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October 16, 2017 
 
Honorable Greg Abbott, Governor 
Members of the Legislative Budget Board 
Members of the Sunset Advisory Commission 
Ms. Lisa R. Collier, CPA, First Assistant State Auditor 
Mr. R. David Kelly, Chair, TRS Board of Trustees 
Mr. Christopher Moss, Chair, TRS Board Audit Committee 
Members of the Board of Trustees, Teacher Retirement System of Texas 
Mr. Brian Guthrie, Executive Director, TRS 
 
Attached is the annual report of the Internal Audit department of the Teacher Retirement System of Texas 
(TRS).  This report provides information on the audit plan, assurance, consulting, and advisory projects 
completed, and other Internal Audit activities.  It also meets the annual reporting requirement of the Texas 
Internal Auditing Act (Texas Government Code, Chapter 2102.009 and Texas Government Code, 
Sections 2102.015 and 2102.0091).  This report includes the following State Auditor’s Office reporting 
guidelines:  
 

I. Compliance With Texas Government Code, Section 2102.015: Posting the Internal Audit 
Plan, Internal Audit Annual Report, and Other Audit Information on Internet Website 

II. Internal Audit Plan for Fiscal Year 2017 
III. Consulting Services and Nonaudit Services Completed 
IV. External Quality Assurance Review (Peer Review) 
V. Internal Audit Plan for Fiscal Year 2018 
VI. External Audit Services Procured in Fiscal Year 2017 
VII. Reporting Suspected Fraud and Abuse 

 
The work performed by TRS Internal Audit contributes toward accountability, integrity, and good 
management practices within TRS operations.  Fiscal year 2017 projects contributed to the improvement 
of risk management, control, and governance processes.  Internal Audit (or those engaged by Internal 
Audit) issued 12 assurance and 7 agreed-upon procedures reports, followed-up and reported quarterly on 
the status of all outstanding audit recommendations, and performed advisory services in various areas 
including TEAM (TRS Enterprise Application Modernization) Program initiatives. 
 
For further information about the contents of this report or to request copies of Internal Audit reports, 
please contact Amy Barrett at (512) 542-6559. 
 
Sincerely, 
 
 
 
 
Amy L. Barrett, CIA, CISA, CPA 
Chief Audit Executive 
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I. Compliance With Texas Government Code, Section 
2102.015:  

      Posting the Internal Audit Plan, Internal Audit Annual 
Report, and Other Audit Information on Internet Website  
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I. Compliance with Texas Government Code, Section 2102.015: Posting the Internal Audit 

Plan, Internal Audit Annual Report, and Other Audit information on Internet Web site 
 

Texas Government Code, Section 2102.015 requires state agencies and institutions of higher 
education, as defined in the statute, to post agency internal audit plans and internal audit annual 
reports on the agency’s internet website within 30 days of approval.  The statute also requires 
entities to update the posting on the Internet to include a.) a detailed summary of the weaknesses, 
deficiencies, wrongdoings, or other concerns raised by the audit plan or annual report and b.) a 
summary of the actions taken to address concerns, if any, that are raised by the audit plan or 
annual report.  

TRS Internal Audit follows the following procedures to ensure compliance with the requirements 
of Texas Government Code, Section 2102.015: 

 The TRS Annual Internal Audit Plan is approved each fiscal year by the TRS Board of 
Trustees as recommended by the TRS Audit Committee.  The annual audit plan, as 
approved by the TRS Board of Trustees, is provided by Internal Audit staff to the TRS 
Website coordinators and posted to the TRS Website within 30 days of approval.  

 The TRS Internal Audit Annual Report is prepared annually by Internal Audit staff in 
accordance with the Texas State Auditor’s Office guidelines by the required deadline.  
This report, once approved by the Chief Audit Executive, is submitted to the Governor’s 
Office, the Legislative Budget Board, the Sunset Advisory Commission, the State 
Auditor’s Office and the TRS Board of Trustees by November 1 of each fiscal year.  The 
annual report is provided by Internal Audit staff to the TRS Website coordinators to post 
to the TRS Website.   

 Summaries of the weaknesses, concerns, and actions taken to address concerns in the 
audit plan or annual report are provided by Internal Audit in the quarterly TRS Audit 
Committee materials.  The audit committee materials provide audit reports completed 
during each quarter, quarterly status reports on management action on outstanding audit 
recommendations, and the status of the current fiscal year audit plan.  The individual 
audit reports provide the results, recommendations, and management actions taken to 
address the audit recommendations.  The TRS Audit Committee materials are posted to 
the TRS Website, after dissemination to TRS Board of Trustees, through an 
administrative process of board and committee materials prior to the scheduled Board 
meeting.  
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II. Internal Audit Plan for Fiscal Year 2017  

 



Fiscal Year 2017 Audit Plan Status 
As of August 2017  

 

September 2017 Board Audit Committee Meeting   2 

Title and Project # Type  Status 

Executive and Finance 

Records Management Audit Follow-Up (17-410) Audit Complete 

403(b) Provider Compliance (17-601) Audit Complete 

Federal Labor Standards Act (FLSA) Compliance 
(17-605) Consulting Complete 

Coordination for State Auditor’s Office (SAO) 
Comprehensive Annual Financial Report (CAFR) 
Audit for Fiscal Year 2016 

Advisory  Complete 

Teacher Retirement Investment Company of Texas 
(TRICOT) Financial Audit Coordination (Grant 
Thornton) 

Advisory Complete 

Testing of Executive Performance Incentive Pay 
Calculations (17-606) Agreed-Upon Procedures Complete 

The University Of Texas at Austin Student Project 
(17-608) Consulting Complete 

Enterprise Risk Management (ERM) Fraud Risk 
Assessment  Advisory Complete 

Committee and Workgroup Meetings Participation  Advisory Ongoing 

Special Requests and Emerging Issues – Healthcare 
Legislative Changes (17-203) Consulting Ongoing 

TEAM Program 

TEAM Independent Program Assessment (IPA)  
Vendor Support Advisory Ongoing 

TEAM Committees, Projects and Controls 
Assessment Participation  Advisory Ongoing 

Pension Benefits  

Annuity Payment Testing for SAO CAFR Audit of 
FY 2016 (17-100) Audit  Complete 

Annual Benefits Testing (17-101) Agreed-Upon Procedures Complete 

Reporting Entity Audits (6 to 10 ISDs) (17-401s) Audit Completed 2 in FY17 

Employer Audit Follow-up (17-402) Audit Complete 

Employer Audit of Pension and TRS-Care 
Surcharges (17-403) Audit Complete 

Higher Education Pilot and Audit Program 
Development (17-404) Advisory Complete 

TRS Reporting Entity Website Audit Information 
and Communication Advisory  Ongoing 

  



Fiscal Year 2017 Audit Plan Status 
As of August 2017  

 

September 2017 Board Audit Committee Meeting   3 

Health Care 
Health Insurance Portability and Accountability Act 
(HIPAA) Gap Assessment and Validation (17-501) Audit Complete 

Trust Expense Allocation Audit (17-503) Audit Complete 

TRS-ActiveCare Open Enrollment Readiness Assessment 
Follow-Up (17-201) Audit Complete 

TRS-ActiveCare Eligibility Pilot and Audit Program 
Development Advisory Deferred due to higher 

management priorities 

Health Care Vendor Selection Observation Advisory  Complete 

Health Care Vendor Update Meetings  Advisory  Ongoing 

Information Technology 

Contractor Onboarding and Off-boarding (17-502) Audit Complete 

Disaster Recovery, Network Penetration Tests; Security 
Risk Assessment Review Advisory Complete 

Investment Management 

Private Equity Fees (17-304) Audit Complete 

Soft Dollars and Commission Sharing Arrangements (17-305) Audit Complete 

Quarterly Investment and Ethics Policies Compliance Testing 
(17-302) 

Agreed-Upon 
Procedures  Complete  

Annual Testing of Investment Incentive Pay Plan (17-303) Agreed-Upon 
Procedures Complete 

Investment Fiduciary Audit Coordination Advisory Complete 

Investment Committees Attendance Advisory Ongoing 

Internal Audit Department 

Annual Internal Audit Report (17-603)  Audit Complete 

Data Analysis Processes  Advisory 
Deferred due to 
healthcare legislative 
changes project 

Quarterly Audit Recommendations Follow-up Audit  Ongoing 

ERS Audit Quality Assurance Review Audit Complete 

Internal Quality Assurance Review (17-602) Advisory   Complete 

Fiscal Year 2018 Audit Plan  Advisory  Complete 

Internal Audit Strategic Plan Update Advisory  Complete 

Audit Committee Meetings Preparation  Advisory Ongoing 
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III. Consulting Services  

and Nonaudit Services Completed 
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III. Consulting Services and Nonaudit Service Completed 

 
During fiscal year 2017, Internal Audit conducted (or hired consultants to conduct) the following 

consulting (nonaudit services) projects resulting in formal recommendations to management. 

   

1. Federal Labor Standards Act (FLSA) Compliance  

(Project #17-605, PowerPoint presentation to Deputy Executive Director and Human 

Resources, June 01, 2017) 

Objective: To assess TRS' compliance with the FLSA relating to employee exempt and 

non-exempt classification and may perform additional related data analysis. 

Performed data analysis to assess compliance with FLSA related to employee exempt and 

non-exempt classification, as a result recommendations were made to continue to perform 

periodic re-evaluation of employee’s FLSA status, obtain and document 

supervisor/manager’s input when performing job duty test; and to document the FLSA 

status decision making process  

2. The University of Texas at Austin Student Project  

(Project #17-608, PowerPoint presentation to Human Resources, dated November 21, 

2016) 

Objective: To research and present to Human Resources best practices for manager 

training.   

This was achieved by conducting interviews of TRS staff, surveying of pension fund 

peers for best practices and researching methods of manager training.  As a result 

recommendations were made that manager training should be in-house or local third-

party, last less than two hours per day on a variety of topics including effective 

communication, as well as, establishing a one-to-one mentor program.  

Internal Audit also performed various advisory (nonaudit services) as listed in section II.  
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IV. External Quality Assurance Review (Peer Review) 
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V. Internal Audit Plan for Fiscal Year 2018 
 
 



















































2017 - 2021
TRS Internal Audit 

Strategic Plan



Mission, Vision, and Stakeholders

 Our mission:  to enhance and protect organizational value by providing risk-
based and objective assurance, advice, and insight

 Our vision:  to provide trusted assurance and valued advice through our 
services to primary stakeholders:

 Assurance that TRS’ risk management, governance, and control processes support 
achievement of TRS mission and business objectives

 Advice and consultation for improving processes through business partnerships and 
collaboration

 Our primary stakeholders:

 TRS Board of Trustees and the Audit Committee of the Board of Trustees

 Executive Director and Executive Management
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Strategic Goals

 Our strategic goals were developed to align with the TRS Strategic Plan and 
Core Values and ensure that we support the changing needs of TRS’ 
stakeholders in fulfilling fiduciary duties and achieving business goals:

 Internal Audit Goal 1:  Facilitate Audit Committee governance

 TRS Goal 1:  Sustain a financially sound pension trust fund

 TRS Goal 2:  Continue to improve benefit delivery

 TRS Goal 3:  Facilitate access to competitive, reliable healthcare benefits for our 
members

 Internal Audit Goal 2:  Support TRS initiatives

 TRS Goal 2:  Continue to improve benefit delivery

 TRS Core Values

 Internal Audit Goal 3:  Enhance Internal Audit staff competence and expertise

 TRS Goal 4:  Attract, retain, and develop highly competent staff

3



Goal 1:  Facilitate Audit Committee Governance
Objective 1: Provide assurance and advice to the Audit Committee and executive 
management on risk mitigation activities related to the pension and healthcare trusts

Strategy 1
Conduct assurance activities relating to the completeness and accuracy of Reporting Entity 
information submitted to TRS

Strategy 2 Provide assurance on investment risk mitigation activities

Strategy 3 Provide assurance on health care risk mitigation activities

Strategy 4 Coordinate with Enterprise Risk Management (ERM) on risk assessment activities

Strategy 5
Collaborate with Compliance Team and Risk Group on risk and compliance monitoring of 
investment-related activities

 Quantitative measurements:  
 Audit project surveys (TRS and Reporting Entities)

 TASBO presentation surveys

 Chief Audit Executive (CAE) and staff 360 evaluations

 Audit plan completion rate

 Staff utilization rates 4



Goal 1:  Facilitate Audit Committee Governance
Objective 2: Improve Internal Audit communication

Strategy 1 Refine report format of Internal Audit reports and Audit Committee materials

Strategy 2 Improve delivery of information

Strategy 3 Identify and promote resources within Internal Audit that could be beneficial to TRS

 Quantitative measurements:  

 CAE and staff 360 evaluations
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Goal 1:  Facilitate Audit Committee Governance
Objective 3: Provide information on effective Audit Committee practices

Strategy 1
Obtain and provide information to the Audit Committee on best practices of audit 
committees

Strategy 2 Consider using Audit Committee self-evaluation tool

Strategy 3 Share governance resources through Diligent

 Quantitative measurements:  

 CAE and staff 360 evaluations
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Goal 2:  Support TRS Initiatives

Objective 1: Support the success of the TEAM Program and Financial Software Implementations

Strategy 1 Facilitate independent oversight for board and external oversight agencies

Strategy 2
Provide input and assistance during development and implementation of TRUST (new Benefits 
system) and new financial system

Strategy 3 Use TRUST and financial system in future audits

 Quantitative measurements:  

 CAE and staff 360 evaluations
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Goal 2:  Support TRS Initiatives
Objective 2: Integrate TRS Core Values into Internal Audit activities

Strategy 1
Explore opportunities and methods to tie audit findings into TRS Core Values of Customer 
Satisfaction, Accountability, Ethics, and Excellence

Strategy 2
Integrate TRS Core Values of Collaboration/ Teamwork, Respect, and Employee Fulfillment 
into IA documents

Strategy 3 Establish staff recognition programs 

 Quantitative measurements:  

 CAE and staff 360 evaluations

 TRS Workplace Survey
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Goal 3:  Enhance Internal Audit Staff Competence 
and Expertise

Objective 1: Cultivate in-house Subject Matter Experts

Strategy 1 Deepen knowledge of TRS laws (federal and state), rules, and internal policies

Strategy 2 Broaden foundational skills in data analytics

Strategy 3 Define and broaden auditing skills

 Quantitative measurements:  

 TRS project surveys

 CAE and staff 360 evaluations
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Goal 3:  Enhance Internal Audit Staff Competence 
and Expertise

Objective 2: Ensure continued competence and expertise of Internal Audit

Strategy 1 Develop workforce continuity plans

 Quantitative measurements:  

 CAE and staff 360 evaluations

 TRS Workplace Survey

 HR turnover rates

10
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VI. External Audit Services Procured in Fiscal Year 2017 
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VI. External Audit Services Procured in Fiscal Year 2017 
 

 
External Audit Services 

Procured and Outsourced by Internal Audit 
 

 
Provided by 

 
Report 
Date 

Contractor Onboarding and Off-Boarding  Myers and Stauffer LC 5/2/2017 

 
 

   
External Audit Services 

Procured by TRS 
 

 
Provided by 

 
Report 

Date 

Review of Health Plan Administration Truven Health Analytics In Progress 

Comprehensive Annual Financial Report (CAFR) – 
Fiscal Year 2016 

State Auditor’s Office 
 
 

11/17/2016 

Comprehensive Annual Financial Report (CAFR) – 
Fiscal Year 2017 

State Auditor’s Office 
 

In Progress 

TRS Investment Company (TRICOT) Financial Audit 
Fiscal Year 2016 

Grant Thornton 12/6/2016 

TRS Investment Company (TRICOT) Financial Audit 
Fiscal Year 2017 

Grant Thornton In Progress 
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VII. Reporting Suspected Fraud and Abuse 
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VII. Reporting Suspected Fraud and Abuse 
 
TRS has taken the following actions to implement the fraud detection and reporting requirements 
of Section 7.09 of the General Appropriations Act and Section 321.022 of the Texas Government 
Code: 
 

• Updated in July 2017, TRS Fraud, Waste, and Abuse Policy establishes a fraud, waste, 
and abuse prevention awareness program that includes employee training and guidelines 
for reporting suspected fraud, waste, and abuse.  Key elements of the policy include 
definitions, covered acts, reporting procedures of detected or suspected fraud, waste, or 
abuse, detection and investigation, awareness training, and corrective action.       
 

• The TRS Internet site includes the contact number of the State Auditor’s Office Hotline 
and a link for reporting instructions. 
 

• Links are available on the TRS Intranet for both the State Auditor’s Office Hotline and 
the TRS Internal Fraud and Ethics Hotline. 
 

• Administration of the TRS Internal Fraud and Ethics Hotline is vested with the Chief 
Compliance Officer & Compliance Counsel since fiscal year 2016. 
 

• In compliance with the reporting requirement of fraud, waste, and abuse, TRS reports all 
instances of suspected fraud, waste, and abuse to SAO. 
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