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INTRODUCTION

BACKGROUND

Every two weeks, the San Diego Unified Port District (District) transmits to the San Diego City
Employees’ Retirement System (SDCERS) a file that contains approximately 10,000 pieces of
information on approximately 600 Members. The information includes Member name, pensionable
salary, Member contributions, class of employee, and Member date of birth. The transmittal file
updates each Member’s data contained within SDCERS’ pension administration system, IRIS.
Member data is used by SDCERS to determine items such as service retirement eligibility, monthly
base salary for benefits, benefit formula, and death benefits. Collectively, the underlying member
data is referred to as “census data.”

San Diego Unified Port District— Membership Total
Valuation as of: June 30, 2024 June 30, 2023
Active Counts 428 361
Terminated Vested 274 281
Disabled 55 55
Retirees' 548 528
Beneficiaries 92 88
Total Members 1,397 1,313
Active Member Payroll $52,110,334 $43,439,029
Average Pay Per Active $121,753 $120,330
Benefits in Pay Status $37,792,536 $35,306,006
Average Benefit $54,378 $52,617

Source: SDCERS — San Diego Unified Port District Actuarial Valuation Report as of June 30, 2024

The District has eight (8) Plan tiers. Classic Members are those that were Members before the

Public Employees' Pension Reform Act (PEPRA) was in place, or before January 1, 2013. See the

following table for details.

Plan Name (Classic) Plan Name (PEPRA)
Executive Safety PEPRA

General Miscellaneous PEPRA*
Safety General 2024%%*

Safety 2010

General Miscellancous

effective September 20, 2024.

* The District amended this Plan to eliminate the 5-year waiting period,

** The District created this new Plan as of January 1, 2024.

! Includes DROP participants.




The objective of the audit was to determine whether the District complied with applicable sections
of their Plan Document, PEPRA, and SDCERS’ Board Policies, and to validate reliability and
integrity of census data.

The District has procedures in place to ensure reliability and integrity of census data reported to
SDCERS. Strengths identified during the audit period from July 1, 2023 through June 30, 20242
include:
e Correctly reporting to SDCERS date of birth, gender, date of hire, date of membership, plan
code, service period and member entry age of all employees randomly tested.
e Correctly establishing or not establishing membership for all tested employees.

SUMMARIZED FINDINGS

Many tasks are working effectively, however, the following findings were identified and should be
addressed.

Outstanding Recommendations — High Ranking

Although significant progress has been made, including recent implementation of 14
recommendations, the District collectively has five (5) outstanding recommendations relating to the
Retirement Benefit Calculations & Setup Audit issued in August 2015, the Plan Sponsor
Contribution and Reporting Audit issued in July 2016, the Plan Sponsor Contribution and Reporting
Audit issued in July 2019, and the Plan Sponsor Contribution and Reporting Audit issued in
February 2022.

Overstatement of Differential/Premium Wage Types When Working more than 80 Hours —
Low Priority Rating
Testing found when employees worked overtime, accrued compensatory time, or worked more than

80 “Regular” hours and earned differential/premium wage types, pensionable salary was overstated
for the excess hours associated with the differential/premium wage type.

Various Pensionable Salary Under or Overstatements — L.ow Priority Rating

In unique circumstances involving “Holiday Pay in Lieu”, Classic Safety Members who take time
off from a scheduled workday that falls on a holiday may have pensionable salary understated.
Also, one PEPRA Member incurred “Narcotics TF” pay which was erroneously reported as
pensionable. Finally, one Classic Member incurred “Lead Diver Admin” pay that was erroneously

not reported as pensionable salary.

2 The audit period was from July 1, 2023 through June 30, 2024 with the exception of testing the PEPRA Cap for
“General 2024” Members and testing 1099°d employees to determine if any were rehired retirees, where the scope
period ended December 31, 2024. One other exception was testing the entry date for “Miscellaneous PEPRA”
Members; the scope period ended September 20, 2024,




Missing Evidence for Rehired Retirees — Low Priority Rating
Three out of four rehired retirees tested were missing evidence they were needed for an emergency

or had skills needed to perform work of limited duration, and were missing evidence they did not
accept unemployment insurance within the last 12 months.

ENGAGEMENT CONCLUSION

Considering the significance of these findings in the aggregate, the area subject to auditing is
partially satisfactory.

sk sk sk skook sk

This report contains seven recommendations to District Management who agrees with the
recommendations and their comments are included within each, respective finding.

Internal Audit would like to thank the District and SDCERS for their assistance during the audit.
The information in this report is intended solely for the use of the District, SDCERS’ Audit

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

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.

ENGAGEMENT CONCLUSION RATING PROCESS

To assist management in its evaluation, the engagement has been assigned an engagement
conclusion. This conclusion summarizes the audit results relative to the audit’s objectives as well
as management’s objectives and provides a summary assessment of the overall significance of the
aggregated engagement findings. It also includes the internal auditor’s judgement regarding the
effectiveness of the governance, risk management, and/or control processes of the activity under
review. The engagement conclusion is assessed as satisfactory, partially satisfactory, opportunities
for improvement or unsatisfactory using these general guidelines:

e Satisfactory - No findings or a limited number of minor findings.




Partially satisfactory - Limited number of minor findings with no more than one High finding.
Opportunities for Improvement - Multiple minor findings with at least one High finding.
Unsatisfactory - Multiple minor findings with at least two High ranked findings.




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: Outstanding Recommendations

Priority Rating: High

BACKGROUND
The District has worked diligently over the last several years to remediate their outstanding
recommendations. After the Plan Sponsor Contribution and Reporting Audit Report was issued in
February 22, the District had 19 recommendations outstanding. Error correction recommendations
were remediated in early 2025, which reduced the 19 outstanding recommendations to five (5).

FINDING & RISK STATEMENT
Although significant progress has been made, the District collectively has five (5) outstanding
recommendations relating to the Retirement Benefit Calculations & Setup Audit issued in August
2015, the Plan Sponsor Contribution and Reporting Audit issued in July 2016, the Plan Sponsor
Contribution and Reporting Audit issued in July 2019, and the Plan Sponsor Contribution and
Reporting Audit issued in February 2022. The five (5) outstanding recommendations can be
summarized into two categories:
1. Plan Document Updates
2. Memorandum of Understanding (MOU) Updates

The specific report reference and summarized recommendation by category is as follows:

(originally issued in 2016)

Category Report Reference Summarized Recommendation
A. Plan Retirement Benefit Amend §302(h) of the Retirement Plan to the correct
Document Calculations &  Set-up dates.
Updates Audit  #10  (originally
issued in 2015)
Plan Sponsor Contribution The District should remove the phrase in the Plan
& Reporting Audit #1.6¢ regarding the COL Contributions that states, “which
(originally issued in 2016) are used to fund the Member’s or Miscellaneous
Member’s share of the COLA Program.”
Plan Sponsor Contribution The District should clarify the Plan Document to
& Reporting Audit #2a address how to calculate Deferred Retirement Option
(originally issued in 2022) Plan (DROP) contributions when a DROP participant
works less than 80 hours during a pay period or uses a
non-pensionable wage type resulting in less than the
DROP participant’s normal Base Compensation.
B. MOU Plan Sponsor Contribution The non-safety District’s MOUSs should be updated to
Updates & Reporting Audit #1.3 include the terms of the PEPRA.




Category Report Reference Summarized Recommendation

e Plan Sponsor Contribution | ¢ The non-safety District’s MOUs should be updated to
& Reporting Audit #4b reflect how “Holiday Pay” should be treated for
(originally issued in 2019) PEPRA Members.

Outstanding recommendations expose the District to reputational risk, non-compliance risk and risk
of errors.

RECOMMENDATIONS

A. District Management should map out remediation efforts by Plan Document updates to ensure
feasible implementation deadlines are provided and then calendar the due dates to ensure they
are not surpassed.

B. District Management should map out remediation efforts by MOU updates to ensure feasible
implementation deadlines are provided and then calendar the due dates to ensure they are not
surpassed.

MANAGEMENT OWNER #1: District Management

MANAGEMENT’S RESPONSE TO #1A: Following the prior audit findings, and per
conversations with SDCERS staff, District staff developed a draft restated plan document,
submitted the draft to SDCERS staff for feedback, and was working on an updated version based on
that feedback in 2021. In late 2021, District management began exploring potential changes to the
District's plan based on employee feedback as well as recruitment and retention challenges related
to the Miscellaneous PEPRA plan. Internal discussions, employee meetings, and discussions with
the District's bargaining units took place into 2023. Because the District was evaluating significant
changes to the plan, the draft document was put on hold until final plan changes were in place. The
end result was that the District implemented the standard PEPRA formula for new hires and
prospectively modified the Miscellaneous PEPRA tier for existing employees. The latter change
required approval from the California state legislature. The Port worked with its legislative
consultants and local state Senate representatives to initiate a bill seeking that approval. The new
General 2024 tier was implemented in January 2024 to provide the standard PEPRA 2% @62 plan
for new hires (Amendment 8), and approval of the existing plan modification was granted under
California Senate Bill 962 in May 2024 and the changes were implemented effective September
2024 (Amendment 9). These changes have been incorporated into a revised draft plan document
that is now under review and expected to be completed by early 2026.

MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #1A: February 2026

MANAGEMENT’S RESPONSE TO #1B: The District's current Memorandums of
Understanding (MOUs) with Teamsters Local 911 are in place with a term of October 1, 2022
through September 30, 2026. There were limited opportunities to open a discussion of retirement
plan language in prior MOUs until the recent plan changes began to be reviewed after the current




MOU was in place. Language updates may be discussed in upcoming negotiations in summer of
2026. It should be noted the District cannot unilaterally update or amend MOU language, nor does
the MOU belong solely to the District. The MOU and its language are agreed upon by both the
District and Teamsters, who serve as representatives of the employee bargaining units.

MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #1B: September 2026




Finding #2: Overstatement of Differential/Premium Wage Types When Working >80 Hours

Priority Rating: Low

BACKGROUND

The District’s Plan Document defines “Base Compensation’ as the wages the UPD pays its
employees, which are used to calculate the Participant’s Normal, COL and Surviving Spouse or
Domestic Partner Contributions. Base Compensation is defined in the salary ordinance enacted by
the Port Commissioners from time to time. The UPD will provide to the Administrator a copy of
any resolution or ordinance approved by the Port Commissioners that amends the definition of
“Base Compensation.”

The District’s Salary Ordinance (SO) indicates the following are pensionable (“Yes”) versus non-
pensionable (“No”) by Member-type:

Pay [Wage] Type Classic Members as New Members as
defined by PEPRA defined by PEPRA

Bilingual Yes Yes
Compensatory Time Yes Yes
Educational Incentive Yes Yes
Evening Premium Pay Yes Yes
Field Training Officer Yes No

Harbor Police Administrative Assignment Yes Yes*
Holiday Premium Yes No

Maritime Tactical Team Yes No

Night Premium Pay Yes Yes
Longevity Pay Yes Yes
Overtime No No

Regular Time Yes Yes

“Overtime” Wage Type

The District’s Memorandums of Understanding with their various Unions (Teamsters Local 911 -
Non-Sworn Safety Professional, Teamsters Local 911 - Non-Sworn Safety Professional, Teamsters
Local 911 - Service, Maintenance, Operations and Crafts Unit, Teamsters Local 911 - Public,
Professional & Medical Employee Union - Supervisory Unit, and San Diego Harbor Police Officers
Association) indicate parameters over overtime pay. Furthermore, the SO includes overtime
information such as, “Eligibility for extra overtime compensation is established and shall be
allowed only in accordance with the Fair Labor Standards Act (FLSA) status unless otherwise
required by law.”

“Compensatory Time” Wage Type
The District’s Memorandum of Understanding (MOU) with the San Diego Harbor Police Officers
Association (POA) includes the following language:

3 “Base Compensation” will be referred to as “pensionable salary” throughout this audit report.
4 District Management indicated this should say “No.”




Section 2. Overtime Compensation
a.  Compensatory Time Off

Effective October 1, 2023, overtime compensation shall be payable to Employees in cash or in
compensatory time off, at the election of the Employee. Determination of pay or compensatory
time off for overtime shall be made by an Employee at the conclusion of the overtime worked
but no later than the end of the pay period. The District reserves the right to pay cash rather than
compensatory time to an Employee for overtime worked. Employees are allowed a maximum
bank of 20 hours of compensatory time off. Any compensatory time off remaining in an
Employee's bank will not be carried over to the following year and will be paid in cash.

When Police Officers earn compensatory time, it is reported as “Compensatory Time Accrued” on
the employee’s paycheck with the associated hours earned; a dollar value is not included (e.g.,
similar to vacation hours earned). When the compensatory time is used, it is reported as
“Compensatory Time Off” on the employee’s pay-check with the associated hours used and a dollar
value.

Dispatchers

Dispatchers sometimes work greater than 80 “Regular” hours in a given pay-period. This is
because Dispatchers have alternative work schedules that do not coincide exactly with pay period
schedules (e.g., Wednesday through Wednesday versus Friday through Thursday, respectively).
The District had a finding in the Plan Sponsor Contribution & Reporting Audit issued in July 2019
relating to overstating pensionable salary when a Dispatcher worked more than 80 “Regular” hours.
This was rectified by the District to report only 80 “Regular” hours as pensionable.

FINDINGS & RISK STATEMENT

A. District Management Identified: One employee tested out of 25 had differential/premium
wage types associated with overtime erroneously reported as pensionable (e.g., pensionable
salary was overstated). Overtime is not pensionable for either Classic or PEPRA Members;
therefore, funds associated with the overtime are not pensionable either. See specific Classic
Member example in the following table:

Wage Type Pensionab}e Pensionab.le Difference
(abbreviated per Audif) Hours Amount Compensation Compensaflon Over/
Reported Per Audit (Under)
Regular 80 $4.964 $4.964 $4.964
Overtime 4 433
Longevity Pay 80 248 248 248
Educational Incentive 1 254 254 254
Special Assign Pos** 84 168 168 *160 8
MarTac Assign 84 168 168 *160 8
Total $5,802 $5,786 $16
* Calculated as $2.00*80 hours only, since 4 hours are associated with overtime.
** District Management indicated this falls under “Harbor Police Administrative Assignment” Pay [Wage] Type in
the SO.




To provide context, the District provided information summarizing the overall likelihood and
impact: From January 1, 2020 to April 3, 2025, approximately 1,700 transactions occurred
amounting to ~$72,074 in overreporting.

. District Management Identified: One employee tested out of 25 and another employee tested
out of 10 had differential/premium wage types associated with compensatory time erroneously
reported as pensionable (e.g., pensionable salary was overstated). See specific PEPRA Member
example in the following table:

Wage Type Pensionab}e Pensionab'le Difference
bR e A Hours Amount Compensation Compensaflon Over/
Reported Per Audit (Under)
Regular 70 $4,217 $4,217 $4,217
Overtime 29 3,286
Holiday Premium 27.75 858
Sick Pay 10 602 602 602
Evening Shift Premium *83.5 134 134 *#128 6
Educational Incentive 1 208 208 208
Field Training Officer 71.25 428 428 428
Compensatory Time Accrued 3.5 0
Total $5,589 $5,583 $6
*Hours calculated as 80 plus 3.5 of compensatory time, or 83.5.
** Calculated as $1.60*80 hours, since 3.5 hours are associated with comp time/overtime.

To provide context, the District provided information summarizing the overall likelihood and
impact: From October 1, 2023 to May 2025, approximately 990 transactions occurred
amounting to ~$12,700 in overreporting.

. Dispatchers sometimes work greater than 80 “Regular” hours in a given pay-period due to their
unique schedules. One Dispatcher tested out of five who worked greater than 80 “Regular”
hours and differential/premium pay hours that were greater than 80 hours as well. The pay in
excess of 80 hours was reported as pensionable when it should not have been. See illustrative
example in the following table:

Pensionable Pensionable Difference
Wage Type q Compensation Compensation Over/
(UGN Eo e AT Reported Per Audit (Under)
Regular 100 $5,186 $4,149 *$4,149
Overtime 8 671
Holiday Premium 24 659 659 659
Bilingual 100 130 130 **104 26
Shift Premium 100 175 175 *E%140 35
Total $5,113 $5,052 $61
* Calculated as hourly rate, or $51.86, *80 hours.
** Calculated as 2.5% times the hourly rate times 80 hours, or $1.30*80 hours.
*#% Calculated as $1.75*80 hours.

To provide context, one payroll report was reviewed and only one employee had greater than 80
“Regular” hours out of ~600 employees and also had greater than 80 hours of
differential/premium pay (.16%).
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Misstated pensionable salary increases the risk of misstating the Member’s high one-year or three-
year salary calculation as well as the Member’s calculated contributions.

RECOMMENDATIONS

A. The District should determine the root cause of these errors (e.g., overstatement of certain
differential/premium pay when overtime occurs, compensatory time is accrued or when
Dispatchers work greater than 80 hours) and rectify. The Salary Ordinance should be updated
as needed.

B. The District should determine which employee data was incorrectly reported to SDCERS and
communicate to SDCERS the Member accounts requiring correction.

MANAGEMENT OWNER #2: District Management

MANAGEMENT’S RESPONSE TO #2A: The District agrees with the findings and will research
and implement updates to payroll system configuration, as well as implement revisions to the
Salary Ordinance. The finding related to Compensatory Time Off for Harbor Police Officers dates
to the implementation of that provision in October 2023. In regard to Public Safety Dispatchers,
they work a schedule based on 12-hour shifts in which workweeks for calculating overtime pay
overlap different pay periods in the District's payroll schedule. As a result, amounts of regular and
overtime hours correctly vary from one pay period to another and pensionable salary reporting for
dispatchers has been an ongoing challenge. The District significantly reconfigured pensionable
salary calculations for this group in response to the prior audit, but some challenges remain.

MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #2A: December 2025

MANAGEMENT’S RESPONSE TO #2B: The District agrees with the finding and will
implement updates to payroll system configuration and corrections to prior data.

MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #2B: December 2025
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Finding #3: Various Pensionable Salary Under or Overstatements

Priority Rating: Low

BACKGROUND

The District’s Plan Document defines “Base Compensation”> as the wages the UPD pays its
employees, which are used to calculate the Participant’s Normal, COL and Surviving Spouse or
Domestic Partner Contributions. Base Compensation is defined in the salary ordinance enacted by
the Port Commissioners from time to time. The UPD will provide to the Administrator a copy of any
resolution or ordinance approved by the Port Commissioners that amends the definition of “Base
Compensation.”

The District’s Salary Ordinance (SO) indicates the following are pensionable (“Yes”) versus non-
pensionable (“No”) by Member-type:

Pay [Wage] Type Classic Members as New Members as
defined by PEPRA defined by PEPRA

Bilingual Yes Yes
Dive Team or Operations Yes No
Educational Incentive Yes Yes
Harbor Police Administrative Assignment Yes Yes®
Holiday Pay Yes Yes*
Holiday Pay (Harbor Police)’ Yes No
Holiday Pay — Day Off Yes No
Holiday Premium Yes No
Lead Differential Yes No
Lead Diver Yes No
Longevity Yes Yes
Overtime No No
Regular Yes Yes
*Holiday Pay for New Members as defined by PEPRA is not considered pensionable when an
employee works on the holiday and receives both paid worked time and Holiday Pay.

FINDINGS & RISK STATEMENT

A. In unique circumstances involving “Holiday Pay In Lieu,” Classic Safety Members who take
time off from a scheduled workday that falls on a holiday may have pensionable salary
understated District Management believes this results from their payroll system’s process for
evaluating whether the employee has 80 hours of base pay in the period. See specific example
in the following table:

5 “Base Compensation” will be referred to as “pensionable salary” throughout this audit report.
¢ District Management indicated this should say “No.”
7 This Pay [Wage] Type is called “Holiday Pay in Lieu” in the District’s payroll system.
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Pensionable Pensionable Difference

Wage Type . o

(abbreviated per Audit Amoont | Compeasation || Compensation | Over/
Regular 73 $6,374 **$6,985 $6,374 $611
Holiday Premium 3 150 150 150
Holiday Pay in Lieu 20 1,746 1,746 (1,746)
Bilingual 98.5 240 240 *E*227 13
Longevity Pay 93 975 975 975
Educational Incentive 1 254 254 254
Lt. Dive Ops 7 34 34 34
Compensatory Time Accrued *5.5
Total $8,638 $9,760 ($1,122)
* See Finding 2B regarding Compensatory Time Accrued. The hours should be excluded from Bilingual.
** Calculated as hourly rate times 80 hours, or $87.31*80.
*#% Calculated as (hourly rate plus longevity pay rate) times 2.5% times 80 hours, or $2.44*93 hours.

To provide context, the District provided information summarizing the likelihood and impact:
From June 2020 (implementation of “Holiday Pay In Lieu”) through May 2025 approximately
70 transactions occurred amounting to ~ $32,500 in underreporting.

B. One PEPRA Member who incurred "Narcotics TF" pay had it reported as pensionable when it
should not have been. See specific example following:

Wage Type Pensionab}e Pensionab}e Difference
e e A ) Hours Amount Compensation Compensat.lon Over/
Reported Per Audit (Under)
Regular 80 $4,502 $4,502 $4,502
Overtime 5.75 503
Holiday Pay in Lieu 10 563
Narcotics TF* 99 198 198 198
Total $4,700 $4,502 $198
* District Management indicated this falls under “Harbor Police Administrative Assignment” Pay [Wage] Type
in the SO.

To provide context, the District provided information summarizing the likelihood and impact:
From 2020 through May 2025, “Narcotics TF” has been paid to two PEPRA Members totaling
~$15,000 in overreporting.

C. One Classic Member who incurred "Lead Diver Admin" pay did not have it reported as
pensionable when it should have been. See specific example in the following table:

Wage Type Pensionab}e Pensionab}e Difference
e e AT Hours Amount Compensation Compensat'lon Over/
Reported Per Audit (Under)
Regular 68 $2,422 $2,422 $2,422
Holiday pay 10 356 356 356
Sick Pay 2 71 71 71
Holiday Pay Day Off 10 356 356 356
Lead Diver Admin 5 9 9 C)
Lead Diff 41 73 73 73
Lead Diver/GS 41 474 474 474
Diving Operations 2 22 22 22
Total $3,774 $3,783 (39)
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To provide context, the District provided information summarizing the likelihood and impact:
From 2020 through May 2025, “Lead Diver Admin” has been paid to three Classic Members
totaling ~ $1,250 in underreporting.

Misstated pensionable salary increases the risk of misstating the Member’s high one-year or three-
year salary calculation as well as the Member’s calculated contributions.

RECOMMENDATIONS

A. The District should determine the root cause of these errors (e.g. Classic Safety Members using
“Holiday Pay in Lieu” in unique circumstances, and employees who earn “Lead Diver Admin”
or “Narcotics TF” pay) and rectify. The SO should be updated as needed.

B. The District should determine which employee data was incorrectly reported to SDCERS and
communicate to SDCERS the Member accounts requiring correction.

MANAGEMENT OWNER #3: District Management

MANAGEMENT’S RESPONSE TO #3A: The District agrees with the finding and will
implement updates to payroll system configuration, as well as implement revisions to the Salary
Ordinance. In response to the prior audit, the District implemented a new Holiday Pay in Lieu wage
type and new system configuration to evaluate for reporting 80 hours of regular pay in a pay period.
This audit has identified an impact within this new configuration that occurs under very specific
circumstances (a Classic Member Harbor Police Officer is scheduled to work on a District holiday,
and takes some, but not all, of their scheduled holiday work time off).

MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #3A: December 2025

MANAGEMENT’S RESPONSE TO #3B: The District agrees with the finding and will
implement updates to payroll system configuration and corrections to prior data.

MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #3B: December 2025
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Finding #4: Missing Evidence for Rehired Retirees
Priority Rating: Low

BACKGROUND

California Government Code 7522.56 — Provisions applicable to person receiving pension benefit

from public retirement system — indicates in section (e) 1):
Notwithstanding subdivision (c), any retired person shall not be eligible to serve or be
employed by a public employer if, during the 12-month period prior to an appointment
described in this section, the retired person received any unemployment insurance
compensation arising out of prior employment subject to this section with a public employer.
A retiree shall certify in writing to the employer upon accepting an offer of employment that
he or she is in compliance with this requirement.

SDCERS “Returning to Work After Retirement Policy” indicates the following:

Members Retired from the Port (“Port Retirees™)

8. Pursuant to section 0103 of the Port’s retirement plan and Government Code section
7522.56, a Port Retiree may work for the Airport, Port, or City on a temporary basis and
continue receiving their retirement benefit if:

a. The employer determines it is necessary to employ the Port Retiree during an
emergency to prevent disruption of public business; or

b. The Port Retiree has skills needed to perform work of limited duration.

9. If paragraph 8 of this Policy is satisfied, then:

a. The Port Retiree may not work in excess of 960 hours per fiscal year for all
employers in SDCERS;

b. The Port Retiree’s pay must be within the same range as other employees
performing similar duties, consistent with Gov. Code section 7522.56(d);

c. The Port Retiree must certify in writing to their prospective employer and
SDCERS that they have not received any unemployment insurance
compensation arising out of prior employment with a public employer within the
past 12 months; and

d. The employment occurs no earlier than 180 days following the effective date of
the Port Retiree's retirement from SDCERS.

A Port Retiree working for the Airport, Port, or City shall not be eligible to participate as an
active Member in the Airport, Port, or City’s retirement plan.

FINDING & RISK STATEMENT

Three out of four rehired retirees tested were missing evidence they were needed for an emergency
or had skills needed to perform work of limited duration, and were missing evidence they did not
accept unemployment insurance within the last 12 months. District Management believes this is an
anomaly.
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Missing evidence increases the risk of errors and non-compliance with California Government
Code or policies.

RECOMMENDATION

District Management should modify the retiree rehire process to ensure appropriate documentation
is obtained in compliance with California Government Code 7522.56 and the SDCERS “Returning
to Work After Retirement Policy.”

MANAGEMENT OWNER #4: District Management

MANAGEMENT’S RESPONSE TO #4: The District agrees with the finding. In researching this
item, there are indications that District staff may have completed the necessary documentation via
electronic signature with the retired annuitants in their onboarding process, but did not properly
save and file that documentation. While three of the retired annuitants tested for the audit were
incorrect, there were other cases that were handled correctly during the fiscal year by the same staff
members. The District has since changed its electronic signature system to one that is easier to use
and easier to download and save documentation from. The District will also implement process
improvements for onboarding retired annuitants, including additional staff training, checklists,
revised materials, and approvals, to ensure the necessary requirements are met and that the
necessary documentation is acquired and filed.

MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #4: July 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

We have concluded work on the District Audit. Based on the audit work performed, we have
determined the District has many controls in place to ensure reliability and integrity of reported
contributions and pensionable salary. Implementation of the recommendations contained in this
Audit Report should assist the District in improving the reporting process.

Considering the significance of these findings in the aggregate, the area subject to auditing is
partially satisfactory.
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APPENDIX A - AUDIT OBJECTIVES, SCOPE & METHODOLOGY

AUDIT OBJECTIVES

The audit objectives were to determine whether the SDUPD complied with applicable sections of
their Plan Document, PEPRA and SDCERS’ Board Policies. In addition, to determine reliability
and integrity of census data.

AUDIT SCOPE & METHODOLOGY

The scope of this assurance engagement was for the period July 1, 2023 through June 30, 2024
(FY24) with the exception of the following:
e Testing the PEPRA Cap for “General 2024 Members was through December 31, 2024.
e Testing 1099°d employees to determine if any were rehired retirees was through December
31, 2024.
e Testing the Membership Date/entry date for “Miscellaneous PEPRA” Members was through
September 20, 2024.

The following steps were conducted to execute the audit:

» 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.

» Familiarized ourselves with departmental objectives, how they are attained, how they are
monitored and how results are determined.

» Walked through transactions subject to auditing, including correlating controls. This included
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 were any issues that should be addressed.

» Randomly selected 25 transmittal records covering pay periods that include: pay-raises (October
5, 2023) and at least one holiday (January 11, 2024) during the audit period audit period July 1,
2023 through June 30, 2024. For each selection:
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» Reviewed records to determine if the following payroll elements were reported correctly:
Member date of birth, gender, date of hire, eligible date of membership, class of employee,
plan code, date of termination, employment status, service period, Member entry age,
Member contributions, employer contributions (for Member offset only), and Code section
401(a)(17) limits (2024=$345K and 2023=$330K), and PEPRA caps (2024 = $151,446 and
2023=5$146,042).

» Compared the plan sponsor’s payroll records to SDCERS’ records to ensure pensionable
compensation reported to SDCERS is correct.

» Reviewed pay rates reported to SDCERS and reconciled to plan sponsor salary records

» Reviewed pay rates reported to SDCERS and determined if they agreed to publicly available
pay schedules (applicable for PEPRA Members only — California Government Code
7522.34(a))

Randomly selected ten General 2024 employees for testing for the pay-period ending June 27,
2024, or the last pay-period ending during the audit period July 1, 2023 through June 30, 2024.
For each selection:

» Reviewed records to determine if the following payroll elements were reported correctly:
eligible date of membership, member entry age, member contributions, employer
contributions.

» Compared the plan sponsor’s payroll records to SDCERS’ records to ensure pensionable
compensation reported to SDCERS is correct.

» Where applicable, tested to ensure Teamster’s decision to enter the General 2024 Plan was
supported.

Obtained a copy of the December 15, 2023 through December 28, 2023 and the June 14, 2024
through June 27, 2024 Port District Transmittal Files from IRIS (these pay-periods were
judgmentally selected to obtain those Members in the old PEPRA Plan, or the “Miscellaneous
PEPRA” Plan, who remained in that Plan as of June 2024). Filtered the June 27, 2024 Port
District Transmittal File to determine which employees were still Members of the
“Miscellaneous PEPRA” Plan. Tested to ensure membership date/date of entry is appropriate.

For the two pay periods selected (October 5, 2023 and January 11, 2024), determined the wage
types used the least and sub-selected employees who used those pay-codes to determine if they
were appropriately included or excluded from pensionable compensation.

For the two pay periods selected (October 5, 2023 and January 11, 2024), selected all Members
from each pay period that had partial hours reported (i.e., hours are less than 80) that were not
hired or terminated during the pay-period and determined if the Member’s pensionable
compensation was appropriate.

» Determined if SDCERS is receiving adequate information to assess the reasonableness of a
Member’s status (e.g. active or on leave) and whether the time was appropriately categorized as
purchasable or non-purchasable, where applicable, for the two pay-periods selected (October 5,
2023 and January 11, 2024).
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» Selected Members from each of the two pay periods selected (October 5, 2023 and January 11,
2024) that have more than 80 “Regular Time” hours paid and determined if the Member’s
pensionable compensation is appropriate.

» Selected employees who were on the District's October 5, 2023 and January 11, 2024 payroll
file but not on the associated transmittal file and determined if the employees were
appropriately classified as a Member or Not. This is testing for missing Members that should
be included in the Plan.

» Obtained the FY24 actuary payee file and payroll file of all active employees that were paid
during FY24 and joined the two files to determine if anyone on the District’s payroll was also
being paid retirement benefits. Sub-selected samples to ensure compliance with IRS regulations
and SDCERS policies.

» Obtained the FY24 actuary payee file and an accounts payable file of SSN’s receiving a 1099
during CY24 and joined the two files to determine if individual contractors were also being paid
retirement benefits. Sub-selected samples to ensure compliance with IRS regulations and
SDCERS policies.

» Reviewed the October 5, 2023 transmittal file and filtered to determine which employees, if
any, would likely surpass the IRS limit or PEPRA cap during calendar year-end 2023. Then
determined if the Member did in fact surpass the Code section 401(a)(17) limit or PEPRA cap.
If so, ensured contributions ceased appropriately for Members impacted by the IRS limit. For
“Miscellaneous PEPRA” Members, ensured the PEPRA cap was appropriately “turned off.”

» Reviewed the December 12, 2024 transmittal file and filtered to determine which “General
2024 Members, if any, would likely surpass the PEPRA cap during calendar year-end 2024.
Then determined if the Member did in fact surpass the PEPRA Cap. If so, ensured
contributions ceased appropriately.

» For the Employer Self Service Portal (ESS) at the District, ensure those with access as of June
28, 2024 were appropriate.

» Ran a report in IRIS showing details of Port District Members (e.g. DROP entry dates).
Filtered the report to find those who entered DROP during FY24. Tested to ensure
communication of DROP entry was timely.

This audit was conducted in conformance with the Global Internal Audit Standards issued by the
Institute of Internal Auditors, Inc.
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