SDCERS

San Diego City Employees’ Retirement System

SAN DIEGO CITY EMPLOYEES’ RETIREMENT SYSTEM

MEMORANDUM
DATE: December 19, 2025
TO: SDCERS Audit Committee
FROM: Sarah Dickson, SDCERS Chief Internal Auditor

SUBJECT: Corrections Audit for the period June 2023 through September 2025

Enclosed is the Corrections Audit Report for the period June 2023 through September 2025.
Overall, SDCERS has procedures in place for the correction of Member accounts.

I would like to thank SDCERS staff for all of the assistance and cooperation provided during this
audit. Everyone involved was very helpful and willing to provide the information needed. Their
valuable time and efforts spent on this audit are greatly appreciated.

CC: Gregg Rademacher, SDCERS Chief Executive Officer
Johnny Tran, SDCERS Chief Compliance Officer/General Counsel
Sandra Claussen, SDCERS Benefits Administration Director
Natasha Collura, SDCERS Members Services Director
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INTRODUCTION

BACKGROUND

SDCERS must correct Member’s accounts through the regular course of business. SDCERS
becomes aware of contribution or benefit corrections! via various methodologies. Once notified,
Benefits Administration (BA) reviews potential corrections to determine whether a correction is
truly needed. If a correction is needed, BA uses tools to calculate the correction amount and the
associated interest amount, where applicable. A draft Memo is then generated by BA and provided
to Member Services (MS). Once the draft Memo is created, the Member’s information is added to
a log (“Corrections Log”). BA and MS have weekly meetings to discuss the status of items on the
Correction Log. The Corrections Log is the source for board reports communicating under or
overpayments of contributions or benefits and for interest amounts billed to Plan Sponsors.

The Corrections Log and associated meetings have changed over time. Prior to implementation of
IRIS, SDCERS’ pension administration system, SDCERS went through a data cleansing project to
facilitate a smooth transition from the old pension administration system to IRIS. Any corrections
were tracked in a Microsoft Access database and weekly meetings occurred to discuss the
correction types. After implementation of IRIS, the weekly meetings ceased and became more ad-
hoc. The Microsoft Access database was still utilized to track accounts needing correction, but was
eventually decommissioned in 2023. In more recent years, Management realized the log and
meetings aided in strengthening controls over completeness of corrections. Therefore, beginning
again in June 2023, weekly meetings resumed and corrections were tracked on a Microsoft Word
document. Most recently, the Correction Log is maintained on a Microsoft Excel spreadsheet.

The objectives of the audit were to evaluate controls used to log, monitor and correct errors and to
verify completeness and accuracy of correction transactions. Corrections, for the purpose of this
audit, are defined as changes to contributions or benefits requiring memo communication to
Members. Corrections relating to deaths are excluded.

Strengths identified during the audit period from June 2023 through September 2025 include:
e Conducting weekly meetings to discuss outstanding corrections

SUMMARIZED FINDINGS

Many tasks are working effectively, however, the following finding was identified and should be
addressed.

Improvements to the Corrections Process — High Ranking
Although progress has been made with the resumption of weekly corrections meetings, the process
for logging, reviewing, and calculating corrections can continue to improve.

! Corrections, for the purposes of this audit, are defined as changes to contributions or benefits requiring memo
communication to Members.




ENGAGEMENT CONCLUSION

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

sk sk sk skok sk

This report contains five recommendations to SDCERS Management who agrees with the
recommendations and their comments are included within the finding.

Internal Audit would like to thank SDCERS for their assistance during the audit.

The information in this report is intended solely for the use of 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.

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:

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.

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:

High - Represents a finding requiring immediate action by management to mitigate risks
associated with the process being audited.

Medium - Represents a finding requiring timely action by management to mitigate risks
associated with the process being audited.

Low - Represents a finding for corrective action by management to mitigate risks with the
process being audited.

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: Improvements to Corrections Process

Priority Rating: High

BACKGROUND

SDCERS becomes aware of benefit or contribution corrections? internally, by communications
from Plan Sponsors, or by communications from Members. Notification methods vary as well:
email notifications, transmittal file warnings, or counseling sessions, to name a few. Benefits
Administration (BA) reviews potential corrections to determine whether a correction is truly
needed. If a correction is needed, BA uses tools to calculate the correction amount and the
associated interest amount. Recalculations are reviewed and approved prior to finalization. A draft
Member Memo is then generated by BA and provided to Member Services (MS). Once the draft
Member Memo is created, the Member’s information is added to a Corrections Log, a Microsoft
Excel document. Key information included on the Corrections Log is the amount over/under paid,
the status of the Member Memo, the date of the Member Memo, the interest amount (when
applicable), and the Plan Sponsor invoice date (when applicable). MS mails the final Member
Memo to the Member and includes the Member Memo in SDCERS’ system of record,
Documentum. BA and MS have weekly meetings to discuss the status of items on the Correction
Log.

The Overpayment and Underpayment of Benefits Policy and the Overpayment and Underpayment
of Contributions Policy indicate:
Reporting to the Board
At the next regularly scheduled Board meeting, the CEO shall report any overpayment or
underpayment of benefits/contributions in excess of $10,000 to the Board. The CEO shall
provide the Board with any updates regarding the status of the matters.

Every two months, in preparation for upcoming Board Meetings, the Correction Log is used to
create under and overpayment of benefits or corrections in excess of $10,000 information for the
Board’s review.

On an annual basis, the Corrections Log is used to calculate interest amounts to be billed to Plan
Sponsors.

2 Corrections, for the purpose of this audit, are defined as changes to contributions or benefits requiring memo
communication to Members. Corrections relating to deaths are excluded.
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FINDINGS & RISK STATEMENTS:

A.

Benefits Administration (BA) does not have a policy to ensure all corrections are logged and
monitored to completion. Testing completeness did not identify corrections that appeared to be
missing®; however, diverse correction communication channels, diverse tracking systems and
manual processes, when aggregated with lack of policy, inherently increase the risk that
corrections may be missed or fraud may occur.

There are no established timelines to indicate how long it should take to resolve a correction.
Two (2) of three (3) corrections tested that were sourced from a December 2024 transmittal file
were excluded from the Corrections Log as of August 2025. Lack of timelines increases the
risk that corrections will not be completed timely.

Data inputs into the Corrections Log were not always accurate: the principal and interest
amounts for two (2) out of 10 did not agree with source calculations. The Corrections Log is
used to create the corrections in excess of 810,000 information communicated to the Board and
interest amounts billed to the Plan Sponsor. Incorrect data inputs increase the risk that
information communicated to the Board will be inaccurate or the amount billed to the Plan
Sponsor will be inaccurate.

Correction calculations were not always correct: (1) out of 10 calculations tested was not
accurate. The difference was not material.

One (1) Member out of 14 tested (over two Board meetings), whose benefit was underpaid by
SDCERS for an amount over $10,000 and who was added to the Corrections Log around April
2025, was missing from the corrections in excess of 810,000 information communicated to the
Board at the next two meetings (May 2025 and July 2025). The Member’s information was
included in the September 2025 meeting materials. Incorrect reports increase the risk of non-
compliance with Board polices.

RECOMMENDATIONS:

A.

1. Create a Corrections Policy to aid in ensuring all corrections are logged and monitored until
completion and are accurately reported to the Board. Key elements to include within the
Policy are:

1. Correction identification
2. Correction monitoring, including reconciliations that aid in ensuring al// corrections are
tracked/monitored

3. Correction significance, by category
4. Timelines for completion

5. Roles and responsibilities

6. Records

7. Reporting

3 Two (2) of three (3) corrections tested which resulted from a December 2024 transmittal file were added to the
Corrections Log outside of the scope period for the audit, October 2025.
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i1. Consider the cost-benefit of creating a correction tracking mechanism within IRIS, the
system of record, instead of tracking manually. If using IRIS is deemed feasible, create a
Correction Policy that compliments using IRIS; ensure the Policy includes the components
in Ai above. Ifusing IRIS is not feasible, at a minimum, modify the corrections process to
add corrections to the Corrections Log once discovered, instead of after the Member Memo
has been created.

B. See Recommendation Ai4 above: Include within the newly created Corrections Policy
timelines for when corrections should be completed. Timelines can be dependent on
significance and/or count of corrections by category.

C. Reconcile the Corrections Log amounts to source documents to ensure accuracy and
implement additional controls so that cells cannot be edited easily. Include the reconciliation
frequency in the newly created Corrections Policy. Consider conditional formatting to
SDCERS ID’s, Last Names and dollar amounts to aid in identifying potentially duplicative
entries.

D. Correct the calculation and communicate the change to the Member, if necessary. Research to
determine if there are other, similar errors and correct as necessary.

E. See Recommendation Ai7 above. If the Overpayment and Underpayment of Benefits Policy
and the Overpayment and Underpayment of Contributions Policy are unclear, analyze
correction data and then, based on the results, add parameters in the Corrections Policy
indicating more specific information on what should or should not be reported to the Board.

MANAGEMENT OWNER #1: Benefits Administration Division

MANAGEMENT’S RESPONSE TO #1Ai: Agree. Staff has drafted a comprehensive Corrections
Policy for the identification and tracking of adjustments and errors requiring a correction.
MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #1Ai: The Corrections Policy
will be approved by management and implemented by June 30, 2026.

MANAGEMENT’S RESPONSE TO #1Aii: Agree. Staff has also logged PIR 10768 to add
tracking functionality to IRIS.

MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #1Aii: Due to previously
scheduled IRIS upgrades and pending PIRs, the enhancements associated with PIR 10768 will be
completed by December 31, 2027.

MANAGEMENT’S RESPONSE TO #1B: Agree. The draft Corrections Policy includes
Timelines for Completion.
MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #1B: June 30, 2026




MANAGEMENT’S RESPONSE TO #1C: Agree. Management agrees that the current version of
the Corrections Log did contain typographical errors and that better record keeping is required. The
Corrections Log will be password protected with access limited to the three Supervisors from
Benefits Administration and Member Services who attend the weekly Corrections Meeting and are
responsible for updating the Corrections Log. The Log will also contain a field to capture the date
the team met to review the correction, the source documents and the verification of the accuracy of

the data in the Corrections Log.
MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #1C: February 2026

MANAGEMENT’S RESPONSE TO #1D: Agree. The member impacted had a manual
adjustment which was added in error and created a duplicate record. The duplicate record has been
deleted and the member has received a small refund. Staff has begun a review of other members
with similar leave types to verify if the salary data in IRIS is accurate. This review should be
completed by June 30, 2026.

MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #1D: June 30, 2026

MANAGEMENT’S RESPONSE TO #1E: Agree. Staff is satisfied that the existing policy is clear
and that draft Corrections Policy make clear which matters should be reported to the Board.
MANAGEMENT’S ESTIMATED COMPLETION DATE FOR #1E: June 30, 2026




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 corrections process at SDCERS. Based on the audit work
performed, we have determined SDCERS has many controls in place to ensure reliability and
integrity of corrections. Implementation of the recommendations contained in this Audit Report
should assist SDCERS in improving the process.

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




APPENDIX A - AUDIT OBJECTIVES, SCOPE & METHODOLOGY

AUDIT OBJECTIVES

The audit objectives were to evaluate controls used to log, monitor and correct errors and to verify
completeness and accuracy of associated transactions.

AUDIT SCOPE & METHODOLOGY

The scope of this assurance engagement was for the period June 2023 through September 2025.

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.

» Obtained extraneous lists of known corrections resulting from past internal audits and
determined which were missing from SDCERS’ Correction Log. Selected a sample and tested
to determine whether they should have been included on the Log. Run reports in IRIS that may
help assess completeness of the Correction Log. Selected a sample from the reports to
determine whether they should have been included on the Log.

» Judgmentally selected a sample of weekly meetings and reviewed evidence the BA/MS teams
discussed outstanding corrections.

» Judgmentally select Members included on SDCERS’ Correction Log and tested supporting
calculations for accuracy, review and approval, support, and resolution.
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» Judgmentally selected a sample of Board meetings and reviewed correction reports to ensure
they were complete and accurate.

AUDIT SCOPE EXCLUSIONS

» Corrections relating to deaths

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




