


 

 

 

 

 

 

 

 

ERS management has no vote in Board proceedings and as a result does not have any 

authority to make plan actuarial assumptions or determine their reasonableness. Accordingly, 

determining the reasonableness of plan actuarial assumptions used in making accounting 

estimates is outside of ERS management's purview and control. 

 

During the course of the audit, ERS management will provide documentation that the Board, in 

consultation with its expert independent actuarial and investment consultants, has duly 

authorized the plan actuarial assumptions used in making accounting estimates and thus 

determined their reasonableness 
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A STATE OF WISCONSIN ------------------
, .•· I \ 

Legislative Audit Bureau 

February 1, 2024 

22 East Mifflin Street, Suite 500 
Madison, Wisconsin 53703 

Mr. Benard J. Allen, Executive Director 
Employes' Retirement System of the City of Milwaukee 
789 North Water Street, Suite 300 
Milwaukee, Wisconsin 53202 

Mr. Daniel Gopalan, Chief Financial Officer 
Employes' Retirement System of the City of Milwaukee 
789 North Water Street, Suite 300 
Milwaukee, Wisconsin 53202 

Mr. David Silber, Chieflnvestment Officer 
Employes' Retirement System of the City of Milwaukee 
789 North Water Street, Suite 300 
Milwaukee, Wisconsin 53202 

Dear Mr. Allen, Mr. Gopalan, and Mr. Silber: 

Main: (608) 266-2818 
Hotline: 1-877-FRAUD-l 7 

Joe Chrisman 
State Auditor 

www.legis.wisconsin.gov/lab 
AskLAB@legis.wisconsin.gov 

As required bys. 13.94 (1) (x), Wis. Stats., the Legislative Audit Bureau is performing a financial audit of 
the Employes' Retirement System of the City of Milwaukee (Retirement System), which is administered 
by the Employes' Retirement System (ERS) of the City of Milwaukee. This will include an audit of the basic 
financial statements and related note disclosures of the Retirement System, as of and for the year ended 
December 31, 2023, and the employer schedules of the Retirement System, as of and for the year ended 
December 31, 2023. 

The Bureau supports the Legislature in its oversight of Wisconsin government and its promotion of efficient 
and effective state operations by providing nonpartisan, independent, accurate, and timely audits and 
evaluations of public finances and the management of public programs. Because the Bureau is a legislative 
service agency, the audit results, including recommendations for improvements in operations, are reported 
to the Legislature. Following the release of the report, the Joint Legislative Audit Committee may choose to 
hold a public hearing on the report. 

We have begun planning for the Retirement System audit. We will have ongoing discussions with you as 
the audit progresses and we will keep you informed of the time frame for releasing the auditor's reports. 

The enclosed Terms of the Audit Engagement details the audit services that will be provided, the auditor's 
responsibilities, management's responsibilities, and the planned form and content of the auditor's report 
and other communications. For purposes of this document, we consider management of ERS to include 
ERS staff only. Although this document is a matter of public record, it is not a contract. It is intended solely 
for the information and use of management of ERS and is not intended to be and should not be used by 
anyone other than these specified parties. This document will be executed in Docusign. Please complete 
the process and sign via DocuSign by February 8, 2024. 
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Mr. Benard J. Allen, Executive Director, 
Mr. Daniel Gopalan, Chief Financial Officer, and 
Mr. David Silber, Chief Investment Officer 
Page2 
February 1, 2024 

Ms. Erin Scharlau is the managing director for this financial audit and will have immediate responsibility 
for reviewing the work performed and the conclusions reached for the audit. Ms. Scharlau may be 
reached at Erin.Scharlau@legis.wisconsin.gov or at (608) 266-2818. 

If you have any questions, you may contact me directly at (608) 266 2818. 

Sincerely, 

t h~ 
State Auditor 

JC/ES/ak 
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Terms of the Audit Engagement 

The terms of the engagement for the financial audit of the Employes' Retirement System of the City 
of Milwaukee (Retirement System), which is administered by the Employes' Retirement System 
(ERS) of the City of Milwaukee, are outlined below. This document includes a description of the 
audit services that will be provided, the responsibilities of the auditor, the responsibilities of 
management, and the planned form and content of the auditor's report and other communications. 
For purposes of this document, we consider management of ERS to include ERS staff only. 

Audit Services 

As required bys. 13.94 (1) (x), Wis. Stats., the Legislative Audit Bureau (Bureau) will perform a 
financial audit of the Retirement System. This audit will include the following: 

■ Basic financial statements of the Retirement System, which includes the Global Combined 
Fund and the Non-consenter Retirement Funds, and the related note disclosures, as of 
and for the year ended December 31, 2023; and 

■ Schedules of Employer Allocations of the Retirement System, and the total amounts for all 
entities, including ending net pension liability, total deferred outflows of resources, total 
deferred inflows of resources, and plan pension expense excluding that attributable to 
employer-paid member contributions reported in the Schedule of Pension Amount by 
Employer, as of and for the year ended December 31, 2023, including the related notes. 

The financial statements and the employer schedules will be prepared by management of ERS, with 
oversight of the Annuity and Pension Board Chair, the Administration and Operations Committee, 
and the ERS Executive Director, in accordance with accounting principles generally accepted in the 
United States of America, as promulgated by the Governmental Accounting Standards Board ( GASB ). 
The Bureau will conduct the audit in accordance with auditing standards generally accepted in the 
United States of America, which are issued by the American Institute of Certified Public Accountants, 
and with Government Auditing Standards, which is issued by the Comptroller General of the United 
States. 

The objectives of an audit are to obtain reasonable assurance about whether the financial 
statements as a whole and the employer schedules are free from material misstatement, whether 
due to fraud or error, and to issue an independent auditor's report that includes the Bureau's 
opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and 
therefore is not a guarantee that an audit, conducted in accordance with auditing standards 
generally accepted in the United States of America and Government Auditing Standards, will always 
detect a material misstatement when it exists. Misstatements, including omissions, can arise from 
fraud or error and are considered material if there is a substantial likelihood that, individually or in 
the aggregate, the misstatements would influence the judgment made by a reasonable user based 
on the financial statements or the employer schedules. 

Certain supplementary information, although not a part of the financial statements, is required 
by GASB, who considers it to be an essential part of financial reporting for placing the financial 
statements in an appropriate operational, economic, or historical context. As part of the audit, the 
Bureau will apply certain limited procedures to the required supplementary information (RSI) 
listed below in accordance with auditing standards generally accepted in the United States of 
America. These limited procedures will consist primarily of inquiries of management regarding 
their methods of measurement and presentation, and comparing the information for consistency 
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with management's responses to the Bureau's inquiries. The Bureau will not express an opinion or 
provide any form of assurance on the following RSI that will be presented: 

■ management's discussion and analysis; 

■ schedule of changes in the net pension liability; 

■ schedules of net pension liability and investment returns; 

■ schedule of employer's contributions; and 

■ notes to required supplementary information. 

Supplementary information other than RSI will also accompany the financial statements. As part 
of the audit, the Bureau will subject the supplementary information listed below to the auditing 
procedures applied in the Bureau's audit of the financial statements and perform certain additional 
procedures, including comparing and reconciling the supplementary information to the underlying 
accounting and other records used to prepare the financial statements or to the financial statements 
themselves, and additional procedures in accordance with auditing standards generally accepted in 
the United States of America. The Bureau will provide an opinion on the following supplementary 
information in relation to the basic financial statements as a whole: 

■ Schedules of Administrative Expenses, Investment Expenses, and Payments to 
Consultants; 

■ Combining Schedule of Fiduciary Net Position; and 

■ Combining Schedule of Changes in Fiduciary Net Position. 

The Bureau is not responsible for auditing other information that accompanies the financial 
statements, including the introductory, investment, actuarial, and statistical sections. This 
information will not be subjected to the auditing procedures applied in the audit of the financial 
statements, and, accordingly, the Bureau will not express an opinion or provide any form of 
assurance on this information. 

Finally, the Bureau will provide an independent auditor's report on ERS's system of internal control 
over financial reporting and ERS' s compliance with certain provisions oflaws, regulations, and 
contracts that could have a direct and material effect on the financial statements or on the employer 
schedules. This report is an integral part of an audit performed in accordance with Government 
Auditing Standards in considering internal control over financial reporting and compliance. Such a 
report is also required bys. 13.94 (1) (x), Wis. Stats. The purpose of this report is solely to describe the 
scope of the Bureau's testing of ERS' s system of internal control and compliance and the result of 
that testing, and not to provide an opinion on the effectiveness of internal control or on compliance. 
Accordingly, this report is not suitable for any other purpose. 
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Auditor Responsibilities 

The Bureau is responsible for forming and expressing an opinion about whether the basic financial 
statements and the employer schedules that have been prepared by management of ERS, with 
oversight of the Annuity and Pension Board Chair, the Administration and Operations Committee, 
and the ERS Executive Director, are prepared, in all material respects, in accordance with accounting 
principles generally accepted in the United States of America. 

The Bureau will exercise professional judgment and maintain professional skepticism throughout 
the audit. The Bureau will identify and assess the risks of material misstatement of the financial 
statements and the employer schedules, whether due to fraud or error; design and perform audit 
procedures responsive to those risks; and obtain audit evidence that is sufficient and appropriate to 
provide a basis for the Bureau's opinion. The risk of not detecting a material misstatement resulting 
from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, 
intentional omissions, misrepresentations, or the override of internal control. 

In addition, the Bureau will: 

■ obtain an understanding of ERS's system of internal control in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of ERS' s internal control; 

■ evaluate the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluate the overall 
presentation of the financial statements and the employer schedules, including the note 
disclosures, and whether the financial statements and the employer schedules represent 
the underlying transactions and events in a manner that achieves fair presentation; and 

■ conclude, based on the audit evidence obtained, whether there are conditions or events, 
considered in the aggregate, that raise substantial doubt about the Retirement System's 
ability to continue as a going concern for a reasonable period of time. 

The Retirement System's financial statements, required supplementary information, and the 
employer schedules include significant information provided by ERS's consulting actuary. The 
Bureau has contracted with an actuarial auditor specialist to provide audit evidence as to the 
actuarial assumptions and methods used in calculating amounts required to be reported in the 
financial statements and the employer schedules for the Retirement System. The actuarial audit 
work will include an independent assessment of the actuarial valuation for December 31, 2023. As 
necessary, the Bureau will coordinate any discussion between the actuarial auditor specialist, the 
consulting actuary, and management of ERS related to the results of the actuarial audit work. 

The inherent limitations of an audit, together with the inherent limitations of internal control, 
result in an unavoidable risk that some material misstatements may not be detected, even though 
the audit is properly planned and performed in accordance with auditing standards generally 
accepted in the United States of America and Government Auditing Standards. Further, the Bureau's 
responsibility as auditors is limited to the period covered by the audit and does not extend to any 
other periods for which the Bureau was not engaged as auditors. 
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ERS Responsibilities 

The audit of the basic financial statements and the employer schedules do not relieve management 
of ERS or those charged with governance of their responsibilities. The Bureau will conduct the 
financial audit on the basis that management of ERS acknowledges and understands its 
responsibilities, which include: 

■ the preparation and fair presentation of the financial statements and the employer 
schedules in accordance with GASB standards; 

■ the design, implementation, and maintenance of a system of internal control relevant to 
the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; 

■ implementation of systems and establishment of controls designed to achieve 
compliance with the provisions of applicable laws, regulations, and contracts; 

■ the accuracy and completeness of all information provided, and for maintaining 
adequate records, selecting and applying accounting principles, and safeguarding 
assets; 

■ the reasonableness of significant assumptions used in making accounting estimates; 

■ including the independent auditor's reports in any document containing the financial 
statements or the employer schedules that indicates that such information has been 
audited by the Bureau; and 

■ adjusting the financial statements and the employer schedules to correct material 
misstatements and confirming to the Bureau in the management representation letter 
that the effects of any uncorrected misstatements aggregated by the Bureau during the 
current engagement and pertaining to the current year under audit are immaterial, both 
individually and in the aggregate, to the financial statements as a whole. 

Management of ERS is also responsible for informing the Bureau of any known or suspected fraud 
affecting the entity involving management, employees with significant roles in internal controls, 
and others where fraud could have a material effect on the financial statements or the employer 
schedules; any instances of identified or suspected noncompliance with laws, regulations, and 
contracts that could have a direct and material effect on the financial statements or the employer 
schedules; any litigation, claims, and assessments whose effects should be considered in preparing 
the financial statements or employer schedules; and any related party transactions, of which it is 
aware. 

In addition, management of ERS is responsible for responding to any findings and recommendations 
of auditors, and for establishing and maintaining a process to track the status of such findings and 
recommendations; informing the Bureau and providing report copies of any other audits or studies 
that directly relate to the objectives of the audit, including whether related recommendations have 
been implemented; and following up and taking timely corrective action on audit findings and 
instances of noncompliance, including preparation of an appropriate corrective action plan. 

For the Bureau to complete the financial audit, management of ERS agrees to provide access to 
information the Bureau deems necessary to conduct the audit. This includes any such books, 
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records, or other documents that may be confidential by law. Specifically, management of ERS 
agrees to provide the Bureau with: 

■ timely access to all information it is aware that is relevant to the preparation and fair 
presentation of the financial statements and the employer schedules, including 
information relevant to disclosures, such as records, documentation, and other matters; 

■ unrestricted access to persons within ERS from whom the Bureau determines it necessary 
to obtain audit evidence; 

■ draft financial statements, draft employer schedules, related note disclosures, 
management's discussion and analysis and other RSI, and any other supplementary 
information in a timely manner; and 

■ information on events occurring or facts discovered subsequent to the date of the financial 
statements and employer schedules of which management may become aware that may 
affect the financial statements or employer schedules. 

With regard to the supplementary information referred to above in which the Bureau will 
provide an opinion in relation to the basic financial statements as a whole, management of 
ERS acknowledges and understands its responsibility to: 

■ prepare supplementary information in accordance with the applicable criteria; 

■ provide the Bureau with the appropriate written representations regarding supplementary 
information; 

■ include the Bureau's independent auditor's report on the supplementary information in 
any document that contains the supplementary information and that indicates that the 
Bureau has reported on such supplementary information; 

■ present the supplementary information with the audited financial statements, or if the 
supplementary information will not be presented with the audited financial statements, 
to make the audited financial statements readily available to the intended users of the 
supplementary information no later than the date of issuance by you of the supplementary 
information and the Bureau's report thereon. 

Management of ERS has prepared timelines for preparation of its 2023 financial statements and the 
employer schedules, including timelines for providing financial statements, employer schedules, 
and other information to the Bureau. Throughout the audit, the Bureau and management of ERS 
will discuss the availability and timing of key information available for audit, and any changes to 
timelines that may results if key information is delayed. 

As part of the audit process, the Bureau will request from management of ERS, written confirmation 
concerning representations made to the Bureau in connection with the audit about the financial 
statements and employer schedules; its internal controls; its compliance with provisions of 
applicable laws, regulations, and contracts; and other related matters. In addition, the Bureau 
may request that ERS' s attorney( s) provide a description and evaluation of pending or threatened 
litigation, asserted claims, and assessments that could have a material effect on the financial 
condition or presentation of the financial statements and employer schedules. 
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Audit Report and Other Communications 

For the financial statements listed in the Audit Services section, the Bureau will issue an independent 
auditor's report upon completion of our audit that will be included in ERS's related financial report, 
which will include the financial statements as of a for the year ended December 31, 2023, related note 
disclosures, management's discussion and analysis, and other RSI and supplementary information. 
The independent auditor's report provided shall include the Bureau's opinion on the financial 
statements and the related note disclosures, as of and for the year ended December 31, 2023, and 
an in-relation-to opinion on the supplementary information listed in the Audit Services section. For 
the employer schedules listed in the Audit Services section, the Bureau will issue an independent 
auditor's report upon completion of our audit that will be included in ERS's related financial report, 
which will include the employer schedules as of and for the year ended December 31, 2023, and 
related note disclosures. 

Circumstances may arise in which the Bureau's independent auditor's report may differ from its 
expected form and content based on the results of the audit. Depending on the nature of these 
circumstances, it may be necessary for the Bureau to modify the opinion, add emphasis-of-matter 
or other-matter paragraphs to the independent auditor's report, or withdraw from the engagement. 
If, for any reason, the Bureau is unable to complete the audit or is unable to form an opinion, the 
Bureau may decline to express an opinion or decline to issue an auditor's report as a result of the 
engagement. 

For the financial statements and for the employer schedules, the Bureau will also issue an audit 
report that will include the Bureau's independent auditor's report on ERS' s internal control over 
financial reporting and on compliance and other matters. This independent auditor's report 
includes deficiencies in internal control considered to be significant deficiencies or material 
weaknesses, instances of noncompliance that have a material effect on the financial statements or 
on the employer schedules, and fraud that is material, either quantitatively or qualitatively, to the 
financial statements or the employer schedules. 

The Bureau may include program and administrative comments and recommendations in the audit 
report, as applicable. Further, if during the course of the audit, the Bureau observes opportunities for 
economy or improved controls, the Bureau will bring such matters to the attention of the appropriate 
level of management of ERS, either orally or in writing through an interim memorandum. At the 
conclusion of the audit, the Bureau will also report to the Annuity and Pension Board Chair, the 
Administration and Operations Committee, and the ERS Executive Director matters identified 
during the audit that are relevant to their responsibilities in overseeing the financial reporting 
process. However, auditing standards do not require the Bureau to design its procedures solely 
for the purpose of identifying other matters to communicate. At the conclusion of the audit, the 
Bureau will communicate to the Annuity and Pension Board Chair, the Administration and 
Operations Committee, and the ERS Executive Director the audit results and certain other items 
required to be communicated by auditing standards. The Bureau will also inform the Joint 
Legislative Audit Committee and the ERS Executive Director of any fraud, or violations of provisions 
of applicable laws, regulations, and contracts that come to the Bureau's attention, unless clearly 
inconsequential. 

Although generally accepted auditing standards and Government Auditing Standards require 
that the Bureau communicate certain matters to the Annuity and Pension Board Chair and the 
Administration and Operations Committee, s. 13.94, Wis. Stats., requires that an audit remain 
confidential until it is released. In accordance with this statute, the Bureau will complete certain 
audit procedures, such as draft audit-related communications, only through interactions with 
management of ERS. 
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The Bureau will keep management of ERS informed of the time frame for releasing the reports. 
Upon release, the Bureau will distribute the audit reports to ERS and others, as required under 
s. 13.94, Wis. Stats., publish the reports on its website, and make the report available for public 
inspection, unless restricted by law or regulation, or unless it contains privileged and confidential 
information. 

Audit Workpapers 

Audit workpapers will remain confidential until the Bureau releases the independent auditor's 
reports. At that time, statutes provide that they become open records unless they contain information 
that is otherwise confidential by law, in which case those portions will remain confidential. Audit 
workpapers and reports will be maintained for a minimum of seven years from the date of the audit's 
release. 

The Bureau participates with other state auditing organizations in a peer review program covering the 
Bureau's audit practices. This program requires that the Bureau subject its system of quality control to 
an examination by a peer review team once every three years. As part of the process, the peer review 
team will review a sample of the Bureau's work, some of which may include confidential information. 
The Bureau's most recent peer review report is available at https://leg;,s. wisconsin.gov/LAB. 

By signing below, we acknowledge our understanding of the terms of this engagement, including the 
responsibilities of ERS management. 

Bernard J. Allen, Executive Director 
Employes' Retirement System of the City of Milwaukee 

Daniel Gopalan, Chief Financial Officer 
Employes' Retirement System of the City of Milwaukee 

David Silber, Chief Investment Officer 
Employes' Retirement System of the City of Milwaukee 
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Mr. Joe Chrisman 
State Auditor 

Legislative Audit Bureau 
22 E. Mifflin Street, Suite 500 
Madison, WI 53703 

Ms. Erin Scharlau, CPA 
Financial Audit Director 
Legislative Audit Bureau 

22 E. Mifflin Street, Suite 500 
Madison, WI 53703 

Dear Mr. Chrisman and Ms. Scharlau: 

February 7, 2024 

City of Milwaukee 

Employes' Retirement System 

Bernard J. Allen 

Executive Director 

David M. Silber, CFA, CAIA 

Chief Investment Officer 

Melody Johnson 

Deputy Director 

I am responding to Mr. Chrisman's request, dated February 1, 2024, for execution of the Terms of the Audit 
Engagement letter by ERS management on behalf of the Employes' Retirement System (ERS) of the City of 
Milwaukee. 

Pursuant to Section 15-1 of the Milwaukee City Charter (MCC 15-1) and Section IV(D) of the ERS Rules and 
Regulations, the Annuity & Pension Board (Board), as the governing body of the ERS, has delegated the authority 
and responsibility for recommending engagement of auditors for annual audits of the ERS to its Administration 
and Operations Committee (Committee). Please see the enclosed copy ofMCC-15-1, Section IV(D) of the ERS 
Rules and Regulations, and the Audit Charter of that Committee approved by the Board. Because a regular meeting 
of that Committee is not scheduled until March 20, 2024, I will request the Committee Chair to call a special 
meeting to recommend Board approval of the Terms of Audit Engagement letter. Also, to promote the expeditious 
resolution of this matter, it may be advisable to provide a draft audit contract for the Committee to recommend to 
the Board for approval at its earliest opportunity. This governance process for authorizing engagement of auditors, 
along with authority for contracting to incur the attendant cost of the audit, is among the financial controls utilized 
by ERS. 

I also request that the Terms of Audit Engagement Letter be modified with respect to bullet #5 on page 4 (under 
the heading "ERS Responsibilities") to either omit reference to this item or to clarify that it does not include plan 
actuarial assumptions. Pursuant to MCC 15-15, authority to determine plan actuarial assumptions and their 
reasonableness for use in making accounting estimates is reserved to the Board. Please see a copy of MCC-15-15 
enclosed. ERS management has no vote in Board proceedings and as a result does not have any authority to make 
plan actuarial assumptions or determine their reasonableness. Accordingly, determining the reasonableness of plan 
actuarial assumptions used in making accounting estimates is outside of ERS management's purview and control. 
During the course of the audit, ERS management will provide documentation that the Board, in consultation with 
its expert independent actuarial and investment consultants, has duly authorized the plan actuarial assumptions 
used in making accounting estimates and thus determined their reasonableness. 

Sincerely, � 

�� 
Executive Director 

789 N. Water Street, Suite 300, Milwaukee, WI 53202 • Phone 414-286-3557 or 1-800-815-8418 • Fax 414-286-8428 

MILWAUKEE 
















