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This audit was conducted for the purpose of reporting on the Oregon Public Employees
Retirement System’s financial statements as of and for the year ended June 30, 1997, and on
the internal controls and compliance with applicable laws and regulations.

We conducted our audit in accordance with generally accepted government auditing
standards.  Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement.

As also required by those standards, we reviewed the internal controls of the Oregon Public
Employees Retirement System to determine the audit procedures necessary to gather
sufficient competent evidence in support of our opinion on the financial statements.  We also
performed tests of the Oregon Public Employees Retirement System’s compliance with
applicable laws and regulations.  Our comments regarding internal controls and compliance
with legal requirements are presented in the Audit Results section of this report.

OREGON AUDITS DIVISION

John N. Lattimer
Director

Fieldwork Completion Date:
December 4, 1997
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SUMMARY

BACKGROUND

The Oregon Public Employees Retirement System
(PERS) is a statewide defined benefit retirement plan for
units of state government, political subdivisions,
community colleges, and school districts.  As of
June 30, 1997, there were 808 employers who were
members of PERS, including 110 state agencies, 448
political subdivisions, 17 community colleges, and 233
school districts.  There are more than 68,000 retirees and
beneficiaries currently receiving PERS benefits and more
than 185,000 current and terminated employees who are
members who are not yet receiving benefits.

PERS is funded through member and employer
contributions and investment earnings.  For the fiscal year
ended June 30, 1997, contributions and investment
income of $5,596 million were reported.  Deductions for
the fiscal year ended June 30, 1997, totaled $945 million.

AUDIT PURPOSE
The audit was conducted for the purpose of reporting on
PERS’ financial statements for the year ended
June 30, 1997, and on the internal controls and
compliance with applicable laws and regulations.

AUDIT RESULTS
This audit concludes that PERS’ financial statements for
the year ended June 30, 1997, which are included in this
report, are fairly presented.  Additionally, we noted no
matters involving internal controls that we consider to be
material weaknesses, nor did our tests disclose instances
of noncompliance that are required to be reported herein
under Government Auditing Standards.  Our report on
internal control and compliance with applicable laws and
regulations is included herein.
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INTRODUCTION

ORGANIZATION AND
FUNCTIONS

The Oregon Public Employees Retirement System
(PERS) is a statewide defined benefit retirement plan for
units of state government, political subdivisions,
community colleges, and school districts.  For state
agencies, community colleges, and school districts, PERS
is a cost-sharing, multiple-employer system.  It is an agent
multiple-employer system for political subdivisions.
While participation by state government units, school
districts, and community colleges is mandatory,
participation by most political subdivisions is optional but
irrevocable if elected.

The PERS is administered under Oregon Revised Statutes
(ORS) Chapter 238 by the Public Employees Retirement
Board (board).  The board consists of eleven members, all
of whom were appointed by the Governor and confirmed
by the Senate.  The board appoints a director and employs
staff to administer PERS’ activities.  PERS’ principal
administrative office is located in Tigard, Oregon.

PERS, through its Member Services Division, provides
counseling services at two external counseling centers as
well as in the Tigard office.  This division also provides
services to employers and employee members relating to
retirements, deaths, and disabilities.  PERS also has a
Fiscal Services Division and an Information Systems
Division that provide administrative support for the
agency.  The Deferred Compensation plan, which is
authorized under Internal Revenue Code Section 457 and
ORS 243.400 to 243.507, is also administered through the
board.
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The board contracts for medical and hospital insurance on
behalf of retired members.  Members and their
dependents are eligible for PERS health coverage if the
member is receiving a retirement allowance or benefit
under the PERS system.  There are two health insurance
subsidy programs, the Retirement Health Insurance
Account (RHIA) that is available to all qualifying PERS
retirees and dependents, and the Retirement Health
Insurance Premium Account (RHIPA) that is available
only for qualifying state retirees and dependents.  These
accounts subsidize qualifying retirees' and dependents'
health insurance premiums.

FINANCIAL ACTIVITIES

PERS' financial activities are accounted for in a Pension
Trust Fund.  The primary sources of additions to the fund
are member and employer contributions and investment
earnings.

Additions to Plan Net Assets

Fiscal Year 1997

87%

5% 8%
Net Investment & Other Income

Member Contributions

Employer Contributions

Member contributions totaled $304 million for fiscal year
1997.  Employer contributions for the same period totaled
$462 million.  Investment earnings include interest earned
on fixed-income securities, gains and losses on the
disposal of investments, and changes in the market value
of equity investments.  Net income from investments for
fiscal year 1997 totaled $4,829 million.
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Deductions from Plan Net Assets

Fiscal Year 1996

90%

6% 2%2% Benefits

Refunds

Admin. Expenses

Insurance Premiums

PERS benefits include service retirements, death,
disability, and post-retirement health care benefits.
Deductions from the fund for retirement, death, and
disability benefits paid to retirees in fiscal year 1997
totaled $857 million.  PERS also paid out approximately
$53 million in refunds to members who decided to
withdraw their accounts from PERS.  Administration
expenses were $14.7 million.  Insurance premium
subsidies paid by PERS for fiscal year 1997 were
approximately $21.7 million.
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AUDIT RESULTS
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The Honorable John Kitzhaber
Governor of Oregon
State Capitol
Salem, Oregon  97310

The Board of Trustees
Oregon Public Employees Retirement System
11410 SW 68th Parkway
Tigard, Oregon  97223

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

We have audited the financial statements of the Oregon Public Employees Retirement System
(PERS) as of and for the year ended June 30, 1997, and have issued our report thereon dated
December 4, 1997.

We conducted our audit in accordance with generally accepted auditing standards and
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement.

Internal Controls
The management of PERS is responsible for establishing and maintaining a system of internal
control.  In fulfilling this responsibility, estimates and judgments by management are required
to assess the expected benefits and related costs of controls.  The objectives of an internal
control system are to provide management with reasonable assurance regarding the reliability
of financial reporting, the effectiveness and efficiency of operations, and compliance with
laws and regulations.  Because of inherent limitations in any system of internal control, errors
or irregularities may nevertheless occur and not be detected.  Also, projection of any
evaluation of internal control to future periods is subject to the risk that controls may become
inadequate because of changes in conditions or that the effectiveness of the design and
operation of controls may deteriorate.

In planning and performing our audit of the financial statements of PERS for the year ended
June 30, 1997, we obtained an understanding of internal control.  With respect to the internal
controls, we obtained an understanding of the design of relevant policies and procedures and
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whether they have been placed in operation, and we assessed control risk in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide an opinion on the internal controls.  Accordingly, we do not
express such an opinion.

Our consideration of internal control would not necessarily disclose all matters in internal
controls that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants.  A material weakness is a condition in which the
design or operation of one or more of the specific internal control components does not reduce
to a relatively low level the risk that errors or irregularities in amounts that would be material
in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions.  We
noted no matters involving internal control that we consider to be material weaknesses as
defined above.

Compliance
Compliance with laws and regulations applicable to PERS is the responsibility of PERS’
management.  As part of obtaining reasonable assurance about whether the financial
statements are free of material misstatement, we performed tests of PERS’ compliance with
certain provisions of laws and regulations.  However, the objective of our audit of the
financial statements was not to provide an opinion on overall compliance with such
provisions.  Accordingly, we do not express such an opinion.

The results of our tests disclosed no instances of noncompliance that are required to be
reported herein under Government Auditing Standards.

OREGON AUDITS DIVISION

Sharron E. Walker, CPA, CFE
Deputy Director

December 4, 1997
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FOLLOW-UP ON PRIOR AUDIT FINDINGS

This section reports follow-up action taken by PERS management on findings included in our
prior audit report issued for the period from July 1, 1995, to June 30, 1996.  The scope of the
prior audit was to express an opinion on the Oregon Public Employees Retirement System’s
financial statements.

Prior Audit Findings Disposition

1. Purchasing of Creditable Service:  PERS is
allowing members to retire with more
service time credit and larger retirement
benefits than allowed under Oregon
Revised Statute 238.115(1)(a).  A member
was allowed to purchase and include their
six month wait time as part of the amount
of time worked as an active member.

1. RESOLVED.  PERS received an Attorney
General opinion stating that PERS should
include the purchase of wait time
performed after re-entry to covered
employment and that under the specific
circumstances noted in our previous audit,
PERS does not have a duty to collect the
overpayments or reduce future payments.

 
2. Information System Access:  PERS is not

removing employees’ access to
incompatible Retirement Information
Management System (RIMS) screens to
which they do not need access.

2. RESOLVED.  PERS has implemented a
new security matrix system.  We observed
testing of the new system, and it appears to
be functioning properly.  Employees no
longer have access to screens that would
allow them to perform functions
incompatible with their job responsibilities.

 
3. Computer System Work Requests Backlog:

There are 80 outstanding work orders to
modify the Retirement Information
Management System’s (RIMS) screens or
correct known RIMS errors, dating back as
far as 1989.

3. PARTIALLY RESOLVED.  A new screen
was developed to process database-oriented
work requests faster.  A RIMS re-
engineering project has begun, and systems
staff are being reorganized for increased
efficiency.  There are still delays in
processing work orders, and a
comprehensive review of computer
requests will not occur until June 30, 1998.

 
4. Policies and Procedures Manual:  PERS’

retirement services section does not have a
current written procedure manual available
to them that documents how pension
benefits are calculated.

 RESOLVED.  All PERS policies and
procedures manuals have been revised and
input on the local area network so that
employees may now access them in a
usable format.  Retirement services is
approximately two-thirds complete with its
revisions.  Completion is expected by
March 1, 1998.
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Prior Audit Findings Disposition

5. Financial Reporting:  PERS misclassified
cash and investments in the financial
statements.  Debt securities totaling $397
million and cash and cash equivalents
totaling $4.5 million were classified as
equity securities.

5. RESOLVED.  PERS reclassified its
securities in the fiscal year 1996 financial
statements.  Investments in the fiscal year
1997 financial statements are correctly
classified.  PERS is working with the State
Treasury to determine information needed
by PERS for financial reporting, and to
review ways to improve financial
information.
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REPORT DISTRIBUTION

This report is a public record and is intended for the information of the Board of
Trustees of the Oregon Public Employees Retirement System, the Retirement System's
management, the governor of the state of Oregon, the Oregon Legislative Assembly,
and all other interested parties.

COMMENDATION

The courtesies and cooperation extended by management and staff of the
Oregon Public Employees Retirement System during the course of our audit were very
commendable and sincerely appreciated.

AUDIT TEAM

Joel E. Leming, CPA, Audit Administrator
Craig M. Stroud, CPA
Anne S. Lawrence, CPA
Jason M. Stanley, CPA
Janice I. Richards
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FINANCIAL STATEMENTS
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FACTS ABOUT THE SECRETARY OF STATE AUDITS DIVISION

The mission of the Audits Division is to “Protect the Public Interest and Improve
Oregon Government.”  The Oregon Constitution provides that the Secretary of State
shall be, by virtue of his office, Auditor of Public Accounts.  The Audits Division exists
to carry out this duty.  The division reports to the elected Secretary of State and is
independent of the Executive, Legislative, and Judicial branches of Oregon government.
The division audits all state officers, agencies, boards, and commissions and oversees
audits and financial reporting for local governments.

DIRECTORY OF KEY OFFICIALS

Director John N. Lattimer
Deputy Director Sharron E. Walker, CPA, CFE
Deputy Director Catherine E. Pollino, CGFM



This report, which is a public record, is intended to promote
the best possible management of public resources.

If you received a copy of an audit and no longer need it, you may return it to the
Audits Division.  We maintain an inventory of past audit reports.  Your

cooperation will help us save on printing costs.

Oregon Audits Division
Public Service Building
Salem, Oregon  97310

503-986-2255

We invite comments on our reports
through our Hotline or Internet address.

Hotline: 800-336-8218
Internet:  Audits.Hotline@state.or.us

http://www.sos.state.or.us/audits/audithp.htm

Auditing to Protect the Public Interest and Improve Oregon Government


