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UCRS Advisory Board

HUMAN RESQURCES

AGENDA
UNIVERSITY OF CALIFORNIA RETIREMENT SYSTEM
ADVISORY BOARD MEETING
JUNE 24, 2011
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

UCRS Advisory Board — At Your Service Repository for UCRS Advisory Board Materials
UCRP — Lump Sum Cashout Annual Report
UCRS - Plan Administrator’s Annual Report
UCRP - Appendix E
UCRS - Cost-of-Living Adjustment for July 2011 and Measurement of Annuitant
Purchasing Power
UCRP - Additional Contributions Towards the Annual Required Contribution
California Actuarial Advisory Panel Report — Update
UCRS - Request for Proposal for Auditing Actuary for UCRS and Retiree Health Program
Status of Feasibility Study Regarding Defined Contribution Plan Option for Newly Hired
Clinical Enterprise Policy Covered Staff
Retirement Savings Program — Vendor Relations Management Report
Retirement Administration Service Center — Customer Relations Management Tool
UCRP - Experience Study
. UCRS Advisory Board — Election of Staff Members - Update
UCRS Advisory Board — Election of Officers for Fiscal Year 2011-2012
UCRS Advisory Board — Proposed Meeting Schedule for Fiscal Year 2011-2012
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UC Retirement System Advisory Board

About the UC Retirement System Advisory Board UCRS Advisory Board
. . . Information
The UC Retirement System (UCRS) Advisory Board develops ideas or new approaches to

the provisions of UCRS benefits and communicates them to the President of the
University. The UCRS Advisory Board discusses concerns relating to all Members, ..
Participants and their Beneficiaries. The major retirement plans of UCRS hold assets of 2011 Meeting Schedule

$50 billion and are comprised of: e

University of California Retirement Plan (UCRP)
Tax-Deferred 403(b) Plan (403(b) Plan)  rTTmeeesassiiosiiiiioiiiiioiooe
457(b) Deferred Compensation Plan (457(b) Plan) oo

. I UCRS Advisory Board
Defined Contribution Plan (DC Plan) Handbook & Documents

Yy ¥ v ¥

Advisory Board Members

The UCRS Advisory Board consists of eleven members, representing a cross-section of Can’t find what you want?
the UC community, who serve without compensation (but are reimbursed for necessary
expenses). The members are: an officer of the University appointed by the President of
the University; three persons appointed by the President of the University; The ]
Treasurer of The Regents or the Treasurer’s designee; two persons selected by the Search the website
Academic Senate from the ten UC campuses; two persons from different UC locations Contact Customer Service
elected by those Active Members of the University of California Retirement Plan who are
not members of the Academic Senate; and two retired UCRP members currently serving
as Chair of the Council of UC Emeriti Associations (CUCEA) and/or the Council of UC
Retiree Associations (CUCRA).

Directories and Contacts
Forms and Publications

Advisory Board Meetings
The next UCRS Advisory Board meeting will be held on Friday June 24th, 2011

The UCRS Board generally meets three times a year in Oakland at the Office of the
President. Meetings generally begin at 10:00 a.m. and last approximately four hours. It
is the general practice of the Advisory Board to conduct its regular business meetings in
open session.

Observers who would like to attend the Advisory Board meetings may do so, subject to
seating capacity limitations. To ensure that seating is available, observers who wish to
attend a meeting should notify Advisory Board staff in writing a few days in advance of
the meeting. Requests sent via email should be directed to Evelyn Wright at
Evelyn.Wright@ucop.edu. Requests sent via U.S. mail should be addressed to:

University of California

Pension and Retirement Programs
Office of the President

300 Lakeside Drive, 12th Floor
Oakland, CA 94612-3557
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University of California

UCRS Advisory Board

HUMAN RESQURCES

Meeting of June 24, 2011

AGENDA ITEM A

UCRS Advisory Board - At Your Service Repository for UCRS Advisory Board Materials

This item is an update on the development of a web-based repository for UCRS Advisory Board
(the Board) materials that was previously discussed at the November 2010 and February 2011
meetings.

At the request of Chair Oakley, the Board now has its own dedicated pages on the UCOP At
Your Service (AYS) website. Unlike SharePoint, the previously proposed web-based site, the
Board pages on AY'S do not require any password and are open to the public. To view the Board
web pages, first log on to AYS at the following link: http://atyourservice.ucop.edu/.

Once on AYS, click on “Retirement and Savings Plans” under the information column and, after
the page opens, click on the “Quick Link” entitled UCRS Advisory Board Information, which
will take you to the Board’s homepage: http://atyourservice.ucop.edu/ucrs-advisory-board/.

Attached for your review is a copy of the Board’s home page on AYS which provides a brief
overview of the Board and displays the types of information that may be accessed (via applicable
links).

Attachment
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AGENDA ITEM B Attachment |
June 24, 2011 Page 1 of 1
10-Year UCRP Lump Sum Cashout/Retirement | ncome Overview

2000/01 2001/02 | 2002/03 | 2003/04 2004/05 2005/06 2006/07 | 2007/08 | 2008/09 | 2009/10
Lump Sum Cashout (L SC) Elections
Number of LSC - Members 564 434 407 494 715 746 908 960 710 792
Number of LSC - QDROS 67 53 64 53 70 67 61 66 49 40
Total LSC 631 487 471 547 785 813 969 1,026 759 832
L SC Payments ($000's) * $149,757 | $134,025 | $102,181 | $125,147 | $167,210 | $191,297 | $289,363 | $309,780 | $155,761 | $188,804
Average L SC ($000's)® $215 $223 $191 $195 $196 $217 $279 $278 $197 $217
Retirement Income Elections
Number of Members 1,618 1,577 1,769 2,321 2,956 2,896 3,140 3,328 2,459 2,931
Number of QDROs 4 14 10 20 15 11 20 23 11 8
Total Retirement Income Elections 1,622 1,591 1,779 2,341 2,971 2,907 3,160 3,351 2,470 2,939
LSC Take Rates
MembersL SC Take Rate (%) 25.8% 21.6% 18.7% 17.5% 19.5% 20.5% 22.4% 22.4% 22.4% 21.3%
(#MembersLSC / # Member Retirement Income Elections + # M ember L SC)
QDRO L SC Take Rate (%) || 94.4%| 79.1%| 86.5%| 72.6%| 82.4%| 85.9%| 75.3%| 74.2%| 81.7%| 83.3%
(# QDRO L SC / # QDRO Retirement Income Elections + # QDRO L SC)
Total LSC TakeRate (%) | 280%  234%|  209%  189%  209%|  21.9%|  235%|  234%|  235%|  22.1%
(Total #LSC / total # Retirement I ncome Elections + total # L SC)

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.
“The dollar amount for LSCs represents payments made during the fiscal year.

“Effective fiscal year 2000/01 the average L SC is based on the total number of Member and QDRO L SCs paid rather than the total number elected.
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University of California Retirement Plan
Frequency Distribution of the 795 Lump Sum Cashout Payments to
Members During Fiscal Year 2009/2010

Amount of Payment

Attachment 11
Page 1 of 1
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University of California

UCRS Advisory Board

HR/BENEFITS

Meeting of June 24, 2011

AGENDA ITEM B

UCRP — Lump Sum Cashout Annual Report

Each year the UCRS Advisory Board is presented with a report on the Lump Sum C ashout
(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 aresult of a
qualified dom estic relations or der ( QDRO). T he LSC a mount f or 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.

Attachment I is an overview of UCRP LSC and retirement income election and payment activity
since fiscal year (FY) 2000/01. A comparison of the data for FY 2009/10 with FY 200 8/09
shows the following:

The total number of LSC elections increased by 9.6%.
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The total number of Retirement Income elections increased by 19.0%
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The total amount of LSC payments increased by 21.2 %.
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The average LSC amount paid increased by 10.1%.
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The percentage of members and former spouses electing an LSC (the “LSC take rate”) versus
retirement income decreased very slightly from 23.5% in FY 2008/09 to 22.1% in FY 2009/10.

Of'the 792 LSCs elected by members during FY 2009/10, 347 (43.8%) were elected by active
members and 445 (56.2%) were elected by inactive members.

Distribution of FY 2009/10 LSC Elections by Active vs. Inactive Members

Active Members

347 Inactive Members
43.8% 445

56.2%

Note that due to timing issues, the number of LSC elections and LSC payments are not exactly
the same each fiscal year. T he total and average dollar value of LSC payments corresponds to
those L SCs actually paid during FY 2009/10 (871 in total, 795 to members and 76 to former
spouses).

Attachment II is a chart displaying a frequency distribution of the amounts of the LSC payments
made t o members during F'Y 2009/10 in increments of $50, 000. O ft he t otal of 795 LSC
payments made to members, 520 or 65.4% were for less than $200,000, and 74 or 9.3% were for
$500,000 or more. T he largest LSC pa yment amount was $2,051,131 and the smallest LSC
payment amount was $3,399.

In FY 2009/10, members could have had an LSC paid to them directly, have had it rolled over to
another e mployer’s plan or to an Individual R etirement A ccount (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. Ofthe 795 members who received LSC payments during FY 2009/10, 465
(58.5%) chos e ei ther an internal or e xternal r ollover, 188 (23.6%) ¢ hose to receive di rect
payment, and 142 (17.9%) chose a combination of direct payment and rollover.





Disbursement Elections of FY 2009/10 LSC Payments

Direct Payment
188

Members who are eligible to continue medical and dental coverage when they retire forfeit this
eligibility if they elect to receive an LSC pa yment instead of r etirement income. O fthe 795
members w ho received an LSC payment during FY 200 9/10, 223 (28.1%) w ould ha ve be en
eligible to continue medical and dental coverage if they had elected retirement income instead of
an LSC payment. Of this total number, 88 members (11.1%) had full eligibility and would have
received the maximum UC contribution and 135 members (17.0%) 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
135
17.0%

Attachments
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AGENDA ITEM C

UCRS - Plan Administrator’s Annual Report

David Olson, Director of Benefit Plan Accounting, will provide an overview of UCRS and health
and welfare statistics for fiscal year 2009/2010.

Attachment
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UCRS/Health & Welfare Program Statistics

Fiscal Years Ended June 30, 2010 and 2009 (except where otherwise noted)

UCRS Programs-

Plan Net Assets of UCRS-
as of June 30, 2010 and 2009, respectively $
as of June 30, 2009 and 2008, respectively

48,686,409,000 $
44,798,534,000 $
$ 3,887,875,000 $

44,798,534,000
56,183,542,000
(11,385,008,000)

Net change

2010 2009
Number of-
UCRP/UC-PERS/415(m) plans Benefit Recipients 54,796 52,555
Active members in UCRP 114,928 115,745
Active participants in UC Retirement Savings Program plans 220,270 219,593
IRS Form 1099-R/1042-S/W-2 Statements (CY's 2010 and 2009, respectively) 62,668 72,215

UCRS Benefit Payments

Total UCRP Payments ! $  1,977,551,000 | $ 1,829,017,000
Total PERS VERIP Payments 4,873,000 4,988,000
Total UC Retirement Savings Program Payments 634,895,000 630,889,000
Total UCRS Benefit Payments $ 2,617,319,000 $ 2,464,894,000
UCRP Lump Sum Cashouts
UCRP Lump Sum Cashout Recipients (including QDRO settlements) 832 759
UCRP Lump Sum Cashout Total $ 190,492,000 $ 156,572,000
Plan Administration Volumes-
Number of-
Service Retirements (includes QDRO and Disability Retirements) 3,076 2,457
Deaths 1,583 1,659
Disability Applications Reviewed and Completed 213 231
Domestic Relations Orders Received 545 488
Customer Service Volumes-
Number of-
Telephone Calls Answered 58,788 63,973
Walk-ins (estimated) 388 364
E-Mail Inquiries 12,091 10,901
Correspondence/letters received 10,467 10,210

Health & Welfare Programs ©

Program and number of contracts Participants

Total Premiums

Medical (basic and Medicare) 9 302,776 $ 1,345,508,952 $ 1,200,685,416
Disability (employer and employee paid) 1 194,004 56,027,196 47,139,264
Dental 2 305,243 133,110,432 129,588,804
Vision 1 250,776 17,597,928 17,778,852
DepCare 1 3,747 16,408,548 16,563,060
HCRA 1 18,992 30,832,176 32,488,212
Legal 1 106,610 8,157,936 7,334,040
Life and AD&D Insurance (employer and employee paid) 3 174,664 32,848,908 31,618,992
Dependent Life 3 37,045 6,386,352 6,037,500

Total 19 1,393,858 $ 1,646,878,428 $ 1,489,234,140

(a) Includes net assets of the UCRP, PERS VERIP, and UC Retirement Savings Program defined contribution plans.
(b) Includes Lump Sum Cashouts.

(c) Does not include programmatic information related to auto and homeowners insurance.

(d) Dependent Life and Employee Paid Life are included in a single contract and have been counted as one

contract in the total number.
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UNIVERSITY OF CALIFORNIA

e
( ’7 BERKELEY -« DAVIS - IRVINE « LOS ANGELES -+ RIVERSIDE + SANDIEGO - SAN FRANCISCO SANTA BARBARA -+ SANTA CRUZ

HUMAN RESOURCES AND BENEFITS 300 LAKESIDE DRIVE, 5th FLOOR
OAKLAND, CALIFORNIA 94612-3557

August 12, 1998

MEMBERS OF UCRS ADVISORY BOARD
UNIVERSITY OF CALIFORNIA RETIREMENT SYSTEM

Enclosed are the final minutes for the UCRS Board meeting of June 24, 1998. If you have any
questions please call me at 1-800-239-4002 extension 70274.

v
s

Judy Ackerhalt
Director—Retirement Planning
& Analysis and Work/Life Initiatives

Enclosures

cc: (with enclosures)
Sr. Vice President & Provost King
Associate Vice President Boyette
Associate Vice President Hershman
Assistant Vice President Levin
Assistant Vice President Switkes
Managing University Counsel Odell
University Counsel Dana
Actuary Cole - Towers Perrin

C:\Server\BrdCoord\Appendix 13.doc
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FINAL MINUTES
UCRS BOARD MEETING
OFFICE OF THE PRESIDENT
OAKLAND, CALIFORNIA
WEDNESDAY, JUNE 24, 1998

10:00 AM

BOARD MEMBERS PRESENT: Chair Mellichamp, Vice Chancellor Barclay, Economist Drake
(via teleconference), former Director Hagen, Professor Sugarman, Assistant Chancellor Armstrong

and Senior Specialist Erickson

BOARD MEMBERS ABSENT: Vice Chair Small and Senior Vice President Kennedy

STAFF PRESENT: Associate Vice President Boyette, Director Ackerhalt, Controller Olson,

Director Miller, Director Harrington, Manager Devincenzi, Coordinator Partovi, and Actuary Cole

OTHERS PRESENT: CUCEA Chair Professor Emeritus Turner, CUCRA Vice Chair Brugger, and

Joseph Toby (representing the UCB Retirees Association)

The meeting was called to order at 10:12 a.m. by Chair Mellichamp.

APPROVAL OF THE MINUTES: The minutes of the meeting of April 28, 1998 were approved.





-
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COMMENTS FROM THE CHAIR:

Chair Mellichamp introduced Director Kay Miller to the University of California Retirement System
(UCRS) Board. Director Ackerhalt provided a summary of Director Miller’s background and her
new duties as the Director of Retirement Services. Director Miller was most recently the Executive
Officer and Manager, Benefit and Personnel Services, in Human Resources at the Los Angeles

Campus.

TREASURER’S REPORT:

Director Harrington discussed the experience of the University’s retirement plans and noted that the
assets in the retirement system were up 22.5% for the trailing twelve months. Details are provided

in an attachment to the minutes.

NEW BUSINESS:

Associate Vice President Boyette briefed the UCRS Board regarding an informational presentation
made at The Regents meeting in May. The presentation concerned Chancellors’ pay and the
limitations irnposéd on some University of California Retirement Plan (UCRP) Members retirement
benefits due to Internal Revenue Service (IRS) regulations. She informed the UCRS Board that the
IRS limitations had become a recruiting and retention issue and that the University is looking into

ways of restoring these benefits. Approximately half the people limited are faculty and half are staff.
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Director Ackerhalt informed the UCRS Board that there were two populations affected by two
different limits in the Code, one limiting the amount that can be paid from UCRP and one limiting
the amount of Covered Compensation that can be used in the defined benefit formula. She explained
that the Small Business Job Protection Act of 1996 allowed governmental plans to establish an excess
plan to restore benefits not able to be paid. She stated that private companies were already allowed
to have similar plans. After a brief discussion Director Ackerhalt stated that various types of plans
were being considered. Associate Vice President Boyette informed the UCRS Board that whatever
plan is put forth, the University of California will ask the IRS for a determination letter or a private

letter ruling for the plan to restore benefits lost due to the Covered Compensation limit.

Professor Sugarman asked if the options being considered were outside the current plans. Associate
Vice President Boyette stated that not all of the options under consideration were outside the plans.
She further explained that a discussion item was being prepared for the July Regents meeting. She
advised the UCRS Board that they would be briefed before any action item is presented to The

Regents.

Item A. University of California Retirement System Advisory Board—Election of Officers
for Fiscal Year 1998-1999

Candidates for the UCRS Board Chair were Vice Chancellor Barclay and Economist Drake.

Candidates for Vice Chair were Assistant Chancellor Armstrong and Professor Sugarman. After

a brief statement by the candidates, the UCRS Board members cast their ballots. The UCRS Board

members absent from the meeting had submitted their ballots prior to the meeting.
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University of California

UCRS Board

Meeting of November 12, 1998

AGENDA ITEM C

Item for Discussion

Restoration of University of California Retirement Plan Members’ Retirement Benefits

Staff is continuing to prepare a proposal, to be presented to The Regents at a future meeting,
that would restore accrued University of California Retirement Plan (UCRP) Members’
retirement benefits that would not otherwise be payable due to Internal Revenue Code (IRC)
limits. This item is an update of the proposal that Associate Vice President Boyette and
Director Ackerhalt gave a brief overview on at the June 24, 1998 University of California
Retirement System (UCRS) Board meeting.

UCRP is a tax qualified retirement plan and is subject to Federal tax law in the administration
of benefits accrued to its Members. These tax laws affect both the amount of the employee’s
annual compensation that can be taken into account for calculating the retirement benefits
(IRC Section 401(a)(17)) and the maximum annual amount that can be paid out once the
Member retires (IRC Section 415(b)). These tax laws have the effect of creating recruitment
and retention issues at the locations and a lack of equity in UCRP retirement income. Recent
changes in the tax laws for the public sector have allowed supplemental plans to be created
that can provide solutions to these limitations.

Two solutions under consideration are an IRC Section 401(a)(17) restoration plan that can be
paid out of UCRP assets and an IRC Section 415 (b) restoration plan that would be funded
independently from UCRP. Costs, funding methods and legal requirements are continuing to
be researched. A discussion item will be presented to The Regents at a future meeting so that
staff has approval to do further research on the feasibility of implementation.
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UNIVERSITY OF CALIFORNIA

@ BERKELEY ¢ DAVIS « IRVINE « LOS ANGELES -« RIVERSIDE « SANDIEGO + SAN FRANCISCO SANTA BARBARA « SANTA CRUZ

HUMAN RESOURCES AND BENEFITS 300 LAKESIDE DRIVE, 5th FLOOR
OAKLAND, CALIFORNIA 94612-3557

January 11, 1999

MEMBERS OF UCRS ADVISORY BOARD
UNIVERSITY OF CALIFORNIA RETIREMENT SYSTEM

Attached for your information are two items that are going to The Regents. The first is the Plan
Administrator's review of investment options available for UC employees through external vendors and
was mailed to The Regents on January 5, 1999 as an informational item between meetings. As this
report is informational only, no action is necessary by either the UCRS Board or The Regents.

The second item is a discussion item for the January Regents meeting on the restoration plans.
0 Associate Vice President Boyette and I briefed you on this item at our last two UCRS Board meetings.

Similar to the first item, this is for discussion only and no action is necessary by either the UCRS
Board or The Regents at this time.

Please call me if you have any questions at 1-800-239-4002, extension 7-0274.

Loy

Judy Ackerhalt
Director--Retirement Planning,
Services Center and Work/Life Initiatives

Attachments

cc: Associate Vice President Boyette (w/o attachments)

C:\NSK\RGT\UCRSinfo.doc
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S05

Office of the President
January 6, 1999

TO MEMBERS OF THE COMMITTEE ON FINANCE:
ITEM FOR DISCUSSIO
For Meeting of January 14, 1999

TORATION OF VERSITY OF CALIFO RETIREMENT PLAN
MEMBERS’ RETIREMENT BENEFITS

This item will provide background for considering a proposal to restore to retiring and retired
University of California faculty and staff the University of California Retirement Plan (UCRP)
benefits denied due to Internal Revenue Code (IRC) limitations. These limitations were
directed primarily at the private sector, particularly corporations, to limit pre-tax contributions
to pension plans and increase tax revenues. When extended to the public sector, they limited
pension benefits of Members of the UCRP. Recent changes to the IRC allow the University to
mitigate these limitations.

It is important for the University to address these IRC limitations because they are becoming a
significant deterrent to recruitment and retention of both faculty and staff, a problem that will
worsen as the number of affected employees grows in the years ahead. As noted below, a
number of the University of California’s comparison institutions have already made changes to
mitigate the IRC limits.

Most career employees of UC participate in UCRP, a defined benefit plan. Their benefits at
retirement are calculated using (1) their age at retirement, (2) their years of UCRP
membership, and (3) their Highest Average Plan Compensation (HAPC).

Federal Tax L.aw Limitations lving to UCRP Benefits

UCREP is a tax-qualified retirement plan subject to the federal tax law in the administration of
benefits accruing to its Members. Two federal tax limits can reduce the amount of UCRP
benefits that can be paid to Members:

A) IRC Section 401(a)(17) - This rule sets the maximum compensation that can be used for
retirement calculations at $160,000 per year for UC employees who first became active
UCRP Members after June 30, 1994. Therefore, certain faculty and staff cannot
receive benefits on the full compensation that UCRP would otherwise use for benefit
calculations.

B) IRC Section 415(b) - This section limits the amount of benefit paid by UCRP to a
maximum per year based on age at retirement. Therefore, certain faculty and staff
cannot receive the full benefit resulting from their UCRP benefit calculations. This
limit is set at a maximum of $130,000 per year at age 65 for UC employees who
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/ became active UCRP Members after December 31, 1989, and is reduced for those

/ faculty and staff retiring at an earlier age.

Both IRC Section 401(a)(17) and Section 415(b) employ grandfathering rules that may

apply to certain faculty and staff who became Members before implementation of these
rules.

Consequences of Tax Laws

As a result of federal tax law limits applying to UCRP, employees with different UC
hire dates that are brought into similar jobs, at the same time, and at the same salary
may be treated differently for their retirement income from UCRP. This lack of equity

applies to faculty and staff across the UC system, including the Department of Energy
(DOE) Laboratories.

It is estimated that over the next five years, about 20 UC faculty and staff retirees each
year will be adversely affected by the Section 401(a)(17) limit on compensation covered
for UCRP purposes. Ten years from now approximately 50 faculty and 75 staff
retirees, including DOE Laboratory scientists and engineers, will be affected. It is
estimated that over the next five years, about 65 faculty and staff retirees each year will
be adversely affected by the IRC Section 415(b) limits. Initially, twice as many faculty

- retirees as staff will be affected by the Section 415(b) limits each year; by the tenth
year approximately 50 faculty and 35 staff retirees will be affected.

- The tax laws as they apply to UCRP will make recruitment more difficult as market
' salaries rise. Every new faculty and staff Member hired from outside the UC system
will be subject to the most stringent limits under both IRC Sections 401(a)(17) and
415(b). Prospective new hires who are grandfathered in their current institutions will
lose this status if they move to UC, and therefore will forfeit the ability to earn full
retirement benefits.

Another consequence is that retention, already an issue, will become more difficult.
Several institutions have taken steps to solve the problems presented by IRC Sections
401(a)(17) and 415(b). UC employees who are recruited by these institutions can be
promised benefits that UC cannot currently match. In particular, long-term faculty and
staff who cannot receive the full benefit earned and accrued under UCRP will have an
incentive to go to institutions where they can accrue additional benefits.

A number of UC’s comparison institutions have taken steps to address this problem.
While many universities will not publicly disclose their benefits packages, our

- consultant William M. Mercer, Inc. has determined that at least 8 of our 26 comparison
institutions have acted to restore retirement benefits. Since more favorable tax laws
have been established, we can expect that additional universities will follow this trend.

Recent Tax LLaw Changes

: ' Before the recent changes in the tax law, non-tax qualified restoration plans in the
public sector were available only if participating employees were willing to be “at risk”
for vesting. When vesting did occur, employees were taxed on the full present value of
the benefit even if no assets had actually been paid to them.
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Recent changes in the tax law have provided public institutions with more attractive
solutions for resolving both IRC Sections 401(a)(17) and 415(b) limits.

Proposed UCRP Benefit Restoration Plan

The proposed UCRP Benefit Restoration Plan consists of two parts, each designed to
replace UCRP benefits lost due to the IRC limits. It is expected that the majority of
UCRP Members will be affected only by one of the limits, not both.

Outside counsel has completed a favorable review of the concepts underlying the
proposed UCRP Benefit Restoration Plan. Actuarial and legal considerations are being
refined in coordination with the UCRP actuary, consultants, and counsel.

Part A: Restoring benefits subject to the compensation limits of IRC Section
401(a)(17

It is proposed that benefits be restored for all faculty and staff who are limited in the
amount of compensation that can be taken into account in calculating UCRP retirement
income because of IRC Section 401(a)(17). These Members would receive a separate
benefit to restore the loss to UCRP retirement income caused by the IRC compensation
limit. This benefit would apply to both retiring and retired UC faculty and staff.

Technically, this could be done by amending the UCRP to add a “pension equity”
restoration benefit. Through this method, tax-qualified plan advantages would be given
to the affected Member using existing UCRP assets to provide these benefits. This is
the most cost-efficient way to provide these restoration benefits.

The estimated annual benefit disbursements of projected IRC Section 401(a)(17)
restoration benefits would start at about $20,157 for the 1999-2000 fiscal year. They
are projected to increase to $1.5 million in the tenth year of benefit disbursements.
Additionally, the cost to UCRP to make whole Members who were affected by the IRC
Section 401(a)(17) limit before implementation is estimated at $100,000. This cost to
the UCRP would not have a material effect on the Plan assets or liabilities, which as of
July 1, 1998 were $27.1 billion and $20.6 billion, respectively.

Part B: Restoring benefits subject to the annual payment limits of IRC Section 415(b)
It is also proposed that benefits be restored for all faculty and staff who are unable to

receive their full UCRP benefit due to the annual payment limits of IRC Section
415(b). The Small Business Job Protection Act of 1996 (SBJPA) allowed sponsors of
governmental retirement plans such as UCRP to establish a non-qualified retirement
plan to provide for the payment of accrued retirement benefits that would not otherwise
be payable due to the limitations of IRC Section 415(b). Private sector plans have had

this flexibility for years; the passage of SBJPA extends this ability to governmental
employers.
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These benefits would be restored for all affected faculty and staff, retiring and retired,
through a “non-qualified” restoration plan that was specifically provided for in the
federal tax law. Under the law, this part of the restoration plan must be “non-
qualified,” so UCRP assets cannot be used to provide the benefits. This non-qualified

restoration plan can be designed to provide the best available tax advantages to the

Members limited by IRC Section 415(b).

Because of the potential adverse financial effects of large lump-sum payments, in most
cases the restoration plan for IRC Section 415(b) benefits would not pay lump sums
and would be limited to annuity benefits (subject to a de minimus threshold).

The estimated annual benefit disbursements of projected IRC Section 415(b) restoration
benefits would start at about $671,389 for the 1999-2000 fiscal year and increase to
approximately $1.6 million in the tenth year of benefit disbursements. Additionally,
the cost to restore UCRP benefits for the approximately 240 Members affected by the
IRC Section 415(b) limit before implementation is estimated at $3.8 million. The
Voluntary Early Retirement Incentive Programs’ (VERIP’s) Transition Assistance
payments would not be restored since these were one-time payments to assist
participating Members into an unplanned retirement.

Method of Funding for IRC Section 415(b) Restoration Plan

A hybrid approach is recommended for funding non-qualified restoration benefits that
would involve annual assessments equivalent to the estimated cash payout for the year,
plus an additional amount to fund the initial liability over a period of years. The
amortization period could be 30 years, based upon typical retirement planning and
financial reporting practices. However, the portion relating to benefits for employees at
the DOE National Laboratories could be amortized over four years, which coincides
with the expiration date of the current contract with the DOE.

The following indicates the required level of funding on a prospective basis only
($ in thousands).

Fiscal Year Campuses Labs Total
1999/2000 - $1,138 $795 $1,933
2002/2003

(cost per year)
2003/2004 1,138 60 1,198

This chart does not include the cost of retroactive restoration benefits for UCRP
Members who were limited by IRC Section 415(b) before implementation. As the
legislation allows for retroactivity, it is recommended that this be done for UCRP
Members who have already retired. The cost of providing retroactive restoration
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benefits is estimated to be $3.8 million: $2.9 million associated with campuses/UCOP
and $843,630 associated with the Laboratories.

Source of Funds

Campuses/UCOP - Funding for the campuses’ and Office of the President’s costs will
come from a variety of sources. For example, to the extent that the IRC Section 415(b)
costs can be attributed to salaries paid from special compensation plans in the health
sciences, it would be appropriate to charge these costs to those plans. A detailed
review of the potential fund sources is underway and will be available soon. The
General Fund would not be used for these payments.

DOE Laboratories - In 1993, the University established the Short Term Contingency
Fund (STC). This pool has been used to provide funding for a variety of purposes
including annual and one-time costs related to the University’s management and
oversight of the Laboratories as an alternative to charging these costs to the
management fee or reducing discretionary research spending. The STC fund is
composed of one-time allocations from the 1993 and 1994 indirect cost payments made
to UC as well as Short-Term Investment Pool (STIP) interest on the reserve liability
funds associated with contract operations. The present STC fund balance is
approximately $2.8 million and is deemed sufficient to cover the projected retirement
restoration costs through the end of the current contract.
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University of California

UCRS Board

Meeting of January 27, 1999
AGENDA ITEM A

Item for Action

Restoration of University of California Retirement Plan Members' Retirement Benefits

The Regents were presented a discussion item at their January 14, 1999 meeting on the

- restoration of University of California Retirement Plan (UCRP) Members' retirement
' ,ﬁ) benefits. University of California Retirement System (UCRS) Board members were provided
' notification and a copy of The Regents discussion item in a memo dated January 11, 1999.

At the January 14, 1999 Regents meeting, The Regents approved further research on behalf
of staff on the Restoration Plans. Further, President Atkinson advised The Regents that staff
would provide an action item to The Regents at their February 18, 1999 meeting. At this
meeting, UC Human Resources and Benefits will ask The Regents to approve the concepts
and philosophy of the Restoration Plans and to delegate the establishment of the Plans to the
President of the University with the concurrence of the Chairperson of the Board of Regents
and the Chairperson of the Committee on Finance. In this manner, staff can continue to
develop and refine the Restoration Plans and seek Internal Revenue Service (IRS) approval
where appropriate. It is expected that the implementation date of the Restoration Plans will
be January 1, 2000.

The portion of the proposed.Restoration Plans that will affect UCRP is the restoration of
benefits related to the limit on compensation that can be considered for the accrual of UCRP
benefits under Internal Revenue Code Section 401(a)(17). The UCRS Board is being asked
to approve the concept and philosophy of this portion of the Restoration Plan, and changes
to UCRP, subject to IRS approval.

N
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UNIVERSITY OF CALIFORNIA

. BERKELEY ¢ DAVIS « IRVINE - LOS ANGELES - RIVERSIDE +« SANDIEGO + SAN FRANCISCO SANTA BARBARA -« SANTA CRUZ

HUMAN RESOURCES AND BENEFITS 300 LAKESIDE DRIVE, 5th FLOOR
OAKLAND, CALIFORNIA 94612-3557

March 30, 1999

MEMBERS OF UCRS ADVISORY BOARD
UNIVERSITY OF CALIFORNIA RETIREMENT SYSTEM

Enclosed are the final minutes for the UCRS Board meeting of January 27, 1999. If you have any
questions please call me at 1-800-239-4002 extension 70274.

Judy Ackerhalt

Director—Retirement Planning,
Services Center and Work/Life Initiatives

Enclosures

cc: (with enclosures)
Sr. Vice President & Provost King
Associate Vice President Boyette
Associate Vice President Hershman
Assistant Vice President Levin -
Interim Assistant Vice President O'Rourke
Managing University Counsel Odell
University Counsel Dana
Actuary Cole - Towers Perrin
Actuary Finertie — Towers Perrin

C:\Server\Procedures\Brd Coord\A13FMLt1.doc
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FINAL MINUTES . ‘
UCRS BOARD MEETING
OFFICE OF THE PRESIDENT

OAKLAND, CALIFORNIA
WEDNESDAY, JANUARY 27, 1999

10:00 AM

BOARD MEMBERS PRESENT: Chair Drake, Professor Mellichamp, Senior Specialist Erickson,

Benefits Manager Edwards, Professor Sugarman, and Vice-Chair Armstrong (via teleconference)

BOARD MEMBERS ABSENT: Senior Vice President Kennedy, Treasurer Small, and Vice

Chancellor Barclay

STAFF PRESENT: Associate Vice President Boyette, Director Ackerhalt, University Counsel Dana,
Director Olson, Director Miller, Director Harrington, Manager Devincenzi, Actuary Cole and

Actuary Finertie
OTHER PRESENT: CUCEA Chair Professor Emeritus Gable
Chair Drake called the meeting to order at 10:25 a.m.

APPROVAL OF THE MINUTES: The minutes of the meeting of November 12, 1998 were

approved.
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worked with the Treasurer’s Office to produce a brochure describing the investment objectives and

philosophies of the UC funds so that Participants can make educated choices about fund selection.

Item A. Restoration of University of California Retirement Plan Members’ Retirement Benefits

Chair Drake stated that this item is an action item that requires the UCRS Board’s vote; Director

Ackerhalt presented the item. She stated that in January the UCRS Board members were mailed a

copy of The Regents discussion item that Associate Vice President Boyette presented to The Regents

at their January meeting. Director Ackerhalt summarized the four main points of the restoration

plans:

e some UC employees cannot receive the full amount of retirement benefits because of certain IRS
limits;

e recent tax law changes make it possible to restore these benefits;

o the essence of the proposal is to make people whole in University of California Retirement Plan
(UCRP) Retirement Income so every UC employee is treated the same; and

e the proposal would ease problems with recruitment and retention that currently exist because of

these limits on UCRP benefits.

Director Ackerhalt explained that, as a tax qualified plan, UCRP must adhere to Internal Revenue
Code (IRC or Code) Section 401(a)(17) which limits the amount of compensation that can be
considered in the calculation of retirement income and IRC Section 415(b) which limits the total
amount that can be paid in retirement income. Under IRC Section 401(a)(17) the limit is $160,000
for those employees who became UCRP Members July 1, 1994 or later. Under IRC Section 415(b)

the limit is $130,000 a year at age 65 for UC employees who became Members January 1, 1990 or
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later and the limits are redﬁced for retirements at earlier ages. She further explained that both lumts
have grandfathering rules for those hired before these dates which leads to varying treatment for
UCRP Members across the system including faculty, staff, scientist and engineers at the laboratories,
and management. She continued by indicating that the problem is that every new faculty and staff
member hired from outside UC will be subject to the most stringent limits under both sections of the

Code and that prospective new hires may be grandfathered at their current institution.

Director Ackerhalt explained that UC Human Resources and Benefits has been working with external
consultants, William M. Mercer Incorporated, who studied 26 comparison institutions and found that
8 have acted to restore these benefits. Recent tax law changes now provide the public sector with
solutions for resolving these problems. She reported that President Atkinson informed The Regents
at their January meeting that an action item would be brought to them in February. The Regents will
be asked to approve the concept and philosophy of the restoration plans to be effective January 1,
2000, subject to Internal Revenue Service (IRS) approval where appropriate. She further explained
that outside counsel has completed a favorable review of these plans and that UC Human Resources
and Benefits will continue to work on actuarial and legal considerations and will bring this
information back to the UCRS Board at a future meeting. She stated that The Regents would be asked
to delegate the establishment of the plans to the President, with the concurrence of the Chair of The

Board of Regents and the Chair of the Committee on Finance.

Director Ackerhalt stated that the IRC Section 401(a) (17) restoration plan is a pension equity
provision that will be part of UCRP and will restore lost UCRP Retirement Income caused by the

IRC compensation limit. The benefit disbursements are projected to start at approximately $8,500
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in the first year and increase to $580,000 in the tenth year. Associate Vice President Boyette stated
that the cost assumptions are based on the same assumptions that are currently used for UCRP.
Director Ackerhalt summarized the UCRP actuarial assumptions and reported that if this provision
were applied retroactively the cost would be approximately $100,000. Implementation of this
provision is subject to IRS approval. She stated that the cost would not have a material effect on
UCRP and the population that is expected to be affected over the next ten years is 144 Members,
including 33 faculty, 4 staff, and 107 management and executive employees which includes scientist

and engineers at the laboratories.

Director Ackerhalt then summarized the details of the IRC Section 415(b) restoration plan that would
be designed as a stand-alone plan under IRC Section 415(m). Benefits would be calculated to restore
the loss to UCRP Retirement Income caused by the IRC Section 415(b) annual payment limits. She
stated that private sector plans have had this flexibility for years. Benefit disbursements are projected
to' start at approximately $670,000 in the first year and increase to $1.7 million in the tenth year; if
applied retroactively the cost would be approximately $3.8 million. Benefit disbursements cannot be
paid out of UCRP assets but can be paid out of the University’s general assets. She reported that the
population that is expected to be affected over the next ten years is 405 Members, including 188
faculty, 10 staff, and 207 management and executives (note that the report of the affected population
has been refined and is now 367). The management and executive group also includes scientists and

engineers at the laboratories.

Professor Sugarman asked if these limits could prevent a member from getting the full Capital

Accumulation Provision (CAP) payment. Director Ackerhalt responded that the CAP payment would
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be paid under the IRC Section 415(b) restoration plan. A lengthy discussion ensued regarding the

appropriateness of restoring benefits to UCRP Retired Members retroactively.

The UCRS Board decided to break out the populations and then vote on the endorsement of three
variations of the populations that would benefit from the plans:
e the concept and philosophy of the restoration plans for current and future employees
o the concept and philosophy of the restoration plans for current and future employees and
prospectively for currently limited retirees
o the concept and philosophy of the restoration plans for current and future employees,
prospectively for currently limited retirees and retroactively for retirees that were
impacted By the IRC limits.

The UCRS Board voted to endorse the first two populations and voted to not approve the third.

Item B. University of California Retirement System Board Chair—Communication with
University President

Chair Drake presented this item, explaining that one of the principal duties of the UCRS Board Chair
is to communicate to the President the activities of the UCRS Board. He further stated that he has
had conversations with Professor Mellichamp, Treasurer Small, Vice Chair Armstrong and Director
Ackerhalt about establishing a new and regular communication mechanism. Chair Drake stated that
in the recent past the UCRS Board Chair has lacked a regular channel of communication and that he,
in his present role, does not have a direct channel of communication due to his employment location

at the Los Alamos National Laboratory.
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The Regents of the University of California

COMMITTEE ON FINANCE
February 18, 1999

A Special Meeting of the Committee on Finance was held on the above date at UCSF-Laurel
Heights, San Francisco.

Members present: Regents Atkinson, Bagley, Davies, Johnson, Khachigian, Miura, and Parsky;
Advisory member Taylor °

In attendance: Regents Eastin and Nakashima, Regent-designate Vining, Faculty
Representatives Coleman and Dorr, Secretary Trivette, General Counsel
Holst, Treasurer Small, Provost King, Senior Vice President Kennedy, Vice
Presidents Broome, Darling, Gomes, and Gurtner, Chancellors Berdahl,
Bishop, Camesale, Cicerone, Dynes, Orbach, and Vanderhoef, Executive
Vice Chancellor Simpson representing Chancellor Greenwood, Laboratory
Director Shank, and Recording Secretary Nietfeld

The meeting convened at 2:27 p.m. with Chairman Davies presiding.

RESTORATION OF UNIVERSITY OF CALIFORNIA RETIREMENT PLAN MEMBERS’

RETIREMENT BENEFITS

The President recommended that:

A. Approval be granted to establish plans, effective January 1, 2000, to restore to University of
California faculty and staff, including Department of Energy Laboratories scientists and
engineers, the University of California Retirement Plan (UCRP or Plan) benefits earned but
denied due to Internal Revenue Code (IRC) limitations.

B. These UCRP benefits also be provided to affected UCRP members who retired before the
effective date of the restoration plans.

C. Implementation of the restoration plans be delegated to the President, with the concurrence
of the Chairman of the Board and the Chairman of the Committee on Finance.

The Committee was informed that the University of California Retirement System Advisory Board
endorsed these restoration plans at its January 27, 1999 meeting. The plans, which are subject to
Internal Revenue Service (IRS) approval, would apply to faculty, staff, and retirees from the date
of implementation. The item submitted to The Regents in January 1999 included the cost of
restoring these benefits retroactively for current retirees; upon further examination, retroactivity was
judged to be inappropriate.

It was recalled that several years ago Congress modified the IRC to limit pre-tax contributions to
pension plans. These limitations, directed primarily at the private sector, resulted in the imposition
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of certain limits on pension benefits in public institutions as well. Recognizing the negative impact
of these limitations in the public sector, Congress recently enacted revisions to the IRC that make
it possible for public institutions, including the University of California, to mitigate them. At the
January 1999 meeting, the Regents were presented with information on the problems created by the
IRC limitations and on plans to address them.

IRC §415(b) limits the amount of benefits that can be paid by UCRP to a maximum per year; IRC
§401(a)(17) sets the maximum compensation amount that can be used for retirement calculations.
These IRC limitations are a significant deterrent to recruitment and retention of faculty, staff,
administrators, scientists, and engineers. This problem will worsen as the number of affected
employees grows in the years ahead. Various UC sites have reported an increasing employee
awareness of both the personal impact of the IRC limitations and the actions other institutions have
taken to mitigate the impact. To remain competitive in the recruitment and retention of employees,
many of whom are highly specialized, it is imperative that UC offer similar solutions.

Due to the IRC limits and special grandfathering rules, faculty and staff employees with different
UC hire dates who are later brought into comparable jobs at the same time and at the same salary
may be treated differently for their retirement income. Regardless of salary level, an employee
affected by either or both of the IRC limits will have a lower percentage of retirement income
provided by UCRP than an employee retiring at the same age with the same service who is not
affected by the limits. Restoring lost benefits due to these limits will result in fair and equitable
treatment of all employees. Further, employees who have entered University service based upon
representations of UCRP retirement income may have a basis to claim that they are not being treated
fairly if they are unable to receive their earned benefits due to the IRC limitations. The restoratlon
plans would eliminate this problem by restoring their UCRP benefits.

Most career employees participate in UCRP, a defined benefit plan. UCRP is based on the principle
that all career employees will be treated equitably and receive benefits based on (1) their age at
retirement, (2) their years of UCRP service credit, and (3) their Highest Average Plan Compensation.
UCRP is a tax-qualified retirement plan subject to federal tax laws in the administration of benefits
accruing to its members. As noted above, two federal tax limits can reduce the amount of UCRP
benefits paid to members upon retirement. Because IRC §415(b) limits the amount of benefits that
can be paid by UCRP to a maximum per year, based on age at retirement, certain faculty, staff,
scientists, and engineers cannot receive the full benefits resulting from their UCRP benefit
calculations. For UC employees who became active UCRP members after December 3 1, 1989, this
limit is set at a maximum of $130,000 per year at age 65 and is reduced for those retiring at an earlier
age. For example, the maximum benefit these members can receive from UCRP is $57,783 per year
at age 55 and $41,295 per year at age 50.

IRC §401(a)(17) sets the maximum compensation amount that can be used for retirement
calculations at $160,000 per year for UC employees who first became active UCRP members after
June 30, 1994. As a result, certain faculty, staff, scientists, and engineers cannot receive benefits
based on the full compensation that UCRP would otherwise use for benefit calculations. It is
estimated that 367 members will be affected by the IRC §415(b) limit over the next ten years. This
group consists of 178 faculty and 189 staff employees, including management, and scientists and
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engineers at the Department of Energy laboratories. The average age of the affected faculty member
is 60.9 years, and the average income is $177,044 annually. Ninety-seven percent of the members
have twenty or more years of service credit. This group includes 108 medical school professors.

The average age of the affected staff group is 55.6 years, and 94 percent have more than twenty years
of service credit. The average salary is $167,578. More than half of this group are employed at the
Department of Energy laboratories.

IRC §415(b) employs grandfathering rules that can make a significant difference in the benefits that
can be paid to UCRP members, depending upon their UCRP membership date.

It is estimated that 144 members will be affected by the IRC §401(a)(17) limit over the next ten
years. This group consists of 33 faculty and 111 staff, including management, and scientists and
engineers at the laboratories. In the affected faculty group, the average age is 54.2 years and the
average income is $186,202 annually. Eighty-eight percent of the faculty have less than five years
of service credit. The average age of the affected staff group is 51.4 years, and 89 percent have less
than five years of service credit. This group, which has an average salary of $192,286, includes
scientists, engineers, and staff physicians. IRC §401(a)(17) employs grandfathering rules that can
make a significant difference in the benefits that can be paid to UCRP members depending upon
their hire date.

Benefit restoration plans will replace UCRP benefits that are not currently paid because of the IRC
limits. It is expected that most of the UCRP members involved will be affected by only one of the
limits. Outside counsel has completed a review of the proposed benefit restoration plans. Actuarial
and legal considerations have been refined in coordination with the Plan’s actuary, consultants, and
counsel. For employees covered by the Higher Education Employer Employee Relations Act , these
changes may be subject to labor relations requirements such as notice, meeting and discussing,
consulting, or conferring.

All affected faculty, staff, and retirees will receive a separate benefit to restore the amount that the
IRC annual limit now prevents them from receiving. This will be done through a “non-qualified”
plan that is specifically provided for in federal tax law. The annual disbursements of projected IRC
§415(b) restoration benefits are estimated to be $670,000 in the year 2000 and will increase to
approximately $1.7 million in the tenth year.

Benefits will be restored for all affected faculty, staff, and retirees. This will be done by amending
UCRRP to add a provision to restore benefits that may be lost due to IRC §401(a)(17), using existing
UCRP assets. Providing restoration of benefits through UCRP is contingent upon IRS approval.
The annual disbursements of projected IRC §401(a)(17) restoration benefits are estimated to be
$8,500 in the year 2000 and will increase to approximately $580,000 in the tenth year. This cost to
UCRP will not have a material effect on the Plan assets or liabilities, which as of July 1, 1998 were
$27.1 billion and $20.6 billion respectively. Due to a recent IRS notice that an annual cost-of- living
adjustment can be applied to the grandfathered IRC §401(a)(17) limit that applied prior to July 1,
1994, the cost of this provision is lower than was indicated in the January Regents item.
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Under the law, UCRP assets cannot be used to provide the benefits provided in a “non-qualified”
plan. The method for funding the non-qualified IRC §415(b) restoration plan benefits will involve
assessments on a quarterly basis equivalent to the estimated cash payout for the year, plus an
additional amount to fund the initial liability over a period of years. The amortization will be thirty
years, based upon generally accepted retirement planning and financial reporting practices.
However, the portion relating to benefits for employees at the DOE laboratories will be amortized
over 11 quarters, which coincides with the expiration date of the current contract with the DOE. The
following indicates the estimated level of funding ($ in thousands).

Fiscal Year Campuses Laboratories Total
1999-2000 $ 569 $ 578 $1,147
2000-2001 1,138 1,156 2,294
2001-2002 - 1,138 1,156 2,294
2002-2003 1,138 334 1,472
2003-2004 _ 1,138 60 1,198

Funding for the campuses’ and Office of the President’s costs will come from several sources. For
example, to the extent that the IRC §415(b) restoration plan costs can be attributed to salaries paid
from special compensation plans in the health sciences, it would be appropriate to charge these costs
to those plans. To fund the ongoing cost of the restoration plan, an assessment of campuses and
UCOP will occur on a quarterly basis for the amounts shown above, plus a small amount to cover
the administrative cost of the plan. State funds would not be used for these payments.

In 1993, the University established the Short Term Contingency Fund (STC). This pool has been
used to provide funding for a variety of purposes, including annual and one-time costs related to the
University’s management and oversight of the DOE laboratories as an alternative to charging these
costs to the management fee or reducing discretionary research spending. The STC fund is
comprised of one-time allocations from the 1993 and 1994 indirect cost payments made to UC, as
well as Short-Term Investment Pool interest on the reserve liability funds associated with contract
operations. The present STC fund balance is approximately $2.8 million and is deemed sufficient
to cover the projected retirement restoration costs through the end of the current contract.

Upon motion duly made and seconded, the Committee approved the President’s recommendation
and voted to present it to the Board.
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The meeting adjourned at 2:28 p.m.

Attest:

(ol Dbt

Secretary
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IVERSITY OF CALIFORNIA

BERKELEY + DAVIS + IRVINE « LOS ANGELES +« RIVERSIDE « SANDIEGO - SANFRANCISCO SANTA BARBARA + SANTA CRUZ

HUMAN RESOURCES AND BENEFITS 300 LAKESIDE DRIVE, 5th FLOOR
OAKLAND, CALIFORNIA 94612-3557

February 26, 1999

MEMBERS OF THE UCRS ADVISORY BOARD
UNIVERSITY OF CALIFORNIA RETIREMENT SYSTEM

At their February 18, 1999 meeting, The Regents approved the concept and philosophy of restoring to
University of California faculty and staff the University of California Retlrement Plan benefits eamed, but
denied due to Internal Revenue Code limitations.

T
The Regents delegated the establishment of the Restoration Plans to the President of the University with
the concurrence of the Chair of the Board of Regents and the Chair of the Committee on Finance. With The
 Regents' approval of this action item, staff can continue to develop and refine the Restoration Plans and
seek Internal Revenue Service approval where appropriate. As soon as the Restoration Plans are developed
they will be presented to the University of California Retirement System Board. It is expected that the
implementation date of the Restoration Plans will be January 1, 2000.

Attached for your reference is a copy of The Regents item. Note that the Restoration Plans will not
provide benefits retroactively for current retirees.

Sincerely,

Loy

Judy Ackerhalt

Director—Retirement Planning,

Services Center and Work/Life Initiatives
Attachment

cc: Associate Vice President Boyette

C:\eudora\attach\restor.gsc.doc
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Office of the President
February 17, 1999

TO MEMBERS OF THE COMMITTEE ON FINANCE:

ITEM FOR ACTIO

. For Meeting of February 18, 1999

RATION OF ITY OF CALIFORNIA RETIREMENT PL AN
MEMBERS’ RETIREMENT BENEFITS

The President recommends that the Committee on Finance recommend to The Regents that:

(1) Approval be granted to establish plans, effective January 1, 2000, to restore to
University of California faculty and staff, including Department of Energy Laboratories
scientists and engineers, the University of California Retirement Plan (UCRP or Plan)
benefits earned, but denied due to Internal Revenue Code (IRC) limitations.

(2) These UCRP benefits also be provided to affected UCRP members who retired before
the effective date of the restoration plans. '

(3) Implementation of the restoration plans be delegated to the President, with the
concurrence of the Chairman of the Board and the Chairman of the Committee on
Finance. '

The University of California Retirement System Advisory Board endorsed these restoration
plans at its January 27, 1999 meeting. They are subject to Internal Revenue Service (IRS)
approval, and would apply to UC faculty, staff, and retirees from the date of implementation.
The item submitted to The Regents in January 1999 included the cost of restoring these
benefits retroactively for current retirees; upon further examination, retroactivity was judged
to be inappropriate.

- BACKGROUND
Several years ago, Congress modified the IRC to limit pre-tax contributions to pension plans.
These limitations, directed primarily at the private sector, resulted in the imposition of certain
limits on pension benefits in public institutions as well. Recognizing the negative impact of
these limitations in the public sector, Congress recently enacted revisions to the IRC that make
it possible for public institutions, including the University of California, to mitigate them. At
their January 1999 meeting, The Regents were presented with information on the problems
created by the IRC limitations and on plans to address them.

IRC Section 415(b) limits the amount of benefits that can be paid by UCRP to a maximum per
year; IRC Section 401(a)(17) sets the maximum compensation amount that can be used for
retirement calculations. These IRC limitations are a“significant deterrent to recruitment and
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- retention of faculty, staff, administrators, scientists, and engineers; this problem will worsen
as the number of affected employees grows in the years ahead. Various UC sites have reported
an increasing employee awareness of both the personal impact of the IRC limitations and the
actions other institutions have taken to mitigate the impact. To remain competitive in
recruitment and retention of employees, many of whom are highly specialized, it is imperative
that UC offer similar solutions.

Due to the IRC limits and special grandfathering rules, faculty and staff employees with
different UC hire dates who are later brought into comparable jobs - at the same time and at
the same salary - may be treated differently for their retirement income. Regardless of salary
level, an employee affected by either or both of the IRC limits will have a lower percentage of
retirement income provided by UCRP than an employee retiring at the same age with the same
service who is not affected by the limits. Restoring lost benefits due to these limits results in
fair and equitable treatment of all employees.

Further, employees who have entered University service based upon representations of UCRP
retirement income may have a basis to claim that they are not being treated fairly if they are
unable to receive their earned benefits due to the IRC limitations. The restoration plans would
eliminate this problem by restoring their UCRP benefits.

Federal Tax Law Limitations Applying fo UCRP Benefits

Most career employees participate in UCRP, a defined benefit plan. UCRP is based on the
principle that all career employees will be treated equitably and receive benefits based on (1)
their age at retirement, (2) their years of UCRP service credit, and (3) their Highest Average
Plan Compensation (HAPC). UCRP is a tax-qualified retirement plan subject to federal tax
laws in the administration of benefits accruing to its members. Two federal tax limits can
reduce the amount of UCRP benefits paid to members upon retirement:

(A) IRC Section 415(b) - This section limits the amount of benefits that can be paid by
UCRP to a maximum per year, based on age at retirement. Thus, certain faculty, staff,
scientists, and engineers cannot receive the full benefits resulting from their UCRP
benefit calculations. For UC employees who became active UCRP members after
December 31, 1989, this limit is set currently at a maximum of $130,000 per year at
age 65, and is reduced for those retiring at an earlier age; for example, the maximum
benefit these members can receive from UCRP is $57,783 per year at age 55 and
$41,295 per year at age 50.

(B)  IRC Section 401(a)(17) - This section sets the maximum compensation amount
that can be used for retirement calculations at $160,000 per year for UC employees
who first became active UCRP members after June 30, 1994. Therefore, certain
faculty, staff, scientists, and engineers cannot receive benefits based on the full
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compensation that UCRP would otherwise use for benefit calculations.

IRC Section 415(b) Profiles

It is estimated that 367 members will be affected by the IRC Section 415(b) limit over the next
10 years. This includes 178 faculty and 189 staff employees, including management, and
scientists and engineers at the Laboratories.

e The average age of the affected faculty is 60.9 years; average income is $177,044
annually. Ninety-seven percent of the members have 20 or more years of service credit.
This group includes 108 medical school professors.

e The average age of the affected staff group is 55.6 years, and 94 % have more than 20
years of service credit. The average salary is $167,578. More than half of this group are
employed at the Laboratories.

IRC Section 415(b) employs grandfathering rules that can make a significant difference in the
benefits that can be paid to UCRP members, depending upon their UCRP membership date.
Two examples of the potential effects of IRC Section 415(b) on UCRP retirement income are
given in Appendix A.

IRC Section 401(a)(17) Profiles

It is estimated that 144 members will be affected by the IRC Section 401(a)(17) limit over the
next 10 years. This includes 33 faculty and 111 staff, including management, and scientists
and engineers at the Laboratories.

e In the affected faculty group the average age is 54.2 years; average income is $186,202
annually. Eighty-eight percent have less than 5 years of service credit.

e The average age of the affected staff group is 51.4 years, and 89% have less than 5 years
of service credit. This group, which has an average salary of $192,286, includes scientists,
engineers, and staff physicians. i

IRC Section 401(a)(17) employs grandfathering rules that can make a significant difference in

the benefits that can be paid to UCRP members depending upon their hire date. Appendix B

gives an example of two UCRP members with only slightly different hire dates that illustrates

this inequity.
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Benefit Restoration Plans

Benefit restoration plans will replace UCRP benefits that are not currently paid because of the
IRC limits. It is expected that most of the UCRP members involved will be affected only by
one of the limits, not both. Outside counsel has completed a review of the proposed benefit
restoration plans. Actuarial and legal considerations have been refined in coordination with the
Plan’s actuary, consultants, and counsel. For employees covered by the Higher Education
Employer Employee Relations Act (HEERA), these changes may be subject to labor relations
requirements (such as notice and meeting and discussing, consulting, or conferring).

Plan for restoring benefits subject to the annual payment limits of IRC Section 415(b)

All affected faculty, staff, and retirees would receive a separate benefit to restore the amount
that the IRC annual limit now prevents them from receiving. This will be done through a
“non-qualified” plan that is specifically provided for in federal tax law. The annual
disbursements of projected IRC Section 415(b) restoration benefits are estimated to be
$670,000 in the year 2000 and would increase to approximately $1.7 million in the tenth year.
Appendix C gives an example of how a retired UCRP member currently subject to the-
limitations of IRC Section 415(b) would have benefits restored from the date of
implementation.

Plan for festoring benefits subject to the compensation limits of IRC Section 401(a)(17) )

Benefits will be restored for all affected faculty, staff, and retirees. This will be done by
amending UCRP to add a provision to restore benefits that may be lost due to IRC Section
401(a)(17), using existing UCRP assets. Providing restoration of benefits through UCRP is
contingent upon IRS approval.

The annual disbursements of projected IRC Section 401(a)(17) restoration benefits are
estimated to be $8,500 in the year 2000 and would increase to approximately $580,000 in the
tenth year. This cost to UCRP would not have a material effect on the Plan assets or liabilities,
which-as of July 1, 1998 were $27.1 billion and $20.6 billion, respectively. Due to a recent
IRS notice that an annual cost of living adjustment can be applied to the grandfathered IRC
Section 401(a)(17) limit (the limit that applied prior to July 1, 1994), the cost of this provision
is lower than indicated in the January Regents’ item.

Method of Funding for IRC Section 415(b) Restoration Plan

Under the law, UCRP assets cannot be used to provide the benefits provided in a “non-
qualified” plan. The method for funding the non-qualified IRC Section 415(b) restoration plan
benefits will involve assessments on a quarterly basis equivalent to the estimated cash payout
for the year, plus an additional amount to fund the initial liability over a period of years. The
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amortization will be 30 years, based upon generally accepted retirement planning and financial
reporting practices. However, the portion relating to benefits for employees at the DOE
National Laboratories will be amortized over 11 quarters, which coincides with the expiration
date of the current contract with the DOE. The following indicates the estimated level of

funding ($ in thousands).
Fiscal Year Campuses Labs Total
1999-2000 $ 569 $ 578 $1,147
2000-2001 $1,138 $1,156 $2,294
2001-2002 $1,138 $1,156 $2,294
2002-2003 - $1,138 $ 334 $1,472
2003-2004 $1,138 $ 60 $1,198

Source of Funds

Campuses/UCOP: Funding for the campuses’ and Office of the President’s costs will come
from several sources. For example, to the extent that the IRC Section 415(b) restoration plan
costs can be attributed to salaries paid from special compensation plans in the health sciences,
it would be appropriate to charge these costs to those plans. To fund the ongoing cost of the
restoration plan, an assessment of campuses/UCOP will occur on a quarterly basis for the
amounts shown above, plus a small amount to cover the administrative cost of the plan. State
General Funds and Restricted Funds would not be used for these payments.

DOE Laboratories: In 1993, the University established the Short Term Contingency Fund
(STC). This pool has been used to provide funding for a variety of purposes, including annual
and one-time costs related to the University’s management and oversight of the Laboratories as
an alternative to charging these costs to the management fee or reducing discretionary research
spending. The STC fund is comprised of one-time allocations from the 1993 and 1994 indirect
cost payments made to UC, as well as Short-Term Investment Pool (STIP) interest on the
reserve liability funds associated with contract operations. The present STC fund balance is
approximately $2.8 million and is deemed sufficient to cover the projected retirement
restoration costs through the end of the current contract.
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Appendix A - Examples of limits on amount of benefits that can be paid from UCRP due to |

IRC Section 415

Member 1

Assumptions: 30 years of UCRP Membership, Retirement age 60. Figures are rounded.

36 months average compensation $15,833/mo

UCRP Benefit without IRS Limits $11,447/mo

UCRP Benefit with IRS Limits $9,256/mo

Lost Benefits due to Section 415(b) $ 2,191)/mo  (19%)
Member 2

Assumptions: 30 years of UCRP Membership, Retirement age 50. Figures are rounded.

36 months average compensation $15,833/mo
UCRP Benefit without IRS Limits $5,177/mo
UCRP Benefit with IRS Limits $ 4,588/mo

(limit prior to January 1, 1990)

Lost Benefits due to Section 415(b) $(589)/mo (11%)

These examples illustrate the different IRC Section 415(b) limits at age 60 for Member 1 and

age 50 for Member 2. Also note that both members in these examples were hired prior to

January 1, 1990, the date that the lower IRC Section 415(b) limit became effective.
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Appendix B— Examples of limits on amount of benefits that can be paid from UCRP due to
IRC Section 401(a)(17) based on different hire dates

Member 1 (not limited)

Assumptions: Hire date June 30; 1994, 5 years of UCRP Membership, Retirement age 60.
Figures are rounded. '

36 months average compensation $16,666/mo

UCRP Benefit without IRS Limits $ 2,008/mo

UCRP Benefit with IRS Limits $ 2,008/mo

Lost Benefits due to Section 401(a)(17) -0-/mo

Member 2 (limited)

Assumptions: Hire date July 1, 1994, 5 years of UCRP Membership, Retirement age 60. Figures
are rounded.

36 months average compensation $16,666/mo
(note the average compensation amount

that can be used for retirement income

calculations is $13,055/mo)

UCRP Benefit without IRS Limits $ 2,008/mo

UCRP Benefit with IRS Limits $ 1,573/mo

Lost Benefits due to Section 401(a)(17) $ (435)/mo (22%)

These examples illustrate that Member 2 receives $435 less in UCRP retirement income per
month than Member 1-due to the lower IRC Section 401(a)(17) limit in effect as of July 1,
1994,
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Appendix C- Example of a UCRP Retired Member’s benefit that is limited by IRC
- Section 415(b) and that would be restored from the date of implementation

| Assumptions: Member retired July 1; 1998 at age 60 with 28 years of UCRP Membership.r
 Figures are rounded. '

36 months average compensation ' $16,083/mo

Current UCRP Benefit without IRS Limits $10,852/mo

Current UCRP Benefit with IRS Limits $ 9,256/mo

Lost Benefits due to Section 415(b) $ (1,596)/mo  (15%)

This example illustrates that this Retired Member would receive $1,596 per month from the
IRC Section 415(b) restoration plan, from the date of implementation, until the Retired
Member’s benefit is no longer limited based on periodic increases in the IRC Section 415(b)
limit.
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UCRS Board

Meeting of June 28, 1999

AGENDA ITEM F

Item for Information

Update on Implementation of Restoration Benefits

On February 26, 1999, members of the University of California Retirement System (UCRS)
Advisory Board were notified that The Regents, at their February 18, 1999 meeting,
approved the concept and philosophy of restoring to University of California faculty and staff
the University of California Retirement Plan (UCRP or Plan) benefits earned, but denied due
to Internal Revenue Code (IRC) limitations.

The Regents delegated the establishment of restoration benefits to the President of the
University with the concurrence of the Chair of The Regents and the Chair of the Committee
on Finance. Subsequent to The Regents' approval of this item, staff has continued to develop
and refine restoration benefits; this information item is an update on UC Human Resources
and Benefits’ progress in that regard.

Restoring Benefits Subject to the Compensation Limits of IRC Section 401(a)(17) -
UCRP Appendix E

An appendix to UCRP has been developed, in coordination with the Plan actuary, consultants
and counsel, to generally restore benefits that may be lost due to the limitations of IRC
Section 401(a)(17). These provisions, contained in the proposed Appendix E, will provide
retirement, disability and preretirement and postretirement survivor benefits under the same
terms and conditions as UCRP.

On June 17, 1999, UC Human Resources and Benefits filed a determination letter application
with the Internal Revenue Service (IRS) on behalf of the Plan Administrator. As required,
prior to filing with the IRS, Benefits Offices posted the “Notice to Interested Parties”
() throughout each location. In addition, Labor Relations noticed collective bargaining
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representatives and local exclusive representatives of the IRS filing.

Adoption and implementation of the provisions of Appendix E, and thus the ability to provide
restoration of benefits through UCRP, is contingent upon IRS approval. UC Human
Resources and Benefits has been informed that the current IRS processing time for a
determination letter request is, at minimum, six months. Thus, implementation of the
restoration of benefits due to IRC Section 401(a)(17) limitations cannot occur until IRS
approval has been received. At the time this occurs, restoration benefits will be provided
prospectively from January 1, 2000.

Separate from the development of UCRP Appendix E, UCRP will be amended to reflect that
cost of living increases can be applied to the annual IRC Section 401(a)(17) limit in effect for
UCRP Members who entered the Plan prior to July 1, 1994. Previously, the limit was fixed
at $235,840; recently the IRS announced that cost of living increases can be applied to this
limit. The President, under his authority as Plan Administrator, has approved an amendment
to allow cost of living increases to be applied in accordance with the provisions of the IRC.
Thus, the new limit for July 1, 1999 will be $270,000.

Note that there is no change to the lower annual limits for UCRP Members who entered the
Plan after July 1, 1994; the limit is currently $160,000.

Restoring Benefits Subject to the Annual Payment Limits of IRC Section 415(b) - IRC
Section 415(m) Restoration Plan

A non-qualified plan will be established to provide payment of accrued retirement benefits
that would not otherwise be payable due to the limitations of IRC Section 415(b). At this
time, this non-qualified plan is being referred to as the IRC Section 415(m) Restoration Plan.

UC Human Resources and Benefits formed a work group on April 20, 1999, to develop the
policies and procedures necessary to implement the IRC Section 415(m) Restoration Plan on
January 1, 2000. The work group will continue to meet throughout the year to finalize the
IRC Section 415(m) Restoration Plan document, and to develop the systems modifications,
funding mechanisms, financial and tax reporting, applicable forms/communication materials
and training for internal staff and Benefits Representatives.

Future updates will be provided to the UCRS Board as the development of restoration benefits
continues.
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University of California

_ UCRS Board

Meeting of January 26, 2000

AGENDA ITEM L
Item for Information

Update on Implementation of Restoration Benefits

At the June 28, 1999 University of California Retirement System (UCRS) Advisory Board
meeting, an update was provided on the development of restoration benefits that The Regents
approved at their February 18, 1999 meeting. The following is an update on UC Human
Resources and Benefits’ progress in that regard.

1 \ - Restoring Benefits Subject to the Compensation Limits of Internal Revenue Code (IRC)
~—*"" Section 401(a)(17)—University of California Retirement Plan (UCRP or Plan)
Appendix E

An appendix to UCRP has been developed, in coordination with the Plan actuary, consultants
and counsel, to generally restore benefits that may be lost due to the limitations of IRC
Section 401(a)(17). These provisions, contained in the proposed Appendix E, will provide
retirement, disability and preretirement and postretirement survivor benefits under the same
terms and conditions as UCRP. Adoption and implementation of the provisions of Appendix
E, and thus the ability to provide restoration of benefits through UCRP, is contingent upon
Internal Revenue Service (IRS) approval.

On June 17, 1999, UC Human Resources and Benefits filed a determination letter application
with the IRS on behalf of the Plan Administrator. On November 23, 1999 the IRS requested
additional information about the filing and advised that the determination letter request will
need further review. UC Human Resources and Benefits will continue to work with the IRS
on these issues through the Plan’s external counsel.

Implementation of the restoration of benefits due to IRC Section 401(a)(17) limitations cannot
occur until IRS approval has been received. At the time this occurs, restoration benefits will
¥ " be provided prospectively from January 1, 2000. Future updates will be provided to the
e
UCRS Board.
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A non-qualified plan was established, effective January 1, 2000, to provide payment of
accrued retirement benefits that would not otherwise be payable due to the limitations of IRC
Section 415(b). The non-qualified plan has been named the University of California 415(m)
Restoration Plan (415(m) Restoration Plan). The major provisions of the 415(m) Restoration
Plan are as follows:

For a UCRP Member electing a Monthly Retirement Income option that is limited by IRC
Section 415(b) - a separate monthly payment will be made from the 415(m) Restoration
Plan. The 415(m) Restoration Plan payment will equal the difference between the earned
UCRP benefit and the amount that can be paid from UCRP due to the IRC Section 415(b)
limit. The UCRP Member’s total benefit will be recalculated each year based on cost of
living adjustments. Over time, as the IRC Section 415(b) limit increases through indexing,
more of the total benefit will be paid out of UCRP and less from the 415(m) Restoration
Plan until the Member is no longer limited.
e For those Members who are Grandfather limited and thus not able to receive the
Capital Accumulation Provision (CAP) Accumulations from UCRP, the CAP
Accumulations will be paid from the 415(m) Restoration Plan in a single payment.

For a UCRP Member electing a Lump Sum Cashout (LSC) that is limited by IRC Section
415(b) - a monthly payment will be made from the 415(m) Restoration Plan for 10 years
from the LSC Date. These payments will reflect the value, paid monthly over 10 years,
of the difference between the earned LSC benefit and the amount that can be paid from
UCRP due to the IRC Section 415(b) limit. These payments will be made to the Member
and/or the beneficiary if the Member were to die prior to the end of the 10-year payment
period. The monthly payment will include a built in 2% Cost of Living Adjustment and
these payments are not subject to recalculation.

e An exception to this provision is in the case where the limited amount of the LSC (the
difference between the earned LSC benefit and the maximum amount payable from
UCRP) is $35,000 or less. In these cases, a single payment will be paid from the
415(m) Restoration Plan.

Form of Payment - all 415(m) Restoration Plan benefits are paid separately from the
UCRP payment and are reported as wages on a W-2 form. As these payments are
considered wages, no payments from the 415(m) Restoration Plan are eligible for rollover.
These payments are considered non-qualified deferred compensation payments, are not
considered wages that would impact the Social Security earnings limits and are not subject
to FICA (OASDI and Medicare) withholding or taxation.
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"~/ e Retroactivity - No retroactive benefits shall be paid under the 415(m) Restoration Plan.
.. Therefore, any. Member of UCRP who retires before January.1, 2000 and has benefits
limited by IRC Section 415(b) will not receive any restoration benefits prior to January
1, 2000. In addition, any Member of UCRP who has a LSC Date prior to January 1, 2000
will have no benefits payable from the 415(m) Restoration Plan.

e The first 415(m) Restoration Plan payments are scheduled for mailing on January 27,
1999 for the month of January. Current Retired Members who are limited by Section
415(b) on January 1, 2000 were noticed in December 1999 of the implementation of the
415(m) Restoration Plan and of the payments they will be receiving.
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University of California

UCRS Advisory Board

HUMAN RESQURCES

Meeting of June 24, 2011
AGENDA ITEM D

UCRP - Appendix E

At the request of Chair Oakley, the attached documents were gathered from the period the UCRS
Advisory Board reviewed restoration benefits (1998-2000). Chair Oakley will lead a discussion
of these documents and asked that the following statement from him be included:

“In my view, these documents provide support for both sides. The 1999 documents show this
board recommending the “concept and philosophy” of both restoration plans in January, but only
(and specifically) on a prospective basis. Our Board refused to endorse providing benefits
retroactively to retirees. In February the Regents formally “approved the concept and
philosophy” of both restoration plans, delegating implementation to the President, but also noting
that IRS approval was first required for the Appendix E restoration of benefits otherwise limited
by IRC 8§ 401(a)(17). No such IRS approval was required for the “Section 415(m)” plan that
restored benefits otherwise limited by IRC 8 415(b), presumably because authorization for such a
restoration plan was already statutorily provided by IRC § 415(m). Therefore the latter plan was
funded immediately and began distributions as of January 1, 2000. But Appendix E had to hang
fire pending IRS administrative approval. And therein lies the rub. In reporting this situation to
the Board incident to its June 28, 1999, agenda, UCOP flatly declares: “At the time this [IRS
approval] occurs, restoration benefits [under Appendix E] will be provided prospectively from
January 1, 2000.” But that’s the President speaking, not The Regents, which had approved such a
deal only in concept, philosophically, and contingent on IRS approval. So it is the devil’s own
mess. These ambiguities could usefully be aired and discussed in open session.”

Attachment
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Increase in Benefits CPI* Cumulative Retained As of July 1, 2011

For Annuitants Whose Number of Auto- Ad (preceding February) Increase Increase Purchasing Inflation COLA

Benefit Commenced Annuitants matic Hoc Total Old Basis New Basis New Basis-2 in CPI ** in CPI Power Bank Bank

On or before July 1, 1961 - 140.31% 159.11% 522.65% 89.30 - - 0.00% 677.11% 80.12% 24.81% 0.00%
July 2, 1961 to December 31, 1961 - 140.31% 159.12% 522.68% 89.30 - - 0.00% 677.11% 80.13% 24.80% 0.00%
January 1, 1962 to January 1, 1962 - 140.31% 159.10% 522.64% 89.30 - - 0.90% 677.11% 80.12% 24.81% 0.00%
January 2, 1962 to July 1, 1962 2 140.31% 156.80% 517.11% 90.10 - - 0.00% 670.21% 80.12% 24.81% 0.00%
July 2, 1962 to December 31, 1962 - 140.31% 156.81% 517.14% 90.10 - - 1.22% 670.21% 80.13% 24.80% 0.00%
January 1, 1963 to July 1, 1963 1 140.31% 153.70% 509.66% 91.20 - - 0.00% 660.92% 80.12% 24.81% 0.00%
July 2, 1963 to December 31, 1963 - 140.31% 153.72% 509.70% 91.20 - - 1.43% 660.92% 80.13% 24.80% 0.00%
January 1, 1964 to July 1, 1964 - 140.31% 150.16% 501.15% 92.50 - - 0.00% 650.23% 80.13% 24.80% 0.00%
July 2, 1964 to December 31, 1964 - 140.31% 150.14% 501.10% 92.50 - - 2.59% 650.23% 80.12% 24.81% 0.00%
January 1, 1965 to July 1, 1965 1 140.31% 143.82% 485.91% 94.90 - - 0.00% 631.25% 80.12% 24.81% 0.00%
July 2, 1965 to December 31, 1965 - 140.31% 143.82% 485.91% 94.90 - - 1.90% 631.25% 80.12% 24.81% 0.00%
January 1, 1966 to July 1, 1966 1 140.31% 139.27% 474.98% 96.70 - - 0.00% 617.64% 80.12% 24.81% 0.00%
July 2, 1966 to December 31, 1966 - 140.31% 139.29% 475.04% 96.70 - - 1.86% 617.64% 80.13% 24.80% 0.00%
January 1, 1967 to July 1, 1967 2 140.31% 134.89% 464.46% 98.50 - - 4.67% 604.53% 80.12% 24.81% 0.00%
July 2, 1967 to July 1, 1968 2 140.31% 124.42% 439.30% 103.10 - - 4.75% 573.09% 80.12% 24.81% 0.00%
July 2, 1968 to July 1, 1969 5 135.59% 118.52% 414.83% 108.00 - -- 5.00% 542.55% 80.12% 24.81% 0.00%
July 2, 1969 to July 1, 1970 7 130.98% 112.28% 390.30% 113.40 -- -- 4.06% 511.96% 80.12% 24.81% 0.00%
July 2, 1970 to July 1, 1971 8 126.45% 108.09% 371.21% 118.00 -- -- 3.47% 488.10% 80.12% 24.81% 0.00%
July 2, 1971 to July 1, 1972 21 122.01% 105.10% 355.34% 122.10 -- -- 4.50% 468.35% 80.12% 24.82% 0.00%
July 2, 1972 to July 1, 1973 26 117.65% 100.21% 335.76% 127.60 -- -- 0.00% 443.85% 80.12% 24.81% 0.00%
July 2, 1973 to January 1, 1974 - 113.39% 104.22% 335.78% 127.60 -- -- 8.46% 443.85% 80.13% 24.80% 0.00%
January 2, 1974 to June 30, 1974 - 113.39% 88.26% 301.73% 138.40 -- -- 0.00% 401.42% 80.12% 24.82% 0.00%
July 1, 1974 to July 1, 1974 44 113.39% 88.28% 301.76% 138.40 -- -- 12.07% 401.42% 80.12% 24.81% 0.00%
July 2, 1974 to July 1, 1975 44 109.20% 71.36% 258.48% 155.10 -- -- 6.19% 347.43% 80.12% 24.81% 0.00%
July 2, 1975 to July 1, 1976 73 105.10% 64.59% 237.57% 164.70 -- -- 7.16% 321.35% 80.12% 24.82% 0.00%
July 2, 1976 to July 1, 1977 108 101.08% 56.66% 215.02% 176.50 -- -- 6.43% 293.18% 80.12% 24.81% 0.00%
July 2, 1977 to July 1, 1978 130 97.14% 50.15% 195.99% 187.85 -- -- 8.01% 269.42% 80.12% 24.81% 0.00%
July 2, 1978 to July 1, 1979 196 93.27% 41.79% 174.04% 202.90 -- -- 0.00% 242.02% 80.12% 24.81% 0.00%
July 2, 1979 to December 31, 1979 - 89.48% 44.63% 174.05% 202.90 -- -- 0.00% 242.02% 80.13% 24.80% 0.00%
January 1, 1980 to January 1, 1980 - 89.48% 44.63% 174.05% 202.90 -- -- 17.87% 242.02% 80.13% 24.80% 0.00%
January 2, 1980 to July 1, 1980 227 89.48% 22.69% 132.48% 239.15 -- -- 0.00% 190.18% 80.12% 24.82% 0.00%
July 2, 1980 to December 31, 1980 - 85.77% 25.16% 132.49% 239.15 -- -- 9.16% 190.18% 80.12% 24.81% 0.00%
January 1, 1981 to July 1, 1981 240 85.77% 14.66% 113.00% 261.05 -- -- 11.32% 165.83% 80.13% 24.80% 0.00%
July 2, 1981 to July 1, 1982 330 82.08% 5.08% 91.33% 290.60 -- -- 0.50% 138.80% 80.12% 24.81% 0.00%
July 2, 1982 to July 1, 1983 387 78.55% 6.63% 90.39% 292.05 -- -- 4.76% 137.62% 80.12% 24.81% 0.00%
July 2, 1983 to July 1, 1984 446 74.66% 4.05% 81.73% 305.95 -- -- 5.05% 126.82% 80.12% 24.81% 0.00%
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UNIVERSITY OF CALIFORNIA RETIREMENT PLAN
Increase in Benefits vs Increase in Cost-of-Living

Increase in Benefits CPI * Cumulative Retained As of July 1, 2011
For Annuitants Whose Number of Auto- Ad (preceding February) Increase Increase Purchasing Inflation COLA
Benefit Commenced Annuitants matic Hoc Total Old Basis New Basis New Basis-2 in CP| ** in CPI Power Bank Bank
July 2, 1984 to July 1, 1985 459 70.65% 1.38% 73.00% 321.40 -- -- 3.87% 115.92% 80.12% 24.81% 0.00%
July 2, 1985 to July 1, 1986 552 67.30% 0.00% 67.30% 333.85 -- -- 2.98% 107.87% 80.49% 24.25% 0.00%
July 2, 1986 to July 1, 1987 685 64.02% 0.00% 64.02% 343.80 114.05 -- 4.16% 101.85% 81.26% 23.06% 0.00%
July 2, 1987 to July 1, 1988 833 60.73% 0.00% 60.73% -- 118.80 -- 5.01% 93.78% 82.94% 20.57% 0.00%
July 2, 1988 to July 1, 1989 823 57.05% 0.00% 57.05% -- 124.75 -- 5.33% 84.54% 85.11% 17.50% 0.00%
July 2, 1989 to July 1, 1990 1,202 53.31% 0.00% 53.31% -- 131.40 -- 5.02% 75.20% 87.51% 14.28% 0.00%
July 2, 1990 to July 1, 1991 3,483 49.80% 0.00% 49.80% -- 138.00 -- 3.59% 66.82% 89.80% 11.36% 0.00%
July 2, 1991 to July 1, 1992 540 46.87% 0.00% 46.87% -- 142.95 -- 3.36% 61.04% 91.20% 9.65% 0.00%
July 2, 1992 to July 1, 1993 2,326 43.98% 0.00% 43.98% -- 147.75 -- 1.39% 55.81% 92.41% 8.22% 0.00%
July 2, 1993 to July 1, 1994 5,461 41.16% 0.00% 41.16% -- 149.80 -- 1.80% 53.68% 91.85% 8.87% 0.00%
July 2, 1994 to July 1, 1995 469 38.39% 0.00% 38.39% -- 152.50 -- 1.44% 50.96% 91.68% 9.08% 0.00%
July 2, 1995 to July 1, 1996 658 35.68% 0.00% 35.68% -- 154.70 -- 2.52% 48.81% 91.18% 9.68% 0.00%
July 2, 1996 to July 1, 1997 921 33.02% 0.00% 33.02% -- 158.60 -- 2.40% 45.15% 91.64% 9.12% 0.00%
July 2, 1997 to July 1, 1998 1,052 30.41% 0.00% 30.41% -- 162.40 162.15 2.99% 41.75% 92.00% 8.70% 0.00%
July 2, 1998 to July 1, 1999 1,240 27.86% 0.00% 27.86% -- -- 167.00 3.50% 37.64% 92.90% 7.65% 0.00%
July 2, 1999 to July 1, 2000 1,369 25.35% 0.00% 25.35% -- -- 172.85 5.09% 32.98% 94.26% 6.09% 0.00%
July 2, 2000 to July 1, 2001 3,750 21.91% 0.00% 21.91% -- -- 181.65 2.23% 26.54% 96.34% 3.79% 0.00%
July 2, 2001 to July 1, 2002 1,920 19.52% 0.00% 19.52% -- -- 185.70 3.45% 23.78% 96.56% 3.56% 0.00%
July 2, 2002 to July 1, 2003 2,185 17.17% 0.00% 17.17% -- -- 192.10 1.04% 19.65% 97.92% 2.12% 0.00%
July 2, 2003 to July 1, 2004 2,711 14.88% 0.00% 14.88% -- -- 194.10 2.68% 18.42% 97.01% 3.08% 0.00%
July 2, 2004 to July 1, 2005 3,401 12.63% 0.00% 12.63% -- -- 199.30 4.01% 15.33% 97.66% 2.40% 0.00%
July 2, 2005 to July 1, 2006 3,795 10.41% 0.00% 10.41% -- -- 207.30 3.34% 10.88% 99.57% 0.43% 0.00%
July 2, 2006 to July 1, 2007 2,891 7.30% 0.00% 7.30% -- -- 214.224 2.94% 7.30% 100.00% 0.00% 0.90%
July 2, 2007 to July 1, 2008 3,303 4.23% 0.00% 4.23% -- -- 220.522 0.58% 4.23% 100.00% 0.00% 1.83%
July 2, 2008 to July 1, 2009 2,424 3.63% 0.00% 3.63% -- -- 221.803 1.61% 3.63% 100.00% 0.00% 0.41%
July 2, 2009 to July 1, 2010 3,148 1.98% 0.00% 1.98% -- -- 225.383 1.98% 1.98% 100.00% 0.00% 0.02%

July 2, 2010 to July 1, 2011 - 0.00% 0.00% 0.00% 229.855 - - - - -

* Beginning in 1988, the CPI index shifted to a 1982-84 reference base year (New Basis). Previously, the index used a 1967 base year (Old Basis). For comparison purposes, the
prior year has been rebased to 1982-84. Beginning in 1998, the CPI index reflects a different market basket of goods. This CPI change first takes effect for the 1999 COLA.

** CPl increase shown is for the year following retirement.

COLA2011v1.xls (2011XX)
6/9/2011 7:46 AM






Agenda Item E
June 24, 2011

Attachment C
Page 1 of 1
UC - PERS VERIP (PERS PLUS 5 PLAN)
Increase in Benefits vs Increase in Cost-of-Living
Increase in Benefits Cumulative Retained
For Annuitants Whose Number of Auto- Ad Increase Purchasing Inflation COLA
Benefit Commenced Annuitants matic Hoc Total in CPI Power Bank Bank
10/1/1991 695 2.00% 43.99% 46.87% 61.04% 91.20% 9.65% 0.00%
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UCRP / UC-PERS PLUS 5 PLAN COST-OF-LIVING ADJUSTMENTS
(LAST 10 YEARS)
COLA Amount
Effective Date Increase COLA Type UCRP PERS For Annuitants Whose Benefit Commenced
in CPI Plus 5
July 1, 2002 2.23% Annual 2.00% N/A On or before July 1, 2001
N/A Ad hoc N/A  25.00% On October 1, 1991
July 1, 2003 3.45% Annual 2.00% N/A On or before July 1, 2002
July 1, 2004 1.04% Annual 2.00% N/A On or before July 1, 2002
1.04% N/A July 2, 2002 - July 1, 2003 inclusive
July 1, 2005 2.68% Annual 2.00% N/A On or before July 1, 2002
2.68% N/A July 2, 2002 July 1, 2003 inclusive
2.00% N/A July 2, 2003 July 1, 2004 inclusive
July 1, 2006 4.01% Annual 2.01% N/A On or before July 1, 2002
2.29% N/A July 2, 2002 July 1, 2003 inclusive
2.01% N/A July 2, 2003 July 1, 2005 inclusive
July 1, 2007 3.34% Annual 2.00% N/A On or before July 1, 2006
July 1, 2008 2.94% Annual 2.00% N/A On or before July 1, 2007
July 1, 2009 0.58% Annual 2.00% N/A On or before July 1, 2006
1.51% N/A July 2, 2006 July 1, 2007 inclusive
0.58% N/A July 2, 2007 July 1, 2008 inclusive
July 1, 2010 1.61% Annual 2.00% N/A On or before July 1, 2006
1.61% N/A July 2, 2006 July 1, 2009 inclusive
April 1, 2011 N/A Ad hoc N/A  15.19% On October 1, 1991
July 1, 2011 1.98% Annual 2.00% 2.00% On or before July 1, 2006
1.98% N/A July 2, 2006 July 1, 2010 inclusive






University of California

UCRS Advisory Board

HUMAN RESQURCES

Meeting of June 24, 2011
AGENDA ITEME

UCRS — Cost-of-Living Adjustment for July 2011 and Measurement of Annuitant Purchasing
Power

July 1, 2011 COLA

The July 1, 2011 Cost-of-Living Adjustment (COLA) is based on the average increase in the
Consumer Price Index (CPI) for All Urban Consumers in the metropolitan areas of San Francisco
and Los Angeles from February 2010 to February 2011. This average CPI increase was 1.98%;
therefore, the July 1, 2011 COLA for the UCRP and the UC-PERS Plus 5 Plan will be:

Retirement Date COLA
On or before July 1, 2006 2.00%
July 2, 2006 to July 1, 2010 1.98%

Attachment A, which is included here for the first time, shows the annual CPI increases and the
actual COLA amounts awarded for both UCRP and UC-PERS Plus 5 Plan annuitant groups for
the last ten years.

COLA Methodology

UCRP provides an annual COLA that generally matches the increase in the CPI up to 2%, plus
75% of the CPI increase in excess of 4%, to a maximum COLA of 6%. Effective July 1, 2011,
this methodology is also applied to determine the COLA for the UC-PERS Plus 5 Plan. The UC-
PERS Plus 5 Plan has an additional constraint, requiring that plan’s funded status to exceed
100% as of the previous July 1* in order to award the COLA. The UC-PERS Plus 5 Plan funded
status as of July 1, 2010 was 167%.

Each annuitant’s COLA percentage for a specific year depends not only on the CPI increase that
year, but also on the cumulative increase in the CPI since the Member retired. For this purpose,
two banks are maintained, an “inflation bank™ and a “COLA bank”, which are then used to
determine the total COLA amount that an annuitant is entitled to in a given year.

The inflation bank accumulates in years in which the CPI increase is greater than 2%. The
inflation bank represents the portion of the cumulative increase in the CPI since the Member’s
retirement date for which the annuitant has not received a COLA. For example, the annual CPI
increase as measured in February 2003 was 3.45%, but based on UCRP provisions, the July 2003





COLA was only 2%. The remaining 1.45% is adjusted for compounding, resulting in an inflation
bank of 1.42% for UCRP annuitants who were first eligible in July 2003. The inflation bank can
be used to increase the COLA that would be payable in years in which inflation is less than 2%.
For example, the inflation bank was used to provide UCRP annuitants who retired on or before
July 1, 2002, a 2% COLA on July 1, 2004, even though the increase in the CPI average was less
than 2%. As of July 1, 2011 annuitants who retired before July 2, 2006 have a balance in the
inflation bank.

The second bank is the COLA bank. In years in which inflation is less than 2%, the difference
between 2% and the CPI increase is accumulated in the COLA bank. The COLA bank represents
that portion of the potential COLA which has not been paid to the annuitant due to low inflation.
For example, the annual CPI increase as measured in February 2004 was 1.04%. UCRP
annuitants who received a 1.04% COLA in July 2004 accumulated 0.96% in their COLA bank.
The CPI increase measured in February 2006 was 4.01%. Those UCRP annuitants with nothing
accumulated in their COLA bank were entitled to receive a 2.01% COLA on July 1, 2006, based
on the formula. However, those annuitants who had 0.96% in their COLA bank after the July 1,
2004 effective date still had 0.28% left to use on July 1, 2006. This COLA bank was used to
give these annuitants a 2.29% COLA on July 1, 2006 (2.01% + 0.28%).

Both banks accumulate from the Member’s initial eligibility for a COLA. Therefore, when
economic conditions warrant using either of the banks, it is possible to pay different annual
COLA amounts in the same year to different retired member groups depending on the year in
which the Members retired and the resulting amounts in the inflation bank and COLA bank.
Attachment B shows the current level of the inflation and COLA banks as they apply to each
group of UCRP annuitants, just after the July 1, 2011 COLA is credited. Attachment C shows the
same information for UC-PERS Plus 5 Plan annuitants.

Measurement of Annuitant Purchasing Power — UCRP Annuitants

Once the annual COLA is determined, the purchasing power of annuitants’ benefits may then be
measured. Since the 2011 COLA matches or is greater than the actual increase in the CPI,
purchasing power has either remained the same or increased slightly from last year. Attachment
B demonstrates that purchasing power remains above 80% for all annuitants as of July 1, 2011.

Historically, The Regents have striven to protect annuitants’ benefits from being significantly
eroded by inflation. However, this is not a guaranteed contractual benefit. Rather, in February
1988, the UCRS Advisory Board passed a resolution indicating its intent to recommend, from
time to time and, subject to the availability of funds, adjustments to approximate a 75%
minimum level of purchasing power for UCRP annuitants. “Ad hoc” COLAs were given in
January 1986 and July 1988 to restore annuitants’ purchasing power to a 75% level. In January
1991, a one-time ad hoc COLA was given to restore retirement benefits to a floor of 80% of
purchasing power and in January 2001 a one-time ad hoc COLA was given to restore retirement
benefits to a floor of 85% of purchasing power. The 85% level was recommended so that it

2

T:\SHARED\RETPLAN\2011-New Documents\-- Shared Workspace\Robert_Semple\UCRSAB mtg. 6-24-11-Item E-COLA.docx





would not be necessary to provide additional ad hoc COLAs as frequently to restore the 75%
purchasing power level.

Measurement of Annuitant Purchasing Power — UC-PERS Plus 5 Plan Annuitants

Unlike UCRP, The Regents originally approved the provisions of the UC-PERS Plus 5 Plan to
specifically exclude an annual COLA provision. Prior to July 1, 2011, ad hoc COLAs of 25% on
July 1, 2002 and 15.19% on April 1, 2011 were given to restore the purchasing power of these
annuitants’ benefits at the time to 96% and 91% respectively. The April 1, 2011 ad hoc COLA
restored the purchasing power of UC-PERS Plus 5 Plan benefits to a level equivalent to that for
UCRP members who retired at the same time. Attachment C demonstrates that the purchasing
power of UC-PERS Plus 5 Plan annuitants’ benefits is 91.20% as of July 1, 2011.

Attachments

3
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UCRP - Additional Contributions Towards the Annual Required Contribution

At their meeting in March 2011, The Regents provided the President with additional flexibility to
perform asset transfers to UCRP to pay the unfunded portion of UCRP’s Normal Cost as well as
the interest on UCRP’s unfunded liability, characterized as the modified annual required
contribution or “modified ARC” payment. The added flexibility would allow the President to
transfer proceeds to UCRP garnered through one or a combination of the following options:

1. Transfers from the Short-Term Investment Pool (STIP)

2. Proceeds garnered through the sale of debt as part of a general taxable borrowing, or

3. Restructuring existing debt to allow previously budgeted revenues to be used for partial
payment of the modified ARC

Following the March Regents meeting, the President has authorized that appropriate measures be
undertaken to transfer approximately $2.1 billion to UCRP over two fiscal years. Chief Financial
Officer Taylor and Associate Director Anguiano will provide an overview of the steps to
accomplish the transfer of assets during the 2010-2011 and 2011-2012 fiscal years. As noted at
the Board’s meeting in February 2011, the additional funding will not only reduce UCRP’s
unfunded liability and improve its funded status, it may help to reduce the amount of long-term
UCRP employer contributions and eliminate the need to report underfunding on the University’s
annual balance sheet, as required by Governmental Accounting Standard Board provisions.

Attached for the Board’s reference are the Power Point slides that will be presented by Chief
Financial Officer Taylor and Associate Director Anguiano as well as the March Regents item
(F12) which provided the President with the additional funding flexibility.

Attachments
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Regent’s Recommendation Overview

* Transfer assets to UC’s Retirement Plan (UCRP) iIn
FY2010-11 and FY2011-12 totaling ~$2.1 billion over
the approved contribution levels

* This amount would be equal to the unfunded portion
of the University’s Normal Cost for the pension
system, as well as the interest on the unfunded
liability in UCRP (*modified ARC”)

* As presented, funding could be accomplished through
a variety of financing options

STIP External Debt
Note Borrowing Restructuring
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FY2010-11 Amount - $1.1 billion from STIP Note

STIP (Short-term Investment Pool) Transfer Structure

|

r

Regents transfer funds to
UCRP from STIP

\

Internal UC Note
receivable is created

Interest Rate and a 30-year
amortization schedule is
set for the Note

N\

(- )
STIP participants receive
interest and principal
payments on the Note
. _J/
~ ™
Campus and Medical Center
payroll funds are assessed a
fee to pay the interest and
principal on the Note
\ _/
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FY2011-12 Amount - $936 million from External Borrowing

External Borrowing: Variable Rate General Corporate Bond

|

s

University issues a variable
taxable corporate bond in lieu of
STIP transfer

\

Attachment 1
Page 4 of 7

"

e

Bond Proceeds are transferred to
UCRP

In the future, UC would either roll
debt or take it out with a STIP
transfer

~\

UC benefits from the short-end of
the yield curve for 1-5 years

r

\.

Campus and Medical Center payroll
funds are assessed a fee to pay the
interest and principal on the debt

\

J

STIP liquidity is preserved in the
short-term
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External Borrowing Structure
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* The external taxable financing will be diversified through three different

structu res/components

Put Bonds

($350 million*)

Floating Rate Notes Variable Rate
o Demand Bonds
($600 million*) ($250 million®)
e Long-term e Long nominal
nominal maturity maturity
e Priced at a fixed e Short, periodic
spread to LIBOR rate resets
through « Needs liquidity
mandatory tender facility
date

* Amounts include working capital borrowing

e Short-term 1-5 yr
fixed rate bonds

e One interest rate
set for the term
of the bond
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Step 1:
- Money moves to
UCRP

- Campuses receive
blended STIP
Income on total
STIP portfolio

-No income flows
to STIP from UCRP

Step 2:

- Payroll assessment
charged to campus
based on amount
needed to pay
interest on STIP Note
& external note

~ 0.7% of payroll for
FY2011-12

Flow of Funds Structure

Attachment 1

Page 6 of 7
STIP
STIP Portfolio
Interest Rate
Earned X% Blended
Payout to Campuses &
STIP Assets STIP Fund MCs
Transferred holders
to UCRP Set Loan Rate
~2.5%
- FY2011-12

UC STIP
Note

Payroll Assessment:
Resets each year depending on interest rate set

Payroll Assessment - Based on external borrowing rate
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UCRP

% of Covered payroll- Employer Cost

Page 7 of 7

Employer Contribution Comparison

Projected Employer

22.0% UCRP Contribution = Max 20%
20.0% -
18.0% -
16.0% -
14.0% - Employer Contribution with
$2 billion Transfer @

12.0% - 2.5-5% interest - Max 18.8%
10.0% -

8.0% - /

6.0% I : , . . . . , , , , , ,

FyB 2011 2013 2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037

*Assumes new tier with 15.1% total long-term normal cost in place by FYB2013
*Assumes a total of $2.1 billion dollars in transfers, with debt service at 2.5-5% incorporated into the total annual cost.
*Based on July 1, 2010 Actuarial Valuation and assumes 7.5% MV Return Starting July 1, 2010
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F12

Office of the President
TO MEMBERS OF THE COMMITTEE ON FINANCE:

ACTION ITEM

For Meeting of March 16, 2011

AUTHORIZATION TO MAKE ADDITIONAL CONTRIBUTIONS TOWARD THE
UNIVERSITY OF CALIFORNIA RETIREMENT PLAN’S ANNUAL REQUIRED
CONTRIBUTION (ARC) FROM ONE OR MULTIPLE SOURCES

EXECUTIVE SUMMARY

Consistent with the December 13, 2010 Regents’ action item regarding post-employment
benefits, this item recommends that the Regents provide the President additional flexibility to
perform asset transfers to the University of California Retirement Plan (“UCRP” or “Plan”)
beginning in the current fiscal year (FY2010-11), and includes an additional funding option for
consideration.

The goal of these asset transfers would be to pay the unfunded portion of the University’s
Normal Cost for the pension system, as well as the interest on the unfunded liability in UCRP
(“modified ARC”). The funds to be transferred would be obtained by one or a combination of
the following options:

1. Transfers from the Short-Term Investment Pool (STIP)

2. Proceeds garnered through the sale of debt as part of a general taxable borrowing, or

3. Restructuring existing debt to allow previously budgeted revenues to be used for partial
payment of the modified ARC

On December 13, 2010, the Regents delegated authority to the President to fully fund the UCRP
annual required contribution' (ARC) as quickly as practical by paying UCRP modified ARC
(Normal Cost plus interest only on the Unfunded Actuarial Accrued Liability (UAAL)) from
2011 until 2018, using University resources as appropriate to make up the gap between approved
contributions and modified ARC. This item requests authorization to contribute modified ARC
beginning in the current fiscal year, FY2010-11. Additionally, option number two above would
be a new source of funding.

! A measure of needed plan funding used by the Governmental Accounting Standards Board (GASB). The ARC has
two parts: the Normal Cost (the cost allocated to each additional year of service credit for all active UCRP members)
and the Amortization (the annual amount needed to eliminate the unfunded liability over the Plan’s amortization
period), which is currently 30 years under the Regents’ funding policy (changed from 15 to 30 years at the
September 2010 meeting).
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Contributing modified ARC to UCRP for FY2010-11 and FY2011-12, in the amount of
approximately $2.1 billion over the approved contribution amount levels, will improve the
funded status of the Plan, greatly lessen any need to report on the University’s balance sheet
annual underfunding during those two years, reduce the future growth of UCRP’s UAAL and
allow the University to lower necessary UCRP employer contributions by $3.7 billion? over the
19-year period from FY2017-18 to FY2035-36, or approximately 1.4 percent of annual UCRP
covered compensation.

Previous Actions:  September 2008: The Regents approved a funding policy for the campus
and medical center segment of UCRP.

February 2009: The Regents approved restarting University and member
contributions effective on or about April 15, 2010, subject to collective
bargaining as applicable.

September 2010: An Overview of University of California Post-
Employment Benefits, including UCRP and the Retiree Health Program,
was presented to the Regents. The Regents approved employer and member
UCRP contribution rates for Plan Years beginning July 1, 2011, and July 1,
2012, subject to collective bargaining as applicable. The Regents approved a
revised amortization schedule (30 years instead of 15) for UCRP unfunded
liabilities.

December 2010: The Board approved changes to University-sponsored
post-employment benefits including a UCRP new hire tier effective July 1,
2013. The Board also delegated to the President the authority to fully fund
the UCRP annual required contribution (ARC) as quickly as practical.

RECOMMENDATION

The President recommends that the Committee on Finance recommend that the Regents amend
University of California Post-Employment Benefits Recommendations recommended by the
Committee on Finance and approved by the Board of Regents at the December 13, 2010 meeting
as follows:

Additions shown by underscoring; deletions shown by strikethrough

The President be delegated authority and discretion to fully fund the Annual Required
Contribution (ARC) for the University of California Retirement Plan (UCRP) in the following
two phases. From fiscal year (FY) 2041 2010-11 through FY 2018-19, the University would
contribute to UCRP, to the extent practical, the “modified” ARC, which would include the

2 Projected $3.7 billion savings calculated based STIP borrowing at 2.5 percent. The net present value of these
savings is $2.5 billon based on a 2.5 percent discount rate. Additional savings accrue past FY2036. Projected
retirement costs and payroll data provided by The Segal Company and are based on the July 1, 2010 Actuarial
Valuation Report for UCRP.
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normal cost plus interest only on the Unfunded Actuarial Accrued Liability (UAAL). Beyond FY
2018-19, the University would contribute the full ARC payment, which would include the
normal cost on the pension, interest on the UAAL, and an amount that represents the annual
principal contribution of the 30-year amortization of the UAAL. The President may utilize
borrowing from the Short Term Investment Pool (STIP), restructuring of University debt, and
other internal or external sources to fund the gap between scheduled pension contributions from
the University and employees, and the required funding amount-as-described above, as follows:

A. Transfer funds from STIP to UCRP in FY2010-11 and FY2011-12 for an amount equal to
the difference between the approved total UCRP contribution and modified ARC
(Normal Cost plus interest only on the UAAL). The STIP transfer shall satisfy the
requirements below, and not exceed a total of $2,100,000,000:

(1) The creation of an internal note receivable (“STIP Note”) for the amount above,
owned by STIP participants.

(2) The ability to set the repayment terms on the STIP Note, not to exceed a
maximum of a 30-year amortization period.

(3) Adoption of a waiver to the STIP investment guideline’s maximum of five and a
half years on investments to accommodate the terms of this STIP Note.

(4) Assessment of all University fund sources making UCRP payments to include an
additional amount for principal and interest payments on the STIP Note, divided
proportionally based on covered compensation.

(5) For funding sources, such as federal contracts and grants, where interest payments
for the STIP Note are not billable as direct program costs, campuses will be
required to pay these charges using unrestricted general revenues. These fund
sources may also be excluded from the STIP loan repayment if they pre-pay their
portion of the modified ARC assessment in FY2010-11 and FY2011-12.

B. Obtain external financing (not to exceed $1,000,000,000) in lieu of the STIP Note if it is
expected this option could be accomplished at a lower cost or is more practical for the
University. The repayment of this debt shall be from the same University fund sources
responsible for making payments as outlined in recommendation humber two above.

C. Partially restructure the Regents’ long-term debt portfolio starting in fiscal year 2010-11,
in an amount not to exceed $1,000,000,000, of such long-term debt plus additional
related refinancing costs.

D. The combination of the STIP transfer, debt restructuring and the portion of external
financing intended to make contributions to UCRP shall not exceed $2,100,000,000.

E. To take all necessary actions related to the STIP transfer, external financing, and debt
restructuring and to execute and deliver related financing documents.
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BACKGROUND

The post-employment benefits the University of California (UC) offers to employees play a vital
role in attracting and retaining the caliber of faculty and staff needed to maintain UC as a
premier public research university and preserve the quality of the University’s service to the
public. UC is committed to providing high quality benefit programs. The University’s pension
benefits are designed to recognize faculty and staff who spend long careers at UC. The
University is also committed to focusing its efforts on providing fiscally sustainable post-
employment benefits for both current and future retirees. The University faces serious challenges
in achieving a fiscal balance between current expenses and long-term obligations. Costs are
increasing, UC and its employees are facing increasing contribution levels, and the State has not
resumed its funding of the University’s pension fund.

An Overview of University of California Post-Employment Benefits, including UCRP and the
Retiree Health Program, was presented to the Regents at their meeting on September 16, 2010.
(See http://www.universityofcalifornia.edu/regents/regmeet/sept10/j4.pdf.)

The President’s final recommendations for changes to the University of California Post-
Employment Benefits, including UCRP and the Retiree Health Program, were approved by the
Regents on December 13, 2010.

(See http://www.universityofcalifornia.edu/regents/regmeet/dec10/j1.pdf)

FINANCIAL ANALYSIS

The Regents delegated authority to the President to fully fund the UCRP ARC as quickly as
practical by paying UCRP modified ARC (Normal Cost plus interest only on the UAAL) from
2011 until 2018 and using other University resources to make up the gap between the total
contribution rate and modified ARC. This item also requests authority to pay modified ARC in
FY2010-11.

The December 13, 2010 recommendation, approved and authorized by the Regents, involves
contributions totaling UCRP Normal Cost plus interest only on the UCRP unfunded liability
until 2018 as an interim financing strategy, and then switching to contributions totaling ARC
(i.e., Normal Cost with full amortization of UAAL) thereafter. While paying both the principal
and interest is the recommended long-term plan, an interest-only payment on UCRP’s unfunded
liability through June 2018 provides the University with approximately $900 million reduced
pension costs out of the annual operating budgets of the campuses and medical centers from July
2011 to June 2018 (as described in the Post-Employment Benefits Task Force report). This
interim financing strategy stops UCRP’s unfunded liability from growing, achieves temporary
budgetary relief and moves the University closer to fully funding ARC.

STIP TRANSFER:

The University’s practice has been to transfer funds to UCRP equivalent to the amounts that are
assessed on campuses and medical centers. The transfers to UCRP are made in advance of the
campus assessments. The campus assessment for this fund transfer from STIP to UCRP is to be
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spread over a 30-year period (plus interest at an agreed-upon rate) by all University funding
sources that are responsible for UCRP benefits costs.

This recommendation would utilize the University’s STIP balance by borrowing up to the annual
funding gap amount from STIP at an agreed-upon interest rate to be paid back over a 30-year
period. The borrowed funds would be used to pay the modified ARC (less the total contribution
rate) in fiscal years 2010-11 and 2011-12. The amount borrowed would be limited to the annual
funding gap between the Normal Cost plus interest on the UAAL and the scheduled total
University and member pension contribution percentage recommended by the President and
approved by the Regents. The University’s borrowing rate would be reset every May for the
following 12 months beginning on July 1st, based upon the historical STIP interest rate for that
fiscal year. Currently, this cost is much lower than the cost to issue fixed rate pension obligation
bonds, which are another potential source of funding for UCRP contributions. The repayment
term is to be set for a period no greater than 30 years, but in an extended period of positive
market returns, it is possible that in the future the repayment of STIP could be accelerated. In
addition, the total borrowed from STIP would be limited, in an attempt to ascertain an amount
that would not adversely affect the University’s daily liquidity needs, as determined in
partnership with the rating agencies.

While repayment of the Note (principal and interest) would have to be built into the operating
budgets of campuses and medical centers, the relatively low borrowing rate limits the amount to
between 0.6 percent and 0.8 percent of payroll over the 30-year term of the STIP note. The
repayment source for the loan would be equally distributed proportionally among the fund
sources that pay into UCRP and there would be an assessment above the approved UCRP
contribution for the repayment of the principal and interest payments on the STIP Note. The
interest and principal would then be utilized to pay back STIP Note holders and would be part of
monthly STIP income. For funding sources, such as federal contracts and grants, where interest
payments for the STIP Note are not billable as direct program costs, campuses will be required to
pay these charges using unrestricted general revenues. These fund sources may also be excluded
from the STIP loan repayment if they pre-pay their portion of the modified ARC assessment in
FY2010-11 and FY2011-12. See flow of funds diagram below.
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STIP Note Flow of Funds

STIP

STIP Portfolio E‘e"d:dt .
Interest Rate S'T}I/F?lli ?:l ampuses
S Earned % — & MCs
. i holders
STIP Transferred FOrtTotic
to UCRP $2 Billion
Rate %
Internal UC
Note Receivable Interest Income
Created Paid to STIP
UC Internal
Note Campuses and Medical Centers charged interest

on Internal UC STIP Loan

Under current modeling projections, the University’s contribution rate to UCRP increases
annually by two percent of covered payroll to reach an imposed limit of 20 percent by FY 2017-
18 and plateaus at this cost until FY2035-36, decreasing slowly thereafter in line with the
decrease in ARC. Transferring from STIP to UCRP the University’s annual funding gap in FY
2010-11 and FY 2011-12 ($1.1 billion and $0.9 billion, respectively) could reduce the
University’s maximum annual contribution to 18.6 percent of pay from FY 2017-18-FY2035-36
instead of 20 percent, as shown in the graph on the next page. This is a projected decrease in
contributions of $3.7 billion over the 19 year period.

3 Projected $3.7 billion savings calculated based STIP borrowing at 2.5 percent. The net present value of these
savings is $2.5 billon based on a 2.5 percent discount rate. Additional savings accrue past FY2036. Projected
retirement costs and payroll data provided by the Segal Company and are based on the July 1, 2010 Actuarial
Valuation Report for UCRP.
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Employer Contribution:
Current Projected Contributions vs. Contributions including some STIP Borrowing

Projected Employer
27.0% - UCRP Contribution = Max 20%

20.0% |

18.0% -

16.0% -

Employer Contribution with
$2B STIP transfer

12.0% - (2.5% Interest) =

Max 18.6%

14.0% -

10.0% -

80% -

60% -

of Covered Payroll- Employer Cost

4.0%

70

o

2011 2013 2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037
== Employer Contribution with STIP Funding - Interest at 2.5%
=i~ Curent Projected Employer UCRP Contributions

Assumptions:

-Reflects new tier approved on December 13, 2010 by the Regents implemented by FY2013.
-Assumes zero growth in employee population.

-Market value investment returns of 7.5 percent per year beginning July 1, 2010.

As of June 30, 2010, the University had $6.7 billion* in STIP. This strong liquidity position is
one of the University’s major financial strengths and the University remains committed to
maintaining adequate liquidity to meet daily operational needs. The University conducted a
systemwide liquidity analysis and found that since FY2004-5, 99 percent of the time, STIP’s
daily cash fluctuates no more than five percent of the total STIP balance. Quarterly fluctuations
are larger, with average STIP balance reductions of $1.0 — $1.5 billion. In addition to daily and
quarterly fluctuations, cash reserves are also needed for commercial paper payments and Medical
Center working capital reserves. Thus, an up to $2 billion STIP transfer would not have a
negative effect on the University’s daily operational liquidity needs. Any transfers above this
amount would require a further analysis of risks, trade-offs and possibly changes in the
University’s day-to-day operations.

* Excludes investments held for third parties, campus foundations, UCRP, unexpended bond proceeds and MOP
investments and allocations.
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EXTERNAL BORROWING:
As stated above, the University’s practice has been to transfer funds to UCRP equivalent to the
amounts that are assessed on campuses and medical centers for the Plan.

In this scenario, the University would issue taxable debt as a working capital borrowing and
transfer some or all of the proceeds to UCRP to cover the annual modified ARC amount for
FY2010-11 and FY2011-12 in advance of the campus and medical center assessment. As in the
STIP transfer alternative, the campus assessment for this deposit to UCRP would be spread over
a 30-year period (plus interest at an agreed-upon rate) and repaid using the same University
funding sources.

This alternative would be executed only in the case where market conditions are such that it is
more cost-effective or practical for the University to issue working capital debt than to transfer
STIP funds into UCRP. While a traditional fixed rate 30-year pension obligation bond would not
be cost-effective (current yields for such debt exceed 6.5 percent), there are other debt structures
available that can be issued at the shorter end of the yield curve below the current STIP rate. As
the interest rate payout for STIP is currently 2.71 percent®, any debt with an interest rate below
this amount would reduce the UCRP assessment to the campuses and medical centers for the pre-
paid FY2010-11 and FY2011-12 modified ARC amounts.

The University is reviewing alternatives, including a fixed rate note with an annual or longer
interest reset period and other variable rate options. In order to protect the University from
interest rate risk, the University may also consider hedging mechanisms.

Given the short-term nature of these instruments, the cost of this debt can be periodically
assessed and compared to the STIP transfer alternative. If the interest rates increase dramatically
relative to STIP earnings, the University can and will take out the bonds with STIP funds and
continue the campus UCRP assessment in the same manner as in the case of the STIP transfer
alternative.

DEBT RESTRUCTURING:

A restructuring of near-term debt service obligations would extend the repayment horizon of
existing long-term bonds, matching certain amounts of principal and interest with the useful lives
of the assets originally financed, allowing previously budgeted revenues to be used instead for
partial payment of pension costs.

As of December 31, 2010, the University had approximately $10.4 billion in debt outstanding
(excluding commercial paper).

® Calculated from January 1, 2010 to December 31, 2010.
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University of California Annual Debt Service* as of 12/31/2010
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*Includes debt service on the University’s General Revenue Bond (GRB) credit, Multi-Purpose Project (MPP) credit, Limited Project
Revenue Bonds credit (LPRB) and medical center credit.

As shown in the graph, the University has a front-loaded debt structure with debt service
dropping off significantly in approximately 20 years. The University’s average annual debt
service obligation in the next two years is approximately $660 million. The University would
free up money to be redirected to UCRP by restructuring some of its existing debt, essentially
pushing debt service scheduled to be paid over the next two years into future years.

The restructuring would have a neutral effect on campus budgets for the next two years,
however, thereafter debt service for the restructured debt would be higher than currently
projected. The restructuring would come at a small cost to the University on a present-value
basis, but it would allow a large cash infusion into UCRP in the near term.

The restructuring would be focused on the University’s debt portfolio from FY2010-11 to
FY2011-12. The target amount of restructuring savings could be approximately $800 million,
depending on the final structuring, for a total of not to exceed $1 billion (exclusive of refinancing
costs). Refinancing bonds would be issued likely starting in calendar year 2011.

The following graph compares existing debt service to the proposed restructuring scenario. In
this scenario, approximately $800 million of the University’s existing debt portfolio in FY2010-
11 to FY2011-12 is restructured. The pro-forma annual debt service is approximately
$280 million for the next two years, representing an average of $380 million lower annual debt
service. The estimated present value cost of the restructuring scenario is approximately
$35 million given current market conditions.
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University of California Projected Restructured Debt Service
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The new, restructured debt service is assumed to amortize from FY2016-17 to FY2035-39. The
shape and term of the refunding debt service would be subject to market conditions and certain
tax restrictions related to average life of the underlying projects.
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California Actuarial Advisory Panel Report - Update

As mentioned during the Board’s February 2011 meeting, at the University’s request, Paul
Angelo of the Segal Company, the UCRS Consulting Actuary, is participating in the California
Actuarial Advisory Panel (CAAP), for which he currently serves as Vice Chair. The CAAP was
established by legislation recommended by the Public Employee Post-Employment Benefits
Commission and is charged with providing impartial and independent information on pensions,
other post-employment benefits, and best practices to public agencies.

Since its initiation in 2010, the CAAP has selected its officers, developed a work plan and
assigned members to various tasks, such as developing model disclosure requirements for public
plans and as well as model funding policies and practices. It is scheduled to meet approximately
once per month throughout 2011.

Attached for the Board’s reference are (1) the CAAP’s response to the document “Preliminary
Views of the Governmental Accounting Standards Board: Pension Accounting and Financial
Reporting by Employers,” and (2) the CAAP 2011 Work Plan.

Attachments
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STATE OF CALIFORNIA

California Actuarial Advisory Panel

Alan Milligan
Chief Actuary
California Public Employees’
Retirement System
Chairperson

Paul Angelo
Senior Vice President
and Actuary
The Segal Company
Vice Chairperson

John Bartel
President
Bartel Associates

Edward Friend
President and CEO
EFI Actuaries

Harold A. Loeb
Principal and Consulting
Actuary
Buck Consultants

Lynn Clyde Miller
Retired Actuary

Rick Reed
System Actuary
California State Teachers’
Retirement System

September 17, 2010

Director of Research and Technical Activities, Project 34
Governmental Accounting Standards Board

401 Merritt 7, PO Box 5116

Norwalk, CT 06856-5116

Re:  Preliminary Views of the Governmental Accounting Standards
Board: Pension Accounting and Financial Reporting by
Employers

The California Actuarial Advisory Panel (the Panel) appreciates the
opportunity to provide the Governmental Accounting Standards Board
(GASB) comments on the Preliminary Views for Pension Accounting and
Financial Reporting by Employers (Preliminary Views document). The
Panel was established with the enactment of California Senate Bill 1123
(Chapter 371, Statutes of 2008). Pursuant to Government Code section
7507.2(a):

“...the panel shall provide impartial and independent information on

pensions, other postemployment benefits, and best practices to public

agencies...”

Legislation to create the Panel was recommended by the Public Employee
Post-Employment Benefits Commission in a January 2008 report to
Governor Schwarzenegger.

The Preliminary Views document asked for comments related to six
iSsues:

Issue 1—An Employer’s Obligation to Its Employees for Defined
Pension Benefits

Issue 2—L iability Recognition by a Sole or Agent Employer

Issue 3—Measurement of the Total Pension Liability Component of
the Net Pension Liability by a Sole or Agent Employer

Issue 4—Attribution of Changes in the Net Pension Liability to
Financial Reporting Periods by a Sole or Agent Employer

Issue 5—Recognition by a Cost-Sharing Employee

Issue 6—Frequency and Timing of Measurement

State Controller's Office
Division of Accounting and Reporting
Local Government Policies Section
P.O. Box 942850, Sacramento, CA 94250
Phone: 916-445-6255 Fax: 916-324-0593
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The accounting measures now in effect provide valuable information about the current
component of the long-term cost of the plan — currently embedded in the concept of the
Annual Required Contribution (ARC) — and about whether the employer is funding the
cost or deferring it into the future — currently embedded in the concept of the net pension
obligation (NPO). We believe that good financial reporting must provide information
that allows readers to assess these two areas of accountability and strongly encourage the
Board to ensure that any new accounting standard still provides this information in some
form or another.

We believe that some of the views expressed in the Preliminary Views document
represent significant improvements in financial reporting. However, any improvements
should not come at the expense of the ability of the reader to assess the current
component of the long-term cost of the plan and whether the employer is funding those
costs. In order for the reader to assess whether the employer is funding or deferring the
costs of the plan, it is necessary to have some linkage between funding and accounting.
This does not necessarily mean that accounting has to follow funding. Instead, the
accounting standard could set out what a reasonable cost would be for the current period
and report whether or not the employer has funded those costs.

Ultimately, accountability and interperiod equity can only adequately be measured based
on whether a plan sponsor has or has not made actuarially determined contributions to
fund their plan. We are very concerned that recognition of the Net Pension Liability
(NPL) and proposed attribution of changes in NPL will result in a pension expense that is
not consistent with any reasonable plan funding. This will make it more difficult to
measure plan sponsor accountability and assess interperiod equity. As an example, those
of us that work in the Other Post-Employment Benefits (OPEB) area are now seeing plan
sponsors recognize the importance of pre-funding those obligations. That recognition did
not happen before GASB Statement No. 45 and will likely not continue if the Preliminary
Views are applied to OPEB. Similarly, if there are few or no reporting implications to an
employer not making pension contributions, in today’s economic environment, more
pension plan sponsors will consider not making the actuarially determined contribution.

Furthermore, the Panel believes that the concepts of interperiod equity and the
employment exchange apply to both accounting and funding. This means that these two
measures of pension cost are essentially similar and should be based on the same
actuarial methods. Note that the Preliminary Views document come to this same
conclusion in selecting a level cost attribution method (Entry Age) and discount rate
(long-term expected earnings) for plans that are funded on an actuarially determined
basis.

The unique nature of public pension plans and the need to be certain that the information
presented is the most useful information possible for the readers and users of financial
reports, requires that actuarially determined accounting and funding practices and
policies work together. Just as the GASB is reviewing accounting practices in the
pension plan disclosure area, the Panel is beginning a review of current California public





AGENDA ITEM G Attachment 1
June 24, 2011 Page 3 of 10

Director of Research and Technical Activities, Project 34
September 17, 2010
Page 3

plan funding practices and policies. The Panel would be pleased to work with the GASB
to arrive at reporting requirements that integrate accounting and funding practices.

We appreciate the opportunity to respond to the issues raised in the Preliminary Views
document. Following are our comments related to the issues. For some of the issues
raised, we have responded that we agree with the position expressed by GASB; however
we note that there may be worthy special exceptions and that these exceptions should be
carefully considered in the implementation guidelines.

1. For accounting and financial reporting purposes, an employer is primarily
responsible for the portion of the obligation for defined pension benefits in excess
of the plan net assets available for benefits.

We agree with this view.

2a. The unfunded portion of a sole or agent employer’s pension obligation to its
employees meets the definition of a liability (referred to as an employer’s net
pension liability).

We agree with this view.

2b. The NPL is measurable with sufficient reliability to be recognized in the employer’s
basic financial statements.

Generally we agree with this view, but with some important qualifications.
Just because a liability can be measured reliably at a point in time does not
mean it is necessarily useful to the reader of the financial statements, or that it
can be measured in a reliably useful way over different accounting periods.

We are concerned that the methods proposed in Issues 2 and 4 (an NPL based
on the market value of assets and the rapid recognition of changes in that
NPL) will lead to significant volatility in both the NPL and annual pension
expense, resulting in the information not being useful. If, as will happen from
time to time, significant volatility occurs, this will reduce the financial
statement user’s ability to determine a government’s accountability for
benefits and to reasonably assess interperiod equity from one year to the next.

We believe that consideration should be given to the relative quality of the
accounting measurement of NPL in comparison to other accounting
measurements on the balance sheet (such as the value of buildings, equipment
and cash payables). Since the balance sheet does not display or measure the
guality of the measurement shown, having the NPL on the balance sheet with
other measurements would mislead users into believing that the accounting
measure of the NPL is of the same quality as the other measurements. Because
the NPL is based on future predictions and its time horizon is several
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generations, the quality of the measurement of the NPL is well below that of
other balance sheet assets. We believe that, based on accounting principles, the
NPL as proposed bests fits the definition of a contingent liability and should be
disclosed in the footnotes of the financial statements.

The size of the proposed NPL will likely dwarf other values on the balance
sheet and give users a misleading and distorted view of the financial position of
an employer. If the NPL is viewed as a liability equivalent to other entries on
the balance sheet and is taken to its logical conclusion, the huge size difference
between the proposed NPL and other balance sheet liabilities would lead users
to pay little attention to the other measurements, thus reducing accountability
of the employer for other activities.

We believe (as required under GASB Statement No. 27) the current
recognition of a NPO provides a better indication of accountability and the
contribution-based Annual Pension Cost a better measurement of interperiod
equity. However, if the Board believes the NPL should be recognized in the
employer’s financial statements, we suggest the Board consider the following
modifications and additions to the recognition requirement:

i. Inorder to be measurable with sufficient reliability, the NPL should be
determined using a smoothed (or “actuarial”) value of assets rather than a
market value of assets. This will at least help control the volatility of the
NPL relative to other measurements on the balance sheet. It will also
provide a more consistently reliable measure of liability from one period to
the next.

ii. An offsetting deferred outflow (inflow) of resources should be recognized
on the balance sheet as permitted. This type of deferred asset represents
accepted GAAP accounting treatment for other industries with liabilities
that are expected to be funded from future earnings or payments. A good
example is life insurance companies that carry a deferred commission asset
representing the excess of initial commission expense on a policy over first
year policy charges.

iii. The NPL should be separated into two components:

(a) the portion similar to the current NPO calculation, based on an
actuarially determined contribution and
(b) the remainder of the NPL.

3a. The projection of pension benefit payments for purposes of calculating the total

pension liability and the service-cost component of pension expense should include

the projected effects of the following when relevant to the amounts of benefit

payments:

(1) automatic cost-of-living adjustments (COLAS),

(2) future ad hoc COLAs in circumstances in which such COLAs are not
substantively different from automatic COLAs (see also question 3Db),

(3) future salary increases, and
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3b.

3c.

(4) future service credits.
We agree with this view.

What criteria, if any, do you suggest as a potential basis for determining whether
ad hoc COLAs are not substantively different from an automatic COLA and,
accordingly, should be included in the projection of pension benefit payments for
accounting purposes?

Absent action by the governing board to the contrary, we believe past action to
grant ad hoc COLAs should be an indication of future actions. This approach
follows the substantive plan approach of GASB Statement No. 45.

The discount rate for accounting and financial reporting purposes should be a single
rate that produces a present value of total projected benefit payments equivalent to
that obtained by discounting projected benefit payments using:

(1) the long-term expected rate of return on plan investments to the extent that
current and expected future plan net assets available for pension benefits are
projected to be sufficient to make benefit payments and

(2) a high-quality municipal bond index rate for those payments that are projected
to be made beyond the point at which plan net assets available for pension
benefits are projected to be fully depleted.

We agree with the 3c(1) view and commend the GASB for the use of the long-
term expected return on assets as the basic discount rate. However, when
projecting assets for this calculation, we believe GASB should clarify that the
assets do indeed include all “contributions from all sources related to funding
the benefits of employees currently in the plan”. This will often include future
contributions that are to fund the unfunded liability for current members,
even though those contributions are determined as a percentage of future
payroll that includes future new employees. In such cases, only unfunded
liability payments would be included; any contributions to fund service cost
for those new employers would not be included in the projected contributions.

We agree with the 3c(2) view. We would like to suggest two clarifications or
refinements. In particular we suggest the high-quality municipal bond index
rate be based on:

i. A monthly average over some reasonable period such as 60 months.
This would help ensure consistency from one time period to another
(thereby allowing users to compare statements of employers whose
fiscal years are offset from one another) and to reduce unnecessary
volatility in the NPL (which will help users compare statements from
one fiscal year to another) without making reporting so inflexible that
results do not reflect changing economic conditions.
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ii. A taxable rather than a non-taxable rate. It is unclear whether the
municipal bond index rate is intended to be taxable or non-taxable. We
believe a taxable rate would be most appropriate as any bonds issued in
relation to retirement benefits would be taxable bonds.
3d. For purposes of determining the total pension liability of a sole or agent employer,

4a,

as well as the service-cost component of pension expense, the present value of
projected benefit payments should be attributed to financial reporting periods over
each employee’s projected service life using a single method—the entry age
actuarial cost method applied on a level-percentage-of-payroll basis.

We agree with this view, and commend the GASB for the use of a level cost of
service attribution method, consistent with the pay related nature of the
career-long employment exchange.

The effects on the NPL of changes in the total pension liability resulting from (1)
differences between expected and actual experience with regard to economic and
demographic factors affecting measurement, (2) changes of assumptions regarding
the future behavior of those factors, and (3) changes of plan terms affecting
measurement should be recognized as components of pension expense over
weighted-average periods representative of the expected remaining service lives of
individual employees, considering separately (a) the aggregate effect on the
liabilities of active employees to which the change applies and (b) the aggregate
effect on the liabilities of inactive employees.

We disagree with this view, especially as it applies to gains and losses (i.e.
differences between expected and actual experience) and to assumption
changes. Implementing this view will create significant expense volatility from
one period to the next, inconsistent with the long-term nature of the
employment exchange.

The nature of gains and losses is such that even the most accurate actuarial
assumptions are not meant to predict what will happen from one particular
year to the next. Requiring gains and losses to be recognized immediately for
inactives will punish or reward current year tax (or rate) payers only to
reverse results the next year or years. This produces an inequitable allocation
of the ultimate cost across reporting periods and so is not consistent with the
principle of interperiod equity.

The proposed treatment of assumption changes has a similar but perhaps even
worse effect. A change in assumptions for inactive liabilities (e.g., investment
earnings or mortality assumption) would cause the entire remeasurement of
liability to be expensed in a single reporting period. Again this is inconsistent
with the long-term nature of the obligation, as well as violating a reasonable
understanding of interperiod equity.
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While we appreciate the desire to expense each member’s entire liability over
that member’s service period, we submit that this is not an attainable goal in
light of the uncertainty inherent in pension cost measurements. This requires
attribution periods that are not strictly limited to the expected remaining
service lives of individual employees.

We strongly suggest the Board consider amortizing (recognizing) changes over
reasonable periods that take into account the nature of the change and strikes
a balance between intergenerational equity and short-term interperiod equity
through volatility mitigation. Different amortization periods could be used for
gains and losses, method and assumption changes, benefit changes, and
surplus. A reasonable approach might be:

i Gains and losses are amortized (recognized) over 15 years for both active-
related and inactive-related gains and losses.

ii. Method and assumption changes are amortized over 15-20 years.
Assumption changes are recognition that current assumptions, if left
unchanged, will result in future gains or losses. This justifies a somewhat
longer amortization period than is used for gains and losses.

iii. Benefit changes are amortized over 1-15 years, depending on the nature of
the change. For example it might make sense to amortize:

(1) early retirement window changes over very short periods (1-3 years);

(2) active formula changes over a longer period, such as weighted average
future working lifetime, but not longer than 15 years; and

(3) retiree benefit changes over a relatively short period but not longer
than average future lifetime.

iv. The above notwithstanding, for plans with surplus, the minimum expense
would be service cost less a 30 year amortization of surplus. Because
surpluses can reduce contribution requirements below the service cost,
longer amortization periods are warranted. This also reduces volatility in
pension expense for any years when temporary surpluses occur, most often
created as a result of temporary investment gains. It also reduces the risk
of permanent plan design decisions made on the basis of temporary
financial conditions.

Amortization amounts should be determined as a level percent of pay,
consistent with the GASB’s decision to determine service cost as a level percent
of pay. The level dollar amortization method could be used in situations where
it is appropriate.

These amortization policies meet the worthy goal of allowing users of the
financial statements to determine if the current path is fiscally sustainable
based on a consistently reported level of expense over time.
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4b. The effects on the NPL of projected earnings on plan investments, calculated using
the long-term expected rate of return, should be included in the determination of
pension expense in the period in which the earnings are projected to occur.
Earnings on plan investments below or above the projected earnings should be
reported as deferred outflows (inflows) unless cumulative net deferred outflows
(inflows) resulting from such differences are more than 15 percent of the fair value
of plan investments, in which case the amount of cumulative deferred outflows
(inflows) that is greater than 15 percent of plan investments should be recognized as
an increase or decrease in expense immediately.

We disagree with this view for a few reasons:

i.  While not described as an asset smoothing method, the suggested method in
fact provides “infinite” smoothing within a relatively narrow “corridor”
and no smoothing outside the corridor. For example, if assets increase by
five percentage points over the assumed return four years in a row, there
would be no recognition of the first three years of gains and then full
recognition of the five percent gain in the fourth year.

ii. Economic and investment swings don’t happen in one year increments.
Instead we are more likely to have 2-5 years of good returns followed by 2-
5 years of bad returns.

iii. While future returns are expected to average out to the long-term assumed
return, that does not mean we can count on future returns to mirror and so
offset past experience in the short term.

We suggest using a smoothed asset value based on established actuarial
methods and standards, rather than relying solely on the corridor approach as
proposed. As noted under Issue 2b and discussed further below, this smoothed
asset value would be used to determine the NPL, and so would also determine
the changes in NPL that are addressed here under Issue 4b.

Such a smoothed asset value would have the following attributes:

i.  Must be market related.

ii. Smoothing period: Period over which annual variations of market returns
from assumed returns are recognized in the smoothed asset value.

iii. Corridor: Range around the market asset value that the smoothed asset
value must remain within.

iv. Generally the shorter the recognition period, the wider the corridor can be,
and the longer the recognition period, the narrower the corridor should be.
In particular, if the recognition period is sufficiently short, then a corridor
may not be necessary or desirable. For example a 10 year smoothing
period might have a 20% corridor while a five year smoothing period
might have no corridor or a very wide corridor.

As for a specific recommendation, we would recommend a five year smoothing
period with either no corridor or a corridor as wide as 35% to 40%. While we
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are aware that this seems extreme, we would be happy to provide the recent
experience and analysis that supports this recommendation.

Finally, there is an important relationship among Issues 2a (balance sheet

reporting), 4a (amortization) and 4b (investment volatility).

I. As discussed under Issue 2a, in order to be measurable with sufficient
reliability, the NPL should be based not on market value assets but on a
smoothed value. That smoothed value is described in this section, just
above.

ii. Changes in that smoothed asset value greater or less than assumed will
result in changes in the NPL “resulting from differences between expected
and actual experience with regard to economic ... factors affecting
measurement”, i.e., gains and losses in the NPL.

iii. Those smoothed asset value gains and losses should be amortized similar to
the liability related gains and losses discussed under 4b.

We wish to be clear that this has the effect of managing investment volatility in
two ways; first by asset smoothing (as part of determining the NPL) and
second by amortizing unexpected changes in the NPL that are due to changes
in the smoothed asset value. This is consistent with the fact that investment
return experience has far more short-term volatility than any of the
demographic experience affecting plan liabilities, and so requires a separate
smoothing mechanism before being amortized along with other elements of
plan experience.

5a. Each employer in a cost-sharing plan is implicitly primarily responsible for (and
should recognize as its NPL) its proportionate share of the collective unfunded
pension obligation, as well as its proportionate share of the effects of changes in the
collective unfunded pension obligation.

We agree. (See above questions on our view on how the NPL should be
calculated.)

5b. Basing the determination of proportionate shares of the collective NPO on
employers’ respective shares of the total annual contractually required contributions
to the plan and believes that would provide a reliable basis for measurement.
However, the Board is seeking constituent input regarding other basis, if any, do
you suggest for determining a cost-sharing employer’s proportionate share of the
collective NPO?

We agree that basing the employers’ NPO on the respective share of the total
annual contractually required contributions is a practical method of allocating
the NPO. For most cost-sharing plans, this may be the most appropriate
method of determining the employers’ share of the NPO. However, for some
cost-sharing plans, accurate information about each employer’s share of the
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collective NPO is available. An accurate calculation should always be used
rather than an approximation when such is available.

6. A comprehensive measurement (an actuarial valuation for accounting and financial
reporting purposes) should be made at least biennially, as of a date not more than 24
months prior to an employer’s fiscal year-end. If the comprehensive measurement
is not made as of the employer’s fiscal year-end, the most recent comprehensive
measurement should be updated to that date. Professional judgment should be
applied to determine the procedures necessary to reflect the effects of significant
changes from the most recent comprehensive measurement date to the employer’s
fiscal year-end. Determination of the procedures needed in the particular facts and
circumstances should include consideration of whether a new comprehensive
measurement should be made.

We agree with the biennial valuation requirement. However, the requirement
that results be updated to the employer’s (current) fiscal year-end will result in
logistical challenges and unnecessary consulting fees. We believe this is a very
difficult and complex issue. We recommend that GASB work with plan
sponsors, retirement systems and the actuarial profession to develop a
workable solution.

We would like our representative to participate in person at the GASB’s October 14,
2010 (San Francisco) public hearing. Again, thank you for the opportunity to comment
on the Preliminary Views document and any consideration you give to our comments.

Sincerely,
Original signed by:

Alan Milligan, FSA, FCA, MAAA
Chair, California Actuarial Advisory Panel

cc: Panel members:
Paul Angelo, Vice Chair
John E. Bartel
Edward H. Friend
Harold A. Loeb
Lynn C. Miller
Rick Reed

John Chiang, California State Controller
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Pursuant to Government Code Section 7507.2(b), the Panel’s responsibilities are:
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(1) Defining the range of actuarial model policies and best practices for public retirement plan

benefits, including pensions and other postemployment benefits.
(2) Developing pricing and disclosure standards for California public sector benefit improvements.
(3) Developing quality control standards for California public sector actuaries.
(4) Gathering model funding policies and practices.
(5) Replying to policy questions from public retirement systems in California.
(6) Providing comment upon request by public agencies.

Item # Description Panel Member(s) | Due Date
1 Report to the Legislature All 02/01/2012
2 Defining the range of model funding policies | Harold Loeb, Paul July 2011
and practices. Angelo, John Bartel

3 Developing disclosure standards for public Alan Milligan, Paul Sept. 2011
sector actuarial valuation reports. Angelo, Lynn Miller

4 Developing pricing and disclosure standards | Rick Reed, Paul Nov. 2011
for public sector benefit improvements. Angelo, John Bartel

5 Replying to policy questions from public All 2011 Work
retirement systems in California. plan

6 Providing comment upon request by public All 2011 Work
agencies. plan

7 To provide assistance to the Governor or John Bartel, Paul 2011 Work
Legislature regarding pension & OPEB issues | Angelo, Alan Milligan | plan
related to the budget or pension/OPEB reform
in general.

8 Review GASB exposure draft on public To Be Determined 2011 Work
pension. plan

9 Developing standards of practice and conduct | To Be Determined 2011 Work
for reviewing another actuary’s work. plan

10 Developing quality control standards for To Be Determined 2011 Work
California public sector actuarial work. plan

11 Develop educational materials including To Be Determined 2011 Work
model presentation for funding and plan
accounting disclosure.

12 Valuation and Method Shopping To Be Determined 2011 Work

plan
13 Development of Public Sector Actuary To Be Determined 2011 Work

Quialification Standards

plan











University of California

UCRS Advisory Board

HUMAN RESQURCES

Meeting of June 24, 2011
AGENDA ITEMH

UCRS - Request for Proposal for Auditing Actuary for UCRS and Retiree Health Program

In April 2011, UC Human Resources, in collaboration with UC Procurement Services, began a
competitive bid process to select an Auditing Actuary for UCRS and the Retiree Health Program.

Background

As part of their fiduciary duties, it is a widely-accepted “best practice” among trustees of
retirement and health systems to have the work of their system’s Consulting Actuary periodically
audited by an independent firm. An “actuarial audit” is the scrutiny of one actuary’s work by
another independent actuary to ensure that valuations, periodic experience studies, and other
large consulting projects are performed correctly and that the methods and assumptions used are
reasonable. This includes a critique of the Consulting Actuary’s judgment concerning the
system’s plans exposure to risk and that advice given is sound. Actuarial audits provide
assurance to plan trustees and other interested parties that the financial condition of the system’s
plans, as stated by the Consulting Actuary, is accurate.

The last time the actuarial work for UCRS was “audited” was when The Segal Company (Segal),
assumed consulting actuary duties for UCRS in April 2004. At that time and prior to performing
the UCRS actuarial valuations for the 2004 plan year, Segal “replicated” the 2003 UCRS
valuation results provided by UC’s previous Consulting Actuary (Towers Perrin). Since the first
actuarial valuation for the Retiree Health Benefit Program was performed in 2007 by Deloitte
Consulting, their actuarial work has yet to be audited by an independent firm.

Scope of Actuarial Audit

The goal of the actuarial audit will be to independently and simultaneously replicate the results
of the following valuations:

UCRP Actuarial Valuation as of July 1, 2011

UC Retiree Health Program Actuarial Valuation as of July 1, 2011
UC-PERS Plus 5 Plan Actuarial Valuation as of July 1, 2011

UC 415(m) Restoration Plan Actuarial Valuation as of July 1, 2011

In addition to the comprehensive audits for the above plans, the Auditing Actuary will provide
independent actuarial “peer reviews” of all valuation reports that are derived from these base
valuations (e.g., the addendum reports for the DOE laboratories for contract funding purposes





and for FASB expense reporting). These peer reviews would be scheduled in the 2012 valuation
cycle.

The Auditing Actuary will present or submit an audit report to The Regents (possibly as a
mailing between meetings), the UCRS Advisory Board and other key internal stakeholders.

Update on RFP Process

In coordination with Procurement Services, a request for proposal (RFP) was sent to firms with
public sector actuarial auditing experience in May 2011. Firms responding to the RFP submitted
proposals by the May 26, 2011 deadline.

An internal, cross-functional evaluation committee finished evaluating the bids in June 2011,
with their final decision expected shortly. A contract with the chosen firm will be executed by
the end of the month. The contract will cover the period July 1, 2011 through June 30, 2014. It is
anticipated that another competitive bid process will be undertaken in 2013 to choose an
Auditing Actuary for July 1, 2014 and later.
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Considerations for a New UC Retirement Savings Program Benefit

Possible Applications

e An alternative to UCRP to meet recruiting needs of the clinical enterprise for policy-covered
staff by offering choice for new hires (instead of the new UCRP tier)

Plan Design Options

e A recent study identified the following best practices for a primary (core) defined contribution
plan:

e Eligibility and participation: mandatory (auto) enrollment with opt-out option, no age
restrictions, and maximum 1-year waiting period for entry

e Vesting: 100% after one year

e Total contributions (employer and employee): at least 12% if covered by Social Security;
18-20%, if not

Contribution Limits (see attached chart)
e 415(c) Annual Additions — lesser of $49,000 or 100% of compensation

e applies separately to the DC Plan and the 403(b) Plan

e DC Plan —includes pretax and after-tax contributions, both employer and employee

e 403(b) Plan — includes pretax employee contributions. If employee contributes the
maximum ($16,500, or $22,000 if 50 or over), the employer contribution would be
limited to $32,500, or $27,000 for employees age 50 or older.

e 457(b) Plan — no Annual Additions limit; all contributions limited to $16,500, or $22,000
if age 50 or older; employer contributions subject to FICA taxes and so generally are not
made

e Covered Compensation for employer contributions is subject to the 401(a)(17) limit of

$245,000, or $360,000 if hired before 7/1/94 (DC Plan); only the $245,000 limit for both the
403(b) and 457(b) Plan. Limit applies separately to each plan.

Pension & Retirement Programs Page 1
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Comparison of Employer and Employee Contributions FY 2014/15

Plan Employer Employee UCRP Amount for
Normal UCRP UAAL
Cost (NC)
UCRP DC plan UCRP DC plan
UCRP 14% n/a TBD n/a 18% (ER+EE) - NC
Current
UCRP New | 14% n/a 7% n/a 15.1% 5.9%
Tier
Optional 6% addl. 8% n/a TBD (see | n/a 6%
DC plan assessment | (example) A B, C
below)

Considerations for Design of Employer Automatic and/or Matching Contribution Formula

e Higher automatic or matching contributions to reward longer service

e Higher automatic or matching contributions based on age

e Rate of automatic or matching contributions based on salary level (increasing or decreasing) —
automatic without a match component could be more attractive to the lower paid

e Incentivize maximum employee contributions—no automatic contributions and/or 100% matching
on all employee contributions up to the maximum

Plan Design A - Employer automatic and/or matching contributions based on age, service, and/or
salary level

Plan Design B

Formula Employee Employer Total
100% of first 5% 5% 5% 10%
50% of next 6% 6% 3% 9%
Total 11% 8% 19%
Plan Design C

Formula Employee Employer Total
4% automatic n/a 4% 4%
employer

100% up to 4% 4% 4% 8%
Total 4% 8% 12%

Pension & Retirement Programs Page 2





AGENDA ITEM | Attachment 1
June 24, 2011 Page 3 of 3

Participant Vesting in Employer Contributions

Concerning participant vesting with employer contributions, there are many variations that are
allowable under the regulations.

(0]

Best Practice: 100% vesting in employer contributions after completion of one year of
service

For cliff vesting, a plan cannot go past 3 years of service. Below is an example of the most
restrictive cliff vesting a plan can offer - note that a plan can be more generous in year one
and two if desired.

= After one year of service: 0% vested

= After two years of service: 0% vested

= After three or more years of service: 100% vested

For graded vesting, a plan can be more generous than the example below but it cannot be
less generous and must provide 100% vesting in six years or less:

= After one year of service: 0% vested

= After two years of service: 20% vested

= After three years of service: 40% vested

= After four years of service: 60% vested

= After five years of service: 80% vested

= After six or more years of service: 100% vested

Vesting schedules can be customized by the plan sponsor under the guidelines above and
variations on the above schedules are common.

Investment of ER contributions / assets that are not yet vested are generally allowed to be
invested at the employee’s discretion. If a participant leaves employment before they are

vested in the employer contributions, then the un-vested assets are forfeited to a forfeiture
account.

Pension & Retirement Programs Page 3
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Plans - Contribution Limits

$60,000 - PLEASE NOTE: All employer contributions to UCRP, the DC Plan, the 403(b) Plan and the 457(b) Plan based
on a percentage of employee salary are limited by the IRC §401(a)(17) Compensation Limit. For UCRP and the DC
Plan, the Compensation Limit is currently either $360,000 or $245,000, based on a UCRP entry date before or
on/after 7/1/94; the Compensation Limit for the 403(b) Plan and the 457(b) Plan is currently $245,000.

$50,000

$40,000

$30,000

$20,000

$10,000

S0

EXAMPLE: Cinical Enterprise implements an optional defined
contribution plan for policy-covered staff hired on or after July 1, 2013.

As an example, assume that UC will match 100% of an employee's
contribution up to 6% of salary and 50% on salary above 6% (with a
maximum employer contribution of 8%). So, a Clinical Enterprises
employee making $100,000 annually would need to contribute 10%
of salary (510,000) to receive the maximum 8% UC match ($8,000).
The total contribution would be 18% ($18,000).

If these contributions were made to UC's DC Plan, the Clinical
Enterprise employee would still be able to make the maximum annual
voluntary contribution to both UC's 403(b) plan and 457(b) plan,
which is either $16,500 or $22,000, depending on the

employee's age (maximum voluntary contributions of $33k or $44k).

DC Plan 403(b) Plan 457(b) Plan

M IRC §415 (c) Annual Additions Limit (Currently the lesser
of $49,000 or 100% of compensation)

H Employee Catch-Up Limit for Eligible Participants Age 50
and Over (Currently $22,000)

The DC Plan and the 403(b) Plan each have a
separate IRC §415 (c) "Annual Additions" Limit
(currently the lesser of $49,000 or 100%

of compensation).

All employee and employer contribitions to
the DC Plan (pretax & after-tax) and the 403(b)

m Employee Deferral/Dollar Limit for Participants Under Age Plan (pretax) count against each Plan's respective
50 (Currently $16,500) IRC 415(c) Annual Additions Limit.
PLEASE NOTE: Besides lower limits, employer contributions The 457(b) Plan does not have an IRC §415(c)

to 457(b) plans are subject to FICA taxes. Thus, employers
generally don't contribute to 457(b) plans.

‘ Annual Additions Limit. All contributions to the
457(b) Plan are subject to its applicable dollar limits
(i.e., $16,500 or $22,000).

Pension & Retirement Programs
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Methodology Overview
Retirement Cost Estimates

Cost comparisons are based on available design information and represent approximate annual
cost as a % of payroll.

Benefit costs for many comparator organizations vary based on age, service, or compensation.

The comparisons shown represent a blend of all employees at different ages. Comparisons for
different specific age groups may vyield different results.

Defined Benefit (DB) cost comparisons are high level approximations and are not based on
actuarial valuations; costs associated with legacy benefits are not considered nor are plan
specific investment policies.

Defined Contribution (DC) costs represent the maximum employer costs (with an allowance for
vesting) assuming all eligible employees participate and receive the maximum matching
contribution.

Cost estimates shown as a percentage of IRS limited compensation, if applicable.





Medical Centers
Comparative Analysis of Retirement Plans
California Medical Providers

MSP/Nurses/ 5 of 10 comparators offer DC plan only

PSS 0 of 10 comparators offers DB plan only

5 of 10 comparators provide both a DB plan and a DC plan

2 of 10 comparators provide separate benefits for different employee groups

10 comparators include the following:

= Catholic Healthcare West! = Kaiser North » Stanford Hospital
» Children’s Hospital of San = Kaiser South = Sutter Health
Diego = Long Beach Memorial = Tri-City Medical Center
. gity of Hope Medical = Saint Joseph’s Health System (Oceanside, CA)
enter

1 Data were not provided for Nurses at Catholic Healthcare West; therefore, there are only nine peers reflected in the data for Nurses.





Comparative Employer Retirement Plan Costs "
MSP / Nurses / PSS

18.0%

20% ~

18%

16%

14%

11.4% 12.0% 12.0%

12% 11.0%

Comparator Median = 10%
10% -

8% -

6.4%

6% -

4.8%

Annual Employer Costs as % of Pay

4%

2% +

0%

O Defined Contribution O Defined Benefit
Notes: (1) Based on most recent information in Mercer benefits database. See page 1 for assumptions and caveats.

1 Separate programs offered to various Employee groups. Estimated highest cost shown and may not represent the cost associated with each group.





Annual ER/EE Cost as % of Pay

Cost Sharing
MSP / Nurses / PSS

18.0%

20% -

18%

16%

14%

12% 12%

12% 11.0% 11.4%

10% 9.2%

8%
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6%
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6%

4.8%

4% - - -

2% 2%
2% ~

0% 0% 0% 0% 0% 0%

0%
A B C D E F Gl H [ J1
O Employer Cost O Required Employee Contribution to Receive Benefit
Notes: (1) Based on most recent information in Mercer benefits database. See page 1 for assumptions and caveats.

1 Separate programs offered to various Employee groups. Estimated highest cost shown and may not represent the cost associated with each group.





Medical Centers
Comparative Analysis of Retirement Plans
National Academic Medical Centers

SMG/Physicians 7 of 12 comparators offer DC plan only

2 of 12 comparators offer DB plan only

2 of 12 comparators offer a choice between DB and DC programs
3 of 12 comparators provides both a DB plan and a DC plan

12 comparators include the following:

= Baylor » Oregon Health and Sciences = University of Pittsburgh
Cornell » Stanford Hospital University of Texas System
Johns Hopkins Hospital = University of Michigan = University of Virginia
Methodist Hospital = University of Pennsylvania Vanderbilt Medical Center






Annual Employer Cost as % of Pay

Comparative Employer Retirement Plan Costs
SMG / Physicians

12% +

11.3%
10.9%
10.0% 10.0% Comparator Median = 10% 10.0% 10.0%
10% = :
9.2% 9.1%
8% - | |
7.0%
6% - |
5.0%
4% + - - - -
2% — — - |
0%
Al B C F G K L
ODefined Contribution O Defined Benefit

Notes: (1) Based on most recent information in Mercer benefits database. See page 1 for assumptions and caveats.

1 Choice between DB and DC offered. Plan with estimated highest cost shown.
2 Program offered for Senior Management is different from Staff.





Annual ER/EE Cost as % of Pay
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Cost Sharing

SMG / Physicians

11%
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ﬁS%

0%
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O Total Benefit

F

O Required Employee Contributions to Receive Benefit
Notes: (1) Based on most recent information in Mercer benefits database. See page 1 for assumptions and caveats.

1 Choice between DB and DC offered. Plan with estimated highest cost shown.
2 Program offered for Senior Management is different from Staff.
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Status of Feasibility Study Regarding Defined Contribution Plan Option for Newly Hired
Clinical Enterprise Policy-Covered Staff

At the request of clinical enterprise leadership, the President’s Post-Employment Benefits Task
Force recommended a study of the feasibility of offering a defined contribution plan (DC plan)
option (in addition to a defined benefit (UCRP) option) for new hires in the clinical enterprise.
The review will be for policy-covered positions. There are reports of recruitment issues in that
some potential new hires do not plan on working at UC for the five-year period required to vest
in UCRP and may find a DC plan option more attractive. Since market studies show a DC plan
to be the norm for the clinical enterprise comparator groups, a review will be undertaken to
determine if offering a DC plan option will assist the clinical enterprise in recruiting, and
potentially retaining, talent.

The total employer cost would be the same with any new hire choice, as the clinical enterprise
will need to recognize their appropriate share of the existing unfunded UCRP liability and will
be charged a payroll assessment for the amount to be amortized each year. The ability of the
clinical enterprise to fund a market-competitive DC plan, in addition to paying for their share of
the UCRP unfunded liability, will be part of the analysis.

Project Scope

The DC plan feasibility study will consist of the following major components:

e documenting the recruitment issues of the clinical enterprise for specific workforce segments
e developing a best-practice and a market competitive DC plan design

e consideration of potential implementation and communication issues

The UC team working on this project will consist of human resources staff from UCOP and the
clinical enterprise. A group has been interviewing consulting firms to assist UC in the process.

Background Information

Attached are documents that provide background information regarding a new hire DC plan
option:

e Attachment 1 — Considerations for a New UC Retirement Savings Program Benefit
e Attachment 2 — UC Retirement Savings Program Plan — Contribution Limits





e Attachment 3 — Medical Center Retirement Cost Estimates
The UCRS Advisory Board will be provided with periodic updates as the review is undertaken.

Attachments
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Retirement Savings Program

Q1 2011 Highlights

Quarterly Performance Rating: Meets Expectations

Quarterly Highlights

sNumber of loans continues to go down; participation rate
appears to be recovering (pg. 9)

*First quarter “average speed to answer” was not met by
Fidelity — 35 seconds rather than guarantee of 30 (pg. 5)

* Managed rollover of $7.9 million to UC’s Plan from Santa
Monica Bay Physicians Plan (also record-kept by Fidelity).
Participant accounts and loans successfully transferred
with no errors

* Financial Education workshop attendance is up 82% from
same time last year (pg.4)

eIntroduced webinar format to Financial Education
workshops, resulting in 90-100 participants in each session





Retirement Savings Program

Financial Education Performance

Financial Education Program Performance Guarantees

Trend Q1 Q4 Q3 Q2
Indicator 2011 2010 2010 2010
Workshop ratings = met met met met
Timely dellvery of = met met met met
enrollment materials
Fidelity Re_tirement - T e e e
Counselor activity report
uc Documents_in = met met met met
NetBenefits
A Improving
= Stable

@ \eeds Improvement





UC Employee Satisfaction

Fidelity Participant Services

Customer Satisfaction Index Scores
University of California Plan Participants
December 2010 — March 2011

(voluntary survey completed after speaking with a
Fidelity Retirement Services Specialist)

University of California Client Satisfaction Index Scores - Overall Category

I U of CA Employee CSI Overall
I Fidelity Tax-Exem pt CSI Overall
100% — = ——Uof CA CSI Survey Completed 95% 92% + 170

95% 94%
88% 89%
T 150
75% T+

T 130

50% T 110

+ 90

25% +

+70

0% - r 50

Dec-10 Jan-11 Feb-11 Mar-11

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
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Retirement Savings Program

Financial Education Workshop Summary

Workshop Summary
Through March 2011

m 2010
m 2011
% +/- 2010 vs 2011

494

260 -

6,191

Number of Workshops

Overall Workshop
Rating "Excellent” or

"Very Good"
January 2011 98 %
February 2011 98 "%
March 2011 98%

Employee Attendance

Owverall Presenter
Rating "Excellent” or

"Very Good" # of Surveys
100% 473
100% 497
100% 524

total 1.494





Retirement Savings Program

Fidelity’s Administrative Performance

Average Speed to Answer
Call Abandonment

VRS Availablity
MNetBenefits Availability
PSW Availability

One-and-Done Rate

Case Management

Contribution Reconciliation
Withdrawalfloan Processing
Quarterly Statements

Plan Sponsor Service Review
Participant Survey
Enroliment Materials

RC Activity Report

Annual Business Planning
UC Documents in NetBenefits

Overall Workshop Rating

Performance
Standard

30

3%

99%

99%

99%

85%

90% in 5 bhus. days
99% in 10 bus. days

same day

99%

20th next month

annual

annual

90% rec wiin 2 weeks

monthly

annual

72 hours

90%

11 Result

not met

met

met

met

met

met

met
met

met

met

met

met

met

met

met

met

met

met

Q111
35

2%

100.00%

99.86%

99.94%

97.78%

99.26%
99.63%

100.00%

100.00%

yes

complete

complete

yes

yes

complete

yes

95.00%

Q4 10
28

2%

100.00%

99.98%

99.89%

92.17%

99.27%
99.89%

100.00%

99.89%

yes

complete

complete

yes

yes

complete

yes

93.00%

Q310
25

2%

100.00%

99.97 %

99.86%

91.00%

99.19%
99.91%

100.00%

99.98%

yes

complete

complete

yes

yes

complete

yes

95.00%





Retirement Savings Program

Key Statistics

% Change % Change
uc RSP Vs vs
03/31/2011 12/31/2010 03/31/2010
Total Assets UC Funds $11.526B 2% 7 %
Total Assets Fidelity Funds 54 136 E% 18%
Total Assets Other $350M 8% 37 %
Total Plan Assets $1BE 3% 10%
Met Cash Flow $19.56M - BE %)
Career Participants
“Plan Participation Rate jg?E ?g?:ﬁ: ;;{: na
4035b 10.7% F $759 0% / 3% nfa

Average Deferral Rate 457h 10.8% / §1 250 (3% / (3%)

- . . 403k $29 585 2% nfa
Median Partcipant Balance 45T 523 524 Sa,

- . 403k $20 891 3% nfa
Awerage Parcipant Balance 45T 547 195 Eo,

* Het Cash Flow for Quarter Ending 127312010 was (7§.9M) in which case % Change becomes irrelevant.
* Data taken from quarterhy UC report (Active participants in 403b and 457b plans).





Retirement Savings Program

UC Median Balance vs.
Average Tax Exempt Market Participant Balance

$60,000 -

$51,761

$50,000 -

$40,000 -

$30,701

$30,000 -

$20,000 -

$10,000 -

Career Participants Median Balance Avg. TEM Higher Educ. Plan

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





Retirement Savings Program

Active Participants Median Balance by Age

$80,000 7 I UC Career Median Balance $73,600

l Fidelity Median Balance

$69,863

$70,000 ~ $65,800
$60,000 -

49,611
$50,700 s

$50,000 -

$40,000 - $37,200
$35,399

$30,000 + $26,400
$25,499

| $17,346
$20,000 $15,300

$10,000 +

Age 20-24 25-29 30-34 35-39 40-44 45 -49 50-54 55-59

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





Retirement Savings Program

Plan Assets Under Management at Fidelity

$16,500,000,000 440,000
$16,000,000,000

435,000
$15,500,000,000

430,000
$15,000,000,000
$14,500,000,000 425,000
$14,000,000,000

420,000
$13,500,000,000

415,000
$13,000,000,000
$12,500,000,000 410,000

Apr'l0 May'10 June'l0 July'10 Aug'l0 Sept'l0 Oct'l0 Nov'l0 Dec'l0 Jan'll Feb'll Mar'll

Assets —e— Participants
As of 03/31/2011 403b DCP 457b Total
Total Participants 122,117 274,135 22,798 419,050
Active Participants 74,755 175,347 17,295 267,397
Inactive Participants 47,362 98,788 5,503 151,653
Total Plan Assets $11,237,811,053  $3,754,260,711 $1,012,645,600 $16,004,717,364






Retirement Savings Program

Participation to Loan Analysis

1,600

1,500

1,400

1,300

1,200

1,100

1,000

Q00

1,492

F 70.0%

55.7% g5 3 53.3%

52.9%
h— 31.1% 59 79

- 60.0%

\.._-——r-'"'"'l':ﬁs

- 50.0%
3%

40.0%

Q32008 042008 Q12009 Q22009 Q32009 Q42009 Q12010 Q22010 Q32010 Q42010 Q2011

mmm Cuarterly Loans Initiated
==de=403h Participation Rate Q3 08- 0111

i 4570 Participation Rate Q3 08- Q111

30.0%

20.0%

10.0%

0.0%
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Retirement Savings Program

Single-Investment Option Holders

Information as of 03/31/2011

How many participants hold: 403b DCP 457b ";)‘i‘;f;iy S?D”;g;zize
| 1 Fund (Lifecycle Fund) 8.5% 3.2% 11.6% 35.5% 14.6% |
B 1 Fund (Non-Lifecycle Fund) 27.0% 74.6% 27.9% 14.8% 16.0%
B 2 Funds 19.3% 11.2% 17.6% 15.0% 15.1%
[ 3 Funds 13.3% 4.3% 11.5% 8.6% 11.3%
B 4 Funds 9.5% 2.4% 9.3% 8.4% 9.2%
5 or more Funds 22.4% 4.4% 22.3% 17.7% 33.8%
Average # of Funds Held 3.4 funds 1.6 funds 3.4 funds 1.8 funds 3.6 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 15,396 185,586 2,037 203,019 |
UC EQUITY FUND Domestic Equity 6,667 7,520 930 15,117
UC BALANCED GROWTH Balanced/Hybrid 3,395 2,100 883 6,378
UC ICC FUND Managed Income or Stable Value 1,722 1,134 627 3,483
UC BOND FUND Bond 773 764 256 1,793
Plus 177 other funds - 4,934 7,241 1,600 13,775
Lifecycle Funds - 10,373 8,741 2,637 21,751
BrokerageLink - 46 36 17 99
Total 43,306 213,122 8,987 265,415

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

Cash Flow Summary

Cash Inflow Quarter ending: 03/2011 Quarter ending: 12/2010

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

Loan Repayments
Interest on Loans

Balance Forward

$127,909,903
$ 43,285,419
$ 20,633,925
$ 41,742,823
$233,572,070

$ 12,848,816
$ 1,730,098
$ 3,076

$101,942,183
$ 31,134,234
$ 21,411,627
$ 38,785947
$193,273,991

$ 11,034,705
$ 1,514,084
$ 8,353

Total Cash Inflow

$248,154,060

$205,831,133

Cash Outflow

Quarter ending: 03/2011

Quarter ending: 12/2010

Loan Withdrawals

Withdrawals
Full Payout:
Partial Distribution:
Age 59.5:
MRD:

Systematic Withdrawal Payments:

Partial After Tax/Rollover Payout:
De Minimis Distribution:
Hardship-Sponsor Directed:

($ 15,784,824)

($137,588,697)
($ 32,507,000)
($ 21,093,839)
($ 10,089,357)
(¢ 3,988,915)
($ 3,120,927)
($ 2,050,801)
($ 1,662,241)

($ 14,945,523)

($147,735,740)
($ 27,704,766)
($ 22,976,267)
($ 55,865,662)
($ 4,147,164)
($ 4,123,853)
($ 5,092,064)
($ 1,009,245)

Age 70.5 In-Service Distribution: ($  259,507) ($ 561,211)

Unforeseen Emergency: (% 149,037) (% 120,450)

Transfer of Assets: (63 104,131) ($  301,172)
Total ($212,614,452) ($269,637,594)
Transaction-based Fees (% 191,912) (% 180,920)
Total Cash Outflow ($228,591,188) ($284,764,037)
Net Cash Flow $19,562,872 ($78,932,904)

12





Retirement Savings Program

Loans by Participant Account Balance

# of Loans

3,000 3,175
$,000
7,000
6,000
5,000
4,000
3,000 3,768

2,000 1,203 29
1,000 508
o , I

< 20K $20K-$40K $40K-$60K $60K-$80K $80K-$100K > $100K

1,837

Avg. Loan Balance
$20,000 418,342
$18,000
$16,000 $15,145
$14,000 $13,31
12,000 $10,301
$10,000
$8,000
6,000
$4,000 -
$2,000 -
0 4 f : f
< §20K $20K-$40K $40K -$60K $60K-$80K $80K-$100K > $100K

$15,990

$5,291

Total Participants
in balance 46,933 Participants 17,935 Participants 10,839 Participants 7,525 Participants 5,756 Participants 33,129 Participants
categony:

Total Loans| Original Amount| Outstanding Loans | Qutstanding Balance | Loans Defaulted | Default Amount
3 Manth Change -110 $o45 400 107 $960, 059 182 §1.674 759
B Maonth Change
9 Maonth Change

12 Month Change
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Retirement Savings Program

Participant Transactions by Channel

For the 12-month period ending 03/31/2011

Phone Representatives

Plan Total Unique SSNs
0,
403b 31,057 (25% of 0%
participants)
22,958 (8% of ok At
DCP ,958 (8% o
participants)
0, 0,
457b 3,48_6_(15 % of 43%
participants)
0 2% "
11% 12%
Igﬁ?écts 393,303 O 0 [ MM
— |
Exchanges Future Mix Deferrals Loans Withdraw als Inquiries
Your Plan* . Industry Peers (Higher Education)
NetBenefits® (Web)
Plan Total Unique SSNs
403b participants) 0 o 89% 9% gay 0 :
9%
118,710 (43% of '
DCP -
participants) 5%
0,
o RisE
I 18% 19%
Tota
contacts 28,813,469 - 0%

Exchanges Future Mix Deferrals Loans Withdraw als Inquiries

Your Plan* . Industry Peers (Higher Education)

* Percentages based on (Plan 403b: 122,117 participants), (Plan DCP: 274,135 participants), (Plan 457b: 22,798 participants)
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Retirement Savings Program

Account Access Comparison and
Participant Access Volumes

Account Access Comparison
4/1/2010 - 3/31/2011

UNINVERSITY OF CALIFORNIA AVG. TEM HIGHER EDUC. PLAN
Rep Rep
Asz=izsted Assisted
Calls Calls
1% 2%

HetBenefits

HetBenefits
99% P
Participant Access Volumes
4/1/2010 - 3/31/2011
3,500,000
3,000,000 2,683,975
2,582,206
2.500,000 2,350,747 2,335,187 |
2,000,000
1,500,000
41,000,000
500,000
20,985 24,621 36,386 34,997
y Apr - Jun I Jul - Sep I Oct - Dec I Jan - Mar

O Rep Assisted Calls O HetBenefits &

15
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Retirement Savings Program

Participant Account Activity by Type

Participant Account Activity by Type
41112010 - 3/31/2011

Update Transactions

20,322
16,143
12,129
§,940
3.808
’ 3,284 3,529
1,745 1,539
126
Exchanges Contribution Literature Deferrals Withdrawals
Allocation Requests
Updates

O Rep Assisted O NetBenefits®

Inquiry Only

1,200,000

1,000,000 967,050
800,000
600,000
400,000
200,000

23,506
0
Inquiries
O Rep Assisted O NetBenefits®
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University of California

UCRS Advisory Board

HUMAN RESQURCES

Meeting of June 24, 2011

AGENDA ITEM J

Retirement Savings Program - Vendor Relations Management Report

Kris Lange and Bill Ryan 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






Retirement Administration
Service Center (RASC)

UCRS Advisory Board Meeting
June 24, 2011






Joe Lewis

Director

Robert Pettit
Customer Service Operational Retirement

Ellen Lorenz Michael Waldman
Business Controls &

Customer Service

Richard Townsend Stephanie Rosh

Retiree Insurance

Director Manager Compliance Manager Operations Director Manager
eImplement and eDeliver eCalculation & eAdminister e Administer
administer CRM Customer audit of all annual benefit insurance
Develop Service via face UCRP benefit payments of services for
learning to face, calculations $1.7 billion to retiree, survivor
curriculum telephone, eEnsure nearly 54,000 and disabled
elead Process electronic & compliance with retirees, their members
Improvement written Plan & dependents & ePerform benefit
initiatives correspondence governmental surviving family & insurance
eEstablish and eServe 54,000 regulations members payment-
produce Retirees, 32,000 eProcess *Process & audit related
Performance former buyback & retirement functions in
Metrics employees, & reciprocity elections; support of UC's
eCoordinate 189,000 active requests; review & medical, dental
disaster employees * eSpecify, develop approve UCRP & legal plans
recovery and *Support & implement disability *Work closely
business Retirees, Retirement Plan applications with plan
continuity Employees & changes  Maintain $21 carriers to
planning Benefits Offices T B million in non- establish new
eScan & index Sariiar contributory and service
850,000 pages Management accounts; existing
of documents Supplemental process CAP member
per year Benefit Program distributions insurance
accounts

* Retirement counseling for UC Berkeley; full service support for 1,500 Oakland-based OP employees






Customer Relationship
Management Tool (CRM)

“Salesforce is the premier cloud computing

product, and that’s what we’ve implemented”

Authentication

protects Customer
privacy

Assign Case Member

¥ Create Non-Authenticated Case

|Create Case for Non-Authenti Member|

2 kaTHeRINE vITHIEED
Casestn | HTMLEmal St | Dependertsrn |
Member Detail

| Memoer icd

¥ Search for Member

¥ Demographic Information

ey |

Membsr Typs  Former Employes /

Create New... A
Hot Hews

Lass Updated: SIZ3/2011 855 AM
Hi evenyone,

Keep up the good wark!

» Membership Information

¥ Health & Welfare Information

» Employment Information

Here are the Istest stats [Friday
5/20) for the Customer Service
Centar:

» System Information

Total Calls Offered: 216

Total Calls Answered: 208

Abandoned calls: 8

Service Level: 95.35%

The CSRs like the

¢ 00006745

Case Detail

C258 Numbsr

Parant Case

Mamber Name

Cass Origin

‘Contact Type

Resclution Msthod

Resolution Channsl

— ® son s [
rorega s O 4 Digit 8N
Locstion
sub-Locstion O Name
Decsass Home Members Case Instructions  Solutions Reports Dashboards D4
Date Of Death

Search for Member

B e e~ s e e e e e

(o] o changvomr

O000ET4E [View Hierarchy] CzseOwner  Fulfillment [Change]
Status  New
wernerine v ([EENNGGD AT UGRP
Telephone Issus Sub-Typs  Address Change - Retires R
Beneficiany Prioity  Medium

¥ Web-to-Case Information

¥ Case Details
Subjact
Casa Instructions

[UCRF] Addrez=s Change - Retires Recsives Paper Check

The system contains a
“knowledge data base”

‘Confirm the contsct is receiving monthhy retirement income,
Aszk for new sddress & telephone numbsr.

Inform contact that UC cannot change sddresses based upg

easy-to-use
screens

that promotes consistency
of answers






RASC Management uses data as the basis for decision-making to: Leverage

CRM — Management Reporting

resources to support current and expanded service offerings; Identify areas of
opportunity for improvement; and Recognize, reward, and sustain high

performance.

Dashboard

Customer Service Qverview

« G0 to Dashboard List

Help for this Page

view Dashbhoard iType here to search for dashboard

[k | [Gine | [Rere]

Last refreshed at 5232011 7.22 FM
Wiewing dashboard as Joe Lewds

CASES OPENED -ALL RASC

# Cases Opened by Day

1
0
G o T TN T o Lo Lo S o S o B L T o
LT ESLEILEES LS
Date/Time Opened

Nurger of cases opened this week

CASES OPENED -ALL RASC
Cases by Origin Week to Date

12: 5% 4. 9o,
18: 7%

230:87%
Record Count
Case Origin

W Telephone WEmail WFax

Numier of Cases Opened this Week

CURRENT OPEN CASES

Gasas Opan > 4 Days - All RASG

_Age

Gase Owner
B Daniel Scuiry M Felicia Amaral B Florine Keliey
B |da Fong % Jason Albino B Jeanetle Scoll

® Leslie Lyons M Margaret Lucas 8 Napua Fejarang

 Palmer B Stephanie Rosh @ Steven Ong
‘Buchhoiz
B Survivar " Suzie B Thomas Herz
Nakayama

.5-"ourc'e.' épeh C",a:s-e' Aﬁmg D/ O‘wbér.' éﬁo{«l;.'s age ﬂ:h
days for all cases owned By CS

CLOSED CASES

# Cases Closed by Day

Closed Date
Totai# Cases Closed by Day

233 283 933 ,5q gg5 232 236

0
\N ':‘ ’\.\ ’\.\ '\\ '\\ '\\ NN
& @"ﬁ e"“{P e"éﬁ a‘éib a“ﬁ @"‘{P a‘ép §

FFE

CURRENT WORKLOAD
Open Cases iy Ovrer |
Record
Case Owner Count
Fuffilmert 3
M érﬁar‘etLucas 1‘4
Leslie Lyons 11‘
Falomina Brown 8
Thomas Herz B
Custamer Service 5
Elzaeth Wiliams 5|
Survivar 5
 Dishursement 4
Jason Albing 4

CLOSED CASES

Cases Closed by Resolution

Record Count

5/22/2011 - 5/28/20_. | 5(15/2011 - 5(21/20_. | 582011 - 5142011
Closed Date
Resolution Method
W Answered Question M Resat AYS Password M Provided Forms
W Sent Custom Forms

Shows current week - numiber of c ases closed by Resolution Method

PROPRIETARY AND CONFIDENTIAL






Customer Service Scorecard - Preliminary

March — May 2011

. Curr
Service I_eveI was surpassed foroboth March Prior Year 3
and April, at an average of 110% of goal Mar Apr May| Year 3 Mo % of
2011 2011 2011| MoAvg Avg %Chg| Goal Goal
While 2% more calls were handled, the 5% Inbound Calls
reduction in Calls Offered is due to reducing
the percent of abandoned calls by half # Offered 5,347 5,711 5790 5529  -5%
# Answered 5,075 5,381 5121 5,228 2%
Customer Service supervisors adjusted
. PErVI: ) % Abandoned  4.2% 5.2% 9.5% 4.7% -50%<10% 213%
scheduling to ensure maximum support
during peak call hours Avg Wait Time
(min) 0.41 0.54 1.58 0.48 -70%
. Avg Talk Time
CRM. Iagnched successfglly on May 9, while (min) 4.42  4.30 421 436 3%<=5.0 115%
continuing to meet service level
commitments Correspondence/
. Email 1,001 1,067 1,137 1,034 -9%
% of Calls Answered in 90 Seconds Rrecords
95‘0%%_of Goal: 112% 107% Management tbd
90.0% -
85.0% - — B Goal:
32:8;‘: ] 80% Customer Service FTE Mar  Apr May
70.0% - 2011 2011 2011
65.0% -
60.0% - Total FTE (Approved) 23 23 23
55.0% - .
50.0% Filled 22 23 23
Mar Apr May Vacant 1 0 0
e 2011 89.5% 85.9%
Cost per Call tbd
2010 70.8% 63.9% 83.0% 2
Goal 80.0% 80.0% 80.0% Cost per Correspondence tbd






RASC Vision for the Future

Leverage

expertise & \

thology

.r.

i

Become a
center of

Qellence

Optimize
retirement
servicing
capabilities

Become a
“public good”,
serving many

customers

simultaneously

~ Reengineer

processes to
gain

efficiencies

Partner A
with local

Benefits
\)fﬁces

Use data Y
as basis for

decision-
\naking

“The RASC will play a major role in actualizing the Office of the President’s mission to support
the Campuses, Medical Centers, and the Lawrence Berkeley National Laboratory”
— Director Lewis, Spring 2011
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University of California

UCRS Advisory Board

HUMAN RESQURCES

Meeting of June 24, 2011

AGENDA ITEM K

Retirement Administration Service Center - Customer Relations Management Tool

Joe Lewis, Director of the Retirement Administration Service Center (RASC) and Ellen Lorenz,
Director of Business Controls & Customer Service, will provide an update on the new Customer
Relations Management Tool and the RASC vision for the future.

Attachment






University of California

UCRS Advisory Board

HUMAN RESQURCES

Meeting of June 24, 2011
AGENDA ITEM L

UCRP — Experience Study

In accordance with actuarial best practice and UCRP (Plan) requirements, the Plan’s Consulting
Actuary conducts an Experience Study to compare the expected experience under the Plan to the
actual experience and makes recommendations to adjust Plan assumptions as necessary to be
able to best estimate future liabilities. The Experience Study covers the period from July 1, 2006
through June 30, 2010

Specifically the following is typically analyzed:

. The Plan’s actual as compared to expected experience with respect to mortality,
retirement, withdrawal and disability rates;

. The Plan’s actual as compared to expected experience with respect to merit and
promotional salary increases, adjusted for inflation;

. The Plan’s actual as compared to expected experience with respect to other valuation

assumptions, including the percentage of UCRP members with eligible survivors, sick
leave conversion, future rates of benefit accrual, Lump Sum Cashout (LSC) elections,
and deferred vested retirement age;

. Whether the Plan’s actual experience as compared to the expected experience reflects a
significant pattern or trend which would indicate that a change should be made to the
Plan’s actuarial valuation assumptions; and

. Whether the current economic assumptions (including price inflation, wage inflation, and
investment return) are still appropriate.

The Plan’s Consulting Actuary, The Segal Company (Segal), will provide an overview of the
Study that will be presented to The Regents at their July meeting. Highlights include a
recommendation to maintain the current long-term investment return assumption of 7.5% per
annum and an assumption change recommendation reflecting improved mortality for UCRP
members.

The recommended assumption change with the most significant impact on Plan costs and
liabilities would be the change in mortality rates, as the Plan experience shows that UCRP
members (males in particular) are living longer than expected. This is also true for the general
population and is reflected in a new standard mortality table that is being recommended. This
new mortality table also incorporates a margin for future improvements in mortality consistent
with current Actuarial Standards of Practice.





The recommended assumption changes, if approved, will be effective for the July 1, 2011
actuarial valuation and changes to annuity option factors and LSC factors will be effective for
retirements and LSC elections beginning on July 1, 2012 and later. A copy of the full UCRP
Experience Study and action item will be available in July on the Regents’ website.

2
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AGENDA ITEM M
June 24, 2011

UCRS ADVISORY BOARD
ELECTION OF STAFF MEMBERS

LIST OF CANDIDATES

GRAI L. ANDREASON
Associate Manager (Sr. Licensing Associate), UC San Diego

CATHERINE A. BRENNAN
Assistant Researcher, UC Los Angeles

PAUL D. BROOKS
Spectroscopist, UC Berkeley

MICHAEL ERAZO
Public Safety Dispatcher, UC Berkeley

RASCHEL GREENBERG
Student Affairs Officer (Academic Counselor), UC Irvine

MONICA MARTINEZ
Administrative Clinical Care Partner, UC Los Angeles

DEBORAH H. MCWILLIAMS

Chief Administrative Officer (Manager, Functional Area), UC Los Angeles

Attachment 1
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University of California

UCRS Advisory Board

HR/BENEFITS

Meeting of June 24, 2011
AGENDA ITEM M

UCRS Advisory Board — Election of Staff Members

An election has been underway for two non-Academic Senate seats on the UCRS Advisory
Board, currently held by Vice Chair John Sandbrook, UCLA, and Tricia Hiemstra, Interim
Human Resources Director, UCSB.

The call for nominations produced seven qualified candidates from various UC locations. A list
of the qualified candidates is attached for the Board’s information. The newly elected Board
members must be from different University locations and their terms will run from July 1, 2011
through June 30, 2015.

Two paths for voting were available for all eligible UCRP members: E-ballots for online voting,
as well as mail-in paper ballots. For the first time a third-party external vendor, VR Election
Services (VRES), conducted the election process while UC maintained full oversight and control
of all decision points.

In order to encourage participation, this election was supported by a broad based
communications effort. All election and nomination materials, including candidate statements,
were provided in Spanish as well as English. To answer any questions voters may have had,
VRES offered a toll-free 800 number as well as a customer service e-mail help desk. As a result
of these efforts, over 10,000 eligible voters had cast ballots as of June 13, 2011 as compared to
3,525 total voters in the prior staff election.

Background on the UCRS Advisory Board and other communications were posted on the UC
Human Resources election website at http://atyourservice.ucop.edu/ucrs_election/. An update on
the election process was provided at the February 25, 2011 UCRS Advisory Board meeting.
During the election, updates were given at meetings of the Benefits Managers as well as two
meetings of the Union Coalition.

The 25-day election voting period began on May 23™ and concluded on June 17" at 5 p.m. The
UCRS Advisory Board and the winning candidates will be notified of election results shortly
after the election is completed. Results also will be announced in UC communications and
posted on the UC Human Resources election website:
http://atyourservice.ucop.edu/ucrs_election/.
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UCRS ADVISORY BOARD OFFICER ELECTION

NOMINATIONS
FOR FISCAL YEAR 2011-2012

UCRS ADVISORY BOARD CHAIR

Nominee By

Nathan Brostrom Dwaine Duckett

UCRS ADVISORY BOARD VICE CHAIR

Nominee By

Dwaine Duckett Nathan Brostrom
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UCRS ADVISORY BOARD ELECTION BALLOT

FOR FISCAL YEAR 2011-2012

UCRS ADVISORY BOARD CHAIR

Nathan Brostrom D

Abstain I:I

UCRS ADVISORY BOARD VICE CHAIR

Dwaine Duckett I:I

Abstain I:I
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University of California

UC UCRS Advisory Board

HUMAN RESOURCES

June 7, 2011

PRINCIPAL ANALYST SEMPLE

By virtue of this letter, I wish to nominate Nathan Brostrom, the Executive Vice President of
Business Operations at UCOP, to be Chair of the University of California Retirement System
Advisory Board for the period of July 1, 2011 through June 30, 2012.

As the Executive Vice President of Business Operations, Nathan has responsibility over both
budgetary matters and human resources administration for the entire UC system. In his role as a
member of the President’s Post Employment Benefits Task force, he was integrally involved in
assessing the critical funding issues facing the University of California Retirement Plan (UCRP),
formulating recommendations to ensure UCRP’s sustainability, and participating in system-wide
forums. A former Vice Chancellor for Administration at the Berkeley campus, he is uniquely
familiar with the various campus constituencies and their concerns about compensation and
retirement security.

For these reasons, and his past experience working on financial matters for other educational
systems, including Stanford University, the California State University system and the California
Community College System, I recommend Nathan for the position of UCRS Advisory Board
Chair.

Sincerely,
T Dwvie % 1 wefee?—
6/8/11
Dwaine B. Duckett Date

Vice President, Human Resources
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University of California

UCRS Advisory Board

HUMAN RESOURCES

June 9, 2011

PRINCIPAL ANALYST SEMPLE

By virtue of this letter, I wish to nominate Dwaine Duckett, the Vice President of Human
Resources at UCOP, to be Vice Chair of the University of California Retirement System (UCRS)
Advisory Board for the period of July 1, 2011 through June 30, 2012.

As the Vice President of Human Resources, Dwaine directly oversees both the policy and
administrative aspects of UCRS and in such capacity is deemed the UCRS Plan Administrator.
He currently serves as the Chair of the UC Management Advisory Board which governs the
Retirement Administration Service Center (RASC). He was also a member of the President’s
Post-Employment Benefits Task Force whose charge included analyzing and preserving the
health of the pension plan.

Since Dwaine also has responsibility for supervising employee and labor relations, senior
management recruitment, compensation and performance management and workforce
development, he is acutely aware of the impact that retirement benefits have on employee
recruitment, retention, and contract negotiations. For these reasons, [ recommend Dwaine for the
position of UCRS Advisory Board Vice Chair.

Sincerely,
Vet [ fpshe efs(zo1
NathanlBrostrom Date

Executive Vice President, Business Operations










University of California

UCRS Advisory Board

HUMAN RESQURCES

Meeting of June 24, 2011
AGENDA ITEM N

UCRS Advisory Board — Election of Officers for Fiscal Year 2011-2012

The election of officers will be conducted at the meeting based on nominations that have been
received for the positions of Chair and Vice Chair of the Board. An election packet consisting of
a list of nominees, a copy of the letter of nomination, and ballot is being distributed to the Board
members. For the 2011-2012 fiscal year, Executive Vice President Nathan Brostrom has been
nominated for the position of Chair and Vice President Dwaine Duckett has been nominated for
Vice Chair.

Each candidate will have the opportunity to address the Board regarding his or her candidacy, if
the candidate chooses to do so. Other Board members will have the opportunity to address the
Board regarding the candidates.

The election of officers will be conducted by closed ballot at the meeting or, at the Chair’s
discretion, a voice vote could be conducted. Board members unable to attend the meeting are
asked to submit ballots to Robert Semple of Pension & Retirement Programs by prior June 23
If ballots are used, the votes will be tallied by staff from the Pension and Retirement Programs
Unit in the presence of a UCRS Advisory Board member who is not nominated.
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University of California

UCRS Advisory Board

HUMAN RESQURCES

Meeting of June 24, 2011
AGENDA ITEM O

UCRS Advisory Board — Proposed Meeting Schedule for Fiscal Year 2011-2012

The following is the proposed UCRS Advisory Board meeting schedule for fiscal year 2011-
2012:

November 2011 *
Thursday, November 10, 2011 10:00 a.m. - 2:00 p.m.

February 2012

Friday, February 24, 2012 10:00 a.m. - 2:00 p.m.
June 2012
Friday, June 29, 2012 10:00 a.m. - 2:00 p.m.

Please note that these proposed dates are based on the availability of continuing Board members
and the Board’s past preference for conducting meetings on Fridays. Since four new members
will be joining the Board effective July 1%, the Board’s meeting dates may need to be
subsequently revised to accommodate the schedule of the new members.

Aside from the regularly scheduled meetings, additional meetings may be conducted in-person or
via teleconference, as necessary. The location of all regularly scheduled and ad-hoc meetings
will be determined based on the availability of conference rooms. You will be notified in
advance of the location of each meeting.

*Friday, November 11, 2011 is the Veteran’s Day holiday and Friday November 19, 2011 falls after the Regents
meeting of the same week.





