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EXECUTIVE SUMMARY

From 1961 to 1990, the State of California contributed to the University of California Retirement
Plan (UCRP)n the same way it contributed to alltbie other state and public agen®tirement

pland\ based on the level of employee compensation provided by the Beaeen 1990 and

2007 UCRPwas overfunded and did not require contributions femyone- the State, other UC
funding sources, or emplogs. Since 2008)C actuaries determined thaintributionsare again
required, but the Governor has refused to allocate the full amount requested by the UC Regents,
and the Legislature has not approved any amount. This leaves UC in the precariousgiosition
resuming contributions for stageipported employees without state support.

The CA Legislative Analyst (LA) hagone so far as to questitime StateOs obligationsigpport
UCRPat all He noted thasome features of administration make UCRP ineligibteState
retirement supporthe UC Regents both fund tif@lan and have fiduciary responsibility for the
Plan, while most othepublic pension plans separate these functiohs.State funds the plan
andan independerBoard of Trustees has fiduciary pesisibility to the beneficiaries to invest
the assets and deliver theomisedbenefits. The LAOs questions and assertions have dffecte
retirement funding not only on a statepported (& payroll of about $2.7 B but on the full UC
covered payroll of $7.8. Note: See the chapter below, OUCRP Market NumbersO for a brief
primer on retirement funding terms. All calculations are estimates to show perspective.

UCOs legal status as a public trust did not prevent the State from contributing to the UC
retirementplan from 1961 until 1990 when UCRP became stipeded.

Now that the contribution holiday is over, the StateOs delay in resuming contributions has been
costly to the University retirement plan. Total UCRIbilities are increasing at a steady and
predictable rate during this period ffil contributiondelay andwill continue to increase when
contributions resume on April 15, 2040a level far below what is actuariatgquired To fund

the mounting pension debt plus the StateOs share of the actgmiitald contribution, the UC
Regents will be pushed farther toward privatizing the University.

The UCLA FA urges the State not to break its pension promighs tdniversity of California

in order to save money. The contributions UCRP requested f@t#te in 20090--$180.9

MN is a relatively small amount to the State, which will spend $6.9 B in retirement contributions
to state and public employees in 2a®and nearer $8.5 B in 201Q.

By using the end of UCRPOs contribution holiday as an opjigrto cut off retirement support

for the University is financially and politically unwise. The UCRP unfunded liability will grow
quickly if contributions do not resume at the levels recommended by the actuaries. More
importantly, by not funding the seasupported UC employees, the State stands to assume the
liability risk for all the other UC employees whose compensation is not provided by the State but
who are covered by UCRP. Taking any actions that increase state pension liability, raise UC



tuition, and reduce access will harm the StateOs interests in the long run. The better choice is to
resume contributions to UCRP.

INTRODUCTION

The history of CA public pension plans tracks very closely coverage for public teachers. As early
as 1904 the State guprted retirement annuities for professors at UC Berkeley and UCSF.
Several years later, in 1913, school and community college teayieesl coveragby the CA

State Teachers Retirement System or CalSTRS. State college teachers had to wait for coverage
until 1932 for the State Employees Retirement Plan, SERS, which later became the Public Emp
loyees Retirement Plan, PERS, now called CalPERS.

History also shows that CA public pension plans are independent, neither owned nor controlled
by the StateHundredsof public retirement plans were established according to the provisions
set out in theCalifornia Government Code, in particular the section devot@dldic Employees
Retirement Law (PERL.passed in 1937, which outlined all aspects of public pemdéon
administrationgcalling for an independent Boarah annual independent audit and valuation,

order to provide protections for the State, which assumed public pension plan lilaliisy

directly referred to in CA public retirement pension lawe UC Regents are required to follow
certain procedures to ensure continued funding of its retirement plan. In every way, UCRP fits
into the public retirement plans in the State of California and mirrors the requirements the state
outlines for their fundig or change in funding, benefit structure, and maintenance in return for a
continuing obligation on the part of the State to pay the employer retirement contribution on state
provided compensation.

UCRP is included in comprehensive studies on growingigetiability in the State. On Dec.

28, 2006, GovSchwarzenegger established the Public EmployeeEoptoyment Benefits
Commission (PEBC) to study tipeoblem (www.pebc.ca.gov The Commission requested that
the California Research Bureau (CRB) conduct a survey of all the StateOs public retirement
systems in order to identify the total pension obligation and the amount that is unfunded. The
CRB researchers included the two big sfateded plans, CalPERS and UCRIR school plan,
CalSTRS, and estimated the figuresdbpublic agency plans. The survey examined the current
funding levels and employer contribution rates since 190@oking at financial data as of June
30, 2006, the researchers found that tleee®is retirement assets were $516 B, including UCRP,
but the liability was $579.5 B, with $63.5 B unfunded. The total funding ratio was 89%.

A recent study published by the Stanford Institute for Economic Policy Resgatated the
pensionliability figures for theState retirement systems: CalPERS, including the palgiéncy
pension plans administered by CalPERS, UCRP, and the School Plan C#3F&8g for

Broke: Reforming CaliforniaOs Public Employee Pension Systems,O April 2010
(http://siepr.stanford.eduStanford researchers found that the StateOs retirement assets had
dropped to $442.1 B, a drop of $109.7 B from the previous fiscal year end. This drop in assets
and increase in unfunded liability lowerdugktfunding ratio close to the 55% level.

State politicians and legislators link the pension liability squeeze with reduced funding for higher
educationln a recent speech, Gov. Schwarzenegger said thatcsleting public pension



payment Ois money thaannot go to our universities, our parks and other government functions.
Now, for current employees these pensions cannot be chBngdtier legally or morally. We

cannot break the promises we already made. It is a done dealO (see Opension reformO at
http://www.californiapension reform.coand go taJan. 6th, 2010)Ironically, connecting the

StateOs mounting retirement liability and the plight of Oour universitiesO compounds the problem
the State &s created for UC: the needs of the other state and public pension plans in California
have pushed aside UCOs modest claim to continued state support for UCRP.

Some part of the confusion in resuming contributions is understandable. It has been sméong s
contributions have been needed in the UC retiremenNptaarly 20 year8l that many,

including those in the LAO, have forgotten what it was like for the University of Califtrnia

fund retirement. Given the UniversityOs size and scope in-2016anpuses, three Department

of Energy labs that it manages, five Medical Centand, research stations throughout California
and in many foreign natioNsfunding retirement contributions for ovef 7,000active and

inactive memberwiill be a significant undeaking In order to recreate the sense of shared
responsibility to support retirement benefits for so many different groups of employees, we need
to go back farther in history than 1990 when the Regents suspended all contributions to UCRP,
back to the begimngs of the University, to see the pattern of support for retirement that emerged
over time.

HISTORY OF THE UNIVERSITY OF CALIFORNIA

CALIFORNIA VOTERS DESIGNATE UC AS A “PUBLIC TRUST” IN 1879

The history of the University of California goes back to 1&4#@n Legislators included in the

first state constitution a vision of a public education system supported by the State for the good
of all citizens.Gold was discovered in California in the same year that the image of a future
university system began takshape in the minds of Legislators. A few years later the State

took advantage of the federal Morrill Act of 1862, which established thegliaard college

program: the federal government donated federal land to the states if they used it to create
colleges. However, giving land for colleges did not constitute federal funding, a principle which
occasionally resulted in colleges teetering on the brink of bankruptcy, yet located on prime state
real estate. In short, states had to take the land donatiomshfecfederal government but fund

the colleges built upon them to make them grow and flourish

In 1868, the state Legislature passed the Organic Act, which provided the charter for California’s
only landgrant university. Signed by Gov. H. H. Haight onrta23, 1868, Charter Day, the

new act created the University of California. One of the provisions of the Organic Act allowed

the State to create a OcorporationEwhich is OThe Regents of the University of California0.0 The
UC Regents first began organizimgOakland in 1869, but by 1873 moved to Berkeley and

opened the first campus of the University of Californigtp(//sunsite.berkeley.edu/uchistory/
general_histgr/overview/index.htm).

Creating the University of California meant first creating the concept of a Board of Regents who
would govern it like a corporation. However, the early corporation faltered through the
interference and meddling of the state Ikedige in the workings of a university. The Regents

knew they needed independence in governance if they were to accomplish their mission to create



the highest quality university system of higher education anywhere, but independence guaranteed
not by statwe, which could be easily changed, but by the state constitution. Just about this time,
across the bay, Stanford began with a very different premise: a private university with enough
private resources to govern itself as it wished without any promises &fdte or the citizens

It was not until 1879 that UCOs special status as a public trust took final shape. During this year
the Regents attended the second state constitutional convention and lobbied for an amendment
that would give the University of GQ#drnia constitutional autonomy from legislative control.

They persuaded enough citizens that it was better to put their trust in the Regents than in the state
legislature to manage an academic institution and keep it separate from politics, meddling, and
corruption. In May 1879, the voters approved the new constitution that guaranteed the University
of California a level of independence shared by few other public institutions in the nation and
gave its governing Board of Regents "full powers of organizatial government,” subject only

to limited oversight by the state legislature. (For a general history of shared governance at the
University of California, see the work by John Aubrey Douglass, Research and Occasional Paper
Series: CSHE.1.98).

CA Constitution: Article 9 Education, Sec. 9.

(a) The University of California shall constitute a puliicst, to be administered by the existing
corporation known as "Theegents of the University of California," with full powersas§anization and
governmentsubject only to such legislative conted may be necessary to insure the security of its funds
andcompliance with the terms of the endowments of the universitgactd competitive bidding
procedures as may be made applicable tatinersity by statw for the letting of construction
contractssales of real property, and purchasing of materials, goodseavides. Said corporation shall be
in form a board composed séven ex officio members, which shall be: the Governol,ithgenant
Governorthe Speaker of the Assembly, the SuperintendERublic Instruction, the president and the vice
president of thalumni association of the university and the acting president oiikersity, and 18
appointive members appointed by the Governoragmbved by the Senate, a majority of the membership
concurring;provided, however that the present appointive members shalbfiicie until the expiration of
their present terms.

(b) The terms of the members appointed prior to November 5, 483l}e 16 years; the terms of two
appointive members to expire lasretofore on March 1st of every eweambered calendar year, and

two members shall be appointed for terms commencing on March 1,d8¥6n March 1 of each year
thereafter; provided that noduappointments shall be made for terms to commence on March 1, 1979,
oron March 1 of each fourth year thereafter, to the end thappointment to the regents for a newly
commencing term shall be madering the first year of any gubernatorial term fifoe. The term®f the
members appointed for terms commencing on and after Mad®v &, shall be 12 years. During the
period of transition until thime when the appointive membership is comprised exclusivglgrsbns
serving for terms of 12 yearthe total number of appointiveembers may exceed the numbers specified in
the preceedingaragraph. In case of any vacancy, the term of office of the appointéiéach vacancy,
who shall be appointed by the Governor apgroved by the Senaterrajority of the membership
concurringshall be for the balance of the term for which such vacancy exists.

(c) The members of the board may, in their discretion, follownogedures established by them and after
consultation withrepresentatives oatulty and students of the university, includagpropriate officers of
the academic senate and student governmampgint to the board either or both of the following persons
asmembers with all rights of participation: a member of the faculéycanpus of the university or of
another institution of highexducation; a person enrolled as a student at a campusuofivieesity for each
regular academic term during his service azember of the board. Any person so appointed shall serve
for notlessthan one year commencing on July 1.



(d) Regents shall be able persons broadly reflective @dbromic, cultural, and social diversity of the
State, includingethnic minorities and women. However, it is not intendedftvatulas or specific rat®
be applied in the selection of regents.

(e) In the selection of the Regents, the Governor shall consathasory committee composed as follows:
The Speaker of the Assemlapnd two public members appointed by the Speaker, the President
ProTempoe of the Senate and two public members appointed by the Roitemnittee of the Senate, two
public members appointed by tB@vernor, the chairman of the regents of the university, an aluafinus
the university chosen by the alumni association of the uriiyeasstudent of the university chosen by the
Council of Student BodPresidents, and a member of the faculty of the university choste lagademic
senate of the university. Public members shall sienviur years, except that one each of the ithtia
appointednembers selected by the Speaker of the Assembly, the Presiddrtniyore of the Senate, and
the Governor shall be appointed to sefiretwo years; student, alumni, and faculty members shall serve
for one year and may not be regents ofuthiersity at the time aheir service on the advisory
committee.

(f) The Regents of the University of California shall be vestighl the legal title and the management and
disposition of th@roperty of the university and of property held for iknéfit andshall have the power to
take and hold, either by purchase ordmyation, or gift, testamentary or otherwise, or in any other
mannerwithout restriction, all real and personal property for the beakfiie university or incidentally to
its canduct; provided, howevethat sales of university real property shall be subject to cutipetitive
bidding procedures as may be provided by statute. cegidration shall also have all the powers
necessary or conveniefatr the effective administratioof its trust, including the power sae and to be
sued, to use a seal, and to delegate to its committeeshe faculty of the university, or to others, such
authority orfunctions as it may deem wise. The Regents shall receive alldengsd fran the sale of
lands pursuant to the act of Congres3uwdy 2, 1862, and any subsequent acts amendatory thereof.
Theuniversity shall be entirely independent of all politicakectarian influence and kept free therefrom in
the appointment of iteegentsand in the administration of its affairs, and no peduall be debarred
admission to any department of the universitypocount of race, religion, ethnic heritage, or sex.

(9) Meetings of the Regents of the University of California dtelpublic with exceptions and notice
requirements as may be providadstatute.

Only 5 other major public university systems share the designation of public trust, among them
the U. of Michigan, another one of the highestking public college systems in theuatry.

UC AND THE STATE APPROPRIATIONS PROCESS

UCOs autonomy from legislative control did not mean autonomy from the state appropriations
process, which was controlled by the Legislature and the Governor.

ARTICLE 4, LEGISLATIVE, SEC. 12.

(b) The Goverar and the Governeglect may require a state agency, officer, or employee to furnish
whatever information is deemed necessary to prepare the budget.

While the legislative and executive branch allocate funds to the University, they do so with the
knowledge that they cannot impair the ability of the Regents to govern the University through

the allocation process. (For a more detailed discussion of autonomy and the designation Opublic
trust,O see the work by Harold W. Horowitz, OThe Autonomy of the Unjvafr§ialifornia

under the State Constitution,O originally published as a paper at the @enmaaca Conference

on the Comparative Constitutional Aspects of Access to Higher Education, available online at
http://www.ucop.edu/ogc/pdfs/uc_autonomy.pdf



EVOLUTION OF STATE & PUBLIC AGENCY RETIREMENT PLANS

THE SCHOOL PLAN: CALSTRS

The oldest public retirement plan in California is CalSTRS (CA State Teachers Retirement
System), created by law in 191GA Education Code, Title 1, Division 1, Part 13). Originally

this plan offered retirement benefits to certificated public school teachers and community college
teachers in the amount of $500 per year or roughly 50% of compensation. Funding came from
the State in the amount of 5% of the annual revenue from inheritance taxes and from employee
contributions of $12.00. In 1956 CalSTRS was changed to a defined benefit plan (DBP).
Currently, CalSTRS is governed by the TeachersO Retirement Law, CA Governneent Cod
Sections 2200@7413.

The CalSTRS Retirement Board has 12 members, some appointed, some elected, some ex officio
government officials, which has exclusive control over the investment and administration of the
retirement fund. If the Board decides thateeds to increase employer contributions it must go

to the Legislature for approval. (See Funding CalSTRS Benefits at
http://calstrs.com/Legislation/funding_calstrs_benefits)pdf

The CalSTRS contribution policy divides the Normal Qmetween employer and employee
Currently, the employee pays 8% of his or her covered compensation, and the employer, for
example the employing community college district, contributes 8.25%vefet compensation,
for an estimated Normal Cost of 16.25%. The State appropriation would cover any amount
needed to meet funding requirements, like increases in the Normal Cost and any unfunded
liability.

The State is obligated by statute to make thp@piations to C&TRSthat are calculated by

the plan actuary and approved by the Board. During the 2003 State budget crisis, the State
withheld a $500 million payment to CalSTRS, after which the Board filed a lawsuit. The courts
ruled against the staéetion, forcing payment of the $500 million to CalSTRS several years later
plus $200 million in interest.

CalSTRS Snapshot: Dec. 31, 2009

In 2010 CalSTRS is the third largest public pension plan in the nation and the second largest in
the state, with ahd 432,383total members and about 1,400 different local school district
employers. As obec. 31, 2009CalSTRS has $131B in assatal an estimated unfunded

liability of about $78 billion and &undingratio of about 75%. The State contribution for 2009

10 to CalSTRS was $1.1 billidseewww.calstrs.confor info).

THE STATE PLAN: SERS TO PERS TO CALPERS

By the late 1920s, the State was interested in expanding retirement coverage to a larger base of
state workersatinclude state college teachers and employees falling in the OsafetyO-eategory
police officers and firefighters. Legislators believed that state sponsored retirement plans would
actually save the State money by moving the salaries of older employéwes sifite budget for
current operations and on to a retirement plan, making space for hiring younger employees with



lower salaries. Also pension plans that provide adequate retirement income would keep older,
retired state employees off public assistgorograms.

However, if the State were to take on the obligation to sponsor thestetompenefits, state
government employers seeking state funds for retirement needed to adopt and follow sound
actuarial funding principles. In 1927 the state creat&dramission on Pensions of State
Employees (Chapter 431, Statutes of 1927), which made several recommendations, including
prefunding:

An urgent responsibility rests upon the state to see that any retirement system, which it may sponsor, is
placed upon acnd financial basis, where liabilities are provided for as they are incurred, rather than when
they mature.

The Commission further explained the importancadufpting and followingctuarialy sound
funding principles, like estimating the cost of therent service year, interest rate earned on
investments, mortality rates, projected salary increases, etc. In the following year, 1930,
California voters approved Proposition 5, which amended the State Constitution (Section 22a,
Article 1V) to allow pensias to be paid to all state workers, with prefunding explained in the
ballot argumenthttp://holmes.uchastings.edu/library/californesearch/cdallot-
measures.html#ballotprops

In 1931 legislation (Government Code, Title 2, Division 5, Parts 3 and 5; and Article XVI,
Section 17, California Constitution) was enacted to establish the State Employees Retirement
System (SERS). By 1932, SERS wagperation.

Under the State constitutiomeg CalPER3oard of Administration has sole and absolute
authority and fiduciary responsiblility for the investment and administration of PERF, the Public
EmployeesO Retirement Fund, which includes more tharo®8fé systemOs retirement program
net assets. The Board has 13 members: six elected by members, three appointed, and four ex
officio members including the state treasurer and state controller. has the authority to set
contribution rates, based on an ipdadent audit and actuarial valuation of the plan assets and
liabilities. The State then can exercise its rights to pay more, but nofhesemployee

contribution rate was basediginally on age at employment, but after 1970 it was changed to a
fixed percentage of pay, with the percentage established by statute, now 5% of covered
compensatiofor most state miscellaneous employéldse employer contribution fluctuated to
fund the differencéetween promised pension benefits and the revenues generatedniner
contributions and investment earnings.

The State is obligated to pay the employer contributid?ERS to fund the retirement benefits

of members in the plan. CA State Government Code Title 3, Division 4, Section Part 3, Chapter
9, Sec. 20814 nuiires the State to include in the annual budget funding an amount to support the
employerpaid retirement contribution rates established by the actuary, and requires the
Legislature to adopt the contribution rates and authorize the appropriation incdpet Buat.

20814. (a) Notwithstanding any other provision of law, the sted@sibution under this chapter shall be
adjusted from time to timia the annual Budget Act according to the following method. Asqgbdhte
proposed budget submitted pursuEnSection 12 of Article I\6f the California Constitution, the
Governor shall include theontribution rates submitted by the actuary of the liabilitybemefits on



account of employees of the state. The Legislature athafit the actuary's contrition rates and authorize
theappropriation in the Budget Act.

(b) The employer contribution rates for all other public employader this system shall be determined on
an annual basis by tlaetuary and shall be effective on the July 1 followindaeodf achange in rate.

The StateQGsbligationto pay full retirement contributionsas tested in 19884, when budget
problems affeted itsability to pay the retirement benefits requestedPBiRS, by this time called
CalPERS. In 1983, the State diok igive CalPERS its full contribution, an omission that forced
the CalPERS Board of trustees to take the State to court fggayonent of the full retirement
contribution. In 1983, the California Court of Appeals held that the failure of the State to fund
CalPERS at the actuarially determined rate was unconstitutional and ordeStataite make

up the amounts taken from the PERS annual appropriation for the first half of 1983. The issue
was later taken to the State Supreme Court, which denied heagngjihg of the lower court
stood.

CalPERS Snapshot: Dec. 31, 2009

CalPERS is the largesttirement system in the state and the nation, with over 1.6 million total
membersincluding CalSTRS and all the public agency emploges 1659 different

employers. As of Dec. 31, 2009 CalPERSBetsvere $203.3 B, andhe unfunded liability

about $5&illion, with a funded ratio of about 72%. The State contribution to CalPERs for 2009
10 was $3.3 billion(seewww.calbpers.ca.govfor info), with an anticipated increase to $4.8

billion for 201011, an increase of $1.5 billion (SacBee, 12/06/09, OGovernor to give CalPERS
more funds than it asked forQ). Including CalSTRS, the total State contribution fek(®a@p
be$6.9 B and for 20101 $8.5 B.

PUBLIC AGENCY RETIREMENT PLANS

After 1939public agencies and classified school employees were allowed to contract with
CalPERS for retirement benefits (Chapter 954, Statutes of IB32010, over 2,000 local
agency pensn plans contracted with CalPERS to administer these plans. Like CalPERS, the
public pension plans follow the requirements set out in the 1937 Public Retirement Law. The
employer contributions angaid by the local employers, who receive state approprgabat also
have other sources of revenue, like local taxes.

Thesepublic pensiorplans cover about 19% of all state and local employees statewide. For the
members in the local and municipal plans, taxes provide their compensation, and these local and
municipal employers pay the employasntributions from their state appropriations.

The State retains liability for the retirement benefits promised by these public retirement pension
plans, evethough each one %ot statutorily created?ERL applies to b presentand future
public pension plans.



Public Employee Retirement Plans Snapshot: Dec. 31, 2009

As of 200910, public agency retirement plans had about 500,000 membersaghregate
unfunded liability for the public pension plans vgl.7 billion,with an aggregate unfunded

ratio of 78.5% down from 89.6% on June 30, 200Bhrough the allocation process, the State
funded about $2.5 billion to the Public Agency Retirement System fund to cover the employer
cost of retirement benefits (seevw.pars.orgfor info).

THE CREATION OF UCRP

From its beginnings, UC had its own retirement plan, but only for faculty. In 1904, the UC plan
provided for the purchase of commercial annuities equal tdtirds salary for Berkely and

UCSF faculty aged 70 or older with 20 years of service. In 1924, the UC Regents established the
Pension and Retiring Annuities System (PRAS) for faculty andleigd administrators?RAS

had a Board of Trustees that arranged for an independamlaudit and an actuary who set the
contribution rates.

In 1937, the Regents expanded pension coverage by including @tadamic employees a

plan administered by CalPERE1e UC employees who worked in the federal labs were also
enrolled in thaJC Plan administered b@alPERS (See the OPlan Progression,0 UCRP annual
Financial Report 20089 athttp://www.universityofcalifornia.edu/regents/
regmeet/nov09/jlucrp.pd)

1954-55

In 1951, the faculty, unhappy in PRAS, voted to leave the UC retirement plan and join CalPERS,
an act which drew the full attention of the Regents to retirement problems at UC. The facultyOs
unrest is understandable. The cost of their doutiions was risingwhile the benefit level

remained unacceptably low. The activities of Distinguished Professor Constantine Maria
Panunzio, Anthropology and Sociology, UCLA, brought the plight of the UC faculty to the
attention of the Regents. Upon hisirement in 1950, he discovered that he was to receive only
$129 a month as a retirement annuity. The average income for emeriti was about $108 a month.
ONoracademic employees who were enrolled under the state civil service pension system fared
much bette whereas a full professor at UC might draw $110, a plumber with an equivalent time
record of service received something in the vicinity of $210 a month.O Although committees had
been meeting for years to study the problem of retirement at UC, nothimyéaldappened.
PanunzioOs activism led to the reformulation of PRAS benefits in 1954. (To read the full
memorial, seéttp://content.cdlib.org/view?docld=hb658006rx&ayre&brand=calisphereand

click on OConstantine Maria Panunzio.O

The Regents paid careful attention to the StateOs interests before they made any changes to the
University Ran because the State provided funding. Before making their decision abdowd wha

do in 1954, the Regents hired the actuarial firm of Coates, Herfurth, and England to analyze the
current financial condition of PRAS. It was upon their findings that the Special Committee of the
Regents announced on Mar. 8, 1954 their unanimous olec@it is for the best interest of the
University, its faculty and administrative officers, and the State of California, that the Regents
take the necessary action to provide a pension system affording to its members substantially the

10



same benefits as the afforded by the State EmployeesO Retirement SystemO with the exception
Othat such system shall not provide pensions or retiring allowances in excess of 80% of the
average of the highest three years of salary.O Furthermore, they would restructure 6fRAS to
benefits Oat less expense to the State of California and at no greater expense to the members,
with the exceptions above notedO (Monthly Meeting of the Regents, University Bulletin, VI. 2,
No. 28, March 8, 1954).

However, the reformulated PRAS wast much different from the old PRAS: it was restricted to

a small group of employees and thus had a small asset base. The UC Regents had increased the
benefit structure in 1954, but that brought the funding ratio of the plan below 100% and required
higha employer contributions. In 1954, UC faculty paid the same contribution as the state
teachers did in CalPERS, but in the years that followed, the UC contribution increased while the
member contributions in CalPERS remained constant (See the ReporCaointingittee on

University Welfare, Berkeley Division, 1957 available in the California Digital Library at
http://www.cdlib.org/). The advantages of the state system were clear: larger population

covered, sounder finaiat base, lower contributions, and higher benefits.

The State was receptive to the facultyOs desire to join CalPERS. State legislation (AB 3203) was
passed on July 10, 1957 to transfer PRAS to CalPERS, but this legislation was put on hold to
give the Regnts and the faculty time to make their decision. The UC academic senate engaged
in vigorous debate on the merits of transferring to the state system or remaining in PRAS.
Members in the UC plan did not want to be forced to participate in a small retirplaenvith
increasing contributions and a lower benefit structure than offered by CalPERS to other state
employees. If the Regents decided to maintain a separate U@ ptan]d have to include all

UC employees to build a bigger financial base. In amdiit would have to be agreed that the
member contributions in the UC plan would not be greater than required of state employees in
CalPERS. Faculty also expressed concern about autonomy: if UC transferred PRAS to CalPERS,
there could be undesirable staiterference in setting university retirement policy.

1961

In April, 1961, based on consultation with the faculty, the Regents made their decision: they
would maintain aseparatéJC retirement system, call it UCRP (University of California
Retirement Rin), extend it to all the employeesany of whom wereurrently inCalPERS, and
reject the still pending CA legislation that would have transferred PRAS into CalRERE is

a governmental defined benefit plan established and maintained under sectiapefGhe
Internal Revenue Codin 1961, some UC employees decided to stay in CalPERS, but many
transferred to UCRP, and after 1961, all new UC employees enrolled in the UG\pthmost
importantly,the Regents promised thesuld provide a benefitisicture comparable to the one
offered by CalPERS at less expense to the State and to UC employees.

The Regents were confident in their decision to create their own retirement plan for all their
employees because they were confident of continued Stadersugever during the long

decision process did the State raise questions of eligibility for continued state support if the UC
Regents expanded their separate UC plan. Reports show extensive academic senate debate on the
issue of a separate UC Plan, wigleulty comparingSERS to PRAS benefits on many factors,

11



such as retirement age and survivor benefits, but never considering the possibility of losing State
financial supportor those employees whose compensation the State pro{8zlithe Report

on theAcademic Council, Northern Section, Dec. 18, 19550d the continued support after

1961 for 30 years for the University Piathe statesupported part of the UCRP population

shows that the Regents were correct in their assumption.

The Regents conceated on a different question entirely: could tlhisge their autonomy to the
benefit of everyonethe University, its faculty, federally supported researchers, and the State of
California? Although the Regents did not need the approval of the Legistatmiake this

decision, they needed the good will of the State to make it work. In creating UCRP, the Regents
took into account the StateOs interests because they knew that they did not want to create a
retirement system that would be more expensive fosttite to fund than CalPERBhe Regents
knew that a well managBldwell invested plan could benefit everyone, and at that time, their
autonomy gave them the authority to invest the emerging UCRP assets in the full range of
options.

And autonomy plus a reniable history of high investment returns would make the new UCRP
succeed while the older, smaller PRAS stumbled. UCRP grew in numbers of employees and
asset base. The Regents more than kept their promise to the State to keep UCRP less expensive
than CalPRS. Between 1978 and the end of 1982, the State paid close to 5% less for UCRP
than CalPERS. In 19834, the State contributed 18.3% for State Miscellaneous (including CSU)
members of CalPER&d employees contributed 5%, for a total contribution of 23Ethis

same time period, the State contributed (as an I0U) 14.9% forssigperted employees at UC

and employees contributed 3%, bringing the total to 17386é.Table 2 in the Appendix for a
historical perspective on the StateOs contribution to WDREalPERS.

Now that all UC employees had a single retirement plan, they were no longer eligible to join the
State system.

UC’s Exclusion from Membership in PERS system (CA Gov. Code)

Sec.20301. Except as otherwise provided in this section, any pesfsoion October 1, 1963, is employed
by the university, and is a member of any retirement system maintained by the university, or who after that
date enters university employment, shall be excluded from membership in this system.

A university member whis separated from university employment due to layoff and who is reemployed
by the university shall have the right to elect, in accordance with regulations of the board of regents,
membership in this system in lieu of membership in any retirement systenaimed by the university, if
written notice of the election is filed with this system within 30 days after his or her reemployment.

UCRP Contribution Policy

The most complex feature of the University of California Retirement Plan is the evolution of its
contribution policy that serves a large public trust, a single employer, with different cohorts of
employees funded by different sourcBst by 198384, the annual process of funding UCRP

was long established. After the UC actuaries set the level obtttabution needed, the UC

Regents paid the employer contribution for all employees covered by UCRP based on total
covered compensation with the expectation that the State, the federal government, and any other
private sources, which funded UC employeesuld reimburse the Regents for their share of the
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retirement contributiorBut the reimbursement process followed a specific sequétics, the

State would reimburse the Regents for the stapgported employees. Second, the Regents

would assess a peas contribution on federal research grants at the same level set by the State
but in an amount to cover the employees supported by federal research funds. And third, the
Regents would assess the same level of contribypiaisby the Statéom all othemonstate
sources, which would then flow into UCRAII UC employees receive the same benefit

structure, and all funding sources pay the same amount to cover their employees. But the
historical funding policy of the University Plan evolved to requireStae to set the

contribution level for all other funding sources.

The LAO understood the unique situation of UC retirement funding. In analyzing the proposed
state budget for 19885, the LA listed the Oretirement systemsO that had requested state
contributions: the Legislators, Judges, Public Employees (including State Members and School
Members), State Teachers, and the University of California. A footnote to table 70 explained the
special funding situation of the University of California: the $82.%ianilstate retirement
contribution to UCRP for that year ORepresents only the stateOs share of contributions (about
42% of total contributions) for UC employees whose salaries and benefits are paid from state
funds. The balance of contributions comes ffederal and private sourcesO
http://www.lao.ca.gov/analysis/1984/pandi_84 part3.pAind for that year, aboutl®4 million

flowed into UCRP from federal sourgd$C Medical Centergndother independent funding
sources, making up a total of abo@B% million in employer contributions toward UCRBee

Table 1)

In such a carefully interlinked systemioitial State fundindgollowed by reimbursement, the
consequences of nonpaymeéemgtany one party are severe, especially the State because it
historically sethe level ofthe contributionof others If the State of California doesnOt pay the
retirement contribution for statpported employees, federal and UC Medical Center retitemen
funding does not flow into UCRP. Since the State only supports about 33% of UC employees, if
it does not pay its 33% retirement contributions, the other 67% does not flow into UCRP either.
Federal funding is also part of the Medical Center funding. Rgugte third of the funding for

the UC Medical Centers comes from federal research and grants and from NIH.

State funding follows a different dynamic than other kinds of funding at UC. State funding
increases th&eneral kEnd support for UC in the yearathit is awarded, while many other

funding sources at UC committed retirement funding for a longer period years, typically from

one to three, but occasionally even longer. If the State pays the retirement contribution, the
federal government does not adijits total payment in any way. Instead, the same level of
retirement contribution paid by the State must be taken out of the federal research and grant
funding to support those UC employees engaged in these research projects for the duration of the
grantat the level of support received by other sgatpported employees. However, on newly

issued grants, an increase in the state contributions results in an increase in federal contributions.
A similar situation exists for the UC Medical Centers. Once ratire contributions are resumed

by the State, there is no magical increase in funding foistade sources: the Medical Centers

must reallocate current funds to include the cost of retirement contributions. Furthermore, it
would be difficult for the MedidaCenters to increase funding to cover retirement because they
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have only limited ability to pass through increases in their costs to insurance companies, who pay
the bulk of the Medical Center revenues.

The StateOs response to past fiscal emergencEscores its obligation to pay retirement
benefits for statsupported employees at UC. In 1983, a budget crisis prevented the State from
paying the employer contribution to UCRP. After some discussion of what should be the
appropriate actuarial assumptsoior UCRP, the State and the Regents reached an agreement
acknowledging the StateOs liability to théversity Planthe State gave tif@an a 30Gyear bond

to cover its liability in lieu of payment. In doing so, it enabled the continuing contributmms f
the federal government and other fgtate sources whose contributions were linked to the
StateOs contribution because the State promised to repay the amount owed in the future.

Had the State not made its contributialbeit as an IOWthe then oughly 60% of nofState
retirement funding would not have flowed into the UC retirement plan. The State knew that
nonpayment of its obligation would lead to a loss of all these other sources of funding, which
would have financial consequences in the fofrimcreased employer retirement contributions in
the future for statsupported employeeBelay could also have increased the StateOs liability to
the full contributions actuarially required but not received by UGRRas in the StateOs

financial selfinterest neither to delay payment nor pay less than the actuarially determined
amount for the statsupported UC employees. In 2010, the State is still paying on those old
debts and living up to the promise it madéhi® Regents toestore the employer ntribution of
198484.

The UCRP Funding Surplus

These historical dynamics explain, in part, why resuming contributions at UC has been so
difficult. 1t has not been a question of the UC Regents and@employees hoping that

someone else would pick upal that keeps increasing over time, as the LAO has suggested. It
has been more a realization that the funding surplus is over. Now federal funding devoted to
research, science, and medicine has to be significantly decreased at a time of other l[sudget cut
and general economic downturn in order to spread that funding further to cover retirement.
Resuming contributions after such a long suspension will affect every aspect of the University
community, fromprofessorsaaccepting a decrease in total compengsadica time of salary

cutbacks to researchers in science and medicine realizing that fewer funds will be available to
conduct research and serve patients than they had available to them in the past.

The OprefundingO success of UCRP between 1990 and@9#ftraordinary. Investment

return covered the retirement costs for 20 years, without anyone having to pay contributions. The
CalPERS Board typically expects that 75% of benefits will be paid from investment earnings.
UCRP investment earnings paid 100%tenefits for 20 years.

Actuarial restrictions prevent overfunding as well as underfunding a retirement plan. For UCRP,
continued contributions after 1990 would have violated the full funding policy for UCRP passed
by the Regents themselves for the 1p&h year. Under that new funding policy, UC would
suspend contributions when the smaller of the market value or the actuarial value of Plan assets
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exceeded the lesser of the actuarial accrued liability, or 150% of the estimated current liability
(The SegbGroup, Actuarial Valuation Report for UCRP as of July 1, 2005).

Funding surpluses often encourage retirement Boards to increase basdfgppened in the

State in 199%vhen the Legislature passed SB 400, which increased state workersO pensions by as
much as 50% and made the benefit increases retrodstit/the Regents were conservative in
handlingthe UCRPfunding surplus. The halt of contributions to UC in 1990 reduced retirement
costs just as the State was entering a budget crisis, the saméhatigrompted the UC Regents

to cut faculty merits for 19992. And 1991 saw the first VERIP that provided incentives for UC
employees to take early retirement. Indeed, during the State budget crisis of the early 1990s, the
overfunded position of thgC retirement plan allowethe Regent$o replace older faculty with

younger faculty with lower salaries via 3 early retirement incentive programs.

Although no contributions were made to the overfunded pension, the UC Regents did not want
employees to forgehe process of contributing to retirement (deductions of some percentage of
salary from payroll on a pretax basis). So they required employees to contribute roughly 2% of
their salary into individual DC accounts (defined contribution) so that whenhutigns to the

basic plan again became necessary, contributions to DC Plans would cease and future
contributions would be rerouted back to UCRP.

Over the years, UCRP has not been the only state funded retirement plan to achieftsndagder
statudN asses exceeding liabilities to the extent that neither the employer nor the employee has
to pay contributions. For example, neither the State nor the school teachers and community
college professors had to contribute to retirement to CalSTRS betwee20@®8ecause of the
superfunded status. But in July 2002, the State contributed 2.3% of covered compensation to
resume contributions to CalSTRS when the actuaries called for contribatitivat level

UCRP Snapshot: Dec. 31, 2009

In 200, UCRPwas the thid largest government pensiolap in the state, with about 2308
total members (178,808 active and inactive 48@00retired). As of Dec. 31, 2009, the Market
Value of Assets was $36.58 B. The unfunded liability was about $9.7 billidmavfitnded réo

of about 78.8%. See OMarket Numbers,O below, p. 21. (For investment information as of
12/31/09, seevww.ucop.edu/treasuréirtvinfo/COI_IAG_Perf_Summary 109.pdf and see

the highlights of the 20089 UCRP Valuation at
http://www.universityofcalifornia.edu/regents/regmeet/nov03&4Spnt.pdy.

CALIFORNIA RETIREMENT LAW
CA GOVERNMENT CODE

GENERAL PROVISIONS OF PUBLIC PENSION AND RETIREMENT PLANS

Title 1 Division 7. Miscel Chapter 21. Public Pension and Retirement Plans. 7500-7514.5
This section of the CA Gov. Code outlines the general provisions of retirement benefits,
including the Board, the actuarial assumptions needed to support the contribution, and the
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general requirements of the participants to gigbgce of change in any of the basic elements:
change in plan benefits, contribution rates, actuarial assumptions

Obligation to Provide Notice of Change in Plan Benefits, Contribution Rates, Actuarial
Assumptions

7507. The Legislature and local legislatbodies shall secure the services of an enrolled actuary to
provide a statement of the actuarial impact upon future annual costs before authorizing increases in public
retirement plan benefits. An "enrolled actuary” means an actuary enrolled undér €ubt Title IIl of
the federal Employee Retirement Income Security Act of 1974 and "future annual costs" shall include, but
not be limited to, annual dollar increases or the total dollar increases involved when available.

The future annual costs dstermined by the actuary shall be made public at a public meeting at least two
weeks prior to the adoption of any increases in public retirement plan benefits.

UC’s Obligation to Provide Notice

7507.5. Itis the intent of the Legislature that the Reggfritse University of California provide written
notice to the Legislature of any proposed changes to retirement plan benefits, employer or employee
contribution rates, or actuarial assumptions affecting the University of California Retirement System, at
least 60 days prior to the effective date thereof. The written notice shall be provided to the Joint
Legislative Budget Committee and the fiscal subcommittees and shall consist of:
(a) A description and explanation of each specific proposed change to thi benefure, contribution
rates, or actuarial assumptions.

(b) The actuarial impact upon future annual costs of each proposed change

UC and the General Provisions

7507 and 7507.5

(1) recognizehatthe Lhiversity of CaliforniaRetirementSystem (UCRS) is
distinctfrom the public retirement plan (otherwise 7505.5 would not be needed),

(2) recognizehat the Regents are empowered to make decisiohkIRIS,

(3) but, since the State has an obligation to fund the University plan,

(4) thelLegislaturanserted a clause thegquiredthe constitutionallyautonomous
Regentgo follow certain procedures to secure continued State funding for UCRS.

The exact same wording, "the actuanmpact upon future annual cosis'use for the Regents
in 7507.5 asn 7507, to indicate th&iCRSis autonomous, the Regentsist consider the
implications of their decision in terms of théure costdo the StateSo the intent of 7507.5 is to
make sure that future annual costs of the UC Retiresystémare includedn the deliberations
of the Joint Legislative Budget Committee

Section 7507.5 is an important legal formulation of the relationship between the University and
the Legislature with respect to retirement funding and the ultimate liability of the Stéte for t
state and public pension plafifie implicit assumption appears to be that whatever obligation
the state may have for the Public Pension and Retirement plan applies equally to the UC
Retirement plan.

Public Employees Retirement Law “Perl” of 1937; Secs 20000-21703

In 1937,the Legislature enacted a comprehensive statutory scheme, the Public Employees
Retirement Law(PERL,CA Government Code Title 3, Division 4, Part 3, Chapter 3 and 3.9)
establishing the Public Employees Retirement System (see@®&8 fbr OdefinitionsO) This
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Statute renamed SERS to PEMRSs bring the new PERS under the provisionthefPublic
Employees Retirement Law. A few years later, the OCalO wastaddake it CalPERS and
distinguish this public pension plan from thoseeoéd in other state$his law provided

definitions, explanations of eligibility, membership requirements, and clarification of funding for
state and local members.

Definitions in “PERL”

“University”
20071, "University" means the University of Califoraiad includes The Regents of the University of
California as defined and authorized by Section 9 of Article X of the California Constitution.

“Employee”
The definition of OemployeeO establishes that the basic requirement of eligibility to become a
memberof the PERS system is that compensation be provided by the state.

20028. "Employee" means all of the following:

(a) Any person in the employ of the state, a county superintendent of schools, or the university whose
compensation, or at least that pamtof his or her compensation that is provided by the state, a county
superintendent of schools, or the university, is paid out of funds directly controlled by the state, a county
superintendent of schools, or the university, excluding all other polstidalivisions, municipal, public
and quaspublic corporations. "Funds directly controlled by the state" includes funds deposited in and
disbursed from the State Treasury in payment of compensation, regardless of their source.

The “University” and “Employee”

About one third of the UC workforce iis the Oemploy of the st@tetheicompensation is

provided by the state or by university funds disbursed from the State TreHsenrg.is always a
special step in applying general definitions to UC becauséith a public trust that falls

outside of the jurisdiction of the legislature and a state agency, in the sense of an agency that
receives funds from the state to pay the compensation of workers. UC needs to request funds
every year from the General Fuadcording to the same general appropriations process that all
state agencies follow.

“Employer”
There are several kinds of employers included in PERL who are required to make contributions
for an eligible employee.

20030. "Employer" means the state, timversity, a school employer, and any contracting agency
employing an employee.

20031. "Employer federal contributions" means those contributions required of employers under the
federal system with respect to wages paid to individuals who perforneegiiemployment in any

coverage group included in the fedestdte agreement, at the rate of taxes imposed on employers by

Section 3111 of Title 26 of the United States Code for the respective calendar years set forth therein and all
penalties and intest that may be required to be paid with respect to those wages under thestatkeral
agreement.
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UC and “employer”

The Regents are the employer for all the employees at UC. They are required to pay retirement
contributions for all employees. In the cadehose employees supported by federal funds, the
federal government reimburses the Regents for those contributions according to the Oemployer
federal contributionsO and the fedattate agreementgain, there is a dual relationship: the UC
Regents aréthe employer in the general sense that UC is a public trust governed by the Regents,
but the State also functions as the employer in the limited sense that the State provides funds to
UC for retirement of stateupported UC employees.

Membership in PERS

“Member”
20370. (a) "Member" means an employee who has qualified for membership in this system and on whose
behalf an employer has become obligated to pay contributions.

(b) "State member" includes:

(1) State miscellaneous members.

(2) Universitymembers.

(3) Patrol members.

(4) State safety members.

(5) State industrial members.

(6) State peace officer/firefighter members.

(c) "Local member" includes:

(1) Local miscellaneous members.

(2) Local safety members.

(d) "School mmber" includes all employees within the jurisdictmfra school employer, other than local
policemen, school safetgembers and members included in a risk pool.

UC and “member”

UC is a state member in the sense that the State disburses funds to UC thecosmpensation
of some UC employees and that the State assumes the obligation to pay contributions on that
compensation for retirement.

“Classification of different kinds of members”
20371. "Member classification" means either of the following:
(8 Miscellaneous member classification, which includes state miscellaneous members, university
members, local miscellaneous members, state industrial members, and school members.
(b) Safety member classification, which includes patrol members, stateqféeer/firefighter members,
state safety members, and local safety members.

20380. "State miscellaneous member" includes all members employed by the state and university, except
industrial, patrol, state peace officer/firefighter, and state safetyoersm

20381. "University member" includes all members who are employees of the university.

UC and Membership

The statesupported UC employe@se miscellaneous state members because they are not safety
employees and they receive their compensation fhenstate. There are also some UC

employees who are members of CalPERS in the sense that they belong to that retirement plan by
virtue of reciprocity agreements between CalPERS and UCRP. Much legal attention has been
paid to the UC employees supported by fiederal government who were members of CalPERS
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before and after 1961 because they were not offered the same early retirement incentives as
members of UCRP in the nineties.

“employer contribution”

PERL clarifies the process by which the State makesirament contribution for State

members.
20814. (a) Notwithstanding any other provision of law, the state's contribution under this chapter shall be
adjusted from time to time in the annual Budget Act according to the following method. As part of the
proposed budget submitted pursuant to Section 12 of Article 1V of the California Constitution, the
Governor shall include the contribution rates submitted by the actuary of the liability for benefits on
account of employees of the state. The Legislaturéada@pt the actuary's contribution rates and authorize
the appropriation in the Budget Act.

20830. All payments required by this chapter to be made by the state to the retirement fund, are continuing
obligations of the state.

“employer contribution” for contracting agencies followed a different funding procedure:

20463. (a) The governing body of a public agency, or an employee organization, recognized under Chapter
10 (commencing with Section 3500) of Division 4 of Title 1, that represents empldyteespoiblic

agency, that desires to consider the participation of the agency in this system or a specific change in the
agency's contract with this system, may ask the board for a quotation of the approximate contribution to
this system that would be ng¢iged of the agency for that participation or change.

Each of the local contracting agencies aaeparate contract with PERS to administer their
retirement plan. The funds for these contributions could come from a variety of sources,
including state disursement of funds for the agency as a whole. Some agencesbige
financial resources, including the ability to request more tax rev@heaemportant aspect of the
StateOs employer contribution policy is that it is based on actuarial requirecutionsijlwhich
must be funded in full.

UC and the Employer Contribution

Before 1937

Before and after 1937, the State provided the retirement contribution for UC empidyeses
compensation was provided by the Stat€ followed the procedure pursuant ta SE2 of Art.

IV of the CA Constitution an®ERL, Section 20814 (ag@ach year the UC Regents presented a
budget request to the Governor, who then issued a budged\adtaatingthe funding requests,
which wasthenpassednto the legislature for appral. In these annuaéquest, the UC
Regentdroke out theetirement contribution for the stagepported membefsst in PRASand
later in UCRP

Records show a consistent pattern of annual payment by the State to UC for retirement of state
supported mployees until 1990, when UC actuaries announced the temporary cessation of
contributions(See Tables 1 and 2 below in the Appendi¥hen the actuarial analysis called for
resumption, then all of the funding sources would be required to resume theatioblig pay
contributions for the employees they suppor@ther pension plans, like CalSTRS, in California
have taken holidays and not had their funding withdrawn when contributions were resumed.
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Even the State had a holiday for a yé¢&m 2000N and did ot have to contribute to CalPERS,
but had to resume contributions the following year at 4.2%. Contribution holidays are temporary
cessation of contributions and do not terminate obligation.

After 1937
After 1937, PERS administered the UC plan for-stake supported employees. The UC Regents
paid the employer contribution for these employees but were reimbursed by the multiple funding
sources for these employees whose compensation they provided. For federal grants and research,
UC included the costs of re#ment in calculating its annual indirect costs, and the federal
government allocated these amounts to the UC Regents in their grants.

Administration

The Board And Fiduciary Responsibility

200151. The board and its officers and employees shall disahaigeuties with respect to this system
solely in the interest of the participants and beneficiaries:

(a) For the exclusive purpose of both of the following:

(1) Providing benefits to members, retired members, and their survivors and beneficiaries.

(2) Defraying reasonable expenses of administering this system.

(b) Minimizing the employers' costs of providing benefits under this part.

(c) By investing with the care, skill, prudence, and diligence under the circumstances then prevailing that
a prudent person acting in a like capacity and familiar with those matters would use in the conduct of an
enterprise of a like character and with like aims.

20152. Notwithstanding Section 13340, there is hereby continuously appropriated, withoutaéigaad
years, from the retirement fund to the board, the amount necessary to pay for any insurance obtained
pursuant to Section 7511, which payments shall be made upon warrants drawn by the Controller upon
demands made by the board.

7511. Notwithstandg any other provision to the contrary:

(a) A public retirement system may purchase insurance for its fiduciaries or for itself to cover liability or
losses occurring by reason of the act or omission of a fiduciary, if the insurance permits recthese by
insurer against the fiduciary in the case of a breach of a fiduciary obligation by the fiduciary.

(b) A fiduciary may purchase insurance to cover liability under this section from and for his or her own
account.

(c) An employer or an employeeganization may purchase insurance to cover potential liability of one
or more persons who serve in a fiduciary capacity with regard to an employee benefit plan.

The Board and UCRP

The University has constitutional autonomy and in establishing its owropgplain determined
that the plan fiduciaries would be the Regeritsey have the responsibility for managing and
investing UCRP assets. They set investment policy, but delegate the implementation of that
policy to the TreasurerOs Offidée Regents looto the UC administration to carry out the day
to-day operations of the retirement plan.

In addition, the Regents have a UC Retirement System Advisory Board (UCRS Board) to offer
employee feedback to retirement policy. The UCRS Board is composed d@dgresentatives of

UC management, two faculty chosen by the Academic Senate, and two representatives elected
by staff.The role of the Advisory Board is to develop ideas or new approaches to the framework
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of UCRP benefits and to provide an open forum toudis concerns relating to all members,
participants, and beneficiaries.

TheAdvisory Board can only advise and not recommend or consult because of concerns that the
Board could be construed as violating the Odirect dealingO provisions of the Califgiaia Hi
Education Employee Relations Act (HEERA), the labor law governing UC, its employees, and
unions. These provisions prevent UC from Odealing directlyO with employees, rather than the
unions that represent them, over the terms and conditions of employxneording to court
precedents, the direct dealing provisions prevent the UCRS Board from making
recommendations to the Regents.

On one level, the UC Regerateeboth the Plan Sponsdighey fund the employer retirement
contributiorN and the Plan fiduci#es, thus appearinto violate the independence betwélesse
two functions that exists in other public pensiomplan California. However, on a more
important level, the historic contribution policy of UCRBRowsthat the Regas are not the
actual Pla sponsors. Althouglineéymaymake the initial employer contribution mUCRP for
all covered employeethey are reimbursed by the various funding souyiicekiding the State,
the federal governmenthe UC Medical Centers and other independent ergegpfiheactual
funding sources are the agencies that reimburse the Regenitally, it is only if one othe
funding sources, like the State, refuses to pay its share of the retirement costs of for the

employees it supports, the UC Regents are fardedhe position of becoming the only Plan
Sponsor.

UCRP MARKET NUMBERS & CALCULATION & WHAT THEY SHOW

NUMBERS (as of Dec. 31, 2009)

-- Market Value of Assets (MVA): $36.582 B

-- Actuarial Accrued Liability (AAL): $46.368 B

-- Funded Ratio (MVA/AAL) about 78.8%

-- Unfunded Actuarial Liability (UAL) (MVAAAL): $9.786 B

--UAL amortized over 15 years (UAL/15)1808.8 M

-- Cost of 1 year of UCRP benefits (Normal Cost): $1.309 B

--TheUC RegentsO request for state funding for UBRP010-11: $109 M

--State funding for retirement allocated for UCRP: $0
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THE CALCULATIONS

TOTAL UCRP ANNUAL COSTS

The Normal Cost: $1.309 B (17% of CC)
The Annual Cost to Amortize UAL over 15 yrst,$088 M(14.4% of CC)
The TotalAnnualCost = £.418B (31.4% ofCC of $7.7 Bfor the next 15 years)

STATE UCRP COSTS

The StateOs sharetioé Normal Cost$324 M (17% of $2.7 B less 5% employee contribution)
The StateOs share of AmortizisgyL: $389M (14.4% of $2.7 B)
The Total Cost for the StateZ§ M.

Note: TheOmissingO $9.786 in unfunded liability does not earn 7.5%; it earns 0%. For
example, if you had a 15 year $105,000 mortgage, the lender does not let you pay $7,000 per
year; instead, you must pay interest on the unpaid balance. Similarly, in order tiaether
UAL over 15 years, $1,108.8 M must be paid into UCRP for each of 15 years.

EMPLOYEE UCRP COSTS
If UC employees paid 5% of CC (the state employee level), they would pay $390 M.

& WHAT THEY SHOW

HIGHLIGHTS
1. UCRP is 78.8% funded.

2. The unfundediability keeps growing and is now nearly $80It would take more than $1 B
per year for 15 years to amortize the unfunded liability.

3. The annual cost of benefits (Normal Cost) is about $1.3 B.

4. UCRP needs about $2.4 B per year to restore 100&érfgrand amortize the unfunded
liability over 15 years.

5. The State hawiled to pay its share of retirement costs for sgatpported employeeg UC,
which hasdelayed resuming contributions. The total State contribution would be $713 M.

6. Contribdions are scheduled to begin on April 15, 2010 at 4% of covered compensation for the

employer and 2% for the employee, yielding about $558 M. The unfunded liability would
increase by $1.86 B by June 31, 2011.

22



7. Within the next 5 years, the unfunded ligpiwill increase to well over $15 B. If

contributions increase every year from 6%, to 9%, to 12%, to 15%, then UCRP will not be
receiving 7.5% return on the unfunded liability and contributions will not equal the Normal Cost.
For perspective on the endtynof the problem, we outline the OtuitionO solution. In order to
amortize the UAL, UC would need to charge each and every one of the 200,000 UC students,
grads and undergrads, $5,544 per year for 15 years, or ADD $3,141 to tuition forever. To pay the
Normal Cost, another $6,500 could be added. Thus, a mere $10,000 tuition increase would
handle the entirety of the UCRP problem.

CONCLUSION/CONSEQUENCES
THE STATE’S OBLIGATION TO FUND UCRP

Resuming Funding to UCRP at less than the Actuarial Recommended
Contribution (ARC)

2008-09

In September 2008, the Regents adopted a new funding policy for W@ calls for Syear
averaging or OsmoothingO of investment returagediSamortization of any future actuarial
unfunded liabilities, and a 3gear amortizaon of any future actuarial surplus. The Regents also
voted to resume contributions to UCRP, subject to the state budget process, availability of
funding, and collective bargaining, with the expectation that that the State support would be
consistent wh the StateOs approach to contributions to CalPERS: CalPERS actuaries determine
the level of contributions needed by the fund; CalPERS requests that amount from the State;
employees contribute a fixed 5%; and the State contributes the amount necessary, whe
combined with the employee contribution, to reach the level requested by the actuaries (see the
UC Regents 20089 Budget Request, ORetirement contributions,O p. 21 at the UC Budget
websitewww.budget.ucop.edu

2009-2010

After the June 30, 2008 Valuation of UCRP, UC actuaries informed the UC Regents that
contributions to UCRP would be needed for the Plan Year-2008s of July 1, 2009 oma
actuarialbasis, UCRP was underfunded for the first time in ne&lyears at $% funding.

UCRPOs full funding policy called for a total contribution of 11.5%, which would be split
between employer at 9.5% and employee at 2%. Calculated on a total covered payroll of $7.5 B,
thetotal contributionwould be abou$862.5 M(11.5% x $7.5B) That StateOs portion of that

would be $256.5M (9.5% of a covered payroll of $2.7 B). The other UC funding sources would
payroughly double that amour456 M (9.5% of $4.8B), with the federal government portion

at about 828 ($456 M /2). Employees would pay 2% or roughly $150 M (2% x $7.5 B).

The UC Regents originally requested 9.5% from the Stat@&56.5M, but in November 2008,
they reducedhe employer contribution to 4% owughly $180 M, apparently because they
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wanted to easthe transition to the full contribution levéihis request followed thetatutory
obligationof the Regent# provide notice to the State of a change in contributions according to
the California Government Code. ( Title 1 Division 7. Miscel ChaptePghlic Pensiomand
Retirement Plang’5007514.5. This code specifically mentions the obligations of the UC
Regents with regard wontinuedstate funding of the retirement plan.

According to PERL 20814 (a), the State is required to fund a public retirement system at the
level requested by the actuaries, but the Governor allocated only $20 M. Based on this reduced
level of funding, the Regents met again in February 2009 and t@tesume contributions to

UCRP at 4% for the employer and 2% for the employee, but they moved the start date to April
15, 2010 so that for three months at least contributions would resume at 6% total. This level of
contribution would continue throughly81, 2011. Later, the Legislature eliminated the $20
million funding entirely, apparently following the advice of the lldgvingthe Regentso make

the State payment without any help from the State.

For 200910, he actuarial recommended contribut{®RC) was 11.5% of covered
compensation or about $862V; the actual amount contributed will be 1.5% or $112.5 M (1.5%
x $7.5 B).The total unfunded contribution will be about $750 M.

2010-11

For the fiscal year beginning July 1, 2010, the UC actuaaieslated that UCRP needed 20.4%
of covered compensation. This level of contribution on a covered payroll of $7.9 B would have
yieldedabout$1.6 Bin total contributions

The Regents requested 4% of UCOs-stateredpayroll of $2.7 Bor $108.9M. Of this amount,
$95.7 Mwould comefrom the State and $13.2 M from UC General Fubds employees would
pay 2%.

The GovernorOs Rrased Budget for California ditbtallocateany funding for retirement for
statesupported employees at U@ 201011

For 20D-11, he actuarial recommended contribution (ARC) was 20.4% of covered
compensatioor about $1.6 B; the actual amount contributed wilb%&eor $174M (6% x $79
B), leaving about $13 B unfunded

2011-2022

UC plans to ramp up the contributions staytitil/2011: employer contributions would rise 2%

per year until they reach the amount required by the actuary under the September 2008 funding
policy, and employee contributions would rise by 1% per year until they reach 5% of covered
compensation, the sanevel that state miscellaneous employees pay who are covered by
CalPERS. It would take until 2022 for the total UCRP contribution to reach the contribution

level recommended by the actuaries.
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Lost Contributions Turn into Future Retirement Debt

Net Pension Obligations (NPO)

Government employers must fund their employee retirement plans at the level set by the actuary.
According to Governmental Accounting Standards Board (GASB) 25 and 27, which
governmental public pension plans like UCRP must follow, eygss must account for the part

of the ARC that they did not collect in contributiomfie underfunded amount becomes a Net
Pension Obligation (NPO) Bond that must be amortized in future years. In addition to amortizing
these NPOs, employers are requiregay one yearOs interest on the balance evergtybar

same rate as the assumed rate of return on retirement aasetstly 7.5% at UCThese

increases areften added to employer contributiodi$ie unfunded contributiofor UCRP for

200910 was $50 M; increased in 201Q1 by $113 B to total roughly $.88B by 7/31/2011.

These accounting ruldsghlight the problem of undiemding a public retirement plan. They

also point directly to the future problem that the State of California is creatirtgdtbrin not

funding UCRP at the level of the actuarial required contribution. CA retirement law, outlined in
PERL, requires that the State Legislature fund the actuarial amount requested by all the state and
public agency retirement plans. The Statéeventually have to pay more in the future for

deferring current contributiorsow. A dollardeferred in 2011 would requiré 5 to be

contributed if the deferral were made up in 2031, including 20 years of earnings at the assumed
7.5% rate of returnsge the UC TFIR report, updated Feb. 9, 2010, at
www.universityofcalifornia.edu/senate/reports/HP2MGY _UCRPfunding _030310.pdf

The StateOs deferral tadsiparticularly costly in the case of UCRP becafdie historic

contribution policy: the State sets the level of contribution for all other funding sources. If the
State does not begin the process, then the other funding sources do not contribute. The
contributions of the federal government can never be recovered (with some exceptions involving
the UC labs)In most governmental pension plans, the employer tacks on increased amounts to
the contributions to amortize both the NPO and the interest coshi®eannot be done for the
federal government. Under OMB (Office of Management and Budget) Circt24dr Appendix

A: once the actuaries make their calculations and the employer knows the percentage of covered
payroll necessary to fully fund the plantlioes not collect that amount from all plan

participants within 6 months after the end of the fiscal year, the employer cannot go back to the
feds some time in the future and ask for higher retirement contributions to make up for earlier
underfunding.

In the case of Uy not paying the retirement contribution for the statpported employees at
UC now, the State assumibe further risk of liabilityfor all retiremenfpaymentsiot made by

the federal governmerBy not paying $96 M in 20Q10-11, UC faled to collectroughlyanother

$96 M from the federal government and $96 M from the other UC funding soBxctee State

not paying its share to UCRP now, the State will assume three times that liability in the future.

Pension Obligation Bonds

Without Sate contributions for UCRP, the Regewi#é have to fund the stateOs share of the
UCRP retirement contribution. Theyill have to look to other funding sources, like increasing
student fees, extending the duration and increasing the size of the furlauggscalelayoffs
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or cultivating private funding. Another option would be massive downsizing, which would affect
accessalready a politically sensitive issue

Under the circumstances, the most prudent choice for the UC Regents would be to take out
Pension Obligation Bonds each year in the amount of the actuarial recommended contribution
that is attributed to the State. This amount, based on assigperted payroll of roughly $2.7 B,
would besubstantially less than an NP@hich would be the tot@mount of the contributions

not collected, based on a covered payroll of roughly $7.9B. For example, for th&R068al

year, the NPO would ber$0M, the amount of the actuaries required contributionfunded

but a POB would be only $8.5M (9.5% x $2.7 BN just the StateOs share of the total
contributions.

The POB is lower than the NPO because a bond set 8tatgecontribution level would call

forth the contributions from all of the other UC funding sources as well as employee
contributions. APOB or an 10U from the State would open the floodgate to othrributions.
These UC funding sources will pay at the same level as the State pays, but they will not pay
more. Zero contributions from the State means zero for everyond letsstateOsiliare to
understand the lontgrm ramifications of the 2 for 1 contribution process at UC lies at the heart
of its mounting liability problem with respect to UCRP. Major studies of the State liability,
including the PEBC and Stanford studies mentionedeeaiiclude the entire amount of UCRP
unfunded liability, not just the amount attributed to the StateOs share.

Not only would it be less expensive to pay interest on POBs (at roughly 6%) over NPOs (at
7.5%,), since 2/3 of the total contributiomeuld trenflow into UCRP, the effective rate of
interest would be well below 6%.

The State has shown a willingness in the past to issue POBs when it could not make the full
actuarial required contribution to other state retirement plans. The PEBC study ofestire
liability found the total unfunded liability to be $63.5 B in 2005, but this figure did not include
pension obligation bond debt which was approximately $10 B at that time.

Please see Figure 1 in the Appendix below for a graphic presentation aetRBOs could play
in UCRP funding.

Uncompetitive UC Faculty Salaries

Any cuts in University funding, including retirement funding, afféatsilty salaries, which in

turn affects recruitment and retention and ultimately UCOs reputation as a wondigkassty .

In a recent update of the Comparison 8 and UC average salaries, average UC salaries now fall
below the Comparison 8 combined average (comparison 8 is comprised of 4 private universities,
Harvard, Princeton, MIT, and Stanford, and 4 public wsities, U of Virginia, U of lllinois,

Urbana, U Michigan, Ann Arbor, and the U of New York, at Buffalo). The original idea of the
Comparison 8 was to adjust UC salaries every year so that the average fell in the middle,
between the 4 Privates and the dlkRs. With the 20090 average of the Comparison 4 privates

at $147,724 and the Comparison 4 publics at $834 e middle would babout$126,34, but

the UC average iselow that at abou#112,862.See Figures 2 and 3 in the Appendix, below.
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Perhapsven more significant is the downward trend in UC average academic salaries. Between
200809 and 2004910, the average Comparison 4 privates rose from $146,207 to $147,724, the
Comparison 4 publics rose from $103,627 to $184,8ut the average UC salatyopped from
$113,226 to $112,862, due to the furlough. The lag is now 1to2&urn UC average salaries

to the middle positionSeewww.universityofcalifornia.edu/

regents/regmeet/mar09/j1lattach.ptiese figures mean that UC is falling behind in recruitment
and retention of faculty who move among these top public and private institutions.

Deep Budget Cuts Move UC Closer to Privatization

The StateOs failuregsapport UCRP will give UC a different kind of OspecialO status: UC
professors will be the only staseipported teachers whose retirement is not funded by the State.

Beginning April 15, 2010, the Regents will resume contributions to UCRP. Even though they
plan to start with 6% of covered compensation, 4% from the Regents and 2% from employees,
they will soon need to increase that amount to 17%, the Normal Cost, and higher than that to
amortize the unfunded liability. Without state support, or an f@@bh the Statethe Regents will

be forced to reallocate other state funding as well as use student tuition to make up forothe loss
state support for retireme¥iwith all of the expected negative political fallout.

Without pension support from the State, Regents will also be forced to look to private
sources to fund the core mission of the University. Tuition will increase and fewer California
residents will be able to afford a UC educatidhis chain of events occurthe Legislature will
have usedhe historic stateallocation process to impair the ability of the Regents to govern the
university, and the State will have failed to support a public thastit created and nourished
over the years, which helped it to grow into a wallass public unersity.
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APPENDIX

Table 1
UCRP Assets, Investment Returns, Funded Ratio
Assets Funded Funded Employee Employer
FY ending MVA Ratio Ratio Contrib Contrib
June 30 in millions AVA/AAL MVA/AAL in millions in millions

1979 $1,483
1980 $1,763 80.7% $41 $193
1981 $2,106 N/A $49 $229
1982 $2,495 85.2% $52 $248
1983 $2,956 88.8% $33 $256
1984 $3,967 89.4% $42 $249
1985 $5,402 95.1% $56 $187
1986 $7,771 99.8% $62 $262
1987 $9,831 111.2% $68 $262
1988 $9,313 128.1% $72 $258
1989 $10,896 143.2% $80 $211
1990 $12,463 161.4% $87 $162
1991 $13,422 150.3% $42 $47
1992 $15,203 121.1% $0 $0
1993 $17,371 109.4% $0 $0
1994 $16,299 108.1% $0 $0
1995 $19,912 106.6% $0 $0
1996 $23,603 110.1% $0 $0
1997 $28,970 118.7% $0 $0
1998 $34,531 131.6% $0 $0
1999 $37,930 144.8% $0 $0
2000 $41,914 153.8% $0 $0
2001 $38,699 147.7% 140.7% $0 $0
2002 $34,292 138.4% 113.9% $0 $0
2003 $35,241 125.7% 106.8% $0 $0
2004 $39,289 117.9% 112.1% $0 $0
2005 $41,970 110.3% 111.9% $0 $0
2006 $43,387 104.1% 116.5% $0 $0
2007 $47,954 104.8% 119.0% $0 $0
2008 $42,031 94.8% 98.7% $0 $0
2009 $32,309 94.8% 70.9% $0 $0

NOTE: the Employer contribution given here reflects the total contribution from all sourcetatinel® federal
government, contracts and grants, and the UC Medical Cehterse figures reflect onthhe Basic plasupport
not all UCRS. Data on University of California Retirement Plan, collected from UCRP Annual Repor82(880
by Charles Salartz, UCB, 10/31/2008See his website attp://socrates.berkeley.edu/~schwrtz/

28



Table 2

UCRP: The University Plan & CalPERS
Contributions as a % of State Covered Compensation

UCRP CalPERS

year State, Misc., Tier 1 State Misc., Tier 1

end Invest. Salary Invest.

at State  Employee Salary Returns State Emloyee Increase  Returns
6/30 Contrib Contrib Increase Fiscal Contrib ution contrib. % Fiscal
1980 14.91% 3% 9.8% 10.60% 19.24% 5% 9.8% 7.91%
1981 14.91 3 6 14.60 19.563 5 6 8.72
1982 14.97 3 0 -4.60 13.56 5 0 9.58
1983 14.97 3 7 52.10 18.26 5 6 10.56
1984 14.97 2 9 -5.48 17.6 5 10 -3.10
1985 8.06 1.7 9.5 32.07 17.6 5 10.5 35.4
1986 11.3 2 5 38.60 15.45 5 6.8 24.6
1987 10.3 2 5.6 23.50 15.2 5 6.9 13.8
1988 8.59 2 3 -7.43 13.464 5 4.7 3.9
1989 5.92 2 4.7 16.82 13.224 5 4.8 15.7
1990 4.03 2 4.8 13.70 12.88 5 4.9 9.7
1991 -5 0 0 9.33 11.80% 5 0 6.5
1992 -2.5 0 0 15.30 10.30% 5 0 12.5
1993 0 0 0 17.10 9.90% 5 3 14.5
1994 -5.26 0 3 -2.80 9.90% 5 0 2
1995 -2.67 0 3 26.20 12.4 5 2.5 16.3
1996 0 0 5 21.20 13.1 5 4 15.3
1997 0 0 5 25.80 12.7 5 4 20.10
1998 0 0 4.5 21.80 8.5 5 5.7 19.5
1999 0 0 2.9 12.20 1.5 5 6 12.5
2000 0 0 3 12.80 0 5 6 10.5
2001 -3 0 0.5 -5.60 4.2 5 2 -7.23
2002 -5 0 0.5 -9.20 7.4 5 2 -5.97
2003 0 0 0 5.60 14.8 5 0.8 3.9
2004 0 0 0 14.34 17 5 0 16.7
2005 0 0 2 10.30 15.9 5 3.5 12.7
2006 0 0 2 7.10 17 5 4 12.3
2007 0 0 2.5 18.83 16.6 5 7.3 19.1
2008 0 0 0 -5.74 16.6 5 2 -2.62
2009 0 0 0 18.81% 16.9 5 0 -23.4

Note: This information was gathered from a variety of sources: Understanding CalPERS: An Overview of the CA
Public Employment Retirement system, Investmemtgy.calpers.ca.gov/msspublication/pdf
IxinbzroGKb575_pukB6-2006.5.1.pdfAnnual Facts at a Glance: Investment.
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Figure 1

PROJECTED AND FUNDING POLICY TOTAL CONTRIBUTIONS*
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* Slide 8, which is one of group of fidesincludedat the end of the TFIR Recommendatto Assure Adequate
Funding for UCRP¢an be foundt
http://www.universityofcalifornia.edu/senate/re@drtP2MGY _UCRPfunding_030310.pdf

Professor James Chalfant, UCD, a member of TFIR, provides the following description.

The slide shows three different trajectories for contrdoupercentagesBeginning with the

lower line, the actual contribution percentages are shown for 2009 and 2010, followed by the so
called "slow rampup"---employer contributions are increased by 2% per year, and employee
contributions by 1% per yeanp to 5%. This is not formal Regental policy, but a continuation of
what has been discussefluch a trajectory involves contributing less than the normal cost of
around 17% until after 2014, which contributes to increases in the unfunded liabiigy ian.

Beginning at 11.2% in 2009 are two other curves, wHhotcoincide until 2012. The lower of

the two curves shows the recommended contributions under the Regents' funding policy, adopted
in 2008. The funding policy calls for annual coitntions equal to Normal Cost, adjusted

downward for the amortization (over 30 years) of any surplus, and upward for the amortization
(over 15 years) of any shortfalAs the substantial declines from 2008 are recognized, using

the fiveyear actuadl smoothing of returns, the actuarial accrued liability (AAL) grows until

2013, and the funding polictherefore calls for higher and higher cwibutions, to make up for
thefunding shortfall.
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The total projected contributions rise to over 30% ihZ@fter which the two curves begin to
diverge. The failure to follow the funding policy leads to increases in the contribution
percentages recommended in the future, as larger shortfalls are cidaisdthe curve
corresponding to the funding poji peaks in 2014 and begins to decline, under an assumption
that the policy is followed, and the plan's returns achieve the actuarial 7.5% that is assumed,
based on the Regentshdinginvestmeniolicy. The additional recommended contributions
that resultfrom not following the funding policy are shown by the uppermost curfe. annual
contributiongthat result from not followingecommended bthe funding policyin earlier years
continue o rise over the year periocshown, exceeding 50% of covered compensation.

Thus, the consequences of inadequate contributions are shown in starkiadesthe lower
curve, the shaded regions represent the projected contributions from employees,-thedsdte
share of emplger contributions, and employer contributions from-state funding sources.
The funding policy calls for additional contributions, from stated norstate funding sources.
The area between thwo uppermost curves represents the additional, ors&Xacontributions
thatare required due to pursuing the slow rampppolicy.
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Figure 2: Average Faculty Salaries-General Campus

Average Faculty Salaries - General Campus

Private/Public (Comparison 8) and UC
5-Year Intervals to 1999-00, and each year 1999-00 through 2009-10
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Appended to Mar. 12, 2010 UCFW Meeting Agenda, www.ucop.edu

This slide shows that the last time UC salaries (general campus averages, not professional or
medical schools) were in line with the Comparison Eight av&rageghly in the middle

between the average of the Privates and the Publesin 200801. Since then, average UC
salaries have fallen below the middle and below the combined Comp 8 average.
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Figure 3: Four-year Salary Plan to Return Salaries to Market—General Campus

Four-year Salary Plan To Return Salaries
To Market - General Campus
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Appended to Mar. 12, 2010 UCFW Meeting Agenda, www.ucop.edu

UC Salaries are less than 90% of Market Level as of the beginning 612010

In 200607, UC implemented ayear plan to bring UC salaries back to market level by 2010
The first part of the plan was implemente@®306-07, but then stopped.
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