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CONSOLIDATED PUBLIC RETIREMENT BOARD
WEST VIRGINIA TEACHERS’ DEFINED CONTRIBUTION RETIREMENT SYSTEM

EXTT CONFERENCE

We held an exit conference on September 30, 2004 with the Execufiye Director and other
representatives of the Consolidated Public Retirement Board (CPRB) and all findings and
recommendations were reviewed and discussed. The agency’s responses are included in bold and -
italics in the Summary of Findings, Recommendations and Responses and after our findings in the

General Remarks section of this report.



CONSOLIDATED PUBLIC RETIREMENT BOARD
WEST VIRGINIA TEACHERS' DEFINED CONTRIBUTION RETIREMENT SYSTEM

INTRODUCTION

Consolidated Public Retirement Board
Effective July 1, 1991, Chapter 5, Article 10D of the West Virginia Code created the
Consolidated Public Retirement Board (CPRB). The Board’s duties are to administer all State
Retirement Systems, It shall have all the powers, duties, responsibilities and liabilities of the Public
Employees Retirement System (PERS); the Teachers Refirement System (TRS); the Teachers®
Defined Contribution Retirement System (TDCRS or TDC Plan); the Death, Disability and
Retirement System (Plan A) of the Division of Public Safety; and the Judges’ Retirement System
(JRS). Subsequent to July 1, 1991, the Board also began administering (in addition to the
aforementioned retirement systems) the West Virginia State Police Refirement System (Plan B) on
March 12, 1994 and the Death, Disability and Retirement Fund for Deputy Sheriffs on July 1, 1998.
Additionally, the Board is responsible for administering a 457 Deferred Compensation Plan, which
members of the other State Retirement Systems can utilize fo supplement their regular retirement,
The Board consists of 14 members as follows: the Governor; State Treasmer;_ State

Auditor; Secretary of the Department of Administration; four residents of the State who are not
members, retirants or beneficiaries of any of the retirement systems; a member, annuitant or retirant
of the Public Employees Retirement System who is or was a State employee; a member, annuitant
or retirant of the Public Employees Retirement System who is not or was not a State employee; a

member, annuitant or refirant of the Teachers Retirement System; a member, annuitant or retirant of



the Division of Public Safety Death, Disability and Rctir;ament System; a member, annuitant or
retirant of the Deputy Sheriff’s Death, Disability and Retirement System; and, a member, annuitant
or retirant of the Teachers’ Defined Confribution Retirement System.

The Board ¢lects from its own number a chairman and vice chairman. The_Boardis
granted the authority under State law to appoint an executive director to be the chief administrative
ofﬁcef of all of the retirement systems. The executive director is responsible for employing, with the
Board’s approval, such administrative, technical and clerical employees as are required in the proper
operation of the retirement systems. Also, the Board is authorized by State law to employ a state
retirement actuary or actuarial firm and be represented by an attorney who is licensed to practice law
in the state of West Virginia who is not a member of any of the retirement systems administered by
the Board.

The Board is required by law to meet at jeast once every three months, with seven
voting members constituting a quorum. All board meetings must be public. Members serve without
compensation for their services, provided that each member is reimbursed, upon Board approval, for
any necessary expenses incurred by them in earryi_ng out their duties. No public employee member
may suffer any loss of salary or wages on account of their service as a trustee.

West Virginia Teachers® Defined Confribution Retirement System

The West Virginia Teachers’ Defined Contribution Retirement System was created by
an Act of the 1990 Icgslature during the Third Extraordinary Session. In addition to providing
retirement benefits for regular retirants, TDCRS makes provision for members who suffer total and
permanent disability and provides certain survivor benefits to the beneficiaries of deceased members.

Members of this system contribute 4.5% of their gross wages and employers contribute a matching
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amount equivalent to 7.5% of employees’ gross salaries. Currently, the TDCRS has more than 21,000
members actively pariicipating in the plan with over $510,000,000 in plan assets.

Retirement benefits are based solely upon the amounts contributed by the employee and
employer plus any earnings. Currently, there are fen investment options available o members for
investment of their retirement contributions. The investment options from which members can choose
include: money market fund, fixed annuity, bond find, balenced fund, three large cap stock funds, mid
cap stock fund, small cap stock find, and international stock fund. The Board also offers three profile
portfolios (conservative, moderate and aggressive) which members can utilize to meet thefr investment
objectives. Once a member has selected a profile portfolio, the member can let the diver;iiﬂed
investment mix in that profile portfolio help the member secure their investment objectives.

Milliman and Robertson, Inc. (Milliman) served as third party administrator for the
TDCRS from the inception of the plan in July 1991 through the end of December 2003, Effective
January 1, 2004, the Board contracted with Great-West Lifo and Annuity Insurance Company (Great-
West) to serve as the new third party administrator for the Teachers® Defined Contribution Retirement
System. Starting February 5, 2004, plan participants could access their account on a daily basis either
through Great-West's website or its voice automated system called KeyTalk., Plan participants can
utilize either the website or KeyTalk to move all or a portion of their existing investment balances
between investment options and to change how their payroll contributions are invested in increments
of one percent.

Upon retirement at age 55, participants may choose to receive a lump sum distribution
from their participant account; rollover their participant account balance to an IRA; or purchase an

annuity contract through the annuity shopping service offered by the Board. The participant has the
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option of purchasing an annuity from the following three service providers: Great-West Life &
Annuity Insurance Company, Metropolitan Life, and Travelers Life. The participant is encouraged
to speak with a retirement counselor about the different annuity options. A participant may choose
from the a-nml_ity shopping service offered by the Board or choose another distribution method.
Members who terminate their employment and file an application with the Board to
withdraw from the system are eligible to receive a lump sum distribution consisting of 100% of their
employee contributions and related eamnings as well as the appropriate portion (if applicable) of
employer contributions and related earnings. However, the amount of employer contributions and
related earnings a meﬁlbcr is eligible to receive depends on the number of years the member has vested

in the system as illustrated by the following table:

Before completing 6 years " No employer contributions
After completing 6 years 1/3 of employer contributions
After completing 9 years 2/3 of employer contributions

After completing 12 years All employer confributions

In the event of a member’s death, the member’s designated beneficiary shall be eligible
to receive all funds contributed to or accumulated in the deceased member’s annuity account regardless
of years of service. Also, if a member is granted a permanent and total disability retirement by the
Board, the member is entitied to receive all funds contributed to or accumulated in the member’s

annuity account regardless of years of service.



CONSOLIDATED PUBLIC RETIREMENT BOARD
WEST VIRGINIA TEACHERS’ DEFINED CONTRIBUTION RETIREMENT SYSTEM

CONSOLIDATED PUBLIC RETIREMENT BOARD MEMBERS AND STAFF

AS OF JUNE 30, 2004
Governor Bob Wise .. .. .ciit ittt ittt ittt se st Ex Officio
Tom Susman, Acting Secretary of

Department of AdMInIStration .......c.ceveiieeniirrrtnrnorearearsrnnrnsens Ex Officio
Glen B. Gainer, IIL, State Audifor .............ooooiiiiiieainin Vice Chairman - Ex Officio
John Perdue, Treasurer.............. e eearesa st rananerenet ettt aaneens Ex Officio
William MceGinley . ..oovviiiieieiiiieiinnninerersisssossorarrassanaons State Resident
T A 7o) o g State Resident
David Wyant . ......c.oiiiniiiiieiiioneinecnenensnsrecsnans Chairman - State Resident
(0715l € 1113 ).o - e State Resident
FEANCIS A HUBHES ++ e o ve e eneeeeeeeee e e e e e eeneeaneeanenn, State Employee Member
Public Employees Retirement System

B0 g 20 W A N Non-State Employce Member
Public Employees Retirement System

E.GeneDavis ....coviviiriiirirocnosrecsonasnanns Teachers Retirement System Member
David Anderson ......ccoieiiiietenrnnenssstasasssannes Teachers’ Defined Contribution
- Retirement System Member
F.Douglas Beasley........civvvvenenenennss-ssess.... Division of Public Safety’s Death,
| Disability and Retirement Fund Member
Donald T. MWTay .......oiieiiiniirnnininenennnnnnnans Deputy Sheriff’s Death, Disability

and Retirement Fund Member



STAFF
Joseph J. Jankowski, Jr. . ... .. it i i i Executive Director
Teresa ROBEMSOD .« .o vvvrvieiiiiinererorennsressssenssansassnansoans Deputy Director
Amber L. Stansbury ... ..ciii i it e it e i it Plan Administrator
PaulaVanhorn ...........ccivimivrnriniemnranannans Administrative Services Manager I
Janet ATKINS . ..oovvininit e Accounting Technician IIf
Kimberly Brown .........c.ciiienrentenrsnsscasanan Administrative Services Assistant III
LoriCottrill ......c.coviiiinieiiii it iiiiiieiennan. R Accountant
Cynthia Boyd .. ....oiiiiiiiiiiniiiinseestrerenrononnsnassncascasens Internal Auditor
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CONSOLIDATED PUBLIC RETIREMENT BOARD

WEST VIRGINIA TEACHERS’ DEFINED CONTRIBUTION RETIREMENT SYSTEM

SUMMARY OF FINDINGS, RECOMMENDATIONS AND RESPONSES

Lack of Effective System of Internal Controls

1.

During the course of our audit, it became apparent to us, based on the observed
noncompliance with the West Virginia Code, the Consolidated Public Retirement Board did
not have an effective system of internal controls in place to ensure compliance with

applicable State laws, rules and regulations. Chapter SA, Article 8, Section 9 of the West

Virginia Code requires the agency head to have in place an effective system of internal

controls in the form of policies and procedures set up to ensure the agency operates in
compliance with the laws, rules and regulations wﬁich govern it.

Auditors’ Recommendation

We recommend the CPRB comply with Chapter 5A, Article 8, Section 9(b) of the West
Virginia Code, as amended, and establish a system of internal controls.

Agency’s Response

First and foremost, the CPRB, respectfully, but categorically, disagrees with the blanket
statement that concludes “...the Consolidated Public Retirement Board did not have an
effective system of Internal controls in place to ensure campw_mce with applicable State

laws, rules and regulations.” (Seo pages 17 -20)

RFP Issued by Board for Third Party Administrator and Additional Investment Options

2.

During the audit period, the Board contracted with a new third party administrator (Great-

West Life and Annuity Insurance Company). At the same time, the Board added through
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a competitive bidding process three new investment fund options and one replacement
investment fund option from which plen participants could choose to invest their retirement
contributions. Based on each investment fund aption sclection, the Purchasing Division
issued a purchase order on behalf of the Board with each of the investment firms who would
be providing the brokerage services for each investment fund option. However, we noted

the Board decided to utilize Great-West’s broker/dealer affiliate, GWFS Equities, Inc., to
provide the brokerage services for these investment fund options rather than the investment
firms awarded the contract for these investment fund options through the competitive bid
process., Once this decision was made by the Board, the Board cancelled the purchase order
issued to each imvestment firm by the Purchasing Division.

Anditors’ Recommendation

Because litigation is pending on this matter, a recommendation is not offered.

Agency’s Response

The CPRB disagrees with each and every finding, allegation, purported conclusion of
law, and recommendation contained in this section of the report. Since this matter
currently is the subject of litigation in the Circuit Court of Kanawha County, the CPRB

has been informed by legal counsel that any public comment on the specific issues
contained therein is inadvisable and possibly detrimental to the Board’s case,

Accordingly, no further commentary will be made, (See pages 21 -29)



1

Payments to Third Party Administrator for Services Rendered

3.

We noted a payment made to the third party administrator (Great-West) for services
rendered which totaled $221,757.75 was not paid from the Consolidated Retirement Board
Expense Account. We also noted the participant fees collected from plan participants
during the 2004 fiscal year to help fund the CPRB Expense Account along with the Board’s
share of the12(b)(1) fees and other miscellancous fees remitted by the mutual fund providers
to Great-West were retagned in the Plan Revenue Shj'aring Accounf maintained by the third
party administrator. These revenues which fofaled $945,560.95 should have been remitted
to the Board by Great-West and deposited to the Consohdated Retirement Board Expense
Account rather than being maintained by Great-West in the Plan Revenue Sharing Account.
Auditors’ Recommendation

We recommend the CPRB comply with Chapter 12, Article 2, Section 2(a) of the West
Virginia Codle, as amended; Chapter 12, Article 3, Section 1 of the West Virginia Code, as
amended; and Title 162, Series 1, Section 5 of the Legislative Rule for the General
Administration of the State Retirement Systems by requiring the third party administrator
to transfer any monies due the Board (such as participant fees and 12(b)(1) fees) from the
Plan Revenue Sharing Account fo the CPRB Expense Account to help fund the expenses
of the Board.

Agency's Response

We will comply with this audit recommendation. (See pages 30 - 37)
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Excess Cash Being Maintained in State Accounts

4.

Through discussions with agency persommel, we learned there is excess cash being
maintained in both the Member Contribution Account and the Employers Contribution
Account. The Member Contribution Accoumt is utilized by the Board to deposit employee
contributions remitted by participating employers, while the Employers Contribution
Account is utilized by the Board to deposit employer eonm'bitﬁons received from
participating employers.

Audifors’ Recommendation

We recommend the CPRB comply with Chapter 18, Article 7B, Sections 9 and 10 of the
West Virginia Code, as amended, by developing written procedures for the monthly

reconciliation of the cash balances maintained in their State accounts and outside bank

account against their deposit records to ensure the proper amount of retirement contributions

are being deposited to the -appropriate accounts. We also recommend the CPRB comply
with Chapter 5, Art:iclt; 10C, Section 4(d) of the West Virginia Code, as amended, by
working with the Department of Education to develop a format of supporting data to
accompany the transfer of State Aid monies on a monthly basis which would assist the
Board in determining how much of the monthly allotment of State Aid monies should be
allocated between both the Teachers Retirement System and the Teachers’ Defined

Confribution Retirement System.
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Agency’s Response
This problem was identified and voluntarily disclosed by the Executive Director of the

CPRB. It was reported to the Board members immediately. As noted in the report, the
CPRB is in the process of developing written procedures for all TDC functions, including

the monthly cash reconciliation. It is scheduled to be completed by November 15, 2004,

(See pages 37 - 43)
Retirement Contributions Not Transferred to Third Party Administrator in Timely Manner

5.

During our review of retirement contributions processed by the Board between December

15, 2003 and June 30, 2004, we noted 47 instances out of 50 contribution remittances tested

where the Board did not transfer in a timely manner the employee and employer

contributions of 47 participating employers from its State accounts to the third party

administrator (Great-West) for investment on behalf of plan participants. The contribution
J

remittances relating to these 47 instances totaled $2,417,389.10.

Aunditors’ Recommendation

“

We recommend the Consolidated Public Retirement Board comply with Chapter 18, Article
7B, Sections 9 and 10 of the West Virginia Code, as amended. We further recommend the
CPRB consult with both the third party administrator and the Department of Education
concerning the possibility of having participating employers remit their confribution
remittances directly to the third party administrator rather than to the Board in an effort to

reduce the amount of processing time for retirement contributions.

-12-



ency’s Response
The CPRB has implemented procedures whereby we receive payroll detall electronically
via interfacing with the Department of Education. By the end of the calendar year, we
are hoping to allow all participating employers to remit contributions either electronically
through an ACH debit or via a lock box system. The procedures help to decrease our
auditing and pm‘cessing time and are in the devetopmmtal'stagas'. Since each
participating employer has a fiduciary duty to remit contributions timely, the CPRB has
also proposed Legisiative Rule changes that would allow employers to be assessed a
penalty representing lost earnings for any contributions received after 15 days from the
payroll interval. The penalty will be allocated to all participating employees of that

employer. (See pages 43 - 49)

Processing of Retirement Contributions During
the Transition Between Third Party Administrators

6.

During our review of retirement contributions processed by the Board between December
15, 2003 and June 30, 2004, we noted fhat the Board did not start to remit retirement
contributions received from participating employers between December 15, 2003 and
January 12, 2004 to the third party administrator for investment on behalf of pian
participents until January 12, 2004 due to the transition between third party administrators.
Between December 15, 2003 and January 12, 2004, agency records indicate the Board

recoived a total 0f $5,856,449.28 in retiroment contributions from participating employers.
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Auditors’ Recommendation
We recommend the CPRB comply with Chapter 18, Article 7B, Sections 9 and 10 of the

West Virginia Code, as amended, by ensuring that steps are taken in the future to ensure

* participant contributions continue to be invested without interruption even though a change

in third party administrators is taking place, We further recommend the CPRB comply with
Chapter 12, Article 2, Section 2(a) of the West Virginia Code, as amended, wﬁen depositing
refirement contributions to its State accounts.

Agency’s Response

Any change in a Third Party Administrator (TPA) requires & “quiet period” to ensure a
proper cut off and transfer of assets. Plan participants were notified in writing about the
“guiet period”. Group meeﬁngs were held across .f.ke state to answer any questions from
participants and to disseminate a guide explaining the transition. During the transition
period, the CPRB worked with Great-West and Milllman to ensure that participant
contributions were interrupted as Ettle as possible. Given the short time frame in which
we had to implement the transition, CPRB staff worked diligently to uphold our fiduciary
duty. In sum, the CPRB could not invest the participant funds during the quiet period
because there was no functional recordkeeper to properly account for the

Sunds/contributions. (Sce pages 49 - 54)

Contributions Remitted to Investinent Companies Paid from Wrong State Accounts

During our review of retirement contributions processed by the Board between July 1, 2002
and December 15, 2003, we noted one instance of the ten contribution remittances tested

where the employee and employer contributions remitted to the investment companies were
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paid from the wrong State accounts. As a result, the Board paid $510,794.69 too much in
employee contributions from the Member Contribution Account.
Auditors’ Recommendation
We recommend the CPRB comply with Chapter 18, Article 7B, Sections 9 and 10 of the
West Virginia Code, as amended.

’s onse

We will comply with this audit recommendation. (See pages 54 - 57)

- ‘Employee Not Enrolled in TDC Plan Upon Hire

8.

During our review of retirement contributions processed by the Board between July 1, 2002
and December 15, 2003, there was one instance totaling $1,204.11 where a participating
employer did not remit the employeo and employer contributions on behalf of one plan
participant to the Board in a timely manner.

Auditors’ Recommendation

We recommend the CPRB ensure participating employers comply with Chapter 18, Article
7B, Sections 9 and 10 of the West Virginia Code, as amended, as well as Chapter 5, Article
10C, Section 4(d) of the West Virginia Code, as amended, when enrolling newly hired
employees in the TDC Plan.

Agency’s Response

The CPRB has proposed a change to WVCSR §162-3-4.1 and §162-3-4.2 that would
require any participating employer who fails to make any payment due the TDC Plan by
the 15" day following the end of the pay period to pay earnings lost on the contributions
at the actugrial rate of return as determined for the Teachers’ Defined Benefit
Retirement System. (Sce pages 58 - 60)

-15-
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CONSOLIDATED PUBLIC RETIREMENT BOARD
WEST VIRGINIA TEACHERS’ DEFINED CONTRIBUTION RETIREMENT SYSTEM

GENERAL REMARKS

ODUCTION
- We have completed a post audit of the Teachers’ Defined Contribution Retirement
System as administored by the Consolidated Public Retirement Board, The audit covered the period
July 1, 2002 through June 30, 2004.
SPECIAL REVENUE ACCOUNTS
During the audit period, the CPRB maintained several special revenue accounts to
contain the retirement oontrihutiéns received and to account for all expenditures related to the
operation of the Teachers’ Defined Contribution Retirement System as required by law. Monies

collected were deposited with the State Treasurer in the following special revenue accounts:

Account Number Description
2100 . .. it i ettt Member Contribuiion Account

Contributions of members transferred to
third party administrator for investment
on behalf of plan participants.

2 1 3 Employers Contribution Account
Contributions of employers through
State appropriations transferred to third
party administrator for investment on
behalf of plan participants.

7 Suspension Account
To receive forfeited contributions from
terminated participant accounts to be
utilized by participating employers to
reduce employer contributions in future
years.
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LOCAL ACCOUNT

In order to have cash available for specific local operations, local bank accounts are
used for managing funds required on a day-to-day basis. These local accounts are described as
follows:
Teachers’ Defined Contribution Retirement System Account

This account is utilized as a sweep account that is used to-transfer member and
employer confributions to the retirement plan’s third party administrator (Great-West) for investment
on behalf of plan pe;rticipants with designated investment companies. The transfers of monies from
this account are under the control of Great-West.
COMPLIANCE MATTERS

Chapter 18, Article 7B of the West Virginia Code generally governs the
administration of the Teachers® Defined Contribution Retirement System. We tested applicable
sections of the above plus other applicable chapters, articles, and sections of the West Virginia Code
as they pertain to financial matters. Our findings are discussed below.
Lack of Effective System of Internal Contrgls

During the course of our audit, it became apparent to us, based on the observed
noncompliance with the West Virginia Code, the Consolidated Public Retirement Board did not have
an effective system of internal controls in place to ensure compliance with applicable State laws,
rules and regulations. Chapter 5A, Article 8, Section 9 of the West Virginia Code, as amended,
states in part:

“The head of each agency shall:... (b) Make and maintain records

containing adequate and proper documentation of the organization,
functions, policies, decisions, procedures and essential transactions
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of the agency designed to furnish information to protect the legal and

financial rights of the state and of persons directly affected by the

agency’s activities....”

This law requires the agency head 1o have in place an effective system of internal controls in the
form of policies and procedures set up to ensure the agency operates in compliance with the laws,
rules and regulations which govem it.

During our audit of the Teachers’ Defined Contsibution Retirement System as
administered by the Consolidated Public Retirement Board, we found the following noncompliance
with State laws or other rules and regulations: (1) While negotiating the contract for third party
administrafor services with Great-West Life and Annuity Insurance Company (Great-West), the
Board decided to utilize Great-West's broker/dealer affiliate, GWFS Equities, Inc., to provide the
brokerage services for the investment fund options offered by the TDC Plan. As a result of this
decision by the Board, Wachovia Securities (formerly Prudential Securities) filed a law suit with the
Kanawha County Circuit Court against the Board alleging breach of contract by the Board when the
Board assigned the responsibility for providing brokerage services for two of the newly added
mvestment funds (Growth Fund of America and Euro Pacific Growth) to Great-West rather than
awarding the brokerage services to Wachovia Securifies under the Purchase Order issued by the
Purchasing Division. (2) We noted a payment made to the third party administrator (Great-West)
for services rendered which ¢otaled $221,757.75 was not paid from the Conso]jdatgd Retirement
Board Expense Account. We also noted the participant fees collected from plan participants during
the 2004 fiscal year to help fund the CPRB Expense Account were retained in the Plan Revenue
Sharing Account mainiained by the third party administrator. (3) Through discussions with agency

personnel, we leamed there is excess cash being maintained in both the Member Contribution



Account and the Employers Contribution Account, As of June 30, 2004, the Board has transferred
a total of $2,713,000.00 from these two State accounts to a cash liquidity account maintained with
the Treasurer’s Office. (4) During our review of retirement contributions processed by the Board
between December 15, 2003 and June 30, 2004, we noted 47 instances out of 50 contribution
remittances tested where the Board did not transfer in a timely manner the employee and employer
contribuﬁons of 47 participating employers from its State accounts to the thn'd party administrator
(Great-West) for investment on behalf of plan participants. The contribution remittances relating
to these 47 instances totaled $2,417,389.10. (5) During our review of retirement contributions
processed by the Board between December 15, 2003 and June 30, 2004, we noted that the Board did
not start to remit retirement contributions received from participating employers between December
IS, 2003 and January 12, 2004 to the third party administrator for investment on behalf of plan
participants until January 12, 2004 due to the transition between third party administrators. Between
December 15, 2003 and January 12, 2004, agency records indicato the Board received a fotal of
$5,856,449.28 in retirement contributions from participating employers. (6) During our review of
retirement contributions, we noted one instance where the employee and employer contributions
remitted to the investment companies were paid from the wrong State accounts. (7) During our
review of retirement confributions processed by the Board between July 1, 2002 and December 15,
2003, there was one instance totaling $1,204.11 where a participating employer did not remit the
employee and employer contributions on behalf of one plan participant to the Board in a timely

manner.
We recommend the CPRB comply with Chapter 5A, Article 8, Section 9(b) of the

West Virginia Code, as amended, and establish a system of internal contfrols.
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Agency’s Response

First and foremost, the CPRB, respectfully, but categorically, disagrees with the
blanket statement contained on page 11 that concludes “..the Consolidated Public Retirement
Board did not have an effective spstem of internal controls in place to ensure compliance with
applicable State laws, rules and regulations.”

Regarding the general information contained on page 11, the following should be

Account
Per our contract with Great-West Life & Annuity Insurance Company (Great-West), “funds
must be sent via the Automated Clearinghouse (ACH) within the BenlLink system
Sunctionallty.” As part of this functionality, Great-West needed to ACH debit our accounts
held by the State Treasurer. The State Treasurer does not allow ACH debits of State accounts;
therefore, it was imperative that the CPRB establish one local account which would allow A Cl;
debits, Afier receiving approval from the State Treasurer and State Auditor, the CPRB
established the local account with BB&T Bank on December 29, 2003. This account is in the
name of the “State of West Virginia Teachers’ Defined Contribution System” and is under the
sole control of the CPRB.
Teachers’ D Contribution ement S Account
Contrary to what is stated in the report, the transfers of monies from the local account are
under the sole control of the CPRB, On a daily basis, the CPRB authorizes Great-West to
ACH debit the account for specified dollar amounts that represent participant contributions.
To further safeguard this account, we only transfer money into the local account once it has

been authorized and is ready to be swept. In theory, it Is a “zero balance” account.
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RFEP Issued by Board for Third Party Administrator
and Additional Investment Options

During the audit period, the Board contracted with a new third party administrator
(Great-West Life and Annuity Insurance Company). At the same time, the Board added through a
competitive bidding process three new investment fund options and one replacement investment
fund option from which plan participants could choose to invest their retirement contributions.
Based on each investment fund option selection, the Purchasing Division issued a purchase order
on behalf of the Board with each of the investment firms who would be providing the brokerage
services for each investment fund option. However, we noted the Board decided to utilize Greaf-
West'’s broker/dealer affiliate, GWFS Equities, Inc., to provide the brokerage services for these
investment fund options rather than the investment firms awarded the contract for these investment
fund options through the competitive bid process. Once this decision was made by the Board, the
Board cancelled the purchase order issued to each investment firm by the Purchasing Division.

During September 2002 the Board issued an RFP through the Purchasing Division
soliciting proposals from inferested firms to offer third party administrator services and/or one or
more of three new investment fund options, plus one mvestment fund replacement. Following the
competitive bidding process, the contract for third party administrator services was awarded to
Great-West Life and Annuity Insurance Company in August 2003. Also, the following table deiails
the additional investment fund options added to the TDC Plan for which a blanket release purchase

order was issued in October 2003.

-21-

E ANE



R D M) DI . YN A M Wy

e s

k] 0

. Additional or
Replacement Type of
Inveshnent Fund Option Fund Option Investinent Fund Nante of Investment Firm
Lord Abbott Small Cap Value Fund A Replacement*  Small Cap Blend Fund Prudential Financial
AIM Mid-Cap Core Equity Fund Additional Mid Cap Blend Fund Citistrect

American Funds Growth Fund of Large Cap Growth Prudential Securities /

America A Additional Fund Prudential Financial
Pradential Securities /

American Funds Euro Pacific Growth A Additional International Fund _ Prudential Fmancial

* This fund option was initially selected to replace the Fidelity Advisors Growth Opportunity Fund. However, the Board
was subsequently unable to offer this investment option to plan participants since the fimd was closed to new imvestors,

At a meeting of the Consolidated Public Retirement Board held on November 12,
2003, the Board voted unanimously to authorize the executive director of the CPRB to negotiate a
contract with Great-West. This decision by the Board was reflected in the Board minutes as follows:

“...made a motion to authorize the Executive Director the authority to

negotiate with Great West, within the parameters of the RFP, to-

effectuate the intent of the Board to maintain financial efficiencies.

The motion was scconded by...A vote was taken and motion carried

unanimously....”

As part of the contract, the Board negotiated with Great-West to provide the
brokerage services for these newly added investment fund options as well as for the existing
investment find plan options even though Great-West had not bid on that portion of the RFP relating
to the additional investment fund options. This service to be provided by Great-West is reflected

in the contract agreement as follows:

“Purchases and sales of securities at the direction of Participants shall
be effected through Greai-West’s broker/dealer affiliate, GWES
Equities, Inc. or such other broker/dealer selected by Great-West.
Instructions for the purchase, sale, exchange or transfer of shares on
behalf of the Plan shall be promptly fransferred by Great-West to
GWFS Equities, Inc. for processing.”
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The following table reflects each investment fund option along with the investment
firm providing brokerage services which were offered for investment to plan participants prior fo the

addition of the aforementioned investinent fund options.

vestment Fund Optio Name of Investment Firm
American Funds Washington Mutual Investors A, Prudential Securitics
Federated Max Cap Institutional Federated Investors
Fidelity Advisor Growth Opportunities* Wachovia Securities
Franklin Income Fund - A A. G. Edwards
American Funds Bond Fund A Prudential Securities
Valic Fixed Annuity Option VALIC
Vanguard Money Market Prime Portfolio The Vanguard Group

“Note: This investment fund option selection was replaced with a new investment fund
option selection during the aforementioned competitive bid process.

At the end of November 2003, the Executive Director sent a letter to the investment
firm serving as broker/dealer for each of the existing investment fund options as well as the newly
added investment fund options to notify them that Great West's affiliate GWFS Equities, Inc. had
been appointed as the new broker for the TDC Plan effective January 1, 2004. This letter served as
authorization from the Board terminating the brokerage serwces of these investment firms and
transferring the fund account handled by each investment firm to Great-West. After the decision by
the Board, Wachovia Securities (formerly Prudential Securities) filed a law suit in the Kanawha
County Circuit Court against the Board alleging breach of contract by the Board when the Board
assigned the responsibility for providing brolcerage services for two of the newly added investment
funds (Growth Fund of America and Euro Pacific Growth) to Greaf-West rather than awarding the
brokerage services to Wachovia Securities under the Purchase Order issued by the Purchasing
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Division. As of June 30, 2004, this case has been referred to the Board of Risk and Insurance
Management by the Board.

Since the Lord Abbott Small Cap Value Fund A was closed o new investors, the
Board had to find another small cap fund to replace this investment fund option. Instead of selecting
the next lowest bidder as determined by the evaluation committee, the Board decided to utilize a
small cap fund called the Columbia Small Cap Fund - Z which was offered through the trading
alliance of Great-West’s affiliate GWFS Equities, Inc. with various mutual fund providers. Thus,
this investment fund option was not competitively bid. We believe only through some competitive
process could the CPRB comply with Chapter 18, Article 7B, Section 6 of the West Virgiﬁia Code
which states:

“The board has all powers necessary to effectuate the purposes of this

article. The board shall contract with a private pension, insurance,

annuity, mutual fund or other qualified company or companies to

administer the day-to-day operations of the system. In selecting such

company or companies the board shall take into account as its highest

duty, the proper safeguard and protection of the member and

employer contributions and the interest dividends, or other return

thereon. The board shall promulgate rules regarding the proper

investment of funds notwithstanding the provisions of article six [§

12-6-1 ot seq.], chapter twelve of this code.”

Section 8 of the General Terms and Conditions reflected on the back of the Purchase
Order/Contract Form issued to each investment firms states:

“CANCELLATION: The Director of Purchasing may cancel any
Purchase Order/Contract upon 30 days written notice to the Seller.”

Upon reviewing additional documentation provided by the Board relating to the lawsuit brought
against the Board, we noted that a representative of Wachovia Securities had filed a formal protest

in December 2003 with the Division of Purchasing protesting the cancellation of their purchase
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orders by the Board, However, the Director of the Purchasing Division wrote a letter back to
Wachovia dismissing Wachovia’s protest since Wachovia’s contract had not been officially
cancelled by the Purchasing Division. This response is evidenced by the following excerpt from the
letter sent to Wachovia’s representative: |

“...This letter is in response to your December 12, 2003 letter

. protesting the potential cancellation of subject contract. Please be
advised that the Department of Administration’s Purchasing Division
has not canceled this contract. Since the confract has not been
canceled, your protest will not be considered....”

Based on the aforementioned criteria and the written response from the Director of the Purchasing
Division, we believe the Board did not have the statutory authority to cancel these purchase orders
without the concurrence of the Purchasing Division and that a valid contract still exists between the
Board and each of the investment firms to which a purchase order was issued by the Purchasing
Division.

Also, Section 3.1 of the RFP issued by the Board, which addresses the services
requested, states:

“SERVICES REQUESTED

This RFP incorporates the request for both the TPA and the
investment services in one document; however, each service proposal
will be evaluated independently. Companies proposing invesiment
services may bid to provide one or more of the three new investment
fund options or the Fidelity fund replacement for which it satisfies the

Companies proposing TPA services are permitted to propose fo
provide investment services; however, the decisions on each of the
investment options will be made independently of the decision for
TPA services and based on the individual merits of each proposal.
Fee proposals for each service must be priced independently;
however, respondents to this RFP can identify any financial benefit
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to the WVTDC in combining TPA. and/or investment services. In
short, respondents may bid on any of the requested services in any
combination; however, the Board will consider each service proposal
independently in its evaluation process.”

Additionally, Section 3.2.12 of the General Terms and Conditions of the RFP addresses Contract

Termination as follows:
“3.2.12 Contract Termination:
The State may terminate any contract resulting from this RFP
immediately at any time the Vendor fails to camry out ifs
responsibilities or to make substantial progress under the terms of this
RFP and resulting contract. The State shall provide the Vendor with
advance notice of performance conditions which are endangering the
contract’s continuation. If after such-notice the Vendor fails to
remedy the conditions contained in the notice, within the time period
contained in the notice, the State shall issue the Yondor an order to
cease and desist any and all work immediately. The State shall be
obligated only for services rendered and accepted prior to the date of
the notice of termination. '

The contract may also be terminated upon mutual agreement of the
parties with thirty (30) days prior notice.”

We believe that if the Executive Director had negotiated the contract with Great-West within the
aforementioned parameters of the RFP, then the Board may have avoided unnecessary civil litigation
being brought against the Board by investment firms dissatisfied with the way in which the
Executive Director negotiated the contracts under the RFP.

Upon speaking with the Executive Director, he told us the Board’s decision to transfer
the responsibility for providing brokerage services for the TDC Plan investment fund options was
done to achieve a more efficient consolidation of services and significant cost savings to the TDC
Plan. Regarding the significant cost savings which would be achieved by this decision, he explained

that 25% of the 12(b)(1) fees (sales rebates or commissions paid by the mutual find companies back
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to the investment firms acting as brokers of record) received by the third party administrator from
the mutual fund providers would go to the TDC Plan rather than to the brokerage firms, while 75%
of the 12(b)(1) fees would go to Great-West. Section 9C of the contract between the Board and
Greaf-West addresses 12b-1 fees as follows:

p “ -West shall retain all shareholder service fees and other

expense allowances and 75% of all 12(b)(1) fees payable under the

Plan. Great-West shall pay to the Plan Revenue Sharing Account

25% of'the 12(b)(1) fees actually paid by the fund providers under the

Plan. Great-West will issue payments from the Plan Revenue Sharing

Account to the Board, on a basis no more frequently than monthly.”

The Board agrees that any such payments from the Plan Revenue

Sharing Account must be with respect to services for the benefit of

the Plan Participants and their beneficiaries.”

The Executive Director further explained the Board’s share of the 12(b)(1) fees credited to the
aforementioned Plan Revenue Shaﬁng Account are used to offset the administrative fees due to
Great-West as third party administrator, thus, resulting in cost savings to the TDC Plan.

We nofed the Board had a similar arrangement with the former third party
administrator (Milliman) as evidenced by the following excerpt from the General Requirements
Section of the Board’s contract with Milliman:

*“The Administrator will enter into agreements with the investment

providers to obtain rebates of 12-b(1) fees and/or other fees which

will be used either to pay for educational material provided to plan

participants or to reduce the cost of the Third Party Administrator.”

Generally, 75% of the 12(b)(1) fees received by the investment firms from the mutual fund providers
would go to Milliman and be used to offset the administrative fees owed to Milliman by the Board
for recordkeeping duties as third party administrator, The remaining 25% of 12(b)(1) fees would be
retained by the investment firms. The following table details during the audit period the amount of

12(b)}(1) fees/other fees received by Milliman which were used to offset Milliman’s administrative
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fees as well as the Board’s share of 12(b)(1) fees/other fees received by Great-West which were

available to the Board to offset any administrative fees due Great-West.

Amount of 12(b)(1) Amount of 12(b)(1)
Third Party Fees/Other Fees for Fees/Other Fees for

Administrator EY 2003% FY 2004% Total*
Great-West 0 $ 24,033.45 $ 24,033.45
Milliman $288,077.49 $233,866.52 $521,944.01

*Note: To ensure a fair comparison, this table reﬂectsthefmrecewedbythethlrdparty
administrator from only those investment fund options which plan participants could invest their
retirement contributions in prior to the addition of the aforementioned investment fund options.

As the above table reflects, the Board achieved more cost savings from the fees received whﬂe
Milliman was third party administrator as opposed to Great-West.

We have no recommendation, because litigation is pending on the above matter,

‘s Response

The CPRB disagrees with each and every finding, allegation, purported conclusion
of law, and recommendation contained in this section of the report.

Since this matter currently is the subject of Iitigation in the Circuit Court of
Kanawha County, the CPRB has been informed by legal counsel that any public comment on the
specific issues'contained therein Is inadvisable and possibly detrimental to the Board’s case. (See
attached Exhibit A) Accordingly, no further commentary will be made.

However, the Board feels that many of the conclusions contained herein (and in
other sections as well) are the result of the audit team’s unfamillarity with and/or lack of
understanding of investments, securities law and procedures, administration methods of a large

public sector defined contribution plan, and the fiduciary obligations of the CPRB.
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For example, the illustration contained on p. 21 concerning the application of

12(B)(1) fees and other reimbursements to the revenue sharing account is blatantly inaccurate
4

and inapplicable to the issue being discussed. The correct illustration should be as follows:

Amounts of 12(b)(1) Amounts of 12(b)(1)
Third Party Fees/Other Fees for  Feew/Other Fees for

Administrator FY 2003 EY 2004 Totals
Great-West - $ 63,360.65 $ 63,360.65
Milliman . $304,307.26 $135,445.68 $439,752.94

Furthermore, the pertinent compan:w;z in this controversy is not what are the
relative amounts of 12(b)(1) and other fees paid to the respective TPA’s (since they are paid from
the mutual fund companies to broker-dealers, they would be the same regardless of who the TPA
was), but rather what amounts in revenue sharing can be expected to be peceived by the TDC from
the bmker—dea’l\ers. Thus, the valid and pertinent compari‘son Is as follows:

Revenue Expected in Remaining
Broker-Dealer Sharing FY 2004 4.5 years of Contract Total
GWIFS Equities $ 246,338.72 $ 2,004,661.28 $ 225,000.00
Multiple Retail Brokers $ 0.00 $ 0,00 $ 0.00

In addition, the investment schedule on p.15 states that the Lord dbbott Small Cap
Value Fund 4 was the replacement fund for the Fidelity Advisors Growth bpponwdgz Fund;
however the American Funds Growth Fund of America A was the actual replacement fund.
Consistent with the investment schedule, The Lord Abbott Small Cap Value Fund A was closed to

new investors; therefore, upon approval of the Board it was replaced by the Columbia Small Cap
Z Fund.
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Payments to Third Party Administrator for Services Rendered
We noted a payment made to the third party administrator (Great-West) for services
rendered which totaled $221,757.75 was not paid from the Consolidated Retirement Board Expense
Account, We also noted the participant fees collected from plan participants during the 2004 fiscal
year to help fund the CPRB Expense Account along with the Board's share of the 12(b}(1) fees and
other miscellaneous fees remitted by the mutual fund providers to Great-West were retained in the
Plan Revenue Sharing Account maintained by the third party administrator. These revenues which
totaled $945,560.95 should have been remitted to the Board by Great-West and deposited to the
Consolidated Refirement Board Expense Account rather than being maintained by Great-West in the
Plan Revenue Sharing Account. ‘
Effective January I, 2004, the Board entered into a contract with Great-West to serve
as third party administrator for the Teachers’ Defined Contribution Retirement System. Under the
terms and conditions of this contract, Great-West is to be compensated by the Board for services
rendered as third party administrafor in accordance with Section IX of the confract as follows:
“IX. Fees
1.  Great-West shall provide the recordkeeping and administrative
services described in this Agreement for an amual fee of
$31.50 per Participant per year.
Greaf-West shall provide the on-going in-person education
services described in this Agreement for an annual fee of
$10.44 per Participant per year.

The above fees will be collected from Participant account
balances as mutually agreed upon by the parties to this

Agreement.

2.  Board acknowledges and agrees to pay $335,300.00 in start up
costs upon termination of this Agreement. Great-West agrees
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to forgive $67,060 of the start up costs for each year that this
Agreement, or any subsequent agreement, is in effect. The
effect of this provision is to reduce the start up costs due to
Great-West to zero at the end of the fifth year of the Agreement.
Should the Board terminate this Agreement, or any subsequent
agreement, between the parties for cause upon the part of Great-
Woest, then, and in that event, Great-West agrees to waive any
claim for start up costs.

3. Great-West shall retain all sharcholder service fees and other
expense allowances and 75% of all 12(b)(1) fees payable under
the Plan. Great-West shall pay to the Plan Revenue Sharing
Account 25% of the 12(b)(1) fees actually paid by the fund
providers under the Plan. Great-West will issue payments from
the Plan Revenue Sharing Account to the Board, on a basis no
more frequently than monthly. The Board agrees that any such
payments from the Plan Revenue Sharing Account must be with
respect to services for the benefit of the Plan Participants and
their beneficiaries.

4. If the Board requests that more than twelve (12) unallocated
investment accounts and three (3) pre-mixed asset allocation
funds be opened, Great-West reserves the right to modify the
fees referenced in this Section with the prior consent and
approval of the Board.

5. The parties agree that any services which are requested to

perform beyond the scope of the services described in this

Agreement shall be provided at a mutually agreed upon price
negotiated prior o the performance of such services with the

prior consent and approval of the Board.

6. Great-West agrees to pay the Purchasing Division the $45
annual required registration fee to the State of West Virginia.”

When initially established by the third party administrator, the Plan Revenue Sharing
Account was maintained as part of the participant contributions being invested with the Bond Fund
of America. Ata Board meeting held on February 25, 2004, the Board voted unanimously to transfer

the Plan Revenue Sharing Account to the Conservative Profile Portfolio. The Conservative Profile
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Portfolio is composed of a diversified mix of investment options offered by the TDC Plan. Once
approved by the Beard, the Plan Revenue Sharing Account was transferred over to become part of
the participant contl'ibuﬁons comprising the Conservative Profile Portfolio Account.

Between ianuary 1, 2004 and June 30, 2004, the Plan Revenue Sharing Account was
funded through mutual fund reallowances (finder’s fees or sales commissions) and 12(b)(1) fees
provided by mutual fund providers and credited to this account by the third party administrator.
Also, a quarterly administrative fee of $8.75 (or $35.00 annually) was deducted against each
participant’s acoolmtbyi:hethh'dpanyadminMronbehalfoftheBoardandcreditedto the Plan
Revenue Sharing Am@t. These monies are required by State law to be assessed plan participants
and then fransferred to the CPRB Expense Account to help fund the expenses of the Board.

Through discussions with agency personnel, we learned the Board and the third party
administrator agreed that the monies residing in the Plan Revenue Sharing Account would be utilized
to offset the administrative fees owed to the third party administrator. Once each quarterly invoice
received from Great-West has been reviewed and approved for payment by the appropriate agency
personncl, the Plan Administrator for the TDC Plan will cmail her contact at Great-West authorizing
the third party administrator to withdraw the administrative fees owed from the Plan Revenue
Sharing Account, However, we believe the aforemenfioned invoice for services rendered as third
party administrator should have been paid from the Consolidated Retirement Board Expense
Account and not the Plan Revenue Sharing Account maintained by the third party administrator, We
further believe both the participant fees collected from plan participants during the 2004 fiscal year
and the Board’s share of 12b-1 fees and other miscellaneous fees which were retained in the Plan
Revenue Sharing Account should have been transferred to the CPRB Expense Account in

accordance with State [aw.
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Title 162, Series 1, Section 5 of the Legislative Rule promulgated for the General
Administration of the Retirement Systems addresses payment of expenses of the Board as follows:

“5.1. The Consolidated Public Retirement Board shall create an
Expense Fund which shall be funded by an assessment against the
Teachers Defined Benefit Retirement System, the Public Employees
Retirement System, the Judges’ Retirement System, the Public Safety
Death, Disability and Retirement Fund, the West Virginia State
Police Retirement System and the West Virginia Deputy Sheriff
Retirement System, with payment out of earnings and the employers
part of the Teachers Defined Contribution Plan in an amount
determined by the Board, per year, for each active employes, retirant
and beneflciary receiving benefits.

5.2. All administrative costs of the Board, including, but not limited
to, salaries and employee benefits, shall be paid from the expense
fund. However, any indemnification required pursuant to subsection
5.4 of this Rule shall be paid from the particular Retirement System
affected.

5.3 The administrative expense fund is not subject to satisfaction of
any judgment or award against any of the Retirement Systems, and
the judgment or award shall be satisfied from assets of the particular
Retirement System against which it is levied.”

Also, Chapter 12, Article 3, Section 1 of the West Virginia Code, as amended,
addresses the payment of vendor invoices. This Code section states in part:

“Every person claiming to receive money from the treasury of the
state shall apply to the auditor for a warrant for same. The auditor
shall thereupon examine the claim, and the vouchers, certificates and
evidence, if any, offered in support thereof, and for so much thereof
as he or she finds to be justly due from the state, if payment thereof
is authorized by law, and if there is an appropriation not exhausted or
expired out of which it is properly payable, the auditor shall issue his
or her warrant on the freasurer, specifying to whom and on what
account the money mentioned therein is to be paid, and to what
appropriation if is to be charged. The audifor shall present to the
treasurer daily reports on the number of warrants issued, the amounts
of the warrants and the dates on the warrants for the purpose of
effectuating the investment policy of the investment management
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board. On the presenfation of the warrant to the treasurer, the
treasurer shall ascertain whether there are sufficient funds in the
treasury to pay that warrant, and if he or she finds it to be 8o, he or
she shall in that case, but not otherwise, endorse his or her check
upon the warrant, directed to some depository, which check shall be
payable to the order of the person who is to receive the money therein
specified....”

Additionally, the proper handling of cash receipts by State agencies is addressed by
Chapter 12, Article 2, Section 2(2) of the West Virginia Code, as amended, which states:

“(a) All officials and employees of the state authorized by statute to
accept moneys due the state of West Virginia shall keep a daily
iternized recerd of moneys so received for deposit in the state treasury
and shall deposit within twenty-four hours with the state freasurer all
moneys received or collected by them for or on behalf of the state for -
any purpose whatsover. The treasurer shall be authorized to review
the procedures and methods used by officials and employees
authorized to accept moneys duec the state and change such
procedures and methods if he or she determines it to be in the best
interest of the state: Provided, That the treasurer shall not be
authorized to review or amend the procedures by which the
department of tax and revenue accepts moneys due the state. The
treasurer shall propose rules, in accordance with the provisions of
article three, chapter twenty-nine-a of this code goveming the
procedure for deposits.

The official or employes making such deposits with the treasurer

shall prepare deposit lists in the manner and upon report forms as may

be prescribed by the treasurer. Certified or receipted copies shall be

immediately forwarded by the state treasurer to the state auditor and

to the secretary of administration. The original of the deposit report

shall become a part of the treasurer’s permanent record.”

Records provided by the third party administrator to the Board indicate the Plan
Revenue Sharing Account had an account balance of $723,803.20 as of June 30, 2004. The monies
residing in this account as of June 30, 2004 represent monies belonging to the Board. Since these
monies have not been transferred to the CPRB Expense Account in accordance with State law, the

Board is without the use of these funds to pay for other expenses of the CPRB as they atise. The

~34 -



Plan Administrator for the TDC Plan told us the method of paying the administrative fees owed to
the third party administrator through the Plan Revenue Sharing Account was agreed to by both the
Board and Great-West due to both parties believed this to be the most efficient way to compensate
the third party administrator.

We recommend the CPRB comply with Chapter 12, Article 2, Section 2(a) of the
West Virginia Code, as amended; Chapter 12, Article 3, Section 1 of the West Virginia Code, as
amended, and Title 162, Series 1, Section 5 of the Legislative Rule for the General Administration
of the State Retirement Systems by requiring the third party administrator to transfer any monies due
the Board (such as participant fees and 12(b)(1) fees) from the Plan Revenue Sharing Account o the

\
CPRB Expense Account to help fund the expenses of the Board.

dgency’s Response

WYCSR § 162-1-5.1 states:

“The Consolidated Public Retirement Board shall create an

Expense Fund which shall be funded by an assessment aguainst the

« Teachers Defined Contribution Plan in an amount determined

by the Board, per year, for each active employee...”

In accordance with WVCSR §162-1-5.1, the CPRB has established an Expense
Fund. This Fund is subdivided into an expense account held with the State Treasurer (which
eqrns no interest) and a revenue sharing expense account held with Great-West (which includes
earnings). Both accounts remain under our control, and the CPRB Executive Director, TDC
Plan Administrator, and CPRB Accountant authorize all payments made out of both sub-expense
accounts. Please note, the legislative rule does not specify that all expense funds must be held

with the State Treasurer. Therefore, the CPRB is in compliance with WVCSR §162-1-5.1.
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The report also references WV Code §12-3-1 and §12-2-2a regarding payment of
vendor invoices and procedures for depositing monies due the State. In practice, the CPRB does
follow many of the procedures outlined in these Code sections. For example, we ensure that all
contributions are remitted within 24 hours of receipt. However, all monies of the Teachers’
Defined Contribution System are assets of the Trust Fund and are pot part of the State Treasury.
Therefore, WV Code § 12-3-1 and §12-2-2a are inapplicable. (See attached Exhibit B)

Per our contract with Great-West, the revenue sharing expense account was
established to monitor participant fees collected and fees pald to Great-West. It provides a record
and audit trail of all transactions relating to expenses. In our opinion, this Is a smart business
practice because:;

" - the CPRB receives earnings on the money while it is invested

- it eliminates the need for unnecessary “paper” checks

- it reduces the delay In writing and mailing “paper” checks, both for the CPRB
and Great-West, and

- it Is consistent with our administration of the expense accounts for the defined
benefit plans where all monies are invested with the West Virginia Investment
Management Board (WVIMB) until needed to pay expenses. At that time, the
money is transferred to the related expense account with the Treasurer’s Office.
Furthermore, the establisiment of the revenue sharing expense account Is
consistent with the CPRB’s fiduciary obligation under WV Code §18-7B-6 which gives the Board
“all powers necessary...to contract with a private pension, insurance, annuity, mutual fund or
other qualified company or companies to administer the day-to-day operations of the system. I
selecting such company or companies the board shall take into account as its highest duty, the
proper safeguard and protection of the member and employer contributions and the interest

dividends, or other return thereon.”
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Contrary to p. 23 of the report, the revenue sharing expense account is not
maintained as part of the participant contribution accounts. The revenue sharing expense
account is a completely separate account. Funds are pot commingled.

In addition to the information on p.24, both the Executive Director and the TDC
Plan Administrator review the quarterly invoice from Great-West. Once the Executive Director
and the TDC Plan Administrator agree to the invoice amount, the Plan Administrator will
authorize Great-West to transfer the invoice amount from-the revenue sharing expense account.

> Great-West will deposit administrative fees deducted from participant’s accounts,
12(B)(1) fees and other fees into the revenue sharing expense account

»  Great-West will invoice CPRRB for services

»  The appropriate amount owed Great-West will be transferred from the revenue
sharing expense account to the CPRB Expeuse Fund (Fund 2120) held of the
Treasurer’s Office

»  CPRB will prepare a FIMS invoice cover sheet along with the necessary backup
; documentation to be sent to the Auditor’s Office for electronic approval for

payment
»»  Payment, either by check or electronic transfer, will then be made to Great-West

Excess Cash Being Maintained in State Accounts
Through discussions with ageﬁcy personnel, we learned there is excess cash being

mainfained in both the Member Contribution Account and the Employers Contribution Account.
Each of these accounts is a Special Revenue Account maintained with the State Treasury. The
Member Contribution Account is utilized by the Board to deposit employee contributions remitted
by participating employers, while the Employers Contribution Account is utilized by the Board to

deposit employer confributions received from participating employers.
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While the Board was undergoing a transition process between third party
administrators for the TDC Plan in December 2003, CPRB personnel noticed significant cash
balances being maintained in each of these State accounts. Currently, the Board’s internal auditor
is résearching the Board’s accounting records to try and account for the large balances. Based on
the work performed to date by the Board’s internal anditor, the Board established a cash liquidity
account through the Treasurer’s Office for the purpose of transferring any excess monies residing
in each State account. As of June 30, 2004, the Board has transferred a total of $2,713,000.00 from
these two State accounts to the cash liquidity account. Of this amount, $955,000.00 was transferred
from the Member Contribution Account while $1,758,000.00 was transferred from the Emplo;'ers
Confribution Account. ‘According to Accounting Department personnel, these monies will remain
in the cash liquidity account until the Board clearly identifies the appropriate State accounts to which
these excess monies should be transferred.

Through discussions with the Board's internal anditor and other agency personnel,
we learned the excess cash balance boing maintained in the Member Contribution Account was
generally due to employer contributions received from participating employers or the investment
companies were erroneously deposited to this account rather than the Employers Contribution
Account. Thus, the excess cash maintained in this account resulted from the cumulative effect of
clerical errors committed by agency personnel responsible for processing deposits since the inception
Oft:he TDC Plen in July 1991.

Regarding the Employers Contribution Account, we learned the excess cash balance
being maintained in this account was generally due to too much State Aid monies received from the

Department of Education being transferred to this account. Based on discussions with agency
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personnel, the CPRB was not properly allocating the monthly allotment received from the
Department of Education representing employer contributions for both-the Teachers Retirement
System and Teachers’ Defined Contribution Retirement System between the appropriate State
accounis maintained bsf the Board for each retirement system. Thus, the cumulative offect of these
errors since the inception of the TDC Plan in July 1991 resulted in an excess cash balance being
maintained in the Employers Coniribution Account.
Monthly, the State Board of Education transfers a large sum of money into the School
Aid Formula Funds Holding Account representing employer confributions for both the Teachers
Retirement System and the Teachers® Defined Contribution Retirement System. The Board doesnot
receive any detail from the Department of Education on how to allocate the monies transferred
between the two systems. To determine the amount of employer contributions {o transfer to theT]iC
Plan, the Board’s Accounting Department must rely on @oﬁt information provided by agency
personnel responsible for administering the TDC Plan, Once this amount is determined, Accounting
Department personnel will transfer the appropriate amount of emiployer contributions from the
School Aid Formula Funds Holding Account to the Employers Contribution Account. The
remaining monies in the School Aid Formula Funds Holding Account are then transferred fo the
Teachers Retirement System. The Board’s internsl auditor noted that over the last several years there
" ‘were numerous instances where the incorrect amount of State Aid monies were transferred to the
TDC Plan due to incorrect deposit information was relayed from agency personnel who administered
the TDC Plan to the Accounting Department.
The Board’s internal anditor has not completed researching the Bogrd's records; thus,

additional excess monies may be found through further research. Since the Board has not fully
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identified the total amount of excess cash being maintained in these accounts, we were unable to
verify the reasonableness of the amounts transferred to the cash liquidity account.

The following sections of the West Virginia Code address the proper handling of
employee and employer contributions received by the Board for the TDC Plan. Chapter 18, Article
7B, Section 9 of the West Virginia Code, as amended, states in part,

“Each employee who is a member of the defined contribution system
shall contribute four and one-half percent of his or her gross
compensation by salary reduction. Such salary reductions shall be
made by the employer at the normal payroll intervals and shall be
remitted within five working days to the private pension, insurance,
annuity, mutual find, or other qualified company or companies
designated by the board to administer the day-to-day operations of the
system....”

Also, Chapter 18, Article 7B, Section 10 of the West Virginia Code, as amended,
states in part,

“Each participating employer shall annually make a contribution
equal to seven and one-half percent of each member’s gross
compensation. The pro rata share of this amount shall be paid upon
each date that a member confribution is made and shall be remitted
as provided for in section nine [18-7B-9] of this article for credit to
the member’s annuity account. Each participating employer has a
fiduciary duty to its employces to ensure that the employer
contributions are timely made....”

Additionally, Chapter 5, Article 10C, Section 4(d) of the West Virginia Code, as
amended, states,

“(d) The amount of employes confributions picked up by the
participating public employer shall be paid to the retirement system
in the manner and form, and in the frequency required by the board
of trustess and shall be accompanied by supporting data that the board
of trustees may prescribe. When paid to the refirement system, each
of these amounts shall be credited to the deposit fund account of the
member for whom the coniribution was picked up and paid by the

participating public employer.”
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Allocating too much of the State Aid monies received monthly from the Department
of Education to the Teachers’ Defined Contribution Refirement System may result in there not being
enough monies available within the State accounts for the Teachers Retirement System to fimd the
retirement annuities paid to TRS members.

Through our discussions with agency personnel, we learned the Board had not
implemented any procedures prior to January 2004 whereby the Board would feconcile on a monthly
basis the cash balance for each of these State accounts per the State Auditor’s Account Status Report
against the Board’s deposif records. We believe these clerical errors resulting in excess cash
balances being maintained in each Statt; account would have been detected in a timely manner had
the Board implemented reconciliation procedures prior to January 2004. Since January 2004, the
Board has begun reconciling on 2 monthly basis the cash balances being maintained in both State
accounis against the Board’s deposit records.

We recommend the CPRB comply with Chapter 18, Article 7B, Sections 9 and 10
of the West Virginia Code, as amendcd, by developing written procedures for the monthly
reconciliation of the cash balances mainfained in their State accounts against their deposit records
to ensure the proper amount of retirement contributions are being deposited to the appropriate
accounts. We also recommend the CPRB comply with Chapter 5, Article 10C, Section 4(d) of the
West Virginia Code, as amended, by working with the Department of Education to develop a format
of supporting data to accompany the transfer of State Aid monies on a monthly basis which would
assist the Board in determining how much of the monthly allotment of State Aid monies should be
allocated between both the Teachers Retirement System and the Teachers’ Defined Contribution

Retirement System.

-4] -

N B B =i u .

1
1
_
b
§




Agency’s Response

As of December 31, 2003, the CPRB identified approximately 34.4m in funds that
could be considered excess cash, Since January 2004, the CPRB’s Internal Auditor has spent
approximately 95% of her time researching this issue. As of August 13, 2004, $2.65m remains
unreconciled and is invested in a cash Uquidity account with the State Treasurer. To date, the
Internal Auditor has researched transactions from 1995 to the present and continues to research
transactions from 1991 to 1994,

This problem was identified and voiﬁntaﬂly disclosed by the Executive Director of
the CPRB. It was reported to the Board members immediately.

Please note: During the previpus 12 years of the TDC Plan, no CPRB staff or any
legislative or external audit idendﬁed this issue,

To prevent this error in the future, the following internal control procedures were
implemented as of January 1, 2004:

- Deposits and remittances (I-doc) are prepared by one staff member.

- Either the TDC Plan Manager or Plan Administrator review the deposits and

remittances and approve electronically via IRMA.

- The CPRB Accountant also reviews the deposits and remittances.

- Monthly cash reconciliations are performed to ensure any errors not identified
Ppreviously are identified and corrected promptly.

As noted in the report, the CPRB is in the process of developing written procedures
Jor all TDC functions, including the monthly cash reconciliation. It Is to be scheduled to be
completed by November 15, 2004,

Another recommendation in the report is to work with the Department of

Education to develop a format of supporting documentation for the transfer of State Aide monies
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to assist in the allocation of those monies between the Teachers Retirement System and the
Teachers’® Defined Contribution System. - On multiple occasions, we have worked with the
Department of Education to develop supporting documentation separated by county and by
participant. To date, the Department of Education doamfhavetkeabﬂ&ytopmvidesuch
documentation due to the complexity of the State Alde calculation.

Refirement Contributions Not Transferred to
Third Party Administrator in Timely Maoner

During our review of retirement contribufions processed by the Board between

December 15, 2003 and June 30, 2004, we .noted 47 instances out of 50 contribution remittances
tested where the Board did not transfer in a timely manner the employee and employer contributions
of 47 participating employers from its State @mts to the third party administrator (Great-West)
for investment on behalf of plan participants. The contribution remittances relating to these 47
instances tofaled $2,417,389.10. This same finding was reported in the previous audit.

Chapter 18, Article 7B, Section 9 of the West Virginia Code, as amended, states in

“Each employee who is a member of the defined contribution system
shall contribute four and one-half percent of his or her gross
compensation by salary reduction, Such salary reductions shall be
made by the employer at the normal payroll intervals and shall
be remitted within five working days to the private pension,
insurance, annuity, mutual fund, or other qualified company or
companies designated by the board to administer the day-to-day
operations of the system.

All member contributions shall be immediately deposited to an

account or accounis established in the name of the member and held
in trust for the benefit of the member....” [Emphasis added.]

Al

- 43 -

EHE & &) I T N e



-

In addition, Chapter 18, Article 7B, Section 10 of the West Virginia Code, as amended, states in part:

“Each participating employer shall annually make a confribution
equal to seven and one-half percent of each member’s gross
compensation. The pro rata share of this amount shall be remitted as
provided for in section nine {§18-7B-9] of this atticle for credit to the
member’s annuity account. Each participating employer has a
fiduciary duty to its employees to ensure that the employer
contributions -are timely made., In the case of an officer or
employee of the state, any unpaid confribution shall be a state debt,
contracted as a result of a casual deficit in state revenues; to be
accorded preferred status over other expenditures....” [Emphasis
added.]

Using average annual rates of return of all the available investment options, we
estimated plan participants lost approximately $4,000 in investment earnings due to the time lag )
between the date employees were actuaﬂy paid and remiftance of related retirement contributions
to the third party administrator. Further detailed information on the amount of investment earnings

lost is provided in the following table.

Number of Days Estimated Dollar
Elapsed Before Monles Numberof -~ Average Number of Amount of
Xransferred to TPA Remittances Percent Days Processed Late Lost Earnings
0-30 43 91.49% 9 $3,000
Over 30 4 8.51% 35+ $1.000
47 100.60% $4.000

* Note: These contribution remittances were received by the Board while the Board was changing:
over to a new third party administrator to administer the TDC Plan. During the transition between
third party administrators, no monies collected by the Board were transferred to the new third
party administrator to be invested on behalf of plan participants. This peried lasted from
December 15, 2003 through January 12, 2004. Thus, the transition between third party
administrators is the reason there was a lengthy delay in processing these retirement contributions.

The situation referred (o above where some remittances were processed late due to the fransition

between third party administrators is discussed in further detail in a subsequent finding.



We believe these retirement contributions were not remitted to the third party
administrator onbehalf of plan participants within five working days of the participating employer’s
normal pay date due to timing delays caused by the system utilized by the Board to process
retirement contributions. Under this system, participating employers will mail their remittance of
employee and employer contributions to the Board on their normal payroll intervals. For these 47
@ﬁbuﬁon remiftances, we noted that an average of four days elapsed between the participating
employer’s normal pay date and the date these monies were received by the Board. Once received
by the Board, CPRB personnel will audit the Payroll Remittance Report submitted by the
participating employer and then deposit the check payment representing employee and employer
contributions received to the appropriate State accounts. Generally, each participating employer will
only pay a portion of the employer contributions with the remaining amount being funded through
a monthly transfer of State Aid monies to the Board’s State accounts from the Department of
Education.

Next, the employee and employer contributions along with any applicable State Aid
monies are transferred by the Board to an outside bank account set up by the Board to help facilitate
the transfer of retirement confributions to the third party administrator. A. contribution data file
which corresponds to the retirement contributions remitted to the Board by the participating
employer will usually be e-mailed to the Board by the Regional Education Service Agency (RESA)
servicing that county board of education one or two days following the receipt of this remittance by
the Board. This contribution data file, which contains a listing of all participants and their related
employee and employer contribution information, is uploaded as soon as possible to the third party

administrator’s website. Once the third party administrator receives this information, the third party
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administrator will initiate a wire transfer to transfer the appropriate amount of employee and
employer contributions from the outside bank account to their accounts for investment of the monies
on behalf of plan participants. Each participant’s annuity account as maintained by the third party
administrator is credited for these confributions as soon as the third party administrator successfully
receives the confribution data file through its website.

In an effort to reduce the amount of time it takes to process a contribution remittance
received by the Board, the Plan Administrator for the TDC Plan told us the Board is working with
[S&C to develop a process which would allow the Board to receive a participating employer’s
confribution data file at the same time as the Board receives the confribution remittance from the
participating employer. The Plan Administrator stated that the contribution dafa file would be
electronically transmitted directly to the CPRB personnel responsible for processing contributions
via the IS&C’s computer system. She further explained the IS&C’s computer system would act as
an interface between the participating employer’s computerized payroll system and the Board’s
computer system,- According to the Plan Administrator, this transmission process for payroll data
files was to be implemented effective July 1, 2004.

We recommend the Consolidated Public Retirement Board comply with Chapter 18,
Article 7B, Sections 9 and 10 of the West Virginia Code, as amended. We further recommend the
CPRB consult with both the third party administrator and the Department of Education concerning
the possibility of having participating employers remit their contribution remiftances directly to the
third party administragor rather than to the Board in an effort to reduce the amount of processing fime

for retirement contributions.



Agency's Response
WV Code §18-7B-9 states:

“Each employee who is a member of the defined contribution
system shall contribute 4.5% of his/her gross compensation by
salary reduction. Such salary reductions shall be made by the
employer at the normal payroll intervals and shall be remitted
within 5 working days to the private pension, insurance, annuity,
mutual fund, or other qualified company or companies designated
by the board to administer the day-to-day operations of the system.”

WV Code §18-7B-10 states:

“Each participating employer has a fiduciary duty to its employees
to ensure that the employer contributions are timely made.”

In regard 1o WV Code §18-7B-9, the CPRB has always interpreted this code to

mean that participant contributions shall be remitted within 5 days after receipt to our TP4. It

Is impossible to remit contributlons within 5 days of the payroll interval (i.e. pay date) given that

we are dependent upon each of the 65 payroll locations to provide the necessary funds and
Information, As stated on p. 33 of the report, it takes on average 4 days for us to receive the
contributions from the payroll locations via the mail. Once the contributions are received, the
CPRB must audit the payroll remittance report, receive and agree the payroll detail to the
contributions received, deposit the funds, transfer the funds, and then remit the payment 10
Great-West. This process takes a minimum of 5 working days. Thus, the CPRB will propose
statutory changes to codify our current procedures.

Furthermore, the CPRB has Implemented procedures whereby we receive pqyroﬂ
detall electronically via interfacing with the Department of Education. By the end of the calendar
Yyear, we are hoping to allow all participating employers to remit contributions either
electronically through an ACH debit or via a lock box system. These procedures help to decrease

our auditing and processing time and are in the developmental stages.
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In regard to WV Code §18-7B-10, the CPRB considers it part of our flduciary duty
to ensure employer contributions are made in a timely manner. As part of this duty, we track
when contributions are received by each of the 65 payroll locations. If a contribution is not
received In accordance with the normal payroll interval, CPRB sta_ﬂ" will contact the payroll
location. Additionally, the TDC Plan Administrator reviews the tracking report on a monthly
basis as an additional control procedure,

Since each participating employer also has a fiduciary duty to remit contributions
timely, the CPRB has proposed Legislative Rule changes that would allow employers to be
assessed a penalty representing lost earnings for any contributions received after 15 days from
the payroll interval. This penalty will be allocated to all participating employees of that employer.

The CPRB reviewed all 47 instances purported to be remitted in an untimely

manner. By using our interpretation of WV Code §18-7B-9, the chart on p. 32 of the report

should be as follows.
# of Days
Until Number of Avr, # of Days Total Est.
Transfer Remittances Percent Processed Late  Lost Earnings
0-5 days 6 13% 0 $ 205
6-10 days 29 62% 2 $2,204
11-25 days 11 23 % 12 $1,648
25+ days A 2% 27 $ 1

47 100% $4,058

Note, the number of business days, excluding holidays, starts with receipt of the

contribution and ends the day the contribution Is transferred to Great-West.



Therefore, 6 of the 47 remittances were processed timely. Twenty-nine of the 47
remittances were processed on average only 2 days late. Of the remaining 12 remittances, 7
occurred during December 15, 2003 and January 12, 2004 when no remittances could be
processed. In addition, 18 of the 47 remittances were processed during January 2004 when we
were working overtime to process approx. 200 remittances received from December 15, 20&3
through January 31, 2004,

The recommendation that we have participating employers remit directly to
Great-West to reduce processing time (p. 35) is in complete opposition with our fiduciary duty.
We must verify each remittance to ensure contributions are in accordance with State statutes and
we must ensure the appropriate audit trail Is maintained. If this recommendation were to be
negotiated with Great-West, participant fees would need to be increased to pay for the additional

services provided by Great-West. This certainly is not a prudent decision for the participants.

Processing of Retirement Contributions During
the Transition Between Third Party Administrators

During our review of retirement contributions, we noted the Board did not start to
remit refirement contributions received from participating employers between December 15, 2003
and January 12, 2004 to the new third party- administrator for investment on behalf of plan
participants until January 12, 2004. This was due to the fransition between third party
administrators. Between December 15, 2003 and January 12, 2004, agency records indicate the
Board received a total of $5,856,449.28 in retirement contributions from participating employers.
We noted an average of 39 days had elapsed from the time these monies were received by the Board
unti! these monies were transferred to the third party administrator for investment on behalf of plan

participants. Using average annual rates of return of all the available investment options, we
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estimated plan participants lost approximately $32,000 in investment earnings as a result of these
monies not being transferred to the third party administrator in a timely manner.

Chapter 18, Article 7B, Section 9 of the West Virginia Code, as amended, addresses
the timely remittance of retirement contributions to the third party administrator. This section states
in part:

“Each employee who is a member of the defined contribution system
shall contribute four and one-half percent of his or her gross
compensation by salary reduction. Such salary reductions shall be
made by the employer at the normal payroll intervals and shall be
remitted within five working days to the private pension, insurance,
annuity, mutual fund, or other qualified company or companies
designated by the board to administer the day-to~lay operations of the
system.

All member contributions shall be immediately deposited to an

account or accounts established in the name of the member and held

in trust for the benefit of the member....” :
Additionally, Chepter 18, Article 7B, Section 10 of the West Virginia Code, as

-amended, states in part:

“Each participating employer shall annually make a contribution
equal to seven and ome-half percent of each member’s gross
compensation. The pro rata share of this amount shall be remitted as
provided for in section nine [§ 18-7B-9] of this article for credit to the
member’s annuity account. Each participating employer has a
fiduciary duty to its employees fo ensure that the employer
contributions are timely made. In the case of an officer or employee
of the state, any unpaid contribution shall be a state debt, contracted
as a result of a casual deficit in state revenues, to be accorded
preferred status over other expenditures....”

During our review of retirement contributions we also noted four instances out of 50
contribution remittances tested where the Board did not deposit o the Board’s State accounts in a
timely manner employee and employer contributions totaling $74,921.19 remitted by four

participating employers. These four instances are detailed in the following table.

-50 -



Participating Total Amount Date Funds Date Monies

mployer Received Received Were Deposited  # of Days Late
1 $18,414.69 12/16/2003 12/29/2003 12
2 43,700.26 12/17/2003 12/29/2003 11
3 12,564.72 12/17/2003 12/30/2003 12,
4 241.52 12/16/2003 -12/31/2003 14
Total $74.921.19

Chapter 12, Article 2, Section 2(a) of the West Virginia Code, as amended, stafes:

“All officials and employees of the state authorized by statute to
accept moneys due the state of West Virginia shall keep a daily
itemized record of moneys so received for deposit in the state treasury
and shall deposit within twenty-four hours with the state treasurer all
moneys received or collected by them for or on behalf of the state for
any purpose whatsoever. The treasurer shall be authorized to review
the procedures and methods used by officials and employees
authorized to accept moneys due the state and change such
procedures and methods if he or she determines it to be in the best
interest of the state: Provided, That the treasurer shall not be
authorized to review or amend the procedures by which the
department of tax and revenue accepts moneys due the state. The
treasurer shall propose rules, in accordance with the provisions of
article three [§29A-3-1et seq.], chapter twenty-nine-a of this code
governing the procedure for deposits.

. The official or employce making such deposits with the treasurer
shall prepare deposit lists in the manner and upon report forms as may
be prescribed by the treasurer. Certified or receipted copies shall be

- immediately forwarded by the state treasurer to the state auditor and

to the secretary of administration. The original of the deposit report

shall become a part of the treasurer’s permanent record.”

Afler a competitive bid process, the Board elected to change third party administrators
for the TDC Plan. The CPRB changed third party administrators from Milliman to Great-West
effective January 1, 2004, The fransition process between third party administrators started
December 1, 2003 and ended February S, 2004. According to agency personnel, transitioning the
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TDC Plan to a new service provider was a complex process which involved the moving of individual
participant account records from the then current system maintained by Milliman to Great-West.
To ensure efficient and accurate processing and verification of every participant account, the
transition required a brief “quiet” period. During this time, account transactions and wi_thdrawals
could not be made. Also, Great-West was not ready to start investing member contributions with
the appropriate investment c;Jmpanies until January 12, 2004. As a result, member contributions
received by the Board between December 15, 2003 and January 12, 2004 resided - in the Board’s
FIMS accounts without being invested until January 12, 2004. When Great-West began processing
contributions on January 12, 2004, these confributions were invested based on each participant’s
designated investment options as of December 1, 2003.

Regarding the retirement contributions deposited late, the Plan Administrator told us
the CPRB was awaiting permission from the State Auditor’s Office about whether-or not the CPRB
would be able to directly deposit conm';iaution remittances received from parﬁcipating employers fo
the outside bank account being established by the Board for the TDC Plan. Thus, for one week
during the transition period the CPRB did not deposit any contribution remlﬁancesrecewed to the
Board’s State accounts. The purpose of this account was to help facilitate the transfer of retirement
confributions from the Board to the third party administrator. However, the State Auditor’s Office
instructed the CPRB to deposit any contributions received to the Board’s State accounts before
transferring these monies to the outside bank account. The Plan Administrator further stated the
m holiday also accounted for some of the time lag.

We recommend the CPRB comply with Chapter 18, Article 7B, Sections 9 and 10

of the West Virginia Code, as amended, by ensuring that steps are taken in the future to ensure
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participant contributions continue to be invested without interruption even though a change in third
party administrators is taking place. We further recommend the CPRB comply with Chapter 12,
Article 2, Section 2(a) of the West Virginia Code, as amended,’ when depositing retirement
confributions to its State accounts.

’s onse

Any change in a Third Party Administrator (TPA) requires a “quiet perind” to
ensure a proper cut off and transfer of assets. Under our previous TPA, contributions were only
invested twice a month on the 15th and 30th/31st. Great-West processes contributions daily.
Therefore, participants monies are invested more promptly enabling them to-earn more on their
Investments over time.

During the transition perlod, Milliman USA processed c:ur final contributions as
of the December 15, 2003 split. On December 29, 2003, tke CPRB established the local account
with BB&T. During this time, the CPRB worked with the State Treasurer and State Auditor to
determine the method for which funds would be transferred from our Treasury accounts to the
local account. On January 8, 2004, the CPRB requested the first rransfer of funds to the local
account. On January 12, 2004, the funds were transferred to the local account. On January 13,
2004, the date files were transmitted to Great-West and we authorized Great-West to ACH debit
our local account. In accordance with our fiduciary responsibilities, this schedule of events
helped us ensure that the newly established procedures for processing contributions were
operating effectively. Thus we began processing the remaining contributions on January 14,

2004.
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Between December 15, 2003 and January 12, 2004, CPRB recelved approx. $5.9m
in contributions; however, the reported average of 39 days lapsing between receipt of the
contributions and transfer to the TPA is inaccurate. Participants at most lost 25 working days
of earnings from January 2, 2004 to January 30, 2004. This s based on the follawing:' Jacts:

- Participants did not lose out on earnings from December 15, 2003 to December 31, 2003
because contributions could not be processed by Milliman USA on days between those
dates whether or not we were transitioning to a new TPA. '
- Due to the magnitude of contributions that needed to be processed beginning on January
14, 2004, we worked overtime to ensure that the remaining contributions were processed
n. by the end of January or early February 2004.
~This Is consistent'with our findings in the previous section where we Jound only one instance
where contributions weren’t remitted within 25 days.

Additionally, plan participants were notified in writing about the “quiet period”.
Group meetings were held across the state to answer any questions from participants and to
disseminate a guide explaining the transition.

Daring the transition period, the CPRB worked with Great-West and Milliman to
ensure that participant contributions were interrupted as little as possible. Given the short time
Sframe in which we had to implement the transition, CPRB staff worked diligently to uphold our
Sfiduclary duty.

In sum, the CPRB could not invest the participant funds during the quiet period
because there was no functional recordkeeper to properly account for the funds/contributions.

Coniributions Remitted to Investment
Companies Paid from Wrong State Accounts

During our review of retirement contributions processed by the Board between July

1, 2002 and December 15, 2003, we noted one instance of the ten contribution remittances tested
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where the employee and employer contributions remitted to the investment companies were paid
from the wrong State accounts. As a result, the Board paid $510,794.69 too much in employee
contributions from the Member Contribution Account.

We traced the remittance received from Logan County on February 3, 2003 to the
February 1, 2003 through February 15, 2003 split letter from Milliman directing the Board how
much of the employee and employer OOﬂtll'bl:I-ﬁODS collecteci during the ﬁrst'ha]f of February 2003
to distribute to each investment company. The split letter directed the Board to transfer a total of
$2,043,174.41 to the investment companies. This amount was comprised of employee contributions
totaling $766,189.86 and employer contributions totaling $1,276,984.55. Employee contributions
of $18,228.44 and employer contributions of $30,380.86 attributed to Logan County were included
in these amounts.

Based on this split letter, $766,189.86 should have been paid from the Member
Contribution Account to the investment companies and $1,276,984.55 should have been paid from
the Employers Contribution Account to the investment companies. However, we noted the Board
erroncously paid the employer contributions amounting to $1,276,984.55 from the Member
Confribution Account and the employee contributions amounting to $766,189.86 from the
Employers Contribution Account.

While Milliman served as the third party administrator for the TDC Plan between July
2002 through December 2003, the Board would make investment pm with the retirement
confributions remitted by participating employers from the appropriate inthment'com:panies once
during each half of the month (called a “split period™). Based on a record of contribution remittances

received as provided by the Board and payroll reports (itemizing each employee and their related
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contribution data) which were electronically transmitted to Milliman by the participating employers,
Milliman would determine the amount of contributions received during the split periods and
celculate the amounts of employee and employer contributions to be allocated to the various
investment companies inaccordance with the investment options selected by plan participants. Once

this determination had been made, Milliman would send the Board a letter noting the total amount

of contributions received and how these monies should be disbursed to tﬁe various investment

companies on the “split days” which were the 15™ and 30 or 16® and 31 of each month.

Chapter 18, Article 7B, Section 9 of the West Virginia Code, as amended, states in

“Hach employee who is a member of the defined contribution system
shall contribute four and one-half percent of his or her gross
compensation by salary reduction. Such salary reductions shall be
made by the employer at the normal payroll intervals and shall be
remitted within five working days to the private pension, insurance,
annuity, mutual fund, or other qualified company or companies
designated by the board to administer the day-to-day operations of the
system....”

Furthermore, Chapter 18, Article 7B, Section 10 of the West Virginia Code, as

amended, states in part,

“Hach participating employer shall annually make a contribution
equal to seven and one-half percent of ecach member’s gross
compensation. The pro rata share of this amount shall be paid upon
each date that a member contribution is made and shall be remitted
as provided for in section nine {18-7B-9] of this article for credit to
the member’s annuity account. Each participating employer has a
fiduciary duty to its employees to ensure that the employer
contributions are timely made...."”

Utilizing monies from the Member Contribution Account to pay a portion of the

employer contributions to be remitted to the investment companies for investment on behalf of plan
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participants results in the employee contributions remitted by various participating employers being
used to subsidize the employer contributions to be funded by other participating employers. When
we spoke with the Board’s accountant, we learned this error occurred as the result of agency
personne] responsible for administering the TDC Plan provided erroneous account information to
the Accounting Department for entering i]:_lto FIMS. This account information detailed the State
accounts from which the employee and employer contributions per the split' letter should be paid.
The Accounting Department subsequently corrected this error in FIMS once we brought this error
to their attention.

We recommend the CPRB comply with Chapter 18, Article 7B, Sections 9 and 10
of the West Virginia Code, as amended.
Agency’s Response

In reference to the one instance from FY 2003 which was mentioned in the report,
we agree that contributions were remitted from the wfang account. This was due to a clerical
error where one employee coded the remittance from account 2190 instead of 2191. Once this
error was identified by the legislative audit, it was corrected immediately,

Asof January 1, 2004, the following internal control procedures were implemented
to ensure clerical errors are ildentified and corrected immediately:

- Deposits and remittances (I-doc) are prepared by one staff member.

- Either the TDC Plan Manager or Plan Administrator review the deposits and
remittances and approve electronically via IRMA.

- The CPRB Accountant also reviews the deposits and remittances.
~ Monthly cash reconcillations are performed to ensure any errors not identified
previously are identified and corrected promptly.
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Employee Not Enrolled in TDC Plan Upon Hire

During our review of retirement contributions processed by the Board between July
1, 2002 and December 15, 2003, there was one instance totaling $1,204.11 where a participating
employer did not remit the employee and employer contributions on behalf of one plan participant
to the Board in a timely manner. Upon reviewing the documentation supporting this contribution
remittance, we noted the amount remitted by thiis participating employer reprwented the total amount
of employee and employer contributions which should have been remitted during the 2002-2003
academic year on behalf of an employee who was hired on August 20, 2002. Based on a letter from
the benefits coordmator for Morggn County Schools, this employee apparently was not enrolled in
the TDC Plan by the partlcrpatmg employer upon her hire. The fiscal year 2002-2003 salary for 200
days of employment by this employee was approximately $10,034.28. The total 12% refirement
contribution for this salary as remitted by Morgan County Schools to the Board amounted to
$1,204,11. i

Chapter 18, Article 7B, Section 9 of the West Virginia Code, as amended, states in

“Each employee who is a member of the defined contribution system
shall contribute four and one-half percent of his or her gross
compensation by salary reduction. Such salary reductions shall be
made by the employer at the normal payroll intervals and shall be
remitted within five working days to the private pension, insurance,
annuity, mutual fund, or other qualified compeny or companies
designated by the board to administer the day-to-day operations of the
system....”
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Also, Chapter 18, Article 7B, Section 10 of the West Virginia Code, as amended,
states in part, ‘ l
“Each partticipating employer shall annually make a contribution l
equal to seven and one-half percent of each member’s gross
compensation. The pro rata share of this amount shall be paid upon
cach date that a member contribution is made and shall be remitted i
as provided for in section mine [18-7B-9] of this article for credit to i
the member’s annuity account, Each participating employer has a
fiduciary duty to its employees to ensure that the employer l
contributions are timely made....” '
Additionally, Chapter 5, Article 10C, Section 4(d) of the West Virginia Code, as l
amended, states, '
“(d) The amount of emﬁloyee contributions picked up by the '
participating public employer shall be paid to the retirement system l
in the manner and form, and in the frequency required by the board
of trustees and shall be accompanied by supporting data that the board :
of trustees may prescribe. When paid to the retirement system, each l
of these amounts shall be credited to the deposit fund account of the
member for whom the contribution was picked up and paid by the '

participating public employer.”

Since this participant’s employer failed to properly enroll the participant in the TDC
Plan at the time of her hire, the participant was denied the opportunity to earn investment earnings
on the employee and employer contributions which her employer had a fiduciary responsibility under
the aforementioned Code sections to remit to the TDC Plan in a timely manner. We believe the
Board should prescribe procedures to be followed by all participating employers which would ensure
any employee newly hired by a participating employer is properly enrolled in the TDC Plan in a
timely manner.

We recommend the CPRB ensure participating employers comply with Chapter 18,

Article 7B, Sections 9 and 10 of the West Virginia Code, as amended, as well as Chapter 5, Article
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10C, Section 4{d) of the West Virginia Code, as amended, when enrolling newly hired employees
in the TDC Plan.
Aga@ykRgmdue

Per conversation wixh the Morgan County Treasurer on September 27, 2004, this
participant was not enirolled upot;}:ire due to human error. This participant had previously been
on the payroll as a substitute teacher When the participant became a ﬁdl—!ime employee, the
payroll department failed to remit retirement contributions. The error was discovered by the
payroll department and immediately remitted to the CPRB.

The CPRB has proposed a change to WVCSR §162-3-4.1 and §162-3-4.2 that
wmﬂdnmubeamumuﬂqmmMgaéphwwnmoﬁukannmwaqypgmumtdunﬁeIDCP%mtw
the 15th day following the endoﬁ&epayperiod:opayeamiugs lost on ﬂ?econtn'buﬁons at the
aaum%ﬂrmbqfnmnnasd&wﬁémiﬁwdwJhmmmwﬁDq%wdBﬁmﬂﬂﬂﬁﬁmnmuﬁ&ﬂmm
AdﬂﬂmudawundpnmaMnmhmimg

- performing annual Internal audits of selected participating employers, and

- educating payroll coordinators of participating employers through annual seminars
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INDEPENDENT AUDITORS’ OPINION
The Joint Commitiee on Government and Finance:

We have audited the statement of cash receipts, disbursements and changes in cash balances of the Teachers® Defined
Contribution Retirerment System as administered by the West Virginia Consolidated Public Retirement Board (the
“Board™) for the years ended June 30, 2004 and June 30, 2003. The financial statement is the responsibility of the
management of the West Virginia Consolidated Public Retirement Board. Our responsibility is to express an opinion
on the financial statement based on our audit,

Except as discussed in the following paragraph, we conducted our audit in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statement is free of material misstaternont. An audit includes
mmmng,onamhamamdmmmr@g&emmmmdmmmmtheﬁmmalm An audit also
includes assessing the accoumting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our andit provides a reasonable basis for our opinion.

The Board is maintaining excess cash in both the Member Contribution Account and Employers Contribution Accout
resulting in an overstated cash balance for cach account. These State accounts are utilized by the Board to deposit the
employee and employer contributions received from participating employers. Genemally, the excess cash being
mamﬁmedmaach%accomﬁmsﬂmrmhoftheBoardmtpmpmiyaﬂwaﬂngthe employee and employer
contributions recsived from participating employers on 2 consistent basis to the appropriate State account from the

inception of the TDC Plan im July 1991 through the present. Also, the Board not reconciling the FIMS records for cach’
State account to their deposit records prevented the tirely detection of these allocation errors. Currently, the Board’s-
internal auditor is researching the Board’s accounting records in an effort to identify the total amount of excess cash - -

being maintained in each State account. During our audit period, we were able to determine throngh WVFIMS a total
of $2,713,080.00 representing excess cash monies that was transferred by the Board to a cash liquidity account for the
year ended June 30, 2004. However, we were umble to verify the reasonableness of the amounts transferred to the cash
liquidity account since the Board has not fully identified the total amount of excess cash being maintained in theso
accounts.

In our opinion, except for the offect of such adjustments, if any, as might have been determined to be necessary had we
besn ablo to fully identify the total amount of excess cash being maintained in each State account, the financial statement
referred to above presents fairly, in all material respects, the revenues collected and expenses paid of the Teachers’
Defined Contribution Retirement System as administered by the Consolidated Public Retirement Board for the years
ended June 30, 2004 and June 30, 2003, on the basis of accounting described in Note A.

Om-mldrtwascondud:edforﬂ:epmposeoffomnganopmmnonthebamcﬁ:mcmlstatemmmkenasawhol& The
supplemental information is presented for the purpose of additional mm]ymsandlsnotarequuedpm-tofthebamc
financial statement. Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statement and, in our opinion, is fairly stated in al! material respects in relation to the basic financial statement
taken as a whole. .

Respectfully submiited,

%&’M
L. Shanklin, CPA, Director
Legislative Post Audit Division

August 20, 2004
Auditors: Ethelbert Scott, CPA, Supervisor
Neil M. McEachron, Jr., CPA, Auditor-in-Charge

William H, ], Spencer IlI, CPA
Brandy L. McNabb
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CONSOLIDATED PUBLIC RETIREMENT BOARD

WEST VIRGINIA TEACHERS' DEFINED CONTRIBUTION RETIREMENT SYSTEM

STATEMENT OF CASH RECEIPTS, DISBURSEMENTS
AND CHANGES IN CASH BALANCES

Year Ended June 30, 2004
Special Cash Liquidity Combined
Revenue Account Totals
Cash Receipts: .
Receipt of Employee and Employer Conm'buuons $84,323, 645 69 § 0.00 $84,323,645.69

Transfer from Member/Employers Contribution

2,713,000.00  2,713,000.00
0.00  747,717.29
0.00 36,637.75
0.00 3,058.71

'2,713,000.00 87,824,059.44

0.00 40,774,250.86
0.00 440,238.04
0.00  3,755,139.06
0.00 2,119,432.92
0.00 2,713,000.00

0.00 _ 795.725.00
0.00 _50,597.785.88

Account B 0.00
Forfeiture Monies Received from Invesiment Firms 747,717.29
Transfers from Teachers Reurement System 36,637.75
Miscellaneous 3.058.71
Total Cash Receipts ) 85,111,059.44

Disbursements:

Remittance of Contributions to Investment Firms ~ 40,774,250.86
Refunds of Retirement Confributions 440,238.04
Withdrawal from Retirement Funds 3,755,139.06
Transfers to Teachers Retirement System 2,119,432.92
Transfer to Cash Liquidity Account 2,713,000.00
Transfer of Admininstrative Fees to CPRB Expense

Account 795,725.00
Total Cash Disbursements 50.597.785.88
Cash Receipts Over Disbursements 34,513,273.56

Transfers to Third Party Administrator (Great-West) (39,317,196.57)

2,713,000.00 37,226,273.56
0.00 (39,317,196.57)

0.00 _ 6.467.674.87

Beginning Balance 6,467.674.87
Ending Balance - 3 1.663.751.86
See Notes to Financial Statement
-6 -
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Year Ended June 30, 2003
Cash Liquidity =~ Combined

Special
Revenue

$90,890,369.31

0.00
1,029,758.75
130,473.44
46,657.71
92,097,259.21

83,349,720.50
3,153,868.60
4,647,623.44
0.00

0.00

744.940.00
91.896.152.54

201,106.67
0.00

6,266,368.20

$ 6.467.674.87

Account Totals

$0.00 $90,890,369.31
0.00 0.00
0.00 1,029,758.75
0.00 130,473.44
0.00 46.657.71
0.00 92,097,259.21
0.00 83,349,720.50
0.00 3,153,868.60
0.00 4,647,623.44
0.00 0.00
0.00 0.00
0.00 744.940.00

_0.00 91,896.152.54
0.00 201,106.67
0.00 0.00
0.00 6.266.568.20

$0.00 $ 6.467.674.87
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CONSOLIDATED PUBLIC RETIREMENT BOARD
WEST VIRGINIA TEACHERS’ DEFINED CONTRIBUTION RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENT

Note A - Accounting Policy

Accounting Method: The cash basis of acconnting was followed for all accounts. Therefore, certain
revenues and the related assets are recognized when received rather than when earned and certain
expenses are recognized when paid rather than when the obligation is incurred. Accordingly, the
financial statement is not intended to present financial position and results of operations in
conformity with generally accepted accounting principles.

Combined Totals: The combined totals contain the totals of similar accounts. Since the cash receipts
of certain accounts are restricted by various laws, rules and regulations, the totaling of the accounts

is for memorandum purposes only and does not indicate that the combined totals are available in any
manner other than that provided by such laws, rules and regulations.

Note B - Investments

The following table details the account balance maintained with each investment fund option per the
agency’s records as of June 30, 2004 and 2003:

Year Ended June 30,

2004 2003
Investment Fund Option
Aggressive Profile $ 2,415,703.26 -0-
Moderate Profile 3,005,366.11 -0-
Conservative Profile 1,465,753.61 ~0-
American Funds Europacific A 1,491,697.21 ~0-
Columbia Small Cap Fund - Z 1,952,665.17 -0-
AIM Mid Cap Core Equity Fund 1,206,775.45 ~0-
American Funds Growth Fund A 79,089,824.15 -0-
American Funds Washington Mutual Investors A 48,090,386.73 34,502,256.35
Federated Max Cap Institutional 44,700,232.50 34,622,591.48
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Year Ended June 30
2004 2003
Investment Fund Option
Fidelity Advisor Growth Opportunities -0- 58,266,253.18
Franklin Income Fund - A 57,098,441.39 41,152,369.17
American Funds Bond Fund A 56,977,194.66 48,792,041.20
Valic Fixed Annuity Option 199,329,998.59 - 180,571,496.55
Vanguard Money Market Prime Portfolio 33.320,493.19 30,147,622.68
Total $530,144.532.00  $426,054.630.61

Note € - Pending Litigation

During the audit period, the Board contracted with a new third party administrator (Great-West Life
and Annuity Insurance Company). At the same time, the Board added through a competitive bidding
process three new investment find options and one replacement investment fund option from which
plan participants could choose to invest their retirement contributions. Based on each investment
fund option selection, the Purchasing Division issued a purchase order on behalf of the Board with
each of the investment firms who would be providing the brokerage-services for each investment
fund option. However, the Board decided to utilize Great-West’s broker/dealer affiliate, GWFS
Equities, Inc., to provide the brokerage services for these investment fund options rather than the
investment firms properly awarded the contract for these investment fund options through the
competitive bid process. Once this decision was made by the Board, the Board cancelled the
purchase order issted to each investment firm by the Purchasing Division.

In April 2004, Wachovia Securities (formerly Prudential Securities) filed a law suit with the
Kanawha County Circuit Court against the Board alleging breach of contract by the Board when the
Board assigned the responsibility for providing brokerage services for two of the newly added
investment funds (Growth Fund of America and Euro Pacific Growth) to Great-West rather than
awarding the brokerage services to Wachovia Securities under the Purchase Order issued by the
Purchasing Division. Currently, this matter is still pending before the Circuit Court. The
management of the CPRB believes the Board’s position is very strong and that the eventual
resolution of the matter will produce a favorable outcome for the Board. However, if this matter _
results in an unfavorable cutcome for the Board, then management estimates the maximum amount
of damages which may be assessed against the Board to be approximately $300,000.
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CONSOLIDATED PUBLIC RETIREMENT BOARD
WEST VIRGINIA TEACHERS' DEFINED CONTRIBUTION RETIREMENT SYSTEM
STATEMENT OF CASH RECEIPTS, DISBURSEMENTS
AND CHANGE IN CASH BALANCE

SPECIAL REVENUE

Year Ended June 30,
2004 2003
Member Contribution Account ~Account 2190-099/640
Cash Receipts:
Member Contributions $31,810,840.13  $34,713,484.76
Less: Refunds 291,778.31 1.230.535.22
' " 31,519,061.82  33,482,949.54
Transfer from TRS 36,637.75 130,473.44
Miscellaneous 3012.34 26.178.98
31,558,711.91  33,639,601.96
Disbursements:
Remittance of Confributions to Investment Firns 14,493,237.96  31,447,216.42
Withdrawal from Retirement Funds 2,548,352.89 2,876,900.08
Transfer to Cash Liquidity Account 955.,000.00 0.00
17.996.590.85 _34,324.116.50
Cash Receipts Over/(Under) Disbursements 13,562,121.06 (684,514.54)
Transfers to Third Party Administrator (Great-West) (14,775,046.12) 0.00
Beginning Balance 1,368.156.47 2,052,671.01
Ending Balance 3 15523141 § 1.368.156.47
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CONSOLIDATED PUBLIC RETIREMENT BOARD

WEST VIRGINIA TEACHERS' DEFINED CONTRIBUTION RETIREMENT SYSTEM

STATEMENT OF CASH RECEIPTS, DISBURSEMENTS

AND CHANGE IN CASH BALANCE

SPECIAL REVENUE

Emploeyers Contribution Account - Account 2191-099/640

Cash Receipts:
Employer Contributions
Less: Refunds

Transfer of School Aid Monies from Dept. of Education
Miscellaneous

Disbursements:
Remittance of Contributions to Investment Firms
Withdrawal from Retirement Funds
Transfer to TRS
Transfer to Cash Liquidity Account
Transfer of Administrative Fees to CPRB Expense Acct,

Cash Receipts Over Disbursements

Transt;ers to Third Party Administrator (G@-West)
Beginning Balance

Ending Balance |

\'68"

Year Ended June 30,

2004 2003
$18,734,462.08  $27,343,471.77
148,459.73 1.923,333,38
18,586,002.35 25,420,138.39
34,364,862.88 29,683,585.59
46.37 20.478.73
52,950,911.60 55,124,202.71
26,281,012.90 51,902,504.08
1,206,786.17 1,770,723.36
2,119,432.92 0.00
1,758,000.00 0.00
795,725.00 744.940.00
32,160.956.99 54,418.167.44
20,789,954.61 706,035.27
(24,476,934.36) 0.00
4.728.389.26 4,022,353.99
$ 104140951 § 4.728.389.26



CONSOLIDATED PUBLIC RETTIREMENT BOARD
WEST VIRGINIA TEACHERS' DEFINED CONTRIBUTION RETIREMENT SYSTEM
STATEMENT OF CASH RECEIPTS, DISBURSEMENTS

AND CHANGE IN CASH BALANCE

SPECIAL REVENUE
Year Ended June 30
2004 2003
Suspension Account - Account 2192-099/640
Cash Receipts: -

Forfeiture Monies Received from Investment Firms $747,717.29 $1,029,758.75
Disbursements:

Transfers to Employers Contribution Account 586,519.40 850,172.81
Cash Receipts Over Disbursements 161,197.89 179,585.94
Transfers to Third Party Administrator (Great-West) {65,216.09) 0.00
Beginning Balance 371.129.14 191.543.20
Ending Balance $467.11094 § 371.129.14

-
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CONSOLIDATED PUBLIC RETIREMENT BOARD
WEST VIRGINIA TEACHERS' DEFINED CONTRIBUTION RETIREMENT SYSTEM

STATEMENTS OF CASH RECEIPTS AND DISBURSEMENTS

LOCAL ACCOUNTS
) Year Ended June 30,
20 ' 2003
Accoun )
Beginning Balance $ 0.00 $0.00
Cash Receipls 38,799.632.74 - 0.00
TOTAL CASH TO ACCOUNT FOR 8.799.632.74 $0.00
Cash Disbursements .+ $37,582,870.38 $0.00
Ending Balance S 1216762.36 0,00

TOTAL CASH ACCOUNTED FOR $38.799.632.74 $0.00
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STATE OF WEST VIRGINIA

-.'1

OFFICE OF THE LEGISLATIVE AUDITOR, TO WIT:

o

-

I, Thedford L. Shanklin, CPA, Director of the Legislative Post Audit Division, do
hereby ceriify that the report appended hereto was made under my direction and supervision, under
the provisions of the West Virginia Code, Chapter 4, Article 2, as amended, and that the same isa

true and correct copy of said report.

Givenlmdermyhandthij [0£h  dayof Uzéfaéﬁ 2004,
[ Uedfordd X il

Thedford L. Shanklin, CPA, Director
Legislative Post Audit Division

Copy forwarded to the Secretary of the Department of Administration to be filed as
apublic record. Copies forwarded to the Consolidated Public Retirement Board; Governor; Attorney

General; State Auditor; and, Director of Finance Division, Department of Administration.
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