COMMONWEALTH OF PENNSYLVANIA

PUBLIC SCHOOL EMPLOYEES’ RETIREMENT SYSTEM
Telephone: (717) 720-4749, Fax: (717) 772-5372
E-mail: jclay@state.pa.us

DATE: May 3, 2007
SUBJECT: Compensation and Classification Study for PSERS’ Investment
Professionals :
TO: Personnel Committee ;
S,
FROM: Jeffrey B. Clay, Executive Director V

In response to both the independent Compensation and Classification
Study for PSERS’ Investment Professionals authorized by the Board and
performed by McLagan Partners (Study), and the Personnel Committee’s input
and discussion of the Study, Staff is making the following recommendations for
the Committee’s and Board’s consideration:

» Select as the peer comparator group for determining both the base salary
and total cash compensation for PSERS’ Investment Professionals the
Public Funds Select Group set forth in Exhibit A, attached hereto.

o Effective for FY 2007-2008, target the base salary and total cash
compensation for PSERS’ Investment Professionals to the median of the
2006 Public Funds Select Group maximum total cash amount.

¢ Redefine the job classifications for PSERS’ Investment Professionals and
re-classify the individuals involved, into the following classifications:

Chief Investment Officer (CIO)
Director

Portfolio Manager

Senior Investment Professional
Intermediate Investment Professional
Junior Investment Professional

0.0 000 O0

o Delegate to Staff, subject to guidelines established by the Board, the
annual promotions among all job classes below the ClO and Directors.



o Effective for FY 2007-2008, define market competitive base salary ranges
for each job classification based on median salary levels in the Public
-~ Funds Select Group set forth in Exhibit A and internal equity
considerations. ‘

o To be in the position to implement the base salary changes by July
1, 2007, adopt the base salary schedule set forth on Exhibit B.

¢ Beginning July 1, 2007, make salary adjustments over a two-year period,
based on individual performance and contribution, toward the mid-point of
the proposed base salary schedule.

e Target total cash opportunities for the Investment Professionals to the
median of the Public Fund Select Group’s maximum pay opportunity
levels, with the understanding that maximum incentive awards would only
be earned when performance is at superior levels.

e Establish a process and guidelines for annual base salary adjustments,
with the Board retaining authority for adjustments to the salaries of the
CIO and Directors, and Staff, subject to the Board guidelines, having
responsibility for salary adjustments for all other job classifications.

e Establish guidelines to permit Staff to have the discretionto award an
individual an increase of up to 2.5% of annual base salary after
successfully completing each of the three levels of the Chartered
Financial Analyst (CFA) exam.

¢ Establish guidelines to collect competitive market compensation data
every two to three years, or as necessary (e.g. if a key position becomes
vacant).

e Revise PSERS’ existing incentive compensation guidelines to reflect the
comments set forth on Exhibit C attached hereto.

Please note, these recommendations are subject to final review by the
Committee and Board of the required guidelines and policies necessary to
implement the recommendatlons

) If you have any questions concerning the above, please feel free to contact
me.
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