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How to Avoid Audit Findings 

Timothy M. McDaid, Chief Auditor



Chief Auditor’s Letter 

How to Avoid Audit Findings was created by the PERAC Audit Unit to assist the
Board members and staff of the 106 Massachusetts public retirement systems. It
was developed for discussion at the PERAC Educational Institute held at the
University of Massachusetts at Amherst, and as a quick reference guide for
Board members and staff thereafter.*

PERAC's Audit Unit, consisting of eight field auditors supervised by a chief audi-
tor, is responsible for conducting triennial audits of the 106 Massachusetts
Retirement Boards as governed by Chapter 32 of the General Laws of The
Commonwealth of Massachusetts.A primary goal of our audits is to identify
areas where Boards can improve operations, and then communicate our findings
along with recommendations, in an audit report to the Board. It is important,
and sometimes difficult, to remember that in most cases, audit findings are
meant to be instructive and not punitive, and that, if implemented, can and have
been critical to the success of some Boards.

The format used in this document is based on PERAC's audit protocol. For
example, the first section, Cash, is the first section of our audit protocol. In this
booklet, we used the audit protocol's subsections as topics to briefly explain our
recommended procedures in a given area. For example, the first subsection in
this booklet under the Cash section is Certified Listing of Assets (Page 1).

All of us in PERAC’s Audit Unit hope you find How to Avoid Audit Findings helpful
and encourage you to use it as a guide whenever necessary.We hope it will 
significantly reduce the number of findings we report each year. PERAC’s Audit
Unit is constantly searching for ways to improve its performance, and, in that
light, we encourage your questions and welcome your comments.

Timothy M. McDaid
Chief Auditor

*This document is meant as a guide and is not intended as a substitute for Chapter 32
of Massachusetts General Laws or any PERAC Regulations.
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Cash

Values shown in the Certified Listing of Assets do not match accounting records
or the Annual Statement.

Totals shown on the custodian bank statements must match the values in 
the Annual Statement and in the General Ledger.

Investments must be recorded at market value. (Fixed Income Securities 
as of 12/31/99).

Make sure that all cash accounts, including “Zero Balance” and “Sweep” 
accounts, are listed on Schedule 1 of the Annual Statement.

Improperly reconciled bank accounts and the Treasurer’s failure to reconcile
bank accounts are two common audit findings.

Auditors’ recommended method of reconciling checking accounts:
Bank Balance as of the end of the month $230,000 
Plus: Funds in Transit 5,000
Minus: Outstanding Checks (15,000)
Retirement System’s Ending Bank Balance $220,000

Reconciled Ending Cash Balance cash must equal General Ledger 
cash balance.

The Retirement Board must obtain and review copies of the monthly 
cash reconciliations performed by the Treasurer’s Office.

Checks that are outstanding for more than six months must be 
investigated. If a reason for an uncashed check cannot be determined,
the check must be cancelled and the funds returned to their source.
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Most retirement systems require only two checking accounts, one for 
retiree payrolls and a second for administrative purposes. Maintaining 
more than two cash accounts places an undue burden on the Treasurer’s 
Office and adds to the complexities of administering retirement systems.

The Board should avoid maintaining high amounts of cash on hand.
High cash balances should not typically be kept in simple-interest bank 
accounts or in short-term investment accounts with lower rates 
of return.

All cash accounts, including “Zero Balance” and “Sweep” accounts, must 
be reconciled monthly.

Accounting

The line item totals in the General Ledger and the supporting schedules do not
equal the totals on the retirement system’s Annual Statement.

PERAC publishes an annual guide to preparing the Annual Statement.
A copy is sent to each retirement system at the beginning of each year.

To facilitate completion, each line item in the Annual Statement is 
referenced and values that appear on multiple pages are identified.

The beginning balance in the Membership Exhibit should be verified to 
the ending balances reported on the prior year Annual Statement. If 
they do not match, the Retirement Board should contact its software 
vendor for assistance or manually prepare the membership exhibit.

Retirement Boards should establish a procedure upon completion of the 
Annual Statement to cross verify all appropriate line item amounts to 
the detailed supporting schedules, using PERAC’s Annual Statement 
Guide published each year.
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Cash received and cash disbursed do not balance in general ledger accounts or
in cash/bank accounts.Transactions have not been posted to the general ledger
on a timely basis.

Cash received and deposited in each cash account must equal the cash 
recorded in the cash journal and general ledger.

Cash disbursed from each cash account must equal the amounts 
recorded in the cash journal and general ledger.

Transactions must be posted to the general ledger on a timely basis.

Interest earned from interest-bearing checking accounts should be 
posted monthly.

Balances on the Trial Balance do not agree with entries in the retirement 
system’s accounting ledgers and journal entries.

Auditors review the December 31st pre-closing and post-closing trial 
balances for each year of the audit period.Trial balances by account 
number must reconcile to all accounting records. Balances at the 
beginning of each year, plus or minus monthly journal entries, must equal 
the December 31st ending balances.

Beginning fund balances (Annuity Savings Fund,Annuity Reserve Fund, Pension
Fund, Military Service Fund, Expense Fund, and Pension Reserve Fund) do not
equal the totals in each fund account in the general ledger.

Beginning fund balances, plus or minus the monthly totals in each 
fund account must equal the ending balances in each fund account.
‘Plugging’ the balances in accounting records or in the Annual 
Statement in order to balance is an accounting issue and will be 
commented upon by the auditors.

The Annuity Reserve Fund (ARF) interest calculation has not been calculated
and booked monthly.The ARF interest calculation does not equal the entry for
ARF interest on the Annual Statement.

Multiply each monthly balance by 0.0025 and add the total to the 
December 31 balance (note: 3% / 12 mos. = 0.0025).This calculation is 
based on the annual average balance of the ARF. G.L. c. 32 §22 (6) (ii) 
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states that interest will be calculated on the average monthly beginning 
balances.The timely transfer of new retirees’ funds from the Annuity 
Savings Fund (ASF) to the ARF on a monthly basis is required or the 
interest calculation will be incorrect.

In some cases, Boards have used 13 months in the ARF interest 
calculation; be sure to use only 12 months.

Some common audit findings include:
Member units have not sent appropriations to the retirement system on time.
Governmental units who are late have not been charged interest.
Appropriation amounts do not match those stipulated in PERAC’s 
appropriation letters.

Annually, PERAC sends each retirement system a letter, based on the 
system’s present funding schedule, specifying the appropriation amount 
to be paid by each of the governmental units within the system.The 
Board should sent its member units an invoice containing the date and 
amount due. If the member unit does not send its payment on time, the 
retirement system should begin charging interest to the unit on the 31st 
day after the due date. Boards should use the “assumed rate of return” 
set by the PERAC Actuary as the interest rate to charge interest to the 
member units.

The retirement system’s operating costs are not being documented and 
classified properly.

The Board must approve all expenses. Receipts must be attached to 
vouchers/warrants; receipts must be retained and filed properly and 
should include final itemized bills (e.g. hotels, etc.). Personal expenses 
must not be included in travel vouchers. Requests for travel by Board 
Members must be documented in Board Minutes.

Expenses should be charged to appropriate general ledger accounts.
Misclassification of items, such as travel being classified as an administra-
tive expense, will result in audit findings. Expense items should be posted 
to the general ledger account in accordance with how the Board 
reflected these expenses in the operating budget.To clarify and avoid 
confusion as to how a certain expense should be classified, the Board 
should stipulate in the budget, the types of expenses contained in each 
budgeted category.
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Pooled Fund balances reported by investment managers must be reflected in the
retirement system’s general ledger and in the year-end Annual Statement.

Investment firms are often late reporting pooled investments. Retirement 
systems must hold investment managers accountable to produce timely 
pooled fund statements.

A signed contract must be executed with the investment firm before 
Retirement Boards authorize the transfer of funds for investment.

Membership

A. Refunds:The monies owed to members who leave the retirement system 
are not being calculated correctly.

For members who have requested refunds:
- Less than 5 years of creditable service (60 mos.): 0 interest refunded
- 5 to 10 years of creditable service (60 to 119 mos.): 50% interest refunded
- 10 years of creditable service (120 mos.): 100% interest refunded
- Involuntarily terminated employees receive a 100% interest refund.

Former members should not receive more interest than that to which 
they are entitled on refunds. G.L. c. 32, §22(6)(d) states that “interest 
shall not be included in the accumulated total deductions paid to the 
member for any period after the expiration of two years from the end 
of the month preceding the date of his/her termination of service.”

The Application for the Withdrawal of Total Deductions must be 
approved by the department head; completed in its entirety, and signed 
by the retirement administrator.

B. Transfers: Member funds transferred to the retirement system are not being 
calculated correctly.

All new members to a system must complete a New Member 
Enrollment Form as required by regulation 840 CMR 25.32(1).
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Creditable service has been calculated incorrectly.

The percentage rate of retirement deductions must be based on the 
date of membership in the retirement system and not the date of entry 
into service.

Contribution rates are as follows:
- Prior to  1/1/75: 5%
- From       1/1/75: 7%
- From       1/1/84: 8%
- From       7/1/96: 9%
- An additional 2% is taken of that portion of the rate of regular 

compensation that is in excess of $30,000 for individuals whose 
membership began after January 1, 1979.

If creditable service is re-established via a buy-back, it must be purchased 
at the member’s current rate, based on the member’s re-entry date.

Board administrators should obtain copies of personnel forms to 
determine whether a member’s employment status has changed.

Certain retirement allowances are not being calculated correctly.

Three-year salary averages should not contain severance pay, police detail 
pay, or payments in lieu of vacations, etc.

A unit should submit actual payroll information to the Retirement 
Board to use in calculating the high three-year average salary.

The retirement system has not sent out affidavits to each of its retirees 
and beneficiaries.

The purpose of the affidavit is to verify that the retiree/beneficiary is 
living and to update other key information such as his/her current 
address. Confirmation of a beneficiary’s dependency status should also 
be sought where it is relevant to continued receipt of benefits.

The Board should audit a random sample of affidavits returned to 
discern and invalidate signatures written by anyone other than the 
retiree, his/her beneficiary, or an individual with a valid power of attorney.
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If a retiree has ignored multiple requests to sign his/her affidavit, the 
Retirement Board shall withhold his/her retirement benefits pending 
receipt of the affidavit.

Salary information is “backed into” from the contributions made to the system.
No department-head approval or verification of salary information was completed.

The Board must require that department-heads sign off on the salary 
history of prospective retirees.Actual payroll records must be drawn 
upon when completing retirement calculations.The Board should require 
a comprehensive review of retirements calculated using this method.

Each new retiree’s folder or file will be reviewed by auditors to ensure 
that it reflects the correct calculation method, and contains a completed 
New Member Enrollment Form, a PERAC calculation approval letter,
appropriate creditable service/payroll information (department head 
approval form), and the retiree’s birth certificate.Where relevant, military 
discharge papers, marriage certificates, and birth certificates for Option 
C beneficiaries should also be included.

The retirement contribution rate and/or additional 2% deduction is incorrect for
a member who transferred from another retirement system.

It is important to request all appropriate data when requesting a transfer 
of member’s funds from another system. Requested information should 
include a detail listing of creditable service attested to by the transferring 
board, the membership date, and the contribution rate and applicability 
of the additional 2% deduction.

The system should establish a uniform system for all governmental units 
to report members’ contributions.The system should be consistent with 
G.L. c. 32, § 22(1)(h) and include the following member information:

1.Name.
2. Social Security Number or employee number.
3.Compensation by type:gross wages,overtime wages,

and other earnings.
4.Contribution rate.
5.Contribution amount: regular amount contributed and 2% 

in excess of $30,000.
6.Membership date.
7.Any other member information deemed appropriate.
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Investments

The Retirement Board purchased, after January 13, 1998, stock, securities, or
other obligations from a company that derives more than 15% of its revenue
from the sale of tobacco products.

Because this investment was made after January 13, 1998, the 
system must divest these holdings. If the system had held this 
investment prior to January 13, 1998, divestiture would not 
be required.

Copies of monthly cashbooks, trial balances, journal entries, and custodian bank
statements of investments (including cash accounts) have not been sent to
PERAC within four weeks of the close of each month.

During the course of an audit, PERAC auditors contact PERAC’s 
Investment Unit to determine that all of the retirement system’s 
accounting records have been submitted, are up-to-date, and reflect 
no problematic investment or cash issues.

The Retirement Board did not meet with the system’s investment manager or
representatives from the custodian bank at least twice during the year.

Retirement Boards have a significant responsibility to invest system funds 
properly. Boards are required to meet with the Board’s investment manager 
and representatives from the custodian bank at least semi-annually to 
review investment activity. Such meetings must be recorded in the 
Board’s Minutes.

The Retirement Board must conduct an annual review of its investment 
objectives as required by 840 CMR 18.03. On or before December 31 of 
each year, the Board must advise PERAC about its Statement of 
Investment Objectives and any changes made to it.

Retirement systems cannot make a direct investment in mortgages.
Other prohibited investments include purchases on margin, future 
contracts, options written against securities, collateral loans, loans to 
employees, and direct purchases of real estate (CMR 21.01).
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During down markets,Boards mayexperience negative returns on their investments,
resulting in no investment income to cover expenses and fund closing entries.

Boards must seek written approval from the PERAC Actuary to transfer 
funds from the Pension Fund to cover expenses and fund closing entries.

The Board’s software vendor may also need to be notified so that 
automated closing entries can be modified.

Administration 

The Retirement Board did not meet on a monthly basis. Minutes of meetings
were not properly recorded.

The Retirement Board must meet once a month and it must keep 
minutes of these meetings.

PERAC auditors will also review the Board’s compliance with other 
requirements including:

- Board minutes must be signed by attending Board members.

- Retirement Boards must hold elections in a timely fashion.

- Pages in Board minutes must be sequentially numbered; pages left 
intentionally blank must be marked ‘void’ or ‘this page is intentionally 
blank’; and all pages in Board minutes must be properly bound to 
avoid potential manipulation of official records.

- Investment decisions made by both the Board and its consultants 
must be noted in the Board minutes.

- Retirement Board Members must review a copy of the trial balance 
of the retirement system’s general ledger.

- Retirement Board Members must review cash account 
reconciliations at each monthly Board meeting.

- Significant changes in staff (salary increases, demotions, terminations,
changes in responsibilities, etc.) must be recorded in the minutes.
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If a Board Member is absent excessively, the Board should consider:

- Adopting a policy that would eliminate or reduce the amount of 
the Member’s stipend.

- (If an Appointed Member), making the appointing authority aware 
of the absences and, if necessary, recommend that the appointment 
be rescinded.

- (If an Elected Member), making the voting members aware of the 
Board Member’s attendance record.

Minutes of Executive Session.When the Board votes to go into executive 
session, they must either designate a Secretary to take minutes or note if 
the regular Secretary will keep a record of executive session.

Retirement Board Members and staff are not sufficiently bonded to protect the
assets of the Retirement System.

Board Members and appropriate employees must be bonded for at least 
ten percent of the retirement assets or a minimum of $500,000.

Retirement systems are separate legal entities and, therefore, may not be 
covered by the City or Town’s insurance policy.

Contracts

The retirement system purchased new computer equipment and signed a 
multi-year maintenance contract without engaging in a competitive bid 
process to select a vendor.

PERAC auditors review all contracts to determine if a competitive bid 
process was utilized to select vendors. Retirement Boards are required 
to conduct a competitive bid process before making a significant purchase
or entering into a service contract. Computer equipment, actuarial 
consultants, investment consultants, investment managers, etc. all require 
competitive bids.
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Consultant fee schedules cannot be based on a percentage of assets but 
must be based on a fixed dollar amount (840 CMR 26.01).

The retirement system must keep a copy on file of the current 
consultant’s ADV Part II of the Uniform Application for Investment 
Adviser Registration.

The retirement system did not document the competitive bid process they used
to select an actuarial consultant.

Retirement systems are required to carry out a competitive process and to 
maintain a file of all documentation related to that process.
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Notes
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