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August 29, 2013
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Re:

SCA 15 (Yee), as Introduced July 10, 2013
Scheduled for Hearing in the Public Employment and Retirement
Committee on Tuesday, September 3, 2013
Position: OPPOSE

Dear Senator Beau:

On behalf of the University of California (UC), I write to express the University’s
strong opposition to SCA 15 (Yee), which would amend the California State
Constitution to require UC’s retirement plan to be subject to the requirements of
the California Public Employees’ Pension Reform Act of 2013 (PEPRA) for all new
employees. UC believes that SCA 15 would be detrimental to the University and
counter-productive to the steps UC has already taken in recent years to preserve
the long-term viability of its pension and retiree health benefits while still
providing the opportunity to recruit and retain mission-critical employees.
As a responsible steward of one of the nation’s premier public higher education
systems, we have worked pro-actively for the last several years, in broad consulta
tion with the entire UC community, to protect the financial health of its retirement
system. These steps were taken well in advance of PEPRA. In 2009, I appointed a
Post-Employment Benefits Task Force and charged the group with developing
recommendations for sustainable retirement benefits. The resulting recommen
dations were approved by the Board of Regents in December 2010. UC feels the
design of our new tier, and the corresponding changes to our retiree health pro
gram, are best suited to recruit and retain the specialized workforce UC requires.
UC has already implemented a series of prudent measures designed to reform its
pension programs.
UC has implemented a number of substantial pension program reform measures such
as restarting and gradually increasing both employer and employee contributions to
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the University of California Retirement Plan (UCRP), gradually increasing the retiree
share of health benefit costs, and revising eligibility requirements for retiree health
benefits. A key measure adopted by The Regents in 2010, was the creation of a new
pension tier, with slightly modified benefits, for all employees who join the University
on or after July 1, 2013.
The new UCRP benefit tier and the revised health benefit eligibility requirements
were designed in tandem to encourage retention, extend UC career service, improve
coordination with Social Security and Medicare, as well as to reduce long-term pro
gram costs. Because this tier has a lower cost, more of the employer contributions
can be applied to the unfunded liability.
Even though this new UCRP tier went into effect a little more than a month ago,
SCA 15 would essentially require UC to establish an additional tier, subject to
PEPRA and any subsequent changes to PEPRA. As UCRP is not part of Ca1PERS,
creating this new tier would involve significant systems implementation, training,
and administrative costs. Indeed, many unions have already agreed to the new UC
tier for new hires via multi-year contracts with the University.
A new retirement tier based on PEPRA would significantly hinder UC’s ability to
attract and retain world-class faculty and staff.
UC believes that the maximum allowable compensation that can be used as part of
the benefit calculation under PEPRA would have a significant impact on our ability
to attract top faculty, cutting-edge researchers, many medical enterprise employees,
and other exceptional staff. Both the new 2013 Tier and the current UCRP
compensation maximum are tied to the Internal Revenue Code retirement plan
compensation limit, which is currently set at $255,000. Under a PEPRA-based tier,
however, a UC employee’s pensionable compensation would be tied to the Social
Security Wage Base, which is currently set at just over $113,000 for employees with
Social Security.
Modeling the impact of SCA 15 against our current UC staff population yields
approximately 16,000 employees whose pensionable compensation under PEPRA
would be greater than $113,000. Nearly half of these staff—just over 7,400— are
faculty, including tenure and tenure track professors, adjunct professors, lecturers,
research faculty, and librarians. Of those, just over 1,000 are in the Health Sciences
Clinical Professor Series, which includes physicians at our medical center with
faculty designations. There are also almost 300 non-faculty academics, which
include professional researchers and specialists in UC’s Cooperative Extension.
Finally, in addition to a number of managerial and administrative staff, the lower
compensation cap would affect approximately 3,100 nurses, 375 non-faculty physi
cians and dentists, and 400 pharmacists at UC’s hospitals, medical centers and
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student health clinics. There would be a substantial incentive for any new employee
who was capped at the PEPRA threshold to consider securing employment with
another institution because they would no longer be gaining any additional retire
ment benefit from compensation increases they may receive over the course of a
lengthy career at UC. We firmly believe other higher education institutions would
target these employees because of this fact.
Recruiting and retaining world-class faculty is one of the University’s highest
priorities. UC competes with other public and private academic institutions, both
nationwide and globally, to hire these individuals. According to the University’s most
recent Accountability Report, UC faculty salaries are between 85 and 89 percent of
the benchmark that UC has historically used to assess their competitiveness. These
discrepancies in compensation create huge challenges to the University’s efforts to
recruit and retain high-quality faculty. While many private colleges and universities,
such as Harvard and Stanford, do not offer defined benefit retirement plans, as a
recruiting tool, UCRP offsets below-average faculty salaries and helps UC secure
talented academics.
The quality of the University of California is founded on its distinguished faculty
who provide top-quality educational opportunities to students and service to society.
As currently designed, UCRP incentivizes long careers at the University, promoting
the recruitment of talented faculty and staff who will develop their work with UC
over a lifetime. A cap on covered compensation, such as imposed by PEPRA, would
immediately lower the value of UC’s total compensation package.
Establishing a new retirement tier based on PEPRA would be tremendously costly
and produce little savings to offset additional costs.
Implementation of UCRP’s new 2013 Tier has already consumed a significant
amount of staff and administrative resources. For almost two years, a project team
of nearly 40 HR and dozens of IT staff has worked to complete the programming
changes to UC’s payroll and UCRS systems, to draft and review two rounds of
retirement Plan Document and Regulation changes, to develop new operational
procedures accompanied by staff training, and to create new and revised employee
communication collateral needed to inform UC employees of the benefits they will
receive under the new tier. As UCRP is not part of Ca1PERS, should SCA 15 be
approved, UC would have to conduct this process yet again, further increasing the
administrative costs to administer a new pension tier in addition to the 2013 Tier
and the UCRP tier for employees hired prior to July 1, 2013, without resulting in
overall significant cost savings. Based on modeling performed by UC’s actuary,
SCA 15 would produce minimal savings to the University that could offset addi
tional costs, while simultaneously reducing the likelihood that we could attract or
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retain those very employees that have given the University a competitive edge
those who have considerable experience and expertise.

—

The University believes it has already implemented the pension reform measures
necessary to ensure the financial health of its retirement program. The value of
post-retirement benefits under UCRP discourages faculty and staff from leaving
the University midcareer, helping UC retain faculty and staff who frequently
receive outside offers from private institutions. UC believes that SCA 15 will only
serve to add significant administrative costs to the University while undermining
UC’s ability to maintain the quality of its academic, research and public service
activities.
The University appreciates your consideration of our views. If you have any ques
tions about UC’s concerns with SCA 15 or the changes UC has made to its pension
programs, please be in touch with me, or Steve Juarez, UC’s Associate Vice
President and Director of State Governmental Relations. He can be reached at
(916) 445-9924.
With best wishes, I am,
Sincerely yours,

Mark G. Yudof
President
cc:
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