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EXECUTIVE SUMMARY

Proposition B Background

In June 2012 Proposition B (Prop B) was passed by the citizens of San Diego. This closed the
City’s pension plan to all new hires except sworn police officers. Legal challenges started in
February 2012, before the proposition was even voted on. On February 5, 2021, the trial court
entered its final judgment in the quo warranto lawsuit. The trial court ordered the City Council to
strike all Prop B provisions from the City Charter and to conform the Municipal Code accordingly.
No appeals were filed and the order became final on April 9, 2021.

On June 22, 2021 an ordinance was approved by the City Council opening the pension plan to
employees initially hired on or after July 10, 2021. Approximately 60-70 newhires are added to
SDCERS each pay period.

January 31, 2022 the City Council approved Memorandum of Understandings (MOUs) with the
Municipal Employees Association (MEA) and Local 127 regarding terms to open the pension plan
to employees initially hired July 20, 2012 through July 9, 2021 and who were actively working for
the City. These employees had a one-time, irrevocable option to either join the pension system or
remain in the City’s deferred compensation plan, Supplemental Pension Savings Plan (SPSP-H).
Those that chose to join SDCERS made-up the contributions they would have made had they been
in the plan. June 14, 2022, the City Council approved MOUs with Deputy City Attorneys
Association (DCAA), California Teamsters Local 911 (Local 911), and the International
Association of Firefighters, Local 145 (Local 145). These employees joined SDCERS on July 9,
2022 and made-up the contributions they would have made had they been in the plan. Reopening
the plan to employees initially hired while the plan was closed and who were actively working for
the City is referred to as Phase II of the City’s Prop B Unwinding process.

In January 2024, the City sent letters to approximately 2,000 employees who terminated prior to re-
opening the plan with information and options to purchase their City time. Municipal Code
changes were introduced by the City Attorney’s Office in February, which allowed these employees
to purchase their Prop B time and SDCERS to accept the funding. For those who chose to purchase
their Prop B time, just over 200 employees, the decision was made by March 15, 2024. Full
funding of the purchase was required by May 14, 2024. Miscellaneous tasks for both SDCERS and
the City continued through October 2024. Reopening the plan to employees initially hired while
the plan was closed and who terminated prior to being offered the option to purchase their Prop B
time is referred to as Phase III of the City’s Unwinding process.

Audit Objectives and Scope

The objectives of the audit were to evaluate controls used to unwind certain aspects of Prop B and
to verify the completeness and accuracy of associated transactions. “Certain” is used deliberately to
clarify this audit is not all encompassing. See the Scope Exclusions section below.




The scope of the audit included payroll reporting, other reporting and member enrollment of
terminated Prop B Employees (e.g. the City’s Phase III of Unwinding). The scope period for the
audit was January 2024 through September 2024 and included employees initially hired while the
plan was closed and who terminated prior to being offered the option to purchase their Prop B time.

Scope Exclusions

e Phase | Employees (e.g. active, benefited new-hires hired after July 10, 2021 through
October 15, 2021)

e Phase II Employees (active, benefited employees hired between July 20, 2012 through
September 30, 2022)

e Active, benefited employees rehired after July 8, 2022, including Phase III Prop B rehires

e Current or former Police Officers

e SPSP-H account completeness and accuracy and any resulting transfers from SPSP-H
accounts; this includes the City’s calculations of what an SPSP-H account’s balance would
have been had Phase III employees not made withdrawals

e The City’s calculation and payment of shortages, if any, in Prop B Employee’s SPSP-H
accounts (either the employee or employer shortfall amounts)

e SPSP-H Plan accuracy

e The City’s calculation and payment of penalties

e Cheiron’s calculation of actuarial liability, by Prop B Employee

Internal Audit Results
Many strengths were identified during the audit despite the complexity of unwinding Proposition B.
Some strengths identified include:
e Carefully crafting communications to impacted, former employees.
e Working together across multiple City Divisions, including Risk Management (“RM”),
Payroll and City Attorney.
e Successfully enrolling approximately 200 terminated Prop B Employees into SDCERS.

However, the following observations were identified and should be addressed.

Improve SDCERS’ Allocations to Pre and After-Tax Normal, Surviving Spouse and Cost-of-
Living Annuity Contributions — High Ranking

The underlying MS Excel formulas used to input Prop B Purchase Service Contracts into IRIS and
to allocate pre and after-tax Normal, SS, and COLA Contributions are complicated and required
management to make judgements in the formulas’ construction. Documentation supporting why
these formulas were constructed the way they were does not exist, including management’s review
and approval of the formulas’ construct. In addition, one Member had after-tax SPSP-H funds
transferred, however, SDCERS did not allocate any funds to after-tax normal cost, COLA or SS.

Errors Relating to Members with Represented and Unrepresented Time — LLow Ranking
City RM discovered five out of five Prop B Phase Il employees who worked while represented and
unrepresented had too much of their unrepresented SPSP-H funds used to pay for represented time.

il




Three of these same five Prop B Phase III employees paid in excess of Cheiron’s calculated
“actuarial liability” amounts and therefore needed refunds. This resulted in City RM’s revision of
two of the original pre and after-tax calculations, which were not reflected within IRIS.

Blended Members’ Contribution Age in IRIS Was Not Adjusted after Phase III Prop B Time
Was Purchased — Low Ranking

Two Phase III Prop B Employees purchased their Phase I1I service credit and also had service
credit with the San Diego County Regional Airport Authority (e.g. they are Blended Members).
However, the Employees’ contribution age was not adjusted in IRIS to reflect the impact of the
Phase III service credit purchase.

Service Credit Purchased Under MC §24.1315 When It Should Not Have Been — Low

Ranking
One employee purchased Prop B Service Credit under MC §24.1315 when the employee was not

eligible to do so.

kokskoskock koo

Based on this audit, there were six total recommendations two of which pertained to the City and four
of which pertained to SDCERS. The City and SDCERS agree with all of the respective
recommendations. Their responses, including anticipated completion dates, are included within each
of the findings.

Internal Audit would like to thank the City and SDCERS Staff for their patience, assistance and
numerous courtesies extended during the completion of this audit.

The information in this report is intended solely for the use of the City and SDCERS’ Audit

Committee, Board of Administration, and management and is not intended to be, and should not be,
used by anyone other than these specified parties.

iii




INTRODUCTION

BACKGROUND

Proposition B Background

In June 2012 Proposition B (Prop B) was passed by the citizens of San Diego. This closed the
City’s pension plan to all new hires except sworn police officers. Legal challenges started in
February 2012, before the proposition was even voted on. On February 5, 2021, the trial court
entered its final judgment in the guo warranto lawsuit. The trial court ordered the City Council to
strike all Prop B provisions from the City Charter and to conform the Municipal Code accordingly.
No appeals were filed and the order became final on April 9, 2021.

On June 22, 2021 an ordinance was approved by the City Council opening the pension plan to
employees initially hired on or after July 10, 2021. Approximately 60-70 newhires are added to
SDCERS each pay period.

January 31, 2022 the City Council approved Memorandum of Understandings (MOUs) with the
Municipal Employees Association (MEA) and Local 127 regarding terms to open the pension plan
to employees initially hired July 20, 2012 through July 9, 2021 and who were actively working for
the City. These employees had a one-time, irrevocable option to either join the pension system or
remain in the City’s deferred compensation plan, Supplemental Pension Savings Plan (SPSP-H).
Those that chose to join SDCERS made-up the contributions they would have made had they been
in the plan. June 14, 2022, the City Council approved MOUs with Deputy City Attorneys
Association (DCAA), California Teamsters Local 911 (Local 911), and the International
Association of Firefighters, Local 145 (Local 145). These employees joined SDCERS on July 9,
2022 and made-up the contributions they would have made had they been in the plan. Reopening
the plan to employees initially hired while the plan was closed and who were actively working for
the City is referred to as Phase II of the City’s Prop B Unwinding process.

In January 2024, the City sent letters to approximately 2,000 employees who terminated prior to re-
opening the plan with information and options to purchase their City time. Municipal Code
changes were introduced by the City Attorney’s Office in February, which allowed these employees
to purchase their Prop B time and SDCERS to accept the funding. For those who chose to purchase
their Prop B time, just over 200 employees, the decision was made by March 15, 2024. Full
funding of the purchase was required by May 14, 2024. Miscellaneous tasks for both SDCERS and
the City continued through October 2024. Reopening the plan to employees initially hired while
the plan was closed and who terminated prior to being offered the option to purchase their Prop B
time is referred to as Phase III of the City’s Unwinding process.




Member information as of June 30, 2023 is as follows:

City of San Diego — Membership Total
January 31, 2023
Actives 9,651
Terminated 3,115
Disabled 1,020
Retirees 8,535
Beneficiaries 1,609
Total City Members 23,930

Source: Cheiron’s Actuarial Valuation Report as of June 30, 2023

Audit Objectives and Scope

The objectives of the audit were to evaluate controls used to unwind certain aspects of Prop B and
to verify the completeness and accuracy of associated transactions. “Certain” is used deliberately to
clarify this audit is not all encompassing. See the Scope Exclusions section below.

The scope of the audit included payroll reporting, other reporting and member enrollment of
terminated Prop B Employees (e.g. the City’s Phase III of Unwinding). The scope period for the
audit was January 2024 through September 2024 and included employees initially hired while the
plan was closed and who terminated prior to being offered the option to purchase their Prop B time.

Scope Exclusions

Phase I Employees (e.g. active, benefited new-hires hired after July 10, 2021 through
October 15, 2021)

Phase II Employees (active, benefited employees hired between July 20, 2012 through
September 30, 2022)

Active, benefited employees rehired after July 8, 2022, including Phase III Prop B rehires
Current or former Police Officers

SPSP-H account completeness and accuracy and any resulting transfers from SPSP-H
accounts; this includes the City’s calculations of what an SPSP-H account’s balance would
have been had Phase III employees not made withdrawals

The City’s calculation and payment of shortages, if any, in Prop B Employee’s SPSP-H
accounts (either the employee or employer shortfall amounts)

SPSP-H Plan accuracy

The City’s calculation and payment of penalties

Cheiron’s calculation of actuarial liability, by Prop B Employee

Internal Audit Results
Many strengths were identified during the audit despite the complexity of unwinding Proposition B.
Some strengths identified include:

Carefully crafting communications to impacted, former employees.
Working together across multiple City Divisions, including RM, Payroll and City Attorney.
Successfully enrolling approximately 200 terminated Prop B Employees into SDCERS.
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However, the following observations were identified and should be addressed.

Improve SDCERS’ Allocations to Pre and After-Tax Normal, Surviving Spouse and Cost-of-
Living Annuity Contributions — High Ranking

The underlying MS Excel formulas used to input Prop B Purchase Service Contracts into IRIS and
to allocate pre and after-tax Normal, SS, and COLA Contributions are complicated and required
management to make judgements in the formulas’ construction. Documentation supporting why
these formulas were constructed the way they were does not exist, including management’s review
and approval of the formulas’ construct. In addition, one Member had after-tax SPSP-H funds
transferred, however, SDCERS did not allocate any funds to after-tax normal cost, COLA or SS.

Errors Relating to Members with Represented and Unrepresented Time — Low Ranking

City RM discovered five out of five Prop B Phase I1I employees who worked while represented and
unrepresented had too much of their unrepresented SPSP-H funds used to pay for represented time.
Three of these same five Prop B Phase I1I employees paid in excess of Cheiron’s calculated
“actuarial liability” amounts and therefore needed refunds. This resulted in City RM’s revision of
two of the original pre and after-tax calculations, which were not reflected within IRIS.

Blended Members’ Contribution Age in IRIS Was Not Adjusted after Phase I1I Prop B Time
Was Purchased — Low Ranking

Two Phase III Prop B Employees purchased their Phase III service credit and also had service credit
with the San Diego County Regional Airport Authority (e.g. they are Blended Members).

However, the Employees’ contribution age was not adjusted in IRIS to reflect the impact of the
Phase III service credit purchase.

Service Credit Purchased Under MC §24.1315 When It Should Not Have Been — Low

Ranking
One employee purchased Prop B Service Credit under MC §24.1315 when the employee was not

eligible to do so.

PRIORITY RATING PROCESS

To assist management in its evaluation, the findings have been assigned a qualitative assessment of
the need for corrective action. Each item is assessed a high, medium, or low priority as follows:
e High - Represents a finding requiring immediate action by management to mitigate risks
associated with the process being audited.
e Medium - Represents a finding requiring timely action by management to mitigate risks
associated with the process being audited.
e Low - Represents a finding for corrective action by management to mitigate risks with the
process being audited.
e Informational — Represents a finding to educate/inform the Audit Committee or management.




AUDIT RESULTS

Based on detailed testing, strengths were identified as well as observations that should be addressed
below and on the following pages.

Finding #1: Improve SDCERS’ Allocations to Pre and After-tax Normal, Surviving Spouse and
Cost-of-Living Annuity Contributions

A. The underlying MS Excel formulas used to input Prop B Purchase Service Contracts into
IRIS and to allocate pre and after-tax Normal, SS, and COLA Contributions are complicated
and required management to make judgements in the formulas’ construction. In everyday
operations, management must often make judgements and/or provide estimates; however,
documentation supporting why these formulas were constructed the way they were does not
exist, including management’s review and approval of the formulas’ construct.

B. One Member had after-tax SPSP-H funds transferred, however, SDCERS did not allocate
any funds to after-tax normal cost, COLA or SS. Management believes this was a manual
error and was an anomaly.

Priority Rating: High

BACKGROUND
In January 2024, the City sent letters to approximately 2,000 employees who terminated prior to re-
opening the plan with information and options to purchase their City time. Revised Municipal Code
language allowed these employees to purchase their Prop B time and SDCERS to accept the funding.
For those who chose to purchase their Prop B time, just over 200 employees, the decision was made
by March 15, 2024. Full funding of the purchase was required by May 14, 2024. Funding could be
completed by:

e transferring in-tact SPSP-H funds,

e transferring leftover SPSP-H funds,

e rolling over retirement account funds,

e writing personal checks, or

e acombination of these.
SPSP-H fund transfers sometimes included after-tax funds. Personal checks typically represented
after-tax funds whereas rollovers typically represented pre-tax funds. Similar to Phase II transfers
from SPSP-H accounts, “extra” funds, when available, were transferred to SDCERS from the
Employee’s SPSP-H employer contribution account.

Although not specified in MC §24.1315, which is the section that applies to purchasing service for
Phase III Prop B Employees, MC §24.1313(h), which is the section that applies to purchasing service
for Phase II Prop B Employees, indicates the following:
The System will separately account for the portion of the transferred amounts attributable to pre-
tax contributions and the portion attributable to after-tax contributions and earnings on that
portion based on information provided by the City of its designee in connection with the transfer.




MC §24.1315 indicates the following:
The Actuary will calculate the actuarial liability, or cost, to purchase the Service Credit and the
Normal, Surviving Spouse, and Cost-of-Living Annuity Contributions the Member would have
made, plus annual interest at the System’s assumed actuarial rate of return.

The Internal Auditor interpreted the MC’s reference above to “Normal, Surviving Spouse, and Cost-
of-Living Annuity Contributions” to be Cheiron’s calculation of “contributions plus interest.”

Section MC §24.0601 Surviving Spouse Contribution Rates and Benefits and MC §24.1507 Cost of
Living Annuity Contributions and Cost of Living Annuity indicate percentages that should be used to
calculate contribution amounts. The percentages recalculated by the Internal Auditor and used by
SDCERS in practice are:

Contribution Type Adjusted
(Membership Classification) Percentages
Surviving Spouse (General) 7.56%
Surviving Spouse (Safety) 8.77%
Cost of Living Annuity 16.67%

For Phase II and Phase III of the Proposition B unwinding process, SDCERS had to input purchased
Prop B time, including pre and after-tax allocations of Normal, Surviving Spouse, and Cost-of-Living
Annuity Contributions, into the pension system of record, IRIS. In order to facilitate this process,
SDCERS’ Benefits Administration Division (BA) created a spreadsheet with formulas during Phase
II. The spreadsheet included information such as the employees name, total amount of funds
transferred/paid, and formulas allocating payments between pre-tax and after-tax normal
contributions (“normal cost”), surviving spouse (“SS”) contributions and cost-of-living annuity
(“COLA”) contributions. As Management often must, judgements were made and estimates were
used when building the underlying formulas for the spreadsheet. The Phase II spreadsheet, including
the underlying formulas, was also used to input the Phase III information into IRIS. The Phase III
spreadsheet was reviewed by two supervisors who were not responsible for preparing the spreadsheet.
The preparer, two supervisors and current Director were not involved in constructing or implementing
the Phase II spreadsheet.

FINDINGS & RISK STATEMENT:

A. The underlying MS Excel formulas used to input Prop B Purchase Service Contracts into IRIS
and to allocate pre and after-tax Normal, SS, and COLA Contributions are complicated and
required management to make judgements in the formulas’ construction. In everyday
operations, management must often make judgements and/or provide estimates; however,
documentation supporting why these formulas were constructed the way they were does not
exist, including management’s review and approval of the formulas’ construct. Examples of
judgements made within the formulas include, but are not limited to:

1. In most cases, the formula allocated after-tax SPSP-H funds entirely to normal cost instead
of between normal cost, COLA and SS. For those who paid via non SPSP-H transfer
methods, in most cases after-tax funds were allocated between normal cost, COLA and SS.
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2. The formula for pre-tax SPSP-H fund transfers calculated pre-tax COLA and SS first by
multiplying Cheiron’s calculation of “contributions plus interest” by the associated
percentages (16.67% and 7.56% for General Members, respectively). The remaining
balance, including any “extra” funds in the Employee’s SPSP-H employer contribution
account used to reduce the City’s liability, was then allocated to normal cost. This formula
was used for both represented and unrepresented Phase III Prop B employees.

3. The formula has a condition that if pre-tax SPSP-H funds (for both the employee and
employer) are less than Cheiron’s calculation of “contributions plus interest,” then the
allocation between normal cost, COLA, and SS changes and “borrows” funds from after-tax
SPSP-H transfers.

Although the formulas may be appropriate, the underlying logic has no documented
rationalization or authorization from Management. Formulas that are not supported with
detailed documentation, which validate and authorize reasonableness, increases the risk of
inconsistencies or errors.

B. One Member had after-tax SPSP-H funds transferred, however, SDCERS did not allocate any
funds to after-tax normal cost, COLA or SS. Management believes this was a manual error and
was an anomaly.

RECOMMENDATIONS:

A. 1. SDCERS BA should analyze the Prop B Phase III population by dividing it between similarly
situated employees (e.g. represented versus unrepresented, paid entirely with SPSP-H versus not,
etc.) and then determine the most appropriate way to allocate the funds between pre and after-tax
normal, COLA and SS. SDCERS BA should consider down-the-line impacts (e.g. benefit
calculations) and seek Legal/Tax Counsel advice when conducting the analysis to ensure
compliance with the MC and Tax Code. Materiality may also be considered. Document the
reason you will construct the formulas the way they will be constructed, why it’s reasonable to
do so (e.g. to ensure compliance with MC or Tax Code or the end-result is materially correct),
and then seek management review and approval. Note, this analysis may result in the formulas
remaining unchanged.

11. SDCERS BA should revise formulas based on the outcome of Recommendation 1A above, as
necessary, to ensure they reflect the documented and approved methodology. Apply formula
modifications to both Phase II and Phase III spreadsheets since the same spreadsheet was used
for both phases and then re-upload into IRIS. Ensure the spreadsheet’s results are reviewed for
reasonableness by a supervisor prior to input into IRIS.

B. SDCERS BA should correct the Member’s record and determine if others exist. When applicable,
others should be corrected as well.




MANAGEMENT OWNER FOR 1A: SDCERS BA

MANAGEMENT’S RESPONSE TO 1A: Agree. Staff will analyze the Prop B Phase I1I
population by dividing it between similarly situated employees and then will determine the most
appropriate way to allocate the funds between pre and after-tax normal, COLA and SS.
MANAGEMENT’S ESTIMATED COMPLETION DATE FOR 1A: As expeditiously as
possible, but no later than December 2025.

RECOMMENDATION 1B HAS BEEN COMPLETED. The member’s allocation was corrected
in IRIS. SDCERS BA asserted they reviewed other members and determined there were no similar
errors.




Finding #2: Errors Relating to Members with Represented and Unrepresented Time

A. City RM discovered five out of five Prop B Phase III employees who worked while
represented and unrepresented had too much of their unrepresented SPSP-H funds used to
pay for represented time.!

B. Three of these same five Prop B Phase III employees originally paid in excess of Cheiron’s
calculated “actuarial liability” amounts and therefore needed refunds. This resulted in City
RM’s revision of two of the original pre and after-tax calculations, which were not reflected
in IRIS.

Priority Rating: Low

BACKGROUND
Although not specified in MC §24.1315, which is the section that applies to purchasing service for
Phase III Prop B Employees, MC §24.1313(h), which is the section that applies to purchasing service
for Phase II Prop B Employees, indicates the following:
The System will separately account for the portion of the transferred amounts attributable to
pre-tax contributions and the portion attributable to after-tax contributions and earnings on
that portion based on information provided by the City of its designee in connection with the
transfer.

MC §24.1315 indicates the following:

(b) The Actuary will calculate the actuarial liability, or cost, to purchase the Service Credit and
the Normal, Surviving Spouse, and Cost-of-Living Annuity Contributions the Member would
have made, plus annual interest at the System’s assumed actuarial rate of return.

(1) For each employee described in subsection (a) above who, during Prop B, was represented
by the San Diego Municipal Employees’ Association; Local 127, American Federation of
State, County and Municipal Employees, AFL-CIO; the Deputy City Attorneys
Association; or the San Diego City Firefighters Local 145, IAFF, the Member’s share of
the liability is the Normal, Surviving Spouse, and Cost-of-Living Annuity Contributions
the Member would have made, plus annual interest at the System’s assumed actuarial
rate of return, for the periods the Member worked in a standard hour position
described in subsection (a) above, while they were represented. [emphasis added]

(2) For each employee described in subsection (a) above who, during Prop B, was represented
by the San Diego Municipal Employees’ Association; Local 127, American Federation of
State, County and Municipal Employees, AFL-CIO; the Deputy City Attorneys
Association; or the San Diego City Firefighters Local 145, IAFF, the City’s share of the
liability payable by the Member will be determined based on the amount in the
separated employee’s SPSP-H employer contribution account on the date of their
separation from employment, plus all investment earnings (actual or assumed) after
separation from City employment, for the periods the Member worked in a standard
hour position described in subsection (a) above, while they were represented. The

' To be clear, as mentioned in the “Scope Exclusions” section above, the completeness and accuracy of employee’s
SPSP-H accounts and any resulting transfers from SPSP-H accounts are out of scope, but since the City discovered this
during this audit, it has been reported.
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balance of the liability after the Member’s share, as described in (1) and (2), will be
the City’s share. [emphasis added]

(3) For each employee described in subsection (a) above who, during Prop B, was not
represented by the San Diego Municipal Employees’ Association; Local 127, American
Federation of State, County and Municipal Employees, AFL-CIO; the Deputy City
Attorneys Association; or the San Diego City Firefighters Local 145, IAFF, the Member’s
share of the liability for the Service Credit will be the full liability. [emphasis added]

For employees who had represented and unrepresented time (“intermingled”), Cheiron provided two
calculations for represented and two calculations for unrepresented time: “contributions plus interest”
and “actuarial liability.” For these “intermingled” employees, City RM had detailed calculations
including how much pre and after-tax amounts by represented or unrepresented time were transferred
from SPSP-H accounts to SDCERS. The calculations are complicated for these Members since there
are many calculations for each of the five employees.?

FINDINGS & RISK STATEMENT:

A. City RM discovered five out of five Prop B Phase III employees who worked while represented
and unrepresented had too much of their unrepresented SPSP-H funds used to pay for represented
time worked.

B. Three of these same five Prop B Phase III employees originally paid in excess of Cheiron’s
calculated “actuarial liability” amounts and therefore needed refunds. This resulted in City RM’s
revision of two of the original pre and after-tax allocations, which were not reflected in IRIS.?

Complex calculations and accounts requiring refunds increase the risk of error.

RECOMMENDATION:

City RM should correct the five Members with overpayments and communicate resulting allocation
information to SDCERS BA Division. City RM should develop a process for handling employees
who have represented and unrepresented time, in the event they can purchase their time at a later date.
Include within the process Management review of calculations and ensure the process includes
communicating allocation information to SDCERS’ BA Division.

MANAGEMENT OWNER: City RM

MANAGEMENT’S RESPONSE: Agree. City RM, in coordination with SDCERS and Principal,
is in the process of correcting the five Members and has communicated resulting allocation
information to SDCERS. City RM has developed a process for handling employees who have
represented and unrepresented time which will include allocating the SPSP-H balances across

represented and unrepresented based on dates of represented employment.
MANAGEMENT’S ESTIMATED COMPLETION DATE FOR: December 2024

2 Only five Prop B Phase 11 City Employees are included in the population at this time.

3 Two non-“intermingled” Members also had SPSP-H funds in excess of Cheiron’s actuarial liability calculation
transferred to SDCERS. One of the two had a similar impact as 2B above: the pre and after-tax allocation amounts
were changed by RM, but these changes were not reflected in IRIS.
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Finding #3: Blended Members’ Contribution Age in IRIS Was Not Adjusted after Phase I11
Prop B Time Was Purchased

Two Phase III Prop B Employees purchased their Phase I1I service credit and also had service
credit with the San Diego County Regional Airport Authority (e.g. they are Blended Members).
However, the Employees’ contribution age was not adjusted in IRIS to reflect the impact of the
Phase III service credit purchase.

Priority Rating: Low

BACKGROUND:
MC §24.1315 indicates the following:
Each employee initially hired by the Cizy on or after July 20, 2012, but before July 10, 2021, who:
(1) separated from City employment before July 9, 2022, and was not employed by the City
on July 9, 2022, or
(2) separated from City employment before July 9, 2022, was not working for the City on July
9, 2022, and was rehired on or after July 9, 2022, or
(3) was not in a position eligible for membership on July 8, 2022, and subsequently separate
from City employment without ever becoming eligible for membership
May purchase Service Credit for the full period of service when they were working in a standard hour
position on or after July 20, 2012, through July 8, 2022 (“Prop B”), as provided in this section.
Essentially, MC §24.1315 allows terminated City Employees to purchase service credit for the period
when Prop B was in effect while they were actively employed at the City.

SDCERS Board Rule 4.70 Contribution Age Adjustments indicates:

(a) An Airport Member's current contribution age shall be adjusted when the Member completes

a repayment of refunded contributions. The contribution age shall be adjusted as follows:
1) Where the Member has not had a break in service with the City or participating public
agency: To the age at the Member’s original date of employment in a position eligible for
membership.
2) Where the Member has had a break in service with the City or participating public
agency: The Member’s contribution age shall be based upon an adjusted age at entry,
comprised of the Member’s original age at entry in SDCERS, plus an age adjustment equal
to the period of time the Member was inactive.
3) Except as provided in Board Rule 4.41(e), SDCERS shall adjust the Member’s
contribution age at the beginning of the first full pay period after the Member completes
their PSC contract.

(b) A Member’s contribution age shall be adjusted when a Member purchases service credit under

Board Rule 4.05. The contribution age shall be adjusted as follows:
1) Contracts requested within 60 days of the Member’s first contribution to SDCERS — the
contribution rate shall be adjusted retroactive to the first contribution date as if the purchase
had been completed.
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FINDING & RISK STATEMENT:

Two Phase III Prop B Employees purchased their Phase III service credit and also had service credit
with the San Diego County Regional Airport Authority (e.g. they are Blended Members). However,
the Employee’s contribution age was not adjusted in IRIS to reflect the impact of the Phase III service
credit purchase.

Not analyzing blended memberships impacted by Phase III of Prop B increases the risk that
contribution age and membership tiers are incorrect.

RECOMMENDATIONS:

A. SDCERS BA should analyze data available in IRIS to ensure all Blended Members affected by
Phase III of Prop are identified. Review account details in IRIS to ensure the contribution age
and membership tier is correct. SDCERS BA should consider other circumstances where Phase
III purchase service contracts may impact contribution age and membership tier and correct
accounts, where necessary.

B. SDCERS BA should implement a process to ensure any Phase III Prop B Employees who
purchase time outside the purchase window offered by the City in 2024 are analyzed for effects
on contribution age and membership tiers.

RECOMMENDATION 3A HAS BEEN COMPLETED. The two Blended Members had their
contribution age and membership tier corrected within IRIS. SDCERS BA asserted they considered
other circumstances where Phase III purchase service contracts impact contribution age and
membership tiers.

RECOMMENDATION 3B HAS BEEN COMPLETED. SDCERS BA has a process in place to
review entry-age and membership tier when a Member purchases service credit.
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Finding #4: Service Credit Purchased Under MC §24.1315 When It Should Not Have Been

One employee purchased Prop B Service Credit under MC §24.1315 when the employee was not
eligible to do so.

Priority Rating: Low

BACKGROUND:

MC §24.0104(j) indicates the following:
Except as provided in subsection (k), or a police recruit, or a sworn officer in the City’s Police
Department, each salaried, classified and unclassified employee initially hired by the City on or
after July 20, 2012, but before July 10, 2021, who is employed by the City, but is either not on
the City’s active payroll or is working in a non-standard hour position on July 8, 2022, must
join the System when they return to the City’s active payroll in a standard hour position
[emphasis added]. As provided in section 24.1313, upon joining the System the Member must
purchase Service Credit by way of a trustee-to-trustee transfer. In addition, as provided in section

24.1314, the Member may purchase Service Credit for periods not purchased under section
24.1313.

MC §24.1315 indicates the following:
Each employee initially hired by the City on or after July 20, 20212, but before July 10, 2021, who:
(1) separated from City employment before July 9, 2022, and was not employed by the City

on July 9, 2022, or

(2) separated from City employment before July 9, 2022, was not working for the City on July

9, 2022, and was rehired on or after July 9, 2022, or

(3) was not in a position eligible for membership on July 8, 2022, and subsequently separate
from City employment without ever becoming eligible for membership

May purchase Service Credit for the full period of service when they were working in a standard
hour position on or after July 20, 2012, through July 8, 2022 (“Prop B”), as provided in this
section.

One employee falls under the circumstances described in MC §24.0104(j), but terminated shortly
after July 8, 2022. This employee doesn’t specifically fall under MC §24.1315 since the employee
did not separate before July 8, 2022 and was in a position eligible for membership as of July 8§, 2022.
Funds were transferred to purchase service credit for the employee’s Prop B time under MC
§24.1315.

FINDING & RISK STATEMENT:
One employee purchased Prop B Service Credit under MC §24.1315 when the employee was not
eligible to do so.

Note that municipal code changes and labor union negotiations for Prop B employees who were
inactive as of July 9, 2022, and then terminated, are being monitored in association with Finding 1B
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from the Proposition B Unwinding Audit — Newhires, Active Employees, and Rehires After July 8,
2022.

Non-compliance with the MC increases the risk that contributions will need to be refunded.

RECOMMENDATION:

City RM should conduct research to determine if any others in similar situations were erroneously
offered to purchase time under MC §24.1315. Rectify the error for this employee and for any
others found while conducting research.

MANAGEMENT OWNER: City RM

MANAGEMENT’S RESPONSE: Agree. City RM has analyzed the employees included in Phase
3 of the unwinding of Prop B and found no other employees that fall under the circumstances
described in MC §24.0104(j) but terminated after July 8, 2022. The City will work to ensure the
impacted employee has the correct service credit calculation.

MANAGEMENT’S ESTIMATED COMPLETION DATE: June 2025
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INHERENT LIMITATIONS

Because of the inherent limitations of internal controls and because samples were selected, errors or
irregularities may occur and may not be detected. Also, projections of any evaluation of the internal
control structure to future periods are subject to the risk that procedures may become inadequate
due to changes in conditions, or that the degree of compliance with the procedures may deteriorate.

CONCLUSION

I have concluded work on the Proposition B Unwinding Audit over Terminated Employees. Based
on the audit work performed, I have determined the following strengths:
e Carefully crafting communications to impacted, former employees.
e Working together across multiple City Divisions, including RM, Payroll and City Attorney.
e Successfully enrolling approximately 200 terminated Prop B Employees into SDCERS.

However, there were four findings that need to be addressed. Implementation of the six associated

recommendations contained in this Audit Report should assist the City and SDCERS in improving
the Prop B Unwinding Process.
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APPENDIX A - AUDIT OBJECTIVES, SCOPE & METHODOLOGY

AUDIT OBJECTIVES

The objectives of the audit were to evaluate controls used to unwind certain aspects of Prop B and
to verify the completeness and accuracy of associated transactions. “Certain” is used deliberately to
clarify this audit is not all encompassing.

AUDIT SCOPE & METHODOLOGY

The scope of the audit included payroll reporting, other reporting and member enrollment of
terminated Prop B Employees. The scope period for the audit was January 2024 through
September 2024 and included employees initially hired while the plan was closed and who
terminated prior to being offered the option to purchase their Prop B time.

The following methods were used:
» Obtained general background information (number of documents handled, dollars and source of
funding, number of employees, etc.) regarding the process being audited.

» Obtained Board Policies/Plan Documents/Trust Documents over the process being audited.

» Obtained any written policies and procedures utilized by staff to process transactions in the area
being audited. If available, reviewed the policies and procedures to determine if they were
adequate and to determine if they accurately reflected the current procedures used to process
transactions.

» Obtained other documentation, such as brochures, financial statements, Actuary Reports, that
were helpful in gaining a better understanding of the processes.

» Walkthrough transactions subject to auditing, including correlating controls. This includes
interviewing staff responsible for processing transactions within scope to ascertain what job
duties they perform, records they have access to, and authorization they have in order to
determine if there are any issues that should be addressed.

» Create a MasterList of all Prop B Employees: Determine the first employee ID associated with
a hire-date of July 20, 2012 and the last employee ID associated with a hire-date of July 9, 2021
(e.g. Prop B Employees). Sequentially number the employee ID’s in between the two employee
ID’s identified above to obtain a complete population of employees hired during Prop B.

Obtain data queries from the City's RM Department in order to analyze these potential Prop B
Employees. Data queries included information such as the employee ID, employee name,
employee original hire date, their position on hire date, their employee group on hire date (e.g.
no standard hour position or full-time), their subarea on hire date (e.g. their Union), any
organizational reassignments, any terminations and any rehires. Analyze the data and
determine:




Whether any employees were erroneously excluded from the Prop B Phase III population.
Error rates under 5% were not investigated.

Whether any employees were erroneously included in the Prop B Phase III population. Error
rates under 5% were not investigated.

» Obtain a population of terminated Prop B Employees who were sent a Memo from the City’s
RM Department. Ask for support of the decision to enter SDCERS from the City’s RM.
Analyze the data received from RM.

» Obtain population from BA of terminated Prop B Employees who opted to purchase their time
(confirm the completeness/accuracy of the population with RM). Select samples (e.g. employee
and PPE) and then carry forward pensionable salary information provided by the City
Department of Finance (DOF) to SDCERS. Recalculate pensionable salary based on data within
SAP for the pay-period selected for the employee selected and compare the recalculation to the
amounts provided by DOF. Differences less than 1% of pensionable salary were accepted.

» Carry forward samples selected for testing payroll reporting. Carry forward the associated
selection’s Cheiron calculation of "member contributions plus interest" and other key-data
points. Test for the following:

Compare the years of service per Cheiron versus calculated per audit to ensure accuracy.
Differences less than 5% were accepted.

Agree the service credit amount per audit into IRIS to ensure accurately input.

Agree the gaps in service credit and whether the time is purchasable per audit into IRIS to
ensure accurately input.

Compare Cheiron's calculation of "member contributions plus interest" to the calculation per
Audit. Differences less than 5% of Cheiron’s calculation were accepted.

» Obtain a list of payments made to SDCERS, by employee, from RM. Carry forward Cheiron's
calculations, SDCERS Finance data, and SDCERS BA data regarding allocating costs between
normal cost, COLA and SS. Compare/analyze the data to determine the following:

For represented employees: SPSP-H employee amount transferred < "member contributions
plus interest."

For represented employees: SPSP-H employer amount transferred < "Actuarial Liability"
Less "member contributions plus interest."

For represented employees: amount transferred < "Actuarial Liability."
For unrepresented employees: amount transferred = "Actuarial Liability."
Pre and after-tax allocations between Normal Cost, COLA and SS are reasonable.

» Obtain a reasonable population of employees who moved between City and APA and City and
UPD Plans. Determine which Members also purchased time during Phase III. Select a sample
and calculate the entry age per audit and determine which Plan the Member should be in. Test
to ensure:

The Plan the Member transferred to is appropriate
The Entry Age is appropriate




» Run a query from IRIS of those with incoming reciprocal time for the period from 6/1/2012
through 7/8/2021. Determine which Members with incoming reciprocity also purchased Prop B
Phase III time. Select a sample and calculate the entry age per audit and determine which Plan
the Member should be in. Test to ensure:

e The Plan the Member transferred to is appropriate
e The Entry Age is appropriate.

This audit was conducted in conformance with the International Standards for the Professional
Practice of Internal Auditing. Those standards require that Internal Audit plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable basis for the findings and
conclusions based on the audit objectives. Internal Audit believes the evidence obtained provides a
reasonable basis for the findings and recommendations.






