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Why Do We Come to Work y
Everyday?

A. Because work is fun
B. To pay my mortgage and support my family
C For retirementC. For retirement
D. All of the above
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It’s All about Retirement!
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PreludePrelude

• What retirement systems do school 
employers work with?p y

• Why Pension Reform? 
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CalSTRSCalSTRS

• California State Teachers’ Retirement System 
was established by law in 1913.

• As of September 2011, CalSTRS was the 
largest teachers’ retirement fund in the United g
States.

• CalSTRS operates by Teachers RetirementCalSTRS operates by Teachers Retirement 
Law which consists of Education Code Sections 
22000-28101.22000 28101.
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CalPERSCalPERS
Th C lif i P bli E l ’ R ti t• The California Public Employees’ Retirement 
System was established by law in 1932.
C lPERS i d h lth b fit• CalPERS manages pension and health benefits 
for more than 1.6 million California public 
employees retirees and their familiesemployees, retirees, and their families.

• As of December 2008, CalPERS manages the 
largest public pension fund in the United Stateslargest public pension fund in the United States 
with $179.2 billion in assets.

• CalPERS provisions are laid out in GovernmentCalPERS provisions are laid out in Government 
Code Sections 20000-21765.
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Why Pension Reform?
According to State Auditor’s Assessment of High‐
Risk Issues facing the state and select state 
agencies:

(http://www.bsa.ca.gov/reports/summary/2011‐601)

• CalSTRS is currently underfunded. 
• Laws governing the contribution rates haven’tLaws governing the contribution rates haven t 
changed in decades
– Member contribution set in statute at 8% since 1972.Member contribution set in statute at 8% since 1972.
– Employer contribution set in statute at 8.25% since 
1990.

• As of 6/30/11, STRS estimates future shortfall 
$64 billion and may deplete all of its assets by$64 billion and may deplete all of its assets by 
2046.
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l f bl l ’California Public Employees’ Pension 
Reform Act of 2013 (PEPRA)Reform Act of 2013 (PEPRA)

• On September 12 2012 AB 340 the PEPRA• On September 12, 2012, AB 340, the PEPRA 
was signed into law, enacted as Chapter 296, 
Statutes of 2012Statutes of 2012.

• The provisions of AB 340 impacts both 
CalSTRS and CalPERS members.
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California Public Employees’California Public Employees  
Pension Reform Act of 2013

• CalPERS estimates PEPRA will save the fundCalPERS estimates PEPRA will save the fund 
between $42 billion and $55 billion over 30 
years.years. 

• CalSTRS estimates savings at $22.7 billion 
over 30 years equivalent to $12 0 billion inover 30 years, equivalent to $12.0 billion in 
2013 dollars. 
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Impact of PensionImpact of Pension 
Reform on 
CalPERS MembersCalPERS Members
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AgendaAgenda
• How is CalPERS funded?
• How is PERS retirement benefit calculated?
• Definition of new member under PEPRADefinition of new member under PEPRA
• Definition of classic member (Reciprocity)

B fit f l & ti t d• Benefit formulas & retirement ages under 
PEPRA

• Pensionable compensation
• Final compensationp
• Pensionable compensation cap
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AgendaAgenda
• Replacement benefit plansReplacement benefit plans
• Pension holidays 

E l t ib ti t• Employee contribution rates
• Employer paid member contributions
• Cost sharing of employer contributions
• Health benefit vesting schedulesHealth benefit vesting schedules
• Service credit purchase

F l f f iti b fit• Felons forfeiting benefits
• Limits on post-retirement services
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How Is PERS Funded?
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How Is PERS Funded?How Is PERS Funded?

• Employee contributions, fixed by statue, 5% to 
9% of earnings, currently 7% for school 
employees.

• Investment returns from System assetsy
• Balance of the funding—employer contributions 

(11.417% for 2012-13 and 10.923% for 2011-12)(11.417% for 2012 13 and 10.923% for 2011 12)
– Contribution rates decline when investment returns 

rise
– Contribution rates increase when investment returns 

decline
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How Is PERS Retirement BenefitHow Is PERS Retirement Benefit 
Calculated?
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How Is PERS RetirementHow Is PERS Retirement 
Benefit Calculated?

Service 
Credit X

Benefit 
Factor X

Final
Compensation =

Unmodified 
Allowance 

(years) (percent per year) (monthly, dollars) (pension)
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Definition of New Member underDefinition of New Member under 
PEPRA
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Definition of a New MemberDefinition of a New Member
A hi h b C lPERS• A new hire who becomes a CalPERS 
member for the first time on or after January 
1 2013 and who has no prior membership1, 2013, and who has no prior membership 
in any other California Public retirement 
system, or who is not reciprocal with another y , p
California public retirement system.

• An established member prior to January 1, y
2013 who is hired by a different CalPERS 
employer after January 1, 2013, after a 
break in service for more than 6 monthsbreak in service for more than 6 months.
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Definition of Classic Member
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Definition of Classic MemberDefinition of Classic Member

C lPERS f t ll b th t d t fit th• CalPERS refers to all members that do not fit the 
definition of a “new member” as “classic 
members ”members.

• All state agencies, including CSU, are considered 
a single employer under PEPRA as are all schoola single employer under PEPRA, as are all school 
employers.

• If a member has a break in service of more thanIf a member has a break in service of more than 
6 months but returns to the same employer, the 
member would still be considered a classic 

b d d b fmember under PEPRA and retain benefits as a 
classic member for future services.
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Definition of Classic MemberDefinition of Classic Member

• If a classic member becomes a new member 
with a new appointment, the member’s pp
“classic member” service will be calculated 
separately from service as a “new member”separately from service as a  new member.
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Public Retirement Systems with 
Reciprocity
• County systems
• City systemsy y
• The University of California Retirement Plan

http://www.calpers.ca.gov/index.jsp?bc=/member/
retirement/reciprocity xml&pst ACT&pca SCretirement/reciprocity.xml&pst=ACT&pca=SC
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Reciprocal Retirement SystemsReciprocal Retirement Systems

• Understanding Reciprocity 
(http://www.calpers.ca.gov/index.jsp?bc=/memb
er/retirement/reciprocity.xml)

• Reciprocal Retirement Systemsy
(http://www.calpers.ca.gov/index.jsp?bc=/memb
er/service-credit/purchase-er/service credit/purchase
options/redeposit/recipretiresystems.xml)
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Reciprocal Retirement Systemsp y
• CalPERS Circular Letter No. 200-063-12 on 

Pension Reform New Enrollments New andPension Reform—New Enrollments, New and 
Revised Forms and Publications
(http://www calpers ca gov/eip(http://www.calpers.ca.gov/eip-
docs/employer/cir-ltrs/2012/200-063-12.pdf)

• Member Reciprocal Self Certification Form• Member Reciprocal Self-Certification Form
(http://www.calpers.ca.gov/eip-
docs/about/pubs/employer/er forms/retdocs/about/pubs/employer/er-forms/ret-
forms/self-certification.pdf)

• Employers must provide the form to all new• Employers must provide the form to all new 
employees upon hire.
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Requirements for Employers for 
New vs. Classic Demarcation
• Effective 01/07/2013, my|CalPERS validates 

every new enrollment to determine new vs. 
classic membership.

• Permanent separations should be reported 
once an employee ends employment.

• Permanent separation date is the day after thePermanent separation date is the day after the 
last day an employee works, often the day after 
the last day on payroll.the last day on payroll.
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Requirements for Employers for 
New vs. Classic Demarcation
• To validate appointment status, employers need 

to download the “Participant Appointment 
Details Report” in COGNOS for the following 
information:
– Employment status
– Member status
– Appointment effective begin and end dates
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How to Run a COGNOS Report?How to Run a COGNOS Report?
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How to Run a COGNOS 
Report?
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How to Run the “Participant 
Appointment Details Report?”
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How to Run the “Participant 
Appointment Details Report?”
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How to Run the “Participant 
Appointment Details Report?”

Select a district 
and click “Finish.”
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Benefit Formulas & RetirementBenefit Formulas & Retirement 
Ages under PEPRAg
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Reduced Benefit Formulas & 
Increased Retirement Ages
• Create a new defined benefit formula of 

2% at age 62 for all new members; 2% at g ;
age 55 for classic members.

• Early retirement age of 52 for new• Early retirement age of 52 for new 
members; age 50 with a minimum of 5 

i di f l i byears service credit for classic members.
• Maximum benefit factor of 2.5% at age 67Maximum benefit factor of 2.5% at age 67 

for new members; 2.5% at age 63 for 
classic membersclassic members.
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Reduced Benefit Formulas & 
Increased Retirement Ages

Classic Member New Member

D fi d B fit F l 2% t 55 2% t 62Defined Benefit Formula 2% at 55 2% at 62

Early Retirement Age 50 with minimum 5 years 
service credit

52

Maximum Benefit Factor 2.5% at 63 2.5% at 67

http://www.calpers.ca.gov/eip‐
docs/about/pubs/member/your‐benefits‐your‐future‐
school‐benefits.pdf
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2% @ 55 Benefit Factors—
Classic Member
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2% @ 62 Benefit Factors—
N M bNew Member
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Comparison of Retirement 
Benefits

Service Benefit Final Unmodified % of FinalService
Credit

(Years of 
Service)

Benefit 
Factor

Final
Compensation

Unmodified 
Allowance

% of Final 
Compen-
Sation

Service)
Classic 
Member 
@ Age 60

20 2.314% $6,000 $2,776.80 46.28%

@ Age 60
New 
Member 

20 1.800% $6,000 $2,160.00 36.00%

Difference:

@ Age 60

$2,776.80 - $2,160 = $616.80
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Pensionable Compensationp
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Pensionable Compensation
• Pensionable compensation for new members 
is defined as:is defined as:

“the normal monthly rate of pay or base pay 
of the member paid in cash to similarly 
situated members of the same group or class g p
of employment for services rendered on a 
full‐time basis during normal working hoursfull time basis during normal working hours, 
pursuant to publicly available pay schedules.”

• CalPERS Circular Letter No. 200‐062‐12 
(http://www.calpers.ca.gov/eip-g
docs/employer/cir-ltrs/2012/200-062-12.pdf)
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Pensionable Compensation Exclusions 
(Government Code Section 7522.34(c)

• Bonuses, overtime and uniform allowances
• Reimbursement for housing & vehiclesReimbursement for housing & vehicles
• Cash payouts for unused leave (vacation, 
annual sick leave CTO etc ) severanceannual, sick leave, CTO, etc.), severance 
pay……
C i d i d b h i• Compensation determined by the retirement 
board as increasing a member’s retirement 

fbenefit or inconsistent with the statutory 
definition.
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Final Compensationp
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Three‐Year Final Compensation 
Required—New Members
• The final compensation means the highest average 
annual pensionable compensation earned by a 
member during 36 consecutive months.

• A public employer is prohibited from adopting a 
final compensation period of less than 3 years for 
classic members currently subject to a 3‐year final 
compensation period.
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Pensionable Compensation Capp p
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Pensionable Compensation Cap—p p
Classic Members
• First-time classic members hired after 01/01/1996 

will continue to be subject to 401(a)(17) limit set by 
IRS:
– $250,000 for 2012-2013 
– $255,000 for 2013-2014 effective July 1, 2013

• PERS will continue to cap contributions for p
affected classic members at the 401(a)(17) limit.

• Highest average salary for retirement benefitHighest average salary for retirement benefit 
cannot exceed the 401(a)(17) limit of the year.
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Pensionable Compensation Cap—
New Member
• Pensionable compensation is capped at 

$113,700 (2013 Social Security Contribution 
and Benefit Base) for employees who 
participate in Social Security or p p y

• $136,440 (120% of the 2013 Base) for those 
who do not participate in Social Securitywho do not participate in Social Security.

• Adjustments to the caps can be made 
ll b d CPIannually based on CPI.
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Pensionable Compensation Cap—
All Members
• Member contribution must stop at the limit.
• It is employer’s responsibility to identify and p y p y y

monitor when salary reaches limit.
• PERS does not cap employer contributions• PERS does not cap employer contributions 

at the limit; may start capping 2015/2016.
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Replacement Benefit Plansp
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Replacement Benefit Plans—
Classic Member
• IRC Section 415(b) limits the annual benefit 

a PERS retiree can receive:
• $195,000 for year 2010
• $200 000 retired at age 62 for year 2012$200,000 retired at age 62 for year 2012 

• Determination is made at retirement.
• Amount above limit will be enrolled in an 

employer-funded Replacement Benefit Plan 
(RBP).
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Replacement Benefit PlansReplacement Benefit Plans
—New Member

PEPRA hibit bli l f• PEPRA prohibits a public employer from 
• offering replacement benefits for new employees 

bj IRC 41 (b)subject to IRC 415(b).
• offering a replacement benefit plan to any 

employee group that was not provided this 
benefit prior to January 1, 2013.

• PERS will continue to offer replacement 
benefit plans for classic members not p
impacted by this provision.
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Pension Holidaysy
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Pension Holidays ProhibitedPension Holidays Prohibited

• In any fiscal year, the employer and member 
contributions, should not be lower than the ,
total year’s normal cost.
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Employee Contribution Ratesp y

58



Employee Contribution Rates—
Classic Member
• Member contribution rate for classic 

members is not required to change, q g ,
currently set in statue 7% for school 
employeesemployees.
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Employee Contribution Rates—
New Member
The new member’s initial contribution rate 
will be the greater of:g
• at least 50% of the total normal cost rate 

(6% = 50% of 11 9%)(6% = 50% of 11.9%).
• the current contribution rate of similarly 

situated employees (with the same 
benefit formula).benefit formula).
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Employee Contribution Rate—
New Members
Exception:
• When an existing Memorandum ofWhen an existing Memorandum of 

Understanding (MOU) is impaired. 
O th i i d MOU i d d• Once the impaired MOU is amended, 
extended, renewed, or expires, the new 
requirements will apply.
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Employee Contribution Rate—All 
Members
Beginning 01/01/2018, public agencies and 
school employers that have collective 
bargained in good faith and have completed 
impasse procedures, including mediation and p p , g
fact finding, can unilaterally require classic 
members to pay up to 50% of the total normalmembers to pay up to 50% of the total normal 
cost of pension benefit, but up to 8% 
contribution rate for miscellaneous memberscontribution rate for miscellaneous members, 
including school employees.
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Employee Contribution Rate—All 
Members
NOTE: 
• PEPRA does not require any employer to q y p y

implement the change.
• Employer may implement the change if all• Employer may implement the change if all 

other statutory requirements are met.
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Employer Paid MemberEmployer Paid Member 
Contributions
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Employer Paid MemberEmployer Paid Member 
Contributions (EPMC)Contributions (EPMC)

New Members:New Members:
• EPMC is prohibited for new members 

with the exception of an otherwisewith the exception of an otherwise 
impaired, existing MOU. 
O th i i d MOU i d d• Once the impaired MOU is amended, 
extended, renewed, or expires, 

l ill b blemployers will not be able to report 
EPMC for new members.
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Employer Paid MemberEmployer Paid Member 
Contributions (EPMC)Contributions (EPMC)

Classic Members:Classic Members:
• Contribution rate and EPMC for classic 

members are not impacted.
• EPMC can continue to be reported forEPMC can continue to be reported for 

classic members per existing Public 
Employees Retirement Law (PERL)Employees Retirement Law (PERL) 
provisions.
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Cost Sharing of EmployerCost Sharing of Employer 
Contributions
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Cost Sharing of Employer 
Contributions
• Public agencies and their employees can 
agree to share the cost of the employeragree to share the cost of the employer 
contribution. 

C t h i t diff b• Cost‐sharing agreements can differ by 
bargaining unit or by employee 
classifications.
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Health Benefit Vesting Schedulesg
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Equal Health Benefit VestingEqual Health Benefit Vesting 
Schedule—New Members Only

• Public employers are prohibited from providing 
d h l h b fa more advantageous health benefit vesting 

schedule to certain individuals: elected or 
i t d t tappointed, a trustee, or a manager. 

• If one employer has different vesting schedules 
for different bargaining groups, the non‐
represented must align with the least 
d h d ladvantageous schedule.
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Service Credit Purchase
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Purchase of Additional Retirement 
Service Credit (ARSC)

• Purchase of nonqualified service credit on or 
after January 1 2013 is prohibitedafter January 1, 2013 is prohibited. 

• Official application must be received by 
CalPERS on or before 12/31/2012. 

• CalPERS is reviewing whether other types ofCalPERS is reviewing whether other types of 
nonqualified service credit may be impacted 
by this prohibitionby this prohibition.
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Retroactive Pension Benefit 
Enhancements Prohibited—All Members

• Public employers are prohibited from granting 
retroactive pension benefit enhancements for p
services prior to the date of enhancement.

• If a change in a member’s employment results inIf a change in a member s employment results in 
a benefit enhancement, the enhancement can 
only apply on or after the operative date of y pp y p
change.

• PERS Circular Letter 200‐055‐12 stated it wouldPERS Circular Letter 200 055 12 stated it would 
develop a list of existing optional benefits 
considered to be benefit enhancements. co s de ed to be be e t e a ce e ts
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Felons Forfeit Pension Benefits
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Felons Forfeit Pension Benefits—All 
Members
• Current and future public employees will forfeit 
certain pension and related benefits accrued after 
the commission of a felony in 
– Carrying out their official duties

– Seeking an elected office or appointment 

– In connection with obtaining salary or pension benefits

• Contributions made between the date of 
commission and the date of conviction of felony will y
be returned without interest.
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Limits on Post RetirementLimits on Post-Retirement 
Services
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Limits on Post‐Retirement Public 
Employment

• A CalPERS retiree cannot be employed directly or 
through a contract by a CalPERS employer unless

– The person reinstates.

or 
– The employment satisfies certain conditions. 
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Limits on Post‐Retirement Public 
Employment
Conditions for Post‐retirement Employment:

• The person is appointed either during an emergency 
to prevent stoppage of public business or because 
the person has skills needed to perform work of 
limited duration.

• The appointment does not exceed a total of 960 e appo t e t does ot e ceed a tota o 960
hours per fiscal year for all CalPERS employers.

• The person’s pay rate is within the range paid toThe person s pay rate is within the range paid to 
other employees performing comparable duties.
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Limits on Post‐Retirement Public 
Employment
Conditions for Post‐retirement Employment:

• A retiree must wait 180 days before returning to 
work for a CalPERS employer without reinstating 
from retirement.
– Applies only when a retiree returns to the same public 
retirement system from which the retiree retired.

– Applies only to retirees who retire after 01/01/2013.

– Retirees who retired before 01/01/2013 will not be 
impacted. 
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Pension Reform 
and CalSTRSand CalSTRS 
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Agenda on CalSTRSAgenda on CalSTRS

• Current CalSTRS Benefits
– Defined Benefit Program
– Defined Benefit Supplement Program
– Pension 2
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Agenda on CalSTRS
• Impact of PEPRA on New CalSTRS Members 

Demarcation of new member and existing member– Demarcation of new member and existing member
– Minimum Retirement Age

Normal Retirement Age– Normal Retirement Age
– Age Factor

Career Factor– Career Factor
– Final Compensation

Li it A t f C dit bl C ti– Limit on Amount of Creditable Compensation
– Defined Contribution Plan

Li it T f C dit bl C ti– Limit on Types of Creditable Compensation

82



Agenda on CalSTRSAgenda on CalSTRS

• Impact of PEPRA on all CalSTRS Members
– Contribution Rates
– Service Credit Purchases
– Forfeiture of Benefits upon Felony Conviction
– Postretirement Employment
– Retroactive Benefits

• Exchange and Sojourn Teachers
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Current CalSTRS BenefitsCurrent CalSTRS Benefits

• CalSTRS administers a hybrid retirement 
system consisting of:y g
– Traditional Defined Benefit Program (DB)

Defined Benefit Supplemental (DBS) or Cash– Defined Benefit Supplemental (DBS) or Cash 
Balance Plan (CB)

P i 2 ( d fi d t ib ti 403(b)/457– Pension 2 (a defined contribution 403(b)/457 
program funded through voluntary employee 

t ib ti )contributions).
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Defined Benefit Program 
(Ed Code 22001.5)
• DB pays monthly retirement benefits based on 
years of service, age at retirement, and final y g
compensation.

Service Credit x Age Factor x Final CompensationService Credit x Age Factor x Final Compensation 

= Retirement Benefit

• Members retire at an average age of 62 years old 
with over 25 years of servicewith over 25 years of service.

• 2010‐11 retirees were paid average 56% of their 
final salaries.
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Defined Benefit ProgramDefined Benefit Program
• Funding derives from:

– Member Contributions

– Employer Contributions

State Contributions– State Contributions

– Earnings from Investing the above Contributions
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Defined Benefit Supplemental ProgramDefined Benefit Supplemental Program 

• DBS supplements the DB program at the time 
that DB benefits are paid.p

• Contributions are on compensation for 
service in excess of the full time assignmentservice in excess of the full‐time assignment, 
such as summer school or after‐school 
activities. 

• Contributions are credited with a minimumContributions are credited with a minimum 
amount of interest. 
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Pension2Pension2

i 2 ll h l l f h• Pension2 allows school employees to further 
supplement their retirement with additional 
personal investments on a pre‐tax basis, 
pursuant to 403(b) or 457 of the Internal 
Revenue Code.

• Pension2 is not directly affected by AB340.y y
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Impact of Pension Reform onImpact of Pension Reform on 
New CalSTRS Members
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Impact of Pension Reform on New p
CalSTRS Members
• The reform primarily affects those who are 
first hired on or after January 1 2013 tofirst hired on or after January 1, 2013, to 
perform service that could be creditable to 
CalSTRS. 
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Who is excluded from impact onWho is excluded from impact on 
new members?

•People who were CalSTRS members beforePeople who were CalSTRS members before 
2013, had terminated their membership, and 
returned to active membership on or afterreturned to active membership on or after 
January 1, 2013.

•People who performed CalSTRS creditable 
services under a different retirement system.services under a different retirement system.
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Mi i R ti t AMinimum Retirement Age

Old Law:

•Age 55, with 5 years of service, or age 50, with 
30 years of service30 years of service.

New Law:New Law:

•New members will not be permitted to retire 
before age 55.
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Normal Retirement AgeNormal Retirement Age

Old Law:

• Age 60, referred by CalSTRS as 60 @ 2%Age 60, referred by CalSTRS as 60 @ 2%

New Law:New Law:

• Age 62, referred by CalSTRS as 62 @ 2%
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Age FactorsAge Factors
Old LOld Law:
•Age factors applicable to current members will 
apply two years later in age for future members.
•New member retiring at age 65 will have same g g
age factor as in current benefit formula.
•~20% of members retired in 2010‐11 were age 6520% of members retired in 2010 11 were age 65 
or older.
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Age Factorsg

Retirement Age Current Member Future Member
55 1.40% 1.16%
56 1 52% 1 28%56 1.52% 1.28%
57 1.64% 1.40%
58 1.76% 1.52%
59 1.88% 1.64%
60 2.00% 1.76%
61 2 13% 1 88%61 2.13% 1.88%
62 2.27% 2.00%
63 2.40% 2.13%
64 2.40% 2.27%
65 2.40% 2.40%
66 2 40% 2 40%66 2.40% 2.40%
67 2.40% 2.40%
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Career FactorCareer Factor
Old LOld Law:
•Members with 30+ years of service may 
receive an increase of up to 0.2% in their age 
factor, known as the career factor, up to a 

f f %maximum age factor of 2.4%.

New Law:New Law:
•The career factor will be eliminated for future 

bmembers.
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Final Compensationp
Old Law
• Final compensation for members with 25+ years of• Final compensation for members with 25+ years of 
service credit is based on the highest average salary 
rate over 12 consecutive months.

• Final compensation for members with less than 25 
years of service credit is based on average salary 
rate over 3 consecutive years.

• Classroom teachers with less than 25 years of 
service credit can retire with their highest singleservice credit can retire with their highest single 
year final compensation, if offered by employer.
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Final CompensationFinal Compensation

New Law:
R i fi l ti b b d th hi h t• Require final compensation be based on the highest 
average annual salary rate over 3 consecutive years, 
regardless of years of service.g y
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Limit on Amount of Creditable 
Compensation
Old Law:

•Federal law limits creditable compensation ofFederal law limits creditable compensation of 
a public employee first hired on or after 
07/01/1996 to $250 000 in 201207/01/1996 to $250,000 in 2012.

•No contributions should be made on 
compensation above the limit.

•Excessive compensation is excluded from final•Excessive compensation is excluded from final 
compensation computation.
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Limit on Amount of Creditable 
Compensation
N LNew Law:
• PEPRA places a cap equal to 120% of the Social 
Security wage base on compensation earnableSecurity wage base on compensation earnable 
($136,440 in 2013). 

• The cap is adjusted each year based on changes• The cap is adjusted each year based on changes 
to the Consumer Price Index. 

• An employer may make contributions to a• An employer may make contributions to a 
defined contribution plan on excessive 
compensation with a contribution rate no higher p g
than the DB program rate.
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Defined Contribution PlanDefined Contribution Plan

• Different from Defined Benefit Plan that is 
based on formula.

• Defined Contribution Plan is determined 
by how much contributions are madeby how much contributions are made 
toward the plan with a contribution rate no 
hi h h h DB Phigher than the DB Program rate.
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Limit on Amount of Creditable 
Compensation
• The cap significantly affects members who 
earn about 120% of the Social Security wage y g
base, or $136,440 in 2013.

• About 3 400 active members earned• About 3,400 active members earned 
creditable compensation over $136,440 in 
2010‐11.

102



Limit on Types of Creditable 
Compensation
Old Law:

•Creditable compensation is based on cash payout p p y
on the following:

– SalarySalary

– Auto and housing allowances

P f b– Performance bonuses

– Payment of cash in‐lieu of receiving fringe benefits
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Limit on Types of Creditable 
Compensation
Old Law:

•Compensation for creditable service that exceeds p
one year in a fiscal year (overtime) is paid a limited 
number of times and credited to the DBS program,number of times and credited to the DBS program, 
and not counted toward final compensation.

C h t f d l ( ti d i k•Cash payout for unused leave (vacation and sick 
leave) is not creditable and does not count toward 

C lS S i b fiany CalSTRS retirement benefit.

•Unused sick leave can be converted to service credit.
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Limit on Types of Creditable 
Compensation
N LNew Law:
•Creditable earnings are based on regular, 
recurring pay in cash pursuant to a publicly 
available pay schedule.
•Creditable compensation for service in excess of 
one year in a fiscal year will continue to be 
credited to the DBS program.
•Unused sick leave can continue to be converted to 
service credit.
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Limit on Types of Creditable 
Compensation
New Law:
•All other compensation will not be creditable p
to any CalSTRS benefit program, including

– AllowancesAllowances 
– Bonuses 
– Cash in‐lieu of fringe benefits– Cash in‐lieu of fringe benefits
– limited‐period compensation
C ti d t i d t h b id f– Compensation determined to have been paid for 
enhancing a benefit
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AB 340 Provisions AffectingAB 340 Provisions Affecting 
Contribution RatesContribution Rates
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Member Contribution RateMember Contribution Rate

Old Law:Old Law:
•The member contribution rate has been 

(set in statue at 8% since 1972 (Ed Code 
22901, 22950, and 22951).
•The employer is legally permitted to pay 
the member contribution if it is paid onthe member contribution if it is paid on 
behalf of everyone in the same class of 
employees.employees.
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Member Contribution RateMember Contribution Rate

New Law (Government Code 7522.30):

•New members will pay the greater of:•New members will pay the greater of:

–At least 50% of the normal cost of 
retirement plan

–The contribution rate paid by current 
members.members.
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Member Contribution RateMember Contribution Rate

At N b 2012 ti th T h ’• At November 2012 meeting, the Teachers’ 
Retirement Board adopted a normal cost of 
15.9% for pension benefits for 2% at 62, 
based on actuarial studies.

• 2% at 62 members pay the same 8% 
t ib ti t 2% t 60 bcontribution rate as 2% at 60 members.

• CalSTRS has proposed contribution rate p p
increases, which may begin in 2014‐15. 
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Member Contribution Rate

• Employers are prohibited from paying anyEmployers are prohibited from paying any 
portion of employee contributions for 2% at 
62 b l i ti t t62 members unless an existing contract 
provides for such payment.

• Upon expiration of the existing contract, 
employers may pay toward employeeemployers may pay toward employee 
contributions only if the entire class of 
employees are 2% at 60 membersemployees are 2% at 60 members.
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Employer Contributions RateEmployer Contributions Rate

•Employer contribution has been set in statute 
at 8.25% since 1990 and will remain the same 
for all Defined Benefit Program Members.
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f llImpact of AB 340 on All 
CalSTRS MembersCalSTRS Members
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Nonqualified ServiceNonqualified Service

Old LOld Law:
•Vested CalSTRS members are permitted to 
purchase up to 5 years of nonqualified servicepurchase up to 5 years of nonqualified service.

N LNew Law:
•Purchase of nonqualified service by current 
and future members will be prohibited forand future members will be prohibited for 
requests submitted on or after January 1, 
20132013.
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O h S i C di hOther Service Credit Purchases

• There is no impact on other service credit 
purchases, such as time spent on approved 
leave or prior service in another state. 

• Members can continue to redeposit 
previously withdrawn contributions and p y
restore their service credit. 
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Forfeiture of Benefits upon 
Felony Conviction
Old Law:
•Any elected public officer who takes publicAny elected public officer who takes public 
office or is reelected to public office on or after 
January 1, 2006, and who is convicted of 
f l i i i t ffi i l d ti f f itfelonies in carrying out official duties forfeits 
pension and related benefits. 
•Old law enumerates types of felonies that•Old law enumerates types of felonies that 
would trigger forfeiture and will void forfeiture 
with authorization from the employer’s p y
governing board—the safe harbor provision.
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Forfeiture of Benefits upon FelonyForfeiture of Benefits upon Felony 
Conviction
New Law:
•Any current or future CalSTRS members•Any current or future CalSTRS members 
convicted of a felony in carrying out official 
duties will forfeit pension benefits accrued p
after the commission of the felony 
(Government Code 7522.72; 7522.74).
M b i i d if l i hi•Member is required to notify employer within 
60 days of the conviction 
•Member and employer are required to notify•Member and employer are required to notify 
CalSTRS within 90 days of the conviction.
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Forfeiture of Benefits upon FelonyForfeiture of Benefits upon Felony 
Conviction
New Law:
•Contributions made after the date of•Contributions made after the date of 
commission of felony will be returned without 
interest.interest. 
•If the conviction is overturned, the member 
can receive the forfeited benefits or redeposit p
the returned contribution, with interest.
•To date, no CalSTRS member has had to 
f f i i b fiforfeit retirement benefits.
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Postretirement Employment
New Law:
•The $0 earnings limit applies to all members•The $0 earnings limit applies to all members 
who retire on or after January 1, 2013, 
regardless of age for the first 180 days ofregardless of age, for the first 180 days of 
retirement.
•Exemption applies to retirees appointed by a•Exemption applies to retirees appointed by a 
County Superintendent of Schools, the 
Community College Board of Governors theCommunity College Board of Governors, the 
State Board of Education, or State 
Superintendent of Public Instruction to serve p
schools experiencing academic or fiscal 
distress.
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Retroactive BenefitsRetroactive Benefits

OldOld Law:
•When pension benefits were improved, the p p
improvement applies to both prior and future 
services, in such form as increased age factor, , g ,
career factor, or longevity bonus. 

N LNew Law: 
•AB340 prohibits applying pension 
improvements to prior service.
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hExchange or Sojourn 
TeachersTeachers
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Exchange Teachers (Ed Code 
44853)
“The governing board of any school district, subject to the 

rules and regulations prescribed by the state board, 
may enter into an agreement with the proper authoritiesmay enter into an agreement with the proper authorities 
of any foreign country, or of any state, territory, or 
possession of the United States, or other district within p ,
the state, for the exchange and employment of regularly 
credentialed employees and employees of public 

f fschools of any foreign country, state, territory, or 
possession, or other district within this state. Any 
certificated person employed as provided in this sectioncertificated person employed as provided in this section 
shall be known as an ‘exchange certificated 
employee’." p y
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Exchange Teachers (Ed CodeExchange Teachers (Ed Code 
44853))

• An exchange agreement may be made for a 
period not to exceed three years.

• The exchange may be made permanent at the 
end of the assignment period.
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Sojourn Teachers (Ed CodeSojourn Teachers (Ed Code 
44856))
“The governing board of a school district, for the purposes 
of providing bilingual instruction foreign languageof providing bilingual instruction, foreign language 
instruction, or cultural enrichment, in the schools of the 
district, subject to the rules and regulations of the state 
board may conclude arrangements with the properboard, may conclude arrangements with the proper 
authorities of a foreign country, or of a state, territory, or 
possession of the United States, for the hiring of bilingual 
t h l d i bli i t h l fteachers employed in public or private schools of a 
foreign country, state, territory, or possession. To be 
eligible for employment, the teacher must speak English 
fl tl A l d t t thi tifluently. Any persons employed pursuant to this section 
shall be known as a ‘sojourn certificated employee’." 

124



Sojourn Teachers (Ed CodeSojourn Teachers (Ed Code 
44856)44856)

Sojourn teachers may be employed only for a• Sojourn teachers may be employed only for a 
period not to exceed two years.

• The employment may be extended from year to 
year for a total no more than five years under 
certain conditions.
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Exchange or Sojourn TeachersExchange or Sojourn Teachers

• Exchange or sojourn teachers from outside of 
the United States are excluded from CalSTRS 
membership (Ed Code 22601).

• Teachers working beyond the terms of the g y
exchange or sojourn formal programs may 
become CalSTRS members. 
(CalSTRS Employer Information Circular 
Volume 23; Issue 13)Volume 23; Issue 13)
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Exchange or Sojourn TeachersExchange or Sojourn Teachers
N id t J 1 h t h• Nonresident J-1 exchange teachers are 
generally exempt from FICA for the first two 
calendar years that they are in the Unitedcalendar years that they are in the United 
States. 

• The exchange teacher must qualify under the• The exchange teacher must qualify under the 
particular tax treaty his/her resident country has 
with the United Stateswith the United States.
http://www.cordellhull.org/english/TAXJ-
1WI%20-1WI%20
Cordell%20Hull%20Foundation%20Info.doc
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Exchange or Sojourn TeachersExchange or Sojourn Teachers

• IRS Publication 901 U.S. Tax Treaties lists tax 
treaties that the United States has with other 
countries. 

• Publication 901 is generally updated annually.g y y
• Table 3 on Page 54 (April 2012) lists countries 

that have tax treaties with the U.S.that have tax treaties with the U.S.
http://www.irs.gov/pub/irs-pdf/p901.pdf
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