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Overview 
• The Education Funding Crisis and Its Impact on Collective Bargaining 

• Health Benefits Cost Containment  

• Federal Health Care Reform 

• Pension Reform 

• Retirement Benefits and Programs: Trends 

• Retirement Benefits Cost Containment  

• Questions & Answers 
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THE EDUCATION FUNDING CRISIS 
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California’s Education Spending Continues to Lag 
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California’s K-12 Spending Per Student Lags Behind 
That of the Rest of the U.S. More Than at Any Time in 40 Years 

* 2010-11 data estimated 
Note: Rest of U.S. excludes the District of Columbia 

-$2,856 (est.) per student loss in 2010-11 

National Average 
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California’s Education Spending 

© 2012 School Services of California, Inc. 
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$9,524 
$11,305 

$18,660 

K-12 Education Expenditures per Average Daily Attendance 
2010-11 

*Average of the five states with the highest expenditures per average daily attendance 
Source: National Education Association  



California’s Spending Lags the Nation 
California’s Schools Lag Behind Other States on a Number of Measures 

California  
Rank 

California Rest  
of U.S. 

K-12 Spending Per Student (2009-10)* 44 $8,826 $11,372 

K-12 Spending as a Percentage of Personal Income (2008-09)* 46 3.28% 4.25% 

Number of K-12 Students Per Teacher (2009-10)* 50 21.3 13.8 

Number of K-12 Students Per Administrator (2007-08) 46 358 216 

Number of K-12 Students Per Guidance Counselor (2007-08) 49 809 440 

Number of K-12 Students Per Librarian (2007-08) 50 5,038 809 

*2008-09 and 2009-10 data are estimated. 
Note: “California Rank” and “Rest of U.S.” exclude the District of Columbia. Spending per student and number of students per teacher are 
based on average daily attendance (ADA). Number of students per administrator, guidance counselor, and librarian are based on statewide 
enrollment. 
Source: National Education Association, National Center for Education Statistics, and U.S. Bureau of Economic Analysis 6 



Certificated 
Non-Mgmt 
Salaries, 
43.25% 

Classified 
Non-Mgmt 
Salaries, 
13.88% 

Administrative 
Salaries, 
5.25% 

Employee 
Benefits, 
20.00% 

Books & 
Supplies, 

4.29% 

Services & 
Operational, 

10.53% 

Capital 
Outlay, 0.57% 

Other Outgo, 
1.94% $ Per 

ADA 
% of 
Total 

Cert. Non-Mgmt. 
Salaries $3,835.58 43.25% 
Class. Non-Mgmt. 
Salaries $1,231.06 13.88% 
Administrative Salaries $435.93 5.25% 
Employee Benefits $1,798.65 20.00% 
Books & Supplies $380.00 4.29% 
Services & Operational $934.05 10.53% 
Capital Outlay $50.69 0.57% 
Other Outgo $172.32 1.94% 
Subtotal $9,011.72 100.00% 
Transfers & Other $118.90 1.32% 
Total Expenditures $9130.62 101.32% 

Source: District Financial Reports, 2010-11 (statistics are the averages for unified school districts). 
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Employees Have the Largest Slice of the Pie 



17.00% 

17.50% 

18.00% 

18.50% 

19.00% 

19.50% 

20.00% 

20.50% 

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 

%
 o

f T
ot

al
 E

xp
en

se
s 

Employer Contributions 
Benefit Expenses 

Source: Teacher Salary and Benefit Report, J-90, All unified districts, for applicable years 
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Health Benefit Costs (update) 
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Source: Teacher Salary and Benefit Report, J-90, all districts, for applicable years 

Year Average District Contribution 
per Full-Time Equivalent (FTE) Percentage Increase 

2011-12 10,044.44  5.406% 

2010-11 9,529.30  5.347% 

2009-10 9,045.67  5.430% 

2008-09 8,579.78  4.805% 

2007-08 8,186.42  4.673% 

2006-07 7,820.93  6.282% 

2005-06 7,358.69  0 



Ideas For Cost Containment 
Of Benefit Programs 

10 



Methods of Cost Containment 
There are many tried and true methods for helping to contain 
costs of health benefits 

– Increasing copays and deductibles 

– Joining a larger pool  

• 80% of all school agencies are part of a joint powers agreement 
(JPA), Public Employees’ Retirement System (PERS), or other pool 

11 



Methods of Cost Containment 
• Switching from composite to tiered rates 

- Or vice versa 

• Switching plans or providers 

• Postemployment benefits 

• Use a joint Employer-Employee Health Benefits Committee 
as a means of educating and communicating to employees 
about benefit programs as well as working collaboratively 
to contain costs 

12 



Methods of Cost Containment 
Included in Appendix A 

– Reenrollment of Plan Participants 

– Prescription Drugs 

– Cash-in-Lieu of Health Benefits 

– Consumer Directed Health Plans 

 
13 



Negotiating  
Health Benefits 
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The Negotiations Landscape 
• Given the economic realities of the last several years, 

negotiations have changed dramatically 
• Many employee groups have recognized the need to make 

concessions 

– Changes in working conditions 

– Furloughs 

– Salary reductions 

– Changes in benefit contributions and plans 
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Negotiating Concessions 
• Negotiated concessions have eclipsed the 10% mark in many 

districts 

• Clearly articulate your negotiation objectives or bargaining 
parameters before heading to the table 

• If you cannot afford the status quo, know what you need to 
survive and be prepared to insist on your position through 
impasse 

16 



Negotiations Process 
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Negotiations Process Timelines 



Negotiating Health Benefits 
• Get recognition that benefit costs compete against the rest of 

the budget, including salary, in terms of priority 

– And can be contributing significantly to a dire fiscal situation 

• Uncapped health plans use up dollars automatically  

– Soft capped plans can as well, depending on how the index 
moves 

• Example: 

– Assuming an $8,000 benefit cost and a $60,000 average teacher 
salary, a 10% increase in benefits cost is $800 – equivalent to an 
almost 1.50% salary increase 19 



Negotiating Health Benefits 
• Stay focused on total compensation 
• Be willing to go all the way through factfinding if securing a 

hard cap or otherwise reducing the cost of benefits is critical to 
fiscal solvency 
– “Status quo” may be seen as a “win” by the unions 

• So stall tactics may be the order of the day 
– Don’t allows negotiations to drag on – keep the pace and the 

discussions moving 
• The goal is to maintain a benefits program that is suitable for 

employees and retirees and that stays within the financial 
means and priorities of the district 

20 



Federal Health Care Reform 
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Federal Health Care Reform 
• Federal health care reform was enacted through two bills: 

– House of Representatives 3590: The Patient Protection and 
Affordable Care Act (PPACA) 

• Signed March 23, 2010 

– Health Care and Education Reconciliation Act of 2010 

• Signed March 30, 2010 

• Provisions have been phased in starting six months after the 
PPACA was signed 

– And the phasing in will continue through 2018 22 



Federal Health Care Reform 
• Certain provisions of the PPACA were challenged* 

– But the Supreme Court upheld all of the major provisions that 
impact LEAs 

• What’s next? 

Source:*National Federation of Independent Business, et al. v. Sebelius, decided June 28, 2012 
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Federal Health Care Reform 
Plan years 
beginning 
on or after 

9/23/12 

Starting 
January 2013 

Starting 
March 2013 

• Individual and group plans (through employers) must provide a uniform Summary of 
Benefits and Coverage to all applicants and enrollees 

 

• Employers who issued more than 250 Forms W-2 in January 2012 must report on Form W-2 
the total annual cost of health coverage that employees receive, starting with the 2012 tax 
year* 

• Employee pre-tax contributions to health care reimbursement Flexible Spending Accounts 
will be capped at $2,500 per year, to be increased annually by an inflationary factor**  

• The threshold for deducting medical expenses on tax return increases from 7.5% to 10% of 
income 

• Covered employers must notify employees upon hire about insurance exchanges, 
eligibility for subsidies, and loss of employer contribution (if any) if employee purchases a 
plan through the Exchange 

24 



Federal Health Care Reform 
• “Individual Mandate”: Individuals not provided health benefits by their employer must purchase through 

the Exchange or pay a penalty 
• Maximum allowable waiting period will be 90 days 
• “Pay or Play”: Employers with 50 or more employees will be required to provide health benefits to full-

time (30 or more hours per week) employees or pay up to a $2,000 to $3,000 penalty per employee, 
depending on the situation* 

• Employers with 200 or more employees who offer health benefits will be required to give notice to 
employees that they will be automatically enrolled upon eligibility or they can opt out 

• Employers will be required to report to the Internal Revenue Service (IRS) the following  
each year:  

1. Names of employee and dependents covered 
2. Number of full-time employees 
3. Length of waiting period 
4. Monthly premium 
5. Employer share of cost 
6. Actuarial value of lowest-cost option 

Starting 
January 2014 
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Federal Health Care Reform 

Starting 
January 2017 

Starting 
January 2018 

Starting 
January 2014 

• Employers with 100 or more employees can purchase health insurance from the Exchange 

• “Cadillac” tax on high-cost health benefit plans takes effect 

• Employers with less than 100 employees can purchase health insurance from the 
Exchange 

26 



Federal Health Care Reform 
• Our advice: 

– Stay tuned –  
• The IRS is still working on regulations for the provisions that start in 

2014, which may delay implementation of some aspects 
• We will continue to provide information, with more specific 

guidelines to help you implement these provisions 

– Avoid locking in health benefit provisions of employment 
contracts and collective bargaining contracts beyond December 
31, 2013 

• Ensure that there is the opportunity to reopen and negotiate when 
the IRS issues final regulations on the “pay or play” mandate 

27 



Backdrop - Pension Issues 
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Public View on Pensions 
• Public Policy Institute of California Poll: Found that 3 out of 4 

Californians view the amount of money being spent on the 
public employee pension systems as a problem 

 
• Los Angeles Times and University of Southern California Poll: 

70% of California voters support caps on pensions for current 
and future public employees and nearly the same number 
support raising employee contributions to their retirement 
plans 

29 



Media View on Pensions 
Sampling of headlines from media: 

“Do California’s Public Pensions Still Work?” – KPBS Radio 
“California Voters Wary of Teacher Unions: Would a Tax Increase Go to 

Classrooms, or to Pensions?” – Orange County Register Editorial 
“San Jose’s Rising Pension Costs are Unsustainable and Pose a True Fiscal 

Emergency” – Contra Costa Times 
 “Contract Allows Temporary San Mateo County Manager to Make $100 an 

Hour While Drawing Pension” – Palo Alto Daily News 
“Bell, California Official Who Had Been Paid $422,000 a Year Will Lose Job in 

Leadership Shake-Up” – Los Angeles Times 
“Riverside County Imposes Terms on Union: Employees Will Start Paying 3% of 

Their Salary Toward Pension Costs” – Riverside Press-Enterprise 30 



Watchdog View on Pensions 
 A Controversial Report  by Little Hoover Commission  (3/11): 

 “In another five years…when pension contributions from government are 
expected to jump and remain at higher levels for decades in order to keep 
retirement systems solvent, there will be no debate about the magnitude of 
the problem.” 

______ 

 “Relying on high fund returns” and “an aggressive investment strategy” has 
meant “employers and employees also have failed to contribute 
sufficiently.” 

______ 

 “Today, the state’s largest pension systems are dangerously underfunded.” 
31 



Watchdog View on Pensions 
Legislative Analyst’s Office conclusions: 
• State, local, and school pensions in California more generous 

than other states 
• Costs are growing factor in tight government budgets 
• Public pension costs are becoming unsustainable 
• Pay-as-you-go funding  of retiree health care a big problem 
• Tight limits on what can be done in short term to reduce costs 

due  to vested rights of current employees/retirees 
• Support for Governor’s proposal, but critical that STRS or 

retiree health issues not addressed 32 



Union View on Pensions 
Dave Low (CSEA) Chairman of Californians for Retirement Security, a labor coalition, 

(Sacramento Bee): 

“The condition of public  pensions in California is not a crisis. Pension costs make up just 3 
percent of the state budget…” 

___ 

“The reason for this decline? Collective bargaining has increased the share public workers 
contribute to their pensions and funds have taken tougher lines on pension spiking. 

Similar changes are being negotiated in more than 200 California cities, counties and 
local districts, where public employees have agreed to increase pension contributions, 

reduce formulas and lower costs.” 
___ 

“California's public sector unions intend to be strong partners with legislators in recrafting 
the pension system.”  
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The Political Response 
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Political Actions 
• Legislature 2011:  Many introduced, but few pension reform bills 

passed the legislature or signed by Governor. Many “City of Bell 
Bills”. 

• Governor’s Proposal: Presented a 12-point pension reform proposal 
in early 2012. 

• Ballot Initiatives:  Record number on pensions filed; 
legislature/governor – want reforms to  head off initiatives. Never 
made ballot due to lack of funding. 

• Legislative Conference Committee: Held hearings through May 2012.  
Submitted a package of reforms in July to Governor. Never made 
public. Governor did not like. 35 



Major Reform Issues 
• The Hybrid Plan (Governor): 

Defined benefit pension plan would be responsible for about 
1/3rd of the 75% replacement income or 2/3rd of income for 
teachers and others not in Social Security 

– Defined contribution plan 1/3rd 
– Social Security 1/3rd  

• Cash Balance Plan or Defined Contribution Only (Employers) 
• Unsuccessful in negotiating these due to complications, 

unions, so instead tried to reduce formulas and limit benefits 
(supplemental) 36 



What Happened? 
• Governor wanted pension reform as his top priority in 2012 
• Gov. Brown felt it was needed for Prop 30 tax increase to pass 
• Unions not supportive of doing much other than fix abuses 
• Management/public agencies want cost relief from escalating 

pensions 
• Final result:  Governor didn’t get hybrid, employers didn’t get 

real cost relief.  Too little, too late. Unions not happy. Reform 
happened though and more to come. 
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The Result: “PEPRA” 
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Overview of PEPRA 
• California Public Employees Pension Act of 2013 “PEPRA” – 

passed by legislature on last day of session on 8/31. 

• Signed by Governor on 9/12. Government Code Sections 
7522.et seq. 

• Went to committee vote a few days before floor vote – only a 
few hours after final language written, no advance text on bill. 

• Negotiations between Governor and Democratic leadership 
(Speaker Darrell Steinberg) on last weekend of session. Unions 
not present or involved. 

•  Takes effect January 1, 2013. 
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Who Does PEPRA Apply To? 
• Applies to all state and local public retirement systems and to their 

participating employers 

• STRS, PERS - All school districts, county offices of education 

• Does not apply to the University of California system, charter 
counties, charter cities if not in PERS (87 of them) 

• Retirement systems – means defined benefit (DB) or pension for 
most part 

• Not defined contribution (DC) plans like 403(b), 457, some 401(a). 

• Effects supplemental defined benefit plans – i.e. some early 
retirement incentives and other such plans 
 40 



Who Does PEPRA Apply To? 
• PEPRA mainly applies to “New Members”: 

– New to any public retirement system – PERS, 37 Act, STRS, 
PARS-DB 

– Or six months without being in any system 

– Exception: can go back to a previous public employer 

– Legacy employees – all public employees currently in a CA 
system or another with reciprocity 

– Applies to elected and appointed employees 
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PEPRA for New Members 
• General Members (i.e. PERS):  2% at age 62 with an early 

retirement age of 52 and a maximum benefit factor of 2.5% at 
age 67 

• STRS: 2% at age 62 with an early retirement age of 52 and a 
maximum benefit factor of 2.4% at age 65   

• Safety:  Normal retirement age at 50 and a maximum 
retirement age at 57 as follows:  
 Basic Formula 1.426% at Age 50 – 2% at Age 57  

1. Option Plan 1 – 2% at Age 50 – 2.5% at Age 57  
2. Option Plan 2 – 2% at Age 50 – 2.7% at Age 57   
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PEPRA for New Members 
• Caps compensation that counts towards benefit: 

– Social Security Taxable Wage Base (SSTWB) based for those in Social 
Security ($110k in 2012) 

– 120% of  SSTWB for those NOT in Social Security ($132,120 in 2012) 
– Increased by CPI (Consumer Price Index) 

• Supplemental DC Plan:  For those making over cap; cannot 
exceed federal limit of $250,000 

• Increases member contributions: 
– 50% of total normal cost unless an MOU/contract (not resolution) 
– May be imposed unilaterally on current members in 2018 or through 

collective bargaining 
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PEPRA for New Members 
• Eliminates Replacement Benefit Plans: Prohibits a public employer from 

offering, replacement plan subject to the IRC Section 415(b) benefit limit 
($195,000)  

• Calculates Benefits Based on Regular, Recurring Pay to Stop Spiking: Requires 
compensation be defined as normal rate of regular, recurring pay, excluding 
benefits converted to cash i.e. special bonuses, unplanned overtime, 
payouts for unused vacation or sick leave 

• Requires Three-Year Final Compensation: Final compensation be defined as 
highest average annual final compensation during a consecutive 36-month 
period, subject to the cap 
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PEPRA for All Members 
• Equal Health Benefits or Health Benefit Vesting: Eliminate 

ability to provide better health benefits or health benefit 
vesting to non-represented than for represented – retiree 
health. 
– No  Purchase of Airtime 
– No Retroactive Pension Increases 
– No Prohibit Pension Holiday 
– No Pension Benefits for Felons 
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PEPRA for All Members 
Limits Post-Retirement Public Employment: 

• Limits retirees in public service from working more than 960 hours 
or 120 days per year for any public employer 

• Requires 180-day "sit-out" period before a retiree could return to 
work under same retirement system 

• Requires a one-year "sit-out" period for retirees who received 
retirement incentive 

• Waiving of 180-day period, must go before elected body via the 
Brown Act and prove it’s critical 

• Exceptions for specialized, expertise, or emergency, safety 46 



Impact – Supplemental Plans 
• No new Supplemental Defined Benefit Plans after 12/31/12 at local 

level 

• Board must adopt resolution by 12/31/12 to provide in future 

• Existing ones grandfathered 

• Can’t do early retirement incentives “traditional way” of defined 
benefit plans 

• Can do them as 403(b) defined contribution plans 

• Market for supplemental defined contribution plans for anyone 
above the compensation cap  

 47 



What’s Next? 
Technical Clean-up Bill:  

• December 1st will be introduced as urgency measure to conform 
and clear up technical problems  

• Many issues with language of bill 
• Could pass in early 2013 

Other Bills: 
• May attempt to make more changes to PEPRA of a substantive 

nature 
• Cash Balance or Defined Contribution Bill 
• Pension Reform not done; more bills expected in new session 
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STRS Issues 
• CalSTRS’ reported funded ratio dropped from 78 % as of the 

2009 actuarial valuation to 71 % in the June 30, 2010 valuation 
• As of June 30 last year, getting to 100% funded would require 

an additional 14 % of pay, about $4 bil/yr 
• Little Hoover Commission report estimates that system will run 

out of money to send pension checks to retired teachers 
around 2040 

• CalSTRS lowered its investment forecast from 8 to 7.75 %, not 
to 7.5 % as advised by actuaries 
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Methods of Cost Containment 
Included in Appendix B 

– Employee Benefits 

– Retiree Health 

– Retirement Incentives 

– Part-time Employee Benefits 
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Questions? 
Handouts for conference available at http://aec.csba.org  

 
 Michele Huntoon, School Services of California, Inc. 

Associate Vice President 
(916) 446-7517; micheleh@sscal.com  

 
Suzanne Speck, School Services of California, Inc. 

Director of Management Consultant Services 
(916) 446-7517; suzannes@sscal.com 

Maureen Toal, PARS  
Vice President, Public Affairs,  

(800) 540-6369 ext. 135; mtoal@pars.org   
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APPENDIX A 
HEALTH CARE COST  
Containment Ideas 

52 



Reenrollment of Participants 
• Reenrollment of all plan participants treats everyone as if he or 

she were a new employee 

– Start with a clean slate 

– Verify benefits eligibility for each employee and retiree 

– Require all employees and retirees to provide proof of eligibility 
for benefits for family with documents, such as marriage license, 
domestic partner registration, birth certificates, adoption papers 

53 



Reenrollment of Participants 
• Requires significant administrative effort 

• And requires employees to provide supporting documentation 

– So this should not be done every year 

• But reenrollment can identify plan participants who are no 
longer eligible 

– Some school agencies have saved 10% or more on their annual 
health plan costs 

54 



Prescription Drugs 
• Prescription drugs account for nearly 20% of health care 

spending 

• Direct-to-consumer advertising by the pharmaceutical industry 
encourages higher brand name utilization 

– When the generic would treat their medical condition just as 
effectively while saving them money 

• When education is reinforced with financial incentives, 
prescription drug users make better value decisions, saving 
money while realizing better health outcomes 
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Prescription Drugs 
• Generic substitution provides a significant benefit to both the 

patient and the plan sponsor 

– Saving on average 60% over the brand equivalent and resulting in 
far lower copayments 

• The major factors of total net cost are: 

– Drug mix – the percentage of generic versus branded drugs 

– Channel mix – the percentage of retail versus mail prescriptions 
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Prescription Drugs 
• A 1% increase in the generic fill rate equals at least a 1.50% 

decrease in a plan’s overall annual drug costs  

• And the same prescription dispensed through a mail service 
pharmacy costs approximately 10% less  

• Many agencies are separating the prescription drug coverage 
from the medical coverage 

– Shop around! 

57 



Cash in Lieu of Health Benefits 
• About a dozen districts offer cash in lieu of health benefits 

– Can have unwanted effects on health plan costs 

• Adverse selection 

• Work on reducing or eliminating this element  

58 



Consumer-Directed Health Plans 
• Provide incentives for employees to become partners in 

managing health care costs 
– More information on cost and care options 

• Choose high-quality, lower-cost alternatives when available 

– More focus on wellness and preventative care 

• Provide for better management of utilization 
– And management of overall costs 

• Typically, a High-Deductible Health Plan (HDHP) paired with a 
Health Reimbursement Arrangement (HRA) or Health Savings 
Account (HSA) 59 



Consumer-Directed Health Plans 
• HSAs 

– Employees each have their own account 
• Similar to an Individual Retirement Account (IRA) 

– But for medical costs instead 
• Investment choices 
• Portable from employer to employer 
• Contributions and earnings can be nontaxable, as long as funds are 

used for medical expenses 
– Legislation is needed to coordinate state tax law with federal 

tax law  
60 



Consumer-Directed Health Plans 
• For 2013, maximum annual contribution is $3,250 for single 

policies and $6,450 for family policies 

– No longer limited by health plan deductible 

• Federal law also allows: 

– One-time tax-free rollover from HRA, IRA, or Flexible Spending 
Account (FSA) to HSA 

• Unused balances carry over from year to year  

– No “use it or lose it” provision 
61 



Consumer-Directed Health Plans 
• HSAs require enrollment in an HDHP so that the HSA covers a 

portion of the costs before reaching the HDHP coverage: 
 
 
 
 
 
 

– Premium savings can be used to reduce these amounts 
– And first dollar coverage can be provided within the HDHP for 

preventive care 
 

62 

*2013 amounts, indexed annually for inflation 



Consumer-Directed Health Plans 
• Combination of HSA/employee covers costs up to HDHP 

coverage 

– So health insurance premium costs are significantly reduced 

• Contributions to HSA can be made by either employer or 
employee 

– Some or all of the savings on health insurance premiums can be 
redirected to the HSA  

• Employee contributions can be made pretax through a Section 
125 plan 
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Consumer-Directed Health Plans 
• HSAs are relatively new, but those who have implemented 

them report significant savings in premiums 

– But the economics may not work for all employees  

• Offer an HSA-compatible plan as one choice among the menu 
of plans available 

• Consider pairing with a reduced obligation for 
postemployment benefits 

64 



APPENDIX B 
RETIREMENT AND OTHER BENEFITS 

Cost Containment Ideas 
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Employee Benefits 
US Office of Personnel Management (OPM) survey: 

 

 Most important benefits to remain in or accept federal 
employment: 

 

1. Pension Plan 91%  
2. Thrift / Savings Plan (401k / 403b) 89%  
3. Employee Health Care Benefits 89%  
4. Retiree Health Care Benefits 87%  
5. Life Insurance 71%  
6. Long-Term Care Insurance 63%  
7. Health / Wellness Programs 53%  
8. Flexible Spending Accounts 45%  
9. Tele-work / Telecommuting 40%  
10. Child Care Subsidies 31% 
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Evaluate consequence of GASB 45 

 Forecast budgets using actuarial information 

Manage the outcome 

 Have an Actuarial Report Performed 

• Continue Pay-as-You-Go 
approach 

• Set-aside funds in District 
held special reserve 

• Fund into revocable or 
irrevocable trust 

• Change benefit programs 

• Increase employee/retiree 
contributions 

• Reduce vesting of benefit 
programs for employees 

• Explore bond financings  

• Explore defined 
contribution approach 

Retiree Health  
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Retiree Health 
• Contributions trust comply with GASB 45 – considered “assets” 

that offset liabilities on financial statements 

• Allows ability to diversify investments according to 
Government Code Sections 53620-53622 
– Diversification may allow a change in discount rate from 4% to 

up to 7.5% 

– Rule of thumb says an increase of 1% in discount rate could 
reduce the district’s overall liability by 15% to 20% 

• Provides enhanced security for employees and retirees since it 
cannot be touched by district or its creditors  
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Retirement Incentives 
• Financial incentives used to encourage employees to retire from service 

earlier than normal in order to achieve fiscal savings for the District 

• Savings created by: 

– Accelerating rate of natural attrition retirements 

– Replacing the departing employees with lower salaried employees 

– Eliminating higher salaried employees to reduce the number of  
positions otherwise facing layoffs or reductions 

• Normally offered to a group of employees based on an established set of 
eligibility criteria during a short period of time or “window”  
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Benefit Formula District determines benefit formula 

Cost Savings Analysis Vendor can assist the District quantify the costs and savings 
associated with a proposed plan 
Ensure vendor discloses all assumptions 

Employee Groups 
 

District determines eligible employee groups 
Can exclude certain groups (e.g., administrators) 
Can offer one plan to all STRS and PERS covered employees 

Minimum Participation 
Requirement 

Can withdraw plan if actual participation does not generate 
anticipated retire numbers or savings 

Retirement Incentives 
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Retirement Incentives 
 Fiscal Analysis 

71 

Total Compensation Differential between Retiring 
Employee and Replacement Employee 

Less Retirement Health Care Cost 
Less Retirement Incentive Cost 
Less Current Natural Attrition 
Less Future Loss in Natural Attrition 
Plus Savings Due to Non-Replacements 

Equals Net Savings or Cost 



Alternative to Social Security for part-time, seasonal and 
temporary employees: 

• Meets all federal requirements (IRC 3121(b)(7)(F)) 
• Reduces costs to District/Employees due to lower total 

contribution rates (12.4% to 7.5%) 
• Structured as either an IRC 401(a) Defined Contribution 

Plan or an IRC 457(b) Deferred Compensation Plan 
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Part-time Employee Benefits 



$0 
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$171,500 in 
Ongoing  

Annual Savings 

Part-time Employee Benefits 

Assumptions   
500 PST Employees 
$3,500,000 annual payroll 
 
Contribution Splits 
EE Contribution: 6.2% 
ER Contribution: 1.3% 



Last Year Savings  Total Savings to Date 

$210,463 $2,525,733 

$0  

$500,000  

$1,000,000  

$1,500,000  

$2,000,000  

$2,500,000  

$3,000,000  

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10 Year 11 Year 12 Year 13 Year 14 Year 15 Year 16 Year 17 Year 18 Year 19 
Cumulative Savings $42,676  $131,450 $217,303 $313,966 $418,635 $548,660 $705,367 $879,558 $1,069,6 $1,247,1 $1,395,6 $1,534,6 $1,640,2 $1,764,8 $1,912,1 $2,085,4 $2,272,9 $2,483,3 $2,525,7 
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Part-time Employee Benefits 



APPENDIX C 
Related On-line Articles and 

Websites 
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Health Care 
Ask SSC . . . more questions about working after retirement 

ask SSC . . . questions on the “pay or play” provision of health care reform  
what's coming up under federal health care reform 

U.S. Supreme court finds health care law constitutional  
by the way . . . calpers board approves rate increases for health benefit plans  

changes related to federal health care reform 
 

Pension Reform 
Ask SSC . . . questions about "new member" under pension reform 

by the way . . . pension reform webcast archive available  
governor signs landmark pension legislation 

legislature approves pension reform  
conference committee report on public employee pensions adopted  
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http://www.sscal.com/fiscal_reports.cfm?action=display&contentID=18295
http://www.sscal.com/fiscal_reports.cfm?action=display&contentID=18133
http://www.sscal.com/fiscal_reports.cfm?action=display&contentID=18068
http://www.sscal.com/fiscal_reports.cfm?action=display&contentID=18015
http://www.sscal.com/fiscal_reports.cfm?action=display&contentID=17977
http://www.sscal.com/fiscal_reports.cfm?action=display&contentID=17599
http://www.sscal.com/fiscal_reports.cfm?action=display&contentID=18351
http://www.sscal.com/fiscal_reports.cfm?action=display&contentID=18314
http://www.sscal.com/fiscal_reports.cfm?action=display&contentID=18199
http://www.sscal.com/fiscal_reports.cfm?action=display&contentID=18179
http://www.sscal.com/fiscal_reports.cfm?action=display&contentID=18166


 
 Pension Reform  

 
 http://www.pars.org/news-center 

 
CSBA GASB 45 Solutions Program for Funding Retiree Health Care Costs 

 
http://www.csba.org/Services/Services/DistrictServices/GASB45.aspx 

 
http://www.pars.org/pars-solutions 
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http://www.pars.org/news-center
http://www.csba.org/Services/Services/DistrictServices/GASB45.aspx
http://www.pars.org/pars-solutions
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