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&, CalPERS

California Public Employees’ Retirement System

Office of Audit Services

400 Q Street, Sacramento, CA 95811 | Phone: (916) 795-0422

888 CalPERS (or 888-225-7377) | TTY: (877) 249-7442 | www.calpers.ca.gov

Memorandum

December 6, 2018
To: CALPERS CONTRACTING AGENCIES AND GOVERNING BODIES PER ATTACHMENT

From: BELIZ CHAPPUIE, Chief
Office of Audit Services

Original signed by Beliz Chappuie

Subject: Payrate Increases Review

Enclosed is our final report on the results of our Payrate Increases Review for 42 public
agencies, 12 schools, and 10 state agencies. The Office of Audit Services (OFAS) prepared one
final report that includes the results of 64 agencies reviewed. The observations identified and
the details of the impacted employees have been shared with each agency through a draft
report. Agencies’ responses have been summarized in their respective final reports included in
the appendix to the report. Agencies’ full responses to the draft reports have been forwarded
to the appropriate CalPERS divisions and are also on file at OFAS and available upon request.

In accordance with our resolution policy, we have referred the issues identified in the report to
the appropriate divisions at CalPERS. Agencies should work with these divisions to address the
recommendations specified in our report. It was our pleasure to work with each agency, and
we appreciate their time and assistance during this review.

Attachment

Cc: Risk and Audit Committee Members
Matthew G. Jacobs, General Counsel, CalPERS
Anthony Suine, Chief, BNSD, CalPERS
Renee Ostrander, Chief, EAMD, CalPERS
Don Martinez, Chief, MAMD, CalPERS
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Objective

The objective of our review was to
determine whether increases to member
payrates were granted and reported to
CalPERS in compliance with the Public
Employees’ Retirement Law (PERL) and
the California Public Employees’
Pension Reform Act of 2013 (PEPRA).
Payrates must be reported to CalPERS
in accordance with Government Code
sections 20636, 20636.1, 7522.34(a)
and corresponding sections of the
California Code of Regulations (CCR)
section 570.5. Payrates must be in
written pay schedules, ordinances or
similar documents that are available for
public review and the pay schedules
must meet criteria listed in CCR section
570.5. Payrates are deemed as the
normal monthly rate of pay or base pay
of the member paid pursuant to a
publicly available pay schedule for
services rendered on a full-time basis
during normal working hours. Reporting
member payrates accurately is a
necessary precursor to correctly
calculating service credit and member
benefits at retirement. Specifically,
payrates must be reported for the period
earned, payrates can only be reported
for periods services are rendered,
payrates cannot include additional
compensation or any item of special
compensation listed in CCR section
571, and increases to payrates cannot
be granted or awarded to a member in
connection with or anticipation of
separation from employment. Reporting
incorrect payrates could cause the
following: miscalculation of a member’s
service credit, incorrect payment of
benefits, inaccurate retirement
estimates, delays in processing a
member’s retirement benefits, and

Payrate Increases Review

hardship to retired members due to a
reduction in benefits.

Scope

To achieve the review objective, the
Office of Audit Services (OFAS)
selected a sample of 64 contracting
agencies comprised of 42 public
agencies, 12 schools, and 10 state
agencies (Figure 1). Each agency
reviewed reported member payrates
with significant increases during the
review period. Our review included
procedures to determine whether pay
schedules were maintained and
payrates were reported in compliance
with the Government Code and CCR.
Our review covered the period of

July 1, 2012 to June 30, 2017. Unless
otherwise specified, OFAS did not
review the agencies’ compliance with
the PERL in regard to any other issue,
including but not limited to payroll and
contribution reporting, membership
enrollment, or employment after
retirement.

Al123

Figure 1
Composition of Sampled Agencies
4 )
Public
. 42
Agencies
Schools 12
State
. 10
Agencies
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Results in Brief

OFAS completed the review of 64
agencies and included the individual
final reports in Appendix A. Results of
the review showed that 51 of the 64
agencies did not maintain pay
schedules in compliance with the
Government Code and CCR.
Specifically, pay schedules did not
identify time base, were not approved by
the agency’s governing body, did not
identify the effective date or date of
revisions, did not list all position titles,
did not list a payrate for all positions,
referenced another document, and
contained incorrect payrates. Figure 2
lists the identified pay schedule
exceptions by type. In addition, results
showed that 51 of the 64 agencies did
not grant or report payrates in
compliance with the Government Code
and CCR. Specifically, payrates

Figure 2
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included additional compensation;
payrate increases were not correctly
reported; payrates exceeded base
payrates approved on a pay schedule;
payrate adjustments were not correctly
reported; payrates were not full-time;
reduced payrates were reported;
incorrect payrates were reported;
payrates included non-reportable
compensation; and reported payrates
were not on pay schedule. Figure 3 lists
the payrate exceptions by type.

Note: During the fieldwork personnel
from several state agencies stated that
the California Department of Human
Resources (CalHR) is responsible for
maintaining pay schedules and the
State Controller’s Office (SCO) reports
payroll to CalPERS. Personnel from
several schools stated that the County
Office of Education (COE) reports
payroll to CalPERS.

Percentage of Agencies with Pay Schedule Exceptions by Type

Time Base
Approval

Effective Date

Revision Date 11%
Position Title 9%
Payrate 2%
Document 2%
Incorrect Payrate 2%
0% 10% 20%

Payrate Increases Review
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33%

28%
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Figure 3
Percentage of Agencies with Payrate Exceptions by Type

Additional Compensation 50%
Payrate Increase 30%
Excessive Payrate 22%
Payrate Adjustment 22%
Full-Time Payrate 16%
Reduced Payrate 16%
Incorrect Payrate 8%
Non-Reportable Payrate 6%
Pay Schedule 6%

0% 10% 20% 30% 40% 50% 60%
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Other Matters

OFAS identified other matters that were outside the scope of this review. Specifically,
we identifed four agencies that may have reported overtime, reported payrates for work
performed by employees at another agency, cashed out employees’ unused sick leave
and reported the same unused sick leave for additional service credit, and reported
incorrect stipends for board members. These matters were discussed with the agencies
and also included in the agencies’ reports in Appendix A, pages A-7, A-75, A-139, and
A-183. OFAS encourages the agencies to work with CalPERS to ensure the other
matters identified above are resolved.

Conclusion

Based on the information reviewed, OFAS noted instances of non-compliance with the
PERL for sampled active and retired members reported payrates. The non-compliance
and reporting exceptions included pay schedules elements, additional compensation in
the payrate, excessive and reduced payrates, payrate adjustments, full-time payrates,

non-reportable payrates, and incorrect payrates.

Sample testing procedures provide reasonable, but not absolute, assurance that the
agencies’ complied with the specific provisions of the PERL and their CalPERS
contract. The results outlined in this report are based on information made available or
otherwise obtained at the time this report was prepared. This report does not constitute
a final determination in regard to the results noted within the report. The appropriate
CalPERS divisions will notify the agencies of the final determinations and provide
appeal rights, if applicable, at that time.

Respectfully submitted,

Original signed by Beliz Chappuie

BELIZ CHAPPUIE, CPA, MBA, CISA
Chief, Office of Audit Services

Staff: Alan Feblowitz, CFE, Assistant Division Chief
Chris Wall, MBA, Senior Audit Manager
Cheryl Livingston, Staff Management Auditor
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