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California State Teachers’ Retirement System 

100 Waterfront Place 

West Sacramento, CA  95605 

 

Dear Mr. Ehnes: 

 

The State Controller’s Office (SCO) reviewed the California State Teachers’ Retirement System 

(CalSTRS) for the period of July 1, 2009, through June 30, 2011. The purpose of the review was 

to determine whether controls are in place to detect and prevent pension payments based on 

unusually large or excessive final compensation amounts, commonly known as pension spiking. 

The SCO specifically reviewed the electronic methods used to identify pension spiking, the audit 

processes used by CalSTRS to oversee its member school districts, and the efforts conducted by 

its newly formed Compensation Review Unit. 

 

The SCO also independently reviewed five school districts for the period of July 1, 2006, 

through June 30, 2011, to determine whether the districts had controls in place to provide 

reasonable assurance that pension spiking could be prevented or detected.  

 

The SCO identified the following concerns: 

 CalSTRS did not provide adequate oversight of the reporting entities it monitors. For 

example, at the rate at which audits currently are being performed, each district would be 

audited only once every 48 years. In addition, CalSTRS’ audit process should have been more 

effective in detecting pension spiking at its member school districts. 

 CalSTRS missed opportunities to increase school district accountability by reducing instances 

of suspicious or unjustified salary increases (i.e., pension spiking). Our independent review of 

the San Francisco Unified School District and the San Diego Unified School District 

concluded that these districts lacked the level of transparency and the necessary controls over 

management pay increases that a public entity should exercise on behalf of its constituents. As 

a result, pension spiking may be occurring at these districts.  

 Our review disclosed that CalSTRS did not review or verify the results of electronic edits it 

put in place to specifically identify potential pension spiking, except when there was an 

occasional inquiry from other CalSTRS divisions. CalSTRS could better analyze and use 

electronic information and coordinate its auditing efforts with its newly formed Compensation 

Review Unit so that audits are focused on higher-risk school districts.  

 



 

Jack Ehnes, Chief Executive Officer -2- September 5, 2012 

 

 

 

If you have any questions, please call Mr. Finlayson at (916) 324-6310, or e-mail him at 

afinlayson@sco.ca.gov. 

 

Sincerely, 

 

Original signed by 

 

JEFFREY V. BROWNFIELD 

Chief, Division of Audits 

 

JVB/mp 
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cc: Chris Ford, Chief of Staff 

  California State Teachers’ Retirement System 

 MaryAnn Campbell-Smith, Chief Auditor 

 California State Teachers’ Retirement System 
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Review Report 
 

The State Controller’s Office (SCO) has completed a review of the 

California State Teachers’ Retirement System (CalSTRS) to determine 

whether controls are in place to detect and prevent pension payments 

based on unusually large or excessive final compensation amounts, 

commonly known as pension spiking. The SCO specifically reviewed the 

electronic methods used to identify pension spiking, the audit processes 

used by CalSTRS to oversee its member school districts, and the efforts 

conducted by its newly formed Compensation Review Unit for the period 

of July 1, 2009, through June 30, 2011. 
 

The SCO also independently reviewed five reporting entities: three 

school districts, one community college district, and one county office of 

education, to determine whether controls are in place to provide 

reasonable assurance that pension spiking could be prevented or 

detected. 
 

The SCO’s review was conducted pursuant to the State Controller’s 

authority under Government Code section 12410. 
 

The SCO identified the following concerns: 

1. CalSTRS did not provide adequate oversight of the reporting entities 

it should be monitoring. For example, at the rate at which audits 

currently are being performed, each district would be audited only 

once every 48 years. In addition, CalSTRS’ audit process should 

have been more effective in detecting pension spiking at its reporting 

entities (i.e., school districts). 

2. CalSTRS missed opportunities to increase reporting entity 

accountability. Our independent review of the San Francisco Unified 

School District and the San Diego Unified School District concluded 

that these districts lacked the level of transparency and the necessary 

controls over management pay increases that a public entity should 

exercise on behalf of its constituents. As a result, pension spiking 

may be occurring at these districts.  

3. Our review disclosed that CalSTRS did not review or verify the 

results of electronic “edits” it put in place to specifically identify 

potential pension spiking, except when there was an occasional 

inquiry from other CalSTRS divisions.  
 

 

This report presents the results of the SCO’s review of pension control 

mechanisms exercised by CalSTRS over its member entities. With a 

large number of retirements predicted to occur in the near future and the 

fiscal impact these retirements will have on CalSTRS’ Teachers’ 

Retirement Fund, the SCO reviewed the adequacy of CalSTRS’ methods 

to prevent potential pension spiking. 
 

The SCO’s review was conducted pursuant to the State Controller’s 

authority under Government Code section 12410.  

Executive Summary 

Introduction 
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The responsibility of CalSTRS is to provide retirement-related benefits 

and services primarily to teachers in public schools, community colleges, 

and county offices of education. 

 

CalSTRS is the largest teachers’ retirement fund in the United States. As 

of October 31, 2011, it had more than 852,000 members and carried 

$148.2 billion in assets. 

 

CalSTRS is managed by the Teachers’ Retirement Board (Board). The 

Board has control over the investment and administration of the 

Teachers’ Retirement Fund. The Board comprises twelve members, 

including five members appointed by the Governor, four ex-officio 

members, and three members elected by CalSTRS members. 

 

CalSTRS is responsible for the determination and payment of benefits to 

members, retirees, and beneficiaries. The retirement income amount is 

based on the member’s age at retirement, the number of service credits at 

retirement, and the member’s final compensation. In the case of the 

Defined Benefit program, final compensation is based either on the 

highest single year or an average of three consecutive years, depending 

on the number of years of service the member has at retirement. 

 

Pension spiking is a situation in which an individual member’s final 

compensation is increased to a level that does not reflect the 

compensation that the member has been earning on an ongoing basis for 

that position. This may reflect one-time increases in compensation or 

increases that became effective shortly before retirement that would not 

continue to be paid to the member’s successor. 

 

 

The State Controller’s Office (SCO) reviewed the California State 

Teachers’ Retirement System (CalSTRS) for the period of July 1, 2009, 

through June 30, 2011. The purpose of the review was to determine 

whether controls are in place to detect and prevent pension payments 

based on unusually large or excessive final compensation amounts, 

commonly known as pension spiking. The SCO specifically reviewed the 

electronic methods used to identify pension spiking, the audit processes 

used by CalSTRS to oversee its member school districts, and the efforts 

conducted by its newly formed Compensation Review Unit. 

 

The SCO also independently reviewed five reporting entities for the 

period of July 1, 2006, through June 30, 2011, including three school 

districts, one community college district, and one county office of 

education, to determine whether the districts had controls in place to 

provide reasonable assurance that pension spiking could be prevented or 

detected.  
 

The objectives of our review were to determine whether CalSTRS has 

made adequate efforts and put in place systems to detect and take action 

in a timely manner against potential pension spiking, and provides 

adequate oversight of these processes. Specifically, the objectives were 

as follows: 

Background 

Scope, Objectives, 

and Methodology 
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 Review automated programs designed to flag excessive salary bumps 

from one year to the next. 

 Determine whether or not a particular compensation increase was 

appropriate and properly documented. 

 Review five member entities to determine if CalSTRS is properly 

identifying inconsistent or accelerated pay increases during an 

employee’s final compensation period. 

 Conduct a review of CalSTRS’ implementation of its Compensation 

Review Unit. 

 

In order to accomplish our objectives, we performed the following 

procedures: 

 Reviewed rules and regulations associated with the Teachers’ 

Retirement Law and other pertinent documents related to school 

teachers’ retirement. 

 Reviewed audit working papers and reports prepared by CalSTRS 

auditors and its contractor, Mayer Hoffman McCann P.C., to 

determine the procedures performed, their results, and the follow-up 

of audit findings. 

 Reviewed audit reports prepared by CalSTRS’ independent auditors 

Macias, Gini, and O’Connell, LLP, pursuant to the annual financial 

and performance audit requirements. 

 Reviewed internal reports, risk analyses, annual work plans, reports to 

management, internal audit reports, and contractor’s memos and 

reports related to the oversight of the teachers’ retirement system. 

 Reviewed CalSTRS Board meeting minutes. 

 Interviewed various officials and staff at CalSTRS and member 

entities that submit retirement information to CalSTRS (e.g., school 

districts), to gain an understanding of relevant policies, procedures, 

and processes. 

 Conducted five independent reviews of member entities. 

 

 

Our review of CalSTRS disclosed that: 

1. CalSTRS does not provide adequate oversight to detect pension 

spiking at its reporting entities. 

 With more than 1,900 reporting entities (e.g., school districts in 

California), CalSTRS’ Audit Services would have a 48-year audit 

cycle given its current-year audit plan to perform 40 audits per 

year. 

 Given that 40% of past audits conducted by CalSTRS had 

findings related to pension spiking, conducting more audits could 

detect additional instances of pension spiking. 

Conclusion 
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 As of October 2011, CalSTRS’ did not renew the services of an 

audit contractor to assist in performing pension spiking reviews. 

This further has diminished CalSTRS’ ability to complete audits. 

As of September 2011, CalSTRS had a backlog of 33 

uncompleted audits. 

 

2. Our review of the five reporting entities, three school districts, one 

community college district, and one county office of education, 

disclosed that two of the five reporting entities reviewed, or 40%, 

lacked transparent processes and sufficient internal controls over pay 

increases. Increases were granted without written board or executive 

approval, written performance evaluations, or similar justifications. 

The lack of sufficient internal controls and transparency made it 

impossible for us to conclude whether pension spiking existed at 

these entities. 

 

3. CalSTRS uses electronic intelligence methods to identify potential 

spiking, but needs to fully utilize and refine the information it is 

assessing. Our review disclosed that CalSTRS did not review or 

verify the results of electronic “edits” they put in place to specifically 

identify potential pension spiking except when there was an 

occasional inquiry from other CalSTRS divisions.  

 

 

We issued a draft report on July 17, 2012. Jack Ehnes, Chief Executive 

Officer, responded by letter dated July 26, 2012 (Attachment), not 

disagreeing with the findings and agreeing with the recommendations. 

The final report includes CalSTRS’ response. 

 

 

This report is intended for the information and use of CalSTRS and the 

SCO; it is not intended to be and should not be used by anyone other 

than these specified parties. This restriction is not intended to limit 

distribution of this report, which is a matter of public record. 

 

Original signed by 
 

 

 

JEFFREY V. BROWNFIELD 

Chief, Division of Audits 

 

September 5, 2012 

 

 

Restricted Use 

Views of 

Responsible 

Officials 
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Findings and Recommendations 
 

Our review determined that CalSTRS’ Audit Services does not provide 

adequate oversight of reporting entities (e.g., school districts) it should 

be monitoring. In addition, even though we noted that Audit Services’ 

audit objectives when conducting audits of it reporting entities contains a 

pension spiking objective, that is not the primary focus of its audits. 

 

Several factors contributed to the lack of adequate oversight, including: 

 The loss of a significant CalSTRS audit management employee 

 The failure of Audit Services to effectively use its own auditors 

 Use of an audit contractor to do fieldwork rather than using CalSTRS 

audit staff 

 Disincentives within its contract arrangement with its most recent 

audit contractor 

 A large number of unfinished audits 

 

Furthermore, the current CalSTRS audit cycle only provides for an audit 

of a reporting entity on an average of once every 48 years. 

 

During the review period, the previous Audit Chief left her position in 

early February 2011. Her exit left Audit Services with only interim 

management until October 2011, when CalSTRS appointed a new Audit 

Chief. Thus, from February 2011 until October 2011, CalSTRS audit 

staff had little guidance. Examples of the lack of guidance include: 

 The audit plan for fiscal year (FY) 2010-11 did not appear to be fully 

implemented. During FY 2010-11, CalSTRS conducted 30 audits 

when, in previous years, CalSTRS was performing 45 audits per year. 

 The audit plan for FY 2011-12 was not developed and adopted until 

September 2011, shortly before the new Audit Chief was hired in 

October 2011. 

 

Audit Services does not appear to use its audit employees effectively or 

have duty statements that are commensurate with employees’ actual 

functions. Currently, Audit Services has nine lead auditors. An analysis 

of their job duty statements disclosed that their time is spent as follows: 

50% Conducting audits 

40% Acting as a team leader or directing other subordinate auditors 

5% Performing other duties as requested by supervisor 

5% Attending external/internal training conferences to enhance 

knowledge and competencies 

 

  

FINDING 1— 

CalSTRS did not provide 

adequate oversight of 

reporting entities it 

should be monitoring and 

its audit process should 

have been more effective 

in detecting pension 

spiking at its member 

entities 
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The scope of our review did not include a review of the auditors’ actual 

job duties (i.e., how much time was actually spent on each of the above 

functions). However, because there is only one subordinate auditor, we 

can only conclude that the nine lead auditors are performing other 

activities, or that their job duty statements are incorrect, because 40% of 

their time is to be spent on acting as a team leader or directing 

subordinate auditors. In either case, this situation indicates poor 

oversight over the auditors’ daily activities. Based on our review, we 

noted that there were inefficiencies occurring during our review period in 

Audit Services. 

 

Our review disclosed that during the review period, Audit Services 

contracted with an outside audit firm, Mayer Hoffman McCann P.C. 

(MHM), to perform audit services, including fieldwork, for CalSTRS. 

CalSTRS relied heavily upon the firm as the firm performed the field 

work for 92 of 120, or 77%, of the pension spiking CALSTRS audits 

during the three-year period of our review, July 1, 2008, through 

June 30, 2011. 

 

Our review of the audit contract between CalSTRS and MHM disclosed 

that the contract arrangement created a disincentive for MHM to fully 

identify problems, such as pension spiking.  

 CalSTRS used an “agreed-upon procedures” type of audit services 

contract, that does not allow flexibility in audit testing, and the 

contractor’s budget was for a fixed fee of $14,000 per engagement. 

 When the contractor identified problems within each engagement, 

specifically, the existence of pension spiking, the contractor was 

required to request approval from CalSTRS before expanding their 

testing to possibly identify more spiking. However, the contract did 

not provide for any additional funding to the contractor. 

Consequently, the contractor had no fiscal incentive to incur 

additional time and expense without an associated increase in their 

budget. 

 

CalSTRS and the contractor performed and completed 120 audits during 

the review period. Of the 120 audits, 48 audits, or 40%, had findings 

related to pension spiking. This illustrates that CalSTRS was relying on 

the firm to detect pension spiking while, at the same time, limiting the 

contractor’s ability to detect such spiking with a fixed fee “agreed-upon 

procedures” audit approach. We could not ascertain if additional pension 

spiking would have been disclosed if the contract was not for a fixed fee. 

 

During our analysis of the audits completed in recent years, we noted 

that CalSTRS issued 40 audits on average per year under its letterhead. 

Of these 40 audits, 30 were based on fieldwork conducted by the firm 

and the other 10 audits were based on fieldwork performed exclusively 

by CalSTRS auditors. 
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The table below depicts the number of audits completed by CalSTRS and 

MHM by fiscal year for the review period:  
 

 

 

We question CalSTRS’ ability to continue to maintain the 40 audits per 

year average, based on the following: 

 CalSTRS no longer engages a contractor to perform the majority of 

the fieldwork. 

 Each Audit Services auditor did sufficient fieldwork to issue, on 

average, only one audit per year. The audit services for the FY 

2011-12 work plan includes 33 audits carried over from prior years in 

addition to 20 or more new audits, for a total of at least 53 audits. This 

work plan commits Audit Services to complete 45 audit reports in FY 

2011-12. Assuming Audit Services is able to complete these 45 audit 

reports in the fiscal year, at least 8 reports would be carried over to 

the subsequent fiscal year. Without additional staffing or hiring 

another contractor, and in light of prior history, we question Audit 

Services’ ability to meet its current audit work plan commitment to 

complete 45 audits. As discussed in Finding 2, at this rate, each 

school district would be audited only once every 48 years. 

 

The SCO wants to recognize that, during the review, CalSTRS was 

implementing a new stand-alone Compensation Review Unit that is 

charged specifically with detecting pension spiking activity. This unit 

will allow audit resources to be used on more audits or other tasks. 

However, this unit’s implementation will not fully alleviate the necessity 

for additional staffing to provide adequate oversight of the entities 

reporting to CalSTRS. 
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Recommendation 

 

Our review disclosed that, since the inception of our review, CalSTRS 

has taken positive steps to improve its audit processes; however, further 

improvements should be implemented to identify additional potential 

pension spiking. 

 

The SCO recommends that CalSTRS: 

 Increase the frequency with which its reporting entities are audited by 

increasing the number of audits Audit Services completes each year. 

 Continue to use a risk-based analysis and other evidence-based 

criteria to identify which reporting entities to audit. This analysis 

should be used to determine the number of entities that should be 

audited each year as well as the resources needed to properly provide 

program oversight. 

 Perform an analysis to determine if additional audit resources are 

needed in order to provide adequate oversight of the entities reporting 

to CalSTRS. 

 Review and analyze the Teachers’ Retirement Law for any necessary 

clarifications or enhancements to allow CalSTRS to provide better 

oversight over its member entities. 

 

CalSTRS’s Response 

 
CalSTRS concurs with the State Controller’s Office (SCO) 

recommendations that employer audit efforts should be strengthened. 

CalSTRS agrees that the agreed upon procedures required of the prior 

contractor were limited. However, CalSTRS auditors retained lead 

responsibility for audit planning and sample selection, expanded audit 

testing, audit report issuance, and appeal defense for the 120 completed 

audits. As of April 2011, employer audits are performed solely by 

Audit Services. CalSTRS further agrees that 48 of the 120 completed 

audits reported non-compliance findings; however, only 26 of the 120 

audits (22%), had findings related to ‘pension spiking’ as defined in the 

SCO report. 

 

SCO’s Comment 

 

CalSTRS did not disagree with our findings and agreed with our 

recommendation. 

 

While we agree that 48 of the 120 completed audits reported non-

compliance findings, all 48 had findings related to pension spiking.  Our 

analysis of the 48 reports disclosed that 26 reports had findings related to 

pension spiking and 22 had findings related to potential pension spiking.  

Had the potential pension spiking issues not been corrected that they 

would fall into our definition of pension spiking. Therefore, our report 

remains unchanged. 
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We selected the five reporting entities to review after evaluating an 

internal risk analysis document prepared by Audit Services. That analysis 

ranked the reporting entities by level of risk for pension spiking. For 

each of the five entities tested, we obtained a list of all CalSTRS member 

retirements during the five-year period reviewed and then judgmentally 

selected samples from different types of employees: executives, 

administrators, teachers, and non-certificated employees.  

 

The SCO conducted its own independent review of the five reporting 

entities with the primary objective of determining whether the entities 

reported accurate and complete contribution data for all qualified 

CalSTRS members based on each eligible member’s creditable service 

and creditable compensation.  

 

We evaluated pay increases granted prior to retirement and assessed 

whether the increases were adequately approved, justified, and 

documented. The five entities were: 

 Pajaro Valley Unified School District 

 San Francisco Unified School District 

 Foothill-De Anza Community College District 

 Los Angeles County Office of Education 

 San Diego Unified School District 

 

Our procedures included: 

 A cursory review of certificated employees’ salaries. These 

employees’ compensation is governed by bargaining unit agreements. 

Therefore, we considered the risk of pension spiking to be low. 

 For each retired employee reviewed, we calculated the percentage of 

salary increase between the salary of the last year worked prior to 

retirement and the salary of the second-to-last year worked. 

 We reviewed each selected employee’s personnel file, if available, 

and other source documents, such as board approvals, salary 

schedules, performance evaluations, and employment contract 

provisions, to verify whether the salary increase was justified, 

supported, and properly documented.  

 

If the increases were not approved nor justified, we concluded that the 

increases were indicative of pension spiking and that the entity lacked 

sufficient internal controls to deter spiking. 

 

Our review disclosed that, for two of the five entities we reviewed, or 

40%, instances existed in which the pay increases lacked documentation, 

such as board or executive approval, written performance evaluations, or 

similar justifications. The two districts were the San Francisco Unified 

School District and the San Diego Unified School District. Overall, we 

concluded that both districts lacked the level of transparency over pay 

increases that a public entity should exercise on behalf of its constituents. 

 

  

FINDING 2— 

CalSTRS missed 

opportunities to increase 

member entities’ 

accountability by 

reducing instances of 

suspicious or unjustified 

salary increases (i.e., 

pension spiking) 
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The SCO’s 40% exception rate is consistent with the exception rate 

determined by CalSTRS’ Audit Services and its contractor; yet, 

CalSTRS and its contractor conducted only 120 audits in the past three 

years, a very small number, considering that there are 1,938 reporting 

entities in California. Again, at that rate, a school district would be 

audited only once every 48 years. 
 

Our review disclosed that, at the San Francisco Unified School District 

and the San Diego Unified School District, large salary increases 

occurred and were not approved or justified by the school district. 
 

In some cases, increased salaries were approved without transparency in 

an open forum, lacked proper documentation, and were not properly 

justified. 
 

In many instances, the salary increases at both districts appear to have 

been granted in closed-session board meetings with no subsequent 

minutes or other explanation for the increases. While we understand that 

personnel matters often are conducted in closed-session board meetings, 

we would expect a salary increase to be justified with a performance 

evaluation, assessment, or other type of written documentation, 

especially when the increase occurs shortly prior to retirement. 
 

For instance, at the San Diego Unified School District, we repeatedly 

requested supporting documents so that we could make determinations 

regarding whether the employees were properly appointed to their 

positions or whether they were placed at the appropriate pay levels. The 

district indicated that the supporting documents we requested were 

missing from the files. Subsequently, we requested alternative methods 

to support the requested documents. The district indicated that it did not 

have any other support documentation available.  
 

We noted that the district did not maintain point-of-origination 

documentation to substantiate a Personnel Action Request in personnel 

files such as: 

 Board of Education appointment notifications  

 Superintendent approval of salary placement  

 Salary protection approvals  

 Complete personnel agreements  

 Employee salary placement notification letters  
 

At the San Francisco Unified School District, we identified 15 executives 

or managers who received pay increases that collectively averaged 6% in 

the year proceeding their retirements. Although that rate may not seem 

excessive, we noted that rank-and-file employees were experiencing 

furloughs and pay cuts at this same time. One executive received a 26% 

increase six months prior to retirement, and another executive received a 

20% increase one year prior to retirement. In each of these examples, the 

district did not use or maintain employment agreements or contracts 

delineating positions, compensation amounts, or terms of service prior to 

2009. Without proper supporting documentation, we were not able to 

confirm the accuracy of the compensation due employees or if the 

compensation was justified. 
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At the San Diego Unified School District, we could not assess 

$3.2 million in salaries granted to 29 managers. We originally requested 

to review 56 employee management files representing $6.4 million in 

salaries for the period of July 1, 2006, through June 30, 2011. 

 

After our repeated requests and the district’s attempts to locate the 

documentation and/or personnel files to support these salaries, the district 

indicated that the files could not be located. In addition, the district 

indicated that it could not provide any alternative method to determine if 

the salaries for these 29 of 56 employee files, or 52%, which represented 

$3.2 million in salaries, were properly approved and justified.  

 

Therefore, we were unable to confirm the accuracy and validity of these 

salaries. As the district lacked transparency, we could not determine if 

these salaries were an attempt to conceal any pension spiking issue. 

 

This lack of transparency in justifying pay increases and the failure to 

maintain adequate supporting documents, coupled with the small number 

of audits that CalSTRS completes each year, creates an environment 

where pension spiking may easily go undetected. These missed 

opportunities show that CalSTRS needs to improve its oversight and 

monitoring of its reporting entities. 

 

Recommendation 

 

CalSTRS needs to increase the number of audits it performs to minimize 

missed opportunities in identifying pension spiking issues. To 

accomplish this increase, CalSTRS should conduct a comprehensive 

analysis of its entities and maximize its use of all electronic tools and 

data available, along with the results from its newly formed 

Compensation Review Unit. 

 

This process will facilitate identifying additional efficiencies in 

performing its audits and determine any additional resources that may be 

required. CalSTRS should then be in a better position to perform its audit 

function. 

 

CalSTRS’s Response 

 
CalSTRS concurs with the SCO’s recommendations that employer 

audit efforts should be strengthened and would refer to the Finding 1 

listing of actions taken by CalSTRS since June 30, 2011. CalSTRS 

would note that the San Francisco Unified School District and the San 

Diego Unified School District are 2 of the 60 employers ranked as 

‘high risk’ in Audit Services Fiscal Year 2012-13 employer audit risk 

assessment. As outlined in Audit Services FY 2012-14 Employer Audit 

Plan, employers are selected for audit utilizing the risk assessment, 

with a focus on high-risk employers. 

 

SCO’s Comment 

 

CalSTRS did not disagree with our findings and agreed with our 

recommendation. 
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CalSTRS agrees that both the San Francisco Unified School District and 

the San Diego School District posed a high risk for pension spiking. The 

fact the SCO was able to review these two entities in a short amount of 

time, were found to have considerable potential spiking issues, and were 

not  previously audited by CalSTRS, exemplifies that CalSTRS has not 

provided adequate oversight of its reporting entities, as noted in 

Finding 1. 

 

We acknowledge CalSTRS’ current efforts intent to address their 

oversight; however, we strongly recommend a full audit to further 

develop and quantify our findings at these two school districts. 

 

 

Our review disclosed that CalSTRS did not review or verify the results of 

electronic edits they put in place to specifically identify potential pension 

spiking, except when there was an occasional inquiry from other 

CalSTRS divisions.  

 

CalSTRS has had in place electronic “edits” that specifically are related 

to the detection of pension spiking. These edits identify instances in 

which employees’ monthly pay increases exceeded a certain percentage 

or where employees’ “special compensation” exceeds a set dollar amount 

in one year.  

 

Our review of these electronic edits determined that they are valuable 

tools with which CalSTRS can identify potential spiking and increase the 

accountability of the reporting entities, particularly if used in conjunction 

with existing audits and its newly formed Compensation Review Unit. 

The edit tools went unused for years and, as a result, CalSTRS likely left 

undetected numerous instances of pension spiking overpayments. 
 

In December 2011, we recommended to CalSTRS Member Services that 

these edits warranted ongoing and more thorough reviews and 

verifications. Member Services agreed with our assessment and 

subsequently began to review 100% of the exceptions identified by these 

edits, and to seek explanatory information from the responsible reporting 

entities. 

 

In many instances, the reporting entities either corrected the exception or 

provided CalSTRS with supporting information that justified the 

exception. If the entities could not provide an adequate explanation, the 

exceptions were referred to CalSTRS’ Compensation Review Unit for 

further review. 

 

As discussed in Finding 2, CalSTRS uses a risk-based analysis to 

identify entities to be audited, but has resources to conduct only about 40 

audits each year. We believe that the profile of pension abuses identified 

during these audits, along with the information CalSTRS learns from 

using the electronic edits, will prove valuable in refining and focusing  

 
  

FINDING 3— 

CalSTRS has electronic 

intelligence that 

indicates potential 

pension spiking but only 

recently began using this 

information 
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both the audits and the edits. It is too early to assess whether the 

percentage of monthly pay increases or the amount of “special 

compensation” deemed excessive are thresholds that are too high or too 

low, but we encourage CalSTRS to periodically evaluate these to 

maximize the edit’s effectiveness. 

 

Recommendation 

 

CalSTRS should continue with our recommendation to review and verify 

the result of their existing pension spiking edits. In addition, they should 

refine and focus both audits and edits by using the information gathered 

during its audits, electronic edit information, and information collected 

by its Compensation Review Unit. 

 
CalSTRS’s Response 

 
CalSTRS concurs with the recommendation that edits identifying 

potential pension spiking warrant a 100% review. CalSTRS has taken 

the following actions to ensure the review. Prior to these enhancements, 

CalSTRS agrees that staff’s review was not well documented and 100% 

review could not be assured. . . . 

 

CalSTRS also concurs that the compensation thresholds should be 

routinely reviewed and adjusted based upon economic conditions and 

employer practices. In May 2012, thresholds were changed reflecting 

lower salary growth. Future review will coincide with the results of 

actuarial valuations. . . . 

 

The CRU, in collaboration with Audits Services and Member Account 

Services, is providing valuable resources to help identify and deter 

pensions spiking. The ongoing collaborative effort aided by referral 

processes has strengthened our ability to address pension spiking 

concerns. 

 

SCO’s Comment 

 

CalSTRS did not disagree with our findings and agreed with our 

recommendation. We acknowledge CalSTRS’ current efforts to address 

our recommendations. 
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CalSTRS’s Response to 

Draft Audit Report 
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