association of Retired Persons (AARP). Although seminars
such as DMV's are valuable, most VSRS employers do not have the
facilities or personnel to conduct such programs.

Employer contacts told JLARC they would be interested in
helping to develop regional programs similar to those held by DMV.
Contacts suggested that a knowledgeable coordinator would be helpful
in organizing these seminars.

Improved Counseling Services. VSRS should seek to improve
the effectiveness of both routine and comprehensive counseling services.
Since most requests are for benefit estimates, they should be
directed to the Benefit Programs section which routinely performs
this type of work. Use of the professional counselor to provide
routine benefit estimates is not cost-effective and should be
avoided. Moreover, assignment of benefit calculations to the
Benefit Programs section would make the counselor available for the
skilled counseling services which she has been trained to provide.

The Retirement Counselor has participated in most of the
employer-organized seminars and has the educational background and



counseling experience necessary to develop similar programs in
other areas of the State. The counselor could establish training
programs for employer contacts or, preferably, enlist the assistance
of employers in organizing larger regional seminars. By assuming
this leadership roie for organizing regional seminars, VSRS would
reach many members and could help ease the problems that occur at
retirement~

Assignment of responsibilities for routine assistance to
the Benefit Programs section would provide a more effective division
of duties and offer the opportunity for the counselor to develop
more comprehensive services. However, VSRS should ensure that
procedures are established on how to handle routine written and
personal requests. Without proper procedures and training of
Benefit Programs staff, members might not be properly served. One
instance of inadequate service was observed during the course of
this review.

A retiree and his wife drove about 30 nliles
from a nearby county to VSRS to complete proce­
dures for direct deposit of his annuity checka

Since the Retirement Counselor was not
available, the receptionist asked a clerk from
the Benefit Programs section to help the coup~e.

The retiree said he wished to start direct
deposit of his check and showed the clerk his
bank deposit account number. The clerk instructed
the retiree to write a letter to VSRS requesting
the transaction.

The retiree then asked for information about
how he could obtain Blue Cross coverage. He was
told that he would have to contact Blue Cross for
this information but was not given a phone number
or any additional information.

The direct deposit procedure is started by completion of
a brief form which appears in the annual newsletter to retirees.
If the Retirement Counselor had been available, she could have
given this form to the retiree to complete. The counselor could
also have given the retiree information about Blue Cross enrollment
procedu res.

PROCESSING MEMBER SERVICES

Most VSRS services are well regarded by members. Services
for active members generally involve the purchase of retirement
credit based on prior service, and refunds of member contributions
for individuals who withdraw from VSRS. JLARC interviews and
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survey results indicate that most member requests are processed
within a reasonable time period.

VSRS also offers retired members a number of services
that are designed to provide convenience and decrease confusion at
retirement. These services include an annual newsletter; an annual
statement of income; direct bank deposit of retirement checks; and
automatic payroll deductions for federal withholding tax and Blue
Cross/ Blue Shield (BC/BS) premiums. With the exception of the
procedures for deducting BC/BS premiums, these services are rated
favorably by retirees.

Deductions for Blue Cross/Blue Shield Premiums

The current procedures for beginning automatic payroll
deductions for BC/BS premiums are confusing and complex. Employer
contacts interviewed by JLARC staff indicated that retired employees
request more assistance with these procedures than with any other
matter related to retirement. VSRS has been aware of the diffi­
culties experienced by retirees but maintains that the problem must
be resolved by Blue Cross and the Department of Personnel and
Training (OPT).

At retirement, State employees may transfer their BC/BS
coverage to the Virginia State Supplemental Retirement Association
Group (VSSRA) and request automatic premium deductions from their
annuity checks. Nearly 8,500 State retirees receive this service.
However, the transfer from the active State group, (which provides
coverage when the employee is working), to the VSSRA group takes
several months to complete, and involves much correspondence
between BC/BS and the retiree (Figure 7).

Complex Procedures. VSRS, BC/BS and State agencies con­
firmed that there are two areas of concern for retirees. First,
there is a 60-90 day delay between retirement and the commencement
of deductions for VSSRA group coverage. Records at BC/BS indicated
that in some cases, four or five months passed before the transfer
was completed. Second, a retired member must prepay at least two
months' premiums to maintain continuous coverage. In one case, a
retiree had to pay $471.00 to maintain coverage.

A possible result
that hospital and physician
to prepay premiums on time.

of the present, cumbersome procedure is
claims may be denied if a retiree fails

For example:
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A man retired from State employment on
December 30, 1977. BCIBS did not receive notice
of his retirement until mid-JanuarYG On
January 17, 1978, BclBS sent him the standard
VSSRA enrollment information. He returned the
form, indicating selection of BCjBS coverage, on
January 25, 1978.
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Figure 7

Procedures for Transferring Blue Cross/
Blue Shield Coverage for State Retirees

August 1978

RESPONS IB ILIT IES

STATE
EMPLOYEE

STATE
AGENCY BC/BS VSRS

90 DAV$ BEFORE

RETIREMENT

30 DAYS BEFORE

RETIREMENT

W

AGENCY AGENCY SENDS
EMPLOYEE

RETIREMENT
COMPLETES -- COMPLETES

APPLICATION
RETREMENT APPLlCATON
APPLICATION TO VSRS

~ AGENCY NOTIFES

Be/BS TO CANCEL

AT RETIREMENT
Be/BS SENDS

COVERAGE

SELECTON FORM

TO RETIREE

ACTIVE STATE

COVERAGE

15.-30 DAYS AFTER

RETIREMENT

30-00 DAYS AFTER

RETIREMENT

60-90 DAYS
AFTER RETREMENT

DOES RETREE

WANT Be/as

COVERAGE?

Be/as SENDS
RETIREE PAYROLL
DEDUCTION
AUTHORIZATION
CARD1.-.....__ AND

BILL FOR 2 MOS

PREMIUMS

YES
RETIREE RETURNS

FORM TO BCIBS

REQUESTING

COVERAGE

RETIREE RETURNS

PAYROLL

DEDUCTION AUTH.

CARD1.-...__ AND

CHECK FOR 2 MOS.

PREMIUMS

BCIBS SENDS
PAYROLL
AUTHORIZATION
CARD TO
VSR$

Source: JLARC

VSRSBEGN$

AUTOMATIC

DEDUCTIONS ON

1ST OF MONTH

67



On January 27 he was suddenly hospitalized.
Because BC/BS had deleted him from the active
State group on December 30, and he had not yet
paid the interim bill for two months' coverage
for the VSSRA group~ the man was listed as
"cancelled" on the BC/BS computer e His pre­
liminary hospital bills were denied.

The man learned of the denials while hos­
pitalized and was forced to contact BC/BS from
his hospital bed. After BC/BS spoke with the
hospital billing clerk, the matter was quickly
and satisfactorily resolved.

According to the coordinator of State programs at BC!BS, this case
is not an isolated example. BC!BS is aware of the problem and
often must intervene to ensure that bills are paid. However, this
intervention does little to eliminate the anxiety experienced by
the retiree.

Proposals for Correcting the Problem. Since 1972, BC!BS
and DPT have been discussing alternative procedures for simplifying
the transfer. In 1977, three written proposals were developed but
no further action was taken. As a result of discussion of this
issue during the exit interview portion of the JLARC review, VSRS
staff met for the first time with representatives of BC!BS and DPT
to collectively consider the problem. A proposal was drafted which
would ensure that most retirees would not have a lapse in coverage.
However, they would still have to prepay one or two months' premiums.

VSRS has limited its involvement in the past and during
current discussions because it maintains that the problem is not
between VSRS and BC!BS. However, VSRS is an important party in the
process. VSRS offers the service to retirees; VSRS is authorized
by the retiree to deduct premiums from the monthly annuity; and
VSRS submits to BC!BS personal checks from those retirees whose
monthly annuities do not cover the premiums.

Because VSRS offers the service of making annuity deduc­
tions, it should take active leadership in developing procedures
to simplify the health insurance transfer. If necessary, VSRS
should make required adjustments to its own operations to help
accelerate the process.

CONCLUS ION

VSRS has greatly improved its field services since 1971.
Publications and counseling services have been expanded and are
valued by the VSRS membership. These assets can be even better
utilized by additional attention to the distribution of employee
handbooks, and restructuring of counseling responsibilities. There
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is a need for more comprehensive counseling of persons approaching
retirement. VSRS should take an active role in making this kind of
counseling available to its membership.

VSRS can greatly improve its training and informational
programs for the 745 State agencies, school districts and local
jurisdictions which participate in the retirement system. These
employers are responsible for a wide variety of functions. Without
well-trained, reliable contacts, VSRS cannot ensure that its
publications are received or that member contributions are properly
accounted for. There is a serious lack of clearly defined, written
instructions to help participating employers fulfill their respon­
sibilities. In some cases no policies have been establ ished to
guide employers.

In order to better assist employers, VSRS should develop
a comprehensive procedures manual. A manual is the only reliable
way to keep employers informed about complex and often changing
procedures.
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Appendix

COMPARISON OF BALANCE SHEET FORMATS

VSRS

ASSETS

Cash I
Investments
Accrued interest Purchased
Equity jn Pooled Assets

TOTALS

11FOA

ASSETS

Cash
Receivables

Accounts Receivable
Accrued Interest Receivable
Accrued Dividends Receivable

Investments
Equipment and Fixtures
Actuarial Liability to be Funded

TOTAL ASSETS

LIABILITIES

Reserve for Members

FUND BALANCES

Trust Fund A
Trust Fund B
Member Contribution Account
Retirement Allowance Account

Undistributed Income
State Account
Teacher Account
Other Account

TOTALS

LIABILITIES AND RESERVES

Current liabil ities
Accrued Social Security Taxes
Accrued Salaries
Accrued Benefits Payable
Accounts Payable

Member Reserves
Annuitant Reserves
Employer Reserves

Annuity
Accumu la ted
To Be Provided

Disability
Death
Administrative Expenses
Total Employer Reserves

Undistributed Income

TOTAL LIABILITIES AND RESERVE
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INet , includes unamortized premiums, discount and deferred gains and
losses.

Source: VSRS and MFOA; Public Employee Retirement Administration.



Appendix 2

TECHNICAL APPENDIX

JlARC conducted two surveys of VSRS members to develop
information on the attitudes and knowledge of the membership. One
survey was taken of active members (persons still employed), and
the other of retired members. The surveys had two secondary
purposes: (I) a test of the communication process between VSRS and
its members, and (2) a test to verify the existence and employment
of individuals shown to be members on VSRS records. The latter
test was carried out in conjunction with the fraud audit of the
Auditor of Public Accounts.

JlARC also conducted structured interviews with 24
employers which participate in VSRS. Participating employers have
a number of procedural responsibilities and act as a conduit between
VSRS and individual members. The interviews were designed to
evaluate the type of training services and information provided by
VSRS to participating employers.

Member Surveys

Two random samples were drawn from VSRS membership
records. The resulting sample sizes were: 527 active members (from
a population of approximately 206,000), and 242 retired members
(from a population of approximately 28,000). Questionnaires were
developed, pretested, and distributed to the sampled members. An
example of the questionnaire used for active members is shown on
pages 74 and 75. The questionnaire for retired members was similar.

Questionnaires for active members were distributed in May
in the same method used by VSRS to distribute publications. This
provided a test of the communication process relied on by VSRS to
inform its active members. Retired members received a mailed
questionnaire sent to the address used for monthly annuity checks.

A total of 596 questionnaires were returned, distributed
as follows:

Active Members: 394 of 527 were returned (74.7%)
Retired Members: 202 of 242 were returned (83.5%)

Several tests were made to compare the source of returns with known
distributions. These tests were done to ensure that characteristics
of sampled cases closely paralleled the VSRS membership at large.
An example is shown in Table A-I. The test results confirm that
sample returns provide a good representation of all VSRS members.

Ordinarily, the high rate of questionnaire return for both
active and retired members, coupled with comparisons of sampled
returns with known distributions, would not necessitate a phone
follow-up of nonrespondents. However, VSRS recently experienced a
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Table A-l

TYPE OF EMPLOYER FOR ACTIVE MEMBERS

Emp loyer

State Agency
School District
Local Government

Total

Sou rce : J LARC.

Actual Distribution
of all VSRS Members

39%
38%
23%

100%

Distri but ion of
JLARC Sample Returns

41%
38%
21%

100%
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fraud which involved disbursement of funds to individuals who were
not members of the reti rement system. Therefore, JLARC followed
up on all non respondents to verify that the individual identified
on VSRS records existed and was, in fact, a member of the reti re­
ment system. In the course of the phone fol low-up, JLARC verbally
administered selected parts of the questionnaire to nonrespondents.
A comparison of the follow-up responses to the returned questionnaires
further confirmed the representativeness of the membership sample.

JLARC was able to either reach each sampled member by mail
or phone, or verify that the individual was employed in a job
covered by VSRS. This does not rule out the possibility of a
falsified response, but does serve as a partial check of the
validity of VSRS records.

Structured Interviews

Approximately 745 State agencies, school districts, local
governments, and publ ic authorities participate in VSRS. Each
participating employer has one or more individuals who are designated
to work with VSRS in processing applications, accounting for member
and employer contributions, and informing members of thei r rights,
benefits, and responsibilities under the retirement system.

In order to evaluate the important role of these
designated individuals, JLARC conducted extensive structured inter­
views with 46 individuals in 24 of the 745 participating employers.
These 24 were selected to be representative of all employers. The
selection process used location, size, and type of employer as
criteria in establishing representativeness (Table A-2).



Table A-2

DISTRIBUTION OF EMPLOYERS FOR JLARC INTERVIEWS

RICHMOND AREA
Small Medium Large

NORTHERN VIRGINIA
Small Medium Large

State Agency
School
Loca 1i ty

x
xx

x

xxx
x

x
x

x

TIDEWATER AREA
Small Medium Large

SOUTHWESTERN VIRGINIA
Sma 11 Med i um La rge

State Agency
School
Loca 1i ty

x
x x

x
x

xx

x
x

SHENANDOAH VALLEY
Small Medium Large

State Agency
Schoo1
Loca 1 i ty

N = 24

Sou rce : J LARC .

x

x
x
x

Interviews were structured around 47 questions pertaining
to VSRS personnel and payroll duties. Individuals were asked to
assess the training and assistance they received from VSRS, the
availability and quality of member publications, and their own
effectiveness in fulfilling their VSRS responsibil ities. They
were also asked to suggest areas where VSRS could provide greater
assistance to employers.
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7a, Do you feel adequately informed about your VSRS
benefits?

Pan I Member Information

This section is about you and information
prOVided you as a member of the Virginia
Supplemental Retirement System (VSRSi
Please check or fill in [he approprrf.!tB response

5. How long have you been a VSRS member? ~years

6. When you retire, do you plan on receiVIng a VSRS pension?

• Yes, within the next year
• Yes, someday. but not within the next year

• No
• Don't know

1. Are you presently employed by:

• Suite of Virginia

• City. County, or Town

• Public School System

.Other' -,,=
{Specifyl

2. In which city or county IS your principal place of work?

Iii

No!Yesl

12. Please check which of the following VSRS documents you
have received, have read, and whether or not you foun<!

them helpful. If received, If read,
Received Read Hel lui
Yes No Yes No Yes No

Memo to Members !New?letterl { ) 1 I { ) 1 ) 1 ) ( I

Member Benefit Profile
IA statement ofcontnbutions
and1benefitsl

Handbook for Members

b. If yes, have you ever asked for information about your
benefits, your account, or some other retirement concern
from this contact person?

b. If yes, was the meeting helpful?

Very Helpful i ) Somewhat Helpful I I Not Helpful I

l1a, Have you ever attended a meetIng at which the VSRS
presented information about the retirement system?

Yes I Noi

b. If yes, was your question satisfactorily answered?

Yes{ No(

c. If your question was not satisfactorily answered, please
explain.

9a, Have you ever asked for information about your benefits,
your account, or some other retirement concern from the
main office of the Virginia Supplemental Retirement
System in Richmond?

Yes ( I No!

c. If you did ask, was your question answered satisfactorily?

Yes{ No!

d. If your question was not answered to your satisfaction,
please explain.

lOa. Has your employer appointed one person to whom you
may go when you have questIons about VSRS?

V"
Yes, there is someone whom I can ask, but
don't know that he/she is appointed as such

No
Don't know

{year}(dayl(month)

3. What IS your bIrth date?

Yes! No1

b. Do you feel adequately informed about what you must do
to go about applying for VSRS benefits?

Yes { } No ( I

8. Which of the statements below most accurately indicates
how you feel about information concerning your VSRS
benefits?

I don't need or care about benefit information at
this lime

I would like to have more information about my
benefits but don't know Just how to get it

I gel all the information I need about my
benefits from friends and co-workers

If I need to know more about my benefits, I know
how to go about obtaining tl18 information

I have all the information I need about my benefits

I was not aware I was a V$RS member

4. What is your current occupational status?
• Professional
• Clerical
• Skilled
• Semiskilled
• Unskilled

We are confident the answers you
give to this survey will help improve VSRS
member service. Thank you very much for your
assistance.

Ray D. Pethtel
Director

Sincerely,

~1)~

COMMONWEALTH OF VIRGINIA
JOINT LEGISLATIVE
AUDIT AND REVIEW

COMMISSION
P. O. Box 713

Richmond, Virginia
23206

(1)..... '....'.,i,i "i
l.~

Part I asks some basic questions
about you and your opinion about VSRS. Part
II is a Short test of your knowled~e about
retirement benefits. If you wish us to send
you a copy of your corrected test results,
please be sure to fill in the name and address
section at the end of Part II,

May 16.1978

Your name was one of a selected
number picked at random from VSRS files to be
sent this two-part questionnaire. It is
important that you answer each question and
that you return the questionnaire promptly.
Please take a few minutes to complete the
survey now and return it in the preaddressed,
stamped envelope.

The Joint Legislative Audit and
Review Commission is reviewing the way the
Virginia Supplemental Retirement System (VSRS)
serves its members, As part' of that review,
we are sampling member knowledge and opinion
about VSRS and retirement benefits,

Dear VSRS Member:

'""....



Pan II Knowledge of Virginia Supplemental Rellremenl
Svsrem Benefits

This seclIon rests vour knowledge of VSRS
benefits Please check rhe correct answer for
each of the following queslions If vou wish to
receive a scored cOPv of Vour resr resulrs on this
secflon, please enter Vour name and address In
rhe space provided at rhe end of thiS
quesrlOnnalre

6. How long must you be a VSRS member before you become
"vested"? That is, after how many years of service can you
stop working in a position covered by the Virginia
Supplemental Retirement System and still be eligible to
receive a pension when you reach retirement age?

- 5 years

.10 years

-15years

_ None at the above

11, What services provided by VSRS have been most
valuable to you?

o Don't know

o Don't know

7. Does VSRS provide for disability retirement?

_None of lhe above

o Don't know

... __ .lip

City __ " __ ..

State,,_

Street

Name , ~","" ~.. ",, ,, _

Thank you for your cooperation.

Ifscored resl reSlJlls are desired, fill in here

12. What services do you feel are needed but are not
provided by VSRS?

13. Please use the space provided below for any additional
comments you wish to make. Attach an additional sheet
if necessary.

Don't Know iNolYes I

9. Do you participate in the Group Ufe Insurance Program
administered by VSRS?

Yes I No ( Don't Know I

8. Which statement concerning the refund of your VSRS
contributions is true?

oil IS not possible to receive a refund of the money
you contributed until you become 65 years old

oYou can receive a refund of the money you contributed
plus interest only after leaving employment in a
pOSition covered by VSRS and then, only by applying
for a refund (

- You will automatically receive a refund of the money
you contributed plus interest when you leave your
present Job

• You may receive a refund of the money you con
tributed plus Inte'est at any tlmB upon written
request

10. If you participate in the Group Ufe Insurance Program,
how much regular life insurance coverage do you have?

- $1,000 for each year that you have worked In a pOS.lion
covered by VSR S I

- One-fourth 0/ your present annual salary rounded up to
the neareSl thousand dollars I

o The same amount as your present annual saiary
founded up to the nearest thousand doliars

- Double your present annual salary rounded up to ihe
nearesllhousand doiiars I

o None of the above

4. The amount of your initial VSRS retirement benefit is:

o The same amount that you receive from Social
Security

_ Based on the amount of your VSRS contributions pius
Interest {

_ An amo,mt based on your years of service as a V SR S
membt_,r and your final average saiary (the average
of your three highest years earn,ngs)

• None of the above

- Don't know

3, It is possible to retire before the normal retirement age,
although the amount of your benefit wiU be reduced. What is
the earliest age at which you can receive a service retirement
pension?

o 50 years

o 55 years

o 60 years

o None of the above

o Don't know

5. Are retired members eligible to receive cost-of·living
increases from VSRS?

Yes I No I Don't Know I

1. The VSRS member contribution rate is:

o 1% of annual salary

o S% of annual salary

o 10% of annual salary

o None of the above

o Don't know

2. In addition to the employee contribution, does either Ihe
State or your employer make a contribution 10 the Virginia
Supplemental Retirement System?

Yes { I No I ) bon't Know (

~
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INTRODUCTION AND REVIEV, OF RECOl'1r"lENDATIONS

The Virginia Supplemental Retirement System ("VSRS") is a financially
sound, well-managed public retirement system that provides retirement
benefits for 238,000 employees and retirees of State and local government.
It is managed by an active Board of Trustees who oversee the receipt,
investment and disbursal of employer and employee contributions mandated
by the Virginia Supplemental Retirement Act.

Day to day management of the VSRS is the responsibility of a trained
professional Director who maintains regular contact with the System's
supervisory and clerical employees, and who reports regularly to the
Board of Trustees on matters pertaining to the planning and implementation
of statutory requirements and Board policies.

As in any large financial operation whose funds and resources are limited,
there are areas in which there are deficiencies. None, hovJever, threatens
the soundness of the System, and all receive the direct attention of the
Board of Trustees as deemed necessary, and in the order of priorities
necessitated by finite human and econcmic resources.

The numerous limitations imposed on the operation of the System should
be considered when reviewing the JIARC report. More positive recognition
of the practical realities place the numerous observations and recanmendations
in a considerably different light. In many instances, critical analysis
leads to entirely different conclusions in light of the practicalities
involved. Those practicalities include the following:

(1) The size, scope and complexity of VSRS has
dramatically increased in recent years.
Ten years ago there were 118,000 active ~s.
Today there are 210,000 - - a 78% increase.
The number of retirees has almost tripled
and the Trust Fund has more than tripled.
Such growth demanded that :im:nediate attention
be given to initiating new approaches and
programs throughout the System. Unfortunately,
the System was limited by lack of staff and budget.

(2) VSRS has been chronically understaffed. There
are only two state retirement systems, out of
46 states for which data was available, that
operate with a lower staff to active membership
ratio than VSRS. If VSRS met the average ratio
found in state retirement systems, it would nCNl

have a staff of 128 full-time employees rather
than 65.
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(3) VSRS has not had sufficient funds budgeted to
allow it to keep pace with the rapid growth
in merribership. When the present Director was
initially employed by VSRS, crowded physical
facilities hampered the day-to-day operations
of the System, the primary record system for active
and retired members was in a state of chaos due to
abortive attempts to canputerize the system, and
a lack of modem office EqUipnent seriously slowed
all pr=essing.

The initial part of this response will address the specific items identified
as recommendations in the Report Surrrnary of the JLARC Hanagement Review.
Next, the response will consider major points of the report. The conclusion
of the response will outline significant achievements and improvements.

Recommendation 1:

Financial Practices

VSRS concurs in the reconmendations under financial practices. Redesigning
the accounting system and general financial practices has been a top
priority of the Board and Director for over two years and will continue
to be until a sophisticated system is in place and functioning.

Recommendation 2:

Financial Leadership

Peat, Marwick, Mitchell and Co. indicated to VSRS, when the incmnbent
Financial }~ager was employed, that he possessed the necessary skills
and abilities and was the most qualified applicant for the position.
There is little question that dramatic innovation and change have not
occurred since his employment. Conditions have been so abnormal during
the past year, however, that VSRS is unable to concur with the JLARC
conclusion.

Recommendation 3:

Planning and Reporting

As acknowledged in the JLARC report, there were many original problems
in the System. Additional ones have been created by growth of the
System within the past decade. In the exercise of its statutory discretion,
due to budgetary, staff and other limitations, the Board has necessarily
focused primary attention on the most critical areas. In the selection
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of these areas, the Board and the Director have acted on their perceptions
of the most needed changes. In this regard the Board has specifically;

1) updated investment practices and pr=edures,

2) recanmended legislation to facilitate efficient
management,

3) authorized the Director to request additional
positions and personnel,

4) engaged an accounting finn to design and
implement a ccmputerized accounting system
which is =rently being developed,

5) engaged actuaries to review and report on
the actuarial performance of the System,
and

6) engaged independent consultants to review
management operations and criticize them.

Recanmendation 4:

Personnel Administration

VSRS basically con=s with the reccm:nendation and would like to suggest
that as part of this recanmendation the position of Personnel Administrator
be added to the VSRS staff.

Recanmendation 5:

Member Records

VSRS con=s with the recanmendations. Most of the specifics are either
being implemented or are in the planning stage.

Recanmendation 6:

ADP System Design

Peat, Marwick, Mitchell and Co. has had a team of specialists working on
a ccmpletely new accounting and control system for VSRS for over a year.
The system is expected to be fully operational in July of 1979. Before
being adopted, by statute, it will have the approval of the Ccmptroller
and Auditor of Public Accounts and be compatible with the Corrrnonwealth's
new central accounting system, which is also being installed by Peat,
Marwick, Mitchell and Co.
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Reccmnendation 7:

Training Einployer Contacts

The training seminars, as well as alternative training methods, will be
evaluated for effectiveness. New manuals for personnel officers have
been developed and manuals for payroll personnel are being developed.

Reoorrmendation 8:

Publications

VSRS agrees that the distribution process should be evaluated and improved
where possible.

Recorrmendation 9:

Counseling Services

The basic structure of this reccmnendation has been VSRS practice for
several years.

Reconmendation 10:

Blue Cross Deductions

VSRS agrees and when a satisfactory proposal is developed every effort
shall be made to implEment it as s=n as possible.

Reconmendation 11:

Actuarial Advice

The Board took initial steps to address the substance of this reoorrmendation
several months ago. That which is not in effect will be carefully
reviewed by the Board.

Recorrmendation 12:

Investnlent Oversight

VSRS con=s with the reccmnendation.
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Recorrmendation 13:

Legislative Retirement Commission

The Legislature should give careful consideration to this recorrmendation.
Information presented to VSRS indicates both good and bad experience
with such commissions in other states. As is indicated in the report,
legislative oversight has been quite active and effective since 1970. A
permanent sub-committee, canposed of manbers of the House }\ppropriations
Committee and the Senate Finance Committee, with overlapping representation
may be the best course for Virginia.
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REVIEW OF REPORT

Financial Management

The initial paragraphs under Financial ManagEment list points that are
well taken. VSRS is a very large financial institution that demands an
extremely modem and sophisticated accounting systEm.

The earliest effort to begin the modernization process occurred in 1974
with the encouraged retirement of the chief accountant. In clune 1974,
the Director suggested to the Board the need for engaging the ''lartin
Segal finn to perfonn a follow-up to their 1971 study in order to
provide VSRS managEment with additional guidance and direction.

An attEmpt to have the position of chief accountant reallocated to a
higher classification, in order to attract a more highly qualified
individual, was suhnitted in April of 1974. VSRS was advised by the
Division of Persormel that the existing position was appropriate for the
size and volume of the agency and, therefore, the request was denied.

In addition, the Board of Trustees and the Director have requested an
audit on numerous occasions. Each time VSRS was advised that the audit
for 1971-1972 was in progress and, upon corrpletion of that audit, the
ensuing years would be audited.

In the Spring of 1976, representatives of the Martin Segal firm visited
VSRS and agreed to conduct a follow-up review of the Administrative
Management of VSRS. In a letter of June 4, 1976, James R. Gunning,
Senior Vice President of the Segal Canpany, recorrmended that an independent
accounting finn should be Employed to assist in developing an accounting
systEm. In August of 1976, the Trustees began the process that resulted
in the selection of the Peat, Marwick, Mitchell finn, which is developing
this program.

Lack of Financial Controls

In SeptEmber 1975, the Surety Bond on all VSRS employees was increased
from $5,000 to $100,000 per Employee. An adequate Surety Bond is a
widely acknowledged financial control.

The weaknesses and areas of concern that the Auditor of Public Accounts
has brought to the attention of VSRS management have been carefully
evaluated and either resolved or are being resolved by VSRS staff.

The reference to the Ten Million Dollar discrepancy between the two
primary VSRS member accounts results from a time delay. The reason for
this difference is readily explainable and understood by the Auditor of
Public Accounts.

Condition of Financial StatEments

The report states that, " .. according to the Auditor of Public Accounts,
audit staff have been assigned to VSRS almost continually since 1972;
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but the poor condition of financial and accounting records have prevented
the completion of an audit". In response to inquiries from VSRS the
Auditor of Public Accounts indicated that problems with timely audits
were associated with the insufficient staff of the Auditor of Public
Accounts.

Lack of Leadership in Financial Management

This section contains the statement,

"Although several of the accounting staff report they
were concerned about the lack of control in financial
and accounting procedures, and brought their concern
to the attention of the Director, adequate financial
controls were not installed."

No "accounting staff" mEmber acknowledges having made such a statement.
The former supervisor to the predecessor of the VSRS ADP department,
indicated that she had, in August or September of 1973, advised the
Director that, in her opinion, shortcuts were being taken in the transfer
of data fran the old system to the neN system.

It is quite likely that this individual did raise concern regarding the
design of the neN system. At that time there was great tunnoil between
the old and the new and the system designers assured the Director that
the expressed concerns were unwarranted.

The report states that the Department of Personnel and Training records
indicate VSRS received 34 of the 39 requested position m:x:1ifications
since July of 1973. Many of these m:x:1ifications to existing positions
were approved with substantial reductions in either classification level
or salary level. Of the position modifications that were denied by
Personnel and Training, the most important one in the context of the
report was the request to have the top accounting position reallocated
to a higher classification in order to permit VSRS to employ a more
qualified individual.

Additionally, about 50% of the VSRS requests for neN positions during
this period were removed in the State budgeting process.

On June 22, 1977, the Director forwarded the request for the establishment
of the position of Financial Manager to the Personnel Office. On July
1, at 1: 00 p.m., three representatives of the Peat, !'1arwick, ~1itchell

and Co. firm, along with the Deputy Director and Director met with the
Director of Personnel, in his office in an attempt to impress upon him
the importance of the VSRS request and the need for prcrnpt action.

On July 8, at 9:00 a.m. two representatives of the Personnel Office met
at the VSRS office with three representatives of the Peat, !·1arwick,
futchell and Co. firm, along with the Deputy Director and Director in an
extended revieN of this position.

On July 13, the Director met with the Board of Trustees and indicated
concern that even with the two meetings with Personnel and with the
assistance of Peat, Marwick, filitchell and Co. VSRS still was uncertain
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as to the course Personnel might take in approving the position. The
Board specifically requested that the Director compose a letter frcm the
Board Chainnan to the Director of Personnel expressing the serious
concern of the Board over any potential problems in obtaining this
classification.

In the report a phrase is quoted frcm that July 14 letter. The cited
phrase is a part of a sentence which followed an expression of concern
that Personnel was requesting that VSRS discontinue efforts to fill the
vacant Operations P1anager position, pending a Personnel job audit. The
sentence was drafted by the Director to impress to the greatest extent
possible the System's concern that not only was the Financial Manager
position imperative but also the filling of the Operations 11anager
position was essential. The full sentence is as follows:

"I must say the Board is greatly alarmed at this news,
particularly in light of information frcm the Auditor's
Office as well as from Peat, Harwick, Mitchell, and Co.
that there is a serious and frightening lack of proper
financial control in the Retirement System."

The report states that the request for the Financial 11anager position
was approved by the Division of Personnel two days before the Board
letter was written. The VSRS notification fran the Personnel Office
that the position had been approved was dated August 22, 1977.

Exception Reporting

Current procedures provide for exception reports to be generated any
time a payroll is out of balance. The JLI\RC report states that the
Judicial Retirement System payroll has been out of balance for two
years. VSRS records do not reflect this condition. In addition, employees
of the Supreme Court offer no confirmation of this problem.

It is stated that when a name and Social Se=ity number do not match,
VSRS sends a copy of a list to the employer for ==ection. 1\-10 copies
of the history list are sent to the employer for correction along with
instructions to make the correction, retain a file copy and return the
original to VSRS. In cases of non-oanpliance this procedure is then
supplemented by follow-up correspondence.

In many cases an employee terminates before a co=ection can be =rrpleted.
If the employer cannot locate the terminated employee, the Federal
exception list continues to display the name.

Maintenance of Member Records

Since the time when files were lining the co=idors of the Finance
Building, VSRS has been concerned that records be made se=e and that
appropriate back-up information be established. With the exception of
the named beneficiary, the necessary back-up data for the vast majority
of VSRS members is secure. The new system under develop:rent will provide
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the needed back-up.

Board Oversight

The VSRS assets held and invested by the Life of Virginia are done so
with the approval of the Board of VSRS under specific authority granted
by the Legislature under Section 51-111.67:7.

The funds were established to pre-fund the death benefits of future
retirees. The funds are not held in a separate ac=unt, but are invested
in the insurance ccmpany's General Account and are ccrningled with other
funds of the Company. The investment of these funds by Life of Virginia
is governed and =ntrolled by the statutory provision of Chapter 5,
Section 38.1-179-217, of the Insurance Laws of the Ccmronwealth. The
Life of Virginia reports annually to the Board of Trustees on the investment
perfonnance of the VSRS funds, which the Canpany is holding.

Field Services

Member services are provided by three subdivisions of the Operations
Division. The Benefit Programs Department provides services to retired
members, the Hembership and Office Services Deparbnent processes refunds
and applications for the purchase of prior service and the Field Services
Department provides mEmbers with general information about VSRS as well
as personal counseling.

Lack of Written Policies and Pr=edures

The report states that, "While on leave, employees may retain group life
insurance coverage up to one year provided that the prEmiums are paid in
advance. However, how mEmbers becane informed of the need to pay the
premiums in advance is not clear".

Each of the three issues of the VSRS Handb=k state the appropriate
pr=edure and articles were published in four different Newsletters
(April 1974, Fall 1975, Spring 1976, Winter 1978) explaining this pr=edure.

In addition, each new employee receives an insurance Certificate which
also explains the procedures to be follCMed in the event of a leave of
absence. The two cases mentioned in the report are the only two such
cases the Director has been apprised of since July, 1973.

Information and Counseling

The 1978 Handb=k to HEmbers has been distributed subsequent to the
JLARC survey. VSRS will sample the mEmbership to determine whether
there is a distribution problem with these Handb=ks.
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Counseling Services

VSRS provides counseling services to members. ~!\embers may request pre­
retirement infonnation in writing, by visiting the VSRS office or by
telephone.

When a member writes for assistance, the Benefit Programs Department
handles the request fran people who are within one year of retirement.
The Field Services Department takes those requests from individuals who
are more than one year away fran retirement. This distinction is somewhat
arbitrary but not without sound reasoning. The Benefit Programs Department
processes the final benefit; therefore, it is best that estimates for
individuals who are nearing retirement be developed by Benefit Programs
Department personnel. This process is relatively clean, clearly understood
by both departments and under nonnal circumstances provides no difficulties.

In the case cited in the JIARC report, it is unknown whether all the
necessary infonnation was available in order to provide on-the-spot
assistance. VSRS makes every effort to provide adequate service.
Statistics from the JLARC survey suggest that members are satisfactorily
served.

Question 12 (a) asked, "Have you ever asked for any information or
assistance fran the main office of the Virginia Supplemental Retirement
System in Richmond in regard to your VSRS benefits?" 34% responded,
"Yes", 39% responded, "No", and 23% responded that they had never had a
question. (b). "If you responded "Yes", was the matter handled satisfactorily?"
To this question 89% responded, "Yes".
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IMPROVEMENTS AND ACCOMPLISHMENTS

In addition to the improvements outlined in the JLARC report, the VSRS
has achieved many other significant accomplishments. Such as:

- Recxmnend review of the benefit structure which if
accomplished will save untold millions for future
generations.

- Recomnended limit on post-retirement cost-of-living
increases which saved the Comnonwealth $9 million
in the 1978-1980 bienniun. This saving will increase
dramatically in future years.

- Revised disability retirement procedures which will
prevent potential abuse and result in large dollar
savings to the trust fund.

- Obtained qualification by Internal Revenue Service
which will save retirees and their beneficiaries
substantial amounts of taxes.

- Obtained IRS ruling which makes deferral of tax on
employee contributions possible thus saving
significant amounts of taxes to mEmbers.

- Recomnended change in system for funding administrative
expenses to more equitably assess all participating
employers.

- Established a lock-box system for handling employer­
employee contributions to provide direct deposit to
the bank. (VSRS is the first State agency to adopt
this procedure.)

- Implemented in-house equity management program.
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JLARC ANALYSIS OF VSRS RESPONSE

We have reviewed the VSRS response to the draft management
review. The text has been modified where necessary. Some addi­
tional comments on the VSRS response are in order to explain the
context in which the management assessment was made.

PART I - INTRODUCTION AND REViEW OF RECOMMENDATIONS

VSRS states that chronic understaffing limited operation
of the system. The response compares the staff/member ratio of
other state retirement systems as evidence of understaffing.

At the request of the Secretary of Administration and
Finance, staff position requests were reviewed and 8 new positions
were recommended for approval. However, several further points
need to be made regarding staffing.

1. The management study of VSRS done in 1976
by Mart i n Sega 1 Company found that "the
overall size and level of staffing (at
VSRS) appears to be appropriate at the
p resen t time ... II

2. While VSRS may have had a lower ratio of
staff to active members than other, com­
parably sized, state retirement systems
in 1976 (latest data available), there
is also wide variation in the organiza­
tion and services provided which could
affect the val idity of the comparison.

VSRS should focus on better use of existing staff through
the development of job descriptions, written procedures and an
effective personnel evaluation process which can identify individuals
with supervisory potential. Organizational planning should also be
forma I i zed.

JLARC Recommendations

VS RS concu rs on
the JLARC report summary.
numbers 2 and 9.

II of the 13 recommendations contained in
The two recommendations in question are
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Recommendation 2 - Financial Leadership. VSRS argues
that conditions during the past year have not provided VSRS staff
with the opportunity to demonstrate financial leadership and innova­
tion. On the contrary, this period has been marked by (I) the
discovery of fraud, (2) an extensive financial audit, (3) design of



an automated general accounting system by a private consultant, and
(4) an in-depth management review.

This high level of activity and change related to the
VSRS financial systems offered an ideal opportunity for strong
leadership. The outgrowth of the past year's activities will
condition the financial management structure of VSRS for the fore­
seeable future. Over the past six months, the needed leadership
has not been demonstrated.

Recommendation 9 - Counseling Services. According to
VSRS the basic structure of the JLARC recommendation has been in
practice for several years.

Adoption of our recommendation would require a change in
the organizational structure of VSRS. The counselor should assume
new and expanded responsibi1 ities for developIng counsel ing pro­
grams for persons nearing retirement, and general informational
programs for members.

PART I I - REVIEW OF REPORT

Financial Management

The response identifies two actions which occurred in
1974 as evidence of early efforts to upgrade VSRS financial
management.

In June 1974, Martin Segal Company was asked by VSRS to
assess the progress made since the first Segal study (1971). In
October 1976, Segal identified the lack of financial management as
a serious deficiency. The evidence cited by Segal included the
qualifications of staff then assigned to financial management and
the quality of financial reports.

Although the Segal study was beneficial, we did not
feel that It was an essential first step In identifying obvious
weaknesses in financial management.

The second action cited by VSRS was an attempt in July
1974, to reallocate the senior accounting position from the level
of an Accountant B to that of an Accountant C. The request was
denied.

We believe that if the reallocation had been approved, an
existing VSRS employee would have been appointed to the position.
Nevertheless, even if another individual had been hired to fill the
reallocated position, the action fell short of the organization
level at which financial leadership was needed most, i.e., the
Operations Manager.
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The Operations Manager was assigned formal supervisory
authority for the financial activities of VSRS. The incumbent
was inexperienced in financial management, was occupied with the
development of an automated data processing system, and was not
sensitive to the need for basic financial controls. Without the
establishment of a chief financial management position at a level
comparable to the Operations Manager, the supervisory expertise
required would not have been forthcoming.

Need for an Annual Audit

VSRS indicates that although it requested an annual audit
on numerous occasions, the APA was not able to assign sufficient
staff to complete a timely audit. In fact, the APA first had to
assign audit staff to reconcile and correct the VSRS accounting
records. The APA and a private CPA firm worked more than one
calendar year to reconcile accounts and correct errors.

Reconciliation and maintenance of financial records is
the responsibility of VSRS.

Actions of Department of Personnel and Training

VSRS states that the Department of Personnel and Training
(OPT) made many modifications and substantial reductions in positions
requested by VSRS. The record shows that of 39 requests made since
1973, 35 were approved, 25 as requested. Of the 10 which were
modified, 8 involved one type of position (accounting machine operator).

VSRS also infers that the request for a financial manager
position made in June 1977, was delayed by the Department of
Personnel and Training since notification of approval was not
received until August 22. The record shows that the request was
made by VSRS on June 22, approved by OPT on July 12, and VSRS was
notified by letter on July 15 of DPT approval.

Exception Reporting

A preliminary draft stated that the Judicial Retirement
System payrolls were still out of balance. The text should have
read that Judicial Retirement System accounts are still out of balance.

Lack of Written Policies and Procedures

Members are informed of the general policy that they have
a right to retain life insurance coverage when they go on a leave
of absence. The detailed procedure of how this is to be accomplished
is the responsibility of the employer contacts. The contacts do
not have clearly defined written procedures for this transaction.
Legal liability questions can and have arisen.
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September 28, 1978

The Honorable Charles B. Walker
Secretary of Administration and Finance
Ninth Street Office Building
Richmond, Virginia 23219

Dear Charles:

The JLARC management review of VSRS included an evalua­
tion of personnel administration practices and staffing require­
ments based on an extensive series of desk audits and interviews
with agency employees. I understand that you wished to have a
detailed statement of the findings of that review for your
immediate use. This letter has been prepared to respond to that
request in two ways.

First, we reviewed staffing needs in line with the
existing VSRS organization and duty assignments. Some changes
seem to be appropriate. Second, we assessed VSRS requests for
additional personnel actions now being considered by your office.
Appropriate recommendations are included.

It should be clearly understood, however, that the
comments outlined below may need to be modified after the
development of a comprehensive organization plan for VSRS
which we bel ieve is a necessary prerequisite for any future
personnel actions.

As noted in our report, VSRS should develop a plan which
details the responsibilities of each functional division, describes
internal relationships, and clearly identifies agency personnel
requirements. The plan should be expl icit about the number and
type of positions needed and proposed duties.

Considering the qual ifications stated above, our analysis
is presented in two parts. The first part suggests personnel
actions which are appropriate under the existing administrative
organization. The second part is an analysis of specific personnel
requests submitted by VSRS to your office in July, 1978.
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EXISTING VSRS ORGANIZATION AND PERSONNEL ACTIONS

1.
62) should be

The salary range for the Financial Manager (position
upgraded.

One of the major deficiencies noted in our management
review is the longstanding lack of financial leadership, a problem
which was not resolved by the creation of the Financial Manager
position. The relatively low salary range for this position
($18,700-$24,500) does not appear to be sufficient to attract and
retain the level of financial expertise required.

At a minimum, the salary range for the Financial Manager
should be comparable to that for fiscal directors in other State
agencies ($21,400-$28,000). This salary range is justified because
of VSRS' unique financial responsibil ities.

2. -i"T-"hc:e'-i~=+-.:...:~"-e;:-e-fo-=-=-r-;:t-"hc:e--,,Rc:e:.:tc:ic:r:.:ec:m:ce:.:ne-t,-,-S,-Y,,-s:c:cte-e",m--"O","p..ce..crccae-t..ci:.:o_n_s
Manager (position be reviewed.

This position supervises the largest VSRS department (27
positions) and is responsible for services to active members,
retirees, and employers. Since the position was last reviewed in
August, 1977, a fourth section has been added to the department.
However, the salary range for the Operations Manager ($14,400­
$19,600) is below that of a systems analyst who serves as the VSRS
data processing manager ($16,400-$21,500) and supervises fewer
employees. A higher salary range for this position might be
appropriate given the expanded responsibil ities of the Operations
Manager.

3.
(position 3)

The Retirement System Special Services Assistant
is an unnecessary position and should be abolished.

Current responsibilities for this position include admin­
istration of the State Police Officer and Judicial Retirement
Systems and legislative 1iaison. However, these duties do not
require full-time attention and could be incorporated into another
existing position. The resulting savings ($22,400 per year) could
be used to offset the costs of other, more needed positions.

Officer
4. The

(position
osition of Retirement System Trust Funds

2 should be reclassified as an Accountant C.

92

The Trust Funds Officer has a salary range (approximately
$12,000-$16,400) which is equivalent to that of an Accountant B.
This position is responsible for the daily maintenance of VSRS
financial records and the preparation of financial statements. The
incumbent supervises six other personnel, including two State Trust
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Funds Accountants. Reclassification of the Trust Funds Officer to
Accountant C would be consistent with the supervisory responsibility
and technical skills required of the position.

5. Nine clerical positions should be reclassified to
better reflect the nature of the work performed.

This action would require the use of two classifications
not currently used by VSRS: Fiscal Technician and Retirement
Analyst.

Fiscal Technician is an existing State classification
which requires individual initiative and responsibility in the
handling of financial transactions. Several positions in the VSRS
Operations Department could be appropriately reclassified as Fiscal
Technicians. One of these, the Clerk D (position 30) who supervises
payroll processing, is responsible for the accuracy of payrolls
which support employee contributions of over $100 mill ion annually.
Similarly, clerks who process refunds (positions 10,11,14 and 15)
should also be so reclassified because their work involves complex
procedures requiring careful reviews of several sets of financial
records.

In addition, one of the three clerks (position 44) in the
Social Security section could reasonably be reclassified as a Fiscal
Technician. The Social Security section audits and corrects pay­
ments for employer/employee social security contributions. This
individual would serve as troubleshooter for difficult or erroneous
cases while the other two clerks process routine social security
payments.

A new classification, Retirement Analyst, should be
developed for three clerks (positions 41, 46 and 55) in the Benefit
Programs section. These individuals prepare estimates of retirement
benefits for members who request them. Preparing benefit estimates
and advising members about retirement options require interpersonal
skills, an understanding of the needs of persons nearing retirement,
and a degree of judgement beyond that of a routine clerical job.
Therefore, a salary range which exceeds that of a Clerk D should be
considered.

6. The salary range of the Retirement System Counselor
(position 43) should be reviewed.

The Counselor position should be used to plan and imple­
ment statewide prepretirement seminars and coordinate services to
retirees with organizations such as Blue Cross. These new duties
would be an addition to existing counseling responsibil ities and
are necessary to improve counseling services provided to members
and retirees. A higher salary range might be appropriate.
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VSRS PERSONNEL REQUESTS

VSRS has requested eight new positions and four reclass­
ifications to meet the needs of its proposed reorganization. One of
these requests, reclassification of the Operations Manager, has been
previously examined. Three new positions, Clerk 0, Clerk-Typist C,
and Internal Auditor, have already been approved.

7. The requested Membership and Agency Services Super­
visor position appears justified, but the required qualifications
should be more precisely defined.

The position will supervise the processing and auditing of
payrolls received from employers and the processing of refunds to
members. The position combines the function of two existing supervisors
and entails responsibility for both repetitive and complex fiscal
activities.

An accounting background would be appropriate for the
Membership and Agency Services Supervisor. However, the VSRS re­
quest calls for four years of college but no specific accounting
background. The need for accounting skills is evidenced on the
request form itself which lists an Accountant B in the Finance
Department as engaged in the same or similar work. VSRS should
revise the qualifications for this position to include an accounting
background.

8. Only one of two State Trust Funds Accountants requested
for general accounting should be approved.

Both positions have been requested for the Accounting
section of the Finance Department. One position is to assist in the
maintenance of general and subsidiary ledger accounts for retirement,
life insurance, and investments. The second Trust Fund Accountant
would be responsible for assisting in the implementation of the new
accounting system being designed by private consultants.

The accountant requested for the general and subsidiary.
ledger accounts appears needed. VSRS currently has two State Trust
Fund Accountants. The last was added in 1974. Since that time,
there has been substantial growth in the retirement system and the
number of transactions. An additional accountant to handle general
accounting needs would enable VSRS to maintain up-to-date financial
records.

The need for the second Trust Fund Accountant, however, is
questionable. The function of this position, as described in the
request, is to work closely with the consultants and VSRS personnel
to implement acceptable controls and to supervise implementation of
the new accounting system. These responsibilities appear more
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appropriate for the VSRS Financial Manager. Moreover, the function
as described is only temporary, yet VSRS is requesting a permanent
position.

9. The Accountant C position requested for the new
Control section is needed and should be approved. The request for
a State Trust Fund Accountant should not be approved, but con­
sideration should be given to adding two Fiscal Technicians instead.

A major focus of the VSRS reorganization is the strengthen­
ing of financial controls through establishment of a Control section
in the Finance Department.

An Accountant C position appears reasonable to head the
Control section, provided the general accounting section is headed
by a similar position (as recommended in Item 4). Comparable level
supervisors are appropriate because control and general accounting
are comparable functions.

Two Fiscal Technicians would be more appropriate than the
requested State Trust Funds Accountant. The technician classifica­
tion provides a sufficient skill level to review vouchers. More­
over, the addition of two positions will allow for a separation of
duties in handling receipts and disbursements which is an essential
component of effective control.

10. The requested reclassification of the Member Benefits
Supervisor (position 23) and the Clerk-Messenger A (position 45)
should be approved.

VSRS has requested reclassification of the Member Benefits
Supervisor to a Benefit Programs Supervisor and the Clerk-Messenger
A to a Clerk C. In each case, additional duties and responsibil ities
are listed in the new position description.

The Benefit Programs section will assume additional
activities and increase by approximately four positions. The
proposed Clerk C position will be responsible for important member
files which include beneficiary information with legal standing.

11. The request to reclassify the Information Director
(position 42) from A to B should not be approved.

The duties 1isted on the request form are not significantly
different from existing responsibilities. Although some new respon­
sibilities are given to the Information Director (preparation of
the annual report, for example), other responsibilities, such as
agency personnel director, are deleted. Also, although the duties
described include supervision of the Retirement System Counselor,
this individual is, in fact, a co-equal professional with minimal
supervisory requirements.
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As previously noted, these recommendations represent a
general analysis of VSRS personnel needs but are contingent on
completion of a VSRS organization plan. The recommendations were
developed in cooperation with representatives of MASD and the
Auditor of Public Accounts, and are designed to give VSRS the
necessary capability and expertise it needs to meet wide-ranging
financial and service responsibilities.

Wi th persona 1 rega rds, I rema i n

Sincerely yours,

'''~~
Director

RDP: I hl
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