
 

 
 
 

       

 

 

Agenda Item 10 
MEETING DATE: June 21, 2017 
 
SUBJECT:  Update on Corrective Actions for  
  Member Enrollment Error and  
  Proposed Revisions to Remediation Plan 

                                                                    Deliberation               Receive 
SUBMITTED FOR:       Consent          X  and Action                and File 
 

 

RECOMMENDATION 
 
Staff recommends the Board receive and file the update on the corrective contributions for the 
Mission Oaks Recreation and Park District (“Mission Oaks”) enrollment errors affecting fifteen 
persons still employed in 2016. Staff further recommends, the Board approve the proposed 
revisions to the Mission Oaks Member Enrollment Remediation Plan that was approved by the 
Board in September 2016. 
 
PURPOSE 
 
To update the Board on the progress of corrective actions for MORPD’s member enrollment 
error in accordance with the Board-approved remediation plan, and present a proposed 
revision to that plan.      
 
BACKGROUND 
 
At its meeting held September 21, 2016, the Board received a written recommendation and 
discussion regarding member enrollment errors identified during the financial audit of Mission 
Oaks for the fiscal year-ended December 31, 2015, and disclosed to SCERS staff shortly 
thereafter.   
 
The Employee Plans Compliance Resolution System (“EPCRS”) offered by the Internal 
Revenue Service to qualified plans like SCERS is one of two available mechanisms for this 
type of error correction, and the method used for the Mission Oaks Member Enrollment 
Remediation Plan.   
 
When the Mission Oaks plan was presented to the Board in September 2016, staff had already 
conferred with tax counsel about the general requirements for self-correction under EPCRS 
and the specific approach contemplated for Mission Oaks.  Staff also advised the Board that 
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as the correction process progressed, certain aspects or elements of the Remediation Plan 
might need to be revisited or revised in the future. 
 
The correction of these errors by Mission Oaks affecting fifteen employees requires staff at 
SCERS to calculate the contributions required for the appropriate periods of service and 
compel Mission Oaks to make a corresponding deposit to the SCERS trust, along with the 
appropriate earnings adjustments. 
 
The Board-approved remediation plan anticipated a multi-phase correction process.  The 
correction of the member enrollment errors for these fifteen individuals employed by Mission 
Oaks at the time the error was discovered is considered Phase 1. The identification and 
correction of member enrollment errors for former Mission Oaks employees is considered 
Phase 2.  
 
DISCUSSION 
 
Progress of Corrective Actions  

The vast majority of SCERS’ and Mission Oaks’ efforts on the remediation plan to date have 
been with regard to Phase 1.   

 
Phase 1 - Current MORPD Employees 
 
While working to correct enrollment errors for persons still employed as of 2016, SCERS’ 
Benefits staff have met with senior staff at Mission Oaks to discuss correction methodology 
and validate individual records (December 2016), delivered a final cost calculation for 
consideration and acceptance by the Mission Oaks Advisory Board (February 2017), and met 
with Mission Oaks employees to review the written benefit and cost information distributed 
during this process (March 2017). 
 
During the current month, Benefits staff have prepared payment instructions and confirmed the 
transactions required for corrective contributions for Phase 1 of Mission Oaks’ Remediation 
Plan.  SCERS will receive the corrective contributions for Phase 1 from Mission Oaks by June 
30, 2017, via journal vouchers. 
 
Corrective Contribution Amounts  

Mission Oaks asked its current employees who should have become members to provide the 
missing employee contribution component for the service credit accrued in the 36 months prior 
to September 2016, the time at which these employees began making regular, retirement 
contributions as active members of SCERS.  Most of the current employees who should have 
been enrolled as SCERS members were improperly enrolled by Mission Oaks in a 457 
deferred compensation plan administered by the Public Agency Retirement System (“PARS”).  
This served as a funding source for the affected employees to pay the required SCERS 
member contributions for the 36 months.  The erroneous contributions to PARS were reversed 
to Mission Oaks through a mistake-of-fact process. 
 



June 21, 2017           Page 3 of 5 Agenda item 10 

 

 

 
 
 

The cost for Mission Oaks to correct the member enrollment error for Phase 1 is as follows: 

   Corrective Contributions & interest for Employer Account/Reserves: $ 700,106.27 

   Corrective Contributions & interest for Member Account/Reserves:    116,305.69 

   Total Corrective Contributions & Interest Phase 1:    $ 816,411.96  

   Less Share paid by Members for 36 months prior to membership:      (52,682.39)* 

   Net Mission Oaks-paid Corrective Contributions & Interest Phase 1: $ 763,729.57 
     

* Of this amount, $48,014.74 will be paid from amounts Mission Oaks recovered through the 
mistake-of-fact process with PARS. The current employees whose PARS balances did not cover 
the full 36 months contribution recovery Mission Oaks requested are paying the remainder to 
SCERS in payroll deduction installments.  See attached table for per employee detail.    

 
Phase 2 - Former Mission Oaks Employees 
 
Under its Remediation Plan, Mission Oaks is also required to identify its former employees 
who should have been enrolled as SCERS members prior to terminating employment.  Earlier 
this year, SCERS staff began working to develop a methodology to assist Mission Oaks, and 
other participating employers if and as necessary, in this effort.  In April, SCERS 
communicated the proposed methodology and preliminary results to Mission Oaks and its 
counsel for review and comment or concurrence (see attached letter from SCERS dated April 
10, 2017).  SCERS advised of its goal to assist Mission Oaks in completing Phase 2 of its self-
correction process in fiscal year 2017-2018.  
 
Proposed Revisions to Mission Oaks Remediation Plan 
 
As anticipated in staff’s initial memo to the Board in September 2016, as the correction 
process has progressed, staff has identified proposed revisions to certain elements of the 
Mission Oaks Member Enrollment Remediation Plan for the Board’s consideration and action.  
The following summarizes the proposed revisions to the Remediation Plan, which are shown in 
the attached mark-up of the plan:  
 

• Align the treatment of corrective “member contributions” paid by Mission Oaks to 
SCERS under the remediation plan with the treatment of employee-paid corrective and 
normal member contributions paid to SCERS by the affected employees. The 
Remediation Plan as originally approved provides that corrective “employer-paid 
member contributions” will be treated differently from employee-paid member 
contributions. 

 

 Add definitions for “current” and “former” employees of Mission Oaks, using the time 
SCERS’ receives the corrective contributions from Mission Oaks as a distinguishing 
factor.   
 

 Revise provisions related to a ‘trustee-to-trustee” transfer of funds from PARS directly to 
SCERS, as this was not how the PARS contributions for the affected employees were 
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corrected.  Instead, to correct the “mistake of fact” for Mission Oaks enrolling the 
affected employees in the PARS plan in error, PARS returned the erroneous 
contribution directly to Mission Oaks.  Mission Oaks, in turn, will pay to SCERS the 
amount available from the funds it received from PARS for the corrective member 
contributions for the 36 months prior to the employees’ membership. 

 
It is important to note that EPCRS is grounded in the central premise that any correction 
method should restore the plan and its participants to the position it/they would be in if the 
error had not occurred.  
 
Without the recommended change to the treatment of employer-paid corrective member 
contributions, the existing Remediation Plan imposes additional restrictions on the affected 
employees’ member contributions that do not apply to any other member contributions.  At the 
same time, the current Remediation Plan creates benefits that only the employees for whom 
corrective member contributions were paid by Mission Oaks could receive—benefits not 
contemplated by the County Employees Retirement Law.  These include the ability to receive a 
partial refund of member contributions from SCERS, which no other members of SCERS are 
allowed to do, and, after receiving that partial refund, obtain a lifetime retirement allowance for 
the remaining balance and service credit associated with the corrective member contributions 
paid by the employer.   
 
An additional, important consideration is that the existing Remediation Plan requires SCERS to 
establish, administer, account for, reprogram systems, and customize member 
communications to accommodate a new category of benefits with a new set of complicated 
rules for a very limited segment of SCERS’ membership.  
 
If the Retirement Board accepts the recommended change to the Remediation Plan, then the 
forthcoming employer-paid member contributions will be fully vested upon receipt by the 
affected members and have the same characteristics as any other member contributions.  In 
short, this means that persons with five or more years of service credit will be able to request a 
lifetime benefit from SCERS when they meet the eligibility requirements for service retirement 
and have the option of requesting a lump-sum withdrawal of all member contributions 
(employer-paid and employee-paid) upon termination of employment. 
 
In preparing these proposed revisions to the Remediation Plan, staff conferred with the tax 
counsel who has advised SCERS throughout this error correction process.  Tax counsel has 
affirmed in discussions with staff that the current and recommended approaches to employer-
paid member contributions are both viable, but noted that the approach recommended in the 
proposed revisions is more consistent with the mandate of restoring the affected employees to 
the same position that they would have had the enrollment errors never occurred.  Tax counsel 
also noted that the administrative, automated system, and annual actuarial valuation 
challenges the disparate treatment of employer-paid corrective member contributions and all 
employee-paid member contributions the unrevised remediation plan presents could be cited 
as reasonable arguments in favor of revising the plan. 
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MISSION OAKS RECREATION AND PARK DISTRICT 

MEMBER ENROLLMENT REMEDIATION PLAN 

Proposed Revisions – June 21, 2017 

The following remediation measures will be utilized in addressing the issues related to 

the member enrollment errors at the Mission Oaks Recreation and Park District (Mission 

Oaks).   

SCERS reserves the right to modify the provisions of this remediation plan. 

Description of Error: 

Mission Oaks is a participating employer in SCERS by virtue of its status as a 

‘dependent district’ with respect to Sacramento County (County).  Under the operating 

agreement between Mission Oaks and the County, Mission Oaks’ permanent full-time 

and ‘regular part time’ employees – defined as employees who work at least 38 hours 

bi-weekly – are required to be enrolled as SCERS members.  Mission Oaks advised 

SCERS that in the course of conducting its annual external audit, the auditor identified 

several instances where Mission Oaks had failed to enroll employees in SCERS that 

should have become SCERS members.  Mission Oaks has acknowledged that the 

failure to enroll regular part time employees in SCERS likely reached back to the early 

2000s, and possibly further, and has taken responsibility for not recognizing its duty to 

enroll the relevant employees in SCERS. 

The failure to properly enroll an eligible employee in SCERS means that the employee 

has not obtained the SCERS service credit he/she should have received.  It also means 

that SCERS did not receive the employer and employee contributions that should have 

been submitted for that service.  Because SCERS operates as a tax qualified retirement 

plan, the question of how to address such situations is largely controlled by federal tax 

law.  The Internal Revenue Service (IRS) characterizes problems like this as an 

operational failure to follow the terms of the retirement plan, and the errors must be 

corrected in accordance with IRS rules and procedures. 

The basic federal tax law rule for addressing such an operational failure is that it must 

be fully corrected with respect to all members and beneficiaries, and for all taxable 

years.  In other words, the correction should restore the plan to the position it would 

have been in had the error not occurred, including restoration of the benefits and rights 

of any current and former participants and beneficiaries as if the error had not occurred, 

and the receipt by the plan of all funding (contributions and accrued interest) that should 

have been provided or obtained. 
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Given the tax law requirement that both SCERS and the impacted employees must be 

‘made whole,’ SCERS Staff has worked with Mission Oaks to identify the employees 

who should have become SCERS members; when the membership should have 

started; the salary experience for those employees; the service credit they should have 

accrued; and the employer and employee contributions, and accrued interest, that 

SCERS should have received.  That analysis has been partly completed but additional 

audit work will need to be performed to assure that all impacted employees are 

identified (including past employees) and all the relevant information is incorporated in 

the determination of the pension liability and cost to establish the missing service credit 

for those employees.   

Under federal tax law, the ultimate responsibility for the funding necessary to meet the 

goals of making the plan and the employees whole rests with the employer (i.e., Mission 

Oaks) because it was their error that led to the operational failure.  Within certain legal 

limits, however, the employer may seek to obtain funding from the employees to help 

redress the operating error.   

Remediation Elements: 

Current and former employees who should have been enrolled in SCERS will be placed 

into the appropriate SCERS membership tier based upon the date their SCERS 

membership should have commenced. 

Mission Oaks will provide the funding for the vast majority of the additional pension 

liability and associated cost related to the operating error.      

Mission Oaks has elected to ask the current employees who should have become 

SCERS members to provide the missing employee contribution component for the 

service credit they accrued in the 36 months prior to when they will begin making 

regular, ongoing contributions as SCERS members.  Current employees are defined as 

those employees who should have been enrolled in SCERS and are participating in 

SCERS at the time SCERS receives corrective contributions.   

The regular, ongoing contributions will start in September, 2016.  Current employees 

will be responsible for providing the employee contributions for the service they earned 

from September 2013 to September 2016, plus necessary interest.   

Mission Oaks will provide both the employer and employee contributions, plus the 

necessary interest, for any service credit accrued by these current employees prior to 

September 2013, and for any employee who terminates employment between the time 

the enrollment error is discovered and the time SCERS receives corrective 

contributions.  



3 
 

Former employees who should have become SCERS members will not have to make 

any employee contributions for the service they accrued prior to terminating 

employment with Mission Oaks.  Mission Oaks will provide both the employer and 

employee contributions, plus necessary interest, for those former employees.  Former 

employees are defined as those employees who terminated employment prior to 

SCERS receipt of corrective contributions. 

Analysis to-date indicates that virtually all of the current employees who should have 

been enrolled as SCERS members were enrolled in a contributory retirement plan 

called PARS.  The contributions made by the employees to PARS provides a funding 

source for the 36 month contribution component owed to SCERS since the enrollment 

of the employees in PARS was improper because they should have been enrolled in 

SCERS.  Under federal tax law the improper enrollment can be remedied, in part, by a 

‘trustee-to-trustee’ transfer of funds in PARS to SCERS.  

SCERS is only permitted to will receive the funds from PARS’ source accounts the 

funds that are necessary to cover the missing contributions that should have been paid 

to SCERS for the 36 month period.  If the contributions made by the employees to 

PARS exceed the contributions that must be provided to SCERS for the 36 month 

period, PARS and the impacted employees will be responsible for determining how to 

distribute, and the tax ramifications of any distribution, of any PARS funds in excess of 

the funding required to meet the 36 month SCERS contribution component.  

Any impacted employees who do not participate in PARS, or for whom the contributions 

in PARS are not sufficient to meet the 36 month SCERS contribution requirement, will 

have the option of paying the 36 month employee contribution component either in a 

lump sum, via a multi-month payroll deduction payment plan, or through a combination 

of lump sum payment and a payroll deduction plan.  SCERS will provide each of the 

impacted employees in this category with an individualized statement of his/her salary 

experience, service credit, and the employee contributions and accrued interest owed 

for the 36 month period.  The employees will also be provided with information 

regarding what the cost would be under the various payment options, including shorter 

or longer payroll deduction plans. 

While Mission Oaks can elect to have employees fund the 36 month contribution 

component, beyond the mandatory distribution by PARS to SCERS due to the 

enrollment error, neither Mission Oaks nor SCERS has the authority to compel an 

employee to provide funding for the 36 month contribution component.  However, if an 

employee chooses not to provide funding for any part of the 36 month contribution 

component, the employee will not receive the SCERS service credit they would have 

otherwise accrued in that period. 
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If at some future point an employee who was not properly enrolled as a SCERS 

member should terminate employment with Mission Oaks and wish to withdraw his/her 

contributions: (1) The refund of, all member contributions will be limited to the 

contributions actually made by the attributed to that employee, whether paid by the 

employee or by Mission Oaks as part of the corrective member contributions, will be 

refunded to the employee. (including funds transferred from PARS); (2) The service 

credit related to those refunded contributions will be removed; but (3) The service credit 

related to any period where Mission Oaks made the employee contributions will remain 

in the employee’s account at SCERS; and (4) When age eligible for retirement, the 

employee can file for and receive a benefit from SCERS based on the remaining service 

and compensation history. 

Provisions governing the treatment of former Mission Oaks employees who should have 

been enrolled as SCERS members prior to terminating employment with Mission Oaks, 

and who therefore should have accrued service in SCERS, consistent with federal tax 

law will be developed and added to the remediation plan.  

Compliance Procedure:  
 
The two primary procedures under federal tax law for addressing and correcting 

operational errors are the Employee Plans Compliance Resolution System (EPCRS) 

and the Voluntary Compliance Plan (VCP) process.   

Under EPCRS, an operational error can be corrected without pre-approval by the IRS if 

the operational failure is insignificant, given all the facts and circumstances (e.g., 

number of members impacted relative to total membership, assets impacted relative to 

total assets), and the measures taken are reasonable and appropriate to the operational 

failure.  There is no fee for pursuing a remedy via EPCRS.   

The VCP process is typically utilized for larger, more material errors and/or when the 

proposed remedial measures are outside the norm.  The VCP process requires that the 

proposed remedial plan be submitted to the IRS for approval.  There is a fee for 

obtaining VCP approval. 

Based on the facts and circumstances known at this time, the Mission Oaks operational 

failure qualifies as an insignificant operational error that can be corrected under 

EPCRS.  However, because operational errors must be insignificant in the aggregate to 

qualify for correction under EPCRS, that assessment may need to be revisited when the 

analysis of the enrollment practices of other participating employers is completed. 

If it is subsequently determined that correction cannot be obtained via the EPCRS 

process, correction may need to be obtained via the VCP process.    If it is determined 

that correction must be pursued via the VCP process, the cost of obtaining such a 
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determination from the IRS will be borne pro rata by the employer or employers where 

the operational failure occurred. The decision to pursue correction via either EPCRS or 

the VCP process rests solely with SCERS. 

Appeal of Application of the Remediation Plan: 

If Mission Oaks or a Mission Oaks employee wishes to challenge the application of any 

aspect of the remediation plan:  (1) Any challenge to the application of the remediation 

plan must be presented to the SCERS Board for consideration and final determination 

before a remedy can be pursued in any other forum; and (2) If presented with such a 

challenge, or on its own initiative, the SCERS Board can submit a request for a ruling by 

the IRS on the permissibility of an element of the remediation plan via the VCP process 

or other available avenue.  In such a case, action on the challenge or the element of the 

remediation plan will be deferred until a final ruling is obtained from the IRS. 

Addressing Employer Cost Due to the Operational Failure: 

The cost of the additional plan liability resulting from an operational failure can be 

addressed by the employer through either an upfront payment, paying the cost over an 

amortization period as unfunded liability, or through some combination of these 

approaches.  The decision of how it will be addressed rests solely with the SCERS 

Board, taking into account the facts and circumstances, and the provisions of the 

SCERS Funding Policy.  

SCERS reserves the right, in its sole discretion, to require an employer to bear the 

proportionate cost of any expenses that are reasonable and necessary to determining 

the existence and scope of an operational failure, or developing and implementing a 

remediation plan to address an operational failure, including but not limited to audit, 

actuarial, or legal analysis, performed by either SCERS Staff or outside service 

providers, or determinations made by the IRS.    

 

History of SCERS Retirement Board Action: 

Approved September 21, 2016 

Revised June 21, 2017  

     

 



 Employee 

 Corrective Contrib. 

& Interest for 

Member Acct. 

 Less 36-Months 

Contrib. & Int. 

Paid by Member 

 Corrective Contrib. 

& Interest for ER 

Acct./ Reserve 

Net Mission Oaks 

Self-Correction 

Cost for Phase 1 

Service Credit 

Computed by 

SCERS           

(in Years)

1 $3,886.06 ($3,886.06) $11,418.05 $11,418.05 1.95

 2* $3,147.81 $9,349.38 $12,497.19 1.43

3* $2,803.06 ($2,213.50) $17,596.86 $18,186.42 2.20

4 $6,324.37 ($5,897.30) $19,222.31 $19,649.38 2.64

5 $4,435.95 ($3,530.44) $28,025.29 $28,930.80 3.50

6 $4,390.93 ($2,698.17) $27,831.58 $29,524.34 3.31

7 $6,333.21 ($3,858.31) $40,196.90 $42,671.80 4.95

8 $7,119.91 ($4,206.21) $45,465.17 $48,378.87 4.63

9 $6,951.50 ($2,163.26) $45,315.68 $50,103.92 5.72

10 $8,979.54 ($3,990.07) $57,895.57 $62,885.04 6.97

11 $9,204.74 ($4,031.02) $59,464.29 $64,638.01 6.03

12 $9,332.28 ($2,502.26) $60,012.72 $66,842.74 7.34

13 $9,656.75 ($4,255.82) $62,332.66 $67,733.59 7.04

14 $14,910.13 ($4,441.92) $98,272.43 $108,740.64 10.01

15 $18,829.45 ($5,008.05) $117,707.38 $131,528.78 11.60

Totals $116,305.69 ($52,682.39) $700,106.27 $763,729.57

* Employee terminated Mission Oaks employment before Phase 1 correction was completed and PARS

account balance was insufficient to cover 36 month member contribtuion

Mission Oaks Recreation and Park District 

Corrective Contributions for Current Employees (Phase 1)
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SACRAMENTO COUNTY 
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VIA E-MAIL 
April10, 2017 

Diane McEihern, Esq. 
Office of the County Counsel 
700 H Street, Suite 2650 
Sacramento, CA 95814 

Executive Staff 
Richard Stensrud 

Chief Executive Officer 

Steve Davis 

Chief Investment Officer 

Robert L. Gaumer 

General Counsel 

Kathryn T. Regalia 

Chief Operati ons Officer 

John W. Gobel , Sr. 

Chief Benefi ts Officer 

Re: Follow-Up to March 14th Meeting with Mission Oaks Recreation and Parks District­
Possible Method for Identifying Terminated Employees Affected by Enrollment Errors 

Dear Diane : 

Thank you for scheduling the March 14th meeting between the Mission Oaks Recreation 
and Park District ("MORPD"), the Department of Finance (who processes payroll for the 
employees of Mission Oaks), and SCERS (who administers pension benefits for the 
employees of MORPD). As you are already aware, SCERS is working with MORPD to 
address and correct enrollment errors discovered during a recent financial audit. As you 
are also aware, we are close to concluding the self-correction process for 15 part-time 
employees who continued working for MORPD into 2016 (Phase 1) and are advising 
MORPD to conduct a similar review for former part-time employees who terminated prior to 
2016 (Phase 2) . 

Because some of the pertinent payroll records are available electronically and some are 
available on microfiche (and some may not be available at all), we gather that staff at 
MORPD are looking to reasonably reduce the scope of the data review and still effect the 
necessary corrections. To that end , staff at SCERS recently tested an automated 
methodology for screening electronic payroll records downloaded from the County's payroll 
system for special districts, which covers approximately ten years of data. The 
methodology uses the following criteria to identify former employees who likely were eligible 
for enrollment in SCERS: 

• Did the employee work at least six months before terminating employment with the 
employer? If yes: 

• Did the employee's total hours actually worked equate to 50% or more of the total 
maximum hours the employee could have worked if employed full time for the 
employee's actual period of employment? If yes: 

• Further analysis of the employee's work history is warranted to determine if the 
employee should have been enrolled in SCERS. 
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SCERS used data for MORPD employees in its test. The preliminary, unaudited results of 
SCERS application of these criteria to payroll data downloaded for MORPD's employees 
are as follows : 

• 176 MORPD employees have more than 6 months of employment for the period the 
downloaded data covers 
o Of those, 45 employees have worked at least 50% or more of the total hours they 

could have worked if employed on a full time basis for their total period of 
employment. 
• Of those, the pattern of employment for 23 employees indicates they may be 

entitled to retroactive enrollment in SCERS and corrective contributions from 
MORPD; 
;;. And 12 of the 23 employees are most likely to be entitled to retroactive 

enrollment in SCERS and corrective contributions from MORPD 

It will be up to MORPD to review the employment history for the employees that appear, 
based on this initial screen, to be eligible for SCERS membership, and to propose the 
appropriate SCERS membership date based on when the employee, or at least the pattern 
of service indicates the employee, was working permanent part-time. SCERS can provide 
the electronic file that contains all of the results of the initial automated screening performed 
by SCERS, which may prove useful to MORPD in reviewing each employee's work history 
to propose an appropriate SCERS membership date for those who are entitled to 
retroactive enrollment. 

SCERS proposes that MORPD would apply this same criteria for former employees who 
have payroll history prior to 2005 that may only be available in paper or microfiche records. 
Perhaps a review of the year-end payroll registers will help identify former employees 
whose employment history may require further review. 

We look forward to hearing your thoughts on this alternative to a comprehensive audit of 
historical payroll data. We also look forward to assisting MORPD with Phase 2 of the self­
correction process for former employees of MORPD and resolving this during the fiscal year 
ending 6/30/2018. 

Sincerely ,/// 

I ~, ......... . 

ohn W. Gobel, Sr. 
Chief Benefits Officer 

cc: Krista Whitman , Esq.- Office of County Counsel 
Daniel Barton- MORPD 
Cindy Paredes- MORPD 
Richard Stensrud - SCERS 
Robert L. Gaumer, Esq.- SCERS 
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