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Overall Conclusion   

Through their incentive compensation plans 
for plan year 2013, the Teacher Retirement 
System (TRS), the Permanent School Fund 
(PSF) of the Texas Education Agency, and the 
General Land Office made incentive 
compensation awards to employees in 
accordance with their policies and 
procedures. The Employees Retirement 
System (ERS) did not always award incentive 
compensation appropriately because it did 
not always award incentive compensation in 
accordance with its policies and procedures.   

In addition, the PSF, GLO, and ERS should strengthen their incentive compensation 
plans by formally approving those plans prior to the start of the plan performance 
period. The commissioner of education approved the PSF incentive compensation 
plan after the performance period had begun, and the ERS board of trustees did 
not formally approve the ERS incentive compensation plan prior to the beginning of 
the plan year.  GLO did not provide evidence of the formal approval of its 
incentive compensation plan during this audit.   

Auditors communicated other, less significant issues separately to TRS, the PSF, 
ERS, and GLO management in writing. 

Summary of Management’s Response 

Management of the PSF, ERS, and GLO agreed with the recommendations in this 
report.  However, auditors have included a follow-up comment to address some of 
the information in the management response from ERS (see Chapter 4). This report 
did not address any recommendations to TRS. 

Summary of Information Technology Review 

Auditors tested access controls over spreadsheets containing incentive 
compensation calculations at TRS, the PSF, GLO, and ERS and concluded that 
access controls at all four entities were adequate.   

  

Incentive Compensation for Plan Year 2013 

TRS, the PSF, ERS, and GLO awarded a total of 
$9,665,385 in incentive compensation to 210 
employees through their incentive compensation 
plans for plan year 2013. Specifically: 

 TRS awarded $5,489,499 to 111 employees.  

 The PSF awarded $838,838 to 35 employees.  

 GLO awarded $259,747 to 3 employees.  

 ERS awarded $3,077,301 to 61 employees.   
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Summary of Objective, Scope, and Methodology 

The objective of this audit was to determine whether incentive compensation at 
TRS, the PSF, GLO, and ERS was calculated and paid in accordance with their 
policies and procedures.  

The scope of this audit covered incentive compensation plan years ending 
September 30, 2013, at TRS; July 31, 2013, at the PSF; June 30, 2013, at GLO; and 
August 31, 2013, at ERS.  

The audit methodology included collecting information and documentation from 
the audited entities; reviewing incentive compensation plans, policies, and 
procedures, and other guidance related to incentive compensation; and analyzing 
and evaluating data and the results of tests. Using professional judgment, auditors 
selected a sample of incentive compensation payments at TRS, ERS, and the PSF. 
Auditors tested the entire population of incentive compensation payments at GLO.  
Auditors verified that recipients tested were eligible to receive incentive 
compensation payments, that data inputs used in calculations were correct, and 
that payment amounts were calculated correctly based on the terms of the 
incentive compensation plans.  As noted above, auditors also tested access 
controls at the audited entities.  
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Detailed Results 

Chapter 1 

TRS Awarded Incentive Compensation in Accordance With Its Policies 
and Procedures  

The Teacher Retirement System (TRS) awarded incentive 

compensation for its plan year ended September 30, 2013, 

in accordance with its policies and procedures.  

TRS awarded a total of $5,489,499 in incentive 

compensation to 111 employees.
1
  TRS awarded the most 

incentive compensation to its chief investment officer, 

who received $264,240 payable over a two-year period.  

That $264,240 represented 5 percent of the $5,489,499 in 

total incentive compensation that TRS awarded.  

The TRS incentive compensation plan is based on a combination of 

investment performance and qualitative performance. The investment 

performance component compares investment performance with benchmarks 

and the performance of other large public funds. The qualitative performance 

component assesses performance in a variety of areas such as ethics, decision 

making and judgment, and analytical skills.  

The TRS incentive compensation plan measures investment performance on 

both a one-year basis and a three-year basis.  For the year ended September 

30, 2013, TRS investments generated a positive return of 0.25 percent (25 

basis points) over the preceding three-year period and a positive return of 0.94 

percent (94 basis points) over the preceding one-year period.  TRS’s incentive 

compensation plan weights the three-year return twice as much as the one-

year return.  TRS met its goals for both the one-year and three-year periods; 

therefore, this triggered the awarding of incentive compensation.  

  

                                                 
1 As of January 31, 2014, TRS had paid employees $2,744,749 of the $5,489,499 it awarded; $2,744,750 was due to be paid in 

2015. 

The TRS Incentive Compensation Plan 

TRS calculates investment returns for its incentive 
compensation plan on a net-of-fees-paid-to-
external-managers basis. 

Source:  Pure View Report, State Street Global 
Services.  

The qualitative (discretionary, non-performance-
based) portion of the TRS incentive compensation 
payment calculation represents 20 percent of the 
incentive compensation payment for each eligible 
employee.  
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Table 1 shows the positions eligible to earn incentive compensation in the 

TRS plan and the incentive compensation award range for each position for 

the 2013 plan year.   

Table 1 

TRS 
Incentive Compensation Awards for Plan Year 2013 

Eligible Position 

Incentive Compensation Award Range 

 (rounded to the nearest dollar) 
a
  

Chief Investment Officer $264,240 

Deputy Director Investment Officer $161,847 

Investment Fund Director $188,620 

Portfolio Manager V $31,819 to $165,682 

Chief Trader II No employee in this position was eligible for 
incentive compensation in plan year 2013 

Portfolio Manager IV - Director $20,698 to $116,489 

Chief Trader I $88,290 

Director V $99,625 

Portfolio Manager IV - Manager $96,923 

Portfolio Manager III $12,474 to $91,994 

Trader II $36,790 to $46,484 

Portfolio Manager II $44,960 to $53,170 

Portfolio Manager I $52,627 to $66,476 

Trader I (more than 4 years of experience) $26,439 to $29,089 

Investment Analyst IV $21,521 to $57,379 

Investment Analyst III $16,880 to $36,444 

Financial Analyst IV (Team Leader) $26,588 to $34,993 

Trader I (1-3 years of experience) No employee in this position was eligible for 
incentive compensation in plan year 2013 

Director IV $41,437 

Director III $38,444 

Director II $32,280 

Director I No employee in this position was eligible for 
incentive compensation in plan year 2013 

Investment Analyst II $3,158 to $21,527 

Accountant VII $16,004 to $21,213 

Systems Analyst VI $19,301 to $27,522 

Program Specialist VII No employee in this position was eligible for 
incentive compensation in plan year 2013 

Accountant VI $12,229 

Investment Analyst I (more than 4 years of 
experience) 

$7,630 to $9,091 

Financial Analyst III $8,610 
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TRS 
Incentive Compensation Awards for Plan Year 2013 

Eligible Position 

Incentive Compensation Award Range 

 (rounded to the nearest dollar) 
a
  

Program Specialist VI $12,244 to $14,241 

Systems Analyst V No employee in this position was eligible for 
incentive compensation in plan year 2013 

Investment Analyst I (1-3 years of experience) $6,909 

Accountant V No employee in this position was eligible for 
incentive compensation in plan year 2013 

Accountant IV No employee in this position was eligible for 
incentive compensation in plan year 2013 

Accountant III No employee in this position was eligible for 
incentive compensation in plan year 2013 

Accountant II No employee in this position was eligible for 
incentive compensation in plan year 2013 

Executive Assistant III No employee in this position was eligible for 
incentive compensation in plan year 2013 

Financial Analyst II $3,800 to $8,860 

Financial Analyst I No employee in this position was eligible for 
incentive compensation in plan year 2013 

Training Specialist IV $5,890 

Systems Analyst IV No employee in this position was eligible for 
incentive compensation in plan year 2013 

Systems Analyst III No employee in this position was eligible for 
incentive compensation in plan year 2013 

Program Specialist V No employee in this position was eligible for 
incentive compensation in plan year 2013 

Program Specialist IV No employee in this position was eligible for 
incentive compensation in plan year 2013 

Program Specialist III $6,078 to $7,262 

Admin Assistant V $1,083 

Admin Assistant IV $1,103 

Admin Assistant III No employee in this position was eligible for 
incentive compensation in plan year 2013 

Admin Assistant II No employee in this position was eligible for 
incentive compensation in plan year 2013 

Executive Assistant I $1,095 to $1,379 

Executive Assistant II $1,201 to $1,249 

Program Specialist II No employee in this position was eligible for 
incentive compensation in plan year 2013 

Program Specialist I No employee in this position was eligible for 
incentive compensation in plan year 2013 

a
 A single amount is presented when only one individual was in the position for plan year 2013; a range of 

amounts is presented when multiple individuals were in the position for plan year 2013. 

Source: TRS. 
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Chapter 2 

The PSF Awarded Incentive Compensation in Accordance With Its 
Policies and Procedures   

The Permanent School Fund (PSF) of the Texas Education 

Agency awarded incentive compensation for its plan year ended 

July 31, 2013, in accordance with its policies and procedures.  

The PSF awarded a total of $838,838 in incentive compensation 

to 35 employees.
2
  The PSF awarded the most incentive 

compensation to its deputy chief investment officer, who 

received $101,201 payable over a two-year period.  That 

$101,201 represented 12 percent of the $838,838 in total 

incentive compensation that the PSF awarded.  

The PSF incentive compensation plan compares investment performance with 

a target benchmark on a three-year rolling basis.  The PSF calculates incentive 

compensation based on an employee’s achievement of goals in fund 

performance and asset class performance.  Because the three-year investment 

performance exceeded the benchmark, this triggered the awarding of incentive 

compensation.  Specifically, the total fund investment performance: 

 Exceeded the target benchmark by 0.26 percent (26 basis points) for the 

three-year period from August 1, 2010, to July 31, 2013.   

 Missed the target benchmark by 0.29 percent (29 basis points) for the one-

year period from August 1, 2012, to July 31, 2013.  

The PSF incentive compensation plan requires the commissioner of education 

to approve the list of participants who are eligible for the incentive 

compensation plan within 60 days of the plan’s start date, or as soon as 

feasible.  However, the PSF did not obtain that approval until August 7, 2013, 

which was after the end of the 2013 plan performance period.  

Additionally, the commissioner of education did not formally approve the PSF 

incentive compensation plan until December of 2012, which was after the 

beginning of the 2013 plan performance start date. Obtaining formal approval 

of the incentive compensation plan prior to the beginning of the performance 

period could help to ensure that the plan aligns with the intent of the 

commissioner of education.  It also could help to ensure compliance with 

Rider 22, page III-11, General Appropriations Act (82nd Legislature), which 

specified that payments from the incentive compensation plan “…must be 

based on investment performance standards set prior to the beginning of the 

period for which any additional compensation is paid.”  The commissioner of 

                                                 
2 As of January 31, 2014, the PSF had paid employees $419,419 of the $838,838 it awarded; $209,710 was due to be paid in late 

2014 and $209,709 was due to be paid in late 2015. 

The PSF Incentive Compensation Plan 

The PSF calculates investment returns for its 
incentive compensation plan on a gross-of-
fees-paid-to-external-manager basis. 

Source: Mellon Bank performance calculation 
worksheet. 

The PSF’s calculation of incentive 
compensation is based only on performance 
and does not include a qualitative 
(discretionary, non-performance-based) 
portion.  
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education approved the 2014 PSF incentive compensation plan prior to the 

start of that plan performance period.  

Table 2 shows the positions eligible to earn incentive compensation in the PSF 

plan and the incentive compensation award range for each position for the 

2013 plan year.  

Table 2 

The PSF 
Incentive Compensation Awards for Plan Year 2013 

Eligible Position 

Incentive Compensation Award Range  
(rounded to the nearest dollar and paid 

over three years) 
a
 

Chief Investment Officer $79,070 

Deputy Chief Investment Officer  $101,201 

Director of Fixed Income No employee in this position was eligible for 
incentive compensation in plan year 2013  

Director of Public Market Alternatives $79,505 

Director of Equities $67,986 

Director of Private Markets $50,578 

Risk Manager $34,800  

Portfolio Manager III $0 to $64,409 

Portfolio Manager II $0 to $21,547 

Deputy Executive Administrator $39,115 

Investment Analyst IV $9,024 to $26,428  

Investment Analyst II $0 to $14,550 

Investment Analyst I $0 to $8,442 

Director of Investment Operations $25,293 

Director of Finance Team Lead $9,316 

Director of Alternative Assets No employee in this position was eligible for 
incentive compensation in plan year 2013  

Due Diligence and Trade Support Team Lead No employee in this position was eligible for 
incentive compensation in plan year 2013  

Director of Investment Technology $11,536 

Financial Analyst IV No employee in this position was eligible for 
incentive compensation in plan year 2013 

Financial Analyst III No employee in this position was eligible for 
incentive compensation in plan year 2013 

Financial Analyst II $0 to $7,053 

Financial Analyst I $0 
b
  

Accountant VI No employee in this position was eligible for 
incentive compensation in plan year 2013 

Attorney VII $0 b 

Manager III No employee in this position was eligible for 
incentive compensation in plan year 2013 
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The PSF 
Incentive Compensation Awards for Plan Year 2013 

Eligible Position 

Incentive Compensation Award Range  
(rounded to the nearest dollar and paid 

over three years) 
a
 

Systems Analyst VI $0 to $4,201 

Systems Analyst IV $2,479 

Program Specialist VII $0 b 

Program Specialist V No employee in this position was eligible for 
incentive compensation in plan year 2013 

Staff Services Officer IV No employee in this position was eligible for 
incentive compensation in plan year 2013 

Staff Services Officer II $1,009 

Executive Assistant $1,146 

a
 A single amount is presented when only one individual was in the position for plan year 2013; a range of 

amounts is presented when multiple individuals were in the position for plan year 2013. 

b
 During plan year 2013, the Permanent School Fund’s total fund return did not meet its benchmark. As a 

result, individuals employed fewer than three years and whose incentive compensation payments were 
based on the total fund return did not receive an incentive compensation payment. 

Source: The PSF. 

Recommendations  

The PSF should: 

 Ensure that the commissioner of education approves the list of participants 

eligible for the incentive compensation plan within 60 days of the plan 

start date. 

 Ensure that the commissioner of education formally approves the 

incentive compensation plan prior to the beginning of the plan year. 

Management’s Response from the Texas Education Agency 

 PSF should ensure that the commissioner of education approves the list of 

participants eligible for the incentive compensation plan within 60 days of 

the plan start date. 

For future plan measurement periods, the plan provides for pro-rated 

participation by new PSF employees. As such, TEA will establish 

procedures to ensure that the Commissioner approves the list of eligible 

participants within 60 days of the start of the plan year for those 

employees on the payroll on the start date of the plan year. The list of 

eligible plan participants will need to be approved again at the end of the 
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plan year so that all eligible participants, including new employees, are 

captured and approved for participation. 

 PSF should ensure that the commissioner of education formally approves 

the incentive compensation plan prior to the beginning of the plan year. 

For future plan measurement periods, TEA management has ensured and 

will continue to ensure that the effective incentive compensation plan is 

formally approved by the commissioner of education prior to the 

beginning of any plan year. 

 

  



 

An Audit Report on Incentive Compensation at 
The Teacher Retirement System, the Permanent School Fund, the General Land Office, and the Employees Retirement System 

SAO Report No. 14-033 
May 2014 

Page 8 

Chapter 3 

GLO Awarded Incentive Compensation in Accordance With Its Policies 
and Procedures   

The General Land Office (GLO) awarded incentive 

compensation for its plan year ended June 30, 2013, in 

accordance with its policies and procedures.  However, 

during this audit GLO did not provide evidence that the land 

commissioner or the school land board formally approved 

the incentive compensation plan.  Additionally, GLO did not 

maintain documentation to support the qualitative portion of 

its incentive compensation payment calculations.  

GLO awarded a total of $259,747 in incentive compensation 

to 3 employees.
3
  The GLO awarded the most incentive 

compensation to its deputy commissioner of funds management, who received 

$200,186 payable over a two-year period. That $200,186 represented 77 

percent of the $259,747 in total incentive compensation that the GLO 

awarded.  

The GLO incentive compensation plan compares investment performance 

with a target benchmark on a five-year rolling basis.  The GLO calculates 

incentive compensation based on an employee’s achievement of goals in fund 

performance (60 percent) and a qualitative component (40 percent) that is tied 

to employee job performance for the period.  Because investment performance 

exceeded the benchmark, this triggered the awarding of incentive 

compensation.  Specifically, the total fund investment performance:  

 Exceeded the target benchmark by 1.92 percent (192 basis points) for the 

five-year period from July 1, 2008, to June 30, 2013.   

 Exceeded the target benchmark by 6.70 percent (670 basis points) for the 

three-year period from July 1, 2010, to June 30, 2013.   

 Exceeded the target benchmark by 4 percent (400 basis points) for the 

one-year period from July 1, 2012, to June 30, 2013.  

  

                                                 
3 As of January 31, 2014, the GLO had paid employees $129,874 of the $259,747 it awarded; $129,873 was due to be paid late in 

2014. 

The GLO Incentive Compensation Plan 

GLO calculates investment returns for its incentive 
compensation plan on a gross-of-fees-paid-to-
external-manager basis. 

Source: State Street Bank performance calculation 
worksheet. 

The qualitative (discretionary, non-performance-
based) portion of the GLO incentive compensation 
payment calculation represents 40 percent of the 
incentive compensation payment for each eligible 
employee.   
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Table 3 shows the positions eligible to earn incentive compensation in the 

GLO plan and the incentive compensation awarded for each position for the 

2013 plan year.  

Table 3 

GLO 
Incentive Compensation Awards for Plan Year 2013 

Eligible Position 
Incentive Compensation Award  
(rounded to the nearest dollar)  

Deputy Commissioner of Funds Management $200,186 

Real Assets Portfolio Manager $49,517 

Senior Financial Analyst No employee in this position was eligible for 
incentive compensation in plan year 2013 

Program Specialist $10,044 

Source: GLO. 

Recommendations  

GLO should: 

 Ensure that the school land board or the land commissioner formally 

approves the incentive compensation plan prior to the beginning of the 

plan year. 

 Retain documentation related to the qualitative portion of its incentive 

compensation plan calculations.  

Management’s Response  

The GLO agrees with State Auditor’s Office assessment and 

recommendations. The GLO will have the Chief Clerk or the Commissioner 

formally approve the incentive pay plan before the beginning of each plan 

year, since the School Land Board does not set or determine compensation for 

GLO employees. 

The GLO will retain written documentation for the qualitative portion of the 

incentive compensation plan as it does for standard employee evaluations. 
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Chapter 4 

ERS Did Not Always Award Incentive Compensation in Accordance With 
Its Policies and Procedures  

ERS did not always award incentive compensation for its 

plan year ended August 31, 2013, in accordance with its 

policies and procedures.  Specifically, ERS did not always 

pay amounts that aligned with its incentive compensation 

plan, and it did not always maintain documentation to 

support the calculation of incentive compensation for some 

personnel. 

ERS awarded a total of $3,077,301 in incentive 

compensation to 61 employees.
4
  ERS awarded the most 

incentive compensation to its chief investment officer, who received $157,953 

payable over a three-year period. That $157,953 represented 5 percent of the 

$3,077,301 in total incentive compensation that ERS awarded.  

The ERS incentive compensation plan is based on a combination of 

investment performance and qualitative performance. The investment 

performance component compares investment performance to a benchmark.  

The qualitative performance component assesses items such as an employee’s 

development of hedge fund strategies and implementation of an emerging 

manager program.  Because investment performance exceeded the benchmark, 

this triggered the awarding of incentive compensation.  Specifically, the total 

fund investment performance:  

 Exceeded the target benchmark by 0.25 percent (25 basis points) for the 

five-year period from September 1, 2008, to August 31, 2013.   

 Exceeded the target benchmark by 0.20 percent (20 basis points) for the 

three-year period from September 1, 2010, to August 31, 2013.   

 Exceeded the target benchmark by 0.34 percent (34 basis points) for the 

one-year period from September 1, 2012, to August 31, 2013.  

Auditors identified the following areas in which ERS should strengthen the 

administration of its incentive compensation plan: 

 ERS should strengthen the review process for its incentive compensation 

plan payment calculations to help ensure that amounts are paid accurately. 

ERS made errors in the calculation of 10 (26 percent) of the 39 incentive 

compensation plan payments that auditors tested, which resulted in 10 

employees receiving incorrect payments.  The errors resulted in employees 

receiving a net total of $22,563 more than they should have received based 

                                                 
4 As of January 31, 2014, ERS had paid employees $1,535,745 of the $3,077,301 it awarded; $385,389 was due to be paid later in 

2014, and $385,389 was due to be paid in 2015. 

The ERS Incentive Compensation Plan 

ERS calculates investment returns for its incentive 
compensation plan on a net-of-fees-paid-to-
external-managers basis. 

Source: ERS incentive compensation plan.    

The qualitative (discretionary, non-performance-
based) portion of the ERS incentive compensation 
payment ranges from 0 percent to 90 percent of the 
incentive compensation payment for each eligible 
employee.   
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on the incentive compensation plan calculation methodology. The 

calculation errors were caused by use of incorrect formulas, incorrect 

weighting of plan inputs for individuals whose positions changed during 

the plan year, use of incorrect value inputs, and incorrect salary 

calculations.   

 ERS used accurate amounts for the quantitative metric portion of its 

incentive compensation calculations.  However, ERS did not consistently 

maintain source documentation for the quantitative metric that it used.  

Specifically, ERS did not maintain that documentation for 23 (38 percent) 

of the 61 participants in its incentive compensation plan.  The ERS records 

retention schedule did not require ERS to maintain that documentation. 

 The ERS board of trustees did not formally approve the 2013 incentive 

compensation plan prior to the beginning of the plan year.  That increases 

the risk that the incentive compensation may not align with the intent of 

the board of trustees.  The ERS board of trustees approved the 2014 

incentive compensation plan prior to the start of that plan performance 

period.   

Additional Incentive Compensation Plan Information 

The ERS incentive compensation plan allows the ERS executive director to 

exercise discretion in plan-related matters.  The following is an excerpt of 

plan section 7.1.  For additional applicable sections, see Appendix 2.  

7.1 The Plan shall be administered by the Board, as it 

relates to participation of the Executive Director, and by 

the Executive Director, as it relates to participation of 

other ERS employees, in accordance with the terms 

hereof, as amended from time to time.  In administering 

the Plan, the Board or Executive Director, with input 

from ERS senior management, shall have discretionary 

authority to interpret the Plan document and to administer 

the Plan in accordance with its terms. 

During the plan year, the ERS executive director used discretionary authority 

to expand the list of eligible incentive compensation plan participants to 

include legal staff and investment operations staff.  The ERS board of trustees 

did not approve that change prior to the start of the plan year.  See Appendix 3 

for the details on the additional positions included in the incentive 

compensation plan.   
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Table 4 shows the positions eligible to earn incentive compensation under the 

ERS plan and the incentive compensation award range for each position for 

the 2013 plan year.  
Table 4 

ERS 
Incentive Compensation Awards for Plan Year 2013 

Eligible Position 

Incentive Compensation Award Range  

(rounded to the nearest dollar)
 a

 

Executive Director  $134,063 

Chief Investment Officer $157,953 

Asset Class Director $103,742 to $139,597 

Director of Strategic Research $103,362 

General Counsel and Chief Compliance Officer $104,569 

Investments and Securities, Attorney $5,935 to $102,483 

Portfolio Manager IV $56,643 to $108,000 

Portfolio Manager III $63,001 to $76,869 

Portfolio Manager II $22,196 to $60,139 

Portfolio Manager I $47,322 to $54,964 

Chief Trader $51,186 to $71,160 

Investment Analyst IV $24,389 to $56,275 

Investment Analyst III $6,000 to $47,227 

Investment Analyst II No employee in this position was eligible for incentive 
compensation in plan year 2013 

Investment Analyst I No employee in this position was eligible for incentive 
compensation in plan year 2013 

Trader II No employee in this position was eligible for incentive 
compensation in plan year 2013 

Trader I $14,718 

Investments and Securities, Paralegal $14,768 

Director of Investment Operations $46,251 

Investment Operations Program Specialist IV No employee in this position was eligible for incentive 
compensation in plan year 2013 

Investment Operations Program Specialist III No employee in this position was eligible for incentive 
compensation in plan year 2013 

Investment Operations Program Specialist II $17,073 

Investment Operations Program Specialist I No employee in this position was eligible for incentive 
compensation in plan year 2013 

Financial Analyst II $9,282 to $15,965 

Financial Analyst I No employee in this position was eligible for incentive 
compensation in plan year 2013 

Investments Administrative Support $146 to $2,835 

a
 A single amount is presented when only one individual was in the position for plan year 2013; a range of amounts 

is presented when multiple individuals were in the position for plan year 2013. 

Source: ERS. 
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Recommendations  

ERS should: 

 Strengthen its review process for plan payment calculations and related 

documents to help ensure that payments align with plan policies and 

procedures and that payments are supported. 

 Update its records retention schedule to require ERS to retain source 

documentation for all quantitative metrics it uses to calculate incentive 

compensation payments.  Because the ERS incentive compensation plan is 

based on performance periods of different lengths (currently, five years, 

three years, and one year), ERS should retain that documentation for a 

length of time that is equal to its most lengthy performance period.   

 Ensure that the ERS board of trustees formally approves the incentive 

compensation plan prior to the beginning of a plan year. 

Management’s Response  

The Employees Retirement System of Texas (ERS) agrees that it should 

strengthen its review process for plan payment calculations. ERS is currently 

evaluating factors that led to errors to ensure proper implementation of 

corrective action. 

ERS also agrees that source documentation for quantitative metrics should be 

retained. As reported by the State Auditor’s Office, accurate amounts were 

used for the quantitative metric portion of incentive compensation 

calculations. ERS will work with its Records Management Officer, who is also 

a Certified Records Manager (CRM), to ensure the records retention schedule 

is properly updated. 

As reported the ERS Board of Trustees (Board) did approve the 2014 

incentive compensation plan (ICP or plan) prior to the start of the plan 

performance year during the August 2013 Board meeting. However, the plan, 

as approved by the Board, specifies that it shall be administered by the 

executive director as it relates to participation of other ERS employees, in 

accordance with the terms of the plan. In Section 7.3, it is provided that the 

Board shall review the plan at least once every five years. Staff updates the 

Board at least annually regarding the ICP. ERS management will discuss with 

the Board its preference for future ICP approvals. 

Sufficient information has not been provided to ERS related to the Additional 

Incentive Compensation Plan Information section and associated 20 pages of 

individual personnel action forms included in appendices, to address any 

potential concerns and possible corrective action. No instance of non-

compliance with the stated audit scope objective or any recommendations to 
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improve operations related to this section were reported. ERS’ Audit 

Committee Chair, through ERS’ Internal Audit Division, has extended an 

invitation to the State Auditor’s Office to present this report at the August 19, 

2014 Audit Committee meeting to ensure any concerns are appropriately 

addressed by the ERS Audit Committee and Board of Trustees. 

Auditor Follow-up Comment 

The documents referred to as “personnel action forms” by ERS in its response 

are interoffice memos that explain the addition of certain ERS employees to 

the incentive compensation plan in 2013.  The State Auditor’s Office included 

this information to identify the process ERS followed to expand its incentive 

compensation plan. 

Section 7.3 notwithstanding, the State Auditor’s Office recommends that the 

ERS board of trustees approve the incentive compensation plan prior to the 

beginning of each plan year. 
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Appendices 

Appendix 1 

Objective, Scope, and Methodology 

Objective 

The objective of this audit was to determine whether incentive compensation 

at the Teacher Retirement System (TRS), the Permanent School Fund (PSF) 

of the Texas Education Agency, the General Land Office (GLO), and the 

Employees Retirement System (ERS) was calculated and paid in accordance 

with their policies and procedures.  

Scope 

The scope of this audit covered incentive compensation plan years ending 

September 30, 2013, at TRS; July 31, 2013, at the PSF; June 30, 2013, at 

GLO; and August 31, 2013, at ERS.  

Methodology  

The audit methodology included collecting information and documentation 

from the audited entities; reviewing incentive compensation plans, policies 

and procedures, and other guidance related to incentive compensation; and 

analyzing and evaluating data and the results of tests. 

Using professional judgment, auditors selected a sample of incentive 

compensation payments at TRS, ERS, and the PSF.  Auditors tested the entire 

population of incentive compensation payments at GLO.  Auditors verified 

that recipients tested were eligible to receive incentive compensation 

payments, that data inputs used in calculations were correct, and that payment 

amounts were calculated correctly based on the terms of the incentive 

compensation plans. Auditors also tested access controls at the audited 

entities. 

Auditors reviewed calculations, personnel files, payroll data, and externally 

reported fund performance results to determine whether the audited entities 

calculated and paid incentive compensation in accordance with policies and 

procedures. Auditors also tested access controls over the spreadsheets the 

entities used in calculating incentive compensation for authorized personnel. 

Auditors did not conduct data reliability assessments. Those assessments were 

not necessary for the purposes of this audit because data was used only as 

support for testing information available at the audited entities.  
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Information collected and reviewed included the following:   

 Incentive compensation plans at TRS, the PSF, GLO, and ERS. 

 Incentive compensation payment calculation spreadsheets for incentive 

compensation plan years ending September 30, 2013, at TRS; July 31, 

2013, at the PSF; June 30, 2013, at GLO; and August 31, 2013, at ERS. 

 Incentive compensation recipients’ personnel files. 

 Payroll data related to incentive compensation recipients. 

 Investment performance reports from custodian banks. 

Procedures and tests conducted included the following:   

 Interviewed management and key personnel at TRS, the PSF, GLO, and 

ERS.  

 Analyzed and recalculated incentive compensation payments for incentive 

compensation plans years ending September 30, 2013, at TRS; July 31, 

2013, at the PSF; June 30, 2013, at GLO; and August 31, 2013, at ERS.  

 Reviewed and tested compliance with the audited entities’ policies and 

procedures.  

Criteria used included the following:   

 Teacher Retirement System of Texas Performance Incentive Pay Plan.  

 Texas Permanent School Fund Performance Incentive Pay Plan.  

 Texas General Land Office Performance Incentive Pay Plan.  

 Employees Retirement System of Texas Incentive Compensation Plan.  

 ERS board of trustees meeting minutes.   

 Section 44, Article III, Texas Constitution and related statutes.  

 Rider 14, pages III-32 through III-33, and Rider 22, page III-11, General 

Appropriations Act (82nd Legislature).    

 Rider 13, page III-32, and Rider 22, page III-11, General Appropriations 

Act (83rd Legislature).  

 Texas attorney general opinions related to incentive compensation.  
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Project Information 

Audit fieldwork was conducted from February 2014 through April 2014.  We 

conducted this performance audit in accordance with generally accepted 

government auditing standards. Those standards require that we plan and 

perform the audit to obtain sufficient, appropriate evidence to provide a 

reasonable basis for our findings and conclusions based on our audit 

objectives. We believe that the evidence obtained provides a reasonable basis 

for our findings and conclusions based on our audit objectives.   

The following members of the State Auditor’s staff performed the audit: 

 Michael O. Clayton, CPA, CISA, CIDA, CFE (Project Manager) 

 Ashlee C. Jones, MAcy, CFE, CGAP (Assistant Project Manager) 

 Michelle Lea DeFrance, CPA 

 Michelle Ann Duncan Feller, CPA, CIA (Quality Control Reviewer) 

 Angelica M. Ramirez, CPA (Audit Manager) 
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Appendix 2 

ERS Incentive Compensation Plan Excerpts Regarding Executive 
Director Discretion 

Below are excerpts from the Employees Retirement System’s incentive 

compensation plan.  

7.2 All decisions of the Board or Executive Director, as 

applicable, shall be binding and conclusive on the Participants 

and ERS.  Subject to the provisions of the Plan, the Board or 

Executive Director, as applicable, shall have the discretionary 

authority to: 

(a) approve Participants of the Plan, including 

determining eligibility for Plan Participants; 

(b) approve Plan Year Participant Goals, and all aspects of 

the calculations for computing Incentive Compensation 

Awards; 

(c) evaluate the performance of the employees and 

recommend Incentive Compensation Awards; 

(d) exercise discretion in payment of Incentive 

Compensation Awards as discussed in Sections 6; 

(e) establish policies and procedures for the administration 

of the Plan; 

(f) interpret the Plan and make all decisions necessary to 

administer the Plan; and 

(g) delegate the authority to administer all or any part of 

the Plan to ERS employees that are not Participants in the 

Plan during the respective Plan Year. 
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Appendix 3 

ERS Memos Regarding Inclusion of Legal and Investment Operations 
Staff in Its Incentive Compensation Plan 

This appendix presents Employees Retirement System memos regarding the inclusion 

of certain employees in that agency’s incentive compensation plan. The State 

Auditor’s Office redacted the names of the employees discussed in these memos. 
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