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COMPTROLLER GENERAL. OF THE UNITED STATES
WASHINGTON, D.C. 20048

B-164292

To the Chairman and

Ranking Minority Member
Committee on Labor and

Public Welfare
United States Senate

In response to your June 14, 1976, letter, we are

making a series of case studies of fiduciary standards
and conduct of public employee pension plans maintained by
State and local governments in Georgia, New Jersey, New York,
Tennessee, Colorado, Virginia, and Michigan.

In Georgia, we studied the Employees' Retirement System
of Georgia and the City of Atlanta General Employees' Pension
Plan. Case studies of these plans are included as appendixes I
and II; case studies for New Jersey have previously been pro-
vided; and case studies for the other five States will be
provided later.

Based on discussions with your office, we developed a
framework for these case studies to provide the informaticn
needed to help the Committee fulfill its statutory obligations
to study governmental retirement plans. The Employee Retirement
Income Security Act of 1974 directed the Committee to undertake
such studies and provided that the results should be reported
to the Senate not later than December 31, 1976.

Because of time limitations, it was agreed that we would
obtain information on the investment decisionmaking process
from summary data and interviews with cognizant officials,

We did not verify the information obtained, and we are not
commenting on the adequacy of procedures and practices followed
by the plans.

The Employees' Retirement System of Georgia is one of

—five State-level pension plans which are available to State——

and other employees and which are centrally administered by
State of Georgia employees. As of June 30, 1976, this plan
was the second largest State retirement plan, with about
48,300 active members (including general State employees -
and legislators) and assets totaling about $355 million.
The other four centrally administered State-level plans had
110,918 members and assets of about $1 billion,
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There are another eight separate State-level retirement
plans available to State and other employees that are not
centrally administered by State of Georgia employees. These
plans, which are scattered throughout the State, are small
in comparison to the five centrally administered plans. For
example, one «f the plans--the Peace Officers' Annuity and
Benefit Fund, headquartered in Griffin, Georgia--is managed
by a separate board of trustees which uses an investment
counseling firm for advice in the investment decisionmaking
process.’

The Employees' Retirement System of Georgia, established
pursuant to State legislation, is financed and managed without
government assistance or control. An independent board of
trustees is responsible for administration and proper operation
of the plan. Legislation specifies how the trustees are to be
selected. To help carry out its responsibilities, the board
uses State employees to handle day-to-day administrative func-
tions and investment activities.

The City of Atlanta General Employees' Pension Plan is
the largest of the three r-nsion plans for city employees.
It covers about 14,400 ac. ve wmembers and 2,836 pensioners,
compared to about 2,500 acti.. members and 800 pensioners
covered by the other two plans. As of December 31, 1975,
the plan had assets of about $71 million, compared to about
$11 million for the other two plans.

The plan, which was authorized by State legislation,
covers general city employees and teaching and nonteaching
personnel of the city's board of education. A board of
trustees is responsible for plan operations. The city's com-
missioner of finance, who serves as a member and secretary
of the board, administers the plan, and the city's investment
officer manages its investments.

The investment decisionmaking processes are discussed in
detail in the case studies. As directed by your office, we
have prepared this report without waiting for formal written
comments from plan officials. However, we discussed the
case studies with plan officials, who agreed with the facts
presented. Where apprcpriate, their -comments have been—in- —_
cluded in the case studies. We have requested formal written
comments, which we will send to you when we receive them.

Lo, A i

Comptroller General
of the United States
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CHAPTER 1
BACKGROUND

The Emplcyees' Retirement System of Georgia (hereafter
referred to as the Plan) was established pursuant to Act 38,
Georgia Laws .of 1949, . It is one of five State-level pension
plans which are available to State and other employees and
which are centrally administered by State of Georgia employees.
As of June 30, 1976, the Plan was the second largest State
retirement plan with about 46,300 active members .(including
gener-° State employees and legislators) and assets totaling
about 355 million., At that time the Plan was paying about
$1,780,578 montlly to 6,602 retired members. The other four
centrally admini;tered State-level plans had 110,918 members
and assets of about $1 billion.

There are another eight separate State-level retirement
plans available to State and other employees that are not
centrally administered by State of Georgia employees. These
plans, which are scattered throughout the State, are small
in comparison to the five centrally administered plans.

For example, one of the plans--the Peace Officers' Annuity

and Benefi* Fund, headquartered in Griffin, Geo:'gia--is
managed by a separate board of trustees which uses an invest-
ment counseling firm fur advice in the investment decisionmak-
ing process.

The Plan's investment activities are combined with the
following retirement plans, and the assets are managed as a
single fund by the Division of Investment Services.

--Public School Employees' Retirement System, which
has about 30,500 active members and assets of about
525 million.

--Trial Judges' and Solicitors' Retirement Fund, which
has about 149 active members and assets of aktout
$2 million.

--Legislative Retirement System, which has about
-247 active members and assets of about $1 million.

In addition, the Division of Investment Services manages as-
sets of the fifth plan--the Teachers' Retirement System--as

a separate fund. This plan is the largest State-~level retire-
ment plan; as of June 30, 1976, it had about 80,000 active
members and assets of about $1 billion.
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MEMBERSHIP REQUIREMENTS

In accordance with the enabling legislation, any person
employed after January 1, 1950 (the commencement date of the
Plan), in any State department or local government operating
under a merit system of personnel administration which elected
to be covered by the Employees' Retirement System shall become
a member of the Plan as a condition of employment. Persons
employed before January 1, 1950, automatically became members
of the Plan unless before that date they filed a prescribed
form w.th the board of trustees waiving their entxtlement
to benefits.

The State has also required members of the Plan whose
employment began after 1956 to be covered under the Federal
Social Security program. Members employed before this date
have had several opportunztles to elect Social Security
coverage.

FUNDING

Trustees obtain funds needed to finance the Plan from
employee and employer contributions, earnings on investments,
and receipts from the sale and redemption of securities. All
Plan employees are required to contribute through payroll de-
ductions. General State employees and legislators covered by
the Plan who elected to participate in the Federal Social
Secur ity program currently contribute 3 percent of the first
$350 of monthly earnings plus 5 percent of earnings over $350.
Membzrs who did not elect to be covered under the rFederal So-
cial Security program contribute 5 percent of their monthly
earnings.

State employing units, such as the Department of Human
Resources, contribute a specified percentage of their gross
payroll (currently 7.5 percent) necessary to keep the Plan
actuarially sound. The last actuarial study (June 30, 1972)
included an amount for inflation.

BENEFITS

According to the Plan .administrator, the retirement ben-
efits are computed by a formula which the board of trustees
adopted in 1964 in accordance with State law. The law provided
that the benefits formula

--be based on an actuarial study,

--maintain the actuarial soundness of the plan,
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--use an employee's highest average monthly salary
during 8 consecut.ve calendar quarters, and

--apply to all members.

. The. formula also cannot reduce or impair allowancc: thar

members were eligible to receive based on benefit iable: inm
effect before 1964.

Normal retirement benefits

Retirement benefits under the 1264 formula 2. > :¢ :gtced

- based on

1.

Assuming
enefits

1.

2.

two factors determined as follows:

A member's high average monthly salary ¢ ->r $¥50
has an actuarially determined service v:lie of
1.18 percent for the first year of ser.ize. The
service value increases at a rate of O 03 pe "cen:
per year for each additional ycar of se:ice up
to a maximum of 2,20 percent. This fuctor .s
multiplied by the member's years of serv.te. For.
example, a member who retired after 2C years of
service would have a service vaiue facter c£ 1.75
percent for monthly earnings over $350 zir: 3 his
years of service. . :

The service value applied to the firsc §350 of a
member's monthlv earnings is 60 percent or the factor
computed in step 1 times his years of se: ‘ice up

to a maximum of 35 years. Using the exai_.le in

step 1, the member's service value for . 2 first

$350 would be 1,05 percenc times his years of service,

a high monthly salary vf $800, the mcnthly retirement
for the example used above would be:

FPor average salary over $350:

35% (20 years x 1.75%) x $450 = $157.50
For first $350 of salary: - - - -
21s (60% x.1.75% x 20 years) x $350 = 73.50 -
Monthly benefits $231.00

. e _—

Benefits differ somewhat for members who did not elect

coverage
bers may

under Social Security. . Upon retirement, these mem-
use the extra 2 percent they contributed on the

first $350 to purchase an additional annuity or receive a

lump-sum

payment for the difference.
7




Eligibility for retirement depends on the date the
employee became a member. Employees who were members
before July 1, 1968, may retire after completing 5 years of
service and reaching age 60; employees who became members
on or after that date must complete 10 years of service and
reach age 60. Any member who completes 30 years of service
may retire., The Plan reduces retirement benefits by S5 per-
cent for each year the retiring member is under age 65,
unless the employee has 35 or more years of serV1ce. in which
case benefits are not reduced,

Disability retirement
and death benefits

The Plan provides thiat members kecoming permanently dis-
abled may retire if they have completed at least 13 years
and 4 months of service. Members becoming disabled before - - = -
having that much service receive a full refund of their con-
tributions plus 4-percent interest. An exception to this
service requirement is made for members suffering an on-the-
job disabling injury in a hazardous duty jot., such as an
investigator in the Georgia Bureau of Invest.gations,

The Plan also provides for several death benefits.
These benefits are available to the members' beneficiaries
when death occurs before retirement only if the member had
completed 13 years and 4 months of service or had reached age
60 with 10 years of creditable service (5 years for those who
were members of the Plan before July 1, 1968). Otherwise,
the Plan will refund contributions plus interest to benefi-
ciaries. Benefits are also payable when the member's death
occurs after retirement, depending on the retirement option
selected.

Deferred retirement benefits

Members with 10 years of service who terminate employment
may retain a vested right to retirement benefits by leaving
their contributions in the fund. They could then begin re-
ceiving monthly-benefits—after reaching age 60. Members who
terminate employment with less than 10 years of service are
entitled to a refund of their contributions plus 4-percent
interest.

Cost-of-living annuity increases

Currently, retired members age 62 and over are eligible
for cost-of-living adjustments to monthly benefits. Officials

8



make adjustments for cost-of-living increases not to exceed
1.5 percent semiannually based on the U.S. Department of Labor's
Consumer Price Index. In addition, the board of trustees may
authorize an annual supplemental adjustment to those members
eligible for cost-of-living increases, based on the previous
year's investment income experience. (If the Plan earns more
than the amount computed by the actuary as needed to keep the
Plan actuarially sound, up to 50 percent of the additional
earnings can be used to fund up to a 2.5-percent supplemental

_ adjustment.) i ,




CHAPTER 2

FRAMEWORK FOR MANAGING INVESTMENTS

The Plan, according to its administrator, is a true
trusteeship in that it is financed and managed without State
government assistance or control. The responsibility for.
zdministration and proper operation of the Plan is given
to an independent board of trustees. Legislation specifies
how the trustees are to be selected. e

The board is authorized to employ agents to provide in-

. vestment advice and recommendations necessary to fulfill its

trustee responsibilities. To help carry out its respongibili-
ties, the board uses State employees to handle day-to-day ad-
ministrative functions and investment activities. The Plan
does not hire outside money managers, advisors, or analysts,
but the custodian bank is delegated responsibility to make
bond swaps 1/ and authorized to make temporary investments.

ORGANIZATIONAL STRUCTURE

The following organizational structure is used to manage.
and control Plan activities.

BJARD OF TRUSTEES
OFFICE OF THE DIRECTOR :
EMPLOYEES’ RETIREMENT '2“553}#3; '
SYSTEM
DIVISION OF
_| mvestuent || Cgioean
SERVICES

1/Bond swapping is a process through which one security is
sold and another of the same base value is purchased for
such advantages as increased yield or improved quality.
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Board of trustees -

The members of the board are the trustees of funds in the
Plan. Subject to conditions and limitations discussed under

. the investment policy section beginning on page 12, they have

full power to hold, purchase, sell, assign, transfer, and
dispose of the Plan's securities and investments.

The board's composition is specified in the legislation.
The board consists of seven members, including the State au-
ditor, the State insurance commissioner, and the State merit
system director, who are named by the legislation. The State
legislature appoints the State auditor, the State insurance
commissioner is elected by statewide popular vote, and the
State merit system board appoints the merit system director--
each for a 4-year term. The other members are:

--0One person whom the Governor appoints for a 4-year
term and for whom the statutes do not specify any
experience or other qualification requirements.

--Two persons who have at least 5 years of service with
an agency ‘in the Plan (the other trustees elect
these members for 4-year terms).

=--0ne personr vho is a Georgia citizen with at least 10
years of experience in investments and not a member of
the Plarn (the other trustees elect this member for
a 4-year term).

Each member serves par. time and is not compensated except for
necessary expenses, such as travel,

Office of the Director,
Employees' Retirement System

This office is responsible for day-to-day administrative
operations, including computation and payment of benefits. It
develops, subject to board approval, rules and regulations gov-
ernxng retirement plan operations. The office prepares operat- -
ing budgets and maintains financial records, 1nc1udlng records
of- individuaal members' contributions.

The director is sacretary to the board and administrator
of the Plan. He represents the board in contacts with systea
members; State departments; the general assembly; and county,
city, and Federal authorities.

The office. employs atnut 28 people, who arz classified
in accordance with Georgia merit system standards.

11



Investment Committee

To carry out legislative requirements in investment
activities, the board uses an Investment Committee composed
of five members of the board. These members are the (1) State
auditor (ex officio member), (2) State insurance commissioner
(ex officio member), (3) 5State superintendent of schools
(reqular member), (4} administrative deputy, Department of
Revenue (regular member), and (5) executive vice president
and trust officer of a bank (member with 10 years or more
investment experience). The committee meets about once a
month to approve investment recommendations, reevaluate current
investment policies, and establish new policies as necessary.

Division of Investmert Services

This division has about eight employees who serve the
board, through the committee, as in-house investment advisors
and analysts. The division's activities include providing
the committee with investment advice and recommendations,
monitoring investment execution and performance, and conduct-
ing investment research.

All employees in-the Division of Investment Services,
except the director, assistant director, and senior research
analyst, are classified in accordance with Georgia merit sys-
tem standards. According to the Plan adrinistrator, those
three positions are unclassified primarily to provide wider
options for hiring individuals with needed expertise from
outside the State government. The division's unclassified
employees salaries are set by a six-member committee consist-

. ing of three members from each of two boards of trustees

they serve.

Custodian bank

The Plan contracts with an Atlanta bank for custodial
services, which include holding and transferring securities
and collecting interest and dividends on investments. The
bank is also the depository bank for the Plan and physically
holds and controls Plan assets. This bank may also perform
other services delegated by the committee. (See p. 19.) The
board has retained this bank for custod1an and—depository -
services since 1949.

MAKING AND IMPLEMENTING
INVESTMENT POLICY

The board has full power to invest and reinvest retire-
ment plan assets. According to the director of investment

12
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services, this includes responsibility for establishing and
implementing investment policies, The board, however, may not
invest more than 50 percent of Plan assets in equities--common
and preferred stocks. : '

The board is required to comply with the terms, condi-
tions, limitations, and restrictions imposed by State laws
upon domestic life insurance companies in making and disposing
of. their investments.

The State insurance code provides that life insurance
companies may invest in U.S. Government obligations, State and
local government obligations, corporate bonds and debentures,
corporate stocks, mortgage loans, and other securities.
However, the insurance code requires that:

--No security or investment be purchised unless it
bears or accrues interest or pays dividends or income.

-=-No investment be purchased at a price above its
market value.

-=-Corporate stock purchases be limited tc issues whose
cash dividends have been paid out of current earnings
in at least 3 of the last 5 years preceding the
purchase.

--Corporate bond purchases be limited to issues which are
not in default as to principal and interest and which
are secured by collateral worth 50 percent fidre than
par value. :

-=-%0o mortgage loan be made which exceeds 80 percent
of residential dwelling or 75 percent of the real
‘property appraised value.

The board is limited further in its investment actions by
*laws of trust investment®” which, according to Plan officials,
are accepted principles that have evolved over the years from
court interpretation of investment laws. Briefly, these rules
of trust investment require the board and its staff to

---ekhibié'caution.
--anticipate substantial market decline,
--gpread the risks, and

--not take risks that would not ordinarily be taken by
a prudent person in selecting investments,

13 ‘
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The administrator added that, as a matter of practice,
the Plan does not make loans to members, State officials, .

or State or local governments,

" Investment policies

The committee, subject to confirmation by the board,

"establishes all investment policies and approves or disapproves

pivision of Investment Se.vices' investment recommendations.

"Safety of Principal” is the Plan's first and most impor-
tant investment objective. We were told that, althcugh this
policy does not preclude declines in value resulting from
changes in economic and market conditions, it requiras that
unsound and unprofitable risk be avoided. If an error in
judgment is to be made, this policy dictates that it be
on the side of conservation and maintenance of principal.

The second most imporiant objective is for investment in-
come to equal or exceed the interest assumption used by the
actuaries in determining the present and future soundness of
the Pian. The last actuarial study, dated June 30, 1973, used
an annual anticipated rate of return on investments of 4.5 per-
cent. :

The committee's current policy is to invest available new
funds in fixed income securities until the goal is achieved.

The following table shows the committee's goals by
investment categories and actual percentages of investments
as of June 30, 1976.

_ Percentiges
Policy goal actual
Fixed income investments:
Short-term investments 5 S
Corporate bonds 56 53
Real estate securities:
U.S. Government guaranteed 7 4
Mortgages 2 4
Real estate 0 1
_10 87
Common stocks:- - - —— -
Growth stocks -10 11
Moderate growth stocks 6 7
Special situation and high-grade
cyclical stocks (See p. 16.) 14 _15
_30 33
100 100

Total

I
I
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The Plan has adopted the following guidelines to govern
investments within the established goals.

Pixed income securities

1. Bonds=-The Plan may invest in {(a) bonds, notes, or
other evidences of indebtedness issued by solvent corporations
in the United States and Canada, (b) obligations of the United
States, Canada, and State and local governments, and (¢) reve-
nue and public utility obligations. All corporate and Canadian
provincial bond investments, however, are currently restricted
to bonds with at least an "AA" rating from major rating agen-—
cies, such as Moodys and Dun and Bradstreet, and bonds which
the issuer does not nave the right to repurchase for 10 years.
Such bond investments in an individual corporation are further
limited to 5 percent of the Plan assets,

As a matter of practice, the Plan does not invest in
State and municipal debt instruments, including those is-
sued by the State of Georgia, even though such investments
are permitted. The Plan's investment policy, however, does
give a p:eference to investments in obligations of Georgia
corporations or in corporate obligations whose proceeds are
to be spent wholly in Georgia.:

As of June 30, 1976, the Plan had about 53 percent of its
investments in bonds.

2. Real estate mortgages—--The Plan is permitted to in-
vest in any indebtedness which is secured by first mortgages
on income-producing real property.in Georgia. About 9 percent
of the Plan's assets are invested in such mortgages, including
securities guaranteed by the Government National Mortgage As-
sociation which are backed by pools of mortgages.

3. Preferred stocks--The Plan investment policy permits -
the purchase of preferred stocks, but the Plan did not own
any as of June 30, 1976.

Common stocks

Current policy of the Plan is to maintain about 30 per- .

—-cent of investments in common stocks. The Georgia ‘insurance h

code limits investments to 10 percent of the voting stock

in any company. The Plan limits its purchases of these stocks

to corporations with 20 million or more shares outstanding

and does not give preferential treatment to stocks of Georgia-

based companies. The Plan strives to diversify its holdzngs

into the following three classes.
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1. High-quality growth stocks of well-known companies

(a) whose compounded growth rate in earnings per share has
10 percent for at least 5 years and (b) whose prospects fo

been
r

the coming year indicate that the growth rate will continue.

2, Stable growth stocks that are issues of well-known-

companies whose compound growth rate in earnings per share
has been stable for a number of years and has equaled the

growth of the American economy. Yield is considered when

investing in this type of stock, but yield is secondary to
earnings trend characteristics.

3. High-grade cyclicalistocks and speciai situation

"stocks. Cyclical stocks are those whose earnings per share
are lik=aly to rise and fall with general economic conditions.
Quality, rather than dividend rate or ingcqme, is emphasized

when choosing this type of stock. BEstimated earnings for
coming year should be significantly higher than those of
the previous year. Special situation stocks are from com-
panies whose earnings are expected to grow abnormally over

the

a limited period because of special situations, such as the

development of a new product or service.

As of'June 30, 1976, the Plan had about 33 percent of
its investments in comaon stocks.

Implementing investment policy

The Division of Investment Services, under the commit
tee's supervision, is responsible for managing day-to-day

investment activities in accordance with established policy.

All the division's investment recommendations are subject

to review and approval by the committee and confirmation by
the board. Minutes of monthly meetings showed that the com-

mittee reviews the division's investment recommendations
before they are implemented.

For example, the minutes of a January 21, 1976, commi

ttee

meeting show that the director of the Division of Investment
Services presented a common stock purchase program totaling
$4.3 million and a common stock sales program totaling about

$1.9-million. Concerning these transactions, the minutes
state that: . T

“"After full discussion, a motion was made, .
seconded and adopted unanimously authorizing
the custodian bank to sell the shares listed
in the sales recommendation and purchase
the shares listed in the purchase recommen-
dations, * % =
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The committee, however, specified price limits for each
stock within which the custodian bank could make purchases and
sales.

We reviewed minutes of committee meetings for fiscal
years 1975 and 1976 and did not note any disagreements on
investment matters between the committee and its investment
staff. T

Experience of investment
decisionmaking staf

The Division of Investment Services employs five profes-
sional staff members. Their qualifications and work experience
are summarized below.

1. Division director--The incumbent has held this pecsi-
tion for the last 12 years. He was previously employed for
14 years as a bond analyst and economist with a major Wall
Street investment firm. His educational degrees include a
bachelor's, an MBA, and a Ph.D. in finance.

2. Assistant director--The incumbent has held this
position since 1971. Before that he served for about 1 year
as the division's investment security supervisor. He was
also employed by the Georgia State auditor's office for about
1 year as an auditor. He holds a bachelor's degree in indus-
trial engineering and an MBA in finance.

3. Senior research investment officer--Before joining
the division early 1in 1974, this person was employed as a
research analyst in a securities firm. He holds a bachelor's
degree in political science, an MBA in finance, and a master's
in economics. #He is a candidate for a Ph.D. in economics.

4. . Mortgage supervisor--The incumbent has worked for
the Division of Investment Services since 1971. Before that
he worked as an assistant manager of a Wall Street general
securities firm, vice president of a mortgage investment
company, and president of a mortgage placement service., He
holds a bachelor's degree in liberal arts with a minor in
economics. i D ’ -

5. Security analyst--The incumbent assumed this position
in July 1976. She previously worked for 6 months as an admin-
istrative assistant in the division and for about 9 years
as an administrative assistant with the Georgia Finance and
Investment Commission. She has a bachelor's degree and is
working toward an MBA in finance.

17




6. Bond portfolio officer--The assistant director is
performing the duties of this position, which is currently -
vacant.

Selection of brokers

Although the Plan's investment operations are managed
internally, the board contracts with brokerage firms to handle
investment transactions. Brokers are ranked based on size of .
firm, ability to handle large transactions, and research
capability. _The committee assigns brokerage firms a percent-
age of the total commission budget based on their ranking.

The director, Division of Investment Services, told us

- that the Plan attempts to place at least 80 percent of the
brokerage business with firms having offices in Georgia.
During fiscal year 1976, about $273,000 of its $323,000 com-
mission budget was assigned to firms with offices in Georgia;
the Plan actually paid out about $188,000 of the commission
budget, of which about $164,000 was to such firms. During
fiscal year 1976, the Plan did business with 19 firms having
offices in Gecrgia (2 of which are headquartered in the State)
and 4 firms having no offices in the State.

. MANAGEMENT AND CONTROL
OF PENSION PLAN ASSETS

Some of the controls devised to insure that Plar funds
are invested promptly, that the investment portfolio meets
actuarial return assumptions, and that investmen: executions
‘are properly performed are presented below.

Money management techniques

The Plan's investment pclicy requires that all investment
decisions be made to insure the safety of principal and achieve
a return rate which meets or exceeds the actuarial assumption.
Officials responsible for investments have devised an invest-
ment portfolio structure to help achieve these objectives.

Plan officials have alsc developed a procedure to assure
that cash-balances, other than-operating cash, are invested- -
- immediately upon receipt. The Plan has established an invest-

ments account with the custodian bank for all income and
contributions available for investment. The custodian bank
is authorized to invest the account's balance daily in short-
term obligations such as treasury bills until the committee
decides on a permanent investment. Thus, the cash balances

18
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are constantly earning income. As of June 30, 1976, the Plan
had about 5 percent of its investments in short-term obliga-
tioms.

The Plan attempts to keep its bond portfolio current by
swapping securities. The Plan's bond swaps are limited to
transactions which will not result in a sizeable accounting
loss. The committee has delegated authority to its custodian
bank to swap bonds in accordance with established guidelines.
The individual transactions, which are subject to the approval
of the director of the Division of Investment Services, must
be justified in writing by the bank, and the justification
must be maintained on file by the division.

Monitoring investment performance

Monitoring, which is limited primarily to evaluating
investment executions, is the responsibility of the Division
cf Investment Services. Monitoring is designed to insure that
all the custodian bank's investment operations are timely
and propar. The division's procedures include:

--Reviewing all investment buy-and-sell transactions to -

determine 'if they have been authorized and if they
comply with committee instructions.

~--Checking receivable reports against bank transaction
statements to insure that mortgage, interest, and
dividend payments have been properly credited.

--Analyzing broker commissions paid to insure that
they were distributed according to established
policy.

--Comparing portfolio printouts with custodian bank
asset reports to check on the portfolio structure
and the nature of asgets held.

The committee has not established formal procedures for
mornitoring investment performance. _The director, Division
of Investment Serv1ces, told us however that, with the
Plan's congervative portfolio structure, elaborate proce-
dures are not required. In addition to the above checks,
the division produces several internal reports designed to
measure such things as portfolio yield and capital gains.
For example, a critical price level report is prepared which
shows stocks that have declined and warrant attention. The
division also checks periodically with brokers and banks
to evaluate investment performance.
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Disclosure statements

The Plan does not require board members or Plan employees
to file disclosure statements showing potential conflicts of
interest. The director, Division of Investment Services, told
us that he is developing a disclosure statement for his staff
members similar to one the New Jersey Division of Investment
is proposing to use. He expects to begin reguiring disclosure
soon,

Concerning conflicts of interest, the Plan's enabling
legislation provides that:

--Each trustee shall, within 10 days after his appoint-
ment or election, take an oath of office stating that
he will honestly and diligently administer affairs of
the board of trustees and that he will not knowingly
violate or willingly permit to be violated laws appli-
cable to the Plan.

--No trustee or employee of the board shall, unless
otherwise provided by the act, (1) have any personal
interest in the gains or profits from any investment
made by the board or (2) use, directly or indirectly,
for himself or as an agent, the assets of the Plan,
except to make payments authorized by the board.

The assistant attorney general, on July 21, 1976, reported
to the board that--because of problems in other State agencies--
the Law Department had made an extensive study on conflicts of
interest and reported that one board member was an official of
the Plan's custodian bank. It was emphasized that this member
was not suspected of abusing his position or doing anything
improper. After the potential conflict of interest was
discussed at a board meeting, the member resigned effective
July 22, 1976.

AUDIT AND-DISCLOSURE OF
INVESTMENT ACTIVITIES

The Plan uses independent certified public accountants
to audit its activities annually. According to Plan offi-
cials, outside auditors are used primarily because the State
auditor is, by law, on the board and an audit by his office
might be a conflict of interest. A national certified public
accounting firm has done the annual audit for the last €
years. The last report completed was for the period ended
June 30, 1974.
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Scope of annual audits

A review of audit reports for 1970-74 showed that the
audits included an examination of the Plan's (1) asset and
liability statements and (2) statements related to fund trans-
actions and changes in fund balances. The audits were basi-
cally financial in scope and included:

--Confirming the amount of cash in banks, investments in
stocks and bonds, and the outstandlng mortgages re-
ceived.

--Reviewing internal control systems for coantribution
withdrawals and retirement allowance pay=zents.

--Testing sample transactions related to employer and

. employee contributions, interest, dividends, invest-
ments, expenditures, payrolls, and other revenue and
expense items.

The audit reports also disclosed the results of the latest
actuarial valuation funding requirements.

Reports issued on retirement
plan activities

The board is required by legislation to publish annually
a report of Plan operations., This report must sbtow the fis-
cal transactions for the preceding year, the amount of accumu-
lated cash and securities, and the last balance sheet reflect-
ing the Plan's financial condition. A review of annual reports
available for fiscal years 1970~74 showed that the legislative
requirements were satisfied. The Plan's annual report is es-
sentially a summary of financial data from the reports pre-
pared annually by the certified public accounting firm. The
Plan’s annual- report is routinely provided to each member of
of the Plan and upon request to the public.

The board and its committee are also required to record
the proceedings of all their meetings. These records are im-
portant because the comm;gpge makes investment policy, recom-
mends and approves all investment buy-and-sell declsxons, and. ,
selects and assigns brokerage firm business and commissions.
The full board must confirm these investment activities. Min-
utes of board meetings, by law, must be available for public

inspection.
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CHAPTER 3 .

INVESTMENT EXPERIENCE

ANNUAL RATE OF RETURN

Plan officials sald their normal method for computing
return rates recognizes gains and losses from the sale of
investments but excludes amounts paid for brokerage commis-
sions and servicing agents' fees. Annual rates of return
for fiscal years 1970-74 computed by the Plan's fiscal
officer are listed in the table below. Also listed are
annual rates of return we computed, showing rates both ex-
cluding and including gains and losses on sales, brokerage
commissions, and servicing agents' fees. In computing the
rates, we used the data on which the fiscal officer based
his computations.

Percent return
Adjusted by GAO
Computed 2 Excluding gains and Including gains and
Fiscal by fiscal 1losses, commissions, losses, commissions,

year officer and fees and fees
1970 1.90 4.70 1.88
1971 4.07 4,96 4,01
1972 5.73 5.46 5.52
1973 4.90 5.50 4.70

1974 5.79 5.59 5.63
PENSION PLAN ASSETS

The value of Plan assets shown in audited financial
statements for fiscal years 1970-74 is as follows:

1970 " $153,323,088
1971 179,311,484
1972 208,741,203
1973 242,843,559

—. . 19724 __ 280,829,419

A comparison of the Plan's assets by category for the
S5-year period is shown in the schedule on page 26, During
the 5-year period, about 91 to 96 percent of the Plan's
assets were invested in long-term securities, such as
bonds, stocks, notes, and mortgages.
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The Plan does not invest in State and local government
securities, but does buy some obligations of Georgia-based
corporations. The 1974 corporate bond and note totals in-
clude about $25.5 million in obligations of corporations
with offices located only in Georgia. Mortgage investments
include first mortgage loans secured by real property. In
addition, about $16.4 million of the mortgage investments
as of June 30, 1976, were guaranteed by U.S. Government
agencies. The director, Division of Investment Services,
told us that the common stock investments consist of a mix
of stocks generally selected according to criteria described
on page 15. The Plan does not give preferential treatment
to stocks of Georgia-based companies. Therefore, the Plan
does not disclose its Georgia-based corporate stockholdings.

FUNDS IN NON-INTEREST-BEARING ACCOUNTS

The Plan maintains two non-interest-bearing commercial
checking accounts consisting of (1) a new moneys account for
cash receipts from contributions, interest, and dividends
and (2) a benefits account which is used to pay monthly
benefits to retirees.

The following table shows, for the last 6 months of
fiscal year 1976, the average daily balances and monthly
expenditures from these accounts.

New moneys account Benefit payments account
Average . Average

daily Monthly daily Monthly
Month balance expenditures balance expenditures
January $392,315 $6,004,966 (a) (a)
February 172,070 5,189,719 - $400,285 $1,661,749
March 159,652 3,417,295 © 235,587 1,643,904
April 148,205 6,381,827 319,741 1,661,286
May 356,935 4,070,746 468,240 1,644,986
June 174,997 5,066,892 252,715 1,705,833
6-month )

average $235,506 $5,021,907 $352,684 $1,386,293

a/The benefit payments account was established on January 30,

1976. Benefit payments had previously been made from the
new moneys account.
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We computed the average daily balance for each account
by totaling the daily bank balances for each month and divid-
ing by the number of days in the month, including weekends
and holidays. The bank balance for weekends and holidays is
the account balance shown at the close of business for the
previous workday.

According to the Plan fiscal officer, both of the above
account balances were due, in part, to checks outstanding.
The State auditor has ruled that State departments must
maintain sufficient funds in accounts to cover any checks
ocutstanding.

The Plan fiscal officer said that the balances in the
new moneys account were also due to cash being received at
the bank after temporary investments had been made. Plan
officials transfer excess cash daily from the new moneys
account to an investment trust account. The custodian bank
uses these funds to purchase temporary investments, such as
treasury bills, authorized by the board. Fiscal office per-
sonnel compute excess cash by subtracting estimated amounts
to cover the retirement payroll and expenses from the prior
day's balance. Each morning the officials notify the custo-
dian bank of the amount of cash available for temporary in-
vestments. Any moneys received at the bank after temporary
investments have been made are credited to the checking
account.

The large balances in the benefit payments account,
according to the fiscal officer, were due to a large amount
being credited on the last business day of each month to
cover the current month's benefit checks, which would clear
the bank in succeeding months. The benefit payments account
is composed of funds transferred from the new moneys account.

The fiscal officer does not believe the account balances
are unreasonable, considering the size of the Plan and the
number of daily transactions.

OPERATING COSTS

The Plan established an expense fund as provided by
enabling legislation to pay its administrative expenses.
Administrative expenses include personal services expenses,
such as salaries; operating expenses, such as travel, sup-
plies, and communications; and other contractual services.
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Administrative expenses do not include broker commissions
and other servicing agents' fees. These costs are charged
directly to investment income.

The following table shows the Plan's administrative
expenses for fiscal years 1970-75. it also compares the
administrative expenses to the net contributions for prcvid-
irg retirement benefits.

Expenses as a

-

Fiscal Administrative Net percent of net
year expenses contributions contributions
1970 $128,544 $19,001,961 0.68
1971 228,067 25,074,527 .91
1972 315,817 25,198,891 ] 25
1973 336,149 29,136,310 'S
1574 238,096 54,690,485 +
1975 413,191 53,821,360 . 7

The Plan administrator said all administrative expenses
are paid from a portion of pension plan contributions made
by the employers. According to the independent audit reports,
these expenses are charged to the pensicn accumulation fund,
which contains the contributions remitted by the employing
departments.
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ENPLOYERS' RETIREWENT SYSTEM OF GEORGIA
COMPARATIVE STATENENT OF ASSETS AS OF
JUNE 30, 1970, 1971, 1972, 1973, AND 1374 (note o)

; 1970 11 1972 1973 1974
' Assets . Ragunt  FPstcent  AScunt Percent  Amount Percent  AWount  Pafcent  Amount  PeEgent
1 Cash $ 406,242 0.26 § 25,090 0.00 § 17,261 0,01 § 21,932 0.01 § 37,608 0.01
! Temporary investsents 12,411,570  0.09 3,839,327 1.7 12,890,010  6.18 9,455,229  3.89 11,250,302 4,01
Accounts receivable 54,713 .30 2,745,543 1.53 3,568,087  1.71 7,069,241 2,91 7,695,680 2,74
qo U.S. Government bonds 5,290,372 3.4 1,215,625 .68 1,232,013 .89 500,000 .21 500,000 .18
@ Corporate bonds 0,568,020 44.72 71,346,160 39,79 74,371,470  35.63 84,089,141 34.62 99,464,463  35.42
Comaon stocke | 46,652,625  30.4) 61,061,626 34.06 65,382,488 31,32 89,604,947 36.93 99,299,837 35,36
Kortgages ‘19,165,487 12,50 32,991,422 16.40 38,682,315 18.53 39,025,192 16.07 35,525,605 12,65
Other (note b) 373,859 .25 6,386,691 _ 3.56 12,595,958 _ 6.0 12,997,877 _ 5.36 27,055,924 _ 9.63
Total $133,323,088 100,00 $129,311,484 100.00 $208,741,203 100,00 5242,843,559 100.00 $280,829,413 100.00

4/This data vas obtaindd Lrom Georgia Plan independent audit
reports and investmant portfolios.

b/This category consists primarily of other long~ters obligations,
. such as capitsl notea, which ace afmilar to bonds.
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APPENDIX II
CASE" S'i‘UDY'
ON THE
ATLANTA GENERAL EMPLOYEES®
PENSION PLAN
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CHAPTER 1
_BACKGROUND .

The City of Atlanta General Employees"' Pension Plan
(hereafter referred to as the Plan) was established pursuant
to Act 318, Georgia General Assembly of 1927. This act re-
qnlred cities with populations over 150,000 to provide pen-
sion plans for their employees. The act was amended in 1972,
raising the population requirement to 300,000.

The Plan is one of three pension plans for city em-
ployees. As of December 31, 1975, the Plan was the largest
of the three plans, with about 14,400 active members and
cash and securities of about $71 million. At that time, the
Plan was paying about $841,322 monthly to 2,836 retired mem-
bers and beneficiaries. The other city pension plans are the

-~Firemen's Pension Fund, with about 920 active members
and cash and securztles of about $6 m1111on, and

--Polzcemen 8 Pens1on Fund, with about 1,573 active
members and cash and securities of about $5 million.

The city commissioner of finance handles management and
investment activities for all three pension plans.

MEMBERSHIP REQUIREMENTS

Except for casual employees and uniformed firemen and
policemen eligible for participaticn in the other plans, all
persons employed by the city or elected to office after
April 1, 1962, includ.ng general city employees and :eaching
and nonteaching personnel of the Atlanta Board of Education,
are required to become members of the Plan.

FU4DING

Funds needed to finance the Plan are cktained from

--employee and employer contributions,

~-contributions from the Georgia Teachers' Retirement
System to participate in pensions paid to the city's
retired teachers whose salaries were paid with funds
from the Georgia Department of Education, and

--earnings on investments.
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The city is reyuired bv legislation to make supplemental
appropriations, based on its taxing authority, to meet any
retirement lizbilities that cannot be paid from current funds.
The Plan administrator told us that the Plan has been able
to pay all its liabilities without special appropriations.

Employees are required by legislation to contribute to
the Plan through payroll deductions. Employees contribate
6 percent of their gross salary if they designate a benefi~
ciary to receive pension benefits after their death; other-
wise, they contribute 5 percent,. Married membezs are re-
quired to designate their Spouses or children as benefi-
ciaries. Employers match the employee':s contributions.

_ BENEFITS

The Plan computes retirement benefits in accordance with -
a 1962 amendment to the enabling legislation which requires
members employed on or after April 1, 1962, to be covered
under its benefit provisions. Members employed before then
must submit a written reguest to obtain coverage under the
amendment.

Normal retirement benefits

The amount of an employee's retirement pension is based
on several factors, including (1) number of years of service,
(2) average monthly salary for the 3 years of service with
the highest earnings, (3) age at retirement, and (4) type of
retirement.

The retirement benefits are computed by multiplying the
first $300 of average monthly earnings by 2 percent and the
monthly earnings exceeding $300 by 1.5 percent. The totals
of these two amounts are then multiplied by the years of
service. Assuming a high monthly salary of $891 and 30 years
service, the monthly retirement benefit would be:

l. Average monthly earnings over $300:

"1.5% x §591 = - $ -6.87 —
2. First $300 of monthly earnings: '
2% x $300 = 6.00
$ Izog’ -
3. Years of service x (1) + (2) x 30
Monthly Benefit $446.10
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The total retirement benefit cannot exceed 75 percent of the

"high average monthly salary.

According to the Plan administrator, the 1962 amendment -
covers about 95 percent of the members. The other members,
who are covered by benefit provigsions in legislation before
1962, receive a flat-rate monthly pension ranging from about
$150 to $225.

Plan members covered by the 1962 amendment are eligible
for regular retirement after completing 25 years of service
and attaining age 60. Teachers are required to retire at
age 65; all other city employees must retire at age 70. A
member with 25 years of service may elect early retirement
at age 55 at a reduced pension. The reduction is 2 percent
a year for each year under age 60.

Disability retirement
and death benefits

The Plan allows members becomlng totally and permanently
disabled from on-the-job injuries or illnesses to retire,
regardless of age and service, as if they had completed
35 years of service. Related disability benefits are based
on the greater of their highest 3-year average salary or the
highest salary in the employee's classification. Disabled -
members whose injuries or illnesses are not job-related must
complete 5 years of creditable service for disability retire-
ment, which is based on the number of years of service.
Otherwise, disabled members receive a refund of their con-
tributions without interest. :

The Plan also provides for death benefits to active and
retired members' beneficiaries. The beneficiaries are en-
titled to receive 50 percent of the pension payments tne
member was receiving or eligible to receive at the time of
death. Death benefits are reduced by one-twelfth of 2 per-
cent a month for each month the beneficiary is more than
5 years younger than the pensioner. This reduction, however,
does not apply.if the beneficiary is 60 years old or more at
the time he or she becomes eligible for benefits.

Deferred retirement benefits

Members with 20 years of service who terminate employ-
ment may leave their contributions in the fund and begin
receiving monthly benefits at age 65. Members who terminate
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their employment before completing 20 years of service are
entitled to a refund of their contributions without interest.

Cost-of-living annuity increases

The Plan does not provide cost-of-living increases to
its retired members.
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CHAPTER 2
R FRAMEWORK FOR MANAGING INVESTMENTS

The responsibility for administering the Plan is placed
by legislation on a board of trustees. To help carry out
its responsibilities, the board uses employees of the city's
Department of Finance to handle day-to-day administrative
functions and investment activities. -The board does not
hire outside money managers, advisors, or analysts.

ORGANIZATIONAL STRUCTURE

The following organizaiional structure is used to manage
and control Plan activities.-

BOARD OF TRUSTEES

COMMISSIONER OF FINANCE CUSTODIAN BANKS

.“".1'::“‘ EMPLOYEE BENEFITS DIVISION INVESTMENT OFFICER
T Board of trustees ' ) i

P
. ' The board is charged with making rules necessary to carry

vut provisions of the pension laws and is authorized to re-
s0lve any matters not specifically covered by legislation.
The bc.ird also reviews and approves all pension applications
and payments. In addition, it is empowered to invest excess
retirement funds in authorized securities, as described on
page 37.
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The board, by law, consists of 10 members, including
the mayor, or his designated assistant, and the commissioner
of finance. The mayor is elected by popular vote and ap-
points the commissioner of finance, with confirmation by
the City Council, for a 4-year term.

The other members include:

--One member .0f the elected City Council, whom the
mayor appoints annually.

~-One member of the board of education, whom the board
of education elects annually.

--Two members elected for 4-year terms by patt1c1pat1ng
school members.

--Two members elected for 4-year terms by nonschool
members.

--One member -elected for a 4-year term by retired
school members.

--One member elected for a 4-year term by retired non-
school members.

Each member serves without compensation except the secretary
to the board, who is paid $50 a month by the Plan. According
to the Plan administrator, this amount is paid to cover the
secretary's time and expenses incurred in carrying out the
board's business.

City commissioner of finance

The board has delegated overall authority for Plan ad-
ministrative and investment activities to the commissioner
of finance. The commissioner is 2 member of the board and
also serves as its secretary. The commiscioner has further
delegated administrative authority_to the Employee Benefits
Division and investment activities to the investment oificer.
As secretary, the commissioner cosigns pension checks and
vouchers with the mayor, signs board correspondence, main-
tains minutes of board meetings, and prepares monthly and
yearly financial statements.

The commissioner is also a board member and board secre-
tary of the Firemen's Pension Fund and the Policemen's Pension
Fund.
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Employee Benefits Division

The Employee Beénefits Division, part of the Finance:
Department's Bureau of Treasury, Licensing, and Employee
Benefits, is responsible for day-to-day administrative opera-
tions, including paying benefits. It alsoc prepares staff
reports and annual budgets for the board and reviews manage-
ment procedures, pension laws, and related legal codes which
must be maintained and updated regnlarly. The division main-
tains the Plan's records related to employee payments and
payr~ll deductions. The division also handles the above
duties for the Firemen's Pension Fund and the Policemen's
Pension Fund.

Investment officer i .

The investment officer, by direction of the commissioner
of finance, is responsible for investing the Plan's excess
funds in securities as prescribed by law., He is also respon-
sible for 1nvest1ng other city moneys, 1nclud1ng those of the
other two pen51on funds. :

Custodian banks

The Plan maintains a permanent commercial checking ac-
count with a local bank. The city of Atlanta, however. has
an agreement to rotate several of its accounts annually among
five local banks. 1In return, the city receives at no cost

--vaulting privileges, which include holding securities
purchased through the respective bank, and

--investment advice, market research, and use of the
bank's wire services to transfer investment moneys
from one financial institution to another.

The banks also provide loans to operate the city's school
system at an interest rate of one-half the prime rate plus
0.75 percent.

MAKING AND IMPLEMENTING
TNVESTMENT POLICY

The board has been given legislative authority to invest
any pension funds not needed immediately. The legislation,
as amended in 1957, further designates those securities :Ir
which the Plan may invest or which it may use as collateral.
These legal investments include:
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--Direct obligations of the U.S. Government, such as
treasury bills, bonds, and notes.

- --General obligations of the U.S. Government, such as
Federal agency securities, backed as to principal and
interest by the Government.

--Guaranteed securities, which are public indebtedness
backed as to principal and interest by the U.S.
Government.

--Obllgatxons of the State of Georgia or any of the
State's instrumentalities.

--City of Atlanta obligations or general obligations of
any municipality in the State.

Iﬁ#eéiment policy

The Plan's investment policy, accordlnq to the invest-
ment officer, is to invest available funds in securities au-
thorized in the legislation. The commissioner of finance
said that the Plan does not invest in State of Georgia obliga-
tions or instrumentalities even though such investments are
permitted by State law.

The investment officer said the Plan invests in securi-
ties, such as certificates of deposit, that are not specifi-
cally identified in the legislation. The Plan requires banks

‘to fully back these investments with securities of the type

specified in the legislation.

_impiementing investment policfw

According to the investment officer, no outside invest-
ment assistance is received except for routine investment re-
search and advice from local banks and brokerage firms which
do business with the city. He also said that the Plan's
funds are invested in accordance with established policy.

E;bérience of the
investment officer

The incumbent has held tkis position for about 1 year.
He was previously employed for 3 years as a consumer loans
officer and corporate credit analyst with an Atlanta bank.
He has a bachelor's degree in business administration with
a minor in economics and an MBA in finance.
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Selection of brokers

Even though Plan investments are managed internally,
brokerage firms are used to handle investment transactions.
These firms are selected primarily on their ability to pro-
vide a particular service, such as handling U.S. Treasury
and municipal obligations or offering superior investment
resca-zh. The investment officer told us that the city does
not pay brokerage firms a commission for their services, but
firms may make a small profit on the "market spread" which
results when brokerage firms buy securities and sell them to
clients at a higher price. During the fiscal year ended
December 31, 1975, the investment officer used the Atlanta .
offices of five brokerage firms to handle Plan transactions.

MANAGEMENT AND CONTROL_OF
PENSION PLAN ASSETS

Procedures devised to insure that Plan assets are prop-
erly and fully invested and protected are presented below.

Money management ‘techniques '

According to the investment officer, since the Plan's
investment options are limited by law, there is little need
for formal money management technigues other than keeping
track of market trends.

The Plan, however, has developed a procedure designed
to identify daily excess cash available for investment. The
accounting department prepares a daily statement of the Plan's
cash balance which identifies excess funds. The investment
officer explained that excess funds are invested in securi-
ties authorized by law. As a general rule excess balances
are allowed to accumulate to about $300,000 or $400,000
before investment. A review of investment transactions for
January through June 1976 showed that the Plan, on the aver~ .
age, invested about $1.3 million about every 3 business days.

Monitoring investment performance . .

The Plan has not established formal procedures for moni-
toring investment performance. The investment officer said
he is drafting guidelines to measure and evaluate portfolio
performance. Since the Plan does not hire outside money man-
agers, the proposed monitoring p:ocedures are aimed primarily
at assessing market trends.
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Monitoring activities are currently limited to examining
_bank transactions. This includes assuring that the Plan's
account is credited for interest and proceeds from sales and
redemption of securities.

Disclosure statements

The Plan does not require the board members or the em-
ployees handling day-to-day administrative and investment
activities to file disclosure statements showing potential
conflicts of interest. The Plan administrator told us that
opportunities for conflicts of interest are limited because
the Plan's investments are prescribed by law.

AUDIT AND DISCLOSURE OF y
INVESTMENT ACTIVITIES

In accordance with a city ordinance, Atlanta is reguired
to have an annual audit of its accounts--including accounts
.in which the city has a financial interest--by an independent
certified public accounting firm. The ordinance specifies

that the city's Finance Committee will be responsible for
- selecting the accounting firm using such criteria as profes-
sional standing, record of efficiency, thoroughness and com-
petency, and contract price. :

Plan officials said the required annual audits include,
the Plan. The last audit of these activities, covering the
year ended December 31, 1974, was performed by a certified
public accounting firm with offices in Atlanta.

' Scope of annual audits

A review of the Plan's audit reports for 1970-74 showed
that the audits were basically financial in scope and in-
cluded:

--Examining statements of assets and liabilities and
changes in net assets.

-=-Verifying cash receipts, disbursements, and proceeds
from selling or redeeming securities.

--Testing sample transactions related to employee and
employer contributions.

In addition, the contract for 1975 requires the auditors to
review investments to insure that they are properly authorized
and recorded.
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Reports on pension plan activities

The Plan is not reguired to issue periodic reports to
members-on-Plan operations. According to the Plan admini-
strator, monthly and yearly financial statements showing the
types of investments made and interest earned are submitted
to the board. These statements are available to Plan members
upon request.
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CHAPTER 3
INVESTMENT EXPERIENCE

ANNUAL RATE OF RETURN

The Plan's normal computation of return on investments
includes gains and losses on investment sales. The Plan does
not normally pay brokerage commissions due to the nature of
its investments. The rates of return on investments which
the investment officer computed fer calendar years 1971-75
are shown in the following table.

Calendar year " Percent return
1971 4.44
1972 5.45
1973 7.53
1974 8.24
1975 : 7.37

The investment officer told us that records were not avail-
aklz to accurately determine the gains and losses on invest-
mern.c rates for 1971-74. Thus, we were not able to compute
the rate of return on investment rates excluding gains and
losses during the 4-year period. However, during 1975 the
rate of return was 7.21 percent excluding gains and losses
compared to 7.37 percent including gains and losses.

PENSION PLAN ASSETS

The value of Plan assets as reported in financial state-
ments prepared for the board for calendar years 1971-75 is
as follows:

Calendar year Plan assets

1971 $31,098,314

1972 38,557,994

1973 47,836,397

- 1974 — - - _— 61,173,660
1975 71,366,217

A comparzson of the Plan's assets by category fur the 5-year
period is shown in the schedule on page 45. Dur1ng the
S-year period, about 92 to 97 percent of the Plan's assets
were invested in certificates of deposit and U.S. Government
securities.
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At the end of fiscal year 1975:

~--About 68 percent of the Plan's assets were invested
in 0.S. Government securities, including treasury
bills, notes, and bonds.

~-About 30 percent of the assets were invested in short-
term bank certificates, including repurchase agree-
ments and certificates of deposit.

=-=~About 2 perceni of the assets were invested in the
State and local government securities, consisting
entirely of City of Atlanta Airport Revenue Bonds.

FUNDS IN NON-INTEREST-BEARING ACCOUNTS

The Plan maintains one non-interest-bearing commercial
checking account. The account is used to deposit receipts
from contribucions and interest from investments and to pay
administrative expenses, refund contributions, and purchase
investments. The average daily balance and monthly expendi-
tures for this account for January through June 1976 are
shown in the following table. :

Average Monthly
Month daily balance expenditures
January $215,829 $ 6,654,849
February 283,051 5,181,290
March 176,734 4,788,977
April 279,894 13,151,358
May 341,337 17,112,865
June .637,273 : 15,189,282
6~month .
average 321,287 10,346,437

We computed the average daily balance by totaling the daily
bank balances for each month and dividing by the number of
_days in the month, including weekends and holidays. The

bank balance for weekends and holidays Is the account balance
shown at the close of business for the previous workday.

The Plan's accounting officer told us that the above
account balances were due in part to checks outstanding.
He also said that the Plan, as part of its banking agreement,
must maintain sufficient funds in the account to cover out-
standing checks. We were also told that the balances were
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due to deposits credited to the account after daily investment
decisions.

The city maintains a separate joint account with the
other city pension funds. This account, called the pension
paymaster account, is used to pay all retirement and dis-

-ability benefits. According to the Plan administrator, the

Plan makes monthly transfers to the pension paymaster account
to cover benefit payments to its members.

OPERATING COSTS

The board is authorized by law vo pay its necessary
operating costs out of the pension fund. Operating costs
include such expenses as office supplies, printing and re-
production, medical examination service, actuarial services,
and the administrative salary of the board‘'s secretary.

. Operating expenses for calendar years 1970-75 are shown
in the following table. The table also compares operating
costs to the net contributions for providing retirement
benefits:. N, - - ’ o

Expenses as a

Calendar Operating Net percent of net
year expenses contributions contributions
1970 $20,045 $ 8,862,529 0.23
1971 6,051 10,822,128 .06
1972 19,031 11,748,787 .16
1973 31,970 13,159,975 .24
1974 24,397 14,310,038 .17
1975 17,440 17,040,865 .10

Salaries applicable to administering the Plan by Finance
Department employees are paid by the city from general reve-
nues. For calendar years 1970-75, salaries amounted to
$40,292, $43,649, $44,505, $50,843, $55,483, and $58,570,
respectively.
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