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University of California

UCRS Advisory Board

HUMAN RESOURCES

Meeting of August 30, 2019
AGENDA ITEM A

UCRP — Proposal to Adopt Changes in Actuarial Assumptions and Authorization to Increase
Contribution Rates

As previously noted, the action item concerning the proposal to adopt changes in UCRP actuarial
assumptions and to increase UCRP employer contribution rates that was presented to the Regents
for approval in July 2019 was deferred to the September 2019 Regents meeting by the members
of the Regents Finance and Capital Strategies Committee.

Chief Investment Officer Jagdeep Bachher and Executive Director Gary Schlimgen will lead a
discussion on the analysis that has been done since the July Regents meeting, when the
administration was asked to review alternative investment return assumptions and to evaluate
increased contributions to support the additional costs as a result of the proposed changes to the
actuarial assumptions.

Please note that Academic Council Chair Robert C. May, on behalf of the Academic Senate, has
sent a letter to President Napolitano urging the University to implement changes to UCRP actuarial
assumptions and contribution rates as originally proposed in the July 2019 Regents item.
Additionally, letters have been received from John Lundin, a representative speaking on behalf of
the UC-AFT Council (i.e., American Federation of Teachers), and from the Staff Advisors to the
Regents. The three letters are included as attachments for your reference.

Attachments
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Robert C. May Chair of the Assembly of the Academic Senate
Telephone: (510) 987-0711 Faculty Representative to the Regents
Email: robert.may@ucop.edu University of California

1111 Franklin Street, 12th Floor
Oakland, California 94607-5200

August 8, 2019

JANET NAPOLITANO, PRESIDENT
UNIVERSITY OF CALIFORNIA

RE: Response to 2019 Proposal to Adopt Segal Recommendations
Dear Janet,

The Academic Council has endorsed the attached letter from the UCFW Task Force on
Investment and Retirement (TFIR), in support of recommendations made by Segal Consulting
and UCOP for addressing revised actuarial assumptions for the UCRP liability through a 2%
ramp-up of the UCRP employer contribution rate over four years.

Council urges the University to implement the UCOP plan presented at the July Regents
meeting, rather than erode employee compensation by increasing their contribution rates.

Council also requests that the TIFR report be shared with the Regents, so that they are fully
apprised of the supporting view of the Academic Senate.

Please do not hesitate to contact me if you have additional questions.
Sincerely,

~ ---.\ | - = }I
Robert C. May, Chair
Academic Council

Encl:

cC: UCFW-TFIR Chair Brownstone
Academic Council
Senate Directors
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TFIR Response to 2019 Proposal to Adopt Segal Recommendations
August 8, 2019

The Academic Senate Task Force on Investments and Retirement (TFIR) has reviewed
the proposals made by Segal to update the assumptions used to estimate the UCRS
pension liabilities and UCOP’s proposal to increase the employer contribution by 2%
spread over 4 years beginning July 1, 2020. Segal has presented their methodology
and justifications for their recommendations at 3 meetings of the Task Force on
Investments and Retirements and at the recent June meeting of the UCRS Advisory
Board. There is general agreement that the changes Segal has implemented are
appropriate. We therefore strongly urge the UC Regent’s to adopt the changes
recommended by Segal and UCOP.

The Plan had been on a path to being over 90% funded by 2024 as a result of following
Segal’'s recommendations in the last study. This was achieved by generally paying the
full Actuarially Defined Contribution (ADC) each year to cover both the estimated
pension liabilities for current employees (the normal cost) and to gradually reduce the
unfunded accrued liability. TFIR shares the Regents’ dismay at the significant increase
in both the normal cost and the unfunded accrued liability that results from the reduction
in the assumed inflation rate (from 3% to 2.75%) and the investment return rate (from
7.25% to 7%), and the increase in the anticipated life expectancy of beneficiaries. The
changes in these assumptions increased ADC by 4.62% of payroll. Normal costs
increased by 1.81% of payroll and Unfunded Actuarial Accrued Liability (UAAL)
amortization rate increased by 2.81% of payroll.

UCOP’s recommended 2% increase in the employer contribution spread over 4 years
beginning next year is an appropriately measured response to the new estimates. This
will more than cover the estimated increase in normal costs, which will ensure the plan
does not go deeper into the red. TFIR supports a policy of continued borrowing to
reduce UAAL.

TFIR commends Segal for the new, dynamic approach in estimating the anticipated life
expectancies of beneficiaries. The new dynamic approach anticipates life expectancies
will continue to increase at the historic rate. The change in anticipated life expectancies
is responsible for 2/3 of the increases in normal costs and %z the total increase in UAAL.
The new dynamic approach should ensure this increase in estimated cost is a one-time
adjustment since future increases in life expectancies have already been taken into
account. TFIR also supports Segal’s recommendation to change the assumed rate of
return only gradually---no further than the .25% reduction they recommend. Although
the recommended 2.75% inflation rate is above recent national inflation, it is below the
California urban inflation index used to compute cost of living increases for UC pensions
(currently about 3%). The implied 4.25% real rate of return on pension investments
could have been achieved by investing the assets in worldwide equities and bonds over
the last 40 - 50 years, so it is not implausible that these returns can be achieved in the
future.





In addition to suggesting increased employer contributions, some Regents have
suggested increasing employee contributions beyond their current 8% level. We
strongly recommend against increasing employee contributions because: 1) in the
short-term it will have a devastating effect on employee take-home pay, particularly for
the least well-paid employees, 2) in the long-term it either will not save the University
any money because it will be offset by an increase in compensation, or we will lose
faculty and staff because our compensation is even less competitive.

Suppose the employee contribution is increased one percent. Since employees in the
defined benefit plant get no additional benefit (their pension benefits are not changed at
all because of the increase), this is identical to imposing a one percent pay cut. The
reduction in take-home pay would be greater. After deductions for social security,
Medicare, UCRP, and federal and state income taxes, the take-home pay of the
average employee is around 60% of their salary. A one percent pay cut translates into
approximately a 1.2% decrease in take home pay. This decrease would hit the least
well-paid employees the hardest because they can already barely make ends meet. The
effect would be particularly regressive for employees in the 2016 Tier because
employees with salaries below the PEPRA cap would have a one percent cut in their
total salary while employees with salaries above the PEPRA would have a one percent
cut in their salary up to the cap.

Unless this is matched by a pay increase faculty and staff who can get outside offers
may leave the University. Note that due to taxes an approximately 1.2% increase in pay
would be required to keep employees’ take home pay constant, so increasing employee
contributions would cost more than increasing employer contributions. It may seem
implausible that anyone would change jobs over a 1% increase in employee
contributions, but to the employee far from retirement, this would be understood to be
permanent and to represent a significant reduction in compensation, accrued over time.
Unfortunately the faculty and staff most likely to leave are precisely the ones the
University most needs to increase the diversity of our faculty and maintain our quality -
high achieving mid-career employees with proven records and promise.

Increasing the employee contribution also causes problems for those employees who
have already chosen the defined benefit option over the defined contribution option.
They likely assumed that the employee contributions would remain constant, and would
feel they have been misled, while new employees seeing the unexpected increase in
these contributions would then more likely choose the defined contribution plan. As is
well known, such employees are on average more likely to respond to outside offers,
without the retention benefits the University derives from the defined benefit plan. This
generates inequities between those who choose different plans and also between
represented and non-represented groups since the former may be able to delay or
mitigate the employee contribution increase through bargaining. All of this hurts
employee morale and further contributes to problems with recruiting and retention.

1 Note that for employees in the defined contribution plan the increase in employee contributions is offset
by their increased savings. IRS rules require the same employee contribution rate to both the defined
benefit and defined contribution plans. Therefore increasing employee contributions favors those who
chose the defined contribution plan.





Finally we stress that pension contributions are part of total compensation. UC has
made progress in reducing the wage gap with our competitors, but increasing employee
contributions for no increase in benefits will just move us back in the wrong direction.
We therefore urge adoption of the Segal proposals, and also continuing our efforts to
get additional state support for reducing our unfunded pension liabilities. The Segal
proposal is sound and has been carefully reviewed. It represents the best feasible
tradeoff between funding our critical core activities and ensuring the stability of our
pension system. If the Regents feel that the proposed increased employer contributions
are too detrimental to current budgets, TFIR would accept a plan to increase the
amount contributed through borrowing from STIP or other sources, but our main
message is that it is a false economy to imagine that the University will be better off
attempting to shift some of these costs to employees.





		Robert C. May         Chair of the Assembly of the Academic Senate

		Telephone: (510) 987-0711       Faculty Representative to the Regents

		Email: robert.may@ucop.edu      University of California

		1111 Franklin Street, 12th Floor




University Council-AFT

m‘—' A Union of Professionals

PO Box 73035

Davis CA 95617
vplegislation@ucaft.org
August 26, 2019

To: Members of the UCRS Advisory Board
Re: Unfair proposal to increase employee share of new UCRS normal cost
Dear Members of the UCRS Advisory Board,

I am writing you on behalf of my own union, the UC-AFT, and all UC employees
who have an interest in the UC retirement system.

Based on the results of UC’s latest experience survey, the “normal cost” of the
pension has increased from 17.9% of payroll to 19.7%. The plan UC presented at the
UCRS Advisory Board meeting and at the Regents’ meeting in July to cover this was
for the increase to be carried on the employer side. Several of the Regents objected to
this plan and requested that UCOP return at a future meeting with a proposal where
employees split the cost of the increase.

UC, when they created UCRS and wanted to woo employees away from CalPERS,
promised that UCRS would never cost employees or the state more than CalPERS
does. The UC Regents Special Committee on Pensions and Retirements stated “the
Regents of the University of California can provide a pension system that shall
afford to its members substantially the same benefits as those afforded by the State
Employees’ Retirement System, except that such system shall not provide pensions
or retiring allowances in excess of 80% of the average of the highest three years of
salary; and that the Regents can institute such a system with less expense to the State

of California and at no greater expense to the members of said system.”
(https://oac.cdlib.org/ark:/13030/hb8m3nb8x 1/?brand=oac4)

That is now a seventy-year-old statement, and much has changed since then. But it is
certainly fair to say that UCRS is often compared and contrasted with CalPERS,
including by talented people choosing between work at UC and the state, and that
CalPERS is doing a much better job of protecting employees from the bad
investment decisions of the past or the increasing costs of the future than UC is.

Representing faculty,
librarians and academic
researchers of the
University of California

www.ucaft.org

California Federation
of Teachers, American
Federation of Teachers,
AFL-CIO

Berkeley/San Francisco
Davis

Irvine

Los Angeles

Merced

Riverside

San Diego

Santa Barbara

Santa Cruz
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Page Two
UCRS Normal Costs

Currently, most CalPERS employees pay 7.25% of payroll into CalPERS. UC employees usually
pay 8% of payroll into UCRS. The current employer rate for CalPERS is 30.997% of payroll,
while UC’s current employer share is 20%. (CalPERS rates:
https://www.calpers.ca.gov/docs/circular-letters/2019/200-030-19.pdf, UCRS current rates:
https://regents.universityofcalifornia.edu/regmeet/july 19/f4.pdf)

UC is already breaking the promise it made to employees to entice them to give up CalPERS and
allow UC to create UCRS, and the Regents just asked UC to come up with proposals that would
make that violation worse. Meanwhile, relative to other state employers, UC has plenty of room
on the employer side to raise contribution rates. We ask that the Regents, at minimum,
implement UCOP’s original plan for paying for the new normal cost.

Thank you for your attention to our concerns,
Sincerely,

%MZ——

John Rundin, Vice-President for Legislation
UC-AFT






UNIVERSITY Staff Advisors
[OF | to the Regents
CALIFORNIA

September 3, 2019

The Honorable John A. Pérez

Chair

UC Board of Regents

Office of the Secretary and Chief of Staff to the Regents
1111 Franklin St., 12th floor

Oakland, CA 94607

RE: UCRS Pension Liabilities and Proposal to Increase Employee Contributions
Dear Chair Pérez:

We write to you today, as current and former Staff Advisors, urging the Board of Regents to reconsider the
proposal to increase employee contributions beyond the current 8% level. We also respectfully ask for support of
the Segal proposal.

Staff Advisors to the Regents have long served to amplify the voice of staff and non-academic senate employees —
nearly 200,000 by head count — to address, advise, and help find solutions for Regental decisions and its impact on
staff. There is no other role in higher education as comprehensive in its representation of a group — ANR, labs,
hospitals and health enterprise, represented staff, non-represented staff, lecturers, and non-ladder faculty. You
will recall that in our May presentation to the Board on the status of staff, we spoke to staff’s role as the “critical
social glue” bridging faculty teaching and research support, holistic student success, and sole service providers for
mission critical functions like the world’s largest research library system and UC Press.

Ten years ago, with the reduction of 20% of the State’s contribution to the UC budget, many staff positions were
eliminated, while other staff were required to take furlough, and merit increases were frozen for a number of
years. To this day, most of the positions eliminated a decade ago have not been reinstated and the merit increase
gap has never been closed. As shared with us in campus visits, wage and benefits reductions have led to turnover
of the most highly productive workers.

Additionally, over the last decade, staff numbers have not kept pace with student enrollment increases, and
faculty and research growth. Between October 2008 and October 2018, general campus non-student staff,
including the Office of the President, grew less than 1 percent per year amidst increasing enroliment and
expansion of student services and academic support, while student enrollment grew by 2.4% per year, adding
more than 60,000 students in the same period?.

The UCOP Market Pay database covers about 124,000 job titles, most of which are included in our constituency as
Staff Advisors. Using the 2019 database, the median salary of employees in staff and non-faculty, academic titles
is $70,9292. Please note that even with a data-set that includes typical high earners such as the President and
Chancellors, , physicians and medical staff and athletic coaches, the median is still $70, 929. That means there are
an awful lot of academic researchers and administrators, managers, administrative and technical staff, trades and
service staff who are on the lower end of the scale. General campus career staff salaries have stayed relatively
flat compared to inflation for the past 15 years. Staff salaries tend to lag comparable market positions, and the
lack of increases beyond inflation could affect staff satisfaction and turnover. And turnover in staff positions —
whether it be to private industry jobs for better immediate pay, or flight by young professionals who cannot
afford to live in high-priced California — reverberate to negatively impact students, faculty and the bottom line.

An increase on the employee contribution of even one percent would translate into approximately a 1.2 percent
decrease in take home pay. The effect would be particularly regressive for employees in the 2016 Tier because

1 Employee Trends at UC: Focus on Staff, April 2019
2 Source: UCOP Database - Market Pay, August 2019.
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employees with salaries below the PEPRA cap would have a one percent cut in their total salary while employees
with salaries above the PEPRA would have a one percent cut in their salary up to the cap.

Note that due to taxes an approximately 1.2% increase in pay would be required to keep employees’ take home
pay constant, so increasing employee contributions would cost more than increasing employer contributions.
Anecdotally, in a low unemployment environment, staff take opportunities for higher wage jobs even if only for
incremental increases. With workload and morale issues, this increase in employee contribution combined with
stagnant wages would be seen a significant reduction in compensation without any increase in benefit.

The University already struggles with retention at the same time it faces a massive retirement wave as Baby
Boomers reach service milestones. The timing of this proposed employee contribution increase comes when the
University must be more aggressive in retaining the faculty and staff that the University most needs to increase
diversity and maintain our quality — high achieving mid-career employees with proven records and promise. In
budget and program discussions, we ask the Regents to consider the impact and support for staff, as well as for
students and faculty. As noted in the July Regents agenda item F4, the Normal Cost is decreasing over time,
illustrating the nature of the problem is short-term, suggesting a short-term solution in return, rather than
reducing employee salaries in the long term.

We endorse the Segal proposal as a means to provide an equitable and feasible solution to a critical and pressing
problem of pension funding and respectfully ask the same of you.

Sincerely,
Ann Jeffrey (UCB) 2019-2021 Kathy Barton (UCR) 2012-2014
Kate Klimow (UCI) 2018-2020 Kevin J. Smith (UCLA) 2011-2013
Sherry Main (UCSC/UCI) 2017-2019 Penny Herbert (UC Davis Health System) 2010-2012
Jason Valdry (UCI) 2016-2018 Juliann Martinez (UCB) 2009-2011
LaWana Richmond (UCSD) 2015-2017 Edward Abeyta (UCSD Extension) 2008-2010
Deidre Acker (UCM) 2014-2016 Bill Johansen (LBNL) 2007-2009
Donna Coyne (UCSB) 2013-2015 Lynda Brewer (UCI) 2006-2008
Dave Miller (UCLA) 2005-2007
CC:

UC Board of Regents

UC President Janet Napolitano

Paul Jenny, Interim Chief Financial Officer, UCOP

Dwaine Duckett, Vice President, Systemwide Human Resources, UCOP





