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 Meeting of February 24, 2012 
 
 AGENDA ITEM H  
 
 
Proposed Defined Contribution Plan Contributions on Additional Negotiated Compensation 
Earned by Faculty – Update 
 
At the November 2011 Board meeting, an item was presented that described two separate 
proposals being advanced by the Office of Academic Affairs to implement employer and 
employee Defined Contribution Plan (DC Plan) contribution on additional negotiated 
compensation earned by certain faculty. Under both proposals, the contributions were based on 
pay that was neither Covered Compensation for UCRP nor derived from state funds and the cost 
of the employer contributions was attributable to the funding source(s) of such negotiated 
additional compensation. One proposal applied general ladder-rank faculty members and the 
other to faculty members in the Health Sciences Compensation Plan. 
 
Since no additional negotiated pay program exists for non-Health Sciences faculty members, a 
new “Negotiated Salary Program” (NSP) was proposed for them on which the DC Plan 
contributions were to be based. The NSP, as described in the draft Section 668 to the Academic 
Personnel Manual (APM 668) was distributed for system-wide review last fall. 
 
Following the system-wide review, the Academic Senate recommended that the NSP not be 
incorporated into the Academic Personnel Manual.  Rather, the Academic Senate endorsed 
continued discussions of alternate ways to better compensate faculty. Above all, it advocated for 
adequate state resources and continued efforts to restore competitive salary scales. A copy of the 
December 2011 letter from Academic Senate Chair Anderson to Vice Provost Carlson can be 
found on the Academic Senate website at the following link: 
 
http://www.universityofcalifornia.edu/senate/reports/RMA_CarlsonreAPM668_FINAL.pdf 
 
The proposed contributions for Health Sciences faculty members were to be based on their 
additional negotiated compensation referred to as “Y” pay. At this time, however, the proposed 
contributions for and by Health Sciences faculty members who earn Y pay have been placed on 
hold pending further consultation.  
 
The Board will be apprised of any future developments concerning the proposed DC plan 
contributions for either group of faculty members. 
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AGENDA 
 AGENDA 


UNIVERSITY OF CALIFORNIA RETIREMENT SYSTEM  
ADVISORY BOARD MEETING 


FEBRUARY 24, 2012 
OFFICE OF THE PRESIDENT 


1111 FRANKLIN STREET, ROOM 5320 
OAKLAND, CALIFORNIA 


10:00 AM 
  


 
CALL TO ORDER 
 
PUBLIC COMMENT PERIOD (30 minute maximum) 
 
APPROVAL OF THE MINUTES 
 
COMMENTS FROM THE CHAIR 
   
EXECUTIVE VICE PRESIDENT, BUSINESS OPERATIONS – BUDGET UPDATE 
 
CHIEF INVESTMENT OFFICER – REPORT 
 
AGENDA ITEMS 
 


A. UCRP – Fundamentals of the Annual Actuarial Valuation Process 
B. UCRP – The Governor’s Pension Reform Proposals – Update 
C. UCRP – Post-Employment Benefits – Implementation Update 
D. UCRP – Disability Program Review 
E. Retirement Savings Program – Vendor Relations Management Report   
F. Retirement Savings Program – Financial Education Program – Update 
G. Retirement Administration Service Center Annual Report 
H. Proposed Defined Contribution Plan Contributions on Additional Negotiated 


Compensation Earned by Faculty – Update 
I. Proposed Defined Contribution Plan Option for UC Health New Hires – Feasibility Study   
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Meeting of February 24, 2012 


 
 AGENDA ITEM D 
 
 
UCRP – Disability Program Review 
 
The review of disability benefits is being conducted as an outcome of the President’s Post 
Employment Benefits (PEB) Task Force, in part to determine if and to what extent a long-term 
disability benefit should be provided under the new UCRP tier beginning in July 2013. In 
addition to the PEB Task Force’s suggestion, the University Committee on Faculty Welfare 
(UCFW), the Chief Humans Resources Officers (CHROs)  and other interested stakeholders 
requested that an expanded, programmatic and transactional review of the entire disability 
process be conducted, not just on disability benefits available under UCRP. The goal is to 
develop recommendations for process improvements and a more systematic, integrated approach 
to administering disability and other benefits.  
 
Based on these requests, a steering committee and work team, including subject matter experts 
on the various disability benefits from several locations, were convened. The committee and 
work team met regularly from July through December 2011 and completed the first stage of the 
review.  
 
The disability review consists of the following stages: 


 
I. Process mapping (in-house) how the various disability benefits, including accrued 


sick leave, workers’ compensation, non-occupational disability insurance, and UCRP 
disability income interact and how the current administrative processes overlap and 
intersect. 
 


II. Benchmarking current UC non-occupational disability benefits and administrative 
processes against industry standards and best practices. Comparing current UC non-
occupational disability benefits and administrative processes with those of higher 
education comparators and other employers and comparing UC‘s current 
administration of occupational disability benefits with California comparators’ 
processes. 
 


III. Developing recommendations for process improvements and potentially benefit 
redesign options in consultation with stakeholders to prioritize and obtain funding for 
these improvements. 
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The initial mapping stage included presentations to and interviews with key stakeholder groups 
in order to engage and enlist their participation and feedback in the review process.  
 
Following an extensive interview process, Mercer Consulting was selected to assist with the 
second phase of the review. It is expected that Mercer will deliver the benchmarking and a report 
of their findings and recommendations in March 2012.  
 
The UCRS Board will be kept apprised of the disability review process, especially as it concerns 
UCRP.  
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Outline of Discussion 
Actuarial 101 


 Purposes of an actuarial valuation 
 Valuation input 


Actuarial assumptions 
Funding policy 
Pension funding basics 


Setting the Investment Return Assumption 
 Asset allocation and the earnings assumption 
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Member Data 


Actuarial 
Valuation 


Funding Policies 


Financial Data 


Plan Provisions Actuarial Assumptions 


% 


Valuation Input 
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Actuarial Assumptions 
Demographic Assumptions 


 Rates (probabilities) of mortality, disability, retirement, 
termination 


 “Promotional and Merit” pay increases 
Economic Assumptions 


 Price inflation 
 “Across-the-board” pay increases 
 Investment earnings 


 Last experience study was completed in 2011 
Recommended by actuary but adopted by  


Board of Regents 
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Funding Policy Components 
Actuarial Cost (Funding) Method –  


allocates cost of projected benefits to time periods 
(years of service), past and future 


Asset Smoothing Method –  
determines a market-related asset value for 
setting current year contribution requirements 


Amortization Policy –  
sets pattern and duration of payments to fund any 
difference between liabilities and assets 


Board of Regents policy on advice of the actuary 
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Actuarial 
Value of 
Assets 


Unfunded 
Actuarial Accrued 


Liability 


Amortization of UAAL 


Normal Cost 


Present Value of 
Future Normal Costs 


Valuation Results 
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Role of Assumptions and Methods 


 Actuarial valuation determines the current or 
“measured” cost, not the ultimate cost 


 Assumptions and funding methods affect only the 
timing and pattern of costs 


C + I = B + E 
Contributions + Investment Income 


equals 
Benefit Payments + Expenses 
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Q U E S T I O N S 
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Actuarial Liability 


Normal Cost 


Actuarial 101 
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Present Value of 
Future Benefits 


Actuarial  
Assumptions 


Member Data 


Benefit 
Provisions 


Interest Discount 


PV of Future Benefits 
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Current Year Normal Cost 


Present Value of Future Benefits 


Actuarial Accrued  
Liability 


Present Value of 
Future Normal Costs 


Current Age Entry Age Retirement Age 


Actuarial Cost Method 
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Actuarial Accrued Liability 


Present Value of 
Future Normal Costs 


Actuarial Accrued Liability 
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Actuarial 
Value of 
Assets 


Present Value of 
Future Normal Costs 


Unfunded 
Actuarial Accrued 


Liability 


Unfunded Actuarial Accrued Liability 
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Actuarial 
Value of 
Assets 


Unfunded 
Actuarial Accrued 


Liability 


Amortization of Unfunded 
Actuarial Accrued Liability 


Normal Cost 


Present Value of 
Future Normal Costs 


Funding Policy Contributions 
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Asset Smoothing Methods 
Current UAAL and total funding policy rate are 


based on smoothed asset value, not market value 
Objectives 


 Reflect market value of assets 
 Smooth out fluctuations in market values 
 Produce smoother pattern of Total Funding Policy 


Contributions 
Smoothing methods and periods 


 Also “market value corridor” 
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Amortization Policy 
Component of Total Funding Policy Contribution 


 Normal cost 
 Amortization of unfunded liability 


Amortization policy includes: 
 Structure: Single UAAL or in layers 
 Payment pattern: level dollar or level percent of pay 
 Periods: how long to fund the UAAL 


Also: fixed or rolling amortization 
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Managing Contribution Volatility 
Asset allocation – volatility at the source 
Asset smoothing 


 Specific to investment return volatility 
UAAL amortization – assets and liabilities 


 More than just asset volatility control  
Direct contribution rate smoothing 


 Contribution collar – limits increases 
 Contribution rate phase-in – delays full impact 
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Q U E S T I O N S 
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Investment Earnings Assumption 
Also called the assumed interest rate 
Used for contribution requirements 
Affects timing of Plan cost 


 Lower assumed rate means higher current cost 
 Ultimately, actual earnings determine cost 


C + I = B + E 
 “Can’t pay benefits with assumed earnings!” 







UCRP – Actuarial 101 and Setting the Investment 
Return Assumption 


Slide 20 


When to change assumption? 
Easy: change in asset allocation 
Hard: change in best-estimate future real return 


for an asset class 
Source of data: 


 Investment consultants (industry) 
Actuaries are neither economists nor investment 


consultants 







UCRP – Actuarial 101 and Setting the Investment 
Return Assumption 


Slide 21 


Asset Allocation and Earnings Assumption 
 Investment return assumption is based on the 


asset allocation 
 Asset allocation results from a balance of risk and 


return, reflecting a plan’s tolerance for risk 
Asset allocation is NOT based on the earnings 


assumption! 
 Earnings assumption is NOT a target, benchmark, 


hurdle or goal that the allocation seeks to achieve 
 Do not set asset allocation to “chase” your current 


earnings assumption 
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Meeting of February 24, 2012 


 
AGENDA ITEM A 


 
 
UCRP – Fundamentals of the Annual Actuarial Valuation Process 
 
Paul Angelo of the Segal Company, the UCRS Consulting Actuary, will provide an overview to 
the Board on the fundamentals of the UCRP annual actuarial valuation process. 
 
Attachment 
 
 
  


 


University of California 
 


UCRS Advisory Board 








Agenda Item B Attachment 1 (revised) February 24, 2012  
    


 
Comparison Governor Brown’s Pension Reform Proposals with UCRP 


February 2012 


 
Pension & Retirement Programs  


 Governor Brown’s  
Pension Reform Proposal  
Feb 2012 


UCRP New Tier Approved by 
Regents Dec 2010 


UCRP Current 


 1. Cost- Sharing  Employer (ER) and Employee 
(EE) each to contribute 50% 
of Normal Cost (NC)* – 
current and new employees 
3-yr phase-in allowed to get 
EE contribution to 50% 
  
 


NC= 15.1% of Covered 
   Compensation 
 
 
 
2013-2014 Rates  
ER = 12%, EE=7% 
 


NC= ~18%  
2011-2012 Rates 
ER = 7%, EE=3.5% 
2012-2013 Rates 
ER = 10%, EE=5% 
2013-2014 Rates  
ER = 12%, EE=6.5% 
 


2.  Plan Design Hybrid Plan – Defined Benefit 
(DB) & Defined Contribution 
(DC) components  – new 
employees only 
Target Benefit =75% of final 
salary after 35 years, to  a 
maximum of 100% of the 
Social Security wage base 


DB plan only (+ voluntary DC) 
Benefit at age 65/35 years 
service = 87.5% of highest  
three-year average 
compensation  
Feasibility of a DC plan choice 
option for new policy-
covered Clinical Enterprise 
employees is being studied 


DB plan only (+ voluntary DC) 
Benefit at age 60/35 years 
service = 87.5% of highest  
three-year average 
compensation  


3.  Full Benefit  
     Retirement Age 


Age 67 to align with SS full 
benefit retirement age – new 
employees only  


Age 65 Age 60 


4.  Earliest Retirement Age Age 57 – new employees only Age 55 Age 50 
5.  Compensation Used 
     for Benefit Calculation 


Highest average 
compensation over a 3-year 
period – new employees only 


Highest average 
compensation over a 3-year 
period 


Same as New Tier 


6.  Covered Compensation Normal base pay, excluding 
bonuses, unplanned 
overtime, payouts for 
vacation or sick leave and 
other pay perks  – new 
employees only 


Normal base pay plus any 
administrative stipends. 
Excluded: bonuses, all 
overtime, payouts for 
vacation, or any other  
types of pay  
Unused sick leave is 
converted to service credit 


Same as New Tier 


7.  Post-Retirement 
     Employment 
 
 
 
 
 
 
 
 


If retired from public service, 
limited to 960 hours or 120 
days with a public employer – 
current and new employees  


Restrictive.  Re-employment 
with UC normally limited to 
43% time for no longer than 
12 months; no limits on 
employment with other 
public employers 
 
 
 


Same as New Tier 
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Comparison Governor Brown’s Pension Reform Proposals with UCRP 


February 2012 


 
Pension & Retirement Programs  


 
 Governor Brown’s  


Pension Reform Proposal 
Feb 2012 


UCRP New Tier Approved by 
Regents Dec 2010 


UCRP Current 


8.  Felon Pension 
     Forfeiture  


Pension forfeited if felony 
connected with obtaining 
salary or pension benefits – 
current and new employees 


No felon forfeiture provision Same as New Tier 


9.  Retroactive Pension 
     Increases 


Prohibited – current and new 
employees 


Not prohibited None since 2001, but not 
prohibited  


10.  Pension Contribution 
     Holidays 


No suspension of 
contributions necessary to 
fund annual costs  – current 
and new employees and all 
employers 


Funding Policy requires 
contributions equal to 
Normal Cost and a 30-year 
amortization of any surplus 
or unfunded liability  
 (effectively prevents 
contribution holidays) 
 


Same as New Tier 


11.  Purchases of Service 
       Credit (“Air Time”) 


Prohibits purchase of service 
credit for time while not 
employed (“air time”) – 
current and new employees. 


Not allowed Never allowed 


12.  Pension Board 
       Independence and 
       Expertise 


Add two independent public 
members (no financial ties to 
CalPERS) with financial 
expertise to CalPERS Board.   


Regents are unpaid and, 
with the exception of the 
UC President and two 
faculty advisors, are not 
UC employees or members 
of UCRP.  Many have 
significant financial 
expertise.  


Regents are unpaid and, 
with the exception of the 
UC President and two 
faculty advisors, are not 
UC employees or members 
of UCRP.  Many have 
significant financial 
expertise. 


13.  Retiree Health Care 
       Cost 


15 years service for any 
employer contribution; 25 
years for maximum 
contribution – new state 
employees only 


Age 56 and 10 years service 
for any employer 
contribution; age 65 and 20 
years service for maximum 
contribution.  Also applies to 
current employees, effective 
July 1, 2013, with less than 5 
years service and whose age 
+ service < 50 as of that date. 
Plan to ramp down to 70% of 
retiree premium. 


Age 50 and 10 years service 
for any employer 
contribution; age 50 and 20 
years service for maximum 
contribution.  Plan to ramp 
down to 70% of retiree 
premium. 


 


*Normal Cost: the cost allocated under the Actuarial Cost Method to each year of active member service. 
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On February 2, 2012 Governor Brown released 
the text of a bill and proposed constitutional 
amendment for his pension reform proposals.  
The proposals follow his prior announced policy.  
They include a number of important limits and 
raise questions about operation.  This memo 
is a first cut analysis of the proposals, limits 
and questions.  As we learn more, and as the 
Legislature takes action, we will provide more 
information.


SUMMARY OF PROPOSALS


The Governor’s pension reform bill generally 
would do the following:


•	 For new hires on and after July 1, 2013, 
require a mix of defined benefit (“DB”) and 
defined contribution (“DC”) plans that target 
a benefit after a full career of 75% of final 
compensation, with a cap generally equal 
to the Social Security wage base.  The full 
benefit would not be payable for a safety 
member who retires before 57 and a general 
(miscellaneous) member who retires before 
67.


•	 Eliminate the purchase of airtime for current 
employees and new hires.


•	 Require annual DB plan contributions equal 
to normal cost with the cost split 50/50 
between employers and employees.


•	 Limit return to work by retirees who keep 
receiving their pensions.


•	 Prohibit retroactive benefit enhancements.


•	 Change the composition of the PERS Board, 
giving the Governor more appointments. 


These proposals are discussed below.


DISCUSSION OF PARTICULAR PROVISIONS


1. Hybrid Pension Plan With Capped 
Benefits


A new mandatory benefit structure will be 
required for new employees hired on and after 
July 1, 2013, called a “hybrid plan.” It would be 
the only plan that a public employer could offer 
to its employees.


Governor’s Pension Reform 
Bill and Constitutional 
Amendment Proposed 


February 2, 2012


                        Published by the Hanson Bridgett Employee Benefits Group


H A N S O N B R I D G E T T . C O M







a.  New Employees 


The only retirement plan that may be offered by a public employer to its employees who are first 
hired on and after July 1, 20131 is a hybrid plan as determined under the proposed new constitutional 
provisions.2  The hybrid must be a combination of a DB and a DC plan.3  Another “alternative plan” may 
be offered, but this has major hurdles.4


b.  DB & DC 


The hybrid plan must have both a DB and a DC “component.”  The bill does not provide what percentage 
of benefits must be provided through DB or DC. Theoretically, 99% could be from the DB, but this is 
unlikely.  We expect that the State Director of Finance will determine the mix of DB and DC.5


c.  75% Replacement Ratio 


The hybrid plan must “be designed with the goal” of providing an annual retirement “replacement 
income” of 75% of the employee’s final compensation “based on a full career in public service.”6 Full 
career is defined as 30 years for safety and 35 years for general (also called miscellaneous) members.7 
This provides an accrual of about 2% per year of service for general members and about 2.5% per year 
accrual for safety.8


d.  Target Retirement Age 


The target age for the 75% replacement income is 57 for safety members with 30 years of service and 
67 for general members with 35 years of service. This suggests that there will be an actuarial reduction 
from the 75% replacement for members who retire at younger ages.  


e.  Additional Dollar Cap On Benefits


There are additional caps in the proposal. Perhaps the most important is that the target benefit is not 
only capped at 75%, but it is also capped at the Social Security wage base.9  The wage base for 2012 
is $110,100.  If the employee is not “eligible” for  Social Security, the target is 120% of the wage base, 
or $132,120 for 2012.


1  The bill and constitutional amendment also provide that if the IRS allows an election, current employees “shall” be given the 
option to participate in the hybrid plan. Prop. Art. VII, Sec. 12(a)(5). Prop. Code Sec. 7514.70(b)(3)(A).  References to Art. VII, Sec. 
12 are references to the proposed constitutional amendment.  References to code sections are to proposed or current sections of the 
Government Code unless otherwise stated.
2  Prop. Art. VII, Sec. 12(a)(3).  It takes a bit of digging to find the “mandatory” part of the proposal.  The proposed bill only 
requires employers to “offer” a hybrid plan. Prop. Code Sec. 7514.70(b)(1).  
3  Prop. Code Sec 7514.70(a)(2).    
4  To offer an “alternative plan,” the governing board of the agency and the system’s “chief actuary” must certify that has less risk 
and lower costs than “any available hybrid plans” that satisfies the rules.  Prop. Code Sec. 7514.70(b)(1). The bill also opens the way 
for taxpayer lawsuit against the actuary and board and the employer to challenge any such certification, the authorization to offer the 
alternative plan, or the actual offer of the alternative plan. Prop. Art. VII, Sec. 12(a)(4).  Prop. Code Sec. 7514.70(b)(2).
5  Prop. Art. VII, Sec. 12(a)(2).
6  Prop. Code Sec. 7514.70(a)(2). Prop. Art. VII, Sec. 12(a)(1).  Meeting this target can be complex; we discuss some examples 
below.
7  Prop. Code Sec 7514.70(a)(2).  Prop. Art. VII, Sec. 12(a)(1).  Also, “safety” is narrowly defined as essentially police and fire.  
Probation officers, for example, would not be “safety”. 
8  Note that it does not appear that an employer could offer a lower benefit than 75% replacement benefit because the hybrid 
described appears to be mandatory. Question -- will the proposal provide for benefits higher than the 75% target for employees who 
work to an older age or have more than the 30/35 years of service?  If so, this may encourage older employees to stay longer.  
9  Prop. Code Sec. 7514.70(a)(2).  Prop. Art VII, sec 12(a)(1). 
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Under a strict reading of the bill, it appears that this cap is imposed system-by-system.10  This will probably 
encourage higher income employees to move jobs from, e.g., a PERS employer to a 37 Act employer 
when they hit the dollar cap in their current system. 


f.  Will There Be COLAs? 


Another cap in the proposal exists by implication only, so we are not sure that it exists.  The 75% cap 
is “retirement replacement income of 75 percent of a public employee’s final compensation.”11  Final 
compensation does not have an inflation adjustment.  By implication, the hybrid would not have any 
COLA adjustment after retirement.  If this is correct (and perhaps the Director of Finance who sets the 
criteria for hybrid plans, would have a different interpretation), elimination of COLAs will significantly 
reduce the cost of pensions.  From our actuary friends, we understand that COLAs can cost as much as 
30% of total pension cost.


g.  Early Retirement


Employees may retire with 5 years of service at age 52 (safety) or age 57 (general).  If the Social 
Security minimum age for retirement is increased, these ages will be increased by an equal number of 
years.12  As noted above, the implication of the proposal is that retirement benefits that start before age 
57 (safety) and 67 (general) will be reduced actuarially to be equivalent to the benefit payable at 57 or 
67, as applicable.


h.  Working With the DC Component 


There are no statutory guidelines for the DC component of the hybrid, so there are no guidelines as to 
how their portion of the 75% is to be determined.  Under the constitutional amendment, the State Director 
of Finance will establish the criteria and requirements.13  DC plan investment returns are notoriously 
volatile; perhaps the Director of Finance will take that into account in setting the criteria.14  Additionally, a 
key deficiency of a DC component is that it is very difficult for members to obtain a lifetime income from 
the DC account balance – the risk of outliving the DC account balance (some call this the “mortality risk”)  
is shifted to the individual.  The IRS has just last week formally recognized this problem and is trying to 
encourage a market for longevity insurance.  It is unknown whether this market will develop or not, and 
if so what it will cost to buy this insurance.15  


i.  Final Compensation


For the defined benefit part of the hybrid, “final compensation” is the member’s highest average payrate 
for a 36 consecutive month period16.  (This definition applies only to employees hired on and after July 1, 


10  “System” is not defined in a meaningful way.  It is not clear if this means any “plan” including a stand-alone plan or if it only 
includes multiple employer plans as PERS and 37 Act plans.  It is more likely to include a stand-alone plan however.  Otherwise some very 
large retirement plans would be exempt, such as those for San Francisco, Los Angeles, San Diego, etc.
11  Prop. Code Sec. 7514.70(a)(2).  
12  Prop. Code Sec. 7514.81(c).  Prop. Art. VII, Sec. 12(b)(2).
13  Prop. Art. VII, Sec. 12(a)(2).
14  There are a number of ways to set up a hybrid plan with a 75% replacement ratio target.  It could be as easy as providing a 
lower than 2% (or 2.5%) accrual rate with a “make up” DC contribution.  Or it could be as complex as providing that the DB accrual is 2% 
(or 2.5%) with an offset at retirement for the value of the DC plan account balance.  In the pension world, this is called a “floor-offset” plan; 
usually the investments in the DC component of a floor-offset are professionally managed without employee investment choice.
15  An alternative would be to allow retirees to transfer their DC balances to the DB component of the plan to essentially buy addi-
tional lifetime pensions.  If the pricing is right, this can be at low or no cost to the DB plan (or even at a slight gain to the DB plan), and yet 
at a substantially more favorable cost to the retiree than can be obtained from the insurance market.  If this were to occur, the State could 
be a leader in solving a difficult retirement issue for DC plan members.  Of course this does mean that the DB plan is assuming risk and 
will need to be priced accordingly, but would not need to “profit” as is the case for commercial products.
16  Prop. Code Sec. 7514.60(b); Prop. Art. VII, Sec. 12(d).
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2013 because it is used only in the rules for hybrid pensions.) Payrate is “normal monthly rate of pay or 
base pay…paid in cash to similarly situated members of the same group or class.”17  This is essentially 
the PERS definition, and it would be applied to the 37 Act as well.18  Payrate includes the customary 
deductions from salary to, e.g., a 457 plan, 401(k) plan, 401(a) plan, or flexible benefits program.19  
Payrate does not include accrued leave, severance pay, in-kind pay, supplemental payments for items 
such as uniform allowances, bonuses, and certain types of overtime.20 


This bill would eliminate pay items that are now included by 37 Act systems pursuant to the Ventura 
decision, often set by court approved settlement.


j.  Survivor Benefits


The proposal says that survivor benefits would not be “restricted.”21  Exactly what this means is unclear.  
Possibly it means that if survivor benefits currently are provided without an actuarial charge to the 
member’s benefit this will continue.  For example, if the current benefit to the member is $1,000/month 
and with this comes a $600/month survivor benefit – without reduction to the $1,000/month – then the 
75% target could also provide a survivor benefit of 45% without actuarial reduction to the 75% benefit.  


k.  Administration of Hybrids


It appears that retirement systems will have to administer at least 2 separate programs:  the current DB 
program, often with multiple tiers of benefits, and another separate DB program for the new lower tier. 


These systems may also have to administer a DC component. The proposed constitutional amendment 
would require each “system” to “provide” one or more hybrid plans.22  The proposed bill would require 
each public employer to “offer” to employees hired on and after July 1, 2013 a hybrid plan.23  Furthermore, 
the definition of “system” does not give much direction.24  In this situation it is unclear who will administer 
the DC part.  It could be done by existing retirement systems as PERS or 37 Act systems.  They, in turn, 
could outsource administration to vendors, which might be most cost-efficient because DC administration 
is highly technical and software intensive.  Alternatively, they could buy or lease existing software and 
have it customized for their members, with the system doing the administration.  Another method would 
be for the employer to use its existing 457 or 401(a) plan vendor.25   Presumably the Director of Finance 
will give guidance.


2. Purchase of Service Credit


The bill has a general section that prohibits the purchase of “nonqualified, additional retirement service 
credit.”26  The term “nonqualified” is not defined.  “Additional retirement service credit” means any credit 
for time that does not otherwise qualify as “public service, military service, leave of absence, or other time 
recognized for service by a public retirement system.”27   It is not clear what the purpose of this section is 
because if the system does not recognize the time, then of course it could not be purchased.  This section 


17  Prop. Code Sec. 7514.60(a)(1).
18  Code Sec. 31461.  
19  Prop. Code Sec. 7514.60(e)(2).
20  Prop. Code Sec. 7514.60(e)(3).
21  Prop. Art. VII, section 12(e).  
22  Prop. Art. VII, Sec. 12(a)(3).
23  Prop. Code Sec. 7514.70(b)(1).
24  Prop. Code Sec. 7514.60(h) (“’Public retirement system’ means any pension or retirement system of a public employer.”)
25  For example, the University of California Retirement “System” consists of both DB and DC plans, and the administration of the 
DC plans is outsourced to vendors.  Similarly, the State’s employees now are eligible to participate in 401(k) and 457(b) plans adminis-
tered by the Department of Personnel Administration using outsourced vendors.  
26  Prop. Code Sec. 7503.74(a).  Prop. Art. VII, Sec. 12(c)(4).
27  Prop. Code Sec. 7503.74(c).
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applies to all service credit purchases except pursuant to “official application” received by the system 
before the operative date of the section.


The bill also includes a number of provisions that eliminate the ability to purchase airtime.  The provisions 
generally apply to  all relevant employees – currently employed and new – with an exception for “official 
application” received by the system before the operative date of the section.28


3. Funding


a. Normal Cost


Both the bill and the constitutional amendment would require employer and employee contributions each 
year to cover normal cost of the defined benefit plan.29  It appears that this applies to the existing DB plan 
as well as the new DB component of the hybrid plan. Very generally, normal cost is the cost of benefits 
earned in the current year.


This requirement is most likely proposed to avoid “contribution holidays.”  However, as we have seen, 
there will be times when systems will be significantly overfunded.  Under the proposal, it will be difficult 
to increase benefits even if systems are vastly overfunded because of the benefit caps for hybrid 
plans.30  It will also be difficult to avoid these contributions because the funding requirement will be in 
the constitution.  The consequence is that in some circumstances employees and employers could be 
making contributions when it is perceived that they are not receiving any benefit from them.  Even so, 
eventually contributions will have to be restarted and it is never easy to do that. 


b. Member Contributions


Employees, including current employees31, will have to contribute “at least” one-half of the normal cost 
of a defined benefit plan. If normal cost goes up, member contributions go up, and member contributions 
go down if normal cost goes down. Change may occur every year because this is based on the “annual 
actuarially determined” normal cost.32  The employer cannot pay a part of these member contributions.33  
If, on enactment, the employee is not paying the full 50%, there can be a three year phase in, determined 
by bargaining for represented employees and by the employer for others.34


The requirement that employees pay the full amount of their statutorily required contributions is a current 
trend in bargaining and is allowed under both the 37 Act and PERS law. 


The proposal states that all member contributions will be “considered employer contributions for the 
purposes of federal tax law.”35  This is an attempt to sweep in the federal tax rule to make member 
contributions pre-tax “pick-ups”; however it does not meet the requirements set by the IRS so should not 
be relied on.  Moreover, there will be times that it is better for members that their contributions are post-
tax so perhaps more flexibility should be allowed.  


28  E.g., Prop. Code Sec. 20909 (PERS) and 31486.35 and 31658 (37 Act).
29  Prop. Code Sec. 7503.73.  Note that this is only a requirement to contribute normal cost.  There is no requirement to contribute 
to fund the UAAL (unfunded accrued actuarial liability).  To do this would require establishing minimum funding rules as exist under ERISA.
30  Benefits for current employees who are not under the hybrid plan regime presumably could be increased, though for future 
service only.
31  This applies to current employees only to the extent permissible under both the California and U.S. Constitutions.  Prop. Sec. 
7503.73 (a).  Prop. Art. VII, Sec. 12(c)(3).  See below for comments on vested rights.
32  Id.
33  Id.
34  Prop. Code Sec. 7503.73(b).  
35  Prop. Code Sec. 7503.73(d).
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4. Return to Work


An employee who “retires from a public employer” cannot “serve, be employed by, or be hired through 
a contract either directly or through a third party by, a public employer without reinstatement from 
retirement.”36  The exceptions are the existing ones for an “emergency” or because the retiree has skills 
needed “to perform work of limited duration.”37  The existing 960 hour rule also is in the bill and the 
constitution proposal.38   


There are operational questions about this rule. Here are some – if “work of limited duration” will be 
interpreted strictly:


(i) What if the most cost efficient way for a small city to obtain services is to hire, e.g., the police chief and 
pay a part-time salary because he/she also receives a pension? Does this bill prevent the city from doing 
this for more than a limited period? 


(ii)  The bill is unclear on the ability of retirees to serve on public boards with no or minimal compensation.  
For example, what happens to the retiree representatives on public retirement boards; must they give up 
their pension to serve?  Do they, by virtue of election or appointment, have the “special skills” required?  
Would the “limited duration” rule limit their terms on a retirement board?39


(iii)  On its face, the rule applies to work for any public agency, not just one to which the retiree provided 
services and not just one that participates in the system from which the retiree receives benefits.  Is this 
the intended scope of the prohibition?


This change would apply to current employees who retire after the operative date of the new rule, as well 
as to new employees, but only to the extent “permissible” under the California and U.S. Constitutions.40 


5. Limit on Benefit Enhancements


Any “enhancement” will apply only for future service and not to service before the operative date of the 
enhancement.41  Enhancement includes a change in classification or change in employment that results 
in a better benefit.42  This applies to new employees, and to current employees to the extent “permissible” 
under the California and U.S. Constitutions.43


6. PERS Board Composition  


The proposal would change the PERS board by (i) eliminating the membership of the State Personnel 
Board and the person representing the public, and (ii) adding the following four members appointed by 
the Governor: one with health insurance expertise; one elected official from a local contracting agency; 
two representing the public who have financial expertise.44


7. Transition For Existing MOU’s


If any provision in the proposed constitutional amendments (all of which are mirrored by the statutory 
proposals) would “impair” an MOU in effect on November, 2012, the terms of that contract govern until 


36  Prop. Code Sec. 7503.76(a).
37  “Limited duration” is in PERS law at existing Code section 21224; it does not seem to be in the 37 Act.
38  Prop. Art VII, Sec 12(c)(6).
39  What if board service requires more than 960 hours and remuneration is minimal or nonexistent?  
40  Prop. Art. VII, Sec. 12(c).  The proposed bill does not state this constitutional limitation.  Proposed section 7503.76.
41  Prop. Code Sec. 7303.71(a).  Prop. Art. VII, Sec. 12(c)(1).
42  Prop. Code Sec. 7503.71(b).
43  Prop. Art. VII, Sec. 12(c).
44  Prop. Sec. 20090 and Prop. Art XVI, Sec. 17(f). 
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its expiration.45 


8. Other Provisions


The new rules would not “restrict” any disability, death, or survivor benefits “provided by a public employer.”46 


There are new forfeiture-of-pension rules for employees who commit felonies involving conduct arising out 
of or in the performance of official duties.47


The amount paid by the State (not local agencies) for retiree health benefits under PEMHCA are reduced 
and the amount of service required to qualify for these benefits is lengthened.48 


VESTED RIGHTS


It appears that care was taken to try to avoid vested rights issues.  


The required hybrid plans only apply to employees first hired on and after July 1, 2013.49


A number of proposed changes would only affect current employees if the changes are permissible 
under the California and U.S. Constitutions: changes in benefit formulas can be for future service only; 
contributions to DB plans must equal normal cost annually; employees must pay 50% of normal cost; 
“nonqualified service credit” cannot be granted to members except as specified; convicted felons forfeit 
benefits; changes in the return to work rules50. There are questions about the process for determining that 
these changes are or are not permissible. One way may be by a separate court challenge to each; another 
might be through declaratory judgment actions.


It appears that the only material change for current employees that is not subject to the “permissible under 
the constitutions” rule is the elimination of the ability to purchase airtime.  Airtime is part of the existing 
statutory rules which the courts generally say establishes the terms of the contract.  We expect that this 
elimination would be challenged.  


WORKINGS OF A HYBRID PLAN – A FEW CONSIDERATIONS


Here’s a simple example:


1. DB Component of Hybrid Plan


We start with a DB-only plan and then look at a hybrid plan.


The first cap is a 75% replacement ratio.  For a DB plan-only, this would be an accrual rate of a bit more 
than 2% per year of service times high average 36 months compensation (“HAC”)51 for a full benefit after 
35 years of service, at age 67.   


The second cap is a dollar cap for the annual DB benefit of the Social Security wage base, currently 
$110,100.  


45  Prop. Art. VII, Sec. 12(f).
46  Prop. Art. VII, Sec. 12(e).  How this would work is unclear.  Could it mean that, e.g., disability benefits that are based on the cur-
rent DB plan formulas would continue under these formulas instead of the new hybrid DB plan formula?
47  Prop. Code Sec. 1244 and 1245.
48  Prop. Code Sec. 22871.1 and 22874.2.
49  Prop. Art. VII, Sec. 12(a)(3).  Prop. Code Sec. 7514.70(b)(1).
50  Prop. Art. VII Sec. 12(c).
51  This is the way that private sector plan formulas are written
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Assume a member with a HAC of $147,000.  After 35 years of service, a DB plan-only benefit would hit the 
$110,100 cap.52  Assume instead an HAC of $160,000.  A 2% per year accrual for 35 years would provide 
a benefit of $112,000; $1,900 per month of that full benefit could not be paid because it would exceed 
the $110,100 cap.  (This example, of course, uses a static Social Security wage base for illustration.)53


This simple example uses only a DB plan.  Next, a DC plan must be factored in to get a hybrid. 


2. Adding A DC Component


Together the DB and DC components of the hybrid must provide a target benefit of 75% of HAC at 67 
(general members) or 57 (safety).  To do this, the DB portion must be reduced as the DC is added.  We 
found no guidance in the proposal on what percent of the 75% target is to be provided by DB and DC.  
For simplicity, we assume that the hybrid will be 50/50 DB/DC.  That may not be the ultimate result.


In a 50/50 environment, the DB side is easy to establish.  The DB plan accrual rate becomes a bit more 
than 1% per year for 35 years for general members for a total DB accrued benefit of 37.5% of HAC.  The 
other 37.5% must come from the DC component.


This is where things can get a bit tricky.  


To a large extent, the complexities occur because of the “target.”  If the target is a very soft target, then 
the account balance needed, the contribution pattern, the earnings rate, and other factors can be easily 
determined and stated. If the target is a real target (or a real target plus or minus a modest variance) then 
it can be complicated to reach with a DC plan.


Target Account Balance – Actuaries must calculate the target account balance needed at retirement 
to provide an annual benefit of 37.5% of HAC.  This target will be influenced, however, by the cost of 
obtaining an annuity to pay a lifetime benefit, which generally cannot be predicted in advance because 
market rates change.  Predictability increases if the annuity can be obtained by transferring the DC 
account balance to the DB plan to “purchase” an annuity.  However, such a transfer can shifts risk back 
to the DB plan.


Reaching the Target Account Balance - Contribution Pattern –  Contributions usually are a percentage 
of current compensation.  That presents an immediate challenge, because DC plan contributions are 
not based on the highest 36 months average compensation at retirement but are based on actual 
compensation earned in each year of employment.  (Pension folks call this a “career average” plan as 
opposed to “final average” plans that use HAC.)


Actuaries prefer to level out contributions over working lifetimes. Leveling may require a higher-than-
wanted contribution in the early years of a career. Alternatively, the contribution percentage can be varied 
over a working lifetime.  It should be possible to model a standard career and compensation progression 


52  This limit is for an employee who is “eligible” for Social Security. The limit is $132,120 for a member show is not so eligible.  We 
do not know what “eligible” means.  There are a number of questions that must be addressed by the Director of Finance about who  is 
“eligible”.  For example:  is it only a member who is currently covered by Social Security as a public sector employee?  Is it a member 
who earned Social Security in prior private sector employment and is not covered in public employment?  What if a member is not eligible 
for Social Security for 30 years and then his/her agency elects to join Social Security?  Does “eligible” mean eligible to receive full Social 
Security benefits without the adjustment under Social Security made for public employees (the WEP adjustment)?
53  Suppose the accrual rate is not 2% but is 2.5%.  After 35 years, the benefit would be 87.5% and that could not be paid under the 
proposal.  But actuaries can design formulas that “front load” the accrual rate or “backload” the accrual rate to get 75%.  For example, with 
frontloading the first 18 years of service could accrue at 2.5% and the last 17 years could accrue at 1.76%.  With backloading the pattern 
would be reversed.  Both of these types of patterns – with multiple variations – are used in the private sector, though backloading is more 
common to reward longer service employees.
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to determine how the percent of compensation contribution should change.  It is unlikely that a standard 
progression will fit all, particularly those who lag or excel in their career. Again, the question is the 
meaning of “target.” If the target is very soft, the Director of Finance can just use a standard career 
progression for the plan design.54  


Reaching the Target Account Balance - Account Earnings – Any model used to determine the contributions 
needed to reach a target account balance must include earnings assumptions.  Assumptions and actual 
earnings never match. 


What happens under the hybrid plan for the employees who retire in another 2008 year?  Will they be 
protected or not?  What happens for the employees who retire in another boom period – will they be 
allowed to keep their gains?  What happens if the earning rate assumed is 5% but employees make bad 
investment choices (or just very conservative investment choices) and earn much less?    


Again, these questions really are questions about the meaning of “target” and again presumably the 
Director of Finance will decide. 


Additionally, systems and employers (and the Director of Finance) may wish to consider whether all 
of  the assets in the DC component should be professionally managed instead of giving members an 
array of mutual funds to choose from (or even allowing complete individual choice of traded securities).  
Generally, professionally management yields a much better result than individual selection.


Cost of the DC Component – The Labor Department has just issued final regulations on a hotly contested 
issue for ERISA-covered DC plans:  the real cost of administration and investment.  These regulations 
newly require full disclosure of all costs.  Some vendors are taking advantage of these new rules by 
providing very low cost DC plan administration bundled with index fund investing.  Examples are Vanguard 
and Charles Schwab.  We expect that there will be significant changes in the DC plan market soon and 
this could influence the DC component of the hybrid plan.  


Fiduciary Considerations –  Both the Labor Department and the courts, under ERISA, have ruled that as 
a fiduciary matter, whoever chooses the way that the DC plan component is designed and administered 
must carefully watch the market to ensure that the best program is being provided. This is not just a one 
time, initial choice issue, but must be done on a regular ongoing basis. We expect this same fiduciary 
requirement will apply under California law to the DC component of a hybrid plan.


54  If the goal is a real target, then employees who receive substantial promotions at the end of their careers will need substantially 
higher DC plan contributions in a short period.  The tax law may prevent this under section 415(c) of the Internal Revenue Code.
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DISCLAIMER: The above content is not intended to provide legal advice or to create an attorney-client relationship. To ensure compliance with requirements imposed by the IRS, we inform you that any 


tax advice contained in this communication (including any attachments) was not intended or written to be used, and cannot be used, for the purpose of (1) avoiding penalties under the Internal Revenue Code 


or (2) promoting, marketing or recommending to another party any transaction or matter addressed herein. Copyright 2012©Hanson Bridgett LLP
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Caroline Burnett
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Nancy Hilu  
nhilu@hansonbridgett.com


Anne Hydorn 
ahydorn@hansonbridgett.com


Scott Smith 
ssmith@hansonbridgett.com 


Wendy Tauriainen 
wtauriainen@hansonbridgett.com


Marcus Wu
mwu@hansonbridgett.com
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Hanson Bridgett’s Employee Benefits Practice 


Employee benefits and compensation issues can be 
complicated and costly for  retirement systems, employers 
and employees. Our Employee Benefits Group is a 
recognized leader in public employee benefits matters.  We 
represent many public retirement system boards as well as 
public plan sponsors in matters ranging from negotiating 
investment contracts to advising on benefits, tax and 
fiduciary duty questions. We have created innovative 
programs to solve public agency benefits issues, including 
obtaining IRS approval for several innovative ways to fund 
retiree health benefits. The Employee Benefits Group 
relies on its depth and diversity of experience to work 
closely with our clients to develop creative and practical 
solutions.








 
 


  
 
 
 


 
Meeting of February 24, 2012 


 
 AGENDA ITEM B  


 
 


UCRP – The Governor’s Pension Reform Proposals – Update 
 
On February 2, 2012 Governor Brown released the text of a bill and a proposed amendment to 
the state constitution containing his pension reform proposals. Approval of the state 
constitutional amendment by a two-thirds vote of both houses of the Legislature and a majority 
of the voters in a statewide general election will be necessary to establish that the proposals 
apply to the University of California and the Board of Regents. The next statewide general 
election will be held on November 6, 2012.  
 
Some of the provisions of the bill and the proposed constitutional amendment would apply only 
to employees first hired on or after July 1, 2013, while others would apply to current employees 
as well. The provisions applying only to future employees include mandatory participation in a 
hybrid plan with defined benefit (DB) and defined contribution (DC) components, increases in 
both the full retirement age and the earliest retirement age, and use of  the  highest average 
compensation over three years instead of one year for calculating the DB component of a 
member’s benefit.  Also, new employees would need a minimum of 15 years of service to 
receive any employer contribution for retiree health care benefits and 25 years to receive the 
maximum contribution. 
 
The provisions applying to all employees include mandatory contributions covering the full 
Normal Cost of plan benefits each year, equally shared between the employer and employee, 
restrictions on post-retirement employment, and elimination of retroactive increases in benefits 
and service credit purchases for time not employed (“air time”).  
 
Attached is a comparison of the key provisions in the Governor’s proposals with the comparable 
provisions in the current UCRP tier and in the New Tier approved by The Regents in December 
2010 that will become effective July 1, 2013. 
 
In December 2011 Executive Vice President Brostrom and Director Schlimgen gave a 
presentation in Sacramento to a legislative conference committee considering the Governor’s 
pension reform proposals. They stated that UCRP already includes many of the reform 
provisions, such as the use of the highest three-year average earnings for calculating pension 
benefits. They spoke about the resumption and ramp-up of both employer and employee 
contributions to address the funding issue and outlined the changes to post-employment benefits 
that were approved by The Regents in December 2010.  Finally, they stressed the importance of 
a competitive DB pension plan to the continued recruitment and retention of the most qualified 
faculty and staff.  


University of California 
 


UCRS Advisory Board 
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The UCRS Advisory Board will be provided with periodic updates as the bill and the proposed 
constitutional amendment move through the legislative process. 
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Meeting of February 24, 2012 


 
AGENDA ITEM C 


 
 
UCRP – Post-Employment Benefits – Implementation Update 
 
Manager Bill Ryan of Vendor Relations Management and Specialist Ken Reicher of Pension & 
Retirement Programs will provide an update on technical implementation issues associated with 
the new pension tier approved by The Regents in December 2010 and which becomes effective 
on July 1, 2013.  
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Retirement Savings Program 
Vendor Relations Management Report 
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Quarterly Performance Rating:  Met Standards 


 
Highlights 
 


• Led effort to transition 49 non-Core investment option funds to 
institutional class.  Transition will be effective 3/28/2012  
 
Record-Keeping Operations 
•Processed roughly 15,000 year-end minimum required distributions 
(page 5) 
•Initiated key Plan Document changes to more efficiently and 
compliantly administer the Plans in regards to Plan distributions and 
beneficiary payments. 
•Changed the UC/Fidelity QDRO (Qualified Domestic Relations 
Order) process so Fidelity can more easily place and remove stops 
on the accounts without needing direction from UC. 
•Reviewed the 403b Loan reamortization procedures to better 
automate the process for rehired UC employees. 
 
Financial Education and Communications 
• Online, interactive Retirement Review and Financial Education 
Portal launches 2/28/2012 
• Delivered financial education classes to over 20,000 attendees in 
2012; an additional 9,000 attended online webinars 
• Awarded Pension & Investment Eddy Award 
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Retirement Savings Program  
Financial Education Performance 


Financial Education Program Performance Guarantees 


Workshop ratings 
 


Timely delivery of 
enrollment materials 


 
Fidelity Retirement 


Counselor activity report 
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* Contributions are comprised of all employee and employer sources, including rollovers into the plan. 


Cash Inflow Quarter ending: 12/2011 Quarter ending: 09/2011 


Contributions 
    403b: 
    457b: 
    DCP: 
    Rollover/Transfer In: 
Total  


 
$  79,191,568 
$  23,964,762 
$  15,659,982 
$  33,256,038 
$152,072,350 


 
$150,132,155 
$  49,242,542 
$  41,359,819 
$  71,449,576 
$312,184,092 


Loan Repayments $    9,987,748 $  14,763,582 


Interest on Loans $    1,196,559 $    1,961,132 


Balance Forward $         6,597 $         16,824 


Total Cash Inflow $163,263,254 $328,925,630 


Cash Outflow Quarter ending: 12/2011 Quarter ending: 09/2011 


Loan Withdrawals ($  13,181,848) ($  15,455,201) 


Withdrawals 
    Full Payout:      
    MRD:      
    Partial Distribution:      
    Age 59.5:      
    De Minimis Distribution:  
    Systematic Withdrawal Payments:      
    Partial After Tax/Rollover Payout:      
    Hardship-Sponsor Directed:     
    Transfer of Assets: 
    Unforeseen Emergency:  
    Age 70.5 In-Service Distribution:      
Total                                                                                 


 
($122,727,301) 
($  59,531,434) 
($  21,739,452) 
($  18,200,242) 
($    3,866,258) 
($    3,785,000) 
($    2,688,571) 
($       889,260) 
($       206,053) 
($         25,455) 
($                  0) 
($233,659,026) 


 
($140,367,694) 
($    8,816,616) 
($  28,084,384) 
($  21,860,950) 
($    2,718,763) 
($    4,060,210) 
($    1,376,944) 
($    1,155,540) 
($       269,496) 
($         45,285) 
($       296,243) 
($209,052,125) 


Transaction-based Fees ($       195,147)  ($       208,704)  


Total Cash Outflow ($247,036,021) ($224,716,030) 


Net Cash Flow ($  83,772,767) $  104,209,600 
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Age 


Data taken from quarterly UC report (Total balance of 403b and 457b plans) 
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 Assets  Participants


As of 12/31/2011 403b DCP 457b Total 


Total Participants 123,108 274,666 24,317 422,091 


Active Participants 75,236 172,793 18,432 266,461 


Inactive Participants 47,872 101,873 5,885 155,630 


Total Plan Assets $10,904,245,790 $3,634,492,439 $1,071,811,309 $15,610,549,538 
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Information as of 12/31/2011 


For plans that offer Fidelity BrokerageLink, it will appear as a fund (rather than a product offering) for purposes of providing plan data. 


Fidelity Confidential Information 


How many participants hold: 403b DCP 457b Industry 
peers* 


Same-size 
peers* 


1 Fund (Lifecycle Fund) 9.2% 3.3% 12.3% 38.2% 17.9% 


1 Fund (Non-Lifecycle Fund) 26.5% 74.9% 26.6% 13.9% 14.9% 


2 Funds 19.1% 11.0% 17.7% 14.0% 14.6% 


3 Funds 13.1% 4.2% 11.2% 8.2% 11.1% 


4 Funds 9.4% 2.3% 9.3% 7.9% 9.1% 


5 or more Funds 22.6% 4.3% 22.9% 17.8% 32.4% 


Average # of Funds Held 3.4 funds 1.6 funds 3.4 funds 1.8 funds 3.5 funds 


Participants holding this fund 


Funds held as a single investment Asset class 403b DCP 457b Total 


UC SAVINGS FUND Money Market or Short-Term 15,267 186,962 2,040 204,269 


UC EQUITY FUND Domestic Equity 6,359 7,174 904 14,437 


UC BALANCED GROWTH Balanced/Hybrid 3,339 2,050 891 6,280 


UC ICC FUND Managed Income or Stable Value 1,845 1,288 672 3,805 


UC BOND FUND Bond 777 763 263 1,803 


Plus 179 other funds - 4,977 7,359 1,688 14,024 


Lifecycle Funds - 11,380 9,139 2,986 23,505 


BrokerageLink - 50 42 3 95 


Total 43,994 214,777 9,447 268,218 







 
 


Retirement Savings Program  
New 403(b) Loan to Participation Rate 


Analysis 


9 Fidelity Confidential Information 







 
 


Retirement Savings Program  
Loans by Participant Account Balance 
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Workshop Summary 
Through December 2011 
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Retirement Savings Program  
Financial Education Workshop Summary 


Fidelity Confidential Information 


* 2011 employee attendance includes attendance from in-person events. 


1,490
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1,988


* 20,286
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Retirement Savings Program  
Account Access Comparison and  


Participant Access Volumes 
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Retirement Savings Program  
Participant Account Activity by Type 
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UC Employee Satisfaction 
Fidelity Participant Services 


 
Rolling 4-month comparison of Top 2 Box (Very Satisfied & Satisfied) CSI 
scores for the University of California participants vs. Fidelity Retirement 
Services Tax-Exempt Market 


Customer Satisfaction Index Scores 
University of California Plan Participants 


September 2011 – December 2011 
(voluntary survey completed after speaking with a 


Fidelity Retirement Services Specialist) 


14 Fidelity Confidential Information 


University of California Client Satisfaction Index Scores - Overall Category
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Meeting of February 24, 2012 


 
AGENDA ITEM E 


 
 
Retirement Savings Program – Vendor Relations Management Report 
 
Director Kris Lange of Vendor Relations Management will provide the Board with an update on 
participant experience with Fidelity Retirement Services, which provides account and record-
keeping functions along with financial education and communication services for the UC 
Retirement Savings Program.  
 
Attachment 
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Meeting of February 24, 2012 


 
AGENDA ITEM F 


 
 
Retirement Savings Program – Financial Education Program – Update 
 
Manager Bill Ryan of Vendor Relations Management will present an update on UC’s Financial 
Education Program and the new enhancements to the UC Focus on Your Future web portal, 
which become effective the week of February 21, 2012. To access the web portal, please click on 
the following link:  
 
www.ucfocusonyourfuture.com. 
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http://www.ucfocusonyourfuture.com/�






EXHIBIT G Meeting of February 24, 2012


UCRS Programs‐
Plan Net Assets of UCRS (1)


2011 2010
as of June 30, 2011 and 2010, respectively 58,242,139,000$             48,686,409,000$            


2010 2009
as of June 30, 2010 and 2009, respectively 48,686,409,000$             44,798,534,000$            


Net Change   9,555,730,000$               3,887,875,000$              


Number of 2011 2010
UCRP/UC‐PERS/415(m) plans Benefit Recipients 57,199                              54,796                             
Active members in UCRP 115,568                            114,928                           


Active participants in UC Retirement Savings Program plans (3) 122,306                              220,270                             
IRS Form 1099‐R/1042‐S/W‐2 Statements (CY's 2011 and 2010, respectively) 67,585                              62,668                             


UCRS Benefit Payments
Total UCRP Payments (3) 2,121,620,000$                1,977,551,000$               
Total PERS VERIP Payments 4,903,000$                       4,873,000$                      
Total UC Retirement Savings Program Payments 860,562,000$                   634,895,000$                 


Total UCRS Benefit Payments   2,987,085,000$               2,617,319,000$              


UCRS Lump Sum Cashouts
UCRP Lump Sum Cashout Recipients (including QDRO settlements) 888                                    832                                   


UCRP Lump Sum Cashout Total   196,946,000$                   188,804,000$                 


(1)  Includes net assets of the UCRP, PERS VERIP, and UC Retirement Savings Program defined contribution plans
(2)  Redirect of UCRP employee contributions to the DC plan ended in May 2011
(3)  Includes Lump  Sum Cashouts


2011 2010
Total Number of Calls Answered 76,339                              74,361                             
Service Level (June 30, 2011 and 2010, respectively) ‐ Goal is 80% 86.7% 67.9%


UCRS Program Statistics
Fiscal Years Ended June 30, 2011 and 2010 (except where otherwise noted)


Retirement Administration Service Center Annual Report


Fiscal year ending June 30, 2011 reflects the full‐year impact of the restart of employee and employer contributions to UCRP, and the end of the redirect of 
employee contributions to the DC plan, effective May 2011.  


RASC Customer Service
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EXHIBIT G        Meeting of February 24, 2012 
 
 
 


Retirement Administration Service Center Annual Report 
UCRP – Lump Sum Cashout Annual Report 


 
 
Each year, the UCRS Advisory Board is presented with a report on the Lump Sum Cashout (LSC) 
payments. The LSC is available to UCRP members who separate from service and are eligible for 
retirement and to former spouses who want a lump sum payment as a result of a qualified domestic 
relations order (QDRO). The LSC amount for members is actuarially equivalent to the member’s 
expected lifetime basic retirement income including assumed cost-of-living adjustments.  For 
former spouses, the LSC amount is the actuarial present value of their community property interest 
in UCRP and is available if the member is eligible to retire.   
 
Page 6 is an overview of UCRP LSC and retirement income election and payment activity since fiscal 
year (FY) 2001/02. A comparison of the data for FY 2011/10 with FY 2009/10 and FY 2008/09 shows 
the following:  
  
  
The total number of LSC elections increased by 6.7% from FY 09/10  
 
 
LSC Take Rate by year:  23.5%           22.1%             23.7% 
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The total number of Retirement Income elections decreased by 2.9%  
  
  
   
  
 
     
  
   
  
    
  
  
  
  
 
  
 
 
The total amount of LSC payments increased by 4.3%.  
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Inactive 
Members 


498 
59% 


Active 
Members 


343 
41% 


The average LSC amount paid increased by 1.2%.  
  
  
  
  
  
 
  
   
  
  
 
 
 
 
 
Of the 841 LSCs elected by members during FY 2010/11, 343 (41%) were elected by active members 
and 498 (59%) were elected by inactive members.  
 


Distribution of FY 2010/11 LSC Elections by Active vs. Inactive Members 
  
  
  
 
 
 
 
 
 
 
 
 
 
 
 
Note that due to timing issues, the number of LSC elections and LSC payments are not exactly the 
same each fiscal year.  The total and average dollar value of LSC payments corresponds to those 
LSCs actually paid during FY 2010/11 (898 in total, 829 to members and 69 to former spouses).  
  
In FY 2010/11, members could have had an LSC paid to them directly, have had it rolled over to 
another employer’s plan or to an Individual Retirement Account (IRA) (external rollover), or have 
had the pretax portion rolled over to the UC DC Plan, 403(b) Plan or 457(b) Plan (internal rollover).  
They also may have chosen a combination of a direct payment and either an internal or external 
rollover.  Of the 829 members who received LSC payments during FY 2010/11, 526 (63.5%) chose 
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Combination 
117 
14% 


Internal or 
External 
Rollover 


526 
64% 


Direct 
Payment 


186 
22% 


either an internal or external rollover, 186 (22.4%) chose to receive direct payment, and 117 
(14.1%) chose a combination of direct payment and rollover.  
 


Disbursement Elections of FY 2010/11 LSC Payments 
 


 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Members who are eligible to continue medical and dental coverage when they retire forfeit this 
eligibility if they elect to receive an LSC payment instead of retirement income. Of the 829 members 
who received an LSC payment during FY 2010/11, 612 (74%) would not have been eligible to 
continue medical and dental coverage if they had elected retirement income instead of an LSC 
payment. Of this total number, 91 members (11%) had full eligibility and would have received the 
maximum UC contribution and 124 members (15%) had graduated eligibility and would have 
received 50% to 95% of the maximum UC contribution depending on the amount of their service 
credit.  
 


Eligibility for Retiree Medical and Dental Coverage if No LSC 


 
 


Graduated 
Eligibility 


124 
15% 


Full  
Eligibility 


91 
11% 


Not Eligible 
612 
74% 







AGENDA ITEM G Page 6 of 6
February 24, 2012


2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11
Lump Sum Cashout (LSC) Elections


        Number of LSC - Members 434 407 494 715 746 908 960 710 792 841
        Number of LSC - QDROS 53 64 53 70 67 61 66 49 40 47
Total LSC 487 471 547 785 813 969 1,026 759 832 888


 LSC Payments ($000's) 1 $134,025 $102,181 $125,147 $167,210 $191,297 $289,363 $309,780 $155,761 $188,804 $196,946 
Average LSC ($000's) 2 $223 $191 $195 $196 $217 $279 $278 $197 $217 $219 


Retirement Income Elections


     Number of Members 1,577 1,769 2,321 2,956 2,896 3,140 3,328 2,459 2,931 2,838
     Number of QDROs 14 10 20 15 11 20 23 11 8 16
Total Retirement Income Elections 1,591 1,779 2,341 2,971 2,907 3,160 3,351 2,470 2,939 2,854


LSC Take Rates 21.6% 18.7% 17.5% 19.5% 20.5% 22.4% 22.4% 22.4% 21.3% 22.9%
Members LSC Take Rate (%)


QDRO LSC Take Rate (%) 79.1% 86.5% 72.6% 82.4% 85.9% 75.3% 74.2% 81.7% 83.3% 74.6%


Total LSC Take Rate (%) 23.4% 20.9% 18.9% 20.9% 21.9% 23.5% 23.4% 23.5% 22.1% 23.7%


Note:  Eligibility of the Member to retire is a requirement to elect the LSC; therefore, the take rate percentage for the LSC is measured utilizing retirement figures.
1 The dollar amount for LSCs represents payments made during the fiscal year.
2 Effective fiscal year 2000/01 the average LSC is based on the total number of Member and QDRO LSCs paid rather than the total number elected


10-Year UCRP Lump Sum Cashout/Retirement Income Overview


(Total # LSC / Total # Retirement Income Elections + Total # LSC)


(# QDRO LSC / # QDRO Retirement Income Elections + # QDRO LSC)





		Binder1.pdf

		UCRSAB mtg 2-24-12 Exhibit G RASC.pdf

		UCRS Advisory Board Plan Admin Report NEW draft v0

		UCRSAB mtg 2-24-12 Exhibit G RASC.pdf

		Binder1.pdf

		UCRSAB mtg 2-24-12 Exhibit G RASC.pdf

		UCRS Advisory Board Plan Admin Report NEW draft v0

		UCRSAB mtg 2-24-12 Exhibit G RASC.pdf

		UCRSAB mtg 2-24-12 Exhibit G RASC.pdf

		UCRS Advisory Board Plan Admin Report NEW draft v0.pdf

		Lump  Sum Cashout Report Annual UCRS Advisory Board

		UCRP Lump Sum Cashout Report Template



		Lump  Sum Cashout Report Annual UCRS Advisory Board





		Lump  Sum Cashout Report Annual UCRS Advisory Board

		UCRP – Lump Sum Cashout Annual Report

		The total number of LSC elections increased by 6.7% from FY 09/10

		The average LSC amount paid increased by 1.2%.

		Distribution of FY 2010/11 LSC Elections by Active vs. Inactive Members

		Eligibility for Retiree Medical and Dental Coverage if No LSC





		Lump  Sum Cashout Report Annual UCRS Advisory Board

		UCRP – Lump Sum Cashout Annual Report

		The total number of LSC elections increased by 6.7% from FY 09/10

		The average LSC amount paid increased by 1.2%.

		Distribution of FY 2010/11 LSC Elections by Active vs. Inactive Members

		Eligibility for Retiree Medical and Dental Coverage if No LSC







		Lump  Sum Cashout Report Annual UCRS Advisory Board

		UCRP – Lump Sum Cashout Annual Report

		The total number of LSC elections increased by 6.7% from FY 09/10

		The average LSC amount paid increased by 1.2%.

		Distribution of FY 2010/11 LSC Elections by Active vs. Inactive Members

		Eligibility for Retiree Medical and Dental Coverage if No LSC



		UCRS Advisory Board Plan Admin Report NEW draft v0

		Summary





		UCRP Lump Sum Cashout Report Template

		LSCO 10 Year Table








 


1 


 
 
 
 


 
Meeting of February 24, 2012 


 
AGENDA ITEM G 


 
 
Retirement Administration Service Center Annual Report 
 
Directors Joe Lewis and Ellen Lorenz of the Retirement Administration Service Center (RASC) 
will present the RASC Annual Report. This new report includes information formerly included 
in the annual Lump Sum Cashout Report and Plan Administrator’s Report that were presented to 
the Board at their first meeting of each new calendar year.  
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Meeting of February 24, 2012 


  
AGENDA ITEM I 


 
 
Proposed Defined Contribution Plan Option for UC Health New Hires – Feasibility Study  
 
Director Gary Schlimgen of Pension & Retirement Programs will provide a status report on the 
feasibility study for offering policy-covered staff new hires in UC Health a choice of either 
UCRP or a defined contribution plan (DC plan).   
 
As reported at the June and November 2011 UCRS Advisory Board meetings, the President’s 
Post-Employment Benefits Task Force recommended the feasibility study at the request of UC 
Health leadership. There were reports of recruitment issues involving some potential UC Health 
new hires who may find a DC plan more attractive because they do not plan on working at UC 
for the five-year UCRP vesting period.  
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