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Prior Year Macias Gini & O’Connell
Financial Statement Audit Management Letter Comments
As Of September 30, 2012

Audit (Report Issue Date): Report to Management for the Year Ended 06/30/10 (11/17/10)

Observation 2: Executive Review of Draft Financial Statements
Division responsible: Fiscal Services Division

Observation:

There is currently no process in place to ensure that all CalPERS executives
have an opportunity to review the draft financial statements prior to the Finance
Committee’s approval of the financial statements. Representatives from each of
CalPERS’ divisions and offices should have an opportunity to review the draft
financial statements to ensure proper reporting and disclosure of CalPERS’
unigue activities and services.

We strongly encourage the Fiscal Services Division to distribute the draft
financial statements to the appropriate executive personnel for review prior the
Finance Committee’s approval of the financial statements. We further
recommend that Fiscal Services develop a process to review and respond to
the comments and suggestions made by executive personnel to ensure that
CalPERS’ financial statements offer readers the most thorough and transparent
view of CalPERS’ financial activities and transactions.

Current Status:
OPEN. The recommendation has not been implemented; refer to
significant deficiency 2011-1 for comment and recommendation.

Audit (Report Issue Date): Report to Management for the Year Ended 06/30/09 (11/19/09)

Observation 4: Real Estate Appraisals
Division Investment Office
responsible:

Observation:

Properties held in separate account real estate partnerships are valued based
on third-party appraisals directed by CalPERS. Appraised values are adjusted
by the general partner to reflect changes in fair value between the appraisal
date and the end of CalPERS’ financial reporting period. CalPERS’ real estate
Performance Monitoring Unit (PMU) is responsible for ensuring appraised
property values are properly recorded by the partnerships in accordance with
the CalPERS’ Investment Policy for Real Estate Accounting. During our testing
of real estate partnership investments, we noted the following:
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e The PMU faces significant challenges in performing the task of verifying
that appraised values are being properly reflected in the partnerships’
financial statements in a timely manner as there were approximately
1,600 individual properties appraised in fiscal year 2008-09 and only one
staff was assigned to perform this function.

e Certain general partners report to CalPERS at the aggregate or fund
level rather than the individual property level. In some instances, it was
difficult to verify that the appraised values were reflected by the
partnerships as property-level financial information is not provided by all
general partners.

e Appraisals are completed throughout the fiscal year; however there is no
process in place to evaluate the changes in fair value from the appraisal
date to CalPERS’ fiscal year-end.

CalPERS should enhance the current processes by employing the following
recommendations:

1. Assign the appropriate number of personnel to verify that appraised
property values are recorded by the partnerships.

2. Require separate account general partners to provide financial
information at the underlying property level to facilitate the appraisal
verification process.

3. For separate account real estate partnerships that were not appraised
as of CalPERS’ fiscal year-end, review the partnerships’ June 30
financial information to ensure significant changes in fair value are
properly reflected in the partnerships’ June 30 financial statements.

Current Status:

1. RESOLVED. This recommendation has been implemented.

2. RESOLVED. Pending final verification by Macias Gini & O’Connell.
The following is the current year status for the recommended process:
a. Financial information is provided by all Real Estate Investment
Partners directly into the AREIS system. For Partnerships in which
CalPERS holds a majority effective ownership interest, the financial
information provided includes property level market valuations.
Typically, property level valuations are contained within the statement of
“Portfolio Market and Cost Values” or the “Portfolio Market and Book
Values”. In a few instances, the property level valuations are provided in
other areas of financial information of the Quarterly Management Report
(QMR). The property level valuation information provided by partners
provides the necessary financial information to facilitate the appraisal
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reconciliation process. This recommendation is considered
implemented.

b. When a Real Estate Partnership is created in the AREIS system, the
Real Estate Unit ensures CalPERS’ Partnership ownership percentage
is correctly entered into AREIS. If CalPERS’ Partnership ownership
percentage changes, the Portfolio Analytics, Research and Operations
(PARO) Unit will work with the appropriate Portfolio Manager in
CalPERS Real Estate Unit (REU) to establish the correct ownership
percentage and will then input the information into AREIS. The PARO
Unit has drafted CalPERS partnership ownership percentage
procedures.

c. The PARO Unit will input the information into AREIS and will work with
the appropriate Portfolio Manager in CalPERS REU to verify the
effective ownership percentage.

3. RESOLVED. Pending final verification by Macias Gini & O’Connell.
The Performance Monitoring Unit has developed a process for reviewing
partnerships’ June 30 financial information to ensure significant changes
in fair value are properly reported.




