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AGENDA

A SPECIAL MEETING OF THE JOINT ORGANIZATIONAL
GOVERNANCE COMMITTEE AND BOARD OF RETIREMENT
AND BOARD OF INVESTMENTS*

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION

300 NORTH LAKE AVENUE, SUITE 810, PASADENA, CALIFORNIA 91101
2:00 P.M. TUESDAY, OCTOBER 27, 2020

This meeting will be conducted by the Board of Retirement and Board of
Investments by teleconference under the Governor’s Executive Order No. N-29-20.

Any person may view the meeting online at
https://members.lacera.com/Impublic/live_stream.xhtml.

The Boards may take action on any item on the agenda,
and agenda items may be taken out of order.

I. CALL TO ORDER

Il.  APPROVAL OF MINUTES

A.  Approval of the Minutes of the Joint Organizational Governance
Committee of April 29, 2020

I1l. PUBLIC COMMENT
(*You may submit written public comments by email to PublicComment@Iacera.com.

Please include the agenda number and meeting date in your correspondence.
Correspondence will be made part of the official record of the meeting. Please submit your
written public comments or documentation as soon as possible and up to the close of the
meeting.

You may also request to address the Boards. A request to speak must be submitted via email
to PublicComment@lacera.com no later than 5:00 p.m. the day before the scheduled
meeting. Please include your contact information, agenda item, and meeting date so that
we may contact you with information and instructions as to how to access the Board meeting
as a speaker.)


https://members.lacera.com/lmpublic/live_stream.xhtml
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IV. REPORTS

A.  For discussion purposes as submitted by Santos H. Kreimann, Chief
Executive Officer and Steven P. Rice, Chief Counsel, regarding the
Review of Mosaic Education Policy Recommendations.

(Memo dated October 20, 2020)

B.  For discussion purposes as submitted by Steven P. Rice, Chief Counsel,
regarding Live Broadcasting and Online Archiving of Board and
Committee Meetings. (Memo dated October 21, 2020)

V. ITEMS FOR STAFF REVIEW
VI. GOOD OF THE ORDER

VIl. ADJOURNMENT

*The Board of Retirement and Board of Investments have each adopted a policy permitting any
member of the Board to attend a standing committee meeting open to the public. In the event
five (5) or more members of the Board of Retirement or the Board of Investments (including
members appointed to the Committee) are in attendance, the meeting shall constitute a joint
meeting of the Committee and the Board or Boards for which a quorum is present. Members of
the Board of Retirement and Board of Investments who are not members of the Committee may
attend and participate in a meeting of the Committee but may not vote on any matter discussed
at the meeting. The only action the Committee may take at the meeting is approval of a
recommendation to take further action at subsequent meetings of the Board of Retirement and
Board of Investments.

Documents subject to public disclosure that relate to an agenda item for an open session of the
Committee that are distributed to members of the Committee less than 72 hours prior to the
meeting will be available for public inspection at the time they are distributed to a majority of the
Committee members at LACERA'’s offices at 300 N. Lake Avenue, Suite 820, Pasadena, CA
91101, during normal business hours of 9:00 a.m. to 5:00 p.m., Monday through Friday.

**Requests for reasonable modification or accommodation of the telephone public access and
Public Comments procedures stated in this agenda from individuals with disabilities, consistent
with the Americans with Disabilities Act of 1990, may call the Board Offices at (626) 564-6000,
Ext. 4401/4402 from 8:30 a.m. to 5:00 p.m. Monday through Friday or email
PublicComment@Iacera.com, but no later than 48 hours prior to the time the meeting is to
commence.
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MINUTES OF A SPECIAL MEETING OF THE OF THE

JOINT ORGANIZATIONAL GOVERNANCE COMMITTEE
AND BOARD OF RETIREMENT AND BOARD OF INVESTMENTS*
LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION

300 NORTH LAKE AVENUE, SUITE 810, PASADENA, CALIFORNIA 91101
9:00 A.M., WEDNESDAY, APRIL 29, 2020

**This meeting was conducted by teleconference pursuant to the Governor’s
Executive Order N-29-20.

PRESENT: Thomas Walsh, Chair
Keith Knox, Vice Chair
Vivian Gray
David Green
JP Harris
Shawn Kehoe
David Muir

Herman Santos

MEMBERS AT LARGE:

Alan Bernstein
Wayne Moore
Ronald Okum

Gina Sanchez
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STAFF ADVISORS AND PARTICIPANTS

Santos H. Kreimann, Chief Executive Officer

JJ Popowich, Assistant Chief Executive Officer
Steven P. Rice, Chief Counsel

Jon Grabel, Chief Investments Officer

Kimberly Hines, Admin Services Division Manager
James Brekk, Chief Information Officer

Kaelyn Ung, Budget Analyst

Cassandra Smith, Retiree Healthcare Director

I. CALL TO ORDER
The meeting was called to order by Mr. Green at 9:00 a.m., in the Board
Room of Gateway Plaza.

[I. ELECTION OF OFFICERS
(Election of Chair and Vice Chair)

A.  Chair of the Joint Organizational Governance Committee

Mr. Walsh was nominated to the position of Chair of the Joint Organizational
Governance Committee by Ms. Gray.

Hearing no other nominations, the Committee elected Mr. Walsh as Chair of
the Joint Organizational Governance Committee without objection.

B.  Vice Chair of the Joint Organizational Governance Committee

Mr. Knox was nominated to the position of Vice Chair of the Joint

Organizational Governance Committee by Mr. Green.



April 29, 2020
Page 3

II. ELECTION OF OFFICERS (Continued)
(Election of Chair and Vice Chair)

Hearing no other nominations, the Committee elected Mr. Knox as Vice
Chair of the Joint Organizational Governance Committee without objection.

1. APPROVAL OF MINUTES

A.  Approval of the Minutes of the Joint Organizational Governance
Committee of November 6, 2019

Mr. Green made a motion, Mr. Santos
seconded, to approve the minutes of the
Special Meeting of November 6, 2019.
The motion passed unanimously (roll
call) with Messrs. Green, Harris,
Kehoe, Knox, Muir, Santos, Walsh and
Ms. Gray voting yes.

IV. PUBLIC COMMENT

There were no requests from the public to speak.
V. NON-CONSENT ITEMS

A.  Recommendation as submitted by Kimberly D. Hines, Division
Manager, Administrative Services: That the Committee review and
discuss the FY 2020-2021 Preliminary Budgets.

(Memo dated April 20, 2020)
(Supplemental Memo dated April 23, 2020)

Messrs. Kreimann, Popowich and Ms. Hines provided a presentation and
answered questions from the Board.
Mr. Kehoe made a motion, Mr. Harris

seconded, to approve staff
recommendation with the following



April 29, 2020
Page 4

V. NON-CONSENT ITEMS (Continued)

changes: (1) Remove the suspension of
457(b) and 401(k) LACERA Matching
Fund Contribution and (2) modify the
Board of Retirement and Board of
Investments, Education Transportation,
Travel and Educational Expenses to
reflect the Board of Retirement budget
to $154,000 and the Board of
Investment budget to $250,000. The
motion passed unanimously (roll call)
with Messrs. Green, Harris, Kehoe,
Knox, Muir, Santos, Walsh and Ms.
Gray voting yes.

B. Recommendation as submitted by Steven P. Rice, Chief Counsel: That
the Committee recommend the proposed revised Fiduciary Counsel
Policy to the Boards for adoption. (Memo dated April 21, 2020)

Mr. Rice was present and answered questions from the Board.

Without objection, this item was
received and filed.

C. Recommendation as submitted by Steven P. Rice, Chief Counsel: That
the Committee recommend that the Board of Retirement and Board of
Investments approve issuance of the Request for Proposals for Fiduciary
Counsel Legal Services. (Memo dated April 21, 2020)

Mr. Rice was present and answered questions from the Board.

Mr. Santos made a motion, Mr. Muir
seconded, to approve the
recommendation, including additional
diversity language. The motion passed
unanimously (roll call) with Messrs.
Green, Harris, Kehoe, Knox, Muir,
Santos and Walsh and Ms. Gray voting
yes.
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VI.

NON-CONSENT ITEMS (Continued)

D. Recommendation as submitted by Steven P. Rice, Chief Counsel: That

the Committee recommend that

the Board of Retirement and Board of

Investments approve issuance of the Request for Proposals for Media and
Public Relations Consultant. (Memo dated April 23, 2020)

Mr. Rice was present and answered questions from the Board.

Mr. Green made a motion, Mr. Santos
seconded, to approve the
recommendation. The motion passed
unanimously (roll call) with Messrs.
Green, Harris, Kehoe, Knox, Muir,
Santos, Walsh and Ms. Gray voting yes.

E. Recommendation as submitted by Steven P. Rice, Chief Counsel: That
the committee recommend that the Board of Retirement revise its
Charter and the Board of Investments revise its Charter to recognize and

align the ability of the Chair

of each Board to make meeting date

changes in the event of a declared state of emergency or governmental

directive or when there is a natu

ral disaster or other extraordinary

circumstances that prevent LACERA from safely or prudently
conducting regular operations. (Memo dated April 22, 2020)

Mr. Rice was present and answered questions from the Board.

Mr. Muir made a motion, Ms. Gray
seconded, to approve the
recommendation, with revision of
Section 4.1.3 in each Charter to delete
use of the word “prudently” and add a
reference to a state of emergency by the
City of Pasadena. The motion passed
unanimously (roll call) with Messrs.
Green, Harris, Kehoe, Knox, Muir,
Santos, Walsh and Ms. Gray voting yes.
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VI. REPORTS
A.  For Information Only as submitted by Kimberly D. Hines, Division
Manager, Administrative Services, regarding the FY 2018-2019 Final
Budget Control Report. (Memo dated April 20, 2020)
Ms. Hines was present to answer questions from the Committee.
VIl. ITEMS FOR STAFF REVIEW
There were no items for review.
VIIl. GOOD OF THE ORDER
There were no items to report.
IX. ADJOURNMENT

There being no further business to come before the Committee, the meeting

was adjourned at 11:40 a.m.
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October 20, 2020

TO: Each Trustee,
Joint Organizational Governance Committee
4
FROM: Santos H. Kreimaré

Chief Executive Officer

Steven P. Rice gf&
Chief Counsel

FOR: October 27, 2020 Joint Organizational Governance Committee Meeting
SUBJECT: Review of Mosaic Education Policy Recommendations

At the September 30, 2020 joint meeting of the Board of Retirement and Board of
Investments, the Boards voted to refer the Mosaic Governance Advisors, LLC Review of
Education and Travel Policy, Expenses, and Practices Summary Report to the Joint
Organizational Governance Committee (JOGC) for further consideration. At the
October 27, 2020 JOGC meeting, staff will present the education-related
recommendations of the Mosaic Report as well as the June 2019 Internal Audit report for
the committee's consideration and direction.

To facilitate that discussion, attached are:

1. Review of Mosaic Education Policy Recommendations

2. Mosaic Report

3. June 20, 2019 Internal Audit Division Report on Board and Staff Education &
Travel Audit

4. Current Education and Travel Policy

Attachments
C: Jonathan Grabel
JJ Popowich

Ted Granger
Richard Bendall
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Review of Mosaic
Education Policy
Recommendations

Joint Organizational Governance Committee Meeting
October 27,2020




Meeting Plan to Address Mosaic Report
Recommendations

A_
Review all 49 recommendationsin Mosaic Report:

» Education Policy issues (25) — direction provided by the JOGC today.

» Travel Policyissues (24) — presented at the November17th JOGC
meeting.

JOGC comments will be incorporated into a revised Education Policy:
» Draft Education Policy presented at the November 17th JOGC
meeting.

» Discussed foradoptionata joint Board meeting on December 16t

These meetings will also address the recommendations in the June 2019
Internal Audit report and the November 2019 County audit report, most of

which aretravel-related. Onelnternal Audit education recommendation will
be discussed today.



Mosaic Gonclusion & Challenge

“LACERA has not adopted recognized best
practicesin the governance of education
programs, such as new Trustee orientation, having
a curriculum and competencies,and annual
education self-assessments.”




Goal of This Review

To bring LACERA's Education Policy into greater
alignmentwith best practices and meet the
recommendations of the Mosaic and Internal

Audit reports without compromising the ability to
support the Trustees' unique needs in the
performance of their fiduciary duty.



Principles-Based Education Policy

- Mosaic
.— -
aws Recommendation

2.1* - Create a
standalone principles-
based Board
education policy. The
Education Policy
should be separate
from the Travel Policy.

*Numbersthroughout this
presentation follow the
recommendation numbersin
the Mosaic report.

®o Management
m Response

2.1 - Management
agrees. A policy based
on principles will
identify the beliefs
that support the need
for education, align
with fiduciary duty,
express the goals to be
achieved through
education, and state
the framework within
which education is
sought, provided, and
reported.

A—

Current Policy

r

I'®

2.1-The current policy is
rules-based. It is highly
prescriptive. It includes a
Statement of Purpose,
but it does not contain
beliefs or an overall
framework for Trustee
education.



Separate Board & Staff Education Policies A E—

- Mosaic m Management i Current Policy
aws Recommendation Response =F

2.2 - Remove staff 2.2 - Management 2.2 - The current policy
policy provisions from agrees that staff gives control of staff
the Boards' Policy and education is an education to the CEO
create a separate administrative matter for  gnd ClO, but it still
policy applicable to the CEO, and the CIO for addresses various
staff, under the investment staff. Staff aspects of staff
direction and education should be education and travel at
enforcement of the addressed separately length.

CEO. from the Board Policy.



Policy Structure

- Mosaic
.— -
aws Recommendation

2.3 — Revise Policy to
include these elements:

*Statement of Purpose
*Definition of Covered Persons
*Principles

*Education Requirements
*Qualifying Education
*New Trustee Onboarding
*Continuing Education
Limitations

*Mentoring

*Monitoring and Reporting
*Approval Process
*Trustee Responsibilitiesin
Development of Education

*Coordination with Other Policies

*Policy Review Cycle

®o Management
m Response
2.3 - Management
agrees that Mosaic'’s
recommendation
provides a sound and
comprehensive overall
structure for Trustee
education, while
allowing Trustees to
pursue individual areas
of interest. The policy
needs to be restated
and enhanced to
comply with the Mosaic
recommendation.

r

Current Policy

I'®

2.3 - Current policy
partially addresses only
some of the proposed
elements.



Education Subject Matters —

oa  Mosaic m Management 211 Current Policy
aws Recommendation Response =F
2.4 - Establish a 2.4/39 - Management 2.4/3.9 - Current policy
curriculum that defines agrees. California law does not address this
education requirements, requires Trustee issue. LACERA currently
including core education in ten areas. has a separate policy that
competencies, specific (Gov't Code § 31522.8)) states the statutory
to the Trustees and LACERA does not requirement, but it is not
current/future strategy. currently track subject integrated with the
. . compliance. These Education Policy. The

3.9 - Align education areas are the foundation separate current policies
opportunities with the for other education, should be joined in a
competencies needed to which can occur single policy document.
carry out the full span of simultaneously based
governance and on Trustee interests.

LACERA's strategic plan. g



Planning & Assessment

- Mosaic
.— -
aws Recommendation

2.5/212 - Require
planning practices, such
as the use of individual
development plans and
annual Trustee
educational self-
assessment, to create
better alignment and
cost-effectiveness.

3.3 - Develop a skills
matrix for use in Board
and Trustee education
and development.

®o Management
m Response
2.5/212/3.3 -

Management supports
this recommendation as
a tool to enhance each
Trustee's educational
experiences and
cohesiveness over time.
Assessment is not a test;
it refers to an annual
personal self-evaluation
to identify additional
education desired by
the Trustee.

[

& i Current Policy

2.5/212/3.3 - The current
policy does not require
planning or self-
assessment; there are no
documented plans or
assessments.



Approval Process

- Mosaic
.— -
aws Recommendation

2.6 - Enhance the
approval process,
including the quality of
the data provided to
inform the Boards'
decisions, and the
continued effectiveness
of the consent agenda.

®o Management
m Response
2.6 - Management
supports CEO approval
of Trustee education,
subject to the
standards in the new
policy, including
enhanced Board
reports and metrics.
Trustees can take an
educational
opportunity to their
Board if there is a
dispute.

A—

Current Policy

r

I'®

2.6 - The current policy
includes pre-approval of
certain education, with
Board approval required
for other education,
including international
conferences. The Mosaic
recommendation and
mManagement approach
will reduce the
administrative burden
on the Boards.

10



Pre-Approved and Available Conferences A E—

- Mosaic
.— -
aws Recommendation

2.7 - Evaluate the pre-
approved and monthly
up-to-date conferences
list and be more
selective in the use of
those sponsored by for-
profit entities.

®o Management
m Response
2.7 - Management
proposes that the
CEO will maintain and
update the pre-
approved conferences
list. The CEO will also
Mmaintain a current list
of other available
conferences,

organized by subject
matter.

[

531 Current Policy

2.7 - The current
policy includes the
pre-approved list,
requiring that the full
policy be revised by
joint Board action to
make changes.
Available courses are
monitored informally.

11



Boardroom Education

- Mosaic
.— -
aws Recommendation

2.8 - Establish
appropriate target for in-
house and externally
provided education.

2.9 - Require in each
Board consultant’s
contractual scope of
work a requirement to
provide Board education
and implement a process
to utilize and enforce this
requirement.

®o Management
m Response

2.8/2.9 - Management
supports an increased
focus on providing
quality education for
Trustees in the
boardroom from staff,
consultants, and other
external providers,

including MCLE credit.

LACERA is renewing
its MCLE certification
to provide credit for in
house education.

A—

r

Current Policy

I'®

2.8/2.9 - The current
policy does not address
this issue.

12



New Trustee Orientation

- Mosaic
.— -
aws Recommendation

2.10 - Refresh, formalize,
and stabilize the delivery
of a new Trustee
orientation; develop a
broader Trustee
onboarding program in
collaboration with staff.

3.11 - Ensure the
onboarding experience for
any new Trustee is
appropriately aligned to
the full set of Board
responsibilities and
strategic plan.

®o Management

m Response
2.10/311 - Management
intends to implement a
new Trustee
orientation program
with this year's
incoming Trustees,
which will provide a
baseline upon which to
continue to develop
enhanced orientation.
Management agrees
that this requirement
should be included in
the Education Policy.

[

& i Current Policy

2.10/311 - The current
policy provides external
course prerequisites for
certain types of travel.
The current policy does
not address internal
Trustee orientation.

13



Post-Conference Evaluations

- Mosaic
.— -
aws Recommendation

2.11 - Adopt post-
conference evaluation
practices, including a
requirement for post-
conference evaluations,
uploading the
completed evaluations
to the Boards' online
portal, and sharing
conference materials
received with the
Boards and the CEO.

®o Management
m Response
2.11 - Management
supports this
recommendation to
enhance the Trustees'
educational experience
and share knowledge,
both about course
content and the quality
of different providers.
Management will also
solicit feedback from

new Trustees on the
orientation program.

r

Current Policy

I'®

211 - The current policy
encourages course
reports, but they are not
required. In practice,
few reports are made.

14



Board Education Reports & Metrics

- Mosaic
.— -
aws Recommendation

3.2 - Modify the reports
provided to the Boards
and the public to set
better context about
LACERA's board size and
legal education
requirements.

®o Management
m Response

3.2 - Management
agrees that quarterly
Board reports should
provide more
meaningful insight into
Trustee education, with
metrics and other
information (separate
from travel expense), to
assist the Boards in their
oversight of education in
compliance with subject
matter requirements.

A—

Current Policy

r

I'®

3.2 - The current policy
requires a monthly
report of conferences
and meetings
attended, which is of
limited value as a
monitoring tool.

15



Policy Review Cycle A E—

° i @ A .
P Mosaic _ m Management 2 i CurrentPolicy
=w= Recommendation Response = E
1.7 - Adopt a triennial 1.7 - Management agrees 1.7 - The current policy
review cycle for the that a triennial review provides for review
Education and Travel cycle in appropriate. The annually or as needed.

Policy. frequent policy reviews
and changes in the past
have led to complexity
and confusion in
enforcement and
consumed a significant
amount of joint Board
time.

16



Internal Audit (I1A) Report Education-Related

Recommendations

2= IA Recommendations

10.a - Review Clapman
Report's policy template.

10.b - Consider an
organization-wide
educational strategy,
incorporating a Trustee
self-assessment.

10.c - Consider working
with LACERA's Training
Coordinator to develop
education plans, monitor
needs, and maintain and
evaluate conference list.

®o Management
m Response

10.a - The Mosaic report
includes the Clapman
recommendations,
which management
supports.

10.b - Management
supports an
organizational
education strategy and

Trustee self-assessment.

10.c - Management will
evaluate the best
method of staff support
for Trustee education.

A—

Current Policy

r

I'®

10.a,b, c - The current
policy does not address
these recommendations.

17



Mosaic Governance Recommendations in the
Context of Education and Travel (1 of 3)

A

Mosaic noted the connection of Board governance with educationand travel.
Mosaic's report include recommendationsin this area. Insofar asthey may
affect the drafting of the new Education Policy or other staff efforts, staff
requests the JOGC's comments and direction:

Span of Governance

3.4 Evaluate LACERA's Committee responsibilities to ensure the full span of
governanceis appropriately addressed.

3.5 Explore additional governance changes to make the dual-board

structure more effective, efficient, and clear.

3.6 Develop a clear long-term understanding as to the role of the JOGC.

3.7 Attain a consensusview on LACERA's span of governance, the
responsibilities of the Boards, and how they are fulfilled across the two

Boards, the Committees,and the JOGC. 18



Mosaic Governance Recommendations in the
Context of Education and Travel (2 of 3)

A

3.8 Create one future vision for the organization, its priorities, goals, and
success metrics, and maintain one organizational strategic plan.

3.10 Amend election packets and documentation provided to the
appointingauthority to ensure that the span of governance, in light of the
dual-board structure, is clearly communicated to those interested in future
Board service.

Span of Governance (cont’d)

Governance Decision-Making Model

3.12 Evaluate LACERA'sgovernance decision-making model, in light ofthe
organization's evolution, to determine where adjustments are needed to
best align expertise and decision-making.

19



Mosaic Governance Recommendations in the
Context of Education and Travel (3 of 3)

A

3.13 Adopt a formal practice of Board, Committee, and individual Trustee
self-evaluation, tailoring the practice to align with the Boards' comfort
level.

3.14 Seek solutionsto create an environment conducive to ongoing,
comprehensive Board, Committee, and individual Trustee self-evaluations.

Board, Committee, and Trustee Effectiveness

20



and prepare a draft Education Policy for review at the
November 17th committee meeting.

Next Steps .
Staff will take the input revised from the JOGC today .
I 21




Queﬁions? >




Attachment 2
Mosaic Report



Governance Advisors

\ \ AR
"YHEE A
4

Review of Education and Travel Policy,
Expenses, and Practices
Summary Report

Los Angeles County Employees Retirement Association

September 15, 2020
Mosaic Governance Advisors, LLC | Westminster, CO
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Executive Summary

In October 2019, the Board of Retirement (“BOR”) of the Los Angeles County Employees
Retirement Association (“LACERA”) retained Mosaic Governance Advisors, LLC (“Mosaic”)
to review its Education and Travel Policy (“Policy”), practices, and expenses. The BOR was
seeking an evaluation of Policy compliance. At the same time, it, along with the Board of
Investments (“BOI”), collectively, the “Boards,” was interested in proactively evaluating
LACERA'’s practices in light of peers and identifying potential changes to consider in the
spirit of continuous improvement. This included the broader governance elements that may
be impacting education and travel.

This report (“Report”) sets forth our findings, analysis, conclusions, and recommendations.
Conclusions

LACERA is attempting to position itself as an active influencer among peers, not just within
the United States but globally. Its Boards are comprised of members (“Trustees” or “Board
members”) who believe they are taking their fiduciary responsibility seriously and are
incurring travel expenses because they believe external education is necessary to
effectively fulfill their role as fiduciaries.

Notwithstanding Trustees’ perceptions, LACERA has been criticized for the cost and lack of
effective oversight of its Trustee education and travel. Both topics merit attention and are
addressed within this Report. The more significant issue we found and addressed is that
LACERA'’s education and travel lack organizational alignment. Rather, it is being driven by
the perceived needs of each individual Trustee versus being directed by a consensus view
on the span of governance, the future vision for the organization, and a correlating set of
Trustee competencies.

Our Report presents 49 specific recommendations across the scope of work to support our
conclusions as follows in four areas:

1. Education and Travel Expenses Review

a. We conclude that expense reporting is reasonably accurate on the whole,
and the significant majority of expenses reviewed were in compliance with
the provisions of the Policy.

b. Considerable effort is being expended to ensure Policy compliance;
however, the materiality threshold at which processing staff is scrutinizing
travel expenditures is exceptionally conservative; more modifications are
being made to staff traveler expense reports than Trustee expense reports.

c. There are cultural issues arising from travel practices that are creating
pressure points within the organization and negatively impacting morale.

d. The reporting and monitoring provided at the Board-level are overly detailed
and not useful in identifying trends to support proper oversight.

Mosaic Governance Advisors, LLC 3|Page
© 2020



e. The processes and infrastructure used to support education and travel are
insufficient and merit attention. They lack the staffing resources, data
connectivity, and technology capabilities to support an environment of strong
internal controls.

2. Comparison of LACERA Policy and Practices to Peers

a. LACERA'’s Policy is more prescriptive and travel-focused than that of peers;
the review cycle occurs too frequently, introducing risk in awareness,
implementation, and enforcement of the Policy.

b. The Boards’ use of the consent agenda is not an effective mechanism for
approval of education and travel matters.

c. LACERA has not adopted recognized best practices in the governance of
education programs, such as new Trustee orientation, having a curriculum
and competencies, and annual education self-assessments.

d. The current practices around budgeting for education and travel, and
monitoring actual expenses against the budget are not effective and warrant
revision.

3. Governance Factors Contributing to Trustee Education and Travel Practices

a. Broader aspects of LACERA’s governance structure and practices are
increasing cost, creating complexity, and producing misalignment of Trustee
education with the responsibilities and competencies needed to meet
organizational needs.

4. A Path Forward

a. Opportunities exist to improve broader governance practices, which will, in
turn, result in better alignment of education and travel practices.

b. Taking a holistic approach such as that depicted within this Report couches
Board and staff education and travel within a cohesive framework of Board
direction and checks and balances.

We encourage the Boards and staff to review our recommendations together with the
context and observations presented in this Report and determine whether to accept (in
whole or part) or reject each recommendation.
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Recommendations

A complete list of the Report recommendations appears on the following pages for the
Boards and staff to collaboratively address. For each recommendation, we suggest that the
Boards determine whether to disagree or agree with the recommendation in whole or in
part, and for those where there is an agreement, the priority to place on implementation.

Number | Recommendation
Education and Travel Expenses Review

1.1 Address the cultural issues arising from travel practices that are impacting morale
through the Boards and staff working collaboratively on implementing the
recommendations in this Report.

1.2 Implement annual traveler attestation in respect of compliance with LACERA’s
Travel Policy and Conflict of Interest Policy/Guidelines, as well as with Section II.
General Ethical Standards, in the Code of Ethical Conduct.

1.3 Hire temporary contract staff in Accounting to establish proper internal controls and
mitigate operational risk related to processing accounting transactions for travel
occurrences until a permanent alternative solution can be found or sufficient
permanent staff can be hired.

1.4 Approve funds for a comprehensive evaluation of all of LACERA’s systems that
support education and travel activities to establish proper data continuity, provide
efficiency in record-keeping and reporting, and strengthen internal controls.

15 Adopt a principles-based Policy which is approved by the Board. Maintain underlying
procedures that are approved, maintained by, and enforced for Trustees and staff
under the delegation of the CEO.

1.6 Research the use of travel agencies for making all travel arrangements to eliminate
possible interpretive and procedural errors by travelers.

1.7 Adopt a triennial review cycle for the Education and Travel Policy.

1.8 Upon Policy amendment, compel training for all individuals that are subject to or
interact with the Policy.

1.9 Require that the CEQ’s expense reports be approved by the BOR Chair.

1.10 Direct Trustee questions of Policy interpretation to the CEO.

1.11 Conduct an analysis of whether actual meal and incidental expenses or a per diem
method would be most appropriate and adopt one of these methods as a procedure
for processing meal and incidental expenses.

1.12 Adopt procedures that minimize the time spent on the issue of reimbursing travelers
for meals paid for and consumed when meals are otherwise provided.

1.13 Adopt a consistent approach to reimbursing expenses incurred in a foreign currency.

1.14 Require appropriate signature approval by the traveler seeking reimbursement for
expense reports prepared on their behalf.
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Number

Recommendation

1.15 Provide trend analytics and exception-based reports on travel expenditures in
monthly and quarterly reports, as well as other analytics the Boards may deem
useful, with the detail available upon request.

1.16 Ensure that there is consistency in expense documentation provided across all
travelers.

1.17 Conduct periodic processing reviews to ensure that scrutiny and enforcement are
equally applied across both Board and staff expenses.

Comparison of LACERA Policy and Practices to Peers
Education Policy

2.1 Create a standalone principles-based Board education policy. The Education Policy
should be separate from the Travel Policy.

2.2 Remove staff policy provisions from the Boards’ Policy and create a separate policy
applicable to staff, under the direction and enforcement of the CEO.

2.3 Amend the Policy to incorporate the recommended policy elements (See pages 25-
29).

Education Practices

24 Establish a curriculum that defines the education and training requirements,
including core competencies, specific to the needs of LACERA Trustees and the
organization’s current and future strategy.

2.5 Require planning practices, such as the use of individual development plans and
annual trustee educational self-assessment, to create better alignment and cost-
effectiveness.

2.6 Enhance the approval process, including the quality of the data provided to inform
the Boards’ decisions, and the continued effectiveness of the consent agenda.

2.7 Evaluate the pre-approved and monthly up-to-date conferences list and be more
selective in the use of those sponsored by for-profit entities.

2.8 Establish an appropriate target for in-house and externally provided education.

2.9 Upon selection or renewal, where not already expressly stated, require in each
Board consultant’s contractual scope of work a requirement for providing Board and
individual Trustee educational sessions and implement a process to utilize and
enforce the consultant education requirement.

2.10 Refresh, formalize, and stabilize the delivery of a new Trustee orientation; develop a
broader Trustee onboarding program in collaboration with staff.

2.11 Adopt post-conference evaluation practices, including a requirement for post-
conference evaluations, uploading the completed evaluations to the Boards’ online
portal, and sharing conference materials received with the Boards and the CEO.

2.12 Engage in annual trustee education self-assessments.

Travel Policy

2.13 Resolve the discrepancies as noted in the Policy and update accordingly (See

pages 41-42).
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Number

Recommendation

2.14 Develop a standalone principles-based Board travel policy that addresses the
recommended elements (See pages 42-45).
2.15 Move the procedural detail, including that related to expense reimbursement, from

the Policy to a travel procedures document that is maintained by the CEO.

Travel Practices

2.16 Cease Trustee meetings with investment managers outside of opportunities
presented through Board or Committee meetings; direct all manager information
and communication flow through the Chief Investment Officer.

2.17 Strengthen the budget-setting and oversight process by adopting a bottom-up
approach to establishing the education and travel budget.

2.18 Establish a carbon budget for travel and discuss the role that purchasing carbon
offsets may have in future travel policies and practices.

Governance Factors Contributing to Trustee Education and Travel Practices
Board Structure, Composition, and Size (in relation to Education and Travel Practices)!

3.1 The Boards should periodically review the costs of their education and travel to
similar peers to be aware of where they stand within the community of practice, and
to ensure that their costs are reasonable and prudent.

3.2 Modify the reports provided to the Boards and the public to set better context about
LACERA’s board size and legal education requirements.

3.3 Develop a skills matrix for use in Board and Trustee education and development.

Span of Governance (in relation to Education and Travel Practices)

3.4 Evaluate LACERA’s Committee responsibilities to ensure the full span of
governance is appropriately addressed.

3.5 Explore additional governance changes to make the dual-board structure more
effective, efficient, and clear.

3.6 Develop a clear long-term understanding as to the role of the JOG-C.

3.7 Attain a consensus view on LACERA’s span of governance, the responsibilities of
the Boards, and how they are fulfilled across the two Boards, the Committees, and
the JOG-C.

3.8 Create one future vision for the organization, its priorities, goals, and success
metrics, and maintain one organizational strategic plan.

3.9 Align Trustee education and training opportunities with the competencies needed to
carry out the full span of governance and the LACERA strategic plan.

3.10 Amend election packets and documentation provided to the appointing authority to

ensure that the span of governance, in light of the dual-board structure, is clearly
communicated to those interested in future Board service.

1 During the course of our review, we identified broader aspects of LACERA’s governance structure and

practices that

have the potential to impact the cost associated with LACERA’s Trustee education and travel

practices. These governance structures and practices may also increase the complexity and/or the risk of
misalignment of Trustee education with the Boards’ responsibilities or the competencies needed to meet

organizational
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3.11 Ensure the onboarding experience for any new Trustee is appropriately aligned to
the full set of Board responsibilities and strategic plan.

Governance Decision-Making Model (in relation to Education and Travel Practices)

3.12 Evaluate LACERA’s governance decision-making model, in light of the

organization's evolution, to determine where adjustments are needed to best align
expertise and decision-making.

Board, Committee, and Trustee Effectiveness (in relation to Education and Travel
Practices)

3.13 Adopt a formal practice of Board, Committee, and individual Trustee self-evaluation,
tailoring the practice to align with the Boards’ comfort level.

3.14 Seek solutions to create an environment conducive to ongoing, comprehensive
Board, Committee, and individual Trustee self-evaluations.

{This space left blank intentionally.}
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Background and Introduction

Mosaic is an independent governance consulting firm, located in the Denver, Colorado,
metropolitan area with substantial and relevant experience in public pension finances and
governance. We specialize in board and trustee education, benchmarking, strategic
planning, and policy review and development. Our team has extensive experience working
with public retirement systems within the United States and internationally, both as
governance consultants and as former executive staff of public retirement systems. Our
experience also includes working within the private sector at large financial services and
investment consulting firms.

We routinely help clients with the development and review of their trustee education
programs and the policies that support them. Mosaic was selected by LACERA in October
2019 through a competitive bidding process.

Scope of Work

Specifically, Mosaic was asked to perform the following scope of work in connection with
the project (“Project”):

1. Review and evaluate LACERA’s current Education and Travel Policy.

2. Review and evaluate Board and staff education and travel expenses during Fiscal
Years 2016, 2017, 2018, and 2019 under the pertinent Policy, and in comparison to
peer systems, other organizations, and best practices.

3. Review and evaluate compliance with the current Education and Travel Policy on
the part of Board and staff travelers, including consistency of compliance.

4. Review and evaluate compliance with the current Education and Travel Policy on
the part of staff responsible for processing and accounting for travel expenses,
including consistency of application of standards to payment approval and
consistency of enforcement when there are deviations from Policy.

5. Review and evaluate the current Education and Travel Policy, expenses,
compliance, processing, accounting, enforcement practices, and other aspects of
the Policy and its implementation against peer systems, other organizations, and
best practices.

6. Review LACERA'’s broader governance structures and practices that may contribute
to LACERA'’s education and travel expenses.

7. Identify emerging trends in Trustee education.

8. Prepare a written report and presentation to the Board of Retirement at a public
meeting with regard to the findings and recommendations from the Project.
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Review Methodology

We conducted our work over five months from October 2019 to March 2020.2 Our
methodology consisted of the following activities:

o Reviewed pertinent documents requested and received from LACERA, including
detailed expense reports and receipts for FY 15/16 — FY 18/19.

¢ Performed a compliance review of expenses against the policies in effect.?

¢ Conducted interviews with thirteen LACERA Trustees, twenty-five staff, and seven
of the Boards’ consultants (“Board Consultants”).

e Conducted a survey of peer policies and practices in connection with public
retirement system Trustee and staff travel and education.*

¢ Analyzed the results of the interviews, Policy compliance analysis, Policy and
practices evaluation, and peer survey.

e Summarized our findings, observations, and recommendations in this written Report
to the Boards.

e Participated in bi-monthly calls with the project team, including the Acting
CEO/Chief Counsel (“Chief Counsel”), the Chief Executive Officer (“CEQO”)
subsequent to his onboarding to LACERA, Chief Investment Officer (“ClO”), and
other staff as needed, to provide status updates on the project and request
additional information.

e Fact checked the Report with LACERA staff as directed by the CEO, Chief Counsel,
Assistant Executive Officer (“AEQ”), Chief Financial Officer (“CFQO”), Chief Audit
Executive, and other staff as needed, to ensure accuracy of the facts as
characterized within the Report.

2 The timeline to present our report was disrupted due to the circumstances created by the COVID-19
pandemic; however, the substantive work underlying the conclusions and recommendations within this report
was completed by early March 2020.

3 Applicable LACERA Education and Travel Policies in effect at the time expenses were incurred were used to
evaluate compliance efforts of the travelers with policy as well as those of the LACERA accounting staff
processing the expense reports.

4 The approach to the peer survey was to identify a community of practice to gauge whether LACERA'’s policies
and practices are reasonable. Each organization has its own unique historical context, circumstances, and
characteristics that contribute to the way that it functions. Care was taken to identify domestic and international
peers for LACERA that share certain comparable characteristics to LACERA, and to highlight the similarities
while at the same time account for the differences.
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Report Organization

The Report is organized into four sections that address the scope of work as follows:
1. Education and Travel Expenses Review (FY 15/16 — FY 18/19),
2. Comparison of LACERA Policy and Practices to Peers,
3. Governance Matters Contributing to Trustee Education and Travel Practices,
4. A Way Forward.

For each topic presented, background information is provided to set context. Our findings
and observations are then presented along with the feedback gathered through the
interview process, expense analysis, and peer survey results, where appropriate. We
conclude each section with our recommendations.

{This space left blank intentionally.}
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I. Education and Travel Expenses Review
Introduction

Policies underpin and support organizational cultural frameworks and norms. Policies can
take either a principles-based form or a rules-based form.

A principles-based policy provides flexibility in the decision-making process. It sets out the
values or norms which govern a certain aspect of behavior. In regulatory environments,
principles-based policies are set within a “comply or explain” framework. The expectation is
that those for whom the policy is intended will comply with the policy or explain the reason
for their non-compliance. Regulators review disclosures, as do other stakeholders,
evaluating and judging the rationale for non-compliance. For principles-based policies to
work effectively, there must be a culture of trust, good judgment, and shared values in the
organization, set by the highest level of leadership, typically the board.

In contrast, rules-based policies set out explicit rules against which behavior will be
measured. There is limited opportunity for the use of discretion given that such policies are
typically prescriptive. Rules-based policies don’t require a culture of trust in order to work.
In fact, careful monitoring is needed so that they do not contribute to a culture of distrust
and excessive monitoring to ensure compliance with the policy. Balance is key to designing
effective controls at a reasonable organizational cost. Experts have cautioned that rules-
based compliance systems can “possess hidden costs that prevent maximum compliance
at a level of economic efficiency.”

In respect of expense reimbursement policies specifically, one goal is that it be easily
understood. Such a policy, coupled with an expense submission process, should allow for
proper supporting documentation and a low difference of opinion on interpretations of the
policy components.

Review Methodology

Our approach to reviewing Trustee and staff expense practices included sampling expense
reports during fiscal years 2015/2016, 2016/2017, 2017/2018, and 2018/2019 above
certain materiality thresholds. We also sampled expense reports below our thresholds on
both a random and non-random basis to increase our sample size and offset sampling bias
inherent in materiality thresholds. In total, we sampled 146 expense reports against the
pertinent fiscal year LACERA Education and Travel Policy, placing emphasis on those
expense reports occurring in the later fiscal years of the review period. Fifty-four (54) of the
expense reports were for Board travel, and 92 were for staff travel. Expense reports were
selected for review in accordance with a professional sampling methodology that ensured a
cross-section of Trustees and staff travelers. The methodology utilized dollar thresholds per

5 https://www.huffpost.com/entry/principlesbased-requlaton_b_7204110, Professor Caroline Kaeb, University of
Connecticut School of Business.
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travel event, multiple travelers for the same event, as well as random sampling across all
travelers so as to not unduly scrutinize any one particular traveler.

We reviewed expenses against the Policy in effect at the time to determine whether
expense processing was consistent with the provisions of the various versions of the
Policy.® We also reviewed controls such as the expense approval and reimbursement
process, conducted interviews with accounting staff processing expense reports and staff
providing approval, and with LACERA’s internal and external auditors to develop an
understanding of the above as well as consistency of enforcement in situations of
deviations from the Policy.

Observations

All four of the Education and Travel Policies (“Policies”) we examined during the scope
period are lengthy and detailed, varying in length from 20 to 23 pages. In substance and in
form, they present as rules-based policies and procedures. They have been updated and
amended in accordance with a random review cycle; therefore, the Policies have varying
effective dates falling in different months and on different dates within those months during
the fiscal year periods. Ensuring compliance for travel or education that transitions the
period from one Policy to another is hindered by the lack of a consistent approach and
timing to the Policy review cycle. As such, we recommend that a triennial review cycle be
adopted for the Education and Travel Policy (Recommendation 1.7).

We believe that the Policies were created with the good intention of governing good
behavior in connection with education and travel. However, their high level of detail and
prescriptive nature seems to be more aligned with a compliance approach to adherence
within the mandated boundaries of the Policies rather than being reflective of common
principles.

In this section, we present our observations in three areas as follows: Policy Compliance,
Reporting and Monitoring, and Systems.

A. Policy Compliance

There was a high level of focus and a considerable amount of time spent by travelers and
processing staff on ensuring compliance with each Policy. We believe that this is due to
aspects of each Policy being misunderstood or inadequately supported by documentation
in the expense submission process, along with the detailed and highly directive Policy

6 Three different Education and Travel Policies were in effect over the four fiscal years ending June 2019.
Each had different effective dates and varying levels of limitations and advance approval requirements. The
current Policy, effective as of August 2019, has significant modifications and control-based specificity over
previous Policies. Although our review of expenses did not include those incurred after the effective date of
the current Policy, we nevertheless reviewed the current Policy and offer our comments for LACERA'’s
consideration in Section Il of this Report.
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structure. We found some examples where the Policy was either not consistently applied or
consistently enforced, as set out on the following pages.

Level of Resources Required to Submit/Approve Expenses

Examples of considerable effort expended in ensuring compliance with Policy are as
follows:

1. Over half (55%) of the sampled expense reports had some form of modification
after being reviewed by Accounting staff. This was significantly higher than the 10 to
20% range of adjustments we would have expected to see based on our experience
and third-party, published data.’

Amounts were changed or modified, with and without attached support. Some of the
adjustments were for extremely insignificant amounts, such as two cents or one-
tenth of a mile on the mileage reimbursement request. The majority of these
adjustments appeared to be made to staff expense reports. We noted fewer
adjustments to Trustee expense reports. In order to eliminate possible interpretive
and procedural errors® and better manage travel arrangements per the Policy, we
recommend that LACERA explore the use of a travel agency (Recommendation
1.6).

2. Lengthy supporting documentation is required to support expense report
submissions. Some samples we reviewed, including those of frequent travelers who
appear to have perfected the Policy and documentation expectations, exceeded 70
pages.

3. Policy misinterpretations were evident in the sampled expense reports we reviewed
with per diem expense claims, although the topic is addressed in significant detail in
the Policies. Allowing either the reimbursement of actual expenses incurred or a per
diem method, “so long as only one method is used per calendar day,” presented
numerous confusing scenarios and supporting documentation occasionally

7 A November 2015 Global Business Travel Association survey of 533 travel managers (i.e., travel buyers or
intermediaries for organizations around the globe) found that 19% of expense reports are filed incorrectly,
needing adjustment. The same survey found that on average, it takes an employee approximately 20 minutes to
complete a typical expense report; however, if there is any error, including missing or incorrect information, it
takes almost as long — 18 minutes — to correct. Considering all resources used, it costs a company an average
of $53 USD to process one expense report for a single night stay in a hotel and an average of $48 USD to
correct the expense report if it was submitted with an error.

8 We also observed difficulties in Policy interpretation with respect to air travel reservations. The Policy states
that all air travel will only be reimbursed at the lowest available fare at the time of purchase offered by select
airlines for the dates of travel. The Policy implies a “prove it or lose it” approach. It was reported to us that
additional clarification has had to be provided to demonstrate how this part of the Policy will work in practice and
to avoid any discrepancies in its application by travelers. Moreover, with so many airline fares charged to the
corporate credit card, it made this aspect of compliance difficult to monitor.
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exceeding 15 pages. Confusion about when per diem should start and stop was
also evident. The process would be made more efficient for the traveler and the
processing staff if either actual expenses or a per diem method was permitted, but
not both. As such, we recommend that LACERA conduct an analysis of which
method would be most beneficial for it to adopt (Recommendation 1.11).

4. There was evidence of confusion in respect of meals that are pre-paid or included in
conference registration fees. Numerous claims for expense reimbursement were
resolved only after extensive communications involving multiple LACERA staff, with
detailed justification by the traveler. While Policy implementation requires such
documentation, we recommend that LACERA adopt procedures that minimize the
time spent on this issue (Recommendation 1.12). One example could be to permit
per diem expense reimbursement for travelers with dietary restrictions.

5. Expense report samples we reviewed included inconsistencies, without explanation,
in the methods for determining foreign exchange rates along with differences in
accompanying supporting documentation. Some expense reports included
documentation of actual expenses converted from local currency into U.S. dollars
by the credit card companies, while others used a different method as calculated by
the traveler. While the differences in amounts were relatively small in nature, we
recommend that LACERA adopt a consistent approach to reimbursing expenses
incurred in a foreign currency, such as using actual expenses (Recommendation
1.13).

Consistency in Adherence to and Enforcement of Policy

We identified a number of areas where travelers were consistently complying with each
Policy in the expense reports reviewed. These include incidental airline-related expenses,
supporting documentation for additional legroom fees, baggage fees, online internet fees,
and other incidental expenses. However, we also found examples of Board and staff travel
occurrences where there was a lack of consistency in adherence to the Policy, enforcement
of the Policy, or other questionable practices. Our observations are as follows:

1. From the Policy effective April 2016 until the most recent Policy, the sections titled
Education Authorization and Conference Attendance Limitations had conflicting
limitations for preapproval. Regardless of which section of the Policy had priority,
during the four fiscal years we reviewed, it was clear that compliance with these
provisions has caused confusion and was problematic. Although it was remedied in
the most recent Policy, over the scope of our review, we noted over 100 instances
with respect to these conflicting Policy provisions.

2. During the scope period, three Trustee expense reports included requests for and
receipt of reimbursement for advanced payments for international airfare. All
Palicies are clear that such payments are not allowed unless specifically approved
by the appropriate Board. If, and when, exceptions to the Policy are made by the
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Board, supporting documentation should be included with the appropriate expense
report. In these cases, no supporting approvals were evident.

3. During the scope period, we observed instances where education-related travel
appeared to conflict with regularly scheduled Board meetings. Attendance at Board
meetings should receive priority over attendance at education conferences.

Overall, we observed a strict mindset of adherence to and enforcement of the Policy on the
part of staff charged with the responsibility of processing expense reports. Our
understanding is that the role of Policy enforcement was fulfilled by a previous CEO and
that it has informally become the responsibility of Accounting staff due to a lack of
consistent CEO approach and presence at LACERA. The role of development and
enforcement of travel procedures should be the responsibility of the CEO, as we set out in
Section Il of this Report.

Through our interviews, we became aware of a culture of distrust within LACERA over
travel and education-related matters that is negatively impacting morale and creating
pressure points in the Boards’ and the organization’s cultural dynamic. These pressure
points are widespread and exist at all levels that were visible through our review -- between
the Boards, among individual Trustees on the same Board, between the Boards and staff,
and among and within staff divisions. Some examples expressed to us by interviewees
included the following perceptions:

e There is unfairness under the Policy, particularly with regard to the difference in
allowance between the Boards for international travel,

o Certain travelers are not appropriately monitoring and responding to the potential for
reputational risk,

e Trustee travel is subject to less scrutiny than staff,

o Staff are judging other staff for the reasons they travel,

e Some staff are not availing themselves of perquisites permitted by the Policy in an
attempt to correct what they believe is a public perception of excessive
expenditures on travel, and

e The organization is becoming more known for its travel than it is for the good work
that it’s doing for its members and beneficiaries.

The cultural pressure points demonstrate a lack of consensus and uniformity that is
imperative to repair before it begins to negatively impact organizational performance.® It
was reported to us that the organization is undertaking an engagement study of the staff.
While we commend such an effort, it is important to note that cultural issues present
themselves across all levels of an organization. There is an opportunity for LACERA to
address the cultural issues through the Boards and staff working collaboratively on

9 A 2017 report of the National Association of Corporate Directors (NACD) Blue Ribbon Commission titled
“Culture as a Corporate Asset,” recommended that oversight of organizational culture be among the top
governance imperatives for every board, regardless of its size or sector.
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implementing the recommendations in this Report (Recommendation 1.1). We also believe
that the organization would benefit from requiring an annual signed attestation by Trustees
and staff that they complied with the Policy and with Section Il—General Ethical Standards
contained in the Code of Ethical Conduct (Recommendation 1.2). Attestations indicating
compliance with codes of conduct and principles-based policies are considered standard
practice.

Controls Including Separation of Duties

Controls could be strengthened. Examples include:

1.

4.

Appropriate separation of duties should be ensured so that a subordinate does not
approve a supervisor’'s expense report. For example, to instill appropriate
governance practices, the CEO’s expense reports should be approved by one of the
Board Chairs, and not an Assistant Executive Officer who reports to the CEO, as is
the current practice (Recommendation 1.9). Subordinates approving a supervisor’s
expenses can create perverse incentives.

Appropriate separation of duties should be maintained among processing staff. It
was reported to us that all travel-related transactions are processed manually and
reviewed by one Accounting staff member, without backup. The staff member is
responsible for properly inputting, verifying, and initiating the disbursement process
for all travel-related transactions for accounting and reporting purposes, and at the
same time, alongside other Accounting colleagues, auditing, and enforcing the
submissions against the Policy for compliance and accuracy. Given our finding that
over 50% of expense submissions needed adjustment before being paid, this is not
only an example of improper separation of duties but also of insufficient staffing. It
was reported to us that an ongoing personnel classification study that began in mid-
2017 has resulted in the inability to hire general Accounting staff until the study
concludes. In order to mitigate the significant operational risk, we recommend that
LACERA hire qualified accounting staff (Recommendation 1.3).

Through our interviews and expense report review process, we learned that some
Trustees rely on Executive Board Assistants to make scenario-specific
interpretations of the Policy as it relates to their travel situations. Such questions
should be directed to the CEO to avoid placing the Executive Board Assistants in a
potential position of conflict due to an imbalance of power (Recommendation 1.10).

We found several instances where expense forms were not signed, but rather,
“approval by email” was noted. In cases where the expense report is not completed
by the person seeking reimbursement for approved expenses, the expense report
should still be appropriately signed by the traveler. Electronic signature approvals
can facilitate this process and should be utilized (Recommendation 1.14). DocuSign
and Acrobat Adobe are two examples of electronic signature applications.
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5. Supervisors were uncertain as to their role in the review process. For example,
whether they should be checking for the reasonableness of travel expenses, or
completeness of receipts, or both. A formal training process for all individuals that
are subject to or interact with the Policy, including the role of supervisors as
approvers of expense reports, should be conducted (Recommendation 1.8).

B. Reporting and Monitoring

Reporting to the Boards is done on a quarterly basis via a working Education and Travel
Expenditure Report in the form of a spreadsheet. Reports identify who traveled and for
what purpose across both Boards and staff and provide a detailed breakdown of
expenditures, as shown in Figure 1.

Figure 1. Excerpt of Education and Travel Expenditure Report to the Boards

Attendee Purpose of Travel - Travel Total Registration Lodging Alrfare Ground Mileage  Porterage Parking Meals Per Diem Misc.
Location - Travel Dates  Status Expense Trans

Totals for each column are provided per traveler as well as for all travelers per Board and
each LACERA Division. Furthermore, each travel event is manually assigned a unique
reference number to track education and non-education related travel.

The level of heavily-detailed reporting results in reports to the Boards that are excessively
lengthy® and not particularly useful in identifying higher-level trends. The format of
reporting and manual coding is also prone to human error. Further, including staff travel in
reports to the Boards is unnecessary since it ought to be under the purview of the CEO and
not the Boards.

LACERA'’s current reporting practices underscore the challenges that the Boards and staff
have in overseeing and monitoring this area. The dense reporting format is providing data
but not insights. It is not conducive to effective oversight of education or travel, and risks
being ignored, poorly understood, or potentially mischaracterized. We recommend that
reporting be modified for the Boards to facilitate more effective oversight. At a minimum, we
recommend that detailed information pertaining to staff travel be removed from Board
reporting, and responsibility for oversight of staff travel be delegated to the CEO. Notably,
the Boards would still retain responsibility for organization-wide travel expenses, which
would be reviewed by the Boards during the budget and financial reporting processes.
Further modifications to Board and CEOQ travel reports could include the addition of
analytics and trend analyses to highlight trends or irregularities in trends (Recommendation
1.15).1

10 We noted one report of 86 pages and another of 81 pages.

11 Reports with trend analysis may be useful in helping LACERA be more cost-effective in its travel by informing
modifications to administrative procedures. For example, this could include requiring a certain number of days
advance booking for airfare for educational conferences.
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C. Systems

We found the systems that support LACERA’s travel and expense reimbursement process
to be suboptimal in capability and coordination, particularly in light of the volume of annual
travel instances processed. The documentation we requested in connection with our review
of expenses was only available in hard copy. It was manually scanned for us by staff from
paper documents and emails. It was reported to us that to fulfill our documentation
requests, staff was required to photograph some of the documents using their LACERA
issued smartphones because digital scanners were either not available to them at the time
or, once they were made available during the process of our review, functioned unreliably.
The process of locating and scanning or photographing paper documents required
extensive time and effort on the part of LACERA staff, impacting the timeline of our review.

Tracking travel and education at LACERA require the use of different systems including
Microsoft Dynamics “Great Plains,”*? a general ledger system; Bank of America Works, the
bank’s online corporate credit card system; Travel Manager, an internally developed and
maintained database to track and report trip cost per traveler; paper such as receipts and
conference brochures; spreadsheets;*® and emails to establish and maintain a trail of
documentation. The systems have limited integration, and the process is heavily paper-
based.

As reported to us by staff, when Accounting receives paper-based forms indicating
approval for Trustees or staff to travel from the Executive Office or Divisional Managers, an
event with a unique reference number is created in Travel Manager by Accounting staff,
and traveler names are added to this event. Paper-based approval forms are stored in a
binder except for Trustee travel, where forms have been stored since July 2019 in a shared
folder on LACERA'’s network. When payment requests are submitted through Great Plains,
the Accounting staff enters a description of each transaction as well as the unique
reference number associated with the occurrence of travel.

Expenses charged to corporate credit cards are filed under separate cover sheets from
expense reports. This separation makes it difficult to link travel-related credit card costs to
individual expense reimbursements. The lack of coordination also creates challenges for
staff processing expense submissions containing corporate credit card charges.
Reconciliation is manual. For example, a Trustee’s travel expense report requested
reimbursement for airfare that was paid for using the corporate credit card. Fortunately,
Accounting staff identified and removed it before reimbursement was made. In another
instance, travel booked on the corporate credit card was not manually cross-referenced on
the expense report through Travel Manager using the unique event code. Having said this,
we were informed by staff that the number of corporate credit cards issued was recently

12 Version 2016 R2.
13 The County of Los Angeles Department of Auditor-Controller Report dated November 8, 2019 noted that
LACERA relies on over 100 Excel spreadsheets in the budgeting process alone.
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reduced, which mitigates some of the risks arising from this manual reconciliation process
due to a decrease in transactions to reconcile.

As we understand it, there is a lack of two-way communication between LACERA’s
systems. For example, Travel Manager pulls expense data from Great Plains when
creating travel reports, but data does not automatically flow from Travel Manager back to
Great Plains. This lack of communication is also the case at specific initiation points
pertaining to travel, including trip approvals which are input into Travel Manager, payment
requests which are input into Great Plains, and corporate credit card transactions through
Bank of America Works, creating a disconnect in data continuity between payment
requests, payments, and travel occurrences. To mitigate this risk to LACERA’s internal
controls, credit card expenditures should be integrated into the expense report process,
travel approval and other relevant travel information should be integrated into the general
ledger, and expense and other documentation related to travel (such as evidence that
international prerequisite training has been achieved for Trustees!) should be scanned and
electronically stored in a centralized document management system along with expense
reports so that they can be recalled with little effort. Automated workflow processing should
be added to strengthen controls, reinforce the segregation of duties, and provide a
sufficient trail of documentation from input to verification to approval.

Multiple compliance challenges are presented by the systems supporting LACERA’s
education and travel processing environment. Given the reliance on paper-based systems,
the cost to LACERA of the human capital required to process this information as well as the
effort expended to ensure compliance is high.

Third-party cloud-based travel systems are widely available and are cost-effectively used
by a variety of organizations across all industry sectors. While it is common for peer
systems to use internal software that they maintain or that is maintained through their
State’s technology department, peers are beginning to evaluate legacy systems in favor of
moving toward using third-party technology tools to submit, approve, and track education
and travel expense submissions.

Examples of technology tools in use by peers include Concur and Oracle Fusion. Such
tools make it easier to more efficiently process and audit travel expenditures by automating
workflow and help to ensure that both travel and travel-related expense processes comply
with legal, policy, and procedural requirements. Altogether, this reduces compliance-related
risks and should be explored by LACERA as it modernizes its operational and back-office
systems.

14 pre-approval paperwork/notices for Trustee travel to international conferences were not included in the
expense report information for Trustees that we reviewed. In contrast, we found that the staff expense reports
we reviewed always included this information. Staff informed us that there is a separate process for providing
Board approvals to Accounting staff which was not apparent in our review of expense documentation. This was
also the case for Trustee compliance with completion of pre-requisite training prior to attending international
conferences.
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To initiate and facilitate this process, we recommend that the Boards approve the expense
for a comprehensive evaluation of all of LACERA'’s systems that support education and
travel activities to establish proper data continuity, provide efficiency in record-keeping and
reporting, and strengthen internal controls (Recommendation 1.5). The evaluation should
compare the costs, risks, benefits, and impacts of LACERA’s buy or build options by
addressing, among others, the feasibility and needs requirements for bringing the current
internal software up to modern standards that can support the volume of travel today and
into the future, as well as implementing a third-party technology solution.

Section Conclusions

We reviewed policy compliance over the scope period to determine whether expense
processing was consistent with the provisions of the various versions of the Policy. Based
on our review, we conclude that expenses were processed in a manner that is reasonably
compliant on the whole, though the materiality threshold was exceptionally conservative in
some situations. As a result, a significant effort is undertaken to scrutinize expenses in
order to achieve compliance.®

Based on our review of expense reports modified by Accounting staff, we noted an
adjustment rate that was two to three times higher than we would have expected. LACERA
is spending significant amounts of time and money to correct submitted expense reports.
Further, we observed that more modifications were made to staff traveler expense reports
than Trustee expense reports.

For the purpose of processing travel-related transactions within the various systems it uses,
LACERA is under-resourced, lacks proper controls in the inputting, verifying, and payment
initiation processes, and has exposure to operational risk. Its processes are heavily paper-
based and lack technology capabilities such as comprehensive data continuity, centralized
document management, and automated workflow management. We recommend that this
situation be prioritized for resolution by LACERA. For example, it could be resolved initially
by hiring temporary contract staff until a more permanent technology-based or outsourced
solution can be agreed upon and implemented.

Finally, the bright-line and complex system of rules contained within the Policy creates
areas of systemic confusion and need for fact-checking, which seems to be misaligned
with the education and travel in support of the mission of LACERA. We believe that this
detracts from the original intent of the Policy, which is to govern good behavior, instead

15 The International Standards for the Professional Practice of Internal Auditing define Adequate Control as:
Present if management has planned and organized (designed) in a manner that provides reasonable assurance
that the organization’s risks have been managed effectively and that the organization’s goals and objectives will
be achieved efficiently and economically.
https://na.theiia.org/standards-guidance/Public%20Documents/IPPE-Standards-2017.pdf
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of turning it into one of monitoring compliance with rules, contributing to a perspective of
distrust. Indeed, we observed cultural pressure points that are negatively impacting
morale, including a perception among staff travelers that their expenses are unfairly
scrutinized.

Improvements to the Policy should be considered in the next review cycle with the goal
that any amendments to the Policy be easily understood. We recommend that the Policy,
which is primarily a travel Policy, takes the form of a principles-based approach that is
approved by the Board (Recommendation 1.5). Underlying procedures should create a
low difference of opinion on interpretations of the Policy components and should be
developed, approved, and maintained by the CEO for Trustees and staff.

Section Recommendations

1.1. Address the cultural issues arising from travel practices that are
impacting morale through the Boards and staff working collaboratively on
implementing the recommendations in this report.

1.2. Implement annual traveler attestation in respect of compliance with
LACERA’s Education and Travel Policy and Conflict of Interest
Policy/Guidelines, as well as with Section Il. General Ethical Standards, in the
Code of Ethical Conduct.

1.3. Hire temporary contract staff in Accounting to establish proper internal
controls and mitigate operational risk related to processing accounting
transactions for travel occurrences until a permanent alternative solution can
be found or until sufficient permanent staff can be hired.

1.4. Approve funds for a comprehensive evaluation of all of LACERA’s
systems that support education and travel activities to establish proper data
continuity, provide efficiency in record-keeping and reporting, and strengthen
internal controls.

1.5. Adopt aprinciples-based Policy which is approved by the Board.
Maintain underlying procedures that are established, approved, maintained

by, and enforced for Trustees and staff under the delegation of the CEO.

1.6. Research the use of travel agencies for making all travel arrangements to
eliminate possible interpretive and procedural errors by travelers.

1.7. Adopt atriennial review cycle for the Education and Travel Policy.

1.8. Upon Policy amendment, compel training for all individuals that are
subject to or interact with the Policy.
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1.9. Require that the CEO’s expense reports be approved by the BOR Chair.
1.10. Direct Trustee questions of Policy interpretation to the CEO.

1.11. Conduct an analysis of whether actual meal and incidental expenses or a
per diem method would be most appropriate and adopt one of these methods
as a procedure for processing meal and incidental expenses.

1.12. Adopt procedures that minimize the time spent on the issue of
reimbursing travelers for meals paid for and consumed when meals are
otherwise provided.

1.13. Adopt a consistent approach to reimbursing expenses incurred in a
foreign currency.

1.14. Require appropriate signature approval by the traveler seeking
reimbursement for expense reports prepared on their behalf.

1.15. Provide trend analytics and exception-based reports on travel
expenditures in monthly and quarterly reports, as well as other analytics the

Boards may deem useful, with the detail available upon request.

1.16. Ensure that there is consistency in expense documentation provided
across all travelers.

1.17. Conduct periodic processing reviews to ensure that scrutiny and
enforcement are equally applied across both Board and staff expenses.

{This space left blank intentionally.}
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Il. Comparison of LACERA Policy and Practices to Peers

Introduction

Mosaic administered a survey of public retirement system peers to obtain data and
information regarding the structure and nature of board education and travel policies and
practices. The survey sought information from a select group of comparable public
retirement systems throughout the United States and internationally. Peers were selected
based on board size and composition, scope (investments and benefits), asset size and
portfolio complexity, and regionality.

The survey was comprehensive. It included questions relating to applicable board
education requirements, the existence of policies on board education and travel, modes
and types of education offered to trustees, the education and travel approval process,
planning, budgeting, and reporting practices, supporting technology programs, and areas of
perceived strengths and challenges in education and travel practices. U.S. peers
completed the survey online. International peers were interviewed via phone to
accommodate the high-level differences in their governance regimes and markets.

We received completed responses from eleven U.S. public retirement systems and five
international systems.® Additionally, we evaluated the available education and travel
policies of the participating systems.

In this section, we compare the current August 2019 version of LACERA’s Education and
Travel Policy (“Policy”) and practices with that of peers. LACERA’s Policy addresses the

topics of education and travel within the same Policy. To separately evaluate each topic,

we have organized this section of the Report to address:

i. Comparison of Education-Related Aspects of LACERA'’s Policy and Practices
ii. Comparison of Travel-Related Aspects of LACERA'’s Policy and Practices

Given that policies and practices originate from the laws by which a system is governed,
the practices of a specific peer or the majority of peers does not necessarily equate to a
best practice. We are also not suggesting that what the majority of peer systems practice is
a recommended practice. The peer survey and policy review were conducted to give a
perspective on the landscape and create a “community of practice” that can be instructive
for LACERA to evaluate as it considers enhancements to its own program.

16 U.S. Systems included: California Public Employees Retirement System; California State Teachers’
Retirement System; University of California Pension Fund (Board of Regents); New York State Teachers
Retirement System; Wisconsin Department of Employee Trust Funds; Virginia Retirement Systems; Colorado
Public Employees’ Retirement System; Maryland State Retirement and Pension System; Public School and
Education Employee Retirement Systems of Missouri; Orange County Employees Retirement System; San
Diego County Employees Retirement Association. International Systems included: PGGM, Netherlands; Ontario
Teachers’ Pension Plan, Canada; Public Sector Pension Investments, Canada; Investment Management
Corporation of Ontario, Canada.
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I Comparison of Education-Related Aspects of LACERA’s Policies

and Practices

a. Comparison of Education Policy

Education policies provide an important opportunity for public retirement systems to create
alignment between their organization’s current and future needs and the skills and
competencies of the slate of diverse trustees that collectively oversee it. Based on our
review of peer policies, third-party best practice principles,'” and our own knowledge from
our experience in assisting other peers with the development and amendment of their
education policies and programs, we developed recommended high-level policy elements
for an education policy (Recommendation 2.3) and compared whether the education
provisions in LACERA'’s Policy reflect those elements. The results of our analysis appear in

the following chart.

It is important to note that the recommended high-level policy elements provide an example
of a hybrid between a rules-based policy format and a principles-based policy format. This
accomplishes the objective of moving LACERA in the direction of a principles-based policy
format in a controlled manner that manages the risk associated with changing from the

current rules-based policy format.

Clearly delineates the individuals
covered by the policy, particularly

“designated staff”;
silent as to the

when there may be designees for applicability to
ffici b Treasurer and Tax
ex-officio members. Collector's
delegate(s)

Recommended Policy Elements Addressed by | Observations Recommended
LACERA’s Action
Policy?
Statement of Purpose Partially Rationale Enhance
Identifies the rationale for the policy addressed
and acknowledges a board’s (Statement of
collective and trustees’ individual .P“fp."se)? Trus.tee
fiduciary duty individual fiduciary
duty not expressly
addressed
Definition of Covered Individuals | No No definition of Add

17 For example, see Clapman, Peter, et. al. “Model Governance Provisions to Support Pension Fund Best
Practice Principles,” Clapman Report 2.0, 2013. Clapman, Peter, et. al. “The Stanford Institutional Investors’
Forum Committee on Fund Governance Best Practice Principles,” 2007.
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Recommended Policy Elements Addressed by | Observations Recommended
(cont’d) LACERA’s Action
Policy?

Principles Partially; not Statement of Enhance
Examples of policy principles can expressly Purpose contains
include:18 stated as such | Principles about the
e Views on appropriate need for educ;auon
, and expectation of
methods for educating reasonable and
trustees. necessary
¢ Need for education tailored expenses
to individual trustees’
educational needs in
alignment with the
organization’s strategic plan
and the board’s
governance-decision
making model.
e Expectation that only
reasonable and necessary
expenses should be
incurred on behalf of the
system.
Statement of Education Partially Statement of Enhance
Requirement Purpose references
For example: hourly requirement;
e Twenty-four hours of board Attachment C
) " provides indirect
member education within reference to
the first two years of appropriate topics
assuming office and for through Pre-
every subsequent two-year Approved
period.1® Conferences
e Any additional mandatory
education requirements by
policy or by law such as
fiduciary training, open
meetings law training, ethics
training, and prohibition on
sexual harassment training.
18 1bid.
19 See California Government Code §31522.8.
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Recommended Policy Elements Addressed by | Observations Recommended
(cont’d) LACERA’s Action
Policy?
Qualifying Educational No Not expressly Add
Opportunities that Satisfy addressed,;
Requirement Statement of
Identifies types and modalities of Purpose defines
) . education
education and training. conferences and
e Provides consensus administrative
preferences for education meetings, implying
sourcing: targeted mix of that Trustees travel
internally and externally to obtain education
provided education; local,
in-State, national, and
international opportunities.
New Trustee Onboarding No Not expressly Add
Ensures that new trustees are addressed; the
informed of the system’s issues and Policy does not
acquire the skills and capabilities in require orientation
. o or address the
a structured way in their first year of timing or outline of
service to effectively acclimate to such a program.
the system. There are pre-
requisites that
Trustees must
complete before
they can attend
international
conferences
(§705.00.A.8)
Continuing Education (Trustee Partially Not expressly Enhance
Development) addressed beyond
e Expresses importance of reference to legal
. Board member
staying abreast of current .
. education
issues and trends to requirement
effectively fulfill fiduciary (Statement of
duties and the system’s Purpose)
vision as expressed in the
strategic plan.
e Outlines the curriculum for
continuing education and
preferred board/trustee
competencies.
Limitations Partially See 8§ 705.00.A.1- | Enhance
Limits and process for addressing 2,705.00.A.4-6,
the limitations. For example: 705.00.A.8,
Attachments B and
¢ Number of conferences that C
can be attended.
¢ Number of individuals (i.e.,
Board members and staff)
attending the same event.
e How attendance priority is
determined.
Mosaic Governance Advisors, LLC 27|Page

© 2020




Recommended Policy Elements Addressed by | Observations Recommended
(cont’d) LACERA’s Action
Policy?

Mentoring No Not expressly Add
Assists new trustees in becoming addressed
familiar with board norms, context,
and protocols, through the lens of
an experienced board member.
Tracking, Monitoring, and Partially Reporting Enhance
Reporting (8705.12); Trustees
Addresses how and when reporting are “encouraged” to
on compliance with the policy will be share with other
provided. For example: Trustees what they
e Tracking board member learned at their
compliance with the conference at a
Education Policy.20 regular Board
e How transparency will be meeting, but it is
achieved with Board not “required”
member policy (8705.13); Record
compliance.?* of compliance not
e How annual self-evaluation expressly
of education and training addressed
will occur.??
Approval Process Yes See §705.00, which | Enhance
Addresses pre-authorized contains detail
education, if applicable, as well as about the approval
who has the authority to approve process for
individual education events, the trustees. The
process by which approval occurs approval process
for covered persons under the for staff focuses on
policy, and exceptions. travel, is silent on
education approval,
and contains
confusing or
possibly conflicting
provisions
(§705.00.B).

{This space left blank intentionally.}

20 California Government Code § 31522.8 (d).
21 |bid.
22 The Board of Investments Charter, Section 4.5, references an annual self-assessment requirement.
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Every three years.

needed (§705.18)

Recommended Policy Elements Addressed by | Observations Recommended
(cont’d) LACERA’s Action
Policy?
Responsibilities of the Board, Partially Only addressed as | Enhance
Individual Trustees, and the CEO itg;eégt%% tg travel
Dellneat.es respon5|p|I|t|es in (§705.03.2); o
developing, overseeing, and express delineation
participating in the education of Boards’, CEO’s,
program, including: or individual
e |dentify appropriate topics Trustee§ .
for board member education resppn5|bll|t|es
_ relative to the
(curriculum and core education program,
competencies).?? including new
e Establish a means for Trustee orientation.

determining the programs,

training, and educational

sessions that qualify as

board member education.?*
Coordination with Other Related No Not expressly Add
Policies addressed
Cross-references related provisions
of other charters or policies within a
board’s framework that are linked to
trustee education such as a code of
conduct and board self-evaluation
policy.
Policy Review Cycle Yes Annually or as Enhance

In our review of LACERA’s policy documentation on its website, we found other education-
related policies of the Boards. It was unclear how these policies interacted with the
Education and Travel Policy. We also noted that the Boards’ Charters delineate specific
responsibilities regarding education oversight. This type of reference demonstrates the
expected coordination within LACERA’s overall policy framework; however, there are
inconsistencies between the requirements of the Charters and actual practice. For

example:

e The BOR Charter® references a development policy, which presumably would be
related to individual Trustee development; however, we were informed by staff that
this policy does not actually exist.

23 See California Government Code §31522.8.

24 bid.

25 Board of Retirement Charter, Section 6.1.4.
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e The BOI Charter?® compels the BOI to conduct an annual self-assessment. It was
confirmed by staff that this responsibility has not been fulfilled in a formal way. The
BOI conducted a review of its Committees in 2019.

e There is no similar reference to a self-assessment in the BOR Charter.

e The BOI Charter?” references an annual evaluation of training requirements, which,
again, as confirmed by staff, is not conducted in a formal or holistic way.

¢ A Board Training Policy exists on LACERA’s website among the Boards’
governance documents. We were informed by staff that it has not been approved by
the Boards, though we understand that it is presently in the process of being
updated.

e A Board Member Educational Requirements Policy exists for each Board, dated
August 2012. Although it is available through LACERA’s website, it is not
specifically referenced by the Education and Travel Policy.

As demonstrated by the comparative chart above, and through our review of LACERA’s
related Charters and policies, LACERA’s governance documentation on board education
can be improved. As a starting point, we recommend that the education policy be
separated from the travel policy in order to rebalance the focus between education and
travel that exists in the current Education and Travel Policy, and ensure that there are
appropriate linkages between other existing education-related policies and documents to
the education policy (Recommendation 2.1).28 Through the interview process, we found
that some Trustees already had insights into this concept and suggested such a split,
believing it would enhance usability.

The peer survey research supports the direction of separation. The majority of US peers
surveyed (8 of 11) have a policy in place to address board education, all of whom have a
standalone board education policy. Of the international peers surveyed, only one had an
education policy. This is due to the fact that the vast majority of directors come to board
service with decades of experience as actuaries, professional investors, central bankers,
and academics, among others. In some markets, director candidates are tested by
regulators on a body of knowledge to be qualified to sit on the board.

Furthermore, only one U.S. peer addressed the topic of staff education and training in the
same policy as for the board. Because trustee and staff duties and educational
requirements vary greatly, provisions related to staff education and training ought to be
removed from LACERA'’s Board Education and Travel Policy and maintained by the CEO in
a separate staff policy (Recommendation 2.2).

It was also reported to us that peer information was not consistently provided to the Boards
for consideration during the Education and Travel Policy review process, though some peer

26 Board of Investments Charter, Section 4.5.

27 Board of Investments Charter, Section 4.5.2.

28 For purposes of readability and further reference within this Report, the defined term Education and Travel
Policy refers to LACERA’s current combined education and travel policy. References to a standalone education
policy or travel policy will be specifically described as such within the text.

Mosaic Governance Advisors, LLC 30|Page
© 2020



information was provided in the most recent cycle of amendment in August 2019.
Information related to peer education and travel policies and practices should be regularly
provided to the Boards when they are considering policy amendments.

b. Comparison of LACERA Education Practices with Peers

We conducted a comparison of LACERA’s education practices with those of surveyed
peers. We also compared LACERA practices to recognized best practices and our own
knowledge and experience in working with other public retirement systems.

We organized our analysis across the following four categories: Education Requirements,
Approval Process, and Types of Education that Satisfies Requirements, and Monitoring,
Reporting and Evaluation Practices.

i. Education Requirements

To ensure that public retirement systems are overseen by well-informed boards,
trustees may be required by applicable law or by policy to satisfy a minimum number of
continuing education hours. Although some systems have had long-standing legal
requirements for trustee education, there has been a notable trend over the last decade
for legislatures to enact laws requiring continuing education. Because some of the
states that enacted such laws have a large number of public retirement systems, the
net result is that trustee education requirement is becoming more commonplace within
the industry.

Most of the U.S. peers surveyed (9 of 11) have educational requirements in some form.
However, the requirements varied greatly in number of hours required, the applicable
time period (annually or biannually), and, for some systems, the requirements differed
based on trustee tenure (new versus experienced trustee). Among the peer group, the
education requirement for new trustees ranged from undefined to 30 hours every two
years, and continuing education ranged from undefined to 24 hours every two years.
The significant range in the requirements is due to the fact that there is no uniformly
accepted standard within the industry for what amount or type of education is needed
by public retirement system trustees to perform optimally.

LACERA'’s applicable law requires Trustees to attain 24 hours of education every two
years regardless of tenure. This requirement is on the high side of the range for Trustee
education reported among the peer group. It is consistent with the legal requirement
and/or policy requirement applicable to other California public retirement system
trustees.

LACERA'’s applicable law also provides examples of appropriate topics for Board
member education, including fiduciary responsibilities, ethics, pension fund investments
and investment program management, pension funding, benefits administration and
new Board member orientation. Some peers have either been subjected to a
comprehensive curriculum, or certain aspects of competency, such as professional
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knowledge or skills, through a statutory provision or have voluntarily adopted a
curriculum.

LACERA has the legal authority to establish a means for determining the programs that
qualify as “board member education,” but it has not established a curriculum specific to
its own Trustees’ and organizational needs. A curriculum-based approach to education
would be more effective at ensuring that the process of obtaining education is a
strategic and deliberate one in support of the LACERA’s organizational goals and
objectives (Recommendation 2.4).

While a curriculum is useful in the ongoing development of experienced Trustees, it is
particularly important for new Trustees. Although LACERA reported to us that it has a
basic internally provided orientation program that has evolved over time, it does not
have a comprehensive, standardized, and consistently applied core training expectation
for new Board members beyond the successful completion of Education and Travel
Policy pre-requisites for Trustees to attend an international benefits or investment
conference.

ii. Approval Process
Pre-Approval Process and Use of Conference Lists

LACERA staff produces and circulates to Trustees an “up to date” conference list on a
monthly basis that identifies upcoming conferences of possible interest. LACERA’s
Policy also includes a list of pre-approved external conferences. According to the
Policy,? if a Trustee would like to attend a conference not on the pre-approved list, and
not subject to Section 705.00.A.2 of the Policy, the Policy requires approval from that
Trustee’s Board. All international conferences also require Board approval.*®

While LACERA'’s pre-approved list commendably provides for a somewhat tailored
approach in that each Trustee can self-select education opportunities aligned with
interest areas, the list of possible topics permitted through the Pre-Approved
Conferences in Attachment C is very broad, and its entire focus is external conference
opportunities.

As mentioned previously, LACERA does not have a customized curriculum or Board
competency framework, so there is no specific guidance to aid a new or experienced
Trustee in linking back to what is appropriate and necessary for LACERA or to align
with LACERA'’s future vision and strategy. Further, LACERA Trustees do not rely on
any particular planning practice, such as individual development plans, to prospectively
plan their education paths. While a minority of Trustees reported to us that they plan
their educational opportunities a full year in advance, the more common approach

29 2019 Education and Travel Policy, Section 705.00.A.4.
30 2019 Education and Travel Policy, Section 705.00.A.5.
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reported was for Trustees to make an ad hoc determination to attend conferences and
events.

Many surveyed peers have adopted limitations as a way to ensure that the system’s
resources are being used optimally. Half of the peer systems reported having policy
limits on Trustee education. These limits took a variety of forms, including an overall
budget, a per-trustee budgeted amount, the number of conferences allowed per year,
the number of international trips per year, approval for an event not on a pre-approved
or circulated current conferences list, and approval of all international education
opportunities whether it was on a pre-approved list or not. This is consistent with
LACERA'’s recent practices and Policy.

Also consistent with LACERA’s practices, the majority of systems reported maintaining
an up-to-date listing of high-value professional association conferences or seminars for
trustees to consider. Over the years, the peers reported a purposeful shift away from
for-profit or industry-sponsored conferences supported by investment management
organizations to mitigate the appearance of potential influence or conflict of interest
situations. One Canadian pension fund cited a board norm that such events are not to
be attended.

As we understand it, LACERA has not reviewed its pre-approved conference list or up-
to-date conference list from a holistic perspective of lenses of value, quality, and other
reputational risks, but could benefit from doing so given the increasing scrutiny that
such conferences are receiving in an already crowded sphere of conference providers
(Recommendation 2.7). Interviews with some of the Boards’ consultants supported this
insight.

Approval Process

LACERA uses the consent agenda to approve Trustee education requests when Board
approval is required by the Policy. A consent agenda item by its nature suggests a non-
controversial or routine subject matter. Through the interviews, a number of Trustees
guestioned whether the consent agenda remains an effective mechanism for which to
approve education and travel. Some Trustees reported that, particularly in light of items
highlighted through recent audits, they would have liked to have had the opportunity to
ask questions about the selection of certain educational conferences at the time of
approval. Some expressed concern in hindsight that some conference attendance had
the potential perception of being too closely related to personal interests. While this was
not the perception for the vast majority of education conferences attended by Trustees,
the consent agenda label supports the impression that the item offered for review and
action was within acceptable Board norms.

Staff reported to us that it recently enhanced the information provided to the Boards
with expected costs for each requested trip to support the approval process. While this
additional information is useful, we believe that the Boards should also take into
consideration, at a minimum, the year-to-date expenditures on education and
education-related travel costs in comparison to the annual budget at a Board level to
better align with peer practices. For example, some peer systems reported providing
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their boards with information on total committed expenditures to date versus the
approved fiscal year education and travel budget. LACERA may also want to provide
detail as to the requesting Trustee’s total travel expenditures to year-to-date, as well as
the Trustee’s progress toward satisfying education requirements.

To further mitigate reputational risk associated with education, LACERA ought to
consider requiring that Trustees provide additional documentation in the approval
process for conferences. This could take the form of attestation that the traveler
requesting the trip has reviewed other available local or regional alternatives, and that,
to the best of his/her knowledge, provides an appropriate rationale as to why
attendance at the educational event is important. While this increases the
documentation burden on individual Trustees, it provides protection to the Boards from
a fiduciary standpoint by having a prudent process in place to address such items that
are naturally subject to interpretation and reputational risk.

Although the use of a consent agenda to approve board education is a common
practice, it seems to have contributed to putting LACERA and its Trustees in a position
of undue reputational risk. Modifying the information provided may be the enhancement
needed to yield meaningful improvement. In the interim, LACERA ought to consider
removing education and travel approval requests from the consent agenda and
evaluating alternative approval processes to ensure that effective opportunity for
discussion is provided and decision-making is supported (Recommendation 2.6).

Types of Education that Satisfy Education Requirements

Qualifying Education in Light of Legal Requirements

When continuing education is required by law and/or policy, peers reported that it could
be fulfilled through many mediums, including:

e Professional association conferences or seminars, such as participation in a
State association or university-sponsored investment or pension management
program,

o Education presentations made during board/committee meetings by staff, board
consultants, or outside speakers,

¢ Board education offsites sponsored by the system,

o New trustee orientation provided by staff or consultants,

e Self-study such as webinars or reading relevant books or periodicals, and

o Immersive training such as meetings with staff outside of regularly scheduled
board meetings and attendance at specified education meetings provided to the
membership such as member benefit group education meetings (retirement or
health care meetings).

Although LACERA’s Policy delineates some of the high-level functions of the Boards
relative to the need for education, it does not clearly outline the various modalities that
can fulfill the continuing education requirements. It is a combined Education and Travel

Mosaic Governance Advisors, LLC 34|Page
© 2020



Policy; however, the majority of the text outlines how much and when travel is allowed
and how it will be reimbursed.

In practice, LACERA makes available all of the aforementioned forms of trustee/board
education. However, as noted in our policy comparison, LACERA’s Policy sets a tone
that Trustee travel to external conferences is necessary for Trustees to satisfy the
education requirement.

The tone was reflected in the interview process. Specific examples include:

¢ While some Trustees reported to us that they engage in self-study such as
webinars or reading relevant books or periodicals, the large majority view
external conferences as the only way to satisfy their educational requirement.
Some questioned whether online training like webinars should count at all
toward satisfying education requirements because there is no check and
balance to ensure that attendees engaged without distraction throughout the
entire session.3! The sentiment was that online training is not and does not
provide legitimate education.

e Some Trustees acknowledged that traveling for educational purposes is a long-
standing cultural belief of the Boards. Reflecting on their time as new Trustees
to the Boards, they reported being informed by other Trustees that they need to
travel to obtain education.

e The majority of Trustees could not clearly articulate the internal education
opportunities that counted toward meeting their legal education requirements,
such as that provided through new trustee orientation,3? Board offsites, or
regular Board and Committee meetings.

Staff reported tracking the continuing education hours that Trustees receive from
external conferences, but not for the entire suite of education modalities.

Use and Applicability of In-House Versus External Education Events

LACERA's practices regarding the applicability of in-house education differ significantly
from the current practices of peers surveyed. The majority of U.S. peers provide some
level of trustee education internally, with the majority providing between 50% and 75%
of the education provided to trustees internally. This mode of internal education
included bringing in outside experts to address the board members during regular board
and committee meetings or board offsites. Among international peers, opportunities for
external education are rarely partaken. Instead, when education is sought, preference is
heavily weighted toward internal education.

31 There is also no such check and balance at industry conferences that conference registrants attend and
engage without distraction in the sessions offered.

32 California Government Code § 31522.8 expressly provides that new board member orientation satisfies the
education requirements set forth under law.
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There is a clear trend over the last decade to favor the provision of “in-house education”
over externally provided education events. All U.S. peers except one reported having
the same or an increased level of in-house education over the past decade, citing
reduced cost and convenience as the primary benefits. Research also has established
a linkage between the value of teams learning together and their overall effectiveness.®

As the allocation to in-house education has increased among the peer group,
attendance at external education events, including association conferences, has either
decreased (1 of 11) or stayed the same (9 of 11). In response to the same survey
guestions, LACERA reported that less than 25% of its education was provided internally
versus externally with in-house education levels staying the same over the past ten
years. During that same time period, LACERA has experienced an increase in
attendance at external education events by Trustees.

It is important to note that public pension industry association conferences design
content to attract the interest of their general membership and not for any system
specifically. The alignment, or lack thereof, with LACERA'’s needs can be significant.
This is particularly notable given that the majority of Trustees reported to us through the
interview process a belief that as an organization, LACERA has few, if any, peers.

Trustees reported through their interviews a perception that in-house education was not
as reflective of emergent issues faced by LACERA as what could be obtained
externally. This could possibly be due to the omission of in-house education in the
Policy. At the same time, when asked to provide examples of quality in-house education
provided, specific examples were referenced that clearly addressed some emerging
trends. For example, the sustainability education sessions, which were led by internal
staff who sourced expert speakers were positively referenced, along with education
sessions on the disability process through the Disability Procedures Committee. In light
of how readily the in-house education success stories were recalled, it is challenging to
know if the lack of acceptance of in-house education is being supported by the long-
standing cultural belief that education for LACERA is defined through external sources
where travel is required.

To evaluate the high-level sufficiency of in-house education, we reviewed as a proxy
the agendas of the 2019 offsites for the BOR and BOI. Education spanned a wide range
of topics, including healthcare issues, investment strategy matters, actuarial matters,
state and federal legislative updates, and technology issues such as cybersecurity.
Each agenda provided six to seven hours of content, delivered by staff, Board
consultants, and outside experts and guest speakers. This practice is consistent with
peers. It is notable that some peers intentionally pre-plan their offsites and regularly
provided board education such that trustee education requirements can be completely
satisfied through attendance.

LACERA staff and Board consultants also provide education periodically through
regular Board and Committee meetings. The LACERA staff and the Boards’ consultants

33 Schein, E. (2013) Humble Inquiry. Oakland: Berrett-Koehler Publishers.
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are experts in their fields who routinely speak at national or regional industry
association conferences. Upon review of LACERA’s Board consultant contracts, we
found the majority of Board consultants had general contractual provisions requiring
them to provide Board or individual Trustee education (Recommendation 2.9). This is
consistent with over half of the peer funds surveyed, as well as with best practices.
LACERA should standardize its agreements in this regard.

We recommend that LACERA establish a target for in-house and externally provided
education (Recommendation 2.8).

New Trustee Orientation

Having a formalized trustee orientation program is a globally recognized best practice in
governance.3* % All of the peers that reported having an education policy also indicated
having a form of trustee orientation, ranging from a basic program to one that is
comprehensive and inclusive of various topics and elements.

For new trustees, the process of orientation can feel overwhelming, given the significant
breadth of topics covered. In response, international and progressive U.S. peers are
expanding their orientation process from one or two days to a period spanning several
months. Under this newly expanded approach to orientation, each session can take up
to four to five hours and is planned around board meeting schedules and the agendas
of upcoming board meetings. The new board member learns about the topics which will
be discussed at the next board meeting.

Orientation sessions include information about the current status of strategic initiatives
of the system, but also historical context, key changes that have been made over time
and why, and how the funding, investment, and governance policies work. Other
thematic topics cited for this approach to orientation were risk and managing the brand
of the organization.

Materials are provided in advance, and new board members are expected to come to
sessions prepared to participate. The board leadership or existing board members are
invited to attend so that they may offer their insights from the board’s perspective. More
tailored education for new trustees is also provided based on which committee that
individual will be serving, as well as their areas of expertise and interest. To round out
the approach, a follow up is scheduled with new board members after a period of time,
such as six months or one year. The purpose of the follow up is to assess whether
there is any additional information the individual needs that the onboarding process
hasn’t to date been provided.

34 Clapman, Peter, et. al. Clapman Report 2.0, “Model Governance Provisions to Support Pension Fund Best
Practice Principles,” Stanford Institutional Investors Forum, 2013.

35 NACD, “Navigating the First Year: An Onboarding Guide for New Directors,” 2019.
https://www.nacdonline.org/insights/publications.cfm?IltemNumber=39560
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Through the interview process, we asked LACERA Trustees to describe the type, level,
and timing of orientation received at the outset of their service to the Board. The
experiences reported were wide, varied, and largely inconsistent. While we believe the
inconsistency in approach and delivery is likely due to the turnover in senior
management, it is the responsibility of the Boards to ensure that a prompt, thorough
orientation is provided to its new members by its CEO, staff, and consultants, and to
hold the CEO accountable for implementing the Board'’s direction in this regard.

Trustees were also unclear as to whether orientation counted toward satisfying the legal
education requirement for Board members. Staff reported to us that the approach,
content, materials, and accountability for delivering the new trustee orientation program
has been in transition over the past several years; however, orientation materials were
scheduled to be updated within the next year. We recommend that LACERA refresh,
formalize, and stabilize the delivery of new trustee orientation and develop a broader
Trustee onboarding program (Recommendation 2.10).

iv. Monitoring, Reporting, and Evaluation Practices
Monitoring Overall Education Policy Compliance

Given the legal basis of LACERA’s board education requirement, it is important to
monitor compliance with the Policy and periodically report on it. It is also an important
mechanism in supporting the transparency of board operations.

LACERA’s Boards need to receive appropriate content at the right frequency to
sufficiently fulfill their responsibility to oversee the Trustee education program. Just
under half of peers reported a practice of annually providing information to their board
on trustee continuing education compliance. A minority provided reporting more
frequently — either semi-annually or quarterly. The significant majority of peers with a
staff education requirement (8 of 10) reported that their board does not review
information related to staff continuing education, other than for the CEO if continuing
education requirements apply since that is the domain of management and not the
board.

LACERA Trustee education compliance reports are completed semi-annually (in terms
of hours, not competencies or subject matter), consistent with the minority of peer
practices. They provide an aggregate view of all Trustees and their current compliance
status.® Additionally, LACERA provides a snapshot of Trustees’ compliance status
within the individual biographies posted on LACERA’s website. Trustee education and
travel reports are provided monthly, and expenditure reports are provided quarterly.
These various reports are publicly available through LACERA’s website, furthering its
commitment to transparency. The Boards also receive monthly reports on staff
continuing education and travel expenditures, which is not necessary.

36 For example, met requirements or in the process of meeting requirements.
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LACERA's reporting frequency of Trustee continuing education is reasonable, given the
peer group’s practices. LACERA’s monitoring practices do not take into consideration
the full spectrum of education opportunities undertaken by Trustees, and accordingly,
need improvement. While compliance with applicable legal standards for continuing
education is met by LACERA’s monitoring process, the Boards receive virtually no
information as to the quality or appropriateness of education received by Trustees given
LACERA'’s organizational needs. We believe that this is a result of LACERA’s Policy
being principally dedicated to rules governing travel more so than education. We
recommend that LACERA rebuild its continuing education reports in alignment with any
changes it makes to its education policy. For example, this could include linking to
established curriculum requirements in addition to satisfying education hours.

Post-Conference Evaluations

Considerable resources are invested by public retirement systems in trustees’
education and training. To ensure that the resources are utilized effectively, some
systems require trustees to share information from the events attended to the board
and/or staff, and to evaluate the relevancy and value of external conferences given its
cost. Half of the peer systems surveyed required or encouraged some form of
information sharing and/or evaluation of the conferences attended. Related practices
included the following:

¢ Requiring a trustee’s completed conference evaluation as a condition of expense
reimbursement,

e Posting the trustees’ written evaluations to the board's web portal,

e Requiring, versus simply encouraging, trustees to share their experience and
perspectives about the recently attended conference or seminar during the next
board meeting,

¢ Providing the materials from the conference or seminar to the CEO or staff, and

e For non-pre-approved conference attendance, requiring that a written report be
provided to the board after the conclusion of the conference.

Consistent with LACERA’s Policy, LACERA reported that Trustees are encouraged, but
not required to share their experiences from conference attendance. It was reported to
us through the interview process that when this type of sharing does occur, it is limited
and typically at a very general level. Some Trustees reported to us that as a matter of
personal practice, they typically share materials obtained through conferences with
staff. When asked through the interviews about bolstering post-conference attendance
evaluations, Board sentiment was mixed. Many saw the value in sharing information
and feedback; others believed that such practices had limited usefulness, would be
overly burdensome on Trustees, and should not be considered or required.
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To be clear, it should be conveyed and understood that post-conference evaluation
practices are recognized best practices®” and serve the purpose of providing sufficient
fiduciary documentation, and therefore risk mitigation, given the expense. It should also
serve the purpose of sharing perspectives about the quality of educational events. At a
minimum, we recommend LACERA’s practices include a requirement for Trustees to
complete a post-conference evaluation, including key substantive takeaways and
whether the conference merits future attendance, post the evaluations to the Boards’
online portal, and share any conference materials received with the Boards and the
CEO (Recommendation 2.11).

Annual Trustee Education Self-Assessments

Some peers have adopted a practice of requiring trustees to annually reflect on and
develop a self-directed continuing education program for the upcoming year based on
individual interests, fiduciary responsibilities, educational requirements, including
curriculum and competencies, and the system’s overall strategy. Approximately half of
the peer survey respondents had a trustee educational self-assessment, which is
consistent with recognized best practices among public retirement systems.3®

LACERA does not currently use such a practice, but we believe it could benefit from
doing so. As mentioned previously, LACERA’s current method of having Trustees
report out during regular Board meetings about recent conference attendance is not a
particularly useful or effective practice. It should be discontinued in lieu of engaging in
annual self-evaluations of Trustee education where all Trustees can reflect on their
educational experiences and needs (Recommendation 2.12). This discussion venue
can also be used to shape future in-house educational offerings. Through the interview
process, we queried Trustees to gauge sentiment as to the potential value of such a
practice. The majority believed that it could be useful and would be worthwhile to
consider.

Ii. Comparison of Travel-Related Aspects of LACERA’s Policies and
Practices

Travel policies provide an important opportunity for public retirement systems to create
organizational alignment around travel as set out by the board, ensure prudent expenditure
of trust fund money, and provide a framework for board oversight and staff implementation.
In addition, they should address the need to have an accountable plan under Internal

37 Clapman, Peter, et. al. Clapman Report 2.0, “Model Governance Provisions to Support Pension Fund Best
Practice Principles,” Stanford Institutional Investors Forum, 2013.

38 Clapman, Peter, et. al. Clapman Report 2.0, “Model Governance Provisions to Support Pension Fund Best
Practice Principles,” Stanford Institutional Investors Forum, 2013.
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Revenue Service guidelines.®® Here, we present our evaluation of the following topics:
Policy Discrepancies, Travel Policy Comparison, and Travel Practices Comparison.

a. Policy Discrepancies

Through our evaluation of LACERA's travel expenses* and, therefore, close inspection of
the Policy, we noted two things that are worthy of mention. First, we noted through the
amendment of prior Polices an intention by the Boards to strengthen travel practices with
the goal of reducing some of the costs associated with travel. Second, we observed
discrepancies in the newly revised Policy that ought to be addressed (Recommendation
2.13). Examples of discrepancies are as follows:

1. Itis unclear whose approval is required for staff member travel.** The Policy
references approval by the traveling staff member’s Division Manager, Assistant
Executive Officer, and the CEO. However, this same Policy section states that the
CIlO has the sole authority for all staff travel approvals and decisions under any
provisions of the Policy. This latter provision suggests that the CIO approves not
just investment staff travel, but all staff travel, including the CEO’s. This section is
confusing, inconsistent with actual practice as reported to us by staff, and needs
clarification.

2. The travel and education portions of the Policy provide different definitions of the
term “international.” Canada and Mexico are identified as international locations
under the travel portion of the Policy,*? but they are not defined as international
locations under the education portion of the policy.*® The definition should be
consistently applied across both education and travel.

3. Business-class travel is, in part, defined by originating or departing “international
location,” including Canada and Mexico.** We observed the interpretation of the
business class travel Policy criteria causing confusion among travelers within our
expense review. It may be clearer to streamline the criteria and limit business travel
to any trips exceeding a certain number of direct flight hours, irrespective of whether
travel is domestic or international, and eliminate the definition of international travel.

4. Under the “Waiver of Policy Provisions,”* the Boards may waive compliance with
any aspect of the Policy when in the best interests of LACERA. For clarity, the best

39 Please see IRS guidance on accountable plans at 26 Code of Federal Regulations, Section 1.62-2,
"Reimbursements and Other Expense Allowance Arrangements,” and IRS Publication 463, Travel, Gift and Car
Expenses - Reimbursements.

0 pPlease see Section 1 of this Report — Education and Travel Expenses Review.

41 Section 705.00.B

42 2019 Education and Travel Policy, Reimbursement Schedule, Attachment A, Section A.1.c.

43 2019 Education and Travel Policy, Section 705.00, A.1.

44 2019 Education and Travel Policy, Reimbursement Schedule, Attachment A, Section A.1.

452019 Education and Travel Policy, Section 705.16.
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interests of LACERA should be defined so as to ensure consensus agreement and
transparency around the circumstances of waiver.

b. Travel Policy Comparison

All responding U.S. peer systems address travel through a standalone travel policy
separate from the education policy. Slightly more than half combined board and staff
policies, the remaining peers did not. Some peers were subject to their plan sponsor’s
travel regulations and guidelines (e.g., the state); therefore, they had little control over
parameters for reimbursable expenses. Regardless of whether they did or did not have
control over their applicable travel rules and regulations, the peers’ travel policies tended to
be shorter, higher-level policies than LACERA's.

LACERA has a combined education and travel policy that sets forth provisions applicable to
both the Boards and staff. LACERA also reported not being subject to the County’s travel
guidelines and parameters. Therefore, it has the responsibility to develop and implement its
own travel regulations and guidelines and has the opportunity to set out principles that
govern behavior related to travel.

Based on our review of peer policies, best practice principles, and our own knowledge and
experience in assisting other peers with the development and amendment of their travel
policies and programs, we observed that LACERA'’s policy contains mainly travel
procedures versus policy language. We recommend that LACERA capture the Boards’
principles and positions on Trustee travel in a standalone Board travel policy and that
administrative procedures be removed from the Policy document and delegated to the CEO
(Recommendations 2.14 and 2.15).

A description of the recommended policy elements (Recommendation 2.14) follows. Similar
to the recommended policy elements that appear earlier in this report pertaining to the
education policy, we provide an example of a hybrid between a rules-based policy format
and a principles-based policy format, with the suggestion that the majority of prescriptive
rules around travel could be moved to an administrative procedures document under the
purview of the CEO. This accomplishes the objective of moving LACERA in the direction of
a principles-based policy format in a manner where the amount and pace of change can be
controlled.

Recommended Policy Elements Addressed by | Observations Recommended
LACERA’s Action
Policy?

Statement of Purpose Yes See Statement of Enhance

Identifies the rationale for the policy Purpose; Trustee

and acknowledges the Board’s individual fiduciary

collective and Trustees’ individual duty not expressly

. addressed

fiduciary duty.
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Recommended Policy Elements

Addressed
by
LACERA’s
Policy?

Observations

Recommended
Action

Definition of Covered Individuals
Clearly delineates the individuals
covered by the policy, particularly
when there may be alternate
Trustees or designees for Ex-officio
members.

No

No definition of
“designated staff’; silent
as to applicability to
Treasurer and Tax
Collector’s delegate(s)

Add

Principles
Examples include:

e Covered travelers are
expected to use prudence,
discretion, and good
judgment to ensure that all
expenses incurred are
authorized, reasonable, and
necessary.

e Atraveleris expected to
make travel arrangements in
the most economical manner
to the system, in
consideration of the
traveler’s schedule.

e Travel should be conducted
in relation to and support of
the board’s governance
responsibilities, individual
trustees’ development plans,
system’s specific education
competencies and
curriculum, and the strategic
plan.

e Local, in-state, and in-
country opportunities should
be emphasized over
international opportunities,
where possible.

e Prohibition on receiving gifts
of travel or traveling for
events that can create the
appearance of “pay-to-play”
or other such impropriety.

e Appropriate and timely
reimbursement shall be
made for expenses incurred
in the completion of duties.

Partially

See Statement of
Purpose; There is no
connectivity to a
curriculum/competencie
s, trustee development
plans, or the System’s
strategic plan. There is
no emphasis on local,
in-state, and in-country
opportunities.

Enhance
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Describes how oversight of
Board compliance with the
policy will occur, at what
frequency, and addresses
transparency in reporting.

contains detail about the
Travel Reports provided
to the Boards and the
frequency and manner in
which they are provided.

Recommended Policy Addressed by Observations Recommended
Elements LACERA’s Policy
Policy? Elements
Types of Travel Yes Statement of Purpose Maintain
For example, educational contains definitions of
conferences, non-educational Educational
events when requested or Conf_e rences and :
Administrative Meetings
approved by the Board, travel
to Board and Committee
meetings, stakeholder events,
etc.
Broad Categories of Partially See §705.00.A.9 Enhance;
Limitations and Non- requires cessation of Alternatively,
Reimbursable Expenses future tre_lvel oncea this concept
Addresses policy positions on Trustee is aware .the" could be
o term of service will end. | expressed as a
common situations such as See §705.08 for high-level
when traveling with family and limitations on expenses | principle, with
friends, or with other Board when traveling with specific details
members, staff, or system personal companions. maintained in
service providers, as well as a Beyond §701.15, Brown | the
situation where a Trustee has Act_Compllance, the administrative
. . . Policy does not travel
resigned, retired, lost their
i ) expressly address procedures.
election bid, or chose not to situations where Board
seek another term on the members travel with
Board. staff or system service
providers.
Approval Process. Yes See §705.00, which Enhance
Addresses who has the contains detail about the
authority to approve, the approval process for
process by which approval trustees. The approval
process for staff
occurs for coyered persons contains confusing or
under the policy, and possibly conflicting
exceptions. provisions (§705.00.B).
It is unclear who
approves CEO travel.
Expense Reimbursement Yes See Attachment A, Maintain in a
Process. Reimbursement document
Cross-references the Schedule separate from
administrative procedures that the.TraveI
o Policy.
are developed, maintained and
enforced by the CEO.
Monitoring and Reporting. Yes See §705.12, which Reduce the

detail describing
the
format/content
of the reports.
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Recommended Policy Addressed by Observations Recommended

Elements LACERA’s Action
Policy?
Responsibilities of the Partially Provisions that apply are | Enhance
Boards, Individual Trustees, organized under each
and CEO. Addresses oversight relevant topic and not in
a centralized area within

of the travel policy, the
responsibility to become
familiar with the travel policy
and procedures prior to
embarking on business travel,
and other expectations around
maintaining and enforcing the
travel procedures.

the Policy

Coordination with Applicable | No. Not expressly addressed | Add
Law and Other Policies.
Addresses applicability of
FPPC requirements, IRS
requirements, education policy,
standards of ethical conduct,
conflict of interest and gift
policies, no-contact policy, or
quiet period during active

procurements.
Policy Review Cycle. Yes See §705.18, which calls | Enhance
Every three years. for an annual or “as

needed’ review

While LACERA'’s Policy addresses some of the recommended elements, it is not as
comprehensive as needed in some areas, and it also contains a significant amount of
procedural detail. A major revision to the Policy is needed, along with separating out
administrative detail into its own procedural document, in order to move toward a
principles-based policy format.

Importantly, we compared LACERA'’s procedures at a high level to those shared with us by
some peers. While the procedural elements in LACERA’s Policy are materially complete in
their scope and not significantly different from that of peers, they ought to support the
Boards’ principles and beliefs around travel. For example, if the Boards’ preference is to
emphasize through its principles, the concept of cost sensitivity, then mechanisms to
implement that concept, such as requiring that airfare is booked a certain number of days in
advance, and restricting the use of business class travel, should be incorporated into the
procedures. It is important for the Boards to come together to build a consensus view on
their beliefs and philosophies on the purpose of travel in order for LACERA to develop an
appropriate principles-based policy and appropriately align procedures.
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c. Travel Practices Comparison

Types of Travel

Beyond continuing education, the majority of U.S. peers surveyed reported that their
trustees travel for similar reasons as LACERA, including non-educational events.*® While a
minority of peers noted that also similar to LACERA, their trustees travel to testify before
their legislature or Congress and meet with board consultants; no U.S. peers reported that
their trustees travel to meet with external investment managers without investment staff.
This is likely because many of the peers have delegated the implementation decision to
select and terminate investment managers to their professional investment staff; therefore,
it is the staff’s role to meet with investment managers and not the board’s.

International peers have different practices around travel, particularly those with multiple
foreign office locations. However, their expectation, which aligns with the norm among U.S.
peers, is that fund managers will travel to them and provide education at their board
meetings. One Canadian fund board director indicated that their board members travel
once per year to one of the foreign office locations for the purpose of meeting with the
senior management teams there.*’

We understand through the interview process that LACERA Trustees are divided on this
issue. Some Trustees believe that travel to meet with investment managers without staff
present is part of fulfilling their oversight duty. Other Trustees questioned the value of such
an exercise and believe that it treads on the staff’'s role. The Boards should come to an
agreement on what the appropriate role of the Board is. Doing so will inform how travel is
conducted in support of it. We address this concept in more depth in Section Il of this
Report, where we discuss the role of the boards as governing bodies.

While some peer system trustees might, on a one-time basis through the onboarding
process, attend staff’'s due diligence meeting with an investment manager, it is for the
purpose of education about the system and how it works and not for the purpose of
leveraging the trustee’s skills and abilities to perform the due diligence or effectuate board
oversight. This distinction is important in light of the fact that a board’s oversight role
includes assessing the staff’'s performance in implementing board policy. As such, a board
needs to ensure that it maintains sufficient independence from the investment process. A
board must not inadvertently put itself in a position where its objectivity in assessing staff’s
performance in selecting and monitoring investment opportunities and investment
managers is impaired due to the participation of trustees in the due diligence and continued
manager oversight process. There is an important line to be maintained between setting
and overseeing policy and implementing policy. Setting and overseeing policy is the role of
the board. Implementing policy is the role of staff. In short, we recommend that LACERA
Trustees cease meeting with investment managers outside of opportunities presented
through Board or Committees meetings (Recommendation 2.16).

46 Non-educational events include serving as leadership for a relevant external committee, serving as an
expert/panelist representing the system, meeting with legislators/policymakers, meeting with constituent and
stakeholder groups.

47 They do not visit each location every year and cited the example of missing Hong Kong in 2019 due to the
geopolitical risks and riots.
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Budgeting Practices

LACERA annually sets an overall budget for Trustee education for each of the Boards as
part of the overall administrative budgeting process. The approach includes reviewing the
prior years’ budgeted amount and rolling it forward with or without a percentage increase.
The budget includes funds to support the expenditures in connection with the Boards’
annual offsites, Trustee attendance at external conference events, and other non-
educational event travel. Historically, peer data has not been provided as a point of
reference.

Through the interview process, it was reported to us that there is limited visibility by the
Boards into the line items that drive the budgeted amounts. Both Trustees and staff
informed us that they believed the overall budgeting process needed improvement. Specific
improvements mentioned ranged from the Boards’ involvement in the budgeting process to
stronger oversight of the actual expenses versus the budget. While the overall LACERA
operating budget (including education and travel) is approved by the Boards, it was
reported to us through the interviews that the perception is that the Boards are not
providing the degree of rigor necessary to set or question the amount of the education and
travel budget. It was also reported to us that information regarding the education and travel
budgets of peer systems had not been provided to the Boards during the budgeting
process.

The most recent annual budgets to support board travel, as reported by peers,* ranged
widely from $25,000 to $220,000. For LACERA, the most recent budget for the BOR was
reported as $225,500, and for the BOI, it was $335,500. When taken individually, the BOR
budget is only slightly higher than the highest peer, and the BOI outside of the range. The
total combined budget of the BOR and BOI is higher than the peer systems that shared
their data.*

Some peers have adopted a per-Trustee budgeted amount, such as $10,000 or $15,000
per year, to place a limit on the educational dollars that the system is willing to invest.
Others take a bottom-up approach to identify the educational events that Trustees plan to
attend and produce a budgeted amount that is in alignment with that approach.

LACERA has adopted some Policy limits on the number of educational conferences per
year that Trustees may attend. These limits have been in place for the duration of the
periods we reviewed, and we believe they were intended to serve as a de facto limitation
on expenditures. The most recent amendment to the Policy further strengthened the limits.

We recommend that LACERA also adopt a bottom-up approach to establishing the
education and travel budget based on individual Trustee development plans and education
provided through offsites and regular Board and Committee meetings (Recommendation

48 Six of the responding peer systems shared information regarding their budgeting practices.
49 We believe there are aspects of LACERA’s broader governance structure that play into this disparity, such as
board structure, board size, and span of governance. We address this in detail in Section 1ll.
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2.17). This would not only accomplish the objective of broadening the Boards’ participation
in the process but, combined with our prior recommendation®® to enhance Board-level
reporting, should address the need to monitor actual versus budgeted expenditures. On
the whole, we believe these recommendations will result in a thoughtful and defensible
process of costs incurred related to education and travel.

Carbon Costs of Travel

Systems in Europe are revisiting travel policies and practices in light of their carbon cost of
travel. In coming to a decision to travel or not, they consider not just the financial cost of the
trip, but also the carbon cost. This is in part because they are monitoring the carbon
footprint of their investments as well as their own operations. Their policies, which have
been tightened over the years to take climate change factors into consideration, require
them to purchase carbon offsets for all air travel. Other modifications include, for example,
expanding the flight time in which economy travel occurs to any trip under 8 hours and
reducing memberships at industry organizations. All of this related activity has produced a
net result of systems being significantly more selective about travel, and specifically
conference-related travel. We recommend that LACERA establish a carbon budget for
travel and discuss the role that purchasing carbon offsets may have in future travel policies
and practices (Recommendation 2.18).

Section Conclusions

Our review of LACERA's Policy showed a significant imbalance toward travel to fulfill
Trustee education. This was underscored when we compared the elements of education
and travel in LACERA'’s Policy against that of peers, highlighting the opportunity for
improvement to LACERA’s Policy.

We note the good intention of documenting procedures in the Education and Travel Policy.
However, it has not protected LACERA or its Trustees from the potential reputational risks
that all public retirement systems share relative to trustee travel expenditures. Furthermore,
we believe that the layers of prescriptive Policy present a higher risk of noncompliance for
LACERA’s Boards.

As such, we offer some recommendations to amend the Policy, including that it be
separated into an Education Policy and a Travel Policy, and shifted to a higher-level
principles-based policy. We believe these changes would capture the Boards’ beliefs, thus
setting the tone from the top of the organization on expectations related to education and
travel. We acknowledge that policies do not drive behavior, and as such, focus the majority
of recommendations around the practices which LACERA’s Boards ought to consider as
they move forward.

50 See Section | of this Report.
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Section Recommendations

Education Policy

2.1. Create a standalone principles-based Board education policy. The
Education Policy should be separate from the Travel Policy.

2.2. Remove staff policy provisions from the Boards’ Policy and create a
separate policy applicable to staff, under the direction and enforcement of the
CEO.

2.3. Amend the Policy to incorporate the recommended policy elements (See
pages 25-29).

Education Practices

2.4. Establish a curriculum that defines the education and training
requirements, including core competencies, specific to the needs of LACERA
Trustees and the organization’s current and future strategy.

2.5. Require planning practices, such as the use of individual development
plans and annual trustee educational self-assessment, to create better
alignment and cost-effectiveness.

2.6. Enhance the approval process, including the quality of the data provided
to inform the Boards’ decisions and the continued effectiveness of the
consent agenda.

2.7. Evaluate the pre-approved and monthly up-to-date conferences list and be
more selective in the use of those sponsored by for-profit entities.

2.8. Establish an appropriate target for in-house and externally provided
education; codify it into policy.

2.9. Upon selection or renewal, where not already expressly stated, require in
each Board consultant’s contractual scope of work, a requirement for
providing Board and individual Trustee educational sessions and implement a
process to utilize and enforce the consultant education requirement.

2.10. Refresh, formalize, and stabilize the delivery of a new Trustee orientation;
develop a broader Trustee onboarding program in collaboration with staff.

2.11. Adopt post-conference evaluation practices, including required post-
conference evaluations, uploading the completed evaluations to the Boards’
online portal, sharing conference materials received with the Boards and the
CEO.

2.12. Engage in annual trustee education self-assessments.

Travel Policy

2.13. Resolve the discrepancies as noted in the Travel Policy and update
accordingly (See pages 40-41).

2.14. Develop a standalone principles-based Board Policy that addresses the
recommended elements (See pages 42-45).

2.15. Move the procedural detail, including that related to expense
reimbursement, from the Policy to a travel procedures document that is
maintained by the CEO.
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Travel Practices

2.16. Cease Trustee meetings with investment managers outside of
opportunities presented through Board or Committee meetings; direct all
manager information and communication flow through the Chief Investment
Officer.

2.17. Strengthen the budget-setting and oversight process by adopting a
bottom-up approach to establishing the education and travel budget.

2.18. Establish a carbon budget for travel and discuss the role that purchasing
carbon offsets may have in future travel policies and practices.

{This space left blank intentionally.}
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ll.  Governance Factors Contributing to Trustee Education and
Travel Practices

Introduction

During the course of our review, we identified broader aspects of LACERA’s governance
structure and practices that have the potential to impact the cost associated with LACERA’s
Trustee education and travel practices. These governance structures and practices may
also increase the complexity and/or the risk of misalignment of Trustee education with the
Boards’ responsibilities or the competencies needed to meet organizational needs. These
include the following:

i.  Board Structure, Composition, and Size
i. Span of Governance
iii.  Governance Decision-Making Model
iv. Board, Committee, and Trustee Effectiveness

While these areas extend beyond the scope of the Education and Travel Policy, they are
important for LACERA to evaluate as they not only impact individual Trustee education but
the ability of Trustees to govern effectively as a group. The ability to address some of these
governance structures and practices is within the LACERA’s control, while the ability to
address others is more within the sphere of LACERA’s potential influence.

i. Board Structure, Composition, and Size

Assuming each trustee must be educated and properly trained to be an effective fiduciary,
and maintain a sufficient level of education and training over time, it is important to evaluate
the foundation of the board’s purpose, who is being asked to serve, and the number of
trustees required to fulfill the board’s purpose. Consequently, board structure, compaosition,
and size are directly linked to the type of education that trustees need to prudently perform
as fiduciaries and the costs of a trustee education program. Board structure sets the
purpose of a board and informs the curriculum of educational content needed to govern
effectively. Board composition provides a baseline of the likely background, skills, and
experiences of trustees fulfilling the role, the competencies each brings to board service,
and insight into education and training that may be needed to align with the board’s
preferred competencies. Board size impacts the effort and resources expended, including
travel costs, to educate and train trustees.

The majority of U.S. public retirement boards have a legal mandate to oversee benefit
administration, including retirement, disability, and sometimes healthcare and ancillary
benefits, along with investment of the system’s assets. While the demands placed upon
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large public retirement system boards are numerous,® the majority are legally structured to
address them with one board.%?

In some states, however, oversight of pension administration and investments is bifurcated
between two boards with investments managed by a sole trustee of a state agency.>® In
these situations, there may be one or more common board members across both boards,
but there is a distinct separation between them as legal entities, including that the boards
are supported by different staff.

Most large public retirement system boards, having an average of 9 to 11 members, use
some type of committee structure made up of a subset of board members to assist in the
oversight of certain aspects of the system’s functional areas.

LACERA’s Board Structure

LACERA operates within the legal framework of the California Constitution® and the
County Employees Retirement Law of 1937 (“CERL” or “1937 Act”).%® The 1937 Act
provides for a board of retirement, and if so resolved by the Los Angeles County Board of
Supervisors, a board of investments. For purposes of this Report, we refer to this as a
“dual-board structure.”

LACERA currently has a BOR and a BOI, with among them a total of nine committees,
including joint committees. The BOR has three committees, the BOI has four committees,
and there are two joint committees as mentioned previously, the Audit Committee and the
Joint Organizational Governance Committee (“JOG-C”). The BOR’s three committees
include the Insurance, Benefits and Legislative Committee; Operations Oversight
Committee; and Disability Procedures and Services Committee, a structure set in place by
the BOR in 1995. The BOI's four committees include Corporate Governance Committee,
Public/Private Equity Committee, Credit and Risk Mitigation Committee, and Real Assets
Committee, a structure that was established in 2014. We understand that the BOI reviewed
its committee structure in 2019.

It is common for U.S. public retirement systems to organize the work of their boards
through committees. Canadian pension funds take a similar approach. Common
committees include audit, investments, those addressing finance, budget and
compensation matters, benefits and services, appeals, and governance. In evaluating the
committee structures of the surveyed peer systems, half of the peers have between four
and six committees, with two peers having only one committee, an audit committee.

51 Boards commonly set actuarial assumptions and methods, investment policy and asset allocation, and
appoint the CEO and board consultants.

52 See “Overview of Public Pension Plan Governance,” National Association of State Retirement Administrators,
November 2019.

53 |bid.

54 CA Constitution art XVI § 17.

55 California Government Code §§ 31450 — 31897.
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LACERA has more committees that operate within a narrower scope than we would expect,
especially when compared to peers who perform similar functions with a more streamlined
governance structure. The scope of the committees appears to be creating an operational
versus governance focus. Based on our interviews, there is a perception that trustees must
become experts in specific areas to fulfill their role. Thus, LACERA’s governance structure,
with a greater number of committees staffed by an overall higher number of Trustees, will
likely contribute to higher education costs, including higher travel costs in support of
education.

LACERA’s Board Composition

LACERA'’s Boards reflect a mixture of elected, appointed, and ex-officio members. The BOI
is composed of nine members. Four members are elected, four of its members are
appointed by the Los Angeles County Board of Supervisors. The law requires the County
Treasurer and Tax Collector to serve as an ex-officio member. The BOR is composed of
nine members with two alternates. Four members plus two alternates are elected, four of its
members are appointed by the Los Angeles County Board of Supervisors. Here, too, the
County Treasurer and Tax Collector serves as an ex-officio member.

It is generally accepted that the board as a whole must have the proficiency to fulfill its
function. In pursuit of this collective body of knowledge and experience, individual trustees
are unlikely to and indeed, cannot have or acquire all of the skills required of the board as a
whole. As such, the use of a “skills matrix” has emerged as a strategic tool for a board to
ensure that its trustees collectively possess all of the needed skills and attributes to carry
out effective governance. Its application varies among markets due to differences in public
pension system board authority.

Outside of the U.S., public pension system core competencies are identified by trustee
appointing bodies. In the case of one European pension fund, the appointing body defines
approximately twenty trustee core competencies® in a collaborative process involving the
system’s regulator. For example, competencies include strategic thinking and the will to act
independently. Potential trustees are trained, tested, and vetted relative to these
competencies before they even take a seat on the board. While this approach is very
different than that here in the U.S., it demonstrates the importance placed on having
gualified trustees.

In a similar form, some U.S. public retirement systems have undertaken the process of
identifying the competencies needed for their own specific system’s board.%” Instead of
being used for trustee placement, which is outside the board’s authority, the skills matrix is

56 A competency is the set of demonstrable characteristics, behaviors, and skills that enable, and improve the
efficiency and performance of a job. The use of the term varies widely, which has led to considerable
misunderstanding.

57 Some systems, like LACERA, have legal requirements that also prescribe expertise qualifications for certain
individual board seats, such as a background in investments or finance.
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instead used for planning and development of trustees. The skills of trustees are mapped
against the core competencies to identify any gaps and source education to fill them.

Used in this way, the skills matrix is emerging as a critical tool in evolving the expertise of
public retirement system boards because it allows for the board itself to proactively evolve
and adapt to the changing needs of the environment in which the system operates.

Through the interview process, we learned that LACERA communicates the expectations of
Trustees to those considering candidacy for elected board seats.®® This is a commendable
practice. However, it does not currently use a skills matrix. We recommend using a skills
matrix to better align board educational needs with the education of individual Trustees
(Recommendation 3.3). This practice should result in a more focused education of each
Trustee, but also an evolution of education over the tenure of the Trustee.

LACERA’s Board Size

LACERA'’s Boards are each squarely within the industry average with the BOR comprised
of 11 members and the BOI comprised of 9 members. These numbers include two
alternate Trustees for the BOR should there be an absence by certain Trustee seats. The
alternates must be informed, educated, and ready to vote at a moment’s notice. It has been
the practice of the County Treasurer and Tax Collector to appoint a designee to participate
and vote on behalf of the office in the event of an absence.

Currently, there are 4 Trustees who serve on both Boards. With the exception of the
County Treasurer and Tax Collector, who serves by virtue of the position, there is no legal
requirement for overlap. In theory, the County Board of Supervisors could appoint no
individuals to sit on both Boards.

Although the size of the BOR and BOI each individually aligns with the average U.S. public
pension fund board size, their combined scope aligns with that of other large U.S. public
retirement peer systems, which commonly use a one-board model to address a similar
scope to LACERA’s. This means LACERA must legally educate the Trustees of both
Boards, which, combined, is nearly double that of the average of 9 to 11 trustees, and on
the larger side of peer systems overall.>®

By virtue of its structure, LACERA’s combined board size has the potential to produce
higher than average total trustee education and travel costs. Therefore, it is imperative to
periodically monitor overall and per trustee education and travel costs relative to peers to

58 See LACERA.com, “Powers and Duties of Retirement Board Members,” and “Powers and Duties of
Investments Board Members.”

59 According to the National Association of State Retirement Administrators, public retirement system board size
ranges from 5 to 19. See “Overview of Public Pension Governance,” NASRA, November 2019.
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ensure reasonableness in accordance with fiduciary responsibilities (Recommendation
3.1).%° This can be done every three years in conjunction with the Policy review cycle.

Making comparisons and drawing insights between the education and travel budgets
supporting public retirement system boards of trustees can be challenging at best, given
the degree of variety among boards. Because LACERA’s dual-board structure functions in
a way that is unique, parties outside of the organization looking to compare education and
travel costs will likely lack the industry context and understanding needed for accurate
comparison. Should these parties misinterpret their findings, this not only inflicts
reputational risk onto LACERA but requires system resources to correct the misinformation.
LACERA should be more proactive in providing appropriate context in its reports to the
Board and to the public in order to mitigate this risk (Recommendation 3.2).

ii. Span of Governance

A board’s span of governance is defined as its primary responsibility and decision-making
set. It is important to align trustee education with a board’s span of governance, so that
new and experienced trustees alike are equipped to understand what decisions they will be
making and when, and have confidence in individual board decisions.

Unless otherwise stated in law, the fundamental purpose of a public retirement system
board of trustees is to administer the benefits and invest the system’s assets for the
exclusive benefit of the system’s members and beneficiaries. Accordingly, high-performing
boards typically focus on the following set of policy-level responsibilities:

e Set strategy by setting organizational goals over both long- and short-term horizons,
performance metrics to measure progress against goals, and mission and vision
statements to guide the organization in achieving its strategy,

e Select, evaluate, compensate, and plan for the succession of the CEO, and any
other of the board’s direct reports,

e Select and evaluate the board and committee consultants,

¢ Monitor the board’s performance, health, and effectiveness,

e Set and monitor the risk appetite for the organization, and ensure that an
appropriate risk management framework is in place,

e Establish policy to direct, appropriately resource, and monitor organizational results
under an appropriate compliance framework and a culture of ethical conduct, and

o Establish policy to direct, appropriately resource, and monitor the overall
sustainability and performance of benefit plans (trusts), programs, services, and
investments.

These responsibilities roll up into a span of governance across board, organizational, and
plan governance matters that are appropriately significant and holistic for a governing body.

60 In reviewing the routine reports provided to the Boards to monitor the costs of education and travel, we found
limited evidence of comparative peer data.

Mosaic Governance Advisors, LLC 55|Page
© 2020



The board’s “job” at a high policy level is to focus on governance, strategy, organizational
risk, and compliance. While there are differences in the degree of legal authority that public
retirement systems have in which to accomplish their span of governance, the fundamental
fiduciary framework is shared. Figure 2 visually depicts the span of a modern public
retirement system board’s decisions.

Figure 2. Public Retirement System Board Span of Governance

GOVERNANCE DECISIONS

Plan Organizational Board
Governance Governance Governance
(Benefits and

Investments)

It is essential that trustees have an awareness of what they are called into board service to
do and how they must go about doing it within the contours of the legal structure they
operate within. They must know where their span of governance starts and ends, how their
board is organized to address it, the line between governance and management, and if
there are shared areas of responsibility with management, what those are, and how they
will be effectively addressed with the line of accountability appropriately assigned.
Moreover, the span of governance should be directly linked to the education and
development opportunities that are provided to trustees.

LACERA’s Span of Governance

The BOR is responsible for the overall management of the retirement system and the
LACERA-administered retiree healthcare benefits program. The BOI is responsible for
determining LACERA’s investment objectives, strategies, and policies, as well as
exercising authority and control over the investment management of assets. The BOI also
invests and manages the Other Post-employment Benefits assets for participating
employers. In addition, the BOI is responsible for obtaining pension actuarial valuations that
measure the funded status and serve as the basis for setting employer contribution rates
required to fund the system. The BOR is responsible for obtaining actuarial valuations for
the OPEB program as part of its responsibility for administration of this program.®!

The BOR and BOI have joint authority under CERL over certain shared responsibilities,
including classification and compensation of personnel; adoption of LACERA’s
administrative budget; the appointment and evaluation of the CEO; and other matters as
specified in CERL. The JOG-C was created to serve and facilitate the work of both Boards

61 JOG-C Charter: https://www.lacera.com/BoardResourcesWebSite/BoardOrientationPdf/JOGC-Charter.pdf
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where the two Boards’ duties intersect, improve the combined oversight of both Boards,
facilitate effective two-way communications and act as a liaison between the Boards,
ensure that both Boards are comfortable that their perspectives are properly represented,
and make recommendations, not decisions.

The Boards are structured by legal mandate in respect of their governance responsibilities,
yet the work of the Boards is organized through committees with a tilt toward LACERA'’s
plans, programs, and services. While they jointly share responsibility for organizational
governance and board governance matters, many of the most significant governance
responsibilities around strategy and budget are addressed by recommendations of the
JOG-C as depicted in Figure 3.

Figure 3. LACERA Boards’ Practice for Addressing the Span of Governance®?

GOVERNANCE DECISIONS

Plan Organizational Board

Governance Governance Governance
(Benefits and

Investments)

BOR

and BOI, RECOMMENDATIONS
Primary

Focus

Outside of the JOG-C, the Audit Committee is the only other committee with a scope that,
per its charter,®® can reach across the entire span of governance. Its primary function is to
monitor operational activities against financial and policy metrics, which is appropriately
backward-looking. It is unclear how and through what means the Boards jointly participate
in directing strategy, which is forward-looking. We recommend that LACERA evaluate its
Board and committee responsibilities to ensure the full span of governance is addressed
(Recommendation 3.4). Any resulting findings should be threaded back into Trustee
onboarding, continuing education, and development opportunities.

62 |t is important to note the role of the organization’s management and professional staff in supporting a board’s
governance decision-making model. A board does not operate on its own. Within its role, there are areas where
a board leads by directing and making decisions, oversees its delegations and management’s decisions, and
partners with management to advance initiatives of the system. For purposes of this report, we focus on the
board’s role and not that of management or professional staff.

63 per its Charter, the Audit Committee aids the Boards in fulfilling their responsibilities relative to the financial
reporting process, the system of internal controls, the audit processes, and the organization’s method for
monitoring compliance with laws and regulations. This committee also makes recommendations to the Boards
and not decisions.
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It is our philosophy that all of a board’s members should participate to the fullest extent
possible in board and organizational governance responsibilities, such as strategic
planning, selecting, evaluating, and planning for the succession of the CEO and any other
direct board reports, setting and monitoring the risk profile for the entire organization, and
monitoring the health and performance of the board.

LACERA has a complicated approach to addressing its span of governance that is
challenging to understand, and, as previously mentioned, is overly tilted toward its plans,
programs, and services. In the areas where we would expect the Boards to lead, there is a
lack of clarity. Some specific evidence includes:

o LACERA has three strategic plans organized by subject — retirement, healthcare,
and investments,

e Itis uncertain from our review of all Board and Committee charters how the
enterprise-wide risk profile and appetite is set and monitored,

e The Boards do not formally monitor their own health, performance, and cultural
dynamic through self-evaluation,

e Itis unclear how the Boards execute their role of setting the tone at the top and
monitoring organizational culture,*

e The Boards have not engaged in long-range succession planning for the CEO in
alignment with a future vision as expressed through the strategic plan, and it is
uncertain through charter review which Board entity would have this area within its
scope.®

Through the interview process, some Trustees emphasized the importance of the Board
embracing its responsibilities in these areas. However, the examples demonstrate the
complicated nature of the structure and how the policy-level focus across the entire span of
governance is inadvertently diluted. The result is that it is more challenging for the Boards
to readily identify where there are gaps that need resolution. This concept was
corroborated through the interview process when we asked Board members to identify their
most significant Board-level responsibilities. The majority of responses addressed the
responsibilities in overseeing LACERA’s plans, programs, and services. A small minority of
Board members addressed responsibilities spanning the entire scope of governance. This
offers telling insights into the degree of the inherent tilt, resulting misalignment in the span
of governance caused by LACERA’s dual-board structure and why the Boards have
organized a shared committee to aid in addressing joint responsibilities.

LACERA should explore which additional governance changes should be made to make
the dual-board structure more effective, efficient, and clear (Recommendation 3.5). The
Boards and CEO should create one consensus future vision for the organization, its
priorities, goals, and success metrics, and maintain one organizational strategic plan
(Recommendation 3.8)

64 We understand that the Audit Committee has recently commissioned a study of employee engagement.
65 The JOG-C charter delineates responsibilities related to conducting a CEO search; this is distinctly different
than long-range succession planning.
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Additionally, through the interview process, we heard from Trustees about the difficulties of
working within this heavily carved approach to addressing LACERA’s span of governance.
The most frequently cited challenge was knowing where a Trustee’s role starts and stops,
particularly for new Trustees, what matters the BOR and BOI should respectively involve
themselves in, particularly with respect to the selection of the key personnel, and what
education and training they should or shouldn’t be seeking out as a result. To better aid
new Trustees, we recommend amending election packets and documentation provided to
the appointing authority to ensure that the span of governance, in light of the dual-board
structure, is clearly communicated to those interested in future Board service
(Recommendation 3.10). Further, LACERA should ensure the onboarding experience for
any new Trustee is appropriately aligned to the full set of responsibilities and strategic plan
(Recommendation 3.11). We also recommend that LACERA align Trustee education and
training opportunities with the agreed-upon competencies needed to carry out the full span
of governance (Recommendation 3.9).

Indeed, the types of education sought align with the narrower focus on plans, programs,
and services.®® Through the interviews, some Trustees suggested that plan level
responsibilities are the most important responsibilities of the Boards and that all other
topics were secondary.” This tilt has produced a challenge in mindset which needs to be
appropriately reframed. We recommend that LACERA Trustees undertake efforts to reach
a consensus view on the span of governance, the responsibilities of the Boards, and how
they are fulfilled across the two Boards, the Committees, and the JOG-C (Recommendation
3.7).

Additional examples noted by Trustees of working within the format currently set up to
address LACERA'’s span of governance included a sentiment by some BOR members that
they aren’t to seek out investment-related education and limitations on international travel
for BOR members that do not exist for BOl members. It was reported to us these areas
have been a source of tension among the Boards. We believe the refresher training, as well
as having clarity into the full set of responsibilities of the Boards, may serve to alleviate the
tension.

Further, the JOG-C, which was established in August 2017 with the intention of providing a
forum to diffuse these tensions, has experienced challenges from the very start. It was
dissolved in January 2018, only to be reinstated in January 2019 when the next change in
the leadership of the Boards occurred. While some Board members had confidence that
the JOG-C, now reinstated, would serve to alleviate and address some of the issues that
the Boards are experiencing, some reported to us a lack of confidence and reservations as
to whether it had the support to be sustainable over the long-term. We recommend that

% An analysis of the educational events attended by Trustees in FY 18/19 demonstrated that 70% of the
educational conferences were aligned with content regarding benefits or investments matters.

67 Some examples included reviewing investment strategies, selecting investment managers, staying current on
investment opportunities, overseeing the day-to-day operations of LACERA, and administering retiree
healthcare.
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LACERA should address and resolve the long-term role with the JOG-C (Recommendation
3.6)

Ii. Governance Decision-Making Model

For many U.S. systems, what it means to administer benefits and investment system
assets — to carry out their fundamental purpose — looks very different today than it did when
they were first created. What decisions the boards make and how they make them — the
governance model® — have evolved significantly in several important ways. Since board
decisions are inextricably linked to the training and continuing education that trustees need
to be effective fiduciaries, it is important to contextualize the causes that are drove the
evolution.

First, U.S. public retirement systems have grown dramatically in asset size.®® Second, they
have experienced increased complexity from an administrative, benefits, and investment
perspective. This is particularly true with respect to investments due to the increased use of
alternative investments and active management,” but also with respect to the sophisticated
technology needed to support and operate all aspects of system operations. Third, the size
and specialization of internal public retirement systems staff’* and the number of
consultants that support boards has increased. In fact, today’s modern large public
retirement systems bear many more similarities to large diversified financial services firms
or commercial insurance institutions than they do governmental entities.”

During this same time, the underlying common law fiduciary framework also shifted
significantly,” particularly as it relates to the standard of prudence. Whereas the prior rules
limited delegation by boards, the revised framework was interpreted as not only formally
permitting delegation within parameters but suggesting that pension trustees have an
affirmative duty to delegate if they do not have the training and experience necessary to
perform the function themselves.

68 The governance model is the different dimensions of the roles and responsibilities of the board, based on the
relationship between board members and staff members, which reflect the differences in the size, purpose, and
history of the organization.

69 The top ten largest statewide plans combined for a total of $822.9 billion in 2001. By 2018, according to a list
compiled by Pensions & Investments, the top ten largest statewide plans accounted for a total of $1.7 trillion,
more than doubling since 2001.

70 Hughes, Von, “Understanding U.S. Public Pension Plan Delegation of Investment Decision-Making to Internal
and External Investment Managers (Part One of Three), Hedge Fund Law Report, February 2014.

7t Hughes, Von, “Understanding U.S. Public Pension Plan Delegation of Investment Decision-Making to Internal
and External Investment Managers (Part Two of Three), Hedge Fund Law Report, February 2014.

72 |t is important to note that international public retirement systems have much more uniformity in how the
purpose of the board is fulfilled. International public pension system boards are well-established in their role of
strategy, policy, risk setting, and oversight, providing for sufficient independence for the board to oversee and
judge the effectiveness of implementation.

73 Promulgation of the Restatement (Third) of Trusts.
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As a result, the role of the board itself started to shift. Over the past two decades, boards
have reevaluated and realigned authority with expertise and board focus with the systems’
most significant risks, pressing higher into the policy realm of the governance decision-
making model but still within the same contours of their fundamental purpose. There are
many different ways in which this occurred, and systems are at different stages in their
evolution. This has led to a wide variety of governance decision-making models in play.

At the individual system level, evolution has manifested itself through the replacement or
adjustment of some well-established, long-standing decision-making routines in favor of
new constructs. For example, decisions once routinely made by a board might now be
made by a board committee, CEO, or professional staff. By way of example, public
retirement system boards have made the following types of delegations:

e Approval of benefits, including disability benefits, are now made by staff, a
committee of staff, or in some cases even outsourced to a third-party benefits
administrator,

¢ Investment decision-making is delegated to internal investment staff,

e Selection of some outside service providers such as information technology
providers are delegated to internal technology experts,

¢ Decisions related to shareholder responsibilities such as proxy voting and litigation
are made by internal experts, and

¢ Human resources decisions, with the exception of those related to the CEO, are
delegated to the CEO.

Such change requires considerable discipline, openness, competence, and clarity in the
purpose and span of governance. Sometimes it requires legislative efforts to modernize

applicable law. It also takes an understanding of the fiduciary constructs applicable when
making and monitoring delegations.

Ultimately, the line between governance and management is not only reflected in the work
of the board but in the alignment between the competencies needed by trustees and the
education sought and provided to them.

LACERA’s Governance Decision-Making Model

Through the interview process, LACERA Trustees confirmed a sense of increased
complexity in multiple areas of their oversight role. Many also noted the increased pressure
and overall scrutiny in serving as a public retirement system trustee. A significant number
of Trustees reported to us that they have responded to this shift by intensifying the
frequency with which they seek out external education, training, and travel to conduct their
own due diligence. They see it as part of their job as a fiduciary. Some were openly
skeptical of public retirement system peers who engage in lesser levels of education,
training, and personal due diligence.

This sentiment is observable in the results of the peer survey we conducted. Responding
U.S. public retirement system peers reported on the average number of hours that their
trustees spend annually on education outside of the boardroom. The majority (6 of 10)
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peers reported spending between 0 and 20 hours. LACERA’s results came in at the highest
end of the continuum of practices reported, at over 81 hours spent per year on education
outside of the boardroom.

This data is further substantiated by a Board workload analysis’ conducted by staff in
2017, which demonstrated that BOI Trustees attended an average of 9.6 conferences that
year at 3.2 days per conference, and BOR Trustees attended an average of 4.4
conferences at 4 average days per conference. Assuming an 8-hour day, that equals
approximately 245 hours at education conferences for BOI Trustees and approximately 140
hours for BOR Trustees.

U.S. public retirement system peers also reported the average number of hours spent per
month by trustees preparing for board meetings. The majority of peers (7 of 10) reported
their trustees spend 60 hours or less preparing for board meetings. Here, too, LACERA
rated among the highest in peers surveyed with over 80 hours spent on meeting
preparation. This data provides another indicator of perceived complexity.

We also evaluated the documentation describing the Trustee time commitment of
LACERA'’s Boards to those considering Board service.”® The documentation advises that
BOR members “...can expect to spend approximately 120 to 140 hours per month
(equivalent to 3 to 3.5 40-hour workweeks) in discharging their duties to LACERA."®
Members of the Board of Investments can expect to spend approximately 80 hours per
month (equivalent to 2 40-hour workweeks).””” These figures are significantly higher than
we have experienced in our work with other public retirement systems, both within the U.S.
and internationally. They are also significantly higher than the average time spent by the
directors of U.S. public companies who, in a recent study, reported an average director
time commitment of 245 hours per year.’®

LACERA’s Boards are comprised of both working and retired professionals. Through the
interview process, some Trustees expressed a sentiment of feeling underappreciated for
their time and efforts. In light of the reported time commitment, this is understandable.

While LACERA Trustees have responded to the complexity through increased education,
the Boards have not engaged in a broader discussion of how Trustee education and
accompanying travel supports the way in which the organization has evolved, and
consequently, LACERA’s organizational effectiveness, including where the governance line
falls between the Boards and management. Through the interview process, the job of the
Boards was found to be largely the same as it was two decades ago. Commentary
obtained through Board consultant interviews verified this finding. Some noted that while

74 December 4, 2018 Memo from Staff to the ILBC, Attachment 3.

75 December 4, 2018 Memo from Staff to the ILBC, including Powers and Duties of Retirement Board Members,
Board of Investments Members.

76 December 4, 2018 Memo from Staff to the ILBC, including Powers and Duties of Retirement Board Members.
77 December 4, 2018 Memo from Staff to the ILBC, including Powers and Duties of Board of Investments
Members.

78 Although corporate boards operate differently from public pension boards, it can be instructive to compare
relevant data. 2016-2017 NACD Public Company Governance Survey,
https://www.nacdonline.org/insights/publications.cfm?ltemNumber=37388.
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other public funds with whom they work had undergone an evaluation and subsequent
modernization in the work of the board in the past two decades, LACERA has not yet
undertaken similar holistic discussions, but could benefit from doing so. We concur.
LACERA should evaluate its governance decision-making model, in light of the
organization’s evolution, to determine where adjustments are needed to best align
expertise and decision-making (Recommendation 3.12).

V. Board, Committee, and Trustee Effectiveness

Board, committee, and individual trustee self-evaluations are a recognized best board
governance best practice’ and a key ingredient to an effective, efficient, and dynamic
board in today’s modern business environment. The self-evaluation has much in common
with the board’s duty to evaluate executive performance in that both are mandatory for
good governance, and they are both ongoing instead of sporadic or infrequent.®

Corporations have recognized the importance of embracing self-evaluations as part of a
broader continuous improvement strategy. While the same can be said generally for U.S.
public retirement system boards, most open meetings laws that they are subject to provide
that such a discussion must be held in open session. For some boards, this equates to
visiting a personal therapist to honestly and meaningfully discuss conflicts and challenges
while being filmed in a live broadcast.

Within the industry, there is a perception that open session self-evaluations are not an
effective use of board time, and as a result, many public fund boards have put off or not
engaged in any type of board, committee, or individual trustee self-evaluation at all. Since
culture begins and ends with the board, this is not only detrimental to trustees and the
organizations they oversee, but more importantly, to the right of the systems’ members and
beneficiaries to have a well-functioning and efficient governing board. Self-evaluations also
play a role in addressing board evolution when needed, board values, and trustee
competencies and skills needed to be effective in the future.

LACERA'’s Board, Committee, and Trustee Effectiveness

Through the interview process, we learned from both Board members and staff that there is
a common understanding of the value that Board, Committee, and individual Trustee self-
evaluations bring. It was reported to us that the Boards are reluctant, however, to agendize
open session self-evaluation discussions. We noted strong support for the discussion to the
extent it could be held in closed session. While this reluctance is understandable, the lack
of such discussions has enabled unhealthy tensions to develop and impact productivity and
relationships among the Boards, between the Boards and their Committees, and between

9 https://corpgov.law.harvard.edu/2018/05/18/board-performance-evaluations-that-add-value/

80 carver, John, Boards That Make a Difference: A New Design for Leadership in Nonprofit and Public
Organizations” Third Edition, 2006.
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the Boards and staff. It has also inhibited the Trustees’ ability to discuss and attain
consensus on the effectiveness of the educational opportunities they are seeking and
receiving.

Some Board members noted that during a prior BOI educational offsite, informal comments
were made by Trustees in open session about the Board’s operations and functioning, its
cultural dynamic and values, and the need to timely address matters perceived as conflicts
to revert them back to being healthy tensions. The commenter noted that the informal
discussion was valuable and ought to be raised again. Staff reported that it is seeking
solutions to help the Boards formally address this need.

Through our peer survey, the majority (70%) of peers reported that they conduct an annual
self-evaluation. Based on our first-hand experience in supporting and facilitating public
retirement system board self-evaluations, and our knowledge of the practices of many
different public fund boards, there are a variety of ways in which self-evaluations are
agendized. Some are conducted in open session at a board educational offsite or retreat.
Other systems have connected their self-evaluation discussion as an integral and
inseparable part of their CEO/Executive Director performance evaluation process® and
therefore classify it as a personnel matter exempt from open session discussion. Still,
others have successfully sought an exemption to their applicable open meetings law to
discuss matters of board operations in closed session. This demonstrates that there are
various avenues open to LACERA to explore the opportunity to reflect and improve upon
overall Board, Committee, and Trustee effectiveness.

We recommend that LACERA adopt a formal practice of Board, Committee, and individual
Trustee self-evaluation, tailoring the practice to align with the Boards’ comfort level
(Recommendation 3.13). In addition, LACERA should seek solutions to create an
environment conducive to ongoing, comprehensive Board, Committee, and individual
Trustee self-evaluations (Recommendation 3.14). These evaluation processes will provide
the Boards with the opportunity to identify issues identified throughout this report, such as
the cultural issues, and discuss what changes ought to be made at the Board level in order
to shift perceptions.

Section Conclusions

We have presented the ways in which LACERA’s governance structures and practices
differ from peers, align with peers, and may impact Trustee education and travel practices
as well as overall Board effectiveness.

81 This approach reflects the fact that a primary topic of discussion within a typical self-evaluation is board
operations (e.g., agenda development and construction, meeting format, sufficiency of meeting materials,
access to staff and consultants, etc.), which typically results in direction that requires follow up by the
CEO/Executive Director.
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While we agree with the sentiment voiced by some Trustees that LACERA is unigue, this is
true of all organizations. As such, this perception should not hinder the Boards and
Trustees from evaluating their own performance in the context of the evolution of the
organization and how their governance practices can best support further evolution. Self-
reflection and self-evaluation will assist the Boards in exploring how to work more
effectively and efficiently within their mandated organizational constructs. This is
particularly true, because, as the Trustees well know, their Boards have to work harder
than other public retirement system boards to ensure that the full span of governance is
effectively addressed, not in the least because of their structurally supported strong
alignment with LACERA's plans, programs, and services.

Many of the Trustees acknowledged that the circumstances LACERA finds itself in today
are different than they were two decades ago. As a result, the Boards should have greater
clarity about the current governance decision-making model and why they are doing what
they are doing. And in doing so, identify and gain consensus around the type of evolution
that the organization has experienced, what the job of the Boards are now as a result, and
develop a set of principles to help the Boards move forward where it is within their authority
to do so.

Ultimately, the Boards should have their own job and work products. Management, which
has also grown in size, staff expertise, and sophistication over the years, should have its
own job and work products. The two jobs should be distinctly different yet ought to work
hand in glove. Experts have cited that making decisions that staff should be making
trivializes the board’s job, disempowers staff and interferes with their work, and reduces the
degree to which the CEO can be held accountable for outcomes.®? We concur.

Within a consensus set of principles, Trustees need to draw the line between what they can
reasonably be expected to know and when and where to gather advice and expertise from
experts, particularly as staff size, staff professionalism, and organizational complexity
grows. Effective delegation has become and will continue to be an important feature of
good governance and a key element of the long-term evolution within the U.S. pension
system.®® As the Boards’ jobs continue to evolve, the education and training sought out by
Trustees, and the travel conducted in support of it should move in lockstep.

Section Recommendations

Board Structure, Composition, and Size

3.1. The Boards should periodically review the costs of their education and
travel to similar peers to be aware of where they stand within the

82 |bid.
83 Hughes, Von, “Understanding U.S. Public Pension Plan Delegation of Investment Decision-Making to Internal
and External Investment Managers (Part Two of Three), Hedge Fund Law Report, February 2014.
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community of practice, and to ensure that their costs are reasonable and
prudent.
3.2. Modify the reports provided to the Boards and the public to set better
context about LACERA’s Board size and legal education requirements.
3.3. Develop a skills matrix for use in Board and Trustee education and
development.

Span of Governance

3.4. Evaluate LACERA’s Committee responsibilities to ensure the full span
of governance is appropriately addressed.

3.5. Explore additional governance changes to make the dual-board
structure more effective, efficient, and clear.

3.6. Develop a clear-long-term understanding as to the role of the JOG-C.

3.7. Attain a consensus view on LACERA'’s span of governance, the
responsibilities of the Boards, and how they are fulfilled across the two
Boards, the Committees, and the JOG-C.

3.8. Create one future vision for the organization, its priorities, goals, and
success metrics, and maintain one organizational strategic plan.

3.9. Align Trustee education and training opportunities with the
competencies needed to carry out the full span of governance and the
LACERA strategic plan.

3.10. Amend election packets and documentation provided to the appointing
authority to ensure that the span of governance, in light of the dual-board
structure, is clearly communicated to those interested in future Board
service.

3.11. Ensure the onboarding experience for any new Trustee is appropriately
aligned to the full set of responsibilities and strategic plan.

Governance Decision-Making Model

3.12. Evaluate LACERA'’s governance decision-making model, in light of the
organization’s evolution, to determine where adjustments are needed to
best align expertise and decision-making.

Board, Committee, and Trustee Effectiveness

3.13. Adopt aformal practice of Board, Committee, and individual Trustee
self-evaluation, tailoring the practice to align with the Boards’ comfort
level.

3.14. Seek solutions to create an environment conducive to ongoing,
comprehensive Board, Committee, and individual Trustee self-evaluations.
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IV. A Path Forward

Throughout this Report, we have made recommendations for governance changes within
each individual section of our review, starting with how travel expenses are processed and
reported, how LACERA'’s Policy and Practices can be amended, and how its broader
governance structure and practices can be better aligned in support of the organizational
mission. The common thread linking each section is that Trustee education and any travel
conducted in support of it should be synchronized around a cohesive framework of Board
consensus direction and principles.

In this final section, we demonstrate how the individual recommendations, while valuable
on their own, can work together in alignment to form a cohesive framework of effective
governance. We believe this will be useful for LACERA as it looks forward, particularly as
the Boards prepare to collaborate with staff in the strategic planning process.

Linking to a Future Vision of Success

All of LACERA’s decisions, whether they are made by the Board or by staff or pertain to
education and travel, or other topics, should individually and collectively align with a future
vision for the organization as reflected in an organizational strategic plan. The following
provides an example of what visioning for LACERA might look like or include:

In the year 2025... 8

¢ LACERA has membership satisfaction survey results in the top percentile of all
U.S. public pension systems.

¢ When Board Trustees or staff encounter LACERA members or beneficiaries, the
members share their imnmense satisfaction at being members of LACERA.

e LACERA is an employer of choice among new recruits and experienced
employees alike. Its staff are sought-after experts, industry leaders, and
influencers.

o Staff are proud to work at LACERA; employee engagement surveys consistently
yield high levels of satisfaction, and employees freely promote LACERA as a
great place to work.

o LACERA Trustees govern together as a tight-knit professional team, model the
spirit of public service, and are highly respected for the culture they promulgate
and oversee at LACERA.

84 Example based on the visioning conducted by an international pension fund.
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e Case studies are written about LACERA, and other U.S and international
pension systems travel to Pasadena to see how it operates.

There is no reason that LACERA in 2020 can’t achieve some or all elements of this vision,
or something similar to it, for LACERA in 2025 or sooner. However, a consensus starting
point is needed from the Boards that takes stock of where the organization is currently, and
what kind of organization they are governing toward. This includes answering questions
such as:

¢ What kind of board governance do the Boards today want to be known for in 5, 10,
or 15 years?

e What kind of organizational governance do the Boards today want to set in motion
so that their vision lives on?

While this may seem on its face to be a distant line of inquiry from the topics of education
and travel, it is connected. In fact, progressive pension funds would view having such a
vision for the future as a requirement for moving forward with evaluating education and
travel practices or any other important governance practices. They believe this is so
important to their performance and organizational health that they have intentionally
developed an organizational competency in long-range planning practices. Planning brings
their organization together under a common set of goals to produce value and mitigate risk
on behalf of their members and beneficiaries.

While it may not be observable to from an external lens, long-range planning, and their
board’s leadership role in it, has become a key competitive advantage for progressive
peers. It is embedded within their cultural DNA. The net result is the alignment of resources
and efforts with the long-range strategic direction in a way that guides every decision made,
from the board all the way through to the newest staff member.

Clarity around the culture they set, the division of responsibilities between the board and
management, and ensuring authority along with accountability, are all part of the framework
of core governance functions which are understood, practiced, and supported by internal
infrastructure, including their governance documentation. This proper planning also helps
the organizations identify the early signals of situations that could increase reputational risk
far before they materialize.

Figure 4 depicts what governance alignment at LACERA could look like, specifically for the
practices of Trustee education and travel, and how the recommendations in this Report,
when brought together holistically, can support the Boards as they embrace their
leadership role through planning and achieving their unified vision for LACERA’s next
chapter.
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Figure 4. Snapshot of Education and Travel Practices within an Aligned Governance Environment
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STANDARDS, PROCEDURES, PROCESSES, TECHNOLOGY

The Boards address the biggest questions first regarding LACERA’s future vision, its
mission, values, strategies, and definition of success (desired outcomes). Formulating
these foundational elements is a matter of collaboration between the Boards and their CEO
and management staff. The latter group provides information, insights, and
recommendations as the Boards’ internal experts, and the Boards engage in healthy
deliberation to set and approve the direction. The outcomes of this exercise are
documented in an organizational strategic plan.

Once the foundation is set, the Boards can move on to address specific topics within the
Board’s span of governance, such as Board education and travel. The Charters and
Policies are vehicles to capture the parameters defined by the Boards, as anchored or
nested within the broader direction. Included in any specific policy are the Boards’
consensus principles and beliefs — the fundamental set of expectations shared by the
Boards pertaining to that topic. While the CEO, management staff, and the Boards’
consultants may contribute to the process by providing peer data, industry and
organizational insights, and recommendations, it is the job of the Boards to set policy.
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Each policy topic — including education and travel - comprises an array of underlying
issues, some of which are significant in scope and impact and others that are important but
singular and/or transactional in nature. There is shared responsibility between the Board
and CEO because all issues cannot and should not rise to the level of policy. It is important
for the Boards to attain consensus on the issues they will opine on as policy matters and
those that are to be made by the CEO and management staff in alignment with the Boards’
foundational framework and beliefs.

Planning, execution, and performance assessment practices are then put into place to
support the Boards’ ability to properly fulfill and comply with its policy and principles and the
CEO and management staff’s ability to implement them through standards, procedures,
processes, and technology. Accountability mechanisms are established for the Boards as
well as the CEO and management staff to support a culture that values continuous
improvement in alignment with the mission and a long-range consensus view.

What is important is that all policies that live in the organization are in harmony with the
broader policies delineated by the Boards. Assurance as to whether management’s actions
appropriately comply with the Boards’ policies and principles are provided through internal
audit.

Section Conclusions

Opportunities exist for LACERA to improve broader governance practices, which will, in
turn, result in better alignment with education and travel practices. Taking a holistic
approach, such as that depicted within this Report, achieves the following objectives:

e Couches Board and staff education and travel within a cohesive framework of Board
vision, principles, and appropriate checks and balances,

e Ties education and travel to a narrative that contextualizes how the Boards have
chosen to govern, the various strategic decisions chosen for LACERA's future, and
the Board and organizational competencies that are being developed to achieve it,

o Provides the Boards with a pathway to account for its own actions and pave the way
to evolve unproductive cultural perceptions that exist today into a productive
organizational asset,

e Firmly grounds LACERA within standards of prudence; thereby reducing the risk of
negative outcomes from the scrutiny of individual education and related travel
practices; and

o Positions LACERA as a leader among peers.

Section Recommendations

No additional recommendations.
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Attachment 3
June 2019 Internal Audit Report



L/4CERA

June 20, 2019

TO: 2019 Audit Committee
Joseph Kelly, Chair
Gina Sanchez, Vice Chair
Herman Santos, Secretary
Alan Bernstein
Shawn Kehoe
Les Robbins

Audit Committee Consultant
Rick Wentzel

FROM: Richard Bendall {W’
Chief Audit Executive

b}
Christina Logan A
Senior Internal Auditor

FOR: July 11, 2019 Audit Committee Meeting

SUBJECT: Board and Staff Education & Travel Audit

RECOMMENDATION

In accordance with your current Audit Committee Charter, staff recommends that
the Audit Committee review and discuss the following engagement report to take
the following action(s):

1. accept and file report and/or,
2. instruct staff to forward report to Boards or Committees and/or,
3. provide further instruction to staff.

ENGAGEMENT REPORTS

a. Board and Staff Education & Travel Audit
Christina Logan, Senior Internal Auditor
(Report issued: June 20, 2019)

Please note: attached to the report is another version of the report that includes
guestions and comments that staff received from your Committee as well as
Internal Audit’s responses.

Attachments

4.
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LACERA INTERNAL AUDIT DIVISION

Board and Staff
Education & Travel Audit

June 20, 2019

AUDIT PERFORMED BY:
Christina Logan, CPA, CFE
Senior Internal Auditor



Education & Travel Audit
Issued: June 20, 2019

EXECUTIVE SUMMARY

LACERA incurs education and travel expenditures to ensure Board members and staff are
properly educated in monitoring the administration and investments of the Trust, and advocating
positions that protect and further the interests of the Trust. LACERA has an Education and Travel
Policy (Policy), which the Boards last updated in March 2017, to facilitate Boards and staff in
balancing their fiduciary responsibilities to be knowledgeable advocates and to be fiscally
prudent with the Trust’s funds.

We completed this audit as part of the Fiscal Year (FY) 2019 (July 2018 — June 2019) Audit Plan.
Internal Audit periodically performs a compliance audit of the Policy to address the operational
risks associated with travel. We last audited Board and staff education and travel expenditures
in FY 2016.

In determining the scope of the audit, we considered the following:
e The Boards’ education travel expenditures had increased, while staff’s education travel
expenditures had decreased, over the last three fiscal years.

Fiscal | Board education Change over Staff education Change over

Year travel base year (FY travel base year (FY
expenditures 2016) expenditures 2016)

2016 $269,861 - $497,918 -

2017 $303,320 11% increase $433,349 13% decrease

2018 S403,267 49% increase $381,671 23% decrease

e The Boards’ budget for all travel and education was $411,000 in FY 2018. The budget rose
to $529,000 for FY 2019 and to $569,000 for FY 2020 (a 38% increase over 2 years).

e Peer public pension fund board education travel was more limited in frequency and costs
than LACERA’s Board education travel.

e A public data request for the Board of Investments’ travel was made in August 2018.

To address the above risks and to assess if internal controls related to Board and staff education
and travel expenditures are effective in mitigating the associated risks of fraud, operational,
compliance, and reputational risk, we included the following objectives in our audit:

Section 1: Compliance with the Policy
Section 2: Review of the effectiveness and adequacy of the Policy

We observed that Board and staff were generally compliant with the Policy although we
identified areas that could be improved through better communication by key stakeholders,
more complete travel files, and updates and/or revisions to the Policy. However, we also



Education & Travel Audit
Issued: June 20, 2019

identified that the Policy allowed for a broad array of practices that are not effective in controlling
costs. Some examples include but are not limited to the following:

e Individual Board members incurred annual travel costs ranging from less than $1,000 to
more than $55,000

e Individual Board members purchased airfare as high as $12,500 for a single international
trip

e Individual Board members attending anywhere from one to 16 educational events (local
and non-local) per year

Our survey of peer public pension plans both within California and throughout the United States
supported our concern that LACERA is a significant outlier in costs incurred for Board educational
(non—administrative) travel. Most notably, LACERA incurred significantly higher costs for Board
educational travel in FY 2018 than either CALPERS, a $350 Billion fund as of June 2018, or
CALSTRS, a $226.1 Billion fund as of May 2019. We found that these two funds were the most
supportive of Board education and travel, including some international travel, among the funds
in the peer group. Based on the data provided to us, we did not identify any peer funds in the
survey that exceeded either CALPERS or CALSTRS in expenditures for board educational travel.

Overall, we found opportunities for LACERA Boards and management to achieve a Policy with
more effective measures of education and training while minimizing costs. We observed that the
Policy could be more effective and better aligned with published best practices and peer pension
funds by focusing on an organization-wide educational strategy.

See the following table on the next page for a summary of the issues and recommendations
identified during the audit.
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Summary of Issues and Recommendations

Page(s) ‘ Issues

Recommendations

Section 1: Compliance with the Policy

A. Assessment of travelers and FASD’s review process

1. FASD management should assess the need to obtain missing documentation and/or recover
amounts from travelers for noncompliant transactions that were identified during the audit.
2. FASD management should ensure that its staff consistently enforces the Policy and escalates to

FASD management any areas of the Policy requiring interpretation or clarification.

3. Management should periodically provide training to the Boards and staff on the Policy to ensure
travelers and approvers are aware and compliant with the Policy requirements.
4. Toimprove the effectiveness and efficiency and to consistently enforce the review process, FASD,
10-13 Compliance the Legal Office, and the Executive Office should meet periodically to determine a joint
Exceptions understanding of the Policy, how to address and document when questionable charges occur,
and if updates or revisions should be suggested to the Boards.
5. To be consistent with the section “Authorized Expenses” (705.02) of the Policy, that expenses
should be “reasonable and necessary,” Boards and management should:

a. Revise the Policy to reflect current economical transportation services, like public
transportation, taxis, or ride-share services. The Policy should still require the traveler to
provide written justification if an upgraded ground transportation service is used.

b. Update the Policy to address if and when the use of an executive car service is acceptable.

6. Toimprove the effectiveness and efficiency of FASD's review process, FASD should:
FASD does not a. Provide instructions for the Travel Expense Voucher (payment request), so travelers can
14 have complete provide a complete travel file.
files for each b. Work with the Systems Division and the Executive Office to explore solutions that would
travel event allow travelers to upload and allocate travel receipts, and that would allow FASD to review
and store complete travel files in a central location.
B. Completeness and accuracy of Monthly and Quarterly Travel Reports
7. Toimprove the accuracy of the Quarterly Travel Reports, FASD should:
Accuracy of a. Ensure all members of FASD’s Disbursements Unit are adequately trained and supervised.
15 Quarterly Travel b. Instruct travelers on providing a complete travel file, and work with the Systems Division and
Reports the Executive Office to explore having traveler’s upload and allocate travel receipts to a
central location
Administrative . . . .
. 8. To strengthen the Policy, the Boards and management should revise the Policy to better clarify
travel is not “ . . ” § . . . . . .
16-17 Administrative Travel,” to define controls regarding when administrative travel is authorized, if
clearly addressed L - . . . .
. there is a limit to administrative travel, and how administrative travel should be categorized for
in the current
. Board members.
Policy
"Local . . T
Educational 9. To ensure conferences are consistently and accurately categorized, conference limitations are
" applied, and to assist Board members in planning their educational conferences, Boards and
Conferences" per . ) . . . " .
17-18 the Policy are management should revise the Policy to provide a standardized definition of "local educational
. ¥ conferences" - for example, limiting local education to Los Angeles County, Southern California,
difficult to .
. or a set distance from LACERA.
categorize

Summary Continued
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Summary of Issues and Recommendations (continued)

Page(s) ‘ Issues Recommendations

Section 2: Review of the Effectiveness and Adequacy of the Policy

10. To improve the effectiveness and adequacy of the Policy, Boards and management should:

The Policy does a. Review the Clapman report’s educational policy for a template of best practices.

not have an b. Consider adopting an organizational-wide educational strategy and incorporating the
21-23 | organizational- “Trustee (Fiduciary) Knowledge Self-Assessment.”

wide educational c. Consider working with LACERA’s Training Coordinator to develop a process to create a

strategy stakeholder’s educational plan, monitor the broader educational needs of the Board for in-

house training opportunities, and review and evaluate educational conferences.

11. To reduce LACERA’s total airfare costs and the high exposure to headline risk, Boards and

Board airfare has management should:
23 -24 | increased a. Re-evaluate the use of business class airfare.
substantially b. Evaluate stronger enforcement of prudent procurement practices, including prohibiting the

purchase of refundable tickets.

See Results Section of the report for Management’s Responses.
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INTRODUCTION

The Board of Retirement, Board of Investments, and designated staff have a fiduciary duty to
obtain education about public pension administration and investments, to monitor the
administration and investments of the Trust, and to advocate positions that protect and further
the interests of the Trust. LACERA has an Education and Travel Policy (Policy), which was last
updated in March 2017, to facilitate the Boards and staff in executing this fiduciary duty and to
ensure LACERA’s funds are used in a manner consistent with LACERA’s overall mission.
Authorized education and travel expenses include, but are not limited to, expenses related to the
attendance at industry conferences and various educational and training seminars, legislative
meetings, and on-site due diligence visits for existing and potential service providers.

We completed this audit as part of the Fiscal Year (FY) 2019 (July 2018 — June 2019) Audit Plan.
Internal Audit periodically performs a compliance audit of the Policy to address the operational
risks associated with travel. We last audited Board and staff education and travel expenditures
in FY 2016. For this audit, we reviewed FY 2018 (July 2017-June 2018) education and travel
expenditures:

Category of Travel Events Boards Staff

Education $403,267 $381,671

Administrative $23,153 $227,409
Total $426,420 $609,080

BACKGROUND

Pre-Travel Authorization

Board members are pre-approved to attend conferences listed on Attachment C of the Policy,
and local conferences that have a registration fee less than $500 and no common carrier travel
or lodging. However, Board members must seek Board approval to attend conferences not
included on Attachment C or any international conferences. Staff members must obtain approval
from the Chief Executive Officer (CEQ) for education and travel. Once travel has been authorized,
Financial & Accounting Services Division (FASD) will create an event number in the Travel
Manager program to record the event name, official travel dates, location, and travelers. FASD
then assigns staff the event number so all related expenditures can be allocated correctly.

Travel Arrangements

Board and staff are encouraged to make travel arrangements as far in advance as possible to take
advantage of early bird registrations, conference room rates, and lower airfares. Executive Board
Assistants (Assistants) and Division Managers generally use their LACERA corporate credit card
to pay for conference registration, lodging, and airfare. FASD requires corporate cardholders to
provide receipts and allocate these expenditures to the correct event number. Managers review
and approve the purchases on a monthly basis. FASD then reconciles the monthly corporate
credit card statements against the receipts and researches any discrepancies or missing
documentation.
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Reimbursements

Generally, travelers request reimbursement for expenses incurred while traveling such as meals,
mileage, parking, and airline baggage fees. Individuals are required to submit a Reimbursement
Expense Voucher (Expense Voucher) within 90 days of completing the travel, or 30 days after the
fiscal year-end, whichever occurs first. For Board members, the Assistants will review the Expense
Vouchers for general compliance and then the CEO will approve them. For staff, division
managers review and approve the Expense Vouchers. Approved Expense Vouchers are then
routed to FASD for an additional review, approval, and processing.

FASD’s Review

FASD is responsible for reviewing the Expense Vouchers and monthly corporate card receipts to
ensure the expenditures are consistent with the Policy. FASD reviews the receipts provided to
ensure date, times, and amounts are consistent with the corresponding conference and travel
agendas. FASD also recalculates the mileage amount, ensures the per diem is calculated based
on the correct General Services Administration rate and Meal & Incidental Breakdown, and
allocates expenses that are shared between travelers (e.g., a shared meal or a shared taxi ride)
to the appropriate divisions. If FASD has questions or needs additional documentation, they email
either the Assistants or staff.

Travel Reports

On a monthly basis, FASD prepares the Monthly Education and Travel Expenditures Report
(Travel Report), which details the completed, anticipated, and canceled education and travel for
Board and staff for the fiscal year. This report does not reflect costs. On a quarterly basis, FASD
prepares the Quarterly Travel Report, which details the education and travel expenditures paid /
reimbursed by LACERA for Board and staff. These reports are distributed monthly and quarterly
to Board and staff.

Since the Policy limits Board members to 8 (or 12 if on both Boards) conferences but does not
limit the number of local educational conferences per fiscal year (Section 705.07), FASD
categorizes the Travel Reports for Board travel as:
e “A” - Pre-approved conferences listed on Attachment C of the LACERA Education and
Travel Policy and/or Board approved conferences.
e “B”-Administrative conferences and/or local educational conferences that do not require
common carrier travel and lodging totaling less than $1,500.
e “X” - Canceled events for which expenses have been incurred.
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AUDIT OBJECTIVES & METHODOLGY

The audit objectives were to assess if internal controls related to Board and staff education and
travel expenditures are effective in mitigating the associated risks of fraud, operational,
compliance, and reputational risk. Specifically, we reviewed the following:

SECTION 1: Compliance with the Education and Travel Policy
A. Assessment of travelers and FASD’s review process

Reviewed LACERA’s Education and Travel Policy dated March 2017.

Sampled Board’s and staff’s travel to verify the expenditures were compliant with the
Policy, accurate, and valid, and reviewed the travel events for fraudulent activity.
Sampled payment requests to ensure FASD thoroughly reviewed requests, questioned
charges that appeared inconsistent, rejected out of compliance charges, and
processed payment requests timely.

B. Completeness and accuracy of Travel Reports

Reviewed the Travel Reports to determine if educational conferences were correctly
categorized as local educational conferences, and to ensure the 8/12 conference
limitation was applied consistently and accurately to all Board members.

Reviewed canceled trips to ensure they were documented in the Travel Reports,
individuals who canceled provided valid reasons in a timely manner, and if fees were
incurred, they were either pardoned by the Board chair or repaid to the fund.

SECTION 2: Review of the Effectiveness and Adequacy of the Education and Travel Policy

Reviewed best practice guidance.

Reviewed peer public pension funds’ education and travel policies and travel reports
(if available).

Reviewed current news articles about governmental agencies’ travel.

Discussed Policy, procedures, process, and controls with FASD, the Legal Office, and
the Executive Office.
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AUDIT SCOPE

The audit scope for compliance testing included Board and staff education and travel
expenditures for FY 2018. We tested approximately 10% of Board education and administrative
travel, 20 events totaling $122,435. We tested approximately 10% of staff education and
administrative travel, 34 events totaling $84,863.

The audit scope for the review of the effectiveness and adequacy of the Policy was limited to
Board education travel. We limited the scope to Board education travel, after considering the
following:

e The Boards’ education travel expenditures had increased, while staff’s education travel
expenditures had decreased, over the last three fiscal years.

. Board education Staff education
Fiscal Change over base Change over base
Year travel year (FY 2016) travel year (FY 2016)
expenditures expenditures
2016 $269,861 - $497,918 -
2017 $303,320 11% increase $433,349 13% decrease
2018 $403,267 49% increase $381,671 23% decrease

e The Boards’ budget for all travel and education was $411,000 in FY 2018. The budget rose
to $529,000 for FY 2019 and to $569,000 for FY 2020 (a 38% increase over 2 years).

e Peer public pension fund board education travel was more limited in frequency and costs
than LACERA’s Board education travel.

e A public data request for the Board of Investments’ travel was made in August 2018.
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We have categorized the results of our audit into two separate and distinct sections. The first
section, “Compliance with the Education and Travel Policy,” discusses our findings from the test
work performed and includes recommendations to strengthen either the Policy or the processes.
The second section, “Review of the effectiveness and adequacy of the Education and Travel

Policy,” presents our findings from researching best practice guidance, peer comparisons, and
recent media headlines and includes recommendations to better align with industry practices.

SECTION 1:
COMPLIANCE WITH THE POLICY

A. ASSESSMENT OF TRAVELERS AND FASD’S REVIEW PROCESS

We tested the selected sample travel events against the Policy and related procedures. See the
chart below for a summary of our testing. We concluded travelers were generally compliant with
Policy and related procedures, and FASD generally performs a thorough, detailed review of
payment requests and credit charges. We did not find any instances of fraud in our testing but
did find areas where the Policy and/or related payment processes could be strengthened.

Attribute Tested

Compliance Assessment
= No exceptions
Fair = 1-10% exceptions
Weak = more than 10% exceptions

Educational conference or administrative travel was pre-approved

Fair

Educational conference met 5-hour education requirement

Airfare and ancillary costs were consistent with the Policy

Airfare purchased / reimbursed by LACERA was the airfare the travel used

Lodging was consistent with the conference hotel rate and/or 3 times approved
government rate for that city for non-conference travel, for a standard room, and
consistent with the travel itinerary

Fair

Meal charges were consistent with conference and travel itinerary

Fair

Ground transportation was consistent with the conference and travel itinerary

Weak

Incidentals and miscellaneous charges were reasonable

Mileage charges were accurate and consistent with travel itinerary

Parking charges were consistent with conference and travel itinerary

Reimbursement request was submitted timely

Thorough review — receipts support charge, per diem rates and Meal & Incidental

breakdown verified, calculations checked for accuracy, questionable charges resolved.

Fair

Canceled travel included a written valid reason provided by the traveler, and any
associated costs over S50 were pardoned by Board chair

10
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Issue: Compliance Exceptions

Atraveler attended an educational conference with only verbal approval from the CEO. When
the traveler submitted a payment request for the trip, FASD staff notified the traveler the
event had not been created in the Travel Manager because no written approval had been
submitted. Subsequently, the CEO provided written approval for the trip. Although the
Education and Travel Policy stipulates, “The CEO, or designee, shall approve staff education
and travel,” the expectation is for staff to receive written approval prior to making travel
arrangements, from the CEO. The traveler explained the CEO had provided verbal approval,
but the traveler did not obtain written approval prior to making or taking the trip. The traveler
said it was an oversight and the traveler has not made the mistake again.

A traveler attended an educational conference and stayed for additional personal days. The
traveler’s additional personal days of lodging were charged to the corporate credit card.
Although the Policy does not specifically address personal expenditures, LACERA’s Corporate
Credit Card Policy (Section 4.2) dated April 2016, which was in effect during this time period,
does address personal expenditures. It stated, “In order to promote the public's confidence
in the integrity of the Corporate Card Program and avoid any appearance of commingling of
business-related expenditures with personal expenditures, use of the Corporate Card for
personal purchases is strictly prohibited at any time.” When the traveler returned, the
travelerimmediately reimbursed LACERA for the personal portion of the lodging. The traveler
explained the hotel had mistakenly charged all the lodging days to LACERA’s card, instead of
only charging the conference days. The traveler stated that for upcoming trips the traveler
would clarify which cards to use when checking-in to the hotel. Although LACERA was able to
recoup the personal portion of hoteling timely, this practice does not comply with the
Corporate Credit Card Policy and FASD does not have the resources to track payments owed
to LACERA by individual travelers. FASD addressed this issue by providing Corporate Credit
Card training to all staff in March 2019.

A traveler attended an educational conference and booked an upgraded room. The Policy
(Attachment A: Lodging — A. Room Cost) limits room rates to “a standard class single room
rate. We noted a price difference of approximately $50/night between the two rooms when
we priced the hotel for the same month but the following year. The traveler did not provide
a written justification for the upgrade and staff did not identify or question the upgrade.

When a traveler attended an educational conference, he/she reserved a room, which
included breakfast not provided with standard room. Although the hotel rate included
breakfast, the traveler requested the breakfast per diem for all the travel days. The Policy
(Attachment A: Meals) specifically states, “LACERA will not reimburse the traveler for a meal
which has been pre-paid by LACERA whether or not the traveler consumed the meal” unless
written justification is provided to document if the traveler had either special dietary
restriction or had to conduct LACERA business during the meal. The traveler did not provide
a written justification for the breakfast per diem. Staff did not question the request
justification for the breakfast per diem since the hotel receipt was not included with the

11
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payment request documentation but was instead included with the credit card
documentation.

Atraveler requested authorization to have LACERA pay for a personal item that was lost while
attending an approved conference and the Executive Office approved the expenditure. We
noted the Policy does not address payment for personal items lost while traveling for LACERA
business but the Executive Office approved the payment, without seeking guidance from
either the Legal Office or FASD.

The current Policy states in section 705.11, “Individuals are expected to use group shuttle
service to and from metropolitan destinations...Reimbursement of an alternative mode of
transportation will be limited to the cost of the group shuttle service unless otherwise
justified.” However, our audit disclosed that travelers do not use group shuttle services for
ground transportation nor do travelers provide a business justification when using an
alternative method. Travelers generally use taxis or ride sharing service for ground
transportation needs. Internal Audit noted FASD does not question the use of alternative
methods of transportation nor does FASD limit reimbursement to the cost of the group
shuttle service as stated in the Policy. Per discussion with staff, FASD did not enforce the
Ground Transportation section of the Policy because using alternative transportation
methods, instead of group transportation, had become the common and accepted practice.
However, this change in practice should have been discussed with the Executive Office and
Legal Office, and the Policy should have been revised.

Additionally, we observed some Board members used an executive car service for ground
transportation needs. We noted several times the executive car service was used
domestically, including for transportation to and from the local airport. The travelers did not
provide a business justification for using the executive car service and FASD did not question
the charges.

Recommendations:

1. FASD management should assess the need to obtain missing documentation and/or
recover amounts from travelers for noncompliant transactions that were identified
during the audit.

Management Response

Management concurs with the recommendation. FASD management will have staff
review the audit exceptions, and follow-up with travelers to obtain missing
documentation and/or recover any amounts owed, as applicable, due to non-
compliant transactions. This recommendation is expected to be completed by January
31, 2020.

2. FASD management should ensure that its staff consistently enforces the Policy and
escalates to FASD management any areas of the Policy requiring interpretation or
clarification.

12
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Management Response

Management concurs with the recommendation. FASD will evaluate a monitoring
mechanism to ensure consistent Policy enforcement. In addition, Management re-
emphasized to staff the importance of elevating exceptions to the Policy for guidance
and resolution. This recommendation is partially implemented and is expected to be
completed upon the approval of the revised Policy.

Management should periodically provide training to the Boards and staff on the Policy
to ensure travelers and approvers are aware and compliant with the Policy
requirements.

Management Response

Management concurs with the recommendation. FASD will work with the Executive
and Legal Offices to schedule Travel Policy training for the Boards and staff at least
annually or when the Policy is revised. This recommendation is expected to be
completed by June 30, 2020.

To improve the effectiveness and efficiency and to consistently enforce the review
process, FASD, the Legal Office, and the Executive Office should meet periodically to
determine a joint understanding of the Policy, how to address and document when
guestionable charges occur, and if updates or revisions should be suggested to the
Boards.

Management Response

Management concurs with the recommendation. FASD management will schedule
joint meetings with FASD, the Executive and Legal Offices when there are Policy
updates. In addition, this core group will convene at least bi-annually to review the
Policy and related issues of non-compliance to determine if such issues warrant Board
consideration for Policy revision. This recommendation is expected to be completed
upon the approval of the revised Policy.

To be consistent with the section “Authorized Expenses” (705.02) of the Policy, that

expenses should be “reasonable and necessary,” Boards and management should:

a. Revise the Policy to reflect current economical transportation services, like public
transportation, taxis, or ride-share services. The Policy should still require the
traveler to provide written justification for using an upgraded ground
transportation service if used.

b. Update the Policy to address if and when the use of an executive car service is
acceptable.

Management Response

Management concurs with this recommendation. Management will bring the issue to
the JOGC for further discussion. This recommendation is expected to be completed
by January 31, 2020.

13



Education & Travel Audit
Issued: June 20, 2019

Issue: FASD Does Not Have Complete Files for Each Travel Event

During our test work, we noted FASD does not have a complete physical or electronic file for each
travel event but instead maintains several platforms of information; a binder with all approved
conferences and related agendas, a corporate credit card database, and Great Plains, a financial
and accounting software system. Not having a complete file for each travel event decreases the
effectiveness of the review process, an operational risk. For example, when a traveler submits a
payment request it is generally shortly after returning from the trip. If the payment request
includes a per diem for breakfast, even though the traveler’s lodging included breakfast, FASD at
that time would not have the receipt for lodging. The receipt for lodging would be submitted
several weeks later if the lodging was paid using LACERA’s corporate credit card. In this scenario,
FASD is reviewing the payment request but they do not have a complete understanding of all the
expenditures related to the travel event.

Additionally, not having a complete travel file makes it more difficult for FASD to provide accurate
numbers on the Travel Reports.

Recommendation
6. To improve the effectiveness and efficiency of FASD’s review process, FASD should:
a. Provide instructions for the Travel Expense Voucher (payment request), so
travelers can provide a complete travel file.

Management Response

Management concurs with the recommendation. FASD will update the Travel Expense
Voucher to include clear written instructions for completing the document. This
recommendation is expected to be completed by June 30, 2020.

b. Work with the Systems Division and the Executive Office to explore solutions that
would allow travelers to upload and allocate travel receipts, and that would allow
FASD to review and store complete travel files in a central location.

Management Response

Management concurs with the recommendation. FASD held preliminary discussions
with the Systems Division and the Executive Office to evaluate the feasibility of
implementing a travel receipt capture and storage tool. This recommendation is
partially implemented and expected to be completed by June 30, 2020.

14
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B. COMPLETENESS AND ACCURACY OF TRAVEL REPORTS
Per our review of FY 2018 Travel Reports, Internal Audit found several areas that could be
strengthened to improve the completeness and/or accuracy of the reports.

Issue: Accuracy of Quarterly Travel Reports
We noted several instances where the Quarterly Travel Report did not accurately reflect the
travel expenditures for a traveler’s trip. Examples of the errors were:

e Registration Fees included registration for the correct event and a future event.

e No airfare recorded since a credit from a previously canceled flight was used.

e Lodging included hotel and associated parking fees.

In addition to the inaccuracies that Internal Audit identified, we learned from discussions with
FASD, the Executive Board Assistants, and the Legal Office that the FY 2018 Quarterly Travel
Reports were significantly revised for inaccurate reporting of travel expenditures before a public
data request was fulfilled. Based on discussions with FASD, many of the inaccuracies in the
Reports were caused by having a key member of FASD’s Disbursements Unit out of the office for
the majority of the year, and not having a complete travel file, as discussed in the prior section.

Recommendation
7. To improve the accuracy of the Quarterly Travel Reports, FASD should:
a. Ensure all members of FASD’s Disbursements Unit are adequately trained and
supervised.

Management Response

Management concurs with the recommendation. FASD management instructed
supervisors and staff to review and consistently refer to the current Policy. When
changes to the Policy occur, the supervisor will ensure staff are aware of those
changes and are adequately trained on such changes. This recommendation is
expected to be completed by January 31, 2020.

b. Instruct travelers on providing a complete travel file, and work with the Systems
Division and the Executive Office to explore having traveler’s upload and allocate
travel receipts to a central location.

Management Response

Management agrees with the recommendation. FASD will provide instructions for
complete travel files to travelers. In addition, FASD held preliminary discussions with
the Systems Division and the Executive Office to evaluate the feasibility of
implementing a travel receipt capture and storage tool. This recommendation is
expected to be completed by June 30, 2020.
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Issue: Administrative Travel Is Not Clearly Addressed In the Current Policy

During FY 2018, LACERA spent approximately $23,000 on administrative, non-educational travel
for Board members. Board members traveled for administrative purposes to meet with Congress
and to execute duties as a SACRS board member. During FY 2018, LACERA spent approximately
$243,000 on administrative travel for staff. The Investment Office’s travel for due diligence
reviews made up most of staff’s administrative travel.

On the Travel Reports, staff categorized Board travel as either:
- “A - Pre-approved conferences or conferences not listed in Attachment C of the LACERA
Education and Travel Policy” or
“B - Administrative conferences and/or local educational conferences that do not require
common carrier travel and lodging totaling less than $1,500”

For FY 2018, the Executive Office and FASD categorized the following administrative travel as “B
- Administrative conferences and/or local education conferences”:

Board Members and

Travel Date Conference and Location Total Cost Approval

Five travel SACRS Board Meetings, 1 Board member with | No approval — Staff carried
events during Sacramento, CA a total cost of forward the interpretation that
FY 2018 approximately $5,000 | attending SACRS Board meetings

qualified as administrative travel.
In March 2019, the Board of
Retirement authorized the travel
from July 2014 through 2019 as
administrative thus not counting
towards the annual conference

limits.
May 2018 IFEBP Legislative Update 3 Board members April 2, 2018 Memo — The Board
& Federal Engagement - attended with a total of Retirement approved the
Washington D.C. aggregate cost of reimbursement of travel costs but
approximately does not address how to
$14,000 categorize the travel.

As the current Policy does not clearly address the definition of administrative travel, how
administrative meetings should be categorized, or if administrative travel should count towards
a Board member’s annual conference limit, staff excluded administrative travel from the annual
conference limits. Staff consistently applied this interpretation to all Board members and all
Travel Reports have reflected this interpretation since July 2014. However, during our audit, we
noted stakeholders were unclear if staff’s interpretation of the Policy was correct. The Policy
should be revised to more clearly address “Administrative Travel.”
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Recommendation

8. To strengthen the Policy, the Boards and management should revise the Policy to
clarify “Administrative Travel” to define controls regarding when administrative travel
is authorized, if there is a limit to administrative travel, and how administrative travel
should be categorized for Board members.

Management Response

Management concurs with this recommendation. Management will bring the issue to
the JOGC for further discussion. This recommendation is expected to be completed by
January 31, 2020.

Issue: “Local Educational Conferences” Per the Policy Are Difficult to Categorize

Per the Policy, local educational conferences are conferences where there is no common carrier
travel and lodging is under $1,500, and these conferences should not be counted towards the
annual 8/12 conference limit. We observed that it is difficult to categorize which conferences
should be considered “local educational conferences”, not subject to the 8/12 limit, as this
determination needs to be made for each traveler’s individual travel expenditures.

When we reviewed the 4™ Quarter FY 2018 Travel Report, we noted that staff had categorized
several trips as “local educational conferences” but these trips included either airfare or lodging
was over $1,500.

If FASD had applied the current Policy definition of local educational conferences, the following
conferences should be re-categorized based on each Board members’ travel:

e Fall SACRS Conference, November 14-17, 2017 — Three Board members flew to San
Francisco so for those travelers, the conference should have counted towards the 8/12
educational conference limit. One Board member drove to San Francisco so for that
traveler, the conference was correctly categorized as a local educational conference, and
not counted toward the educational conference limit.

e IFEBP Public Employees Benefits Institute, June 25-27, 2018 — One Board member flew
to Las Vegas so for that traveler, the conference should have counted towards the 8/12
educational conference limit. One Board member drove to Las Vegas so for that traveler,
the conference was correctly categorized a local educational conference, and not counted
toward the educational conference limit.

e Milken Conference, April 29 — May 2, 2018 — One Board member’s lodging for the
conference in Los Angeles was over $1,500 so for that traveler, the conference should
have counted towards the 8/12 educational limit. Nine other Board members’ lodging for
the conference was under $1,500 so for those travelers, the conference was correctly
categorized as a local educational conference, and not counted toward the educational
limit.
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Recommendation

9. To ensure conferences are consistently and accurately categorized, conference
limitations are applied, and to assist Board members in planning their educational
conferences, Boards and management should revise the Policy to provide a
standardized definition of “local educational conferences” — for example, limiting
these to Los Angeles County, Southern California, or a set distance from LACERA.

Management Response

Management concurs with this recommendation. Management will bring the issue to
the JOGC for further discussion. This recommendation is expected to be completed by
January 31, 2020.
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SECTION 2:
REVIEW OF THE EFFECTIVENESS AND ADEQUACY OF THE POLICY

When we evaluated the effectiveness and adequacy of the Education and Travel Policy, Internal
Audit recognized Board and staff must balance their fiduciary responsibilities to be
knowledgeable advocates and to be fiscally prudent with the Trust’s funds. Travel expenditures
represent a high-risk area to government entities as travel is scrutinized by the media and there
is an expectation that funds are used efficiently, effectively, and transparently. To evaluate our
Policy, we reviewed industry best practices, compared other public pension funds’ education and
travel policies and if available, published travel reports, and recent media articles regarding travel
by governmental agencies.

Best Practices

Internal Audit found three relevant published reports regarding best governance practices for

public pension funds:

a. Clapman Peter & Waddell, Christopher. “Clapman Report 2.0 (Clapman): Model
Governance Provisions to Support Pension Fund Best Practice Principles.” Stanford
Institutional Investor’s Forum Committee on Fund Governance (SIIF). May 2013.
https://law.stanford.edu/event/the-clapman-2-0-report-fulfilling-public-pension-board-
fiduciary-duties-through-the-adoption-of-governance-best-practices/

b. Regan, Julian. “Best Governance Practices for Public Retirement Systems.” National
Conference on Public Employee Retirement Systems (NCPERS). March 2012.
https://www.ncpers.org/content.asp?contentid=755

c. Waddell, Christopher. “Enhancing Public Pension Plan Security: Best Practice Policies
for Trustees and Pension Systems.” American Federation of State, Municipal, and County
Employees (AFMSCE). December 2009. https://www.afscme.org/news/press-room/press-
releases/2009/afscme-releases-best-practices-guide-for-pension-systems

Each of these reports discussed the need to have an effective board education policy, which
encourages fiduciaries to improve continuously upon the skills needed to be an effective
fiduciary. The report published by NCPERS does not provide further detail but the reports by SIIF
and AFMSCE include a template of their recommended educational policy. Both of these reports
focus their policy guidance on 1) developing core competency expectations for board members,
2) evaluating the board members core competencies through a self-assessment, and 3) the
organization working with the board and individual members to develop a strategic, effective,
and documented organizational and individual education plan for the upcoming year(s).

Peer Comparison

We compared LACERA’s Board education and travel to that of other 37 Act Funds within
California, CALPERS, CALSTRS and various other State public pension plans including those we
believe are leading organizations such as Wisconsin SWIB, Texas TRS, Oregon PERS, State of
Washington Investment Board, NYSTRS, Florida State Investment Board and others. Our peer
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comparison included reviewing the websites of each fund, reviewing the travel policies,
interviewing Chief Audit Executives and obtaining data, where available on budget and expense
information related to board member education and travel. Peer summary results are below:

Travel Category

Peer Summary

International
Travel

Most Funds do not provide for board members to travel internationally. However, those
that allow international travel are more restrictive than LACERA. NYSTRS permits

international travel for board education in their policy but limits total expenses per board
member for travel and education to $6,000 each per year.

CALSTRS and CALPERS do approve international board travel although significantly less
than LACERA.

2 | Business Class Air
Travel

Most funds either do not allow for business class travel or restrict it to flights with a
minimum duration of at least 6 to 14 hours. CALPERS for example, only permits business
class for international board travel.

3 | Conferences
Limits

Most funds do not have policy limits on the number of educational conferences board
members can attend. Those that did ranged from limits of two to five events per year.

4 | Dollar Limits Most funds do not have dollar limits per board member for education and travel. Funds
that did had limits ranging from $6,000 per board member to $13,500 per board member
annually. For funds that did not have dollar limits per board member, we did not find
funds whose total board education costs would have exceeded $13,500 if averaged

among the board members of the fund.

Board educational travel expense data for the peer funds for FY 2018 ranged from below
$50,000 to $137,000 (CALPERS). CALSTRS recently increased its annual budget from
$100,000 to $120,000 for its board educational travel.

5 | Peer range of
budget/actual
expenditures

Media Articles

Government entities are held to a high standard in ensuring that public funds are used efficiently
and effectively, and the uses of such funds are transparent to the public. Towards this objective,
Board-related travel expenses should be reasonable and in line with what a prudent person
would incur when conducting official business. Absent controls to ensure prudent spending,
Board members are at a greater risk of creating the perception of impropriety (whether
perceived or actual); reputation risk, from not only the media, but also our plan sponsors and
members. Media coverage regarding travel by pension fund trustees focuses mainly on travel
destination, premium class airfare, luxury lodging, entertainment and meals. Article headlines
have included:

a. Broadwater, Luke & Wenger, Yvonne. “City Pension Officials Spend Nearly $100,000 on
Trips.” Baltimore Sun. March 18, 2015 www.baltimoresun.com/maryland/baltimore-
city/bs-md-ci-pension-travel-20150318-story.html
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b. Auvila, Jale. “Trustees Spending Fire and Police Pension Funds on Expensive
Travel.” News 4 San Antonio. May 3, 2018. www.news4sanantonio.com/news/trouble-
shooters/news-4-trouble-shooters-uncover-abuse-of-travel-at-fire-and-police-pension-fund

c. Einhorn, Erin & Lesser, Benjamin. “Globetrotting Pension Fund Officials Racked up
$400,000 in Costs as Retirees, Taxpayers Foot Bill.” New York Daily News. April 10,
2010. www.nydailynews.com/new-york/globetrotting-pension-fund-officials-racked-400-
000-costs-retirees-taxpayers-foot-bill-article-1.167070

Issue: The Policy Does Not Have an Organizational-Wide Educational Strategy

In our assessment of the current Policy, we noted it does not have an overarching educational
strategy that focuses on developing and improving key skills that fiduciaries generally need.
Instead, the Policy focuses more on the transactional activities related to education and travel,
like conference limits, lodging, and meals. The focus on transactional activities is meant to restrict
the costs to reasonable and necessary expenditures but we found that for FY 2018, LACERA’s
Board education travel expenditures for 15 Board Members significantly exceeded a peer
comparison with CALSTRS, who had 10 board members, and CALPERS, who had 13 board
members.

Due to the different number of board members of each fund, we calculated the average cost per
Board Member: 1) $26,884 for LACERA, 2) $11,998 for CALSTRS, and 3) $10,528 for CALPERS.

LACERA vs CALPERS vs CALSTRS
FY2018 Board Education Travel Cost - Actual Cost Incurred and Events Count

$450,000 140
$400,000 116 190
$350,000
$300,000 100
% $250,000 59 30
8 $200,000 2 60
$150,000 0
$100,000
$50,000 - . 20
$0 0
LACERA CALSTRS CALPERS

I Actual Cost === # of Events
Note: CALPERS and CALSTRS data obtained via their respective official websites

We noted LACERA Board Members attended between 1 to 16 educational conferences each
(local and non-local), with a total travel cost ranging from less than $1,000 to over $55,000 per
traveler. Seven Board members listed on the 4t quarter Travel Log, spent over $25,000 for the
Fiscal Year and their combined totals accounted for 79% ($310,173) of Board educational travel.
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LACERA vs CALPERS FY17-18 Board Education Costs Comparison
$160,000 $151,839
$140,000
$120,000
$100,000 $92,615 $92,604
$80,000

$60,000 545 22
240,27 : 36,09
$40,000 »36,

$20,314 $20,851
20,000 8,29
$ $ $6,13' 584$5,009
30 [ | - e

Airfare Lodging Registration Transportation  Meals/Per Diem Misc

Costs

Note: CALPERS data obtained via the official CALPERS website W CALPERS W LACERA

The Clapman report identified concerns about relying on educational conferences as the primary
form of education. The report states:

There is no lack of educational opportunities available to public pension fund trustees, and trustees as a
rule are diligent about attending them. However, while trustees “devote considerable time and effort to
education, primarily by attending a variety of conferences that are geared to public funds and that focus on
investments,” such programs as a rule “neither encourage trustees to develop the broad vision they need
to set policy, nor do they provide the practical grounding a board needs to oversee a fund’s operations.”
Also, in our view many programs do not maximize “in seat” education. They may rely heavily on for-profit
commercial sponsorships. Programs may also tilt the balance towards recreation and entertainment.
(Attachment A, pg. 14)

The Clapman report accurately summarizes the reputational and operational risks that Internal
Audit has identified by relying so heavily on these types of conferences for education.

Furthermore, the current Policy does not establish an educational strategy that encourages
continuously improving the skills a fiduciary should possess. A significant piece of the Clapman
report’s proposed policy includes a “Trustee Knowledge Self-Assessment” which is used to assess
and then develop an educational plan. Incorporating this best practice would address both an
operational risk by ensuring all Board members receive an adequate amount of education in the
areas needed, and a reputational risk by ensuring education expenditures can be supported.

Recommendation

10. To improve the effectiveness and adequacy of the Policy, Boards and management
should:
a. Review the Clapman report’s education policy for a template of best practices.

b. Consider adopting an organizational-wide educational strategy and incorporating
the “Trustee (Fiduciary) Knowledge Self-Assessment.” Texas Teacher Retirement
System and CalSTRS have both hired a consultant to assess the organizations’
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requirements and preferences and to provide guidance in developing an effective
educational strategy.

c. Consider working with LACERA’s Training Coordinator to develop a process to
create a stakeholder’s educational plan, monitor the broader educational needs
of the Board for in-house training opportunities, and review and evaluate
educational conferences.

Management Response

Management concurs with this recommendation. Management will bring the issue to
the JOGC for further discussion. This recommendation is expected to be completed by
January 31, 2020.

Issue: Board Airfare Has Increased Substantially

Internal Audit analyzed the costs of registration, airfare, and lodging, for the last four fiscal years
to gain a better understanding of the increase in Board education travel expenditures. Based on
the analysis, the cost of airfare has sharply increased (see chart below). We believe LACERA’s
airfare costs could be reasonably reduced by:

e Amending the Policy to reduce the frequency of business class travel, and

e Amending the Policy to revise how airline tickets are procured.

LACERA Board Education Travel
FY2015-2018 Annual Airfare Cost

$190,000
$170,000
$150,000
$130,000

$110,000
$90,000 $77,051 $77,806

$166,334

$126,422

$70,000
2015 (55 Trips) 2016 (50 Trips) 2017 (50 Trips) 2018 (62 Trips)

Annual Airfare Cost

Business Class Airfare
As the chart above indicates, Board airfare has increased substantially in part due to the Policy
revisions in March 2017 to allow business class travel when travel time exceeds five hours.

We noted the cost of the specific airline tickets below to show the cost of business class versus

economy class for air travel that is generally six hours or less:

e A Board member’s airfare for a domestic flight in December 2017 was approximately $5,400.
When Internal Audit priced this for a trip 14 days in advance, the most expensive direct, non-
refundable, economy ticket on a major carrier was almost S600 (Google Flights), which is
800% less than what LACERA paid.
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e A Board member’s airfare for a domestic flight in March 2018 was almost $3,000. When
Internal Audit priced this for a trip 14 days in advance, the most expensive direct, non-
refundable, economy ticket on a major carrier was $240 (Google Flights), which is 1150% less
than what LACERA paid.

e ABoard member’s airfare for a domestic flight in June 2018 was approximately $2,400. When
Internal Audit priced this for a trip 14 days in advance, the most expensive direct, non-
refundable, economy ticket on a major carrier was $550. (Google Flights), which is 336% less
than what LACERA paid.

Procurement of Airline Tickets

We observed from our testing that refundable tickets were purchased for some travel events.
Since the current Policy does not address if or when purchasing refundable tickets is allowed, the
purchases were not out of compliance with the Policy. However, since refundable tickets are
often two to three times the cost of non-refundable tickets, it seems inconsistent with the
Policy’s general commentary on Attachment A of the Policy, “Travelers are encouraged to
schedule travel in a way that minimizes LACERA’s travel expenses.” Staff reported that
cancelations of trips are rare and that the cost of non-refundable tickets, less a nominal change
fee, can be applied to future travel by the Board member.

Additionally, we noted that prudent procurement practices, such as comparing prices among at
least three airlines flying to the destination, modifying dates and times of travel, and prohibiting
Board members from limiting their travel to one specific airline, are not encouraged or enforced.
Due to some airlines not offering business class, this sometimes results in Board members flying
first class (as permitted by the policy if business class is not available) on their preferred airline
and LACERA incurring costs up to $12,500 for airfare. We did not obtain information on specific
airfare procurement practices at CALPERS or CALSTRS but did not identify any airfares above
$3,000 for international business class travel.

Recommendation
11. To reduce LACERA’s total airfare costs, Boards and management should:
a. Re-evaluate the use of business class airfare.

b. Evaluate stronger enforcement of prudent procurement practices as described
above, including prohibiting the purchase of refundable tickets.

Management Response

Management concurs with this recommendation. Management will bring the issue to
the JOGC for further discussion. This recommendation is expected to be completed by
January 31, 2020.
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Other Best Practices Noted
We identified the following additional best practices in our review of peer public pension funds
board travel practices for the Board and management to consider in future revisions to the Policy:

1. Transparency — Best practices included having the Education and Travel Policy on the
Fund’s public-facing website, inclusion of full estimated costs for travel in board memos
requesting the board approval for travel, and providing a summary by traveler with all
associated costs of all travel.

2. Centralized airline ticketing and cost management practices including the requirement
that award miles earned are first used to upgrade tickets when the traveler is eligible for
an upgrade to business class before the Fund incurs additional cost to upgrade the
traveler.

3. Emphasis on in-house and local education first, with travel permitted when specific
education is not locally available.

4. Separate the education policy from the travel procurement and reimbursement policy
with all travelers required to comply with a centralized organizational policy for the
procurement of travel and reimbursement of expenses. This establishes a more
appropriate system of checks and balances.

We thank FASD, the Legal Office, and the Executive Office management and staff for their

cooperation with our audit.

REVIEWED AND APPROVED

e w2 X

Richard Bendall
Chief Audit Executive

Date: June 20, 2019
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EXECUTIVE SUMMARY

LACERA incurs education and travel expenditures to ensure Board members and staff are
properly educated in monitoring the administration and investments of the Trust, and advocating
positions that protect and further the interests of the Trust. LACERA has an Education and Travel
Policy (Policy), which the Boards last updated in March 2017, to facilitate Boards and staff in
balancing their fiduciary responsibilities to be knowledgeable advocates and to be fiscally
prudent with the Trust’s funds.

We completed this audit as part of the Fiscal Year (FY) 2019 (July 2018 — June 2019) Audit Plan.
Internal Audit periodically performs a compliance audit of the Policy to address the operational
risks associated with travel. We last audited Board and staff education and travel expenditures
in FY 2016.

In determining the scope of the audit, we considered the following:
e The Boards’ education travel expenditures had increased, while staff’s education travel
expenditures had decreased, over the last three fiscal years.

Fiscal | Board education Change over Staff education Change over

Year travel base year (FY travel base year (FY
expenditures 2016) expenditures 2016)

2016 $269,861 - $497,918 -

2017 $303,320 11% increase $433,349 13% decrease

2018 S403,267 49% increase $381,671 23% decrease

e The Boards’ budget for all travel and education was $411,000 in FY 2018. The budget rose
to $529,000 for FY 2019 and to $569,000 for FY 2020 (a 38% increase over 2 years).

e Peer public pension fund board education travel was more limited in frequency and costs
than LACERA’s Board education travel.

e A public data request for the Board of Investments’ travel was made in August 2018.
To address the above risks and to assess if internal controls related to Board and staff education

and travel expenditures are effective in mitigating the associated risks of fraud, operational,
compliance, and reputational risk, we included the following objectives in our audit:

Section 1: Compliance with the Policy
Section 2: Review of the effectiveness and adequacy of the Policy



Education & Travel Audit
Issued: June 20, 2019

We observed that Board and staff were generally compliant with the Policy although we
identified areas that could be improved through better communication by key stakeholders,
more complete travel files, and updates and/or revisions to the Policy. However, we also
identified that the Policy allowed for a broad array of practices that are not effective in controlling
costs. Some examples include but are not limited to the following:

¢ Individual Board members incurred annual travel costs ranging from less than $1,000 to
more than $55,000

¢ Individual Board members purchased airfare as high as $12,500 for a single international
trip

e Individual Board members attending anywhere from one to 16 educational events (local
and non-local) per year

Our survey of peer public pension plans both within California and throughout the United States
supported our concern that LACERA is a significant outlier in costs incurred for Board educational
(non—administrative) travel. Most notably, LACERA incurred significantly higher costs for Board
educational travel in FY 2018 than either CALPERS, a $350 Billion fund as of June 2018, or
CALSTRS, a $226.1 Billion fund as of May 2019. We found that these two funds were the most
supportive of Board education and travel, including some international travel, among the funds
in the peer group. Based on the data provided to us, we did not identify any peer funds in the
survey that exceeded either CALPERS or CALSTRS in expenditures for board educational travel.

Overall, we found opportunities for LACERA Boards and management to achieve a Policy with
more effective measures of education and training while minimizing costs. We observed that the
Policy could be more effective and better aligned with published best practices and peer pension
funds by focusing on an organization-wide educational strategy.

See the following table on the next page for a summary of the issues and recommendations
identified during the audit.
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Summary of Issues and Recommendations

Page(s) ‘ Issues

Recommendations

Section 1: Compliance with the Policy

A. Assessment of travelers and FASD’s review process

1. FASD management should assess the need to obtain missing documentation and/or recover
amounts from travelers for noncompliant transactions that were identified during the audit.
2. FASD management should ensure that its staff consistently enforces the Policy and escalates to

FASD management any areas of the Policy requiring interpretation or clarification.

3. Management should periodically provide training to the Boards and staff on the Policy to ensure
travelers and approvers are aware and compliant with the Policy requirements.
4. Toimprove the effectiveness and efficiency and to consistently enforce the review process, FASD,
10-13 Compliance the Legal Office, and the Executive Office should meet periodically to determine a joint
Exceptions understanding of the Policy, how to address and document when questionable charges occur,
and if updates or revisions should be suggested to the Boards.
5. To be consistent with the section “Authorized Expenses” (705.02) of the Policy, that expenses
should be “reasonable and necessary,” Boards and management should:

a. Revise the Policy to reflect current economical transportation services, like public
transportation, taxis, or ride-share services. The Policy should still require the traveler to
provide written justification if an upgraded ground transportation service is used.

b. Update the Policy to address if and when the use of an executive car service is acceptable.

6. Toimprove the effectiveness and efficiency of FASD's review process, FASD should:
FASD does not a. Provide instructions for the Travel Expense Voucher (payment request), so travelers can
14 have complete provide a complete travel file.
files for each b. Work with the Systems Division and the Executive Office to explore solutions that would
travel event allow travelers to upload and allocate travel receipts, and that would allow FASD to review
and store complete travel files in a central location.
B. Completeness and accuracy of Monthly and Quarterly Travel Reports
7. Toimprove the accuracy of the Quarterly Travel Reports, FASD should:
Accuracy of a. Ensure all members of FASD’s Disbursements Unit are adequately trained and supervised.
15 Quarterly Travel b. Instruct travelers on providing a complete travel file, and work with the Systems Division and
Reports the Executive Office to explore having traveler’s upload and allocate travel receipts to a
central location
Administrative . . . .
. 8. To strengthen the Policy, the Boards and management should revise the Policy to better clarify
travel is not “ . . ” ] . L . - . .
16-17 Administrative Travel,” to define controls regarding when administrative travel is authorized, if
clearly addressed L - . . . .
. there is a limit to administrative travel, and how administrative travel should be categorized for
in the current
. Board members.
Policy
"Local . . S
Educational 9. To ensure conferences are consistently and accurately categorized, conference limitations are
" applied, and to assist Board members in planning their educational conferences, Boards and
Conferences" per . . . . L " .
17-18 the Policy are management should revise the Policy to provide a standardized definition of "local educational
e V conferences" - for example, limiting local education to Los Angeles County, Southern California,
difficult to .
. or a set distance from LACERA.
categorize

Summary Continued
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Summary of Issues and Recommendations (continued)

Page(s) ‘ Issues Recommendations

Section 2: Review of the Effectiveness and Adequacy of the Policy

10. To improve the effectiveness and adequacy of the Policy, Boards and management should:

The Policy does a. Review the Clapman report’s educational policy for a template of best practices.

not have an b. Consider adopting an organizational-wide educational strategy and incorporating the
21-23 | organizational- “Trustee (Fiduciary) Knowledge Self-Assessment.”

wide educational c. Consider working with LACERA’s Training Coordinator to develop a process to create a

strategy stakeholder’s educational plan, monitor the broader educational needs of the Board for in-

house training opportunities, and review and evaluate educational conferences.

11. To reduce LACERA’s total airfare costs and the high exposure to headline risk, Boards and

Board airfare has management should:
23 -24 | increased a. Re-evaluate the use of business class airfare.
substantially b. Evaluate stronger enforcement of prudent procurement practices, including prohibiting the

purchase of refundable tickets.

See Results Section of the report for Management’s Responses.
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INTRODUCTION

The Board of Retirement, Board of Investments, and designated staff have a fiduciary duty to
obtain education about public pension administration and investments, to monitor the
administration and investments of the Trust, and to advocate positions that protect and further
the interests of the Trust. LACERA has an Education and Travel Policy (Policy), which was last
updated in March 2017, to facilitate the Boards and staff in executing this fiduciary duty and to
ensure LACERA’s funds are used in a manner consistent with LACERA’s overall mission.
Authorized education and travel expenses include, but are not limited to, expenses related to the
attendance at industry conferences and various educational and training seminars, legislative
meetings, and on-site due diligence visits for existing and potential service providers.

We completed this audit as part of the Fiscal Year (FY) 2019 (July 2018 — June 2019) Audit Plan.
Internal Audit periodically performs a compliance audit of the Policy to address the operational
risks associated with travel. We last audited Board and staff education and travel expenditures
in FY 2016. For this audit, we reviewed FY 2018 (July 2017-June 2018) education and travel
expenditures:

Category of Travel Events Boards Staff

Education $403,267 $381,671

Administrative $23,153 $227,409
Total $426,420 $609,080

BACKGROUND

Pre-Travel Authorization

Board members are pre-approved to attend conferences listed on Attachment C of the Policy,
and local conferences that have a registration fee less than $500 and no common carrier travel
or lodging. However, Board members must seek Board approval to attend conferences not
included on Attachment C or any international conferences. Staff members must obtain approval
from the Chief Executive Officer (CEQ) for education and travel. Once travel has been authorized,
Financial & Accounting Services Division (FASD) will create an event number in the Travel
Manager program to record the event name, official travel dates, location, and travelers. FASD
then assigns staff the event number so all related expenditures can be allocated correctly.

Travel Arrangements

Board and staff are encouraged to make travel arrangements as far in advance as possible to take
advantage of early bird registrations, conference room rates, and lower airfares. Executive Board
Assistants (Assistants) and Division Managers generally use their LACERA corporate credit card
to pay for conference registration, lodging, and airfare. FASD requires corporate cardholders to
provide receipts and allocate these expenditures to the correct event number. Managers review
and approve the purchases on a monthly basis. FASD then reconciles the monthly corporate
credit card statements against the receipts and researches any discrepancies or missing
documentation.

Reimbursements
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Generally, travelers request reimbursement for expenses incurred while traveling such as meals,
mileage, parking, and airline baggage fees. Individuals are required to submit a Reimbursement
Expense Voucher (Expense Voucher) within 90 days of completing the travel, or 30 days after the
fiscal year-end, whichever occurs first. For Board members, the Assistants will review the Expense
Vouchers for general compliance and then the CEO will approve them. For staff, division
managers review and approve the Expense Vouchers. Approved Expense Vouchers are then
routed to FASD for an additional review, approval, and processing.

FASD’s Review

FASD is responsible for reviewing the Expense Vouchers and monthly corporate card receipts to
ensure the expenditures are consistent with the Policy. FASD reviews the receipts provided to
ensure date, times, and amounts are consistent with the corresponding conference and travel
agendas. FASD also recalculates the mileage amount, ensures the per diem is calculated based
on the correct General Services Administration rate and Meal & Incidental Breakdown, and
allocates expenses that are shared between travelers (e.g., a shared meal or a shared taxi ride)
to the appropriate divisions. If FASD has questions or needs additional documentation, they email
either the Assistants or staff.

Travel Reports

On a monthly basis, FASD prepares the Monthly Education and Travel Expenditures Report
(Travel Report), which details the completed, anticipated, and canceled education and travel for
Board and staff for the fiscal year. This report does not reflect costs. On a quarterly basis, FASD
prepares the Quarterly Travel Report, which details the education and travel expenditures paid /
reimbursed by LACERA for Board and staff. These reports are distributed monthly and quarterly
to Board and staff.

Since the Policy limits Board members to 8 (or 12 if on both Boards) conferences but does not
limit the number of local educational conferences per fiscal year (Section 705.07), FASD
categorizes the Travel Reports for Board travel as:
e “A” - Pre-approved conferences listed on Attachment C of the LACERA Education and
Travel Policy and/or Board approved conferences.
e “B”-Administrative conferences and/or local educational conferences that do not require
common carrier travel and lodging totaling less than $1,500.
e “X” - Canceled events for which expenses have been incurred.
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AUDIT OBJECTIVES & METHODOLGY

The audit objectives were to assess if internal controls related to Board and staff education and
travel expenditures are effective in mitigating the associated risks of fraud, operational,
compliance, and reputational risk. Specifically, we reviewed the following:

SECTION 1: Compliance with the Education and Travel Policy
A. Assessment of travelers and FASD’s review process

e Reviewed LACERA’s Education and Travel Policy dated March 2017.

e Sampled Board’s and staff’s travel to verify the expenditures were compliant with the
Policy, accurate, and valid, and reviewed the travel events for fraudulent activity.

e Sampled payment requests to ensure FASD thoroughly reviewed requests, questioned
charges that appeared inconsistent, rejected out of compliance charges, and
processed payment requests timely.

B. Completeness and accuracy of Travel Reports
e Reviewed the Travel Reports to determine if educational conferences were correctly
categorized as local educational conferences, and to ensure the 8/12 conference
limitation was applied consistently and accurately to all Board members.
e Reviewed canceled trips to ensure they were documented in the Travel Reports,
individuals who canceled provided valid reasons in a timely manner, and if fees were
incurred, they were either pardoned by the Board chair or repaid to the fund.

SECTION 2: Review of the Effectiveness and Adequacy of the Education and Travel Policy
e Reviewed best practice guidance.
e Reviewed peer public pension funds’ education and travel policies and travel reports
(if available).
e Reviewed current news articles about governmental agencies’ travel.
e Discussed Policy, procedures, process, and controls with FASD, the Legal Office, and
the Executive Office.

AC QUESTION: Such as?
IA RESPONSE: The Clapman Report — See reference on page 21

AUDIT SCOPE

The audit scope for compliance testing included Board and staff education and travel
expenditures for FY 2018. We tested approximately 10% of Board education and administrative
travel, 20 events totaling $122,435. We tested approximately 10% of staff education and
administrative travel, 34 events totaling $84,863.

The audit scope for the review of the effectiveness and adequacy of the Policy was limited to
Board education travel. We limited the scope to Board education travel, after considering the
following:
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AC QUESTION: The second sentence in the preceding paragraph stated you tested “Board
education and administrative travel”

IA RESPONSE: Yes, the first paragraph referred to the compliance section of the audit which did
include administrative travel.

e The Boards’ education travel expenditures had increased, while staff’s education travel
expenditures had decreased, over the last three fiscal years.

. Board education Staff education
Fiscal travel Change over base travel Change over base
Year expenditures year (FY 2016) expenditures year (FY 2016)
2016 $269,861 - $497,918 -
2017 $303,320 11% increase $433,349 13% decrease
2018 $403,267 49% increase $381,671 23% decrease

e The Boards’ budget for all travel and education was $411,000 in FY 2018. The budget rose
to $529,000 for FY 2019 and to $569,000 for FY 2020 (a 38% increase over 2 years).

e Peer public pension fund board education travel was more limited in frequency and costs
than LACERA’s Board education travel.

e A public data request for the Board of Investments’ travel was made in August 2018.

RESULTS

We have categorized the results of our audit into two separate and distinct sections. The first
section, “Compliance with the Education and Travel Policy,” discusses our findings from the test
work performed and includes recommendations to strengthen either the Policy or the processes.
The second section, “Review of the effectiveness and adequacy of the Education and Travel
Policy,” presents our findings from researching best practice guidance, peer comparisons, and
recent media headlines and includes recommendations to better align with industry practices.
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SECTION 1:
COMPLIANCE WITH THE POLICY

A. ASSESSMENT OF TRAVELERS AND FASD’S REVIEW PROCESS

We tested the selected sample travel events against the Policy and related procedures. See the
chart below for a summary of our testing. We concluded travelers were generally compliant with
Policy and related procedures, and FASD generally performs a thorough, detailed review of
payment requests and credit charges. We did not find any instances of fraud in our testing but
did find areas where the Policy and/or related payment processes could be strengthened.

Compliance Assessment

. = No exceptions
Attribute Tested Fair = 1-10% exceptions

Weak = more than 10% exceptions

Educational conference or administrative travel was pre-approved Fair

Educational conference met 5-hour education requirement

Airfare and ancillary costs were consistent with the Policy

Airfare purchased / reimbursed by LACERA was the airfare the travel used

Lodging was consistent with the conference hotel rate and/or 3 times approved
government rate for that city for non-conference travel, for a standard room, and Fair
consistent with the travel itinerary

Meal charges were consistent with conference and travel itinerary Fair

Ground transportation was consistent with the conference and travel itinerary Weak

Incidentals and miscellaneous charges were reasonable

Mileage charges were accurate and consistent with travel itinerary

Parking charges were consistent with conference and travel itinerary

Reimbursement request was submitted timely

Thorough review — receipts support charge, per diem rates and Meal & Incidental

e . . Fair
breakdown verified, calculations checked for accuracy, questionable charges resolved.

Canceled travel included a written valid reason provided by the traveler, and any
associated costs over $50 were pardoned by Board chair

Issue: Compliance Exceptions
I.  Atraveler attended an educational conference with only verbal approval from the CEQ. When
the traveler submitted a payment request for the trip, FASD staff notified the traveler the
event had not been created in the Travel Manager because no written approval had been
submitted. Subsequently, the CEO provided written approval for the trip. Although the
Education and Travel Policy stipulates, “The CEO, or designee, shall approve staff education
and travel,” the expectation is for staff to receive written approval prior to making travel
arrangements, from the CEO. The traveler explained the CEO had provided verbal approval,

10
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but the traveler did not obtain written approval prior to making or taking the trip. The traveler
said it was an oversight and the traveler has not made the mistake again.

AC QUESTION: It would be helpful if you delineated your findings between Board and staff
travel. This exception is staff travel?
IA RESPONSE: Yes, this exception was a staff traveler

A traveler attended an educational conference and stayed for additional personal days. The
traveler’s additional personal days of lodging were charged to the corporate credit card.
Although the Policy does not specifically address personal expenditures, LACERA’s Corporate
Credit Card Policy (Section 4.2) dated April 2016, which was in effect during this time period,
does address personal expenditures. It stated, “In order to promote the public's confidence
in the integrity of the Corporate Card Program and avoid any appearance of commingling of
business-related expenditures with personal expenditures, use of the Corporate Card for
personal purchases is strictly prohibited at any time.” When the traveler returned, the
travelerimmediately reimbursed LACERA for the personal portion of the lodging. The traveler
explained the hotel had mistakenly charged all the lodging days to LACERA’s card, instead of
only charging the conference days. The traveler stated that for upcoming trips the traveler
would clarify which cards to use when checking-in to the hotel. Although LACERA was able to
recoup the personal portion of hoteling timely, this practice does not comply with the
Corporate Credit Card Policy and FASD does not have the resources to track payments owed
to LACERA by individual travelers. FASD addressed this issue by providing Corporate Credit
Card training to all staff in March 2019.

AC QUESTION: | don’t disagree. But FASD should have the resources to review payment
requests prior to issuing payment. This is another reason to cancel the Corporate Credit Card
in the agency.

IA RESPONSE: Noted

A traveler attended an educational conference and booked an upgraded room. The Policy
(Attachment A: Lodging — A. Room Cost) limits room rates to “a standard class single room
rate. We noted a price difference of approximately $50/night between the two rooms when
we priced the hotel for the same month but the following year. The traveler did not provide
a written justification for the upgrade and staff did not identify or question the upgrade.

AC QUESTION: How would staff know? Did the invoice say “UPGRADED ROOM”?

IA RESPONSE: No, the invoice would not but the traveler should disclose and pay the difference
or provide justification for the upgrade, such as document that the standard rooms were
booked and the traveler booked the next available room.

When a traveler attended an educational conference, he/she reserved a room, which
included breakfast not provided with standard room. Although the hotel rate included
breakfast, the traveler requested the breakfast per diem for all the travel days. The Policy
(Attachment A: Meals) specifically states, “LACERA will not reimburse the traveler for a meal
which has been pre-paid by LACERA whether or not the traveler consumed the meal” unless

11
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written justification is provided to document if the traveler had either special dietary
restriction or had to conduct LACERA business during the meal. The traveler did not provide
a written justification for the breakfast per diem. Staff did not question the request
justification for the breakfast per diem since the hotel receipt was not included with the
payment request documentation but was instead included with the credit card
documentation.

Atraveler requested authorization to have LACERA pay for a personal item that was lost while
attending an approved conference and the Executive Office approved the expenditure. We
noted the Policy does not address payment for personal items lost while traveling for LACERA
business but the Executive Office approved the payment, without seeking guidance from
either the Legal Office or FASD.

AC QUESTION: $ value? Did the traveler file a police report?
IA RESPONSE: $413.00. Since the item was lost, the traveler did not file a police report

The current Policy states in section 705.11, “Individuals are expected to use group shuttle
service to and from metropolitan destinations...Reimbursement of an alternative mode of
transportation will be limited to the cost of the group shuttle service unless otherwise
justified.” However, our audit disclosed that travelers do not use group shuttle services for
ground transportation nor do travelers provide a business justification when using an
alternative method. Travelers generally use taxis or ride sharing service for ground
transportation needs. Internal Audit noted FASD does not question the use of alternative
methods of transportation nor does FASD limit reimbursement to the cost of the group
shuttle service as stated in the Policy. Per discussion with staff, FASD did not enforce the
Ground Transportation section of the Policy because using alternative transportation
methods, instead of group transportation, had become the common and accepted practice.
However, this change in practice should have been discussed with the Executive Office and
Legal Office, and the Policy should have been revised.

Additionally, we observed some Board members used an executive car service for ground
transportation needs. We noted several times the executive car service was used
domestically, including for transportation to and from the local airport. The travelers did not
provide a business justification for using the executive car service and FASD did not question
the charges.

Recommendations:

1. FASD management should assess the need to obtain missing documentation and/or
recover amounts from travelers for noncompliant transactions that were identified
during the audit.

Management Response

Management concurs with the recommendation. FASD management will have staff
review the audit exceptions, and follow-up with travelers to obtain missing
documentation and/or recover any amounts owed, as applicable, due to non-
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compliant transactions. This recommendation is expected to be completed by January
31, 2020.

2. FASD management should ensure that its staff consistently enforces the Policy and
escalates to FASD management any areas of the Policy requiring interpretation or
clarification.

Management Response

Management concurs with the recommendation. FASD will evaluate a monitoring
mechanism to ensure consistent Policy enforcement. In addition, Management re-
emphasized to staff the importance of elevating exceptions to the Policy for guidance
and resolution. This recommendation is partially implemented and is expected to be
completed upon the approval of the revised Policy.

3. Management should periodically provide training to the Boards and staff on the Policy
to ensure travelers and approvers are aware and compliant with the Policy
requirements.

Management Response

Management concurs with the recommendation. FASD will work with the Executive
and Legal Offices to schedule Travel Policy training for the Boards and staff at least
annually or when the Policy is revised. This recommendation is expected to be
completed by June 30, 2020.

AC QUESTION: As it is now, so much of the expenditures are handled by the Board secretaries
and trustees see or sign off on none of it. It is hard to hold trustees accountable under that
framework. Perhaps the route to to is to charge trustees with the completion of travel expense
reports and then hold them accountable to the reports they submit.

IA RESPONSE: Agree with the suggestion.

4. To improve the effectiveness and efficiency and to consistently enforce the review
process, FASD, the Legal Office, and the Executive Office should meet periodically to
determine a joint understanding of the Policy, how to address and document when
guestionable charges occur, and if updates or revisions should be suggested to the
Boards.

AC QUESTION: That’s a waste of resources. Clarify as necessary, charge trustees with
completion of an expense report, require Board secretary review and sign off.

IA RESPONSE: It is a board policy and updates to the policy for purposes of clarification need to
be brought to the boards for adoption and approval.

Management Response

Management concurs with the recommendation. FASD management will schedule
joint meetings with FASD, the Executive and Legal Offices when there are Policy
updates. In addition, this core group will convene at least bi-annually to review the
Policy and related issues of non-compliance to determine if such issues warrant Board
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consideration for Policy revision. This recommendation is expected to be completed
upon the approval of the revised Policy.

5. To be consistent with the section “Authorized Expenses” (705.02) of the Policy, that
expenses should be “reasonable and necessary,” Boards and management should:

a. Revise the Policy to reflect current economical transportation services, like public
transportation, taxis, or ride-share services. The Policy should still require the
traveler to provide written justification for using an upgraded ground
transportation service if used.

AC QUESTION: It depends. If | arrive in Tokyo at 2:30 in the morning, | am not walking around
the airport in search of a shuttle service, calling one, and then waiting in line to book a shuttle
service to take me to my hotel. | am going to hop in a taxi. If that taxi charge is more than
LACERA will reimburse, publish that clearly so | know the increment | will need to pay.

IA RESPONSE: That would be an appropriate justification for taking a taxi and should be
documented in the expense claim by the traveler under the current Policy.

b. Update the Policy to address if and when the use of an executive car service is
acceptable.

Management Response

Management concurs with this recommendation. Management will bring the issue to
the JOGC for further discussion. This recommendation is expected to be completed
by January 31, 2020.

Issue: FASD Does Not Have Complete Files for Each Travel Event

During our test work, we noted FASD does not have a complete physical or electronic file for each
travel event but instead maintains several platforms of information; a binder with all approved
conferences and related agendas, a corporate credit card database, and Great Plains, a financial
and accounting software system. Not having a complete file for each travel event decreases the
effectiveness of the review process, an operational risk. For example, when a traveler submits a
payment request it is generally shortly after returning from the trip. If the payment request
includes a per diem for breakfast, even though the traveler’s lodging included breakfast, FASD at
that time would not have the receipt for lodging. The receipt for lodging would be submitted
several weeks later if the lodging was paid using LACERA’s corporate credit card. In this scenario,
FASD is reviewing the payment request but they do not have a complete understanding of all the
expenditures related to the travel event.

Additionally, not having a complete travel file makes it more difficult for FASD to provide accurate
numbers on the Travel Reports.

Recommendation
6. To improve the effectiveness and efficiency of FASD’s review process, FASD should:
a. Provide instructions for the Travel Expense Voucher (payment request), so
travelers can provide a complete travel file.
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AC QUESTION: | have never seen this, but if you develop a comprehensive and well referenced
expense report, the great majority of your problems will disappear.
IA RESPONSE: Agree

Management Response

Management concurs with the recommendation. FASD will update the Travel Expense
Voucher to include clear written instructions for completing the document. This
recommendation is expected to be completed by June 30, 2020.

AC QUESTION: If the risks are as you stated, a year is far too much time.
IA RESPONSE: Agree, we will work with management to ensure this is addressed as soon as
possible.

b. Work with the Systems Division and the Executive Office to explore solutions that
would allow travelers to upload and allocate travel receipts, and that would allow
FASD to review and store complete travel files in a central location.

Management Response

Management concurs with the recommendation. FASD held preliminary discussions
with the Systems Division and the Executive Office to evaluate the feasibility of
implementing a travel receipt capture and storage tool. This recommendation is
partially implemented and expected to be completed by June 30, 2020.

B. COMPLETENESS AND ACCURACY OF TRAVEL REPORTS
Per our review of FY 2018 Travel Reports, Internal Audit found several areas that could be
strengthened to improve the completeness and/or accuracy of the reports.

Issue: Accuracy of Quarterly Travel Reports
We noted several instances where the Quarterly Travel Report did not accurately reflect the
travel expenditures for a traveler’s trip. Examples of the errors were:

e Registration Fees included registration for the correct event and a future event.

e No airfare recorded since a credit from a previously canceled flight was used.

e Lodging included hotel and associated parking fees.

In addition to the inaccuracies that Internal Audit identified, we learned from discussions with
FASD, the Executive Board Assistants, and the Legal Office that the FY 2018 Quarterly Travel
Reports were significantly revised for inaccurate reporting of travel expenditures before a public
data request was fulfilled. Based on discussions with FASD, many of the inaccuracies in the
Reports were caused by having a key member of FASD’s Disbursements Unit out of the office for
the majority of the year, and not having a complete travel file, as discussed in the prior section.

AC QUESTION: | don’t know what this means. Are you stating that after receipt of a public
data request, staff determined the information in the reports was inaccurate? If so, did staff
then dedicate the resources necessary to compile information that was correct?

IA RESPONSE: That is correct. Yes, staff dedicated the resources to correct the reports.
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Inaccuracies in management reports in an indication that staff do not reconcile the reports to
the books and records. Is that true?
IA RESPONSE: Yes, and this is also a consequence of not having a single complete travel file.

Where is the recommendation that FASD develop and implement a staff coverage plan for
circumstances like this?
IA RESPONSE: Noted

Recommendation
7. To improve the accuracy of the Quarterly Travel Reports, FASD should:
a. Ensure all members of FASD’s Disbursements Unit are adequately trained and
supervised.

Management Response

Management concurs with the recommendation. FASD management instructed
supervisors and staff to review and consistently refer to the current Policy. When
changes to the Policy occur, the supervisor will ensure staff are aware of those
changes and are adequately trained on such changes. This recommendation is
expected to be completed by January 31, 2020.

b. Instruct travelers on providing a complete travel file, and work with the Systems
Division and the Executive Office to explore having traveler’s upload and allocate
travel receipts to a central location.

Management Response

Management agrees with the recommendation. FASD will provide instructions for
complete travel files to travelers. In addition, FASD held preliminary discussions with
the Systems Division and the Executive Office to evaluate the feasibility of
implementing a travel receipt capture and storage tool. This recommendation is
expected to be completed by June 30, 2020.

Issue: Administrative Travel Is Not Clearly Addressed In the Current Policy

During FY 2018, LACERA spent approximately $23,000 on administrative, non-educational travel
for Board members. Board members traveled for administrative purposes to meet with Congress
and to execute duties as a SACRS board member. During FY 2018, LACERA spent approximately
$243,000 on administrative travel for staff. The Investment Office’s travel for due diligence
reviews made up most of staff’s administrative travel.

On the Travel Reports, staff categorized Board travel as either:
- “A - Pre-approved conferences or conferences not listed in Attachment C of the LACERA
Education and Travel Policy” or
“B - Administrative conferences and/or local educational conferences that do not require
common carrier travel and lodging totaling less than $1,500”
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For FY 2018, the Executive Office and FASD categorized the following administrative travel as “B
- Administrative conferences and/or local education conferences”:

Travel Date Conference and Location Board Members and Approval
Total Cost
Five travel SACRS Board Meetings, 1 Board member with | No approval — Staff carried
events during Sacramento, CA a total cost of forward the interpretation that
FY 2018 approximately $5,000 | attending SACRS Board meetings
qualified as administrative travel.
In March 2019, the Board of
Retirement authorized the travel
from July 2014 through 2019 as
administrative thus not counting
towards the annual conference
limits.
May 2018 IFEBP Legislative Update 3 Board members April 2, 2018 Memo — The Board
& Federal Engagement - attended with a total of Retirement approved the
Washington D.C. aggregate cost of reimbursement of travel costs but
approximately does not address how to
$14,000 categorize the travel.

AC QUESTION: We need a shift in this organization to a focus on “legal authority.” The idea
that an “interpretation” is legal authority to spend in just plain silly.
IA RESPONSE: Noted

As the current Policy does not clearly address the definition of administrative travel, how
administrative meetings should be categorized, or if administrative travel should count towards
a Board member’s annual conference limit, staff excluded administrative travel from the annual
conference limits. Staff consistently applied this interpretation to all Board members and all
Travel Reports have reflected this interpretation since July 2014. However, during our audit, we
noted stakeholders were unclear if staff’s interpretation of the Policy was correct. The Policy
should be revised to more clearly address “Administrative Travel.”

Recommendation

8. To strengthen the Policy, the Boards and management should revise the Policy to
clarify “Administrative Travel” to define controls regarding when administrative travel
is authorized, if there is a limit to administrative travel, and how administrative travel
should be categorized for Board members.

Management Response

Management concurs with this recommendation. Management will bring the issue to
the JOGC for further discussion. This recommendation is expected to be completed by
January 31, 2020.
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Issue: “Local Educational Conferences” Per the Policy Are Difficult to Categorize

Per the Policy, local educational conferences are conferences where there is no common carrier
travel and lodging is under $1,500, and these conferences should not be counted towards the
annual 8/12 conference limit. We observed that it is difficult to categorize which conferences
should be considered “local educational conferences”, not subject to the 8/12 limit, as this
determination needs to be made for each traveler’s individual travel expenditures.

When we reviewed the 4" Quarter FY 2018 Travel Report, we noted that staff had categorized
several trips as “local educational conferences” but these trips included either airfare or lodging
was over $1,500.

AC QUESTION: Simple criteria for which we could control through a well designed expense
report.
IA RESPONSE: Noted. We emphasize the recommendation below.

If FASD had applied the current Policy definition of local educational conferences, the following
conferences should be re-categorized based on each Board members’ travel:

e Fall SACRS Conference, November 14-17, 2017 — Three Board members flew to San
Francisco so for those travelers, the conference should have counted towards the 8/12
educational conference limit. One Board member drove to San Francisco so for that
traveler, the conference was correctly categorized as a local educational conference, and
not counted toward the educational conference limit.

e IFEBP Public Employees Benefits Institute, June 25-27, 2018 — One Board member flew
to Las Vegas so for that traveler, the conference should have counted towards the 8/12
educational conference limit. One Board member drove to Las Vegas so for that traveler,
the conference was correctly categorized a local educational conference, and not counted
toward the educational conference limit.

e Milken Conference, April 29 — May 2, 2018 — One Board member’s lodging for the
conference in Los Angeles was over $1,500 so for that traveler, the conference should
have counted towards the 8/12 educational limit. Nine other Board members’ lodging for
the conference was under $1,500 so for those travelers, the conference was correctly
categorized as a local educational conference, and not counted toward the educational
limit.

Recommendation

9. To ensure conferences are consistently and accurately categorized, conference
limitations are applied, and to assist Board members in planning their educational
conferences, Boards and management should revise the Policy to provide a
standardized definition of “local educational conferences” — for example, limiting
these to Los Angeles County, Southern California, or a set distance from LACERA.
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Management Response

Management concurs with this recommendation. Management will bring the issue to
the JOGC for further discussion. This recommendation is expected to be completed by
January 31, 2020.

19



Education & Travel Audit
Issued: June 20, 2019

SECTION 2:
REVIEW OF THE EFFECTIVENESS AND ADEQUACY OF THE POLICY

When we evaluated the effectiveness and adequacy of the Education and Travel Policy, Internal
Audit recognized Board and staff must balance their fiduciary responsibilities to be
knowledgeable advocates and to be fiscally prudent with the Trust’s funds. Travel expenditures
represent a high-risk area to government entities as travel is scrutinized by the media and there
is an expectation that funds are used efficiently, effectively, and transparently. To evaluate our
Policy, we reviewed industry best practices, compared other public pension funds’ education and
travel policies and if available, published travel reports, and recent media articles regarding travel
by governmental agencies.

AC QUESTION: Where was this input on the front end?

IA RESPONSE: Most of this is included in the Executive Summary including a statement about
reputational risk but you are correct, we did not specifically mention the media or headline
risk in the Executive Summary.

Best Practices

Internal Audit found three relevant published reports regarding best governance practices for

public pension funds:

a. Clapman Peter & Waddell, Christopher. “Clapman Report 2.0 (Clapman): Model
Governance Provisions to Support Pension Fund Best Practice Principles.” Stanford
Institutional Investor’s Forum Committee on Fund Governance (SIIF). May 2013.
https://law.stanford.edu/event/the-clapman-2-0-report-fulfilling-public-pension-board-
fiduciary-duties-through-the-adoption-of-governance-best-practices/

b. Regan, Julian. “Best Governance Practices for Public Retirement Systems.” National
Conference on Public Employee Retirement Systems (NCPERS). March 2012.
https://www.ncpers.org/content.asp?contentid=755

c. Waddell, Christopher. “Enhancing Public Pension Plan Security: Best Practice Policies
for Trustees and Pension Systems.” American Federation of State, Municipal, and County
Employees (AFMSCE). December 2009. https://www.afscme.org/news/press-room/press-
releases/2009/afscme-releases-best-practices-guide-for-pension-systems

Each of these reports discussed the need to have an effective board education policy, which
encourages fiduciaries to improve continuously upon the skills needed to be an effective
fiduciary. The report published by NCPERS does not provide further detail but the reports by SIIF
and AFMSCE include a template of their recommended educational policy. Both of these reports
focus their policy guidance on 1) developing core competency expectations for board members,
2) evaluating the board members core competencies through a self-assessment, and 3) the
organization working with the board and individual members to develop a strategic, effective,
and documented organizational and individual education plan for the upcoming year(s).
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Peer Comparison

We compared LACERA’s Board education and travel to that of other 37 Act Funds within
California, CALPERS, CALSTRS and various other State public pension plans including those we
believe are leading organizations such as Wisconsin SWIB, Texas TRS, Oregon PERS, State of
Washington Investment Board, NYSTRS, Florida State Investment Board and others. Our peer
comparison included reviewing the websites of each fund, reviewing the travel policies,
interviewing Chief Audit Executives and obtaining data, where available on budget and expense
information related to board member education and travel. Peer summary results are below:

Travel Category

Peer Summary

International
Travel

Most Funds do not provide for board members to travel internationally. However, those
that allow international travel are more restrictive than LACERA. NYSTRS permits
international travel for board education in their policy but limits total expenses per board
member for travel and education to $6,000 each per year.

CALSTRS and CALPERS do approve international board travel although significantly less
than LACERA.

Business Class Air
Travel

Most funds either do not allow for business class travel or restrict it to flights with a
minimum duration of at least 6 to 14 hours. CALPERS for example, only permits business
class for international board travel.

Conferences Most funds do not have policy limits on the number of educational conferences board
Limits members can attend. Those that did ranged from limits of two to five events per year.
Dollar Limits Most funds do not have dollar limits per board member for education and travel. Funds
that did had limits ranging from $6,000 per board member to $13,500 per board member
annually. For funds that did not have dollar limits per board member, we did not find
funds whose total board education costs would have exceeded $13,500 if averaged
among the board members of the fund.
5 | Peer range of | Board educational travel expense data for the peer funds for FY 2018 ranged from below
budget/actual $50,000 to $137,000 (CALPERS). CALSTRS recently increased its annual budget from

expenditures $100,000 to $120,000 for its board educational travel.

AC QUESTION: Why “significantly less”? Quote the figure.

IA RESPONSE: Noted, we provided data comparing total costs of all three funds on page 23,
although not specific to international travel. The International travel comparison between the
three funds for FY 2018 is as follows:

LACERA - 14 trips totaling $160,637 (Avg trip cost - $11,474)

CALSTRS - 5 trips totaling $15,100 (Avg trip cost - $3,020)

CALPERS - 12 trips totaling $59,940 (Avg trip cost - $4,995)
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AC QUESTION: This isn’t materially different than our policy, with the exception | believe that
we allow business class for domestic coast to coast travel.

IA RESPONSE: LACERA’s Policy provides for business class for trips (not flights) exceeding 5
hours.

AC QUESTION: and we do, which is a good thing?

IA RESPONSE: Due to local educational events, which include trips to as far away as San
Francisco or Las Vegas, not counting toward the limits, LACERA travelers often far exceed these
limits in practice. Again, most of the peer funds we reviewed did not have any limits in their
policies and their board travel expenditures are substantially less than LACERA.

AC QUESTION: This total $ figure approach is just silly, as the size of the boards can vary. You
need to quote these in a per capita figure for comparative purposes.

IA RESPONSE: See per capita results on page 22. LACERA incurred costs of $26,884 per
capita versus $11,998 for CALSTRS and $10,528 for CALPERS.

Media Articles

Government entities are held to a high standard in ensuring that public funds are used efficiently
and effectively, and the uses of such funds are transparent to the public. Towards this objective,
Board-related travel expenses should be reasonable and in line with what a prudent person
would incur when conducting official business. Absent controls to ensure prudent spending,
Board members are at a greater risk of creating the perception of impropriety (whether
perceived or actual); reputation risk, from not only the media, but also our plan sponsors and
members. Media coverage regarding travel by pension fund trustees focuses mainly on travel
destination, premium class airfare, luxury lodging, entertainment and meals. Article headlines
have included:

AC QUESTION: This borders on sensationalism. Did you find any comparison between the
circumstances outline in these articles and the travel you reviewed in this audit?
IA RESPONSE: Yes

a. Broadwater, Luke & Wenger, Yvonne. “City Pension Officials Spend Nearly $100,000 on
Trips.” Baltimore Sun. March 18, 2015 www.baltimoresun.com/maryland/baltimore-
city/bs-md-ci-pension-travel-20150318-story.html

b. Avila, Jale. “Trustees Spending Fire and Police Pension Funds on Expensive
Travel.” News 4 San Antonio. May 3, 2018. www.news4sanantonio.com/news/trouble-
shooters/news-4-trouble-shooters-uncover-abuse-of-travel-at-fire-and-police-pension-fund

c. Einhorn, Erin & Lesser, Benjamin. “Globetrotting Pension Fund Officials Racked up
$400,000 in Costs as Retirees, Taxpayers Foot Bill.” New York Daily News. April 10,
2010. www.nydailynews.com/new-york/globetrotting-pension-fund-officials-racked-400-
000-costs-retirees-taxpayers-foot-bill-article-1.167070
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Issue: The Policy Does Not Have an Organizational-Wide Educational Strategy

In our assessment of the current Policy, we noted it does not have an overarching educational
strategy that focuses on developing and improving key skills that fiduciaries generally need.
Instead, the Policy focuses more on the transactional activities related to education and travel,
like conference limits, lodging, and meals. The focus on transactional activities is meant to restrict
the costs to reasonable and necessary expenditures but we found that for FY 2018, LACERA’s
Board education travel expenditures for 15 Board Members significantly exceeded a peer
comparison with CALSTRS, who had 10 board members, and CALPERS, who had 13 board
members.

AC QUESTION: | disagree with this statement. The policy includes a value statement on the
areas important for trustees — that statement are the approved conferences in the
attachments. It is then up to each trustee to determine if he or she believes there is a need for
him or her to enhance skills sets in those areas.

IA RESPONSE: Noted. Recommendation 10 on page 23 provides additional clarity to the
statement above.

Due to the different number of board members of each fund, we calculated the average cost per
Board Member: 1) $26,884 for LACERA, 2) $11,998 for CALSTRS, and 3) $10,528 for CALPERS.

LACERA vs CALPERS vs CALSTRS
FY2018 Board Education Travel Cost - Actual Cost Incurred and Events Count

$450,000 140

$400,000 116 120

$350,000

$300,000 100
é $250,000 59 80
S $200,000 9 60

$150,000 20

$100,000

m

$0 0
LACERA CALSTRS CALPERS

mm Actual Cost === # of Events
Note: CALPERS and CALSTRS data obtained via their respective official websites

We noted LACERA Board Members attended between 1 to 16 educational conferences each
(local and non-local), with a total travel cost ranging from less than $1,000 to over $55,000 per
traveler. Seven Board members listed on the 4t quarter Travel Log, spent over $25,000 for the
Fiscal Year and their combined totals accounted for 79% ($310,173) of Board educational travel.
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LACERA vs CALPERS FY17-18 Board Education Costs Comparison
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Note: CALPERS data obtained via the official CALPERS website W CALPERS W LACERA

The Clapman report identified concerns about relying on educational conferences as the primary
form of education. The report states:

There is no lack of educational opportunities available to public pension fund trustees, and trustees as a
rule are diligent about attending them. However, while trustees “devote considerable time and effort to
education, primarily by attending a variety of conferences that are geared to public funds and that focus on
investments,” such programs as a rule “neither encourage trustees to develop the broad vision they need
to set policy, nor do they provide the practical grounding a board needs to oversee a fund’s operations.”
Also, in our view many programs do not maximize “in seat” education. They may rely heavily on for-profit
commercial sponsorships. Programs may also tilt the balance towards recreation and entertainment.
(Attachment A, pg. 14)

The Clapman report accurately summarizes the reputational and operational risks that Internal
Audit has identified by relying so heavily on these types of conferences for education.

AC QUESTION: You have not presented evidence to substantiate the statement that trustees
are “relying on these types of conferences.”

IA RESPONSE: The LACERA Policy and practices demonstrate an emphasis on these types of
conferences for education.

Furthermore, the current Policy does not establish an educational strategy that encourages
continuously improving the skills a fiduciary should possess. A significant piece of the Clapman
report’s proposed policy includes a “Trustee Knowledge Self-Assessment” which is used to assess
and then develop an educational plan. Incorporating this best practice would address both an
operational risk by ensuring all Board members receive an adequate amount of education in the
areas needed, and a reputational risk by ensuring education expenditures can be supported.

Recommendation
10. To improve the effectiveness and adequacy of the Policy, Boards and management
should:

a. Review the Clapman report’s education policy for a template of best practices.

24



Education & Travel Audit
Issued: June 20, 2019

b. Consider adopting an organizational-wide educational strategy and incorporating
the “Trustee (Fiduciary) Knowledge Self-Assessment.” Texas Teacher Retirement
System and CalSTRS have both hired a consultant to assess the organizations’
requirements and preferences and to provide guidance in developing an effective
educational strategy.

AC QUESTION: Define organization wide.
IA RESPONSE: LACERA

c. Consider working with LACERA’s Training Coordinator to develop a process to
create a stakeholder’s educational plan, monitor the broader educational needs
of the Board for in-house training opportunities, and review and evaluate
educational conferences.

Management Response

Management concurs with this recommendation. Management will bring the issue to
the JOGC for further discussion. This recommendation is expected to be completed by
January 31, 2020.

Issue: Board Airfare Has Increased Substantially

Internal Audit analyzed the costs of registration, airfare, and lodging, for the last four fiscal years
to gain a better understanding of the increase in Board education travel expenditures. Based on
the analysis, the cost of airfare has sharply increased (see chart below). We believe LACERA’s
airfare costs could be reasonably reduced by:

e Amending the Policy to reduce the frequency of business class travel, and

e Amending the Policy to revise how airline tickets are procured.

LACERA Board Education Travel
FY2015-2018 Annual Airfare Cost

$190,000
$170,000
$150,000
$130,000

$110,000
$90,000 $77,051 $77,806
=

$166,334

$126,422

$70,000
2015 (55 Trips) 2016 (50 Trips) 2017 (50 Trips) 2018 (62 Trips)

==@==Annual Airfare Cost

Business Class Airfare
As the chart above indicates, Board airfare has increased substantially in part due to the Policy
revisions in March 2017 to allow business class travel when travel time exceeds five hours.
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AC QUESTION: That chart provides no information that would allow the reader to conclude
that business class is a source of the increase.

IA RESPONSE: We should have phrased it more clearly that we determined business class to be
a source of the increase.

We noted the cost of the specific airline tickets below to show the cost of business class versus

economy class for air travel that is generally six hours or less:

e A Board member’s airfare for a domestic flight in December 2017 was approximately $5,400.
When Internal Audit priced this for a trip 14 days in advance, the most expensive direct, non-
refundable, economy ticket on a major carrier was almost $600 (Google Flights), which is
800% less than what LACERA paid.

AC QUESTION: and this was a business class ticket?
IA RESPONSE: Yes

e A Board member’s airfare for a domestic flight in March 2018 was almost $3,000. When
Internal Audit priced this for a trip 14 days in advance, the most expensive direct, non-
refundable, economy ticket on a major carrier was $240 (Google Flights), which is 1150% less
than what LACERA paid.

e ABoard member’s airfare for a domestic flight in June 2018 was approximately $2,400. When
Internal Audit priced this for a trip 14 days in advance, the most expensive direct, non-
refundable, economy ticket on a major carrier was $550. (Google Flights), which is 336% less
than what LACERA paid.

Procurement of Airline Tickets

We observed from our testing that refundable tickets were purchased for some travel events.
Since the current Policy does not address if or when purchasing refundable tickets is allowed, the
purchases were not out of compliance with the Policy. However, since refundable tickets are
often two to three times the cost of non-refundable tickets, it seems inconsistent with the
Policy’s general commentary on Attachment A of the Policy, “Travelers are encouraged to
schedule travel in a way that minimizes LACERA’s travel expenses.” Staff reported that
cancelations of trips are rare and that the cost of non-refundable tickets, less a nominal change
fee, can be applied to future travel by the Board member.

Additionally, we noted that prudent procurement practices, such as comparing prices among at
least three airlines flying to the destination, modifying dates and times of travel, and prohibiting
Board members from limiting their travel to one specific airline, are not encouraged or enforced.
Due to some airlines not offering business class, this sometimes results in Board members flying
first class (as permitted by the policy if business class is not available) on their preferred airline
and LACERA incurring costs up to $12,500 for airfare. We did not obtain information on specific
airfare procurement practices at CALPERS or CALSTRS but did not identify any airfares above
$3,000 for international business class travel.
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Recommendation
11. To reduce LACERA'’s total airfare costs, Boards and management should:
a. Re-evaluate the use of business class airfare.

b. Evaluate stronger enforcement of prudent procurement practices as described
above, including prohibiting the purchase of refundable tickets.

Management Response

Management concurs with this recommendation. Management will bring the issue to
the JOGC for further discussion. This recommendation is expected to be completed by
January 31, 2020.

Other Best Practices Noted
We identified the following additional best practices in our review of peer public pension funds
board travel practices for the Board and management to consider in future revisions to the Policy:

1. Transparency — Best practices included having the Education and Travel Policy on the
Fund’s public-facing website, inclusion of full estimated costs for travel in board memos
requesting the board approval for travel, and providing a summary by traveler with all
associated costs of all travel.

2. Centralized airline ticketing and cost management practices including the requirement
that award miles earned are first used to upgrade tickets when the traveler is eligible for
an upgrade to business class before the Fund incurs additional cost to upgrade the
traveler.

3. Emphasis on in-house and local education first, with travel permitted when specific
education is not locally available.

4. Separate the education policy from the travel procurement and reimbursement policy
with all travelers required to comply with a centralized organizational policy for the
procurement of travel and reimbursement of expenses. This establishes a more
appropriate system of checks and balances.
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We thank FASD, the Legal Office, and the Executive Office management and staff for their
cooperation with our audit.

REVIEWED AND APPROVED

e o2 X

Richard Bendall
Chief Audit Executive

Date: June 20, 2019

REPORT DISTRIBUTION

2019 Audit Committee Steven Rice Beulah Auten
Rick Wentzel J.J. Popowich Ted Granger
Jonathan Grabel Bonnie Nolley

Linda El-Farra
FASD Disbursements Staff
Internal Audit Staff
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EDUCATION AND TRAVEL POLICY

Statement of Purpose

The Board of Retirement, the Board of Investments, and designated staff have a fiduciary
duty:

e To obtain education on matters of public pension administration and investments,
e To monitor the administration and investments of the Trust,

e To monitor the work of those to whom the Board has delegated authority to
administer and manage Trust assets, and

e To advocate positions that protect and further the interests of the Trust.

It is the desire and intention of the Board of Retirement and the Board of Investments to
ensure that the Boards and staff may perform their fiduciary duties, by implementing an
education and travel policy by which:

e Board Members and staff receive current benefit, financial policy and operational
information pertinent to the administration of public pension plans, the
administration and management of the retiree health care program, and the
investment of public pension funds,

e When authorized by the Board, Board Members and staff may travel to advocate
and communicate positions and information that protect and further the interests
of the Trust, such as legislative advocacy, speaking, and internal meetings, and to
participate in pension, retirement, healthcare, investment, and governance-related
organizations, and

e Board Members may complete their minimum required 24 hours of “board member
education” every two years as mandated by Government Code 831522.8.

The Boards desire to avoid even the appearance of impropriety in connection with
education and travel. The Boards acknowledge that acceptance of gifts of travel, such
as transportation, meals, and lodging by a public agency, though permitted under certain
circumstances by applicable law, can create the appearance that LACERA encourages
“pay to play” and may, unwittingly, create opportunities for undue influence on Board
Members and staff. This policy therefore does not permit LACERA as an entity to accept
gifts of travel. The Boards acknowledge that international travel, though expensive, is
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increasingly necessary in light of today’s global economy and LACERA’s ongoing prudent
investment of a substantial portion of its assets outside the United States.

With respect to all travel, Board Members and staff shall incur expenses only to the extent
they are reasonable and necessary for the administration of the system.

This policy applies to Educational Conference and Administrative Meetings. “Educational
Conferences” are those conferences, seminars, and meetings that have an educational
purpose. “Administrative Meetings” are meetings that have a non-educational purpose in
furtherance of LACERA’s interests, including legislative advocacy, speaking
engagements, information-exchange among Board Members and between Board
Members and staff, participation in pension-related organizations, and similar events.

705.00 - APPROVAL

A. Board Members

All travel by Board Members require approval of that member's Board, except as
expressly provided in this policy.

1. Except as provided in Section 705.00.A.2 and 8, Educational Conferences
must contain an average of five hours of substantive content per day, excluding
travel days. Every Board Member is authorized to attend up to 4 approved
Educational Conferences per fiscal year (of which no more than 1 may be
international), and up to 6 if the Board Member is serving simultaneously on
both Boards at any time during the fiscal year (of which no more than 1 may be
international). “International” Conferences” are those Educational Conferences
outside the United States, Canada, and Mexico. Two Educational Conferences
separated by no more than one day, with no additional common carrier travel,
count as one conference for purposes of this section. The necessity of
Administrative Meetings shall be reviewed and authorized by the respective
Board. Due to the unique nature of Administrative Meetings, this travel does
not have number limits, subject to the cost limits of Section 705.00.A.2, and
does not count towards the maximum approved number limits for travel unless
in conjunction with an Educational Meeting.

2. Educational Conferences and Administrative Meetings in California where the
total cost of attendance is no more than $2,000 are pre-approved for
attendance and reimbursement, provided that a Board Member may not incur
over $10,000 for all expenses of attending all such Educational Conferences
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and Administrative Meetings in a fiscal year without Board approval. Such
Educational Conferences must contain substantive content but are not subject
to the five-hour per day content requirement or number limits of Section
705.00.A.1, except that the five-hour per day content requirement applies if an
overnight stay is required.

. Educational Conferences listed on Attachment C are preapproved for
attendance and expense reimbursement provided all other policy requirements
are met.

. Educational Conferences not listed on Attachment C and not covered by
Section 705.00.A.2 require prior approval by the Board. Memoranda submitted
to the Board seeking approval to attend conferences or meetings shall include
a description of the agenda and educational or administrative purpose for the
conference or meeting, the registration fee, hotel rate, estimated airfare,
estimated total cost, and the number of additional travel days (if any) under
Section 705.09.

. Attending an International Conference requires prior Board approval whether
or not such conference meeting is listed on Attachment C. Not more than three
Board members shall be authorized to attend the same International
Conference without specific Board approval,

. The Board may ratify attendance at otherwise unapproved conferences,
seminars and meetings for good cause explained in a written communication
to the Board presented at the next available Board meeting following
completion of the event.

. Requests for Educational Conference and Administrative Meeting attendance
and travel arrangements must be made in writing and directed to the
appropriate Executive Board Assistant.

. Prior to attending an International Benefit Conference, a Board Member is
required to attend an American Health Insurance Plans (AHIP) National Policy
Forum or World Health Care Congress. Prior to attending an International
Investment Conference a Board Member is required to successfully complete
the State Association of County Retirement Systems (SACRS) Public Pension
Investment Management Program or the University of Pennsylvania Wharton
School of Business Portfolio Concepts and Management course. These
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foundational courses do not count towards the number limits of Section
705.00.A.1.

9. Board members shall cease arranging future travel for Educational
Conferences once they become aware their term of service will end. For
appointed members, this occurs in the final year of their appointment and after
the Board of Supervisors votes on the next appointment. For elected members
this occurs if an elected member is replaced once election results are certified
by the Board of Supervisors. For the Ex-Officio Member, this occurs once a
retirement is announced.

B. Staff Members. All travel by staff requires approval by each of the following: the staff
member’s Division Manager; the Assistant Executive Officer (AEQ), if any, over such
staff member; and the Chief Executive Officer (CEO). Staff members shall cease
arranging future travel for Educational Conferences once a retirement, termination, or
other end of LACERA employment is announced. For purposes of all staff travel
approvals and decisions under any provision of this policy, the Chief Investment
Officer shall have sole authority.

705.01 — AUTHORIZED EXPENSES

Authorized travel expenses for Board Members and staff shall be determined by the
Boards as set forth in Attachment A. LACERA Board Members and staff shall be
reimbursed for reasonable and necessary expenses incurred, and documented, in
connection with LACERA business.

705.02 — COSTS OF ADMINISTRATION

Education and travel expenses for Board Members and staff shall be administrative costs
of the pension fund and may not be paid through third party contracts. It is LACERA’s
policy that LACERA, as an agency, and its Board Members and staff shall not accept gifts
of travel.

705.03 - CLAIMS FOR REIMBURSEMENT

1. Submission. An education and travel expense reimbursement shall be claimed by
completing an expense voucher form available on the LACERA intranet website and
submitting it to the appropriate authorizing person. Board Members may submit their
expense reimbursements to their respective Executive Board Assistant and staff to
their Division Manager. All expense reimbursement requests shall be accompanied
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by receipts and/or other reasonable documentation. Expense reimbursement records
are subject to disclosure under the Public Records Act, with redaction of confidential
information. The deadline for submitting an education and travel reimbursement claim
is 90 days after completing the education, or 30 days after the fiscal year-end,
whichever comes first. Extensions to this deadline may be granted by the Chair (for
Board Members) or the CEO (for staff) upon showing good cause.

2. Approval. The Executive Board Assistants will review, for compliance with this policy,
all expense reimbursement requests by Board Members prior to submission. The
CEO, the AEOQ, if any, over a staff member, and the staff member’s Division Managers
will review and approve, for compliance with this policy, all expense reimbursement
requests for staff prior to submission. The Financial and Accounting Services Division
(FASD) will review all Board Member and staff expense reimbursement requests for
compliance with this policy and shall only pay those that are in compliance. FASD will
notify the Executive Board Assistants of all deficiencies in a submission by a Board
Member, and the Executive Board Assistants will in turn notify the respective Board
Member. FASD will notify the AEOQ, if any, over a staff member, and/or the CEO, and
the staff member’s Division Manager of deficiencies in a submission by staff. LACERA
will not reimburse Board Members or staff for expenses that are not authorized under
this policy unless specifically exempted by the Board (for Board members) or the CEO
(for staff).

705.04 — BOARD PRIORITY WHERE ATTENDENCE IS LIMITED

Should an Educational Conference or Administrative Meeting provider limit Board
Member attendance, it is the Boards' intent to provide attendance priority to the specified
Board as designated in Attachment C. The basis for this designation is for the Board of
Retirement Members to have attendance priority for benefit, healthcare, plan
administration, and general policy conferences and for the Board of Investments
Members to have priority for investment and actuarial conferences. Should a conference
not listed in Attachment C be approved by both Boards, such conference will be prioritized
by the CEO in the manner used to set Board Priority in Attachment C.

705.05 - SELECTION OF ATTENDEES WHERE ATTENDANCE IS LIMITED

In the event attendance at a an Educational Conference where the number of LACERA
representatives that may attend is limited, the Executive Board Assistant shall canvass
the Board with conference priority, per Attachment C, to identify those Board Members
interested in attending. Canvassing shall only be done following Board approval for the
event, unless otherwise authorized by the Board Chair. In the event more Board Members
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from the Priority Board desire to attend than the event provider will accommodate or this
policy allows, such attendance will be determined by the appropriate priority listing as
described in Attachment B. After fulfilling attendance needs for the Board with attendance
priority, remaining attendance opportunity will shift to the other Board. Priority for
international travel as it relates to investment events shall be given to the Board of
Investments.

705.06 — CANCELATION OF TRAVEL ARRANGEMENTS

A. Responsibility for Timely Cancelation

Board Members and staff are responsible for timely canceling education and travel
arrangements made on his/her behalf which will not be used so that no costs will be
incurred by LACERA.

B. Responsibility for Untimely Cancelation Costs

Individuals are responsible for all costs LACERA incurs as a result of the individual's
failure to cancel education and travel arrangements before cancelation charges accrue,
unless the failure to cancel was due to facts or circumstances beyond the traveler’s
control. The traveler must reimburse LACERA within 30 days after notification of the
amount due. If reimbursement is not made within such 30-day period, and payment is
still due, the amount shall be deducted from any payment due the traveler from LACERA.
If a Board Member is enrolled for an Educational Conference or Administrative Meeting
but fails to attend or timely cancel and LACERA incurs an expense as a result (e.g.,
conference registration, travel and lodging cancelation fees), that conference or meeting
counts toward the limit under Section 705.00.A.1 until the Board Member reimburses
LACERA for all expenses incurred cancelation is excused under Section 705.06.C.

C. Approval of Cancelation Costs with Good Cause

If the individual believes the failure to cancel was due to facts or circumstances beyond
their control, they must submit a written excuse to the Board Chair, or to the CEO if the
individual is staff, within 30 days after receiving notification of the cancelation expenses
due. For Board Members, the Board Chair will approve or disapprove the excuse in
writing to the individual, with a copy to the Executive Board Assistant. If the individual is
a Board Chair, then the written excuse must be submitted to that Board’s Vice Chair who
will then approve or disapprove the excuse. If the individual is a Vice Chair
simultaneously serving as the acting Chair, then the Vice Chair’s written excuse must be
submitted to that Board’s Secretary who will then approve or disapprove the excuse.
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Should a Board Member disagree with the Board Officer's determination, the Board
Member may request the Executive Board Assistant to agendize the matter for the
Board's consideration.

705.07 — CASH ADVANCES

Cash advances will not be allowed unless specifically approved for Board Members by
the appropriate Board and staff by the CEO.

705.08 — EXPENSES FOR TRAVELING COMPANIONS

Education and travel expenses for family members and/or traveling companions are not
reimbursable by LACERA.

705.09 — ADDITIONAL TRAVEL DAYS TO MINIMIZE OVERALL TRAVEL COST

Travel resulting in arrival one day prior to and/or one day after an Educational Conference
or Administrative Meeting will be reimbursed if reasonably necessary because of time
constraints. Travel resulting in arrival two days prior to and/or one day after international
travel will be reimbursed as reasonably necessary based on the location of the
Educational Conference. In addition, lodging and per diem for extra days prior to or after
an Educational Conference or Administrative Meeting will be reimbursed if such extension
results in lower overall trip costs. If a Board Member or staff adds personal travel before
or after a trip, the extra personal days outside of the above restrictions shall not be
reimbursed. For staff, cost comparisons for trip extensions shall include the costs of
salary for any work days lost by the extension. Written justification for travel expenses
incurred prior to or after an Educational Conference or Administrative Meeting shall be
submitted with the claim for reimbursement.

705.10 - GROUND TRANSPORTATION

Individuals will be expected to use taxis or ride sharing services (i.e., Lyft, UBER) to and
from domestic destinations. Limousine or executive car services shall not be used in
domestic locations unless the cost for such services is comparable to that of taxi services
and/or airport parking; they may be used without restriction in international locations.
Reimbursement of rental vehicles require justification and prior approval from the Chief
Executive Officer. When renting a vehicle, purchase of optional insurance is not
necessary as LACERA's insurance will cover the same risks.
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705.11 — INTERNATIONAL TRAVEL INSURANCE

LACERA will purchase travel insurance covering Board Members and staff while traveling
internationally on LACERA business. The insurance will include accident, medical,
security assistance and evacuation, travel assistance, trip cancelation, interruption or
delay, and baggage loss or delay coverage.

705.12 - TRAVEL REPORTS

A monthly Travel Report shall be submitted to both Boards listing the current fiscal year's
completed, anticipated, and canceled Education Conferences and Administrative
Meetings (including whether excused under Section 705.06.C) for Board Members and
staff.

A quarterly Travel Report shall be submitted to both Boards listing Board Member and
staff education and administrative travel expenses paid/reimbursed by LACERA. Such
report shall identify whether each item of travel was for an Educational Conference or
Administrative Meeting, the purpose, location, cost by expense category, whether
excused under Section 705.06.C.

The monthly and quarterly reports shall be agendized as reports for the Boards in the first
month after they are available (and for privacy and personal security reasons, after travel
has been completed) and shall be posted on lacera.com.

705.13 — REPORT FOLLOWING ATTENDANCE AT CONFERENCE AND SEMINARS

Board Members who attend an Educational Conference or Administrative Meeting are
encouraged to report at a Board meeting the information and knowledge gained, an
evaluation of the conference or meeting, and recommendation concerning future
participation.

705.14 — TRAVEL BY NEWLY APPOINTED AND ELECTED BOARD MEMBERS

A person duly appointed or elected to the Board of Retirement or Board of Investments
shall, for purposes of this policy, be deemed to have assumed the office of Board Member
as of the date the person’s appointment is approved or election is certified by the Board
of Supervisors. It is the intent of this Section that incoming Board Members attend
seminars and conferences as part of their orientation and preparation to assume the
duties of a LACERA Board Member.

Page 8



EDUCATION AND TRAVEL POLICY

For purposes of Section 705.00, seminars and conferences related to the topics listed in
Government Code §31522.8 that are attended during the six months prior to the date an
individual's term of office commences shall be counted towards the number of seminars
and conferences that may be attended during the first fiscal year of the individual's term
in office.

A copy of this policy, related policy procedures, and list of all pre-approved, approved, or
likely to be approved conferences scheduled to occur during the first six months of the
newly elected or appointed member’s term are to be provided to each new Board Member
at the beginning of his/her term.

705.15 - BROWN ACT COMPLIANCE

No more than four members of either Board are authorized to meet together to discuss
LACERA business unless there is appropriate public notice of the meeting pursuant to
the Ralph M. Brown Act. All meetings subject to the Brown Act must be held within the
County of Los Angeles, unless otherwise permitted by the Brown Act. A person holding
membership on both the Board of Retirement and Board of Investments counts as one of
the members in attendance for each of the Boards. Attendance at Educational
Conferences and Administrative Meetings by more than four members of a Board is not
a violation of this provision.

705.16 — WAIVER OF POLICY PROVISIONS

For good cause presented in writing, and in the exercise of its sound discretion, the Board
of Retirement or the Board of Investments may waive compliance with specific
requirements of this policy when in the best interest of LACERA.

705.17 — APPLICABLE LAW
This policy is to be implemented in compliance with the relevant provisions of the
California Government Code and other applicable law, and in harmony with existing
philosophy, objectives, policies and guidelines previously approved by the Boards of
Retirement and Investments.

705.18 — REVIEW

This policy shall be reviewed by the Joint Organizational Governance Committee, the
Board of Retirement, and the Board of Investments annually or as needed and may be
amended by both Boards at any time.
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Amounts which can be reimbursed for transportation, lodging, meals, and other items are
indicated as follows:

TRANSPORTATION:

Amounts which can be reimbursed for transportation, lodging, meals and other items are
indicated as follows:

A. Airline Travel

1. Board Members and staff will travel in coach/economy class except that they
may travel in business class or its equivalent for:

a. Flights having a scheduled non-stop flight time or total connecting travel
time from original departing airport to the final destination airport of five
hours or more, and

b. Red-eye flights. “Red-eye flights” are defined as flights in which a
majority of the flight time occurs between 10:00 PM and 6:00 AM.

c. Flights arriving or departing at an international location, including
Canada and Mexico.

2. LACERA will reimburse the additional cost of coach/economy class seats
advertised as having additional leg room regardless of flight time.

3. Air travel will only be reimbursed at the lowest available fare at the time of
purchase (for class travel authorized under this Policy) offered by United,
American, or Delta for the dates of travel. Other carriers are authorized, but
reimbursement shall not exceed this limitation.

4. Recognizing air carriers have begun charging for incidental items historically
included in the ticket price (for example, checking luggage, providing pillows,
blankets, and non-alcoholic beverages during flights, etc.), LACERA also will
reimburse carrier charges for such incidental items upon submission of an
itemized receipt. Alcoholic beverages will not be reimbursed.

5. Substantiation of airline travel shall include a copy of the ticket or E-mail
confirmation showing the cost of the air travel.
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6. Board Members and staff traveling by air to conduct LACERA business may
use only regularly-scheduled airline services operating by an air carrier certified
by the Federal Aviation Administration or comparable foreign authority. Board
Members and staff are prohibited from traveling on LACERA business via
private aircraft, including but not limited to aircraft owned, leased, or rented by
the individual Board Member or staff. Persons traveling on LACERA business
via private aircraft will be deemed to be acting outside the scope of their
responsibilities and employment. They will not be covered by LACERA’s
liability insurance.

B. Other Common Carrier Travel

1. Travel permitted under this policy should be accomplished in the most cost-
effective and efficient manner practicable, considering the costs of the mode of
transportation, travel time, accommodations, and per diem.

2. Generally air travel is the most cost-effective and efficient means for long
distance travel, with “long distance travel” defined as a travel to a site more
than 600 miles from LACERA'’s headquarters.

3. Where a traveler has special travel needs or concerns such that travel by air
for long distance travel is not practicable, then the traveler may use an alternate
common carrier (e.g., train or bus) and incur such reasonable expenses
associated with that mode of travel (e.g., sleeper car, additional days of per
diem).

4. Substantiation of other common carrier travel shall include a copy of the ticket
or E-mail confirmation showing the cost of the travel.

LODGING:

A. Room Cost

Reimbursement is limited to a standard class single room rate, including mandatory
taxes and hotel fees. Actual expenses for lodging will be reimbursed upon submittal
of receipts. For example, room upgrades, and bed & breakfast additions will be at the
expense of the traveler, unless for good cause such as the unavailability of standard
rooms and/or international destinations.
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B. Government Rates

Board Members and staff traveling on LACERA business should always request
government rates when making reservations and/or checking in. LACERA recognizes
that the governmental rate offered for local governmental entities like LACERA may
be higher than the federal government rate, or may not be available at all, especially
in connection with international travel.

C. Attendance at Educational Conferences, Administrative Meetings, and Investor
Meetings

LACERA acknowledges that the cost of a standard room at an event hotel may exceed
the standard lodging reimbursement rate. Nevertheless, Board Members and staff
attending events may stay at the designated hotel to promote convenient access,
networking, and safety. Reimbursement for lodging at an event is limited to the
standard room rate charged by the event hotel unless for good cause such as the
unavailability of standard rooms and/or international destinations. When lodging at
the event hotel is unavailable, reimbursement is limited to the best available rate for a
standard room at a nearby hotel of comparable quality. The traveler will be
responsible for any excess cost. This also applies for staff attendance at investor
meetings.

D. Travel Not Connected With An Established Hotel Venue

The maximum lodging amounts are intended to cover the cost of lodging at adequate,
suitable and moderately-priced facilities located near the destination city’s airport or
the specific area in the destination city where LACERA’s business will be conducted
without association with an established hotel venue. Reimbursement for lodging
connected with such travel is limited to:

1. Domestic: Not more than three times the regular per diem rate for the location
as established from time to time by the Internal Revenue Service, found at
www.gsa.gov (click on “per diem rates”).

2. International: Not more than three times the rate for the location as established
from time to time by the United States Department of State, found at:
www.state.gov/m/a/als/prdm.
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MEALS:

It is the policy's intent for the traveler to be reimbursed for meals not pre-paid for by
LACERA. As such, LACERA will not reimburse the traveler for a meal which has been
pre-paid for by LACERA (e.g., when conference registration includes meals), whether or
not the traveler consumed the meal, except where the traveler could not consume the
pre-paid meal because:

1. The traveler has special dietary or medical concerns, or

2. It was reasonably necessary for the traveler to conduct LACERA business
(e.g., meet with an investment advisor) while the pre-paid meal was being
served.

Written justification as to which of the above two exceptions applies will be provided with
the reimbursement request.

Likewise, LACERA will not reimburse the traveler for a meal paid for by a third party.

Meal Reimbursement

Reimbursement for meals shall, at the traveler’s option, be based either on "The Per Diem
Method" or "The Actual Receipt Method." The traveler may use both the Per Diem
Method and the Actual Receipt Method of reimbursement on a single trip, so long as only
one method is used per calendar day.

A. The Per Diem Method

1. Under the Per Diem Method the traveler agrees to accept a flat rate for meal
expense for actual meals eaten and is not required to submit receipts.

2. The per diem allowance will be computed using the Meals & Incidental
Expenses rate (the M&IE Rate) published by the Internal Revenue Service and
in effect on the date of travel for the locality of travel.

3. The per diem allowance shall be claimed in accordance with the Meals &
Incidental Expenses Breakdown (M&IE Breakdown) per the IRS, based on the
M&IE Rate. The portion of the per diem the traveler receives depends upon
when the travel occurs. For example, if the travel occurs during normal
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breakfast and lunch times, the traveler receives the per diem for breakfast and
lunch; if the travel occurs during normal lunch and dinner times, the traveler
receives the per diem for lunch and dinner, etc.

B. The Actual Receipt Method

1. Under the Actual Receipt Method, reimbursement shall be requested only for
the actual cost paid for a meal.

2. Actual cost reimbursed will not to exceed $100 per day, provided that in no
case will the cost of alcoholic beverages be reimbursed.

3. Receipts shall include the following information:

a. meal cost amount, and
b. Date and location.

4. Credit card receipts are sufficient provided they include the required
information.

5. Annotating the meal receipt with the business purpose for the meal will assist
staff with processing reimbursements, and if the receipt is for more than the
individual, the names of persons whose meals are covered by the receipt.

6. If a host provides a meal, and actual expenses are not incurred, then that meal
should be excluded from reimbursement

PORTERAGE:

1. Maximum reimbursement for Porterage is $10 per day of travel
(that is, days involving transportation from home to a travel
location, from one travel location to another, and from the final
destination to home).

2. Porterage shall be based on the actual amount expended and
documented on the claim form.
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PARKING:

MILEAGE:

OTHER
BUSINESS

EXPENSES:

3. Porterage may not be claimed if reimbursement for meals is
claimed using the Per Diem Method, as the Per Diem Method's
IRS tables already factor in porterage reimbursement.

Parking, including airport parking, will be reimbursed at actual rate
(receipt required).

Use of a personal vehicle will be reimbursed on a per mile basis at
the rate approved by the Internal Revenue Service as of the date of
travel.

Other business expenses reasonably incurred in connection with
LACERA business, such as business and personal telephone, fax,
internet access, gym access (including the standard gym fee
charged by the traveler's hotel or, if hotel gym access is not available,
the reasonable cost of daily access to a local gym or health facility),
dry cleaning, and similar business expenses, shall be reimbursed
upon submittal of receipts. The cost of membership in TSA Pre,
Global Entry, NEXUS, SENTRI, or other expedited security and
border processing programs shall be reimbursed upon submittal of
receipts. Technology needs, for both international and domestic
travel, may be discussed with the Systems Division in advance to
develop appropriate solutions for the traveler's needs and to manage
cost.

Reimbursement for lost or damages property is subject to a separate
policy to be developed.
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PROCEDURE FOR SELECTION OF ATTENDEES
AT EDUCATIONAL CONFERENCESWHERE
ATTENDANCE IS LIMITED

The following procedures apply to authorize attendance at Educational Conferences
where attendance is limited.

A. Board Member Priority Listings

1. Each Board shall keep separate Board Member Education Priority Listings.

2. Each Board shall keep two listings:
a. Domestic Priority List

Events held in the United States shall be considered domestic events
for purposes of this policy.

b. International Priority List

Events held outside of the United States shall be considered
international events for purposes of this policy.

3. Board Member Priority Listings will be maintained by the Executive Board
Assistants.

B. Creating Priority Listings

1. Each Board member will be assigned an Initial Priority Date.

2. The Initial Priority Date will be the later of:

a. Board of Supervisor's Appointment date (includes Treasurer Tax
Collector), or

b. Board of Supervisor's Election Certification date, or

c. Date the Board Member last attended a Domestic/International event,
as appropriate for list being created.

3. In the event the Board Member is serving concurrent elected or appointed
terms, the Appointment/Election date will be earliest date in the current
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concurrent term of service. Board service will be bridged if the break in Board
service is less than 18 months. Bridging Board service provides equity
between the regularly appointed members and regularly elected members.

The Executive Board Assistant will sort the Board Members by Initial Priority
Date. The Board Member with the oldest date will have the highest priority and
the Board Member with the newest date will have the lowest priority.

In the event more than one Board Member has the same Initial Priority Date,
the priority will be determined for such members by last name alphabetically.

C. Updating a Priority List

1.

Board Members who attend a Domestic/International event will be placed at
the bottom of the respective list.

. Board Members who have a break in Board service for a period more than 18

months will have their names placed at the bottom of the respective lists upon
return to Board service.

Using the Initial Priority Date method, new Board Members joining their
respective Boards will be placed at the bottom of the respective lists.

D. Selection of Board Members Authorized to Attend

When the number of Board Members interested in attending an event exceeds the
number of attendees permitted by the sponsor, the Executive Board Assistant will
document members indicating an interest in attending (Interested Members).
Interested Members shall be authorized to attend in accordance with their priority
on the applicable Priority List. Upon being authorized to attend, the Board Member
shall be placed at the bottom of the Priority List.

In the event a Board Member authorized to attend in accordance with the above
paragraph later decides not to attend, such Board Member’s position on the Priority
List shall be restored to its former position, and the next Interested Member on the
Education Priority List shall be authorized to attend.
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In selecting Board Members to attend events, a Board Member shall not be
considered as an Interested Member if such Board Member is disqualified from
attending pursuant to the limitations imposed by Section 705.06.
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Board Priority Listing
for Pre-Approved Educational Conferences

Conference/Seminar/Meeting

Priority

Board of Board of
Retirement Investments

America’s Health Insurance Plans (AHIP)
conferences, seminars, and meetings

America’s Health Insurance Plans (AHIP): Annual
Institute; Annual Medicare Conference; Annual
National Policy Forum

v

v

California Association of Public Employee
Retirement Systems (CALAPRS) Principles of
Pension Management Course at Stanford Law
School

CALAPRS meetings, conferences, seminars and
periodic roundtables

California Retired County Employees Association
(CRCEA) semi-annual conferences

Council of Institutional Investors (CII) conferences
and meetings

Federal and state legislative hearings on pension
and retirement health care issues

Goldman Sachs conferences and educational
meetings

Government Finance Officers Association (GFOA)
conferences, seminars and meetings

Harvard Kennedy School, Trustee Leadership
Forum for Retirement Security, Initiative for
Responsible Investment
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Board Priority Listing
for Pre-Approved Educational Conferences

Conference/Seminar/Meeting

Priority

Board of Board of
Retirement Investments

Harvard Law School Labor and Work Life
Conference and Capital Matters Conference

v

International Foundation of Employee Benefit Plans
(IFEBP) Annual Employee Benefits Conference

International Foundation of Employee Benefit Plans
(IFEBP) Annual Benefits Conference for Public
Employees

International Foundation of Employee Benefit Plans
(IFEBP) Annual Health Care Cost Management
Conference

International Foundation of Employee Benefit Plans
(IFEBP) Annual Investments Institute

International Foundation of Employee Benefit Plans
(IFEBP) Annual Washington Legislative Update
Conference

Information Management Network (IMN) Beneficial
Owners’ International Securities Lending Summit
Annual Conference

Institutional Limited Partners Association (ILPA)
conferences and meetings

International Corporate Governance Network (ICGN)

domestic conferences and meeting

Milken Institute domestic conferences and meetings
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Board Priority Listing
for Pre-Approved Educational Conferences
Priority

Board of Board of

Conference/Seminar/Meeting Retirement Investments

National Association or Corporate Directors (NACD) v
Conferences
National Association of Securities Professionals v

Annual Pension and Financial Services Conference

National Conference on Public Employees
Retirement Systems (NCPERS) meetings, v
conferences and workshops

National Institute on Retirement Security (NIRS) v
conferences, seminars, and meetings

Pacific Pension Institute (PPI) domestic v
conferences, seminars, and meetings

Pension Real Estate Association (PREA) annual v
spring and fall conferences and institute

Public Retirement Journal conferences and v
seminars

State Association of County Retirement Systems
(SACRS) meetings, educational conferences, v
seminars and symposiums

United Nations Principals of Responsible Investing v
(UNPRI) events

University of Pennsylvania Wharton School's
Pension Fund and Investment Management and the v
Portfolio Concepts and Management courses.
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Board Priority Listing
for Pre-Approved Educational Conferences
Priority

Board of Board of

Conference/Seminar/Meeting Retirement Investments

World Healthcare Congress conferences, seminars v
and meetings

World Pension Forum domestic conferences v

kkxk
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L/Z.CERA

October 21, 2020

TO: Each Trustee,
Joint Organizational Governance Committee

FROM: Steven P. Rice ';f’&
Chief Counsel

FOR: October 27, 2020 Joint Organizational Governance Committee Meeting
SUBJECT: Live Broadcasting and Online Archiving of Board and Committee Meetings

Many public agencies live broadcast and archive video and audio recordings of their
meetings and make them available online. Examples include the Los Angeles County
Board of Supervisors, CalPERS Board of Administration, CalSTRS Retirement Board,
Los Angeles City Council, and San Diego County Employees Retirement Association,
among many other public agencies at all levels of government in California and
nationally. Live broadcasting and online archiving were common among public agencies
even before COVID-19.

At LACERA, meetings have not historically been live broadcast. The exception has been
the broadcasting of recent virtual meetings during COVID-19. LACERA currently does
not archive or provide online accessibility to any meeting video and audio recordings of
its Board and committee meetings. Meeting video and audio are generally retained only
to assist in the preparation of meeting minutes or if a Public Records Act or other legal
request is made prior to destruction of the recording. There is no legal requirement that
LACERA meetings be live broadcast aside from during the COVID-19 emergency or that
video and audio be archived and available online.

Staff requests direction as to whether the Joint Organizational Governance Committee
(JOGC) wishes to consider recommending that the Boards approve permanent live
broadcasting and an online video and audio archiving system. The timing is good at the
present time to consider such a program while LACERA is broadcasting due to COVID
and, assuming broadcasting is approved, would not require a visible gap in broadcasting
after the COVID crisis ends. Live broadcasting and online archiving are technologically
feasible and will enhance organizational transparency to LACERA's stakeholders,
including members and the public.

If the JOGC wants to move forward, staff will return at a future committee meeting with
information as to the necessary technology, policies and procedures, and timetable for
implementation.

C: Santos H. Kreimann JJ Popowich Richard Bendall
Jonathan Grabel Kathy Delino
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