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Ms. Paula Higashi, Executive Director Via Email Only
Commission on State Mandates

o 980 Ninth Street, Suite 300

- Sacramento, CA 95814

Re:  California State Teachers’ Retirement System (CalSTRS)
Creditable Compensation/Service Credit - 01-TC-02, 02-TC-19
Lassen County Office of Education, San Luis Obispo County Office of Education, Grant
Joint Union High School District, and Santa Monica Community College District,
Claimants

Dear Paula:

I will be unable to attend the Commission’s April 16 hearing due to an injury I sustained
on Sunday, April 15. The claimant districts for the California State Teachers’ Retirement System
(CalSTRS) portion of the claim are not asking that the item be put over until the May hearing as
the claimants agree with the Final Staff Analysis.

However, if additional testimony or evidence were presented before the Commission
during this item that the claimants have not had an opportunity to respond to, we would at that
@ time request the item be put over so that the claimants may comment. This request would be
made pursuant to California Code of Regulations, section 1187.9. However, since this test claim
was filed almost six years ago, the claimants find that all parties have had ample opportunity to
present comments on the claimed statues and no further ecvidence is necessary for a final
- determination.

Again, the claimants for the California State Teachers’ Retirement System (CalSTRS)
portion of this consolidated test claim support staff’s final analysis and urge the Commission to

adopt the analysis and statement of decision as currently drafted.

Sincerely,

David E. Scribner, Esq.
Claimant Representative

3840 RosiN COURT, SUITE 190 *» SACRAMENTO, CALIFORNIA 05834
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Creditable Compensation/Service Credit
(01-TC-02, 02-TC-19)

Lassen County QOffice of Education, San Luis Obispo County Office of Education,
Grant Joint Union High School District, and
Santa Monica Community College District, Claimants

EXECUTIVE SUMMARY
Background

This consolidated test claim addresses modifications to the statutory scheme for the State
Teachers’ Retirement System (Ed. Code, § 22000 et seq.) Specifically, the claimants are seeking
reimbursement for increased costs of employer contributions to defined benefit retirement
programs for their employees. Particularly at issue is the way in which “compensation” is
defined for purposes of calculating employer contributions. Statutes 2000, chapter 1021
amended the Education Code provisions on what constitutes “creditable service.”

The affected state agencies dispute the claimants’ argument that any increased monthly
contributions to the State Teachers’ Retirement System are reimbursable, and cite case law to
support their position, including County of Los Angeles v. State of California (1987) 43 Cal.3d
46, City of Anaheim v. State of California {1987) 189 Cal.App.3d 1478, and City of Richmond v.
Commission on State Manduates (1998) 64 Cal. App.4th 1190.

While school districts will likely incur increased costs for retirement contributions as a result of
the test claim statutes (particularly when combined with the amended definition of creditable
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compensation), a showing of increased costs is not determinative of whether the legislation
imposes a reimbursable state-mandated program. The California Supreme Court has consistently
ruled, beginning with the County of Los Angeles decision in 1987, and reaffirming in 2004 in
San Diego Unified School Dist. v. Commission on State Mandates (33 Cal.4th 859, at pages 876-
877), that evidence of additional costs alone do not result in a reimbursable state-mandated
program under article XIII B, section 6 of the California Constitution.

Staff finds that the test claim statutes create a situation, as in City of Anaheim, where the
employer is faced with “a higher cost of compensation to its employees.” As held by the court,
“[t]his is not the same as a higher cost of providing services to the public.” Therefore, staff finds
that increased costs resulting from the test claim statutes, without more, do not impose a
program, or a new program or higher level of service in an existing program, subject to article
XIII B, section 6. ‘

However, a number of the test claim statutes do require that the school district employer engage
in new reporting and notice activities. The state agencies argue that these should be rejected on
the same rationale as the case law discussed above. Staff disagrees. Those cases did not include
a situation where there were distinct administrative activities required by the test claim statutes,
in addition to the higher contribution costs alleged. Therefore, staff finds that some of the test
claim statutes impose a new program or higher level of service, and costs mandated by the state,
by requiring new activities to be performed by school districts.

Conclusion

Staff concludes that Education Code sections 224535.5, subdivision (b), 22460, 22509,
subdivision (a), 22718, subdivision (a)}(1)(A), 22724, and 22852, subdivision (e), impose new
programs or higher levels of service for school districts within the meaning of article XIII B,
section 6 of the California Constitution, and impose costs mandated by the state pursuant to
Government Code section 17514, for the following specific new activities:

» Employers shall make available criteria for membership, including optional membership,
in a timely manner to all persons employed to perform creditable service subject to
coverage by the Defined Benefit Program, and shall inform part-time and substitute
employees, within 30 days of the date of hire, that they may elect membership in the
plan’s Defined Benefit Program at any time while employed.

Written acknowledgment by the employee shall be maintained in employer files on a

form provided by CalSTRS. (Ed. Code, § 22455.5, subd. (b).)'

¢ Amend the notice that employers transmit to a membeér who terminates employment with
less than five years of credited service, as part of the usual separation documents, to

I As added and amended by Statutes 1994, chapter 603, Statutes 1996, chapter 634, and Statutes
1999, chapter 939.

All of the approved statutes and activities were pled in the test claim CalSTRS Service Credit
(02-TC-19), filed on May 12, 2003, by Santa Monica CCD. Government Code section 17757
provides that “[a] test claim shall be submitted on or before June 30 following a fiscal year in
order to establish eligibility for reimbursement for that fiscal year.” Therefore, potential
reimbursement goes back no earlier than July 1, 2001.

) Test Claim 01-TC-02, 02-TC-19
Final Staff Analysis




include the specific information specified in Education Code section 22460, subdivision
(a)(1) - (3), regarding the Defined Benefit Supplement account. (Ed. Code, § 22460;
one-time activity.)’

¢  Within 10 working days of the date of hire of an employee who has the right to make an
election pursuant to Education Code section 22508 or 22508.5, the employer shall inform
the employee of the right to make an election and shall make available to the employee
written information provided by each retirement system concerning the benefits provided
under that retirement system to assist the employee in making an election. (Ed. Code, §
22509, subd. (a).)’

¢ The employer shall certify the number of unused excess sick leave days to the
CalSTRS for retiring members, using the method of calculation described in
Education Code section 22724, subdivision (a). (Ed. Code, § 22718, subd.

@A)

s Upon request from the CalSTRS board, the employer shall submit sick leave
records of past years for audit purposes. (Ed. Code, § 22724, subd. (b). Y

e The employer shall provide information to CalSTRS regarding the reemployment of a
member who is subject to federal law regarding the reemployment of military service
personnel (38 U.S.C.A. § 4301 et seq.), on a form prescribed by CalSTRS, within 30 days
of the date of reemployment. (Ed. Code, § 22852, subd. (e). )

Staff concludes that Education Code sections 22000, 22002, 22119.2, 22119.5, 22146, 22458,
22461, 22501, 22502, 22503, 22504, 22711,22712.5, 22713, 22714, 22717, 22717.5, 22800,
22801, 22803, 22851, 22950 and 22951, as amended and pled, along with any other test claim
statutes and allegations not specifically approved above, do not impose a program, or a new
program or higher level of service, subject to article XIII B, section 6.

Staff Recommendation

Staff recommends the Commission adopt this staff analysis to partially approve this test claim.

® As repealed, reenacted and amended, by Statutes 2000, chapter 1021.

1 As repealed, reenacted and amended, by Statutes 1996, chapter 383, and Statutes 1997, chapter
838.

* As amended by Statutes 1999, chapter 939.
* As added by Statutes 1999, chapter 939.
§ As added and amended by Statutes 1996, chapter 680, and Statutes 1998, chapter 965.
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STAFF ANALYSIS
Claimants

Lassen County Office of Education (Lassen COE), San Luis Obispo County Office of Education
(San Luis Obispo COE), Grant Joint Union High School District (Grant District), and Santa
Monica Community College District (Santa Monica CCD), Claimants

Chronology

09/19/01 Co-claimants, Lassen COE and San Luis Obispo COE, file a test claim, CalSTRS
Creditable Compensation (01-TC-02), with the Commission on State Mandates

(Commission)
09/26/01 Co-claimants submit missing authorizations and signature pages for 01-TC-02
09/28/01 Commission staff issues completeness letter on 01-TC-02
10/26/01 Department of Finance (DOF) requests an extension of time for comments
10/29/01 Commission staff grants extension of time for comments to November 29, 2001

12/05/01 DOF files comments on the test claim 01-TC-02

05/12/03 Santa Monica CCD files test claim, CalSTRS Service Credit (02-TC-19), with the
Commission which includes the one Education Code section and two statutes pled
in 01-TC-02, along with numerous other related statutes

05/27/03 Commission staff issues completeness letter on 02-TC-19
07/24/03 CalSTRS files comments on test claim 02-TC-19
07/25/03 DOF files comments on the test claim 02-TC-19

08/18/03 Claimant, Santa Monica CCD, files individual responses to comments by
CalSTRS and DOF

08/18/04 Grant joins the first test claim (01-TC-02) as a co-claimant

11/17/05 Commission’s Executive Director consolidates the two test claims based on
comimon issues, allegations and slatutes

01/09/07 Commission staff issues the draft staff analysis on the consolidated test claim

01/30/07 DOF requests an extension of time to file comments and a postponement of the
hearing

01/30/07 CalSTRS files comments on the draft staff analysis

02/01/07 Commission staff grants the postponement to April 16, 2007 hearing, with

comments now due March 1, 2007

02/28/07 DOF requests a second extension of time to file comments and a postponement of
the hearing

03/02/07 Commission staff grants an extension of time to file comments to March 16, but
maintains April 16, 2007 hearing date

03/15/07 DOF files comments on the draft staff analysis
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Background

The California State Teachers’ Retirement System, or CalSTRS, is a state agency operating a
defined benefit retirement program for California public school teachers, and those holding other
credentialed or certificated positions. According to the CalSTRS website, “CalSTRS’ primary
responsibility is to provide retirement related benefits and services to teachers in public schools
from kindergarten through community collt-;:y,’e.”7 The State Teachers’ Retirement System,
Education Code section 22000 et seq., was significantly amended in 1944, recodified in 1969,
and again in 1994. The system has been funded by a mandatory combination of state, employer
and member contributions for many decades.

In 2001, Lassen and San Luis Obispo COEs, later joined by the Grant District, filed the test
claim CalSTRS Creditable Compensation (01-TC-02) on Statutes 1999, chapter 939 and Statutes
2000, chapter 1021, as they added and amended Education Code 22119.2. In 2003,

Santa Monica CCD filed the test claim CalSTRS Service Credit (02-TC-19) on the same
Education Code section and statutes, but also made test claim allegations regarding 28 additional
Education Code sections.”

This consolidated test claim addresses modifications to the statutory scheme for the State
Teachers’ Retirement System [Ed. Code, § 22000 et seq.; references to the law will not be
abbreviated. “CalSTRS” will refer to the state agency operating the retirement system.]
Specifically, the claimants are seeking reimbursement for increased costs of employer
contributions to defined benefit retirement programs for their employees. Particularly at issue is
the way in which “compensation” is defined for purposes of calculating employer contributions.
Statutes 2000, chapter 1021 amended the Education Code provisions on what constitutes

“creditable service.” The Senate Bill Analysis, dated September 19, 2000, describes the change
to the law as follows:

Under existing law, “creditable service” excludes service performed in excess of
the full-time equivalent and money paid for overtime and summer school service.
Under this bill, all compensation will be creditable and all contributions for
service in excess of one year of service credit shall be placed into the Defined
Benefit Supplement Program. The member will be able to access the balance in
the supplemental account upon retirement or separation.

7 <http Jiwww.calstrs.com/About%20CalS TR S/ataglance.aspx> as of Dec. 21, 2006.

% The two test claims share common issues, allegations, and statutes, therefore the claims were
consolidated pursuant to California Code of Regulations, title 2, section 1183.06. However,
because the 2002-03 test claim was not filed on behalf of the same claimants as the 2001-02 test
claim, it is not an “amendment” pursuant to Government Code section 17557, subdivision (d).
This could impact potential reimbursement periods where the test claim allegations vary.

5 Test Claim 01-TC-02, 02-TC-19
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Claimants’ Positions
Test Claim Filing 01-TC-02

The test claim, CalSTRS Creditable Compensation, was filed on September 19, 2001,9 by
co-claimants, Lassen COE and San Luis Obispo COE. (Grant District was added as a
co-claimant by letters and declarations received on August 18, 2004.) The test claim filing is on
Education Code section 22119.2, as it was amended by Statutes 1999, chapter 939, and Statutes

2000, chapter 1021. The claimants allege the following are reimbursable state-mandated
activities:

A. Properly crediting all creditable compensation when determining a CalSTRS
member’s benefits, which would include all activities and costs associated

with crediting State Teachers’ Retirement System costs to employees; (Ed.
Code, § 22119.2)

B. Modification of county office of educatien, school district, and school site
policies and procedures as necessary to implement the test claim legislation;

C. Training of county office of education, school district, and school site staff
regarding the new requirements to effectuate the test claim legislation; and

D. Any additional activities identified as reimbursable during the Parameters and
Guidelines phase.

Test Claim Filing 02-TC-19

Claimant, Santa Monica CCD, filed the test claim, CaISTRS Service Credit, on May 12, 2003.'°
The claim is for additions or amendments to 29 Education Code sections, including the code
section and amendments claimed in CalSTRS Creditable Compensation. The vast majority of
the claim seeks reimbursement for increased costs of employer contributions paid to CalSTRS
due to various amendments te the State Teachers’ Retirement System statutes. Specifically,
Santa Monica CCD, beginning at page 90 of the test claim filing, alleges that:

The new duties mandated by the state upon school districts, county offices of
education, and community college districts require state reimbursement of the
direct and indirect costs of labor, materials and supplies, data processing services
and software, contracted services and consultants, equipment and capital assets,
staff and student training and travel to implement the following activities: ...

The allegations of activities include (pp. 90-107 of the test claim filing):
(1) adopting and updating policies and procedures (Ed. Code, § 22000 et seq.);

° Government Code section 17757 provides that “[a] test claim shall be submitted on or before
June 30 following a fiscal year in order to establish eligibility for reimbursement for that fiscal
year.” Therefore, potential reimbursement goes back no earlier than July 1, 2000.

10 Government Code section 17757 provides that “[a] test claim shall be submitted on or before
June 30 following a fiscal year in order to establish eligibility for reimbursement for that fiscal
year.” Therefore, potential reimbursement goes back no earlier than July 1, 2001.
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(2) contributing “a percentage of the total creditable compensation on which member
contributions are based” (Ed. Code, § 22002, subd. (b));

(3) “make contributions for members ... subject to the Defined Benefit Program” (Ed. Code,
§ 22146); ‘

(4) “make available criteria for membership, including optional membership ... to all persons
employed to perform creditable service;” inform part-time employees and substitutes of
the option to elect membership in the Defined Benefit Program, and keep records of
written acknowledgment in the employer files (Ed. Code, § 22455.5, subd. (b));

(5) provide CalSTRS “with information regarding the compensation to be paid to employees
subject to the Defined Benefit Program in that school year” (Ed. Code, § 22458);

(6) provide specific notices to employees who terminate with less than five years of service
credit (Ed. Code, § 22460);

(7) provide advice to re-employed retired members of post-retirement earnings limitations,
and maintain records and report to CalSTRS regarding those earnings on a monthly basis
(Ed. Code, § 22461);

(8) inform certain new employees of the right to make certain elections under the State
Teachers’ Retirement System and make available written material from the retirement
systems (Ed. Code, § 22509); and

(9) additional costs of employer contributions pursuant to a variety of statutes regarding
creditable compensation and service credit.

In separate rebuttal letters, each dated August 15, 2003, the claimant disputes the arguments and
assertions provided by DOF and CalSTRS in their comments on the test claim filing."
Claimant’s substantive arguments, including an analysis distinguishing the case law cited by the
stale agencies, are addressed in the Discussion section below. :

No comments were received on the draft staff analysis from any claimants or interested parties.

"' In these rebuttals, the claimant argues that the state agency comments are “incompetent” and
should be stricken from the record since they do not comply with the Commission’s regulations
(§ 1183.02, subd. (d).) That regulation requires written responses to be signed at the end of the
document, under penalty of perjury by an authorized representative of the state agency, with the
declaration that it is true and complete to the best of the representative’s personal knowledge,
information, or belief. The claimant contcnds that neither of the state agency responses “comply
with this essential requirement.” (Claimant’s rebuttal letters, dated Aug. 15, 2003, p. 1)

Determining whether a statute or executive order constitutes a reimbursable state-mandated
program within the meaning of article XIII B, section 6 of the California Constitution is a pure
question of law. (City of San Jose v. State of California (1996) 45 Cal. App.4th 1802, 1817;
County of San Diego v. State of California (1997) 15 Cal.4th 68, 109). Thus, factual allegations
raised by a party regarding how a program is implemented are not relied upon by staff at the test
claim phase when recommending whether an entity is entitled to reimbursement under article
XIHI1 B, section 6. The state agency responses contain comments on whether the Commission
should approve this test ¢laim and are, therefore, not stricken from the administrative record.
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Department of Finance Position

Response to Test Claim Filing 01-TC-02

In a letter dated December 4, 2001, DOF responded (o the allegations in the CalSTRS Creditable
Compensation test claim. Specifically, at page 2, DOF identifies the claimants’ argument that:

the requirement that public school employers provide increased monthly
contributions to CalSTRS effective July 1, 2002, will result in their being required
to engage in a new activity as defined in Article XIII B, Section 6 of the
California Constitution. Claimant therefore alleges the cost of providing the
increased monthly contributions are State-mandated, and reimbursable.

DOF responds:

However, California courts have ruled that the California Constitution does not
require that local agencies be reimbursed for legislatively imposed new costs
associated with the provision of contributions to State-administered retirement
systems, as this activity does not fall within the parameters of a “new program or
higher level of service™ as those terms are used in Article XIII B, Section 6 of the
California Constituticn.

(The specific cases cited will be discussed in the analysis below.) DOF further asserts that this
same legal rationale precludes the claimants from seeking reimbursement for modifications of
policies and procedures, and for district personnel training costs, related to the statutory change
in definition of “creditable compensation.” Finally, they assert that the non-specific claim for
“any additional activities” identified during parameters and guidelines is inappropriate, because
“the purpose of the Parameters and Guidelines phase is to specify which activities the
Commission identified as reimbursable in the Test Claim phase, to identify eligible claimants, to
specify the date upon which the identified activities became reimbursable, and to provide
guidance on preparing and submitting reimbursement claims.”

Response to Test Claim Filing 02-TC-19

In a letter dated July 24, 2003, DOF responded to the CalSTRS Service Credit test claim filing.
Generally, the letter makes the same legal arguments presented regarding the CalSTRS
Creditable Compensation test claim, above: an increase in contributions to CalSTRS is not
reimbursable under case law interpreting article XIII B, section 6. DOF also argues that other
activities identified by the claimant, associated with the change in definition of creditable
compensation or service credit, are non-reimbursable based on the same court decisions.

Comments on the Draft Staff Analysis for Consolidated Test Claim 01-TC-02,_02-TC-19
DOF filed comments dated March 13, 2007, on the draft staff analysis for the consclidated test

claim, stating agreement that “the higher cost of compensation for district employees does not ...

impose a reimbursable state-mandated program under the California Constitution.” However,
DOF also states that:

just as the increase in compensation is not a reimbursable state mandated cost,
neither are the costs associated with the requirement that public school employers
increase their CalSTRS contributions. These activities do not impose a program
that provides a service to the public and therefore, do not impose a reimbursable
state-mandated program.
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e California State Teachers’ Retirement System Position
Response to Test Claim Filing 02-TC-19
CalSTRS filed comments on the CalSTRS Service Credit test claim on July 24, 2003.

CalSTRS believes the statutes listed in the test claim do not impose a new
program or higher level of service within an existing program upon the claimant
pursuant to Section 17514 of the Government Code because the provision of
compensation and benefits to employees, and the method for paying such
compensation and benefits can not be considered a ‘program’ or ‘service.” The
act of an employer providing compensation and benefits to its employees is not a
unique function of local government or school employers, because it is a function
common to all employers, whether public or private.

In addition, the CalSTRS response identifies several other reasons for denying reimbursement
for specific statutes claimed: some “statutes establish optional programs;” twe claimed statutes
were in response to federal mandates, and therefore an exception under Government Code
section 17556 applies; a large number of “statutes are administrative in nature, [and] considered
part of the employer’s responsibilities in offering a retirement program;” and several are non-
substantive, code maintenance provisions.

Comments on the Draft Staff Analysis for Consolidated Test Claim 01-TC-02, 02-TC-19

CalSTRS filed comments on the draft staff analysis on January 30, 2007, continuing toc maintain
that no part of the test claim should be found to impose a reimbursable state-mandated program.

e CalSTRS asserts that the code sections at issue “are not separate and distinct from the underlying
retirement program being offered by the local employers but, instead are part of and included in
the retirement program being offered or in the case of Education Code section 22852 are
required by or consistent with federal law.” The arguments that are specific to particular
provisions of the Education Code are discussed in the analysis below.

Discussion

The courts have found that article XIII B, section 6, of the California Constitution' recognizes
the state constitutional restrictions on the powers of local government to tax and spend.” “Its

12 Article X111 B, section 6, subdivision (a), provides:

(a) Whenever the Legislature or any state agency mandates a new prograni or
higher level of service on any local government, the state shall provide a
subvention of funds to reimburse that local government for the costs of the
program or increased level of service, except that the Legislature may, but need
not, provide a subvention of funds for the following mandates: (1) Legislative
mandates requested by the local agency affected. (2) Legislation defining a new
crime or changing an existing definition of a crime. (3) Legislative mandates
enacted prior to January 1, 1975, or executive orders or regulations initially
implementing legislation enacted prior to January 1, 1975.

@ 1 Department of Finance v. Commission on State Mandates (Kern High School Dist.} (2003) 30
Cal.4th 727, 735.
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purpose is to preclude the state from shifting financial responsibility for carrying out
governmental functions to local agencies, which are ‘ill equipped’ to assume increased financial @
responsibilities because of the taxing and spending limitations that articles XIII A and XIII B

impose.”* A test claim statute or executive order may impose a reimbursable state-mandated

program if it orders or commands a local agency or school district to engage in an activity or

task.'® In addition, the required activity or task must be new, constituting a “new program,” or it

must create a “higher level of service” over the previously required level of service.'®

The courts have defined a “program” subject to article XIII B, section 6, of the California
Constitution, as one that carries out the governmental function of providing public services, cr a
law that imposes unique requirements on local agencies or school districts to implement a state
policy, but does not apply generally to all residents and entities in the state.!’ To determine if the
program is new or imposes a higher level of service, the test claim legislation must be compared
with the legal requirements in effect immediately before the enactment of the test claim
legislation."® A “higher lcvel of service” occurs when the new “requirements were intended to
provide an enhanced service to the public.”19

Finally, the newly required activity or increased level of service must impose costs mandated by
the state.?’

The Commission is vested with exclusive authority to adjudicate disputes over the existence of
state-mandated programs within the meaning of article XIII B, section 6.2 In making its
decisions, the Commission must strictly construe article XIII B, section 6, and not apply it as an

“equitable remedy to cure the perceived unfairness resulting from political decisions on funding
R 22
prioritics.”

'“ County of San Diego, supra, 15 Cal.4th 68, 81.
' Long Beach Unified School Dist. v. State of California (1990) 225 Cal.App.3d 155, 174.

' San Diego Unified School Dist. v. Commission on State Mandates (2004) 33 Cal.4th 859, 878,
(San Diego Unified School Dist.); Lucia Mar Unified School Dist. v. Honig (1988) 44 Cal.3d
830, 835 (Lucia Mar).

"7 San Diego Unified School Dist., supra, 33 Cal.4th 859, 874-875 (reaffirming the test set out in

County of Los Angeles v. State of California (1987) 43 Cal.3d 46, 56; see also Lucia Mar, supra,
44 Cal.3d 830, 835.)

'8 San Diego Unified School Dist., supra, 33 Cal.4th 859, 878; Lucia Mar, supra, 44 Cal.3d 830,
B35.

19 San Diego Unified School Dist., supra, 33 Cal.4th 859, 878.

20 County of Fresno v. State of California (1991) 53 Cal.3d 482, 487; County of Sonoma v.
Commission on State Mandates (2000) 84 Cal. App.4th 1265, 1284 (County of Sonoma),
Government Code sections 17514 and 17556.

2V Kinlaw v. State of California (1991) 54 Cal.3d 326, 331-334; Government Code sections
17551 and 17552,

22 County of Sonoma, supra, 84 Cal.App.4th 1265, 1280, citing City of San Jose, supra, 45
Cal.App.4th 1802, 1817.
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Issue 1: Are the test claim statutes subject to article XIII B, section 6 of the
California Constitution?

In order for a test claim statute or executive order to be subject to article XIII B, section 6 of the
California Constitution, it must first constitute a “program.” In County of Los Angeles v. State of
California, the California Supreme Court defined the word “program” within the meaning of
article X111 B, section 6 as one that carries out the governmental function of providing a service
to the public, or laws which, to implement a state policy, impose unique requlrements on local
governments and do not apply genera]ly to all res:dents and entities in the state.> The court has
held that only one of these findings 1s necessary

Staff finds that to the extent that the test claim statutes require school districts to engage in
activities relating to the State Teachers’ Retirement System, they impose a program within the
meaning of article XIII B, section 6 of the California Constitution because they impose unique
requirements on school districts that do not apply generally to all residents and entities in the
state.

However, much of the statutory scheme on the State Teachers’ Retirement System was in place
prior to 1975, so the analysis must continue to determine if each of the statutes and code sections
alleged mandates a new program or higher level of service upon eligible claimants within the
meaning of the California Constitution, article XIII B, section 6, or merely restates prior law. In
addition, many of the Education Code sections pled in the test claims do not require any
mandatory activities on the part of the school districts, and are also not subject to

article XIII B, section 6.

Renumbering, restatements, and reenactiments of prior law are not subject to article XIIl B,
section 6,

Statutes 1993, chapter 893

At the outset, staff notes that the substance of many of the code sections pled were in effect well
before the enactment of the test claim statutes, but were either renumbered or restated in a
“newly enacted” code section. In particular, the State Teachers’ Retirement System law was
repealed and reenacted by Statutes 1993, chapter 893 (the first test claim statute alleged), and
previously, the entire Education Code was renumbered and recodified by Statutes 1976, chapter
1010. Education Code section 3 provides: “[t]he provisions of this code, insofar as they are
substantially the same as existing statutory provisions relating to the same subject matter, shall
be construed as restatements and continuations, and not as new enactments.”

This is in accordance with the California Supreme Court decision, which held that “[w]here there
is an express repeal of an existing statute, and a re-enactment of it at the same time, or a repeal
and a re-enactment of a portion of it, the re-enactment neutralizes the repeal so far as the old law
is continued in force. It operates without interruption where the re-enactment takes effect at the
same time,” ({n re Martin’s Estate (1908) 153 Cal. 225, 229.) Staff finds that a renumbering,
reenactment or restatement of prior law does not impose a reimbursable state-mandated program
to the extent that the provisions and associated activities remain unchanged. Staff specifically

3 County of Los Angeles, supra, 43 Cal.3d at page 36.
* Carmel Valley Fire Protection Dist. v. State of California (1987) 190 Cal.App.3d 521, 537,
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makes a finding that Statutes 1993, chapter 893, the recodification of the State Teachers’
Retirement System, is not subject to article XIII B, section 6.

Fducation Code Section 22458 ;

Education Code section 22458, as pled, requires specific reporting from school district
employers to CalSTRS, “regarding the compensation to be paid to employees subject to the
Defined Benefit Program in that school year. The information shall be submitted annually as
determined by the board and may include, but shall not be limited to, employment contracts,
salary schedules, and local board minutes.”

However, this law was in effect prior to the statutes pled by claimant. Former Education Code
section 22403.1, renumbered by Statutes 1993, chapter 893 as section 224358, read: “Each
employing agency shall provide the system with copies of documents respecting the
compensation to be paid to employees in that school year. The documents shall be submitted
annually as determined by the board and may include, but shall not be limited to, employment
contracts, salary schedules, and local board minutes.”

The 1996 and 1999 amendments made non-substantive changes, such as changing the term
“employing agency” to “employer,” the word “documents” to “information,” and clarifying that
the information sought is for those employees subject to CalSTRS, not a// employees of the
school district. Therefore staff finds that Education Code section 22458, as renumbered by
Statutes 1993, chapter 893, and amended by Statutes 1996, chapter 634, and Statutes 1999,
chapter 939, is not subject to article XIII B, section 6.

Education Code Section 22461 :

Education Code section 22461 requires specific notices be provided to retired members who
return to work for a school district as a direct employee, contracted employee, or independent
contractor. Former Education Code section 23921, renumbered as section 22461 by Statutes
1993, chapter 893, provided, in pertinent part:

Upon retaining the services of a retirant as an employee under the provisions of
Section 23918 or 23919, the school district, community college district, county
superintendent of schools, California State University, or other employing agency
shall do both of the following:

(a) Advise the retirant of the earnings limitation set forth in Sections 23918 and
239109.

(b) Maintain accurate records of the retirant's earnings and report those earnings
monthly to the system and the retirant regardless of the method of payment or the
fund from which the payments were made.

Other than changing the word “retirant” to “retired member,” and correcting the references to the
Education Code to reflect current numbering, the current section is identical to prior law.
Therefore, staff finds that Education Code section 22461, as renumbered by Statutes 1993,
chapter 893, and amended by Statutes 1996, chapter 634, is not subject to article XIII B,

section 6.
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Many of the test claim statutes do not mandate local agencies to do anything and, thus, are not
subject to article XIII B, section 6.

A test claim statute or executive order mandates a new program or higher level of service within
an existing program when it compels a local agency or school district to perform activities not
previously required.” The courts have defined a “higher level of service” in conjunction with
the phrase “new program” to give the subvention requirement of article XIII B, section 6
meaning. Accordingly, “it is apparent that the subvention requirement for increased or higher
level of service is directed to state-mandated increases in the services provided by local agencies
in existing pro,grams.”:"6 A statute or executive order mandates a reimbursable “higher level of
service” when, as compared to the legal requirements in effect immediately before the enactment
of the test claim legislation, it increases the actual level of governmental service to the public
provided in the existing program.”’

Thus, in order for a statute to be subject to article XIII B, section 6 of the California Constitution,
the statutory language must order or command that local governmental agencies perform an
activity or task. If the statutory language does not mandate local agencies to perform a task, then
compliance with the test claim statute is within the discretion of the local agency and a
reimbursable state mandated program does not exist.

As described below, there are a number of Education Code sections alleged in the test claim
filing that are helpful in understanding the State Teachers’ Retirement System, but they do not
require any mandatory activities of school districts.

Education Code Sections 22000, 22119.2, 221195, 22746, 22501, 22502, 22503, 22504, 22711,
and 227125

Education Code section 22000 simply indicates the short title of the act and states that the part
“may be cited as the State Teachers’ Retirement Law;” it does not mandate school districts to do
anything, and is therefore not subject to article XIII B, section 6 of the California Constitution.

Nine of the claimed code sections provide definitions or describe member eligibility
requirements relevant to CalSTRS, but do not require any mandatory activities to be performed
by school district employers, and thus are not programs subject to article XIII B, section 6:
including Education Code sections 22119.2, 22119.5, 22146, 22501, 22502, 22503, 22504,
22711, and 22712.5. The substance of these sections will be briefly summarized below; the full
text of each is included in the exhibits to the test claim filings.

Education Code section 22119.2 provides a definition of “creditable compensation” as “means
remuneration that is payable in cash by an employer to all persons in the same class of
employees and is paid to an employee for performing creditable service,” including salary. Prior
law for the State Teachers’ Retirement System defined “‘compensation’ and ‘salary’”
interchangeably under former Education Code section 22114, and the definition was similar, but

» Lucia Mar Unified School Dist., supra, 44 Cal.3d 830, 836.

% County of Los Angeles, supra, 43 Cal.3d 46, 56; Sar Diego Unified School District, supra,
33 Cal.4th 859, 874.

*" San Diego Unified School Dist., supra, 33 Cal.4th 859, 878; Lucia Mar, supra, 44 Cal 3d 830,
835.
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not identical, to the current definition of “creditable compensation.”*® Education Code section
22119.5 defines “creditable service,” as any listed activity performed by an individual in a
credentialed, certificated, or otherwise standardized position.

Education Code section 22146 defines “member” of the Defined Benefit Program, as one “who
has performed creditable service... and has earned creditable compensation.” Prior law provided
definitions of “member” for the retirement system, including teachers and other credentialed
employees, librarians, counselors, superintendents and deputics.

Education Code section 22501 describes membership eligibility in the State Teachers’
Retirement System for full-time employees. Education Code sections 22502, 22503 and 22504
describe membership eligibility for various non-full-time employees: those at 50% or greater
time-base; substitute employees who work 100 or more days in a school year for one district; and
certain hourly and daily part-time employees.

Education Code section 22711 is a directive to CalSTRS to grant service credit for compensated
leave time by an employee who is “an elected officer of an employee organization,” if both the
member and member’s employer makes the appropriate contributions to the Teachers’
Retirement Fund as if the member were performing creditable service. Education Code section
22712.5 is a directive to CalSTRS to grant service credit for certain “community service
teachers” who are serving in otherwise nonqualifying positions.

In summary, staff finds that Education Code sections 22119.2, 22119.5, 22146, 22501, 22502,
22503, 22504, 22711, and 22712.5 define terms used in the code, are directives to CalSTRS, or
otherwise do not require any mandatory activities to be performed by school district employers,
and thus are not subject to article XII1 B, section 6.

Education Code Sections 22713, 22714, 22717, 22717.5. 22800, 22801, 22803, and 22851

A number of the claimed code sections deal with “service credit,” but these describe optional
programs or otherwisc do not require any mandatory activities of school districts, or were
established by prior law,

Education Code section 22713 provides an option for school districts to establish regulations to
allow a full-time employee to reduce their workload, but still receive full-time service credit.
The section provides that districts “may establish regulations,” and then if they do, those
regulations must contain certain provisions, and the employer must follow other specific
procedures to implement the optional “reduced workload program.” Such requirements are
factually similar to the case in Kern High Schoo! Dist., supra, 30 Cal.4th 727, 743, where the
California Supreme Court found that when school districts voluntarily establish school site
councils, costs of activities required for school site councils are not reimbursable because “the
proper focus under a legal compulsion inquiry is upon the nature of claimants’ participation in
the underlying programs themselves.” Therefore, staff finds that Education Code section 22713
does not require any mandatory activities of school districts, and is not subject to article X111 B,
section 6.

2 For example, the earlier definition of “compensation” and “salary” excluded payments for
summer school employment, which is included under the current definition of “creditable
compensation.”
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Education Code section 22714 provides that a governing board of a school district, county office
of education, or community college district (all are “school districts’ under Gov, Code, § 17519)
may encourage retirement by offering an additiona! two years of service credlt Staff finds that
this is also an optional program and is not subject to article XIII B, section 6.7

Education Code section 22717 provides for service credit for accumulated sick leave. The only
part of the code section that requires action on the part of the school district employer is
subdivision {c). Subdivision (c) requires that “the employer shall certify to the board, within 30
days following the effective date of the member’s service retirement, the number of days of
accumulated and unused leave of absence for illness or injury that the member was entitled to on
the final day of employment.” Longstandmg prior law (Ed. Code, § 22719, Stats. 1976, ch.1010,
and previously Ed. Code § 14004, added by Stats. 1974, ch. 89) provided that “the school district
or other employing agency shall certify to the Teachers’ Retirement Board the number of days of
accumulated and unused leave of absence for illness or injury to which the employee is entitled
on his final day of employment.” Therefore, staff finds that Education Code section 22717 does
not require any activities of school districts that were not required under prior law, and thus is
not subject to article XIII B, section 6.

Education Code section 22717.5 provides for service credit “for each unused day of educational
leave credit.” However, the code section only applies to members who are retiring as state
employees but elected to remain members of CalSTRS, rather than join the Public Employees’
Retirement System (PERS), when they entered state service. Staff finds that the reference to
“employer” in this section is to the state employer — there is no local agency requirement subject
to article XIII B, section 6.

Education Code section 22800 addresses corroborating statements needed by a member of the
retirement system to substantiate claims of permissive and additional service credit. Prior
versions of the code section (Ed. Code, § 22701, Stats. 1976, ch.1010, formerly Ed. Code §
13980.1, added by Stats. 1974, ch. 1153) have long provided that “[c]laims for creditable service
shall be corroborated by a statement from the superintendent of schools or custodian of records
of the employing agency or public school where the service was performed.” Therefore, staff
finds that Education Code section 22800 does not require any activities of schoo) districts that
were not required under prior law, and thus is not subject to article XIII B, section 6.

Education Code section 22801 and 22803 also address issues of additional service credit that
may be elected by a member of CalSTRS. Under section 22801, the law provides the terms of
payment of contributions by the member for such elected service credit, including interest.
Subdivision (d) is the only portion of the law that addresses the school district employer, and
states: “(d) The employer may pay the amount required as employer contributions for additional
service credited under paragraphs (2), (6), (7), (8), and (9) of subdivision (a) of Section 22803.”
Section 22803 lists ten possibilities for elective service credit, such as teaching performed in
California pubic universities or colleges, or time spent on certain approved leaves or sabbaticals.

® Even if it is successfully argued that this is not an optional program, but one that must be
undertaken if the district governing board determines it is in “the best interests of the district,”
the statute also requires that the school district must certify that the action “would result in a ret
savings to the district.” Therefore a district cannot meet the requirement of showing that they
have incurred increased costs mandated by the state.
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There is no state-mandated requirement in these sections for the school district employe'r to
engage in any administrative activities, or even to pay a share of costs, therefore staff finds that
Education Code section 22801 and 22803 are not subject to article XIII B, section 6.

Education Code section 22851 provides for elective service credit for the period of time a
member has an “eligible period of service in the uniformed services.” This is subject to
applicable federal law (38 U.S.C.A. § 4301 et seq., “Employment and Reemployment Rights of
Members of the Uniformed Services”), and only applies if they return to work in the same school
district that they were employed with prior to their military service. In order to qualify, the
member must pay the contribution amount that they would have paid should they have been
continuously employed by the district. Education Code section 22851 does not require any state-
mandated administrative activities or share of costs by the school district employer; any activities
or responsibilities described are for the member, CalSTRS, or are otherwise required by federal
law. Therefore, staff finds that Education Code section 22851 is not subject to article XIII B,
section 6.

Increased Costs for an Employers’ Share of Retirement Contributions Are Not Reimbursable
Under Mandates Law.

Education Code Sections 22002, 229350 and 22951 -

Some of the code sections claimed discuss the employer’s share of contribution towards the
defined benefit program, and specify the percentages of compensation required. Claimants assert
that any increased employer costs for retirement contributions, when compared to prior law, are
reimbursable.

Education Code section 22002, subdivision (b) includes the Legislature’s policy statement that
“[elmployers shall contribute a percentage of the total creditable compensation on which
member contributions are based.” This is derived from longstanding prior law, which has been
amended to replace the term “salary” with “creditable con‘lpen':sati01‘1.”30 (Former Ed. Code,

§ 22002, Stats. 1976, ch.1010, and previously the 1959 Ed. Code, § 13804.)

Education Code section 22950 and 22951 establish the percentages of creditable compensation
that the school district employer must pay. Education Code section 22950, subdivision (a)
requires that “(a) Employers shall contribute monthly to the system 8 percent of the creditable
compensation upon which members' contributions under this part are based.” Former Education
Code section 14100°" provided that the school districts “shall contribute monthly the following
percentages of the total salaries upon which members’ contributions are based:”

(a) For fiscal year ending June 30, 1973 ............. 3.2%
(b) For fiscal year ending June 30, 1974 ............. 4%

(¢) For fiscal year ending June 30, 1975 ............. 4.8%
(d) For fiscal year ending June 30,1976 ............. 5.6%

30 See the text regarding Education Code section 22119.2, at page 12.

31 The section was added by Statutes 1971, chapter 1305, and then renumbered as section 22950
by Statutes 1976, chapter 1010 (the 1976 reorganization of the Education Code).
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(e} For fiscal year ending June 30, 1977 ............. 6.4%
(f) For fiscal year ending June 30, 1978 ............. 7.2%
(g) For all fiscal years after June 30, 1978 ......... 8%

Article XIII B, section 6, subdivision (a)(3), provides that the Legislature need not fund
“Legislative mandates enacted prior to January 1, 1975.” The law requiring an eight percent
employer contribution after June 30, 1978, was enacted in- 1971, therefore this is not subject to
article X111 B, section 6. The law now requires that the eight percent contribution is based on
“creditable compensation,” as defined by Education Code section 22119.2, instead of the old
definition of “salaries,” under former Education Code section 22114. The definitions are similar,
but there are differences that could result in increased costs to the school district employer. For
example, under the amended law, a school district is responsible for the employers’ share of
contribution for summer school salary earned by an employee. This was excluded under the old
definition of “compensation” and “salary,” but is included in the definition of “creditable
compensation.”

Education Code section 22951 provides that school district employers shall contribute an
additional quarter percent (0.25%) over any other contribution required. This law was derived
from former section 23400.1, which was first added to the Education Code by Statutes 1985,
chapter 1597.%% Like Education Code section 22950, above, the percentage is now based on the
statutory definition of creditable compensation, where it used to be based on “salaries.”

While school districts will likely incur increased costs for retirement contributions as a result of
the test claim statutes (particularly when combined with the amended definition of creditable
compensation), a showing of increased costs is not determinative of whether the legislation
imposes a reimbursable state-mandated program. The California Supreme Court has repeatedly
ruled that evidence of additional costs alone do not result in a reimbursable state-mandated
program under article XIII B, section 6. The Court also found in Lucia Mar, supra, 44 Cal.3d
830, 835:

We recognize that, as 1s made indisputably clear from the language of the
constitutional provision, local entities are not entitled to reimbursement for all
increased costs mandated by state law, but only those costs resulting from a new
program or an increased level of service imposed upon them by the state.

Comments filed by the state agencies, DOF and CalSTRS, both assert that case law interpreting
article XIII B, section 6, including County of Los Angeles, supra, City of Anaheim v. State of
California (1987) 189 Cal.App.3d 1478, and City of Richmond v. Commission on State Mandates
(1998) 64 Cal.App.4th 1190, results in a finding that “the provision by public school employers
of monthly [State Teachers’ Retirement System] contributions on behalf of their employees is
not a program that provides a service to the public or that is unique to local government.”*

*? Statutes 1985, chapter 1597 was not included in the test claim allegations.

3 County of Los Angeles, supra, 43 Cal.3d at page 54; see also, Kern High School Dist., supra,
30 Cal.4th 727, 735.

** DOF’s December 4, 2001 comments on test claim 01-TC-02, page 3, and the July 24, 2003
comments on test claim 02-TC-19, page 3.
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Claimant, Santa Monica CCD, argues that the cases are distinguishable from the test claim at
issue here. First, the CalSTRS statutes and teacher pensions are unique to local government,
which, the claimant states, is distinct from the workers’ compensation cases of County of
Los Angeles and City of Richmond.

The claimant also argues that this claim is distinguishable from City of Anaheim, which dealt
with higher local government employer costs for PERS. The claimant argues that in contrast to
the City of Anaheim statute that resulted in higher costs to local agencies, but did not require
action except on the part of the state agency, CalPERS, the instant test claim statutes require that
the claimant “‘do something’, i.e. it requires it to make contributions to CalSTRS in situations
where none were required prior to that legislation.”35

Staff notes that making contributions to CalSTRS is not new — an employer share of
contributions to CalSTRS has been continuously required under current and previous versions of
Education Code section 22950.% Even before the test claim statutes, the amount contributed by
the school district employer would change regularly depending on the number of employees
eligible, and their current compensation. In order for the claimant’s argument distinguishing the
Anaheim case to succeed, they must still prove that the statutes in fact mandate a new program or
higher level of service in an existing program.

In County of Los Angeles, supra, 43 Cal.3d 46, the Court addressed the costs incurred as a result
of legislation that required local agencies to provide the same increased level of workers’
compensation benefits for their employees as private individuals or organizations were required
to provide to their employees. The Supreme Court recognized that workers’ compensation 1s not
a new program and, thus, the court determined whether the legislation imposed a higher level of
service on local agf:ncics.r‘r The court defined a “higher level of service™ as “state mandated -
increases in the services provided by local agencies in existing programs.” (Emphasis added.)

Looking at the language of article XII1 B, section 6 then, it seems clear that by
itself the term “higher level of service” is meaningless. It must be read in
conjunction with the predecessor phrase “new program” to give it meaning. Thus
read, it is apparent that the subvention requirement for increased or higher level of
service is directed to state mandated increases in the services provided by local
agencies in existing *‘programs.”

The Supreme Court in County of Los Angeles continued:

The concern which prompted the inclusion of section 6 in article XIIl B was the
perceived attempt by the state to enact legislation or adopt administrative orders
creating programs to be administered by local agencies, thereby transferring to
those agencies the fiscal responsibility for providing services which the state
believed should be extended to the public ™

35 Claimant, Santa Monica CCD’s rebuttal to DOF, dated August 15, 2003, pages 3-4.

3 The actual mechanisms for making those payments is governed by Education Code section
23000 et seq., also longstanding prior law, which was not included in the test claim pleadings.

37 County of Los Angeles, supra, 43 Cal.3d at page 56.
8 I1d. at pages 56-57.
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The court held that reimbursement for the increased costs of providing workers' compensation
@ benefits to employees was not required.

Secticn 6 has no application to, and the state need not provide subvention for, the
costs incurred by local agencies in providing to their employees the same increase
in workers’ compensation benefits that employees of private individuals or
organizations receive. Workers’ compensation is not a program administered by
local agencies to provide service to the public. Although local agencies must
provide benefits to their employees either through insurance or direct payment,
they are indistinguishable in this respect from private employers ... In no sense
can employers, public or private, be considered to be administrators of a program
of workers’ compensation or to be providing services incidental to administration
of the program. Workers’ compensation is administered by the state ..,
Therefore, although the state requires that employers provide workers’
compensation for nonexempt categories of employees, increases in the cost of
providing this employee benefit are not subject to reimbursement as state-
mandated programs or higher levels of service within the meaning of section 6.
(Id. at pp. 57-58, fn. omitted.)

Although “[t]he law increased the cost of employing public servants, ... it did not in any tangible
manner increase the level of service provided by those employees to the public.” (San Diego
Unified School Dist., supra, 33 Cal.4th 859, 875)) In this sense, the present consolidated test
claim is indistinguishable from the analysis presented by the Court in County of Los Angeles.

City of Richmond, supra, 64 Cal.App.4th 1190, similarly held that requiring local governments to
@ provide death benefits to local safety officers, under both PERS and the workers’ compensation
system, did not constitute a higher level of service to the public. The court stated:

Increasing the cost of providing services cannot be equated with requiring an
increased level of service under a section 6 analysis. A higher cost to the local
government for compensating its employees is not the same as a higher cost of
providing services to the public.®

The court also found that “[a]lthough a law is addressed only to local governments and imposes
new costs on them, it may still not be a reimbursable state mandate.**

In City of Anaheim, supra, 189 Cal.App.3d 1478, the court determined that an increase in PERS
benefits to retired employees, which resulted in a higher contribution rate by local governments
does not constitute a higher level of service to the public. In this case the court found that:

2

While focusing on the exceptions to reimbursement, City conveniently presumes
that [the test claim statute] mandated a higher level of service on local

government, a prerequisite to reimbursement when an existing program is
modified.

City’s claim for reimbursement must fail for the following reasons: (1) [the test
claim statute] did not compel City to do anything, (2) any increase in cost 1o City

¥* City of Richmond, supra, 64 Cal.App. 1190, 1196.

@ ‘0 Id. at page 1197.
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was only incidental to PERS’ compliance with [the test claim statute], and (3)
pension payments to retired employees do not constitute a “program” or “service”
as that term is used in section 6."!

Here, Santa Monica CCD argues that “[t]he test claim legislation alleges that certain employees,
previously required to be excluded in the retirement program, now be included in the program.
The test claim legislation alleges that certain employees’ activities, previcusly excluded from the
retirement program, now be included in that program. Therefore, those portions of the mandated
retirement program are a ‘new program.’” (Aug. 15, 2002 rebuttal letters, pp. 4-5.) The court in
Anaheim found that an increase in pension benefits to em4ployeesl was not a “program” or
“service” within the meaning of article XIII B, section 6. 2

Also, like the claimant here, the claimant in City of Anaheim:

argues that since [the test claim statute] specifically dealt with pensions for public
employees, it imposed unique requirements on local governments that did not
apply to all state residents or entities. [Footnote omitted; emphasis in original.]

However, the court continued:

Such an argument, while appealing on the surface, must fail. As noted above, [the
statute] mandated increased costs to a state agency, not a local government. Also,
PERS is not a program administered by local agencies.

Moreover, the goals of article XIII B of the California Constitution “were to
protect residents from excessive taxation and government spending ... [and]
preclud[e] a shift of financial responsibility for carrying out governmental
functions from the state to local agencies. ... Bearing the costs of salaries,
unemployment insurance, and workers' compensation coverage-costs which all
employers must bear-neither threatens excessive taxation or governmental
spending, nor shifts from the state to a local agency the expense of providing
governmental services.” (County of Los Angeles v. State of California, supra, 43
Cal.3d at p. 61.) Similarly, City is faced with a higher cost of compensation 10 its
employees. This is not the same as a higher cost of providing services to the
public. [Emphasis added, footnote omitted. ]

Therefore, the court concluded that the test claim statute did “not fall within the scope of
section 6%

In San Diego Unified School Dist., supra, 33 Cal.4th at pages 876-877, the Court held:

Viewed together, these cases {County of Los Angeles, supra, 43 Cal.3d 46, City of
Sacramento, supra, 50 Cal.3d 51, and City of Richmond, supra, 64 Cal.App.4th
1190) illustrate the circumstance that simply because a state law or order may
increase the costs borne by local government in providing services, this dees not
necessarily establish that the law or order constitutes an increased or higher level

Y City of Anaheim, supra, 189 Cal.App.3d at page 1482,
2 Ibid.
3 1d. at pages 1483-1484.
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of the resulting “service to the public” under article XIII B, section 6, and
Government Code section 17514, [Emphasis in original. ]

The test claim statutes create a situation, as in City of Anaheim, where the employer may be
faced with “a higher cost of compensation to its employees.” As held by the court, “[t]his is not
the same as a higher cost of providing services to the public.” Therefore, staff finds that
increased costs resulting from the test claim statutes, Education Code sections 22002, 22950, and
22951, without more, are not subject to article X111 B, section 6.

Issue 2: Do the remaining test claim statutes mandate a new program or higher level
of service on local agencies within the meaning of article XIII B, section 6 of
the California Constitution?

Education Code Sections 224555, 22460, 22509, 22718, 22724 and 22852

Finally, a number of the test claim statutes require that the school district employer engage in
reporting and notice activities. The state agencies argue that these claims should be rejected on
the same rationale as the case law discussed above. Staff disagrees. Those cases did not include
facts where there were distinct administrative activities required by the test claim statutes, in
addition to the higher contribution costs alleged.

Education Code section 22455.5, as added by Statutes 1994, chapter 603, and amended by
Statutes 1996, chapter 634, and Statutes 1999, chapter 939 requires that employers provide
information to new employees about the defined benefit plan. Staff finds that the following is a
new activity required by Education Code section 22455.5, subdivision (b), resulting in a new
program or higher level of service:

o Employers shall make available criteria for membership, including optional membership,
in a timely manner to all persons employed to perform creditable service subject to
coverage by the Defined Benefit Program, and shall inform part-time and substitute
employees, within 30 days of the date of hire, that they may elect membership in the
plan’s Defined Benefit Program at any time while employed.

Written acknowledgment by the employee shall be maintained in employer files on a
form provided by CalSTRS.

Education Code section 22460, repealed and reenacted by Statutes 2000, chapter 1021, requires
specific notification to employees who terminate with less than five years of credited service.
The law was derived from former Education Code section 23108, renumbered as section 22460
by Statutes 1993, chapter 893, which read as follows:

Employing school districts and other employing agencies shall notify all members
who terminate employment with less than five years’ credited California service
that the only benefit for which they are eligible at any time is the refund of
accumulated contributions, the rate of interest which will be earned, and actions
which may be taken by the board if such contributions are not withdrawn.
Employing school districts and other employing agents shall transmit such
information to the member as part of the usual separation documents.

The information required for the notice s slightly different now, including references to the
Defined Benefit Supplement account; therefore, staff finds that Education Code section 22460,
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as repealed and reenacted, mandates a new program or higher level of service for the following

one-time activity: @

o  Amend the notice that employers transmit to a member who terminates employment with
less than five years of credited service, as part of the usual separation documents, to
include the specific information specified in Education Code section 22460, subdivision
{a)(1) — (3), regarding the Defined Benefit Supplement account.

Education Code section 22509, as repealed and reenacted by Statutes 1996, chapter 383, and
amended by Statutes 1997, chapter 838, requires that for new emiployees who may choose
between membership in CalPERS or CalSTRS, the school district employer “shall inform the
employee of the right to make an election and shall make available to the employee written
information” provided by CalPERS and CalSTRS, to assist in the decision. Staff finds that this
is a new notice requirement when compared to prior law, and Education Code section 22509,
subdivision (a) mandates a new program or higher level of service for the following activity:

o  Within 10 working days of the date of hire of an employee who has the right to make an
election pursuant to Education Code section 22508 or 22508.5, the employer shall inform
the employee of the right to make an election and shall make available to the employee
written information provided by each retirement system concerning the benefits provided
under that retirement system to assist the employee in making an election.

Education Code sections 22718 and 22724 address service credit authorized for “excess sick
leave.” Excess sick leave 1s sick leave granted by an employer at a rate greater than “one day per
pay period of at least four weeks.” If excess sick leave is granted by an employer and is not
entirely used, it can increase a member’s service credit; at the retirement of the member, the
employer will be billed for the present value of the service credit. Reimbursement for the costs
of the service credit billed to the employer is denied on the same rationale regarding Education
Code sections 22002, 22950 and 22951, above: an employer’s increased contribution costs to a
pension plan is not a program, or a new program or higher level of service, pursuant to article
XIlI B, section 6.

However, Education Code section 22718, as amended by Statutes 1999, chapter 939, requires for
the first time that “the employer shall also certify the number of unused excess sick leave days.”
Education Code section 22724, as added by Statutes 1999, chapter 939, describes the method of
calculation for the certification of excess sick leave. Staff finds that this certification
requirement results in a new report to the state when compared to prior law, and therefore
Education Code sections 22718, subdivision (a)(1)(A), and section 22724, mandate a new

program or higher level of service for the following activities:

e The employer shall certify the number of unused excess sick leave days to the
CalSTRS for retiring members, using the method of calculation described in
Education Code section 22724, subdivision (a).

o Upon request from the CalSTRS board, the employer shall submit sick leave
records of past years for audit purposes.**

4 CalSTRS January 30, 2007 comments, page 6, arguc that the “record retention requirement” is e
not reimbursable because personnel records are required to be kept a minimum of two years
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Education Code section 22852 provides for employer contributions for elective service credit for
members of the armed services who are reemployed with a school district following a period of
military service. Reimbursement for the costs of the service credit billed to the employer is
denied on the same rationale regarding Education Code sections 22002, 22950 and 22951,
above: an employer’s increased contribution costs to a pension plan is not a program, or a new
program or higher level of service, pursuant to article XII B, section 6. However, Education
Code section 22852, as added and amended by the test claim statutes, requires a reporting
activity that was not required under prior law.

CalSTRS January 30, 2007 comments, page 7, maintain that “this provision is consistent with
Federal Law...and could be considered a federal mandate.” Staff finds no federal law requiring
employers to provide information to the state regarding a returning employee in the manner
required by Education Code section 22852. Thus, staff finds Education Code section 22852,
subdivision (e) mandates a new program or higher level of service for the following activity:

e The employer shall provide information to CalSTRS regarding the reemployment of a
member who is subject to federal law regarding the reemployment of military service
personnel (38 U.S.C.A. § 4301 et seq.), on a form prescribed by CalSTRS, within 30 days
of the date of reemployment.

Finally, CalSTRS argues that all of the activities identified result in costs that are “modest,
incidental, or de minimus,”* and are thus not reimbursable pursuant to the California Supreme
Court’s decision in Sarn Diego Unified School Dist., supra, 33 Cal.4th 859, 890. The San Diego
Unified School Dist. decision must be examined in context. The portion of the decision cited
addresses the mandate claim for providing due process in discretionary expulsion proceedings.
The decision states that “challenged state rules or procedures that are intended to implement an
applicable federal law—and whose costs are, in context, de minimus—should be treated as part
and parcel of the federal mandate.” The Court recognized that it was unrealistic to expect the
Commission to determine which statutory procedures were required for minimum federal
standards of due process, versus any “‘excess” due-process standards only required by the state.

There is no evidence that the statutes creating or altering notice and reporting requirements
presently before the Commission are “part and parcel” of a federal mandate, and they can easily
be separated from the other costs of the retirement program. When a new program or higher
level of service is identified, the cost threshold for proving a reimbursable state mandated
program is very low; currently only $1000 is required in order to file a reimbursement claim.
CalSTRS argues that because they provide the school district employers with “the necessary
forms and notice materials required to satisfy the notice and reporting requirements, any costs to
the employer are shared by CalSTRS and would not solely be reimbursable to the local agency or
school district,”*® Staff finds that for the activities identified, the claimant still has distribution,
administrative and reporting responsibilities, regardless of who printed the forms or brochures.

under prior law. The new activity identified is to “submit sick leave records of past years,” upon
request. There is no evidence in the record that this activity was required by prior law.

* CalSTRS Comments, January 30, 2007, page 4.
* Ibid
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If a claimant has increased costs of $1000 for the identified mandated activities, then they are
eligible to make a claim for reimbursement. @

Issue 3: Do the test claim statutes impose costs mandated by the state pursuant to
Government Code section 175147

Reimbursement under article XIII B, section 6 is required only if any new program or higher
level of service is also found to impose “costs mandated by the state.” Government Code

section 17514 defines “costs mandated by the state” as any increased cost a local agency is
required to incur as a result of a statute or executive order that mandates a new program or higher
level of service. Co-claimants, Lassen COE and San Luis Obispo COE, estimated mandated
costs in excess of $200, which was the statutory threshold for filing a test claim in 2001,
Claimants, Grant and Santa Monica CCD, each alleged mandated costs in excess of $1000, as
did a declarant, San Diego County Office of Education.

All of the claimants also stated that none of the Government Code section 17556 exceptions
apply. For the activities listed in the conclusion below, staff agrees and finds accordingly that
the new program or higher level of service also imposes costs mandated by the state within the
meaning of Government Code section 17514,

CONCLUSION

Staff concludes that Education Code sections 22455.5, subdivision (b), 22460, 22509,
subdivision (a), 22718, subdivision (a)(1)(A), 22724, and 22852, subdivision (), impose new
programs or higher levels of service for school districts within the meaning of article XIII B,
section 6 of the California Constitution, and impose costs mandated by the state pursuant to
Government Code section 17514, for the following specific new activities:

o Employers shall make available criteria for membership, including optional membership,
in a timely manner to all persons employed to perform creditable service subject io
coverage by the Defined Benefit Program, and shall inform part-time and substitute
employees, within 30 days of the date of hire, that they may elect membership in the
plan’s Defined Benefit Program at any time while employed.

Written acknowledgment by the employee shall be maintained in employer fileson a
form provided by CalSTRS. (Ed. Code, § 22455.5, subd. (b).)"

e Amend the notice that employers transmit to a member who terminates employment with
less than five years of credited service, as part of the usual separation documents, to
include the specific information specified in Education Code section 22460, subdivision

* As added and amended by Statutes 1994, chapter 603, Statutes 1996, chapter 634, and Statutes
1999, chapter 939.

All of the approved statutes and activities were pled in the test claim CalSTRS Service Credit

(02-TC-19), filed on May 12, 2003, by Santa Monica CCD. Government Code section 17757

provides that “[a] test claim shall be submitted on or before June 30 following a fiscal year in

order to establish eligibility for reimbursement for that fiscal year.” Therefore, potential e
reimbursement goes back ne earlier than July 1, 2001.
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(a)(1) — (3), regarding the Defined Benefit Supplement account. (Ed. Code, § 22460;
one-time activity.) -

o Within 10 working days of the date of hire of an employee who has the right to make an
election pursuant to Education Code section 22508 or 22508.5, the employer shall inform
the employee of the right to make an election and shall make available to the employee
written information provided by each retirement system concerning the benefits provided
under that retirement system to assist the employee in making an election. (Ed. Code, §
22509, subd. (a).)*

o The employer shall certify the number of unused excess sick leave days to the
CalSTRS for retiring members, using the method of calculation described in
Education Code section 22724, subdivision (a). (Ed. Code, § 22718, subd.

@1)(a).y°

o Upon request from the CalSTRS board, the employer shall submit sick leave
records of past years for audit purposes. (Ed. Code, § 22724, subd. (b).)""

o The employer shall provide information to CalSTRS regarding the reemployment of a
member who is subject to federal law regarding the reemployment of military service
personnel (38 U.S5.C.A. § 4301 et seq.), on a form prescribed by CalSTRS, within 30 days
of the date of reemployment. (Ed. Code, § 22852, subd. (e).)*

Staff concludes that Education Code sections 22000, 22002, 22119.2, 22119.5, 22146, 22458,
22461, 22501, 22502, 22503, 22504, 22711, 22712.5, 22713, 22714, 22717, 22717.5, 22800,
22801, 22803, 22851, 22950 and 22951, as amended and pled, along with any other test claim
statutes and allegations not specifically approved above, do not impose a program, or a new
program or higher level of service, subject to article XIII B, section 6.

Staff Recommendation

Staff recommends the Commission adopt this staff analysis to partially approve this test claim. .

% As repealed, reenacted and amended, by Statutes 2000, chapter 1021.

9 As repealed, reenacted and amended, by Statutes 1996, chapter 383, and Statutes 1997,
chapter 838.

*® As amended by Statutes 1999, chapter 939,
' As added by Statutes 1999, chapter 939.
*2 As added and amended by Statutes 1996, chapter 680, and Statutes 1998, chapter 965.
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TEST CLAIM FORM TeST CLAIM NUMBER: D l _ m 'Uz

LOCAL AGENCY OR SCHOOL DISTRICT SUBMITTING CLAIM
Lassen County Office of Education and San Luis Obispo County Office of Education

CONTACT PERSON TELEPHONE NO.

Paul C. Minney, Esq. ' (916) 646-1400
Attorney for Mandated Cost Systems, Inc. :
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SPECTOR, MIDDLETON, YOUNG & MINNEY, LLP
7 Park Center Drive
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REPFRESENTATIVE QORGANIZATION TO BE NOTIFIED
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teve Smith

2275 Watt Avenue, Suite C
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THIS TEST CLATM ALLEGES THE EXISTENCE OF A REIMBURSABLE STATE MANDATED PROGRAM WITHIN THE MEANING OF SECTION
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Lassen County Office of Education
472-013 Johnstonville Road North
Susanville, California 96130
Telephone: (530) 257-2196
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San Luis Obispo County Office of Education
P.O. Box 8105

Education Drive at Highway One

San Luis Obispo, California 93403
Telephone: (805) 782-7211

Facsimile: (805) 544-0136

Paul C. Minney, Esq.

SPECTOR, MIDDLETON, YOUNG & MINNEY, LLP
7 Park Center Drive
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Telephone: (916) 646-1400

* Facsimile: (916) 646-1300

Attorney for Mandated Cost Systems, Inc. and
Authorized Representative of Co-Claimants,
Lassen County Office of Education and

San Luis Obispo County Office of Education

BEFORE THE
COMMISSION ON STATE MANDATES
STATE OF CALIFORNIA
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Lassen County Office of Education

and - .
San Luis Obispo County Office of Education
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Statutes of 1999, Chapter 939 (SB 1074) and
Statutes of 2000, Chapter 1021 (AB 2700)

Education Code Section 22119.2
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@ L. TEST CLAIM EXECUTIVE SUMMARY

- SUMMARY OF THE TEST CLAD./I LEGISLATION

| Statutes of 2000, Chapter 1021, enacted September .30’ 2000 and operative January 1,
2001 (the test claim legislation), made several additions and amendments - to the Education Code,
Among other things, the test claim legislation makes all compensation for creditable service
creditable to the California State Teachers’ Retirement System (CalSTRS) effective fuly 1, 2002
or July 1, 2003, depending on increases in state funding for school districts in 2001-02. The test
claim legislation also credits member and employcr.contributions on compensation éamed for
creditable service in excess of 1.000 years of service per .school year to the Defined Benefit
Supplement Program established in Statutes of 2000, Chapter 74. In addition; the test claim
@ legislation contains numerous technical amendments and appropriétes funds to implement that
program. Finally, it re&uces the General Fund appropriation to the Defined Benefit Program
from the current 3,102 percent of creditable compensation in the prior calendar year to 2.5385

percent in 2000-01 and 1.975 percent in 2001-02.

OVERVIEW OF MANDATES LAW

For the Commission tq find that the test claim legislation imposes' a r_eimbursablé state
mandated program, the legislation: (1) must be subject toarticle XIII B, section 6 of the
California Constitution, or in other words, the legislation must impose a “program™ upon local
governmental entities; (2) the “program” must be new, thus constituting a “new prégram,” or it
must create an increased or “higher level of service” over the former required level of service;

and (3) the newly required program or increased level of service must be state mandated within

@ the meaning of Government Code section 17514.
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QUESTIONS PRESENTED

1.

Test Claim of Lassen and San Luis Obispo County Offices of Edl.l_lcegié:n

Does the Test Claim Legistation impose a “Program” Upon County Offices of
Education and School Districts Within the Meaning of the Article XIII B, Section 6
of the California Constitution by Amendmg the Definition of “Creditable
Compensation?”

Short Answer: YES. The test claim legislation amended the definition of “creditable
compensation” requiring county offices of education and school districts to properly
credit all creditable compensation when determining a CalSTRS member’s benefits.
Public education in California is a peculiarly governmental function administered by
local agencies as a service to the public. Moreover, the test claim legislation imposes
unique requirements upon county offices of education and school districts that do not
apply generally to all residents and entities of the state. Therefore, the activities and
costs associated with properly crediting all creditable compensation when deiermining a
CalSTRS member’s benefits constitutes a “program”b within the meaning of article XII
B, section 6 of the California Constitution,

Does the Test Claim Legisiation’s “Program” Represent a “New Program” or a
“Higher Level of Service” Imposed Upon County Offices of Education and School
Districts Within the Meaning of Articie XIII B, Section 6 of the California
Constitution by Amending the Definition of “Creditable Compensation?”

Short Answer: YES. By comparing the requirements imposed upon county offices of.
education and school districts under prior law and those imposed by the test claim
legislation, it becomes clear that county offices of education and school districts are
engaging in new activities related to properly crediting all creditable compensation when
determining a CalSTRS member's benefits. The test claim legislation broadened the

definition of “creditable compensation” to include all compensation eamed by a

CalSTRS member. Prior law included several exclusions such as: (1) money paid for .

CalSTRS Credible Compensation



@ " creditable service 'in excess of the full-time equivalent for the position; (2) money paid
for overtime, overload, summer school, and intercession; (3) stipends paid to department
chairs when release time is not granted by the employer; (4) bonus payﬁents, such as
pay-for-performance; (5) allowances; (6) payments under a contract option; and (7) non-
cash compensa_ﬁon‘

Therefore, the activities and costs associated with properly crediting all creditable

compensation when defermining a CalSTRS member’s benefits inﬁpose'd a “new

-program” or “higher level of service” upoﬁ county offices of education and school

districts by the test claim legislation within the meaning of article XIII B, section 6 of the
California Constitution.

3. Does the Test Claim Legislation’s “Program,” Which Represents a “New Program®

or “Higher Level of Service,” Impose “Costs Mandated by the State” Upon County

e Offices of Education and School Districts Within the Meaning of Government Code

Section 175147
Short Answer: YES. None ch the Government Code section 17556 “exceptions” apply
RN and there is no federal law requiring county offices of education and school districts to
engage in activities necessary to ﬁropcrly creldit all creditable compensation when
determining a CalSTRS member’s benefits. Therefore, the test claim legisiation does
impose “costs mandated by the state” upon county offices of education and school
districts within the meaning of Government Code section 17514,

CONCLUSION

The following activities represent reimbursable state-mandated activities imposed upon
county offices of education and school districts within the meaning of article XII1 B, section 6 of
the California Constitution and Government Code section 17514.
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A. Properly crediting all creditable compensation when determining a CalSTRS @
member’s benefits, which would include all activities and costs-associated with
crediting STRS costs to employees; (Ed. Code, § 22119.2.)

B. Modification of county office of education, school district, and school site policies
and procedures as necessary to implement the test claim legislation,;

C. Training of county office of education, school district, and school site staff regarding
the new requirements to effectuate the test claim legislation; and

D. Any additional activities identified as reimbursable during the Parameters and
Guidelines phase.
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@ IT. TEST CLAIM ANALYSIS

QVERVIEW OF THE TEST CLAIM LEGISLATION

Statutes of 2000; Chapter 1021, enacted September 30, 2000 and operative January 1,
2001 (the test claim legislation); made several additions and amendments to the Education Code.
- Among other things, _the test claim legislation makes all compensation for_creditable service
creditable to tht_a California State Teachers’ Rctirerﬁént System (CalSTRS) effective July 1, 2002
or July 1, 2003, depending on incrcaées in state funding for scﬁool districts in 2001-02. The test-
claim legislation also credits member and employer contributions on compensation earmned for
crcditable service in excess of 1.000 years of service per school year to the Defined Benefit
Supplement Program established in Statutes of 2000, Chapter 74. In addition, the test claim
legislation contains numerous technical amendments and appropriates funds to implement that

@ program. Finally, it reduces the General Fund appropriation to the Defined Benefit Program

from the current 3.102 percent of creditable compensatio-n in the prior calendar yéar to 2.5385
percent in 2000-01 and 1.975 pércent in 2001-02.
ANALYSIS

In order for a statute or executive order, which is the subject of a test claim, to impose a
reimbursable state mandated program, the language: (1) must impoese a “program” upon local
governmental entities; (2) the program must be new, thus constituting a “new program,” or it
must create an increased or “higher level of service™ over the former required level of service;
and (3) the newly required program or increased level of service must be state mandated.

The cburt has defined the term “program” to meaﬁ programs that carry out the
governmental function of providing services to the public, or a law, which to i'mpl]ement a state

@ policy, imposes unique requirements on local agencies or school districts that do not apply
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generally to all residents and eﬁtitics in the state. To determine if a required progralﬁ is “new” or @
imposes aA“highcr level of service,” a comparison must be undertaken between the test claim
legislation and tﬁg legal requirements in eﬂ’ect immediately before the enactment of the test
claim legistation.! To determine if the new program or higher level of service is state mandated;
a review of state and federal statutes, regulations, and case law must be undertaken.?
1. Does the Test Claim Legislation Impose a “Program” Upon Couﬁty Ofﬁcés of
Education and School Districts Within the Meaning of Article XIII B, Section 6 of

the California Constitution by Amending the Definition of “Creditable
Compensatmn"”

The test claim legislation amends the definition of “creditable compensation,” which in
turn requires county offices of education and school districts to engage in numerous activities to

apply additional' compensation for creditable service to CalSTRS. The California Supreme

Court in County of Los Angeles v. State of California, defined “program” as: @

“Programs that carry out the governmental function of providing services to the
public, or laws which, to implement a state policy, impose unigue requircmcnts

on 100.49.1 governments and do not apply generally to all resrdents and entities in the
state.”

The California Appellate Court m Carmel Valley Fire Protection District v. State of California,
found the following regarding the County of Los Angeles “program” holding:
“The .[Supreme] Court concluded that the term ‘program’ has two alternative
meanings: ‘pregrams that carry out the governmental function of providing

services to the public, or laws which, to implement a state policy, impose unique
requirements on local governments and do not apply generally to all residents and

' County of Los Angeles v. State of California (1987) 43 Cal.3d 46, 56; Carmel Valley Fire Protection Dist. v. State
of California (1987) 190 Cal.App.3d 521, 537; Lucia Mar Unified School Dist. v. Honig (1988) 44 Cal.3d 830, 835.

2 City of Sacramento v. State of California (1990) 50 Cal.3d 51, 76; Hayes v. Commission on State Mandates (1992}
11 Cal. App.4th 1564, 1594; Government Code sections 17513, 17556.

3 These additional activities will be defined in the Parameters and Guidelines phase of this test claim if it is
successful. As discussed in detail below, the test claim legislation may not take effect until July 1, 2003. Therefore,
it is difficult to accurately predict the activities county offices of education and school districts will engage in before @
that time,

* County of Los Angeles, supra (1987) 43 Cal.3d 46, 56.
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entities in the state.” (Citation omitted.) [O]nly one of these findings is necessary
@ " 10 trigger reimbursement.” - (Emphasis added.)

The test élaim legislation clearly passes both tests outlined by County of Los Angeles and
reiterated in Carmel Valley. First, the test claim activities are deemed necessary to properly
credit public educators’ creditable compensation in response to the test claim legislation. The
cou.rt has held that public education in California is -a peculiarly -govemméntal function
administered by local agencies as a service o thé public.® Second, the test claim legislation only
applies to public schools and as such imposes unique requirements upon county offices of
education and school districts that do ncﬁ: apply generally to all residents and entities of the state,

_. Therefore, engaging in activities to properly credit CalSTRS member compensation constitutes
5 a “program” within the meaning of article XIII B, section 6 of the C-alifomia Constitution.
-2 Does the Test Claim Legislation’s “Program” Represent a “New Program” or a
@ “Higher Level of Service” Imposed Upon Colunty Offices of Education and School
- : Districts Within the Meaning of Article XTIl B, Section 6 of the California

Constitution by Amending the Definition of “Creditable Compensation?”

444444 To detemn:ne if a required program is “new” or imposes a “higher level of service,” a

.comparison must be undertaken between the test claim legislation and the legal requirements in

effect immediately before the enactment of the test claim legislation.”

* Carmel Valley Fire Protection Dist., supra (1987) 190 Cai.App.3d 521, 537.

S Long Beach Unified School Dist, supra (1990) 225 Cal.App.3d 155, 172 (The court found that although numerous
private schools exists, education in the state is considered a peculiarly governmental function and public education is
administered by local agencies to provide a service to the public. Based on these findings, the court held that public
education constitutes a “program” within the meaning of article XIII B, section 6 of the California Constitution.)

7 Lucia Mer Unified School Dist, supra (1988) 44 Cal.3d 830, 835 (The court found that legislation that shifts
activities from the state to a local entity represents a new program especially when the local entity was not required
to perform that dctivity at the time the legislation was enacted. The court ceneluded that, under these circumstances,
the activity is “new” insofar as the local entity is concerned.)
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Prior Law — Activities Required Until July 1. 2002 or July 1, 2003 Depending on Iﬁcrcaseé in @
State Funding for School Districts

Under prior law, the California State Teachers’ Retirement System (CalSTRS) calculates
a member’s rctirement benefit under the Defined Benefit (DB) Program using: (1) the member’s
credited service; (2) a factor based on the member’s age at retirement; and (3) the member’s fm.al
compensation.

The member’s service credit is determined annu-ally.according to the creditable service
performed by the member. The actual determination of service credit is based on the ratio of
compensation earned by the member to the compensation that would be earnable by the member
if service were performed on a full-time basis the entire school year. “Full-time” means the days
or hoﬁrs of creditable service the employer requires to be performed by a class of employees in a

school year to earn compensation earnable as defined in statutes and specified under a collective

bargaining agreement. However, the employer’s full-time requirement cannot be less than the
statutory minimum standard for the related class of employees. |

Creditable service includes aétivities performed for an employer in a position that
requires a credential, certificate, or permit under the Education Code or under standards édoptcd
by the Board of Governors of the California Community Colleges. Pos.itions under which
creditable service is performed include teaéher, instrﬁctor, principal, superintendent, counselor;
health professionél,'and librarian, “Creditable compensation” is money paid for creditable
service, unless otherwise excluded by statutory provisions. In order to be creditable,
compensation must be paid to everyone in a class of employees in the same doliar amount, the
same percentage of salary, or the same percentage of the amount being‘ﬂistributed.

Prior law excludes several types of payments from “creditable compensation,” including: Q

]

CalSTRS Credible Compensation
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@ + Money paid for creditable service in excess of the full-time equivalent for the
position; : '
» Money paid for overtime, overload, summer school and intercession;
» Stipends paid to department chairs when release time is not granted by the employer;
» Bonus payments, such as pay-for-performance; ‘
* Allowances;
¢ Payments under a contract option; and
¢ Non-cash compensation.

Test Claim Requirements: Determination of Creditable Compensation as of July 1, 2002 or July
1. 2003

- Although current law requires county offices of education and Schdol districts to make
certain determinations related to what represents “credible compensation” for purposes of
CalSTRS calculations, the test claiﬁl legis]étion changed the definition of “creditable

compensation” and therefore imposes additional activiﬁe;.
In the early 1970’3, when the current retirement plan was designed, K-12 education
@ ‘generally was provided for nine months a year and community bollege instruction used full-time
faculty £o a greater degree. The current method of determining what compensation is creditable
l_._.:‘?cﬂects the means by which education was provided at that time. As a result, summer school
..':_md intercession service is not creditable, and the plan assumes that members largely -work only

one job, arid oi_: a full-time basi;.

Since then, a number of changes have occurred in the provision of education, including
more year-rqun_d schools, summer school, and the shift in community colleges to more part-time
based instruction. In addition, administrators are incréasingly being compensated based in part
on their performance. The test cléim Iégislation malkes all compensation for creditable service
creditable for purposes of determining a CalSTRS retirement benefit and reﬂe_cts the changes in

education. By changing the current definition of “creditable compensation,” the test claim

Test Claim of Lassen and San Luis Obispo County Offices of Rrnrating CalSTRS Credible Compensation
113 '




legislation allows compensation that currently is not creditable to be counted in determining a

member’s retirement benefit.

The test claim legislation :;1130 changed the definition of “‘creditable compensation” to
include not only compensatioﬁ that is .paz'd to everyone in a class but also compensation that is
payable to everyone in the class. The purpose of this chgnge was to permit»members to receive
benefits based on full compensation, without the retirement system being subjected to inadequate
funding when compensation is restructured late in a member’s c.areer. The test claim legislation
also provides a basis for increasing total compensati.on earnable go that all members in a similar
class could benefit from additional types of compensation, including pay for performance
services. |

Therefore, the test claim legislation requires county‘ offices of education and school

districté to engage in additional activities to properly credit all creditable compensation when

determining a CalSTRS member’s benefits. The claimant has not provided an exhaustive list of
activities that must be performed in order to meet the test claim legislation requirements. Rather, |
the claimant contends that there are numerous activities that will be performed once the test

claim legislation becomes operative.

It could be argued that since the test claim legislation is not operative, that this test claim

is premature since, at the latest, county offices of education and school districts would perform

- the test claim activities after July 1, 2003. While it may be argued that filing a test claim before

county offices of education and school districts are required to engage in the test claim activities
is premature, there are several reasons why this test claim filing is apprbpﬁatc.

First, it is clear from the test claim legislation that all creditable time be considered

“creditable compensation” for purposes of the CalSTRS program. - Therefore, the claimant and Q
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@ state agencies can provide meaningful arguments on the reimbursability of the broad activities
related to the test claim legislation. 'While the specific activities cannot be fully addressed at this
stage, this fact is not detrimental since such activities can be addressed at the Parameters and
Guidelines phase.

Second, the Commission’s current wor}.doad malkes it necessary to file this claim early.
Assuming that the Conunission produces two test claims a month beginning July 2001, the
Commission’s current workload of approximately 60 test claims would mean that the analysis
for this claim would be prepared sometime late 2003 or early 2004 — after the time in which
county offices of education and school districts would be engaging in the test claim activities.
Therefore, to avoid potential delay in obtaining reimbursement for the activities outlined in the

..~Ttést claim legislation, the claimant submits this claim before county offices of education and

ﬁ' - school districts are required to engage in the activities.

‘ Based on the foregoing, the claimant contends that the test claim legislation has imposed
A “new program”' or “higher level of service” upon county offices of eﬂucation and school
.districts related to the Iactivities and costs associated with properly crediting all creditable
compensation when determining a CalSTRS member’s benefits. Therefore, these activities
represent a “higher level of service‘.’ imposed upon county offices of education and school

districts within the meaning of article XIII B, sectiqn 6 of the Califor'rlxia Constitution.
3.. Does the Test Claim Legislation’s “Program,” Which Represents a “New Progra_m"’

or “Higher Level of Service,” Impose “Costs Mandated by the State” Upon County

Offices of Education and School Districts Within the Meaning of Government Code
Section 175147 '

None of the Government Code section 17556 “exceptions” apply and there is no federal

]

@ law requiring county offices of education and school districts to engage in activities necessary to

properly credit all creditable compensation when determining a CalSTRS member’s benefits.

Test Claim of Lassen and San Luis Obispo County Offices 0 75 ~~%on CalSTRS Credible Compensaiion
115




Therefore, the test claim legislation does impose “costs mandated by the state” upon county

offices of education and school districts within the meaning of Government Code section 17514.

CONCLUSION

The following activities represent reimbursable state-mandated activities imposed upon
county offices of education and school districts within the meaning of articie XIII B, section 6 of
the California Constitution and Government Code section 17514,

A. Properly crediting all creditable compensation when determining a CalSTRS
member’s benefits, which would include all activities and costs associated with
crediting STRS costs to employees; (Ed. Code, § 22119.2.}

B. Modification of county office of education, school district, and school site policies
and procedures as necessary to implement the test claim legislation;

C. Training of county office of education, school district, and school site staff regarding
the new requirements to effectuate the test claim legislation; and

D. Any additional activities identified as reimbursable during the Parameters and
Guidelines phase.
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@ ‘ III. CLAIM REQUIREMENTS

AUTHORITY FOR THE TEST CLAIM

The Commission 01.1 State Mandates has the authority pursuant to Government Code
Section 17551, subdivision (a), to hear and decide a claim by a local agency or school district
that the local agency or school district is entitled to reimbursement by the state for costs
mandated by the state as required by article XIII B, section 6 of the California -Constitution,
Both Lassen and San Luis Obispo County Offices of Education fall under the definition of
“school districts” outlined in Government Code section 17519. This test claim is filed pursuant
to Title 2; California Code of Regulations, section 1183.

ESTIMATED COSTS RESULTING FROM THE MANDATE

- It is estimated that Lassen County Office of Education and San Luis Obispo County
@ Office of Education will incur costs in excess of $200.00 to comply with the requirements
outlined in the CalSTRS Credible Compensation Test Claim.

APPROPRIATIONS

No funds are appropriated by the test claim legislation for reimbursement of these new

costs mandated by the state and there is no other provision of law for recovery of costs for these

activities.
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CLATM CERTIFICATION ' @
I certify by my signature below that the statements made in this document are true and

correct of my knowledge, and as to all other matters, I believe them to be true and correct based

on information or belief.

Executed on September 19, 2001, at Sacraméuto, California, by:

P
SPECTOR, DLETON, YOUNG & MINNEY, LLP

1
P&LU{ C. MINNEY, EE‘/)
Attorney for Mandated(Cost Systems, Inc.
and Authorized Representative of Lassen
County Office of Education and San Luis
Obispo County Office of Education

° e

CalSTRS Credible Compensation
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@ AUTHORIZATION TO ACT AS REPRESENTATIVE
FOR LASSEN COUNTY OFFICE OF EDUCATION’S TEST CLAIM

CalSTRS CREDIBLE COMPENSATION

I, Gene Sies, Assistance Superintendent, Business Services, hereby authorize Paul C.

Minney (or designee) of the Law Office of SPECTdR, MIDDLETON, YOUNG & MINNEY, LLP to act

" as the repreéentative and sole contact of Lassen County Office of Education in this Test Claim.
All correspondence and communications regarding this Test Claim should be forwarded to:

Paul C. Minney, Esq.
SPECTOR, MIDDLETON, YOUNG & MINNEY, LLP
7 Park Center Drive
Sacramento, California 95825
Telephone: (916) 646-1400
@ Facsimile: (916) 646-1300

Dated: September __, 2001

GENE SIES _
Assistant Superintendent, Business Services

Test Claim of Lassen and San Luis Obispo County Offices 0™, = . - CalSTRS Credible Compensation
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AUTHORIZATION TO ACT AS REPRESENTATIVE
F OR SAN LUIS OBISPO COUNTY OFFICE OF EDUCATION’S TEST CLAIM

CalSTRS CREDIBLE COMPENSATION

I, Eric Smith, Deputy Superintendent, hereby authorize Paul C. Minney {or designee) of
the Law Ofﬁce of SP_ECTOR, MIDDLETON, YOUNG & MINNEY, LLP to act as the representative and
sole contact of Sz;n Luis Obispo County Office of Education in this Test Claim. All
correspondence and Icommunjcations regarding this Test Claim should be forwarded to:

Paul C. Minney, Esq.
SPECTOR, MIDDLETON, YOUNG & MINNEY, LLP
7 Park Center Drive
Sacramento, California 95825
Telephone: (916) 646-1400

Facsimile: (916) 646- 130@ C_@\
Dated: Septemberﬂ_, 2001 AL

ERIC SMITH
Deputy Superintendent
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Test Claim of Lassen and San Luis Obispe County Offices of =

Lassen County Office of Education
472-013 Johnstonville Road North
Susanville, California 96130
Telephone: (530) 257-2196
Facsimile: (530) 257-2518

San Luis Obispo County Office of Education
P.O. Box 8105

Education Drive at Highway One

San Luis Obispo, California 93403
Telephone: (805) 782-7211

" Facsimile: (805) 544-0136

Paul C. Minney, Esq.
SPECTOR, MIDDLETON, YOUNG & MINNEY, LLFP

7 Park Center Drive

Sacramento, California 95825
Telephone: (916) 646-1400

- Facsimile: (916) 646-1300

Attorney for Mandated Cost Systems, Inc. and

Authorized Representative of Co-Claimants,

Lassen County Office of Education and
San Luis Obispo County Office of Education

BEFORE THE

COMMISSION ON STATE MANDATES

STATE OF CALIFORNIA

IN RE TEST CLAIM OF:
Lassen County Office of Education
and

San Luis Obispo County Office of Education

csmwo. D1~ TL-07Z.

DECLARATION OF GENE SIES,
ASSISTANT SUPERINTENDENT,
BUSINESS SERVICES

CalSTRS Credible Compensation

I, Gene Sies, make the following declaration and statement. As Lassen County Office of

Education’s (claimant’s) Assistant Superintendent of Business Services, 1 have knowledge of its

policies and procedures related to the payment of creditable compensation for CalSTRS

mbieq) - CalSTRS Credibie Compensation
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|

members. I am familiar with the provisions and requirements of Statutes of 2000, Chapter 1021, @

which require the claimant to engage in the following activities:

1,

Properly crediting all creditable compensation when determining a CalSTRS
member’s benefits, which would include all activities and costs associated with
crediting STRS costs to employees;

Modification of county office of education, school district, and school site policies
and procedures as necessary to implement the test claim legislation;

Training of county office of education, school district, and school site staff regarding
the new requirements to effectuate the test claim legislation; and '

Any additional activities identified as reimbursable during the Parameters and
Guidelines phase.

am informed and believe that before the test claim legislatibn, there was no

responsibility for the claimant to engage in the activities set forth above. It is estimated that the

claimant will/has incurred significantly more than $200.00 to implement these new activities

mandated by the state for which the claimant has not been reimbursed by any federal, state, or

local agency, and for which it cannot otherwise obtain reimbursement.

The foregoing facts are known to me personally and if so required, 1 could testify to the

statements made herein. 1 hereby declare under penalty of perjury under the laws of the State of

' California that the foregeing is true and correct except where stated upon information and belief

and where so stated I declare that I believe them to be true.

Executed on September _ , 2001, at Susanville, California, by:
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GENE SIES
Assistant Superintendent, Business Services
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Lassen County Office of Education
@ 472-013 Johnstenville Road North
Susanville, California 96130
Telephone: (530) 257-2196
Facsimile: (530) 257-2518

San Luis Obispo County Office of Education
P.O. Box 8105

Education Drive at Highway One

San Luis Obispo, California 93403
‘Telephone: (805) 782-7211

Facsimile: (805) 544-0136

Paul C. Minney, Esq.
SPECTOR, MIDDLETON, YCUNG & MINNEY, LLP
7 Park Center Drive
Sacramento, California 958235
Telephone: (916) 646-1400
" Facsimile: (916) 646-1300

v Attorney for Mandated Cost Systems, Inc. and
Authorized Representative of Co-Claimants,
- Lassen County Office of Education and
@ San Luis Obispo County Office of Education

- BEFORE THE
COMMISSION ON STATE MANDATES

STATE OF CALIFORNIA

-
IN RE TEST CLAIM OF: csmno. (- T 02
Lassen County Office of Education DECLARATION OF ERIC SMITH, DEPUTY
_ | SUPERINTENDENT
and
San Luis Obispo County Office of Education CalSTRS Credible Compensation

I, Eric Smith, make the following declaration and statement. As San Luis Obispo County
Office of Education’s (claimant’s) Deputy Superintendent, I have knowledge of its policies and

@ procedures related to the payment of creditable compensation for CalSTRS members. I am

Test Claim of Lassen and San Luis Obispo County Offices of Fnantinn CalSTRS Credible Compensation
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familiar with the provisions and requirements of Statutes of 2000, Chapter 1021, which require

the claimant to engage in the following activities: ’

1.

[

Properly crediting all creditable compensation when detenniﬁing a CalSTRS
member’s benefits; : -

Modification of county office of education, school district, and school site policies
and procedures as necessary to implement the test claim legislation;

Training of county office of education, school district, and school site staff regarding
the new requirements to effectuate the test claim legisiation; and

Any additional activities identified as reimbursable during the Parameters and
Guidelines phase. '

am informed and believe that before the test claim legislation, there was no

responsibility for the claimant to engage in the activities set forth above. It is estimated that the

claimant will/has incurred significantly more than $200.00 to implement these new activities

mandated by the state for which the claimant has not been reimbursed by any federal, state, or

local agency, and for which it canmnot otherwise obtain reimbursement.

The foregoing facts are known to me personally and if so required, I could testify to the

statements made herein. I hereby declare under penalty of perjury under the laws of the State of

California that the foregoing is true and correct except where stated upon information and belief

and where so stated I declare that I believe them to be true.

| | — |
Executed on September /7, 2001, at San Luis Obispo, California, @ @
| ' A/
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Senate Bill No. 1074

CHAPTER 939

An act to amend Sections 22000, 22007, 22008, 22119.2, 22128, 22134,
22135,22136, 22138.5, 22147,5,22148, 22161, 22163, 22306, 22327, 22360,
22400, 22455 5, 22457, 22458, 22459, 22502, 22503, 22504, 22508, 22508.5,
22514, 22516, 22601.5, 22602, 22604, 22664, 22713, 22714, 22717, 22718,
22801, 22803, 22805, 22820, 22823, 22826, 22955, 23003, 23004, 23006,
23201, 23702, 23851, 24101.5, 24201, 24203.5, 24211, 24212, 24213, 24300,
24305.5, 24306, 24307, 24600, 24613, 26135, 26202, 26215, 26301, 26303,
26401.5, 26504, 26603, 26604, 27410, 44494, and 47611 of, to add Sections
22104.5, 22106.1, 22106.2, 22109.5, 221152, 22115.5, 22156.1, 22156.2,
22156.5, 22170.5, 22360.5, 22724, and 23805.5 to, to repeal and add
Section 24205 of, the Education Code, and to amend Section 20639 of

the Government Code, relating to the State Teachers® Retirement
System.

{Approved by Governor October 10, 1999, Filed
with Secretary of Stote October 10, 1999}

LEGISLATIVE COUNSEL'S DIGEST

SB 1074, Committee on Public Employment and
Retirement. State Teachers’ Retirement System.

The State Teachers” Retirement Law prescribes the retirement
benefits of eligible teachers in the public schools who are participants
in the Defined Benefit Program and the Cash Balance Benefit
Program. Those programs were separately administersd by  the
Teachers’ Retirement Board until they were merged by Chapter
1048 of the Statutes of 1998,

This bill would revise varicus provisions to reflect that merger,
make related technical changes, update various provisions, and
codify various existing regulations. The bill would define various
terms for purposes of benefit computations,

The State Teachers’ Retirement Law  prescribes  retirement
benefits for a nonmember spouse who is awarded a Separate account
upon legal separation or dissolution of marriage. '

This bill would incrementally increase the maximum benefit factor
for calculation of benefils for a nonmember spouse whose- retirement
is effective on or after January 1, 1999, and at an age greater than
normal retirement age, as specified.

The State Teachers’ Retirement Law provides increased benefits
for members who have 30 or more years of credited service, subject
to certain conditions. -

The bill would specify types of credited service thdt are excluded
from or included in the calculation of credited service for

95
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determining eligibility for those increased benefits and provide that
nonmember spouses are eligible for those increased benefits if the
member had 30 or more years of credited service on the date the
parties separated. The bill would state that certain of these provisions
are declaratory of existing law.

Existing law, known as ‘the Dave Elder State Teachers' Retirement
System Home Loan Program Act, establishes a member home loan
financing program and requires the Teachers’ Retirement Board to
adopt regulations governing the program.

This bill would modify the terms and conditions of that program
and add an authorization for personal loans, secured by a portion of
a member’s accumulated retirerment contributions, to be used to
finance a portion of the purchase price of the member’s home,
subject to specified terms.

The bill would provide that any other act enacted by the
Legislature during 1999 that affects any section of the bill shall prevail
over the provisions of the bill.

The people of the State of California do enact as follows:

SECTION 1. Section 22000 of the Educaticn Code is amended to
read:

22000. This part may be known and cited as the E. Richard Bames
Act and together with Part 14 (comumencing with Section 26000) shall
_be known as the Teachers’ Retirement Law,

SEC. 2. Section 22007 of the Education Code is amended to read:

22007 The obligations of any member, or the member’s
beneficiaries, to this system and the Defined Benefit Program
continue throughout membership, and thereafter until all of the
obligations of this system and the Defined Benefit Program to or in
respect to the member or the member's beneficiaries have been
discharged.

SEC. 3. Section 22008 of the Education Code is amended to read:

22008. For the purposes of payments into or out of the retirement
-fund for adjustments of errors or omissions with respect to the
Defined Benefit Program, the period of limitation of actions shall be
opplied, except as provided in Sections 23302 and 24613, as follows:

(2) No action may be commenced by or against the board, the
system, or the plan. more than three years afier all obligations to or
on behalf of the member, former member, or beneficiary have been
discharged.

(b) If the system makes an error that results in incorrect payment
to a member, former member, or beneficiary, the system's right- o

commence tecovery shall expire three years from the date the

incorrect payment was made.
{c) If en incorrect payment is made due to Jack of information or
inaccurate information regarding the eligibility of a member, former
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member, or beneficiary to receive benefits under the plan, the period
. of limitation shall commence with the discovery of the incorrect
payment, '

(d) Notwﬁhstandmg any other provision of this section, if an
incorrect payment has been made on the basis of fraud or intentional
misrepresentation by a member, beneficiary, or other party in
relation to or on behalf of a member or beneficiary, the three-year
period of limitation shall not be deemed to comimence or to have
commenced ufitil the system discovers the incorrect payment.

(e) The <collection of overpayments under subdivisions {b), (c),
and (d) shall be made pursuant to Section 24617.

SEC. 4. Section 22104.5 is added to the Education Code, to read:

22104.5. “Acgtuary” means a person professionally trained in the
technical and mathematical aspects of insurance, pensions, and
related fields who has been appointed by the board for the purpose
of actuarial services required under this part.

SEC. 5. Section 22106.1 is added to the Education Code, to read:

22106.1. “Base days” means the pumber of days of creditable
service required to eam one year of service credit.

SEC. 6. Section 22106.2 is added to the Education Code, to read:

22106.2. “Base hows” means the number of hours of creditabie
service required to earn one year of service eredit, '

SEC. 7. Section 22109.5 is added to the Education Code, to read:

22109.5. “Bieak in service,” for purposes of determining a
member’s final compensation, means:

(a) With respect to service of o member employed as a full-time
employee and service performed by a member employed as a
part-time employee, any period of time covering a pay period during
which a member i5 of an unpaid leave or absence or a pay period in
which a member has not performed any creditable service.

(b} For a member who has been employed in a substitute position:

(1) And has a change in assignment during a school year to a
full-time or part-time position, a break in service is determmined on the
same basis as for the full-time or part-time employment during the
same school year.

(2) For less than 50 percent of their teaching career for which
service is credited, a break in service is determined on the same basis
as full-time employment.

(3) For more than 50 percent of their teaching career for which
service is credited, a break in service is any period of time within a
school year for which compensation is not paid and service is not
credited.

(c) If a member commenced performing service at the beginning
of a school term, July and August of the school year are not a break
in service; however, if the member commenced performing service
after the school term begins, the previous July and August are a break
in service.
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(d) Earnable salaries for a full pay period, but not beyond the
effective date of retirement, shall be used in determining final
compensation wlen the member performed service wnthm that pay
period.

SEC. 8. Section 22115.2 is added to the Education Code, to read:

22115.2. “Concurrent membership” means membership in the
Defined Benefit Program by an individual who is credited with
service that is not used as a basis for benefits under any other public
retirement system and i§ also a member of the California Public
Employees’ Retirement System, ihe Legislators’ Retirement System,
the University of Califomia Retirement System, county retirement
systems established under Chapter 3 (commencing with Section
31450) of Part 3 of Division 4 of Title 3 of the Government Code, or
the San Francisco City and County Employees’ Retirement System.
A member with concurrent membership shal] have the right to the
following:

(a) Have final compensation determined pursvant to subdivision
(c) of Section 22134, : .

(b) Redeposit accumulated retirement contribulions pursuant  to
Section 23201. '

- (c) Apply for retirement pursuant to paragraph (2) of subdivision
(2) of Section 24201,

SEC. 9. Bection 22115.5 is added to the Education Code, o read:

221155, (a) “Concurrent retirernent” entitles a member of the
Defined Benefit Program to retire for service from the State
Teachers' Retirement System -and from at least one of the retirement
systems with which the member has concurrent membership, as
defined in Section 22115.2, on the same date or on different dates
provided that the member does not perform creditable service
subject to coverage under the other system or the Defined Beneﬁt
Program between the two retirement dates.

{b) A retired member who is subsequently employed in a position
Subject to membership in a public retirement sysiem, specified in
Section 221152, shall not be eligible for cancurrent retirement. ,

SEC. 10. Section 22119.2 of the Education Code is amended fo
read:

221192, (a) “Creditable compensation” means salary and other
remuneration payable in cash by an employer to = member for
creditable service. Creditable compensation shall include:

(1) Money paid in accordance with a salary schedule based on
years ‘of training and years of experience for creditable service
pelformed up to and including the full-time equivalent for the
position in which the service is performed.

(2) For members not pald according to a salary schedule money
paid for creditable service performed up to and mcludmg the
full-time equivalent for the position in which the service is
performed.
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(3) Money pald for the member's absence from performance of
creditable service as approved by the employer, except as provided
in paragraph (7) of subdivision (b).

{4) Member contributions picked up by an employer pursuant’ to
Section 22903 or 22904,

(5) Amounts deducted by an cmp]oycr from the member's salary,
including deductions for participation in a deferred compensation
plen; deductions for the pmchase of annuity contracts, tax-deferred
retirement plans, or other insurance programs; and deductions for
participation in a plan that meets the requirements of Section 125,
401(lk), or 403(b) of Title 26 of the United States Code.

(6) Money paid by an employer in addition to salary paid under
paragraph (1) or (2} if paid to all employees in a class in the same
dollar. amount, the same percentage of salary, or the same percentage
of the amount being distributed.

(7) Money paid in accordance with a salary schedule by - an
employer to an employee for achieving certificalion from a national
board awarding certifications, in which eligibility for this
certification is based, im part, on years of iraining or vyears of
experience in teaching service, if the compensation is paid by the
employer to all employees who achieved this certification.

- (8) Any other payments ihe board determines to be “creditable
compensation.”

(b) “Creditable compensation” does nol mean and shall not
include;

(1) Money paid for service performed in excess of the full-time
equivalent for the position.

(2) Money paid for overtime or summer school service, of money
paid for the apgpregate service performed as a member of the Defined
Benefit Program in excess of one year of service credit for any one
school year.

(3) Money paid for service that is not creditable service pursuant
to Section 22116.5.

(4) Money paid by an employer in addition to salary paid under
parag'raph (’1) or (2} of subdivision (a) if not paid to all employees
in a class in the same dollar amount, the same percentage of salary,
or the same percentage of the amount being distributed, except as
provided in paragraph (7) of subdivision (a).

(5) Fringe benefits provided by an employer.

{6) Job-related expenses paid or reimbursed by an employer.

(7) Money paid for unused accumuiated leave,

(8) Severance pay or compensatory damages or money paid to a
member in excess of salary as a compromise settlement,

(9) Annuity contracts, tax-deferred retirement programs, or other
insurance programs, including, but not limited to, plans that meet the
requirements of Section 125, 401(k), or 403(b) of Title 26 of the
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United States Code that are purchased by an employer for the
member and are not deducted from the member’s salary.

(10) Any payments determined by the board to have been made
by an employer for the principal purpose of enhzmcmg 8 member's
benefits under the Defined Benefit Program: -An increase in the
salary of a member who is the only employee in a class pursuant to
subdivision (b) of Section 22112.5 that arises out of an employer’s
restructuring  of  compensation  during  the  member’s  final
compensation period shall be presumed to have been granted for the
principal purpose of enhancing benefits under the Defined Benefit
Program and shall oot be creditable compensation. If the board
determines sufficient evidence is provided to the system to rebut this
presumption, the increase in salary shall be deemed creditable
conipensation. : .

(11) Any other payments the board detennines not to be
“rreditable compensation.”

(c) Amy empluyer or person who knowingly or willfully reports
compensation in a manner inconsistent with subdivision (a) or (b)
shall reimburse the plan for any overpayment of benefits that occurs
because of that inconsistent reporting and may be subject to
prosecution for fraud, theft, or embezzlement in accordance with the
Penal Code. The system may establish procedurcs to ensure that
compensation reparted by an employer is in compliance with this
section.

(d) The definition of ‘“‘creditable compensatmn in this section is
designed in accordance with sound funding principles that support
the integrity of lhe retirement fund. These principies include, but are
not limited to, consistent treatiment of compensation throughout the
career of the individual member, consistent treatment of
compensation for an entire class of employees, the prevention of
adverse selection, and the exciusion of adjustments to, or increases in,
compensation for the principal purpase of enhancing benefits,

(e) This section shall be deemed Lo have become operative on July

, 1896,

SEC. 11, Section 22128 of the Education Code.is amended to read:

22128. “Early retirement” and ‘“early retirement ape” mean the
age of 55 years, which is the age upon attainment of which the
.member becomes eligible for a service retirement allowance with
reduction because of age and without special qualifications..

SEC. 12, Section 22134 of the Education Code is amended to read:

22134, (a) “Final compensation™ means the highest average
annual compensation earnable by a member during any period of
three consecutive school years while an aclive member of the
Defined Benefit Program or time during which he or she was not &
member but for .which the member has received credit under the
Defined Benefit Program, except time that was so credited for
service performed outside this state prior to July 1, 1944, The last
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three consecutive years of employment shall be used by the system
in determining final compensation unless designated to the contrary
in writing by the member.

(b) For purposes of this section, periods of service separated by
breaks in service may be aggregated to constitute a period of three
cansecutive years, if the periods of service are consecutive except for
the brealks.

(c) The determination of final compensation of .2 member who has
concurrent membership in  another retirement system pursuant to
Section 22115.2 shall take into consideration the compensation
earnable while a member of the other system, provided that all of the
following exist: .

(1) The member was in state service or in the employment of a
local school district or a county superintendent of schools, :

(2) Service under the other system was not  performed
concurrently with service under the Defined Benefit Program.

(3) Retirement under the Defined Benefit Program is concurrent
with the member’s retirement under the other system.

(d) The compensation eamable for the first position in  which
California  service was credited shall be wused when additional
compensation earnable is required to accumulate three consecutive
years for the purpose of determining final compensation under
Section 23805.

(e} If a member has received service credit for paril-time service
performed prior to July 1, 19536, the member’s final compensation
shall be adjusted for that service in excess of one year by the ratio that
part-time service bears to full-time service.

(f) The board may specify & different final compensation with
respect  to  disability allowances, disability retirement allowances,
family allowances, and children's porlions of survivor benefit
allowances payable on and after January I, 1978, The compensation
earnable for periods of part-time service shall be adjusted by the ratio
that part-time service bears to full-time service.

{g) The amendment of former Section 22127 made by Chapter 782
of the Statutes of 1982 does not constitute a change in, but is
declaratory of, the existing law, _

SEC. 13.  Section 22135 of the Education Code is amended to read:

22135, (a) Notwithstanding subdivisions (a) and (b) of Section
22134, “final compensation” means the highest annual compensation
earmable by an aclive member who is a -classroam teacher who
retires, becomes disabled, or dies, after June 30, 1990, during any
period of 12 consecutive months .during his or her membership in the
plan’s Defined Benefit Frogram. The last 12 consecutive months of
employment shall be used by the system in determining final
compensation umless desigoated to the contrary in writing by the
member.
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-(b) Section 22134, except subdivision (a)} of that section, shall
apply (o classroom teachers who retire after June 30, 1990, and any
statutory reference to Section 22134 or “final compensation” with
respect to a classroom teacher wheo refires, becomes disabled, or dies,
after June 30, 1990, shalt be deemed to be a reference to this section.

{c) As used in this section, “classroom teacher” means any of the
following:

(1) All teachers and substitute teachers in positions requiring’

certification qualifications who spend, during the last 10 years of their
employment with the same employer which immediately precedes
their retirement, 60 percent or more of their contract time each vear
providing  direct instruction. For the puwrpose of determining
continuity of employment. within the meaning of this subdivision, an
authorized leave of absence for sabbatical or illness or other
collectively  bargained or employer-approved = leaves shall not
constitute a break in service, '

(2) Other certificated personnel who spend, during the last 10
years of their employment with the same employer that immediately
precedes their retirement, 60 percent or more of their contract time
each year providing direct services to pupils, including, but not

limited to, lbrarians, counselors, nurses, speech therapists, resource.

specialists,  audiologists,  audiometrisits,  hypienists, optometrists,
psychologists, driver safety instructors, and persomnel on  special
assignment to perform school attendance and adjustment services.

(d) As used in this section, “classroom teacher™ does not include

' any of the following:

(1) Certificated employees whose Job “descriptions require an
administrative credential. . '

(2) Certificated  cmployees whose job  descriptions  include
responsibility for supervision of certificated staff.

(3) Certificated employees who serve as advisers, coordinators,
consultants, or developers or planmers of curricula, instructional
malterials, ‘or programs, who spend, during the last 10 years of their

: . employment with the same -employer that immediately precedes

their retirement, less than 60 percent of their contract time in direct
lnstruction.

(4) Certificated  employees  whose  job  descriptions  require
provision of direct instruction or services, but who are functioning in
nonieaching assignments.

(5) Classified employees.

(e} This section shall apply only to teachers employed by an
employer that has, pursuant to Chapter 10.7 (commencing with
Section 3540) of Division 4 of Title 1 of the Govemment Code,
entered into a written agreement with an exclusive representative,
that makes this section applicable to all of its classroom teachers, as
defined in subdivision (c).
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{f) The written agreement shall include a mechanism to pay for
all increases in allowances provided for by this section through
employer contributions or employee contributions or both, which
shall be collected and retained by the employer in a trust fund to be
nsed solely and exclusively to pay the system for ail increases in
allowances provided by this section and related administrative costs;
and a mechanism for disposition of the employee's contributions if
employment  is  terminated  before  retirement, and for the
establishment of a trust fund board. The trust fund board shall
- administer the trust fund and shall be composed of an equal number
of members representing classroom  teachers chosen by the
bargaining agent and the employer. If the employer agrees to pay the
total cost of increases in allowances, the establishment of a trust fund
and a trust fund board shall be optional to the employer. The
employer, within 30 days of receiving an invoice from the system,
shall reimburse the retirement fund the amount determined by the
Teachers' Retirement Board to. be the actuanal equivalent of the
difference between the allowance the member or beneficiary
receives pursuant to this section and the allowance the member or
beneficiary would have received if ihe member’'s final compensation
had been computed under Section 22134 and the proportionate share
of the cost to the plan’s Defined Benefit Program, as determined by
the Teachers' Retirement Beard, of administering this section. The
payment shall include the cost of all increases in allowances provided
for by this section for all years of service credited to the member as
of the benefit effective date. Interest shall be charged at the regular
interest rate for any -payment not received within 30 days of receipt
of the invoice. Payments not received within 30 days after receipt of
the invoice may be collected pursuant to Section 23007,

{g) Upon the execution of the agreement, the employer shail
notify all  certificated employees of the agreement and any
certificated employee of the employer, who is a member of the
Public Employees’ Retirement System pursuant to Section 22508,
that he or she may, within 60 days following the date of notification,
clect fo ferminate his or her membership in the Public Employees’
Retirement System and become a member of this plan’s Defined
Benefit Propram. However, only service credited under the Defined
Benefit Program subsequent to the date of that election shall be
subject to this section. . :

(h) An employer that agrees to become subject to this section, -
shall, on a form and within the timeframes prescribed by the system,
certify the applicability of this section to a member pursvant to the
criteria set forth in this section when a retivement, disability, or
family allowance becomes payable. )

(i) For a nonmember spouse, final compensation  shall  be
determined pursuant to paragraph (2) of subdivision (¢) of Section
22664. The employer, within 30 days of receiving an invoice from the
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system, shall reimburse the retirement fund pursuant to subdivision
(D). Interest shall be charged at the regular interest rate for payments
not received within the prescribed timeframe, Payments not
received within 30 days of invoicing may be collected pursuant to
Section 23007.

SEC. 14. Section 22136 of the Education Code is amended to read:

22136. (a) “Final compensation” with respect to a member
whose salary while an active member was reduced because of a
reduction in  school funds means the highest average annual
compensation earmable by the member during ‘any three years while
employed to perform creditable service subject to coverage by the
Defined Benefit Program if the member elects to be subject to this
* seclion. _ .

(b) For the purposes of this section, a year shall be considersd to
be a period of 12 consecutive months. _

SEC. 15. Section 221385 of the Education Code is amended to
read:

22138.5. (a) “Full time” means the days or hours of creditable
-service the employer requires 1o be performed by & class of
employees in a school year in order {o eamm the compensation
eamnable as defined in Section 22115 and specified under the terms
of a collective bargaining agreement or employment agreement, For
the purpose of crediting service under this part, *““full time” shall not
- .be less than the minimum standards specified in this section.

. (b) The minimum standard for full time in kindergarten through
< -grade 12 shall be: )

(1) One hundred seventy-five days per year or 1,050 hours per
year, except as provided in paragraphs (2} and (3).

(2) (A) One hundred ninety days per year or 1,520 hours per vyear
for afl principals and program managers, including advisers,
coordinators, consultants, and developers or planners of curricula,
instructional materials, or programs, and for administrators, except
‘as provided in subparagraph (B). '

(B) Two huhdred fifteen days per year or 1,720 hours per year

+ - including school mnd legal holidays pursuant to the policy adopted by

ihe employer’s govemning board for administraiors at a county office

- of education.

(3) One thousand fifty hours per. year for teachers in adult
education programs.

(c) The minimum standard for full time in community colleges
shall be:

{1). One hundred seventy-five days per year or 1,050 hours per
year, exceplt as provided in paragraphs (2), (3), {(4), (5), and (6). Full
time shall include time for duties the employer requires to be
performed as part of the full-time assignment for a particular class of
employees.
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(2) One hundred ninety days per year or 1,520 hours per year for
all program managers and for administrators, except as provided in
paragraph (3), .

(3) Two hundred fifteen days per year or 1,720 hours per. year
including school and legal holidays pursuant to the policy adopted by
the employer's governing board for administrators at a district office.

{4) One hundred seventy-five days per year or 1,050 hours per
year for all counselors and librarians.

(5) Five hundred twenty-five instructional hours per year for all
instructors employed on a part-time basis; If an insiructof receives
compensation for office hours pursuant to Article 10 {commencing
with Section 87880) of Chapter 3 of Part 51, then the minimum
standard established herein shall be increased appropriately by the
number of office hours required annually for the class of employees.

(6) Eight hundred seventy-five instructional hours per year for all
adult education instructors. If an instructor reeceives compensation
for office hours pursuant to Article 10 ‘(commencing with Section
87880) of Chapter 3 of Par 51, then the minimum standard
established herein shall be increased appropriately- by the number of
office hours required annually for the class of employees,

(d} The board shall have final authority to- determine full time for
purposes of crediting service under this part if full time is not
otherwise specified herein. . '

SEC. 16.  Section 22147.5 of the Bducation Code is -amended to
read:

221475, “Nonqualified service”™ means time during which
creditable service subject to coverage by the Defined Benefit
Program is not performed, excluding time a member is eligible to
purchase as permissive or additional service credit pursuant to
Chapter 14 (commencing with Section 22800), Chapter 142
(commencing with Section 22820), and Chapter 14.5 (commencing
with Section 22850).

SEC. 17. Section 22148 of the Education Code is amended to read:

22148, “Normal retirement™ and *normal retirement sge” mean
the age of G0 years, which is the age upon attzinment of which the
member becomes eligible for a service retirement allowance without
reduction because of age and without special qualifications.

SEC. 18. Section 22156.1 is added to the Education Code, to read:

22156.]. *Present value,” for purposes of Section 22723, means
the amount of money needed on the effective date of retirement to
reimburse the system for the actuarially determined cost of the
portion of a member’s retirement allowance attributable to unused
excess sick leave days. The present value on the effective date of
retirement shall equal the number of unused excess sick leave days
divided by the number of base days, multiplied by the prior year’s
compensation earnable multiplied by the preasent value factor. :

SEC. 19. Section 22156.2 is added to the Education Code, to read:
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22156.2. “Present value factor,” for purposes of Section 22156.1,
means an overall average rate based upon the demographics of
nmembers who recently retired under the Defined Benefit Program -
and regular interest that shali determine present value on the
effective date of retirement.

SEC. 20. Section 22156.5 is added to the Education Code, to read:

22156.5. “Prior  year's compensation esarnable” means  the
compensation earnable for the most recent school year in which the
member earned service credit that precedes the last school year in
which the member eamed service credit.

SEC. 21. Section 22161 of the Education Code is amended to read: -

22161, **Public school” means any day or evening elementary
. school, any day or evening secondary school, commumity college,
technical school, kindergarten school, and prekindergarten school
established by the Legislature, or by municipal or district authority.

SEC. 22, Section 22163 of the Education Code is amended to read:

22163. “Reinstatement” means the change in status with rvespect
to the Defined Benefit Program under this part from a disabled or
retired member to an active or inactive member and termination of
. one of the following:

(a) A service retirement allowance pursuant to Section 24208,

(b) A disability retireiment allowance pursuant to Section 24117,

(c) A disability zllowance pursuant to Section 24004 or 24015.

. (@) A service retirement allowance or  disability retirement
allowance pursuant to Section 23404, '

SEC.23. Section 22170.5 is added to the Education Code, to read:

22170.5. (a) “Sick leave days” means ihe number of days of
accurnulated and unused-leave of absence for iilness or injury.

{b) “Basic sicl leave day” means the equivalent of one day’s paid
ieave of absence per pay period due to illness or injury.

{c) “Excess sick leave days” means the day or total number of
days, granted by an employer in a pay period as defined in Section
22154 after June 30, 1986, for paid leave of absence due to illness or
.injury, in excess of a basic sick leave day. :

SEC. 24. Section 22306 of the Education Code is amended to read: i

22306. (a) Information filed with the system by a member,
participant, or beneficiary of the plan is confidential and shall be used
by the system for the sole purpose of carrying into effect the
provisions of this part. No official or employee of the system who has
access to the individual records of a member, participant, or
beneficiary shall divulge any confidential information concerning
those records to any person except in the following instances:

(1) To the member, participant, or beneficiary to whom the
information relates.

(2) To the authorized representative of the member, participant,
or beneficiary,

95

137




— 13— Ch. 539

(3) To the pgoveming board of the member’s or participant’s
current or former employer.

(4) To any department, apency, or political subdivision of this
state.

(3) To other individuals as necessary to locate a person to whom
a benefit may be payable.

{6) Pursuant to subpoéna.

(b) Information filed with the system. in a beneficiary designation
form may be released afier the death of the member or participant
to those persons who may provide information necessary for the
distribution of benefits.

(c) The information is not open to ingpection by anyone except
the board and its officers and employees of the system, and any
person authorized by the Legislature to make inspections.

SEC. 25. Section 22327 of the Education Code is amended to read:

22327. Notwithstanding any other provision of law, the
Employment Development Department shall disclose to the board
information in its possession relating to the earnings of any person
who is receiving a disability benefit under the Defined Benefit
Program. The earnings information shall be released to the board
only upon written request from the board specifying that the person
i1s receiving disability benefits under the Defined Benefit Program.
The request may be made by the chief executive officer of the system
or by an employee of the system so authorized and identified by name
and title by the chief executive officer in writing. The board shall
notify recipients of disability benefits that eamings information shall
be obtained from the Employment Development Department upon
request by the board. The board shall not release any eamings
infonnation received from the Employment Development
Department to any person, agency, or other entity. The system shall
reimburse  the Employment Development Department for all
reasonable administrative expenses incurred pursuant to this section.

SEC. 26. Section 22360 of the Education Code is amended to read:

22360.. (a) Notwithstanding any other provisien of law, the board
may pursuant to Section 22203 and in conformance with its fiduciary
duty set forth in Section 22250, enter into correspondent agreements
with' private lending institutions in this state to utilize the retirement
fund to invest in residential mortgages, including assisting borrowers,
through financing, (o obtain homes in this state,

(b) The program shall, among other things, provide:

(1) That home loans be made available to borrowers for the
purchase  of  single-family - dwellings, two-family  dwellings,
three-family dwellings, four-family dweliings, single-family
cooperative apartments, and single-family condominiuns.

(2) That the recipients of the loans occupy the homes as their
principal residences in accordance with policies established by the
board.
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(3) That the home loans shall be awvailable only for the purchase
or refinance of homes in this state.

(4) That the amount and length of the loans shall be pursuant to
a schedule periodically established by the board that shall provide a
loan of up to 100 percent of the mppraised value. In no event shall the
loan amount exceed three hundred fifty, thousand dellars ($350,000).
The portion of any loan exceeding 80 percent of value shall be insured
by an admitted mortgage guaranty insurer conforming to Chapier 2ZA
(commencing with Section 12640.01) of Part 6 of Division 2 of the
Insurance Code, in an amount so that the unguaranteed portion of
the loan does nol exceed 75 percent of the market value of the
property together with improvements thereon. .

(5) That there may be prepayment penalties assessed on the loans
in accordance with policies established by the board.

(6) That the criteria and terms for its loans shall be consistent with
the financial integrity of the program and the sound investment of
the retirement fund. ' .

(7) Any other terms and conditions as the board shall deem
appropriate. .

(c) It -is the intent of the Legislature that the provigions of this
section be used to establish an investment program for residential
mortgages, including assisting borrowers in purchasing homes in this
state, or refinancing a mortgage loan. The Legislature intends that
home loans- made pursuant to this section shal]l be secured primarily
by the property purchased or refinanced and shall not exceed the
appraised value of that property. .

(d) Appropriate administrative costs of implementing this section
and Section 22360.5 -shall be paid by the participating borrowers.
Those costs may be included in the loan amount.

(e) Appropriate interest rates - shall be periodically reviewed and
adjusted to provide loans to borrowers consistent with the financial
integrity of the home loan program and the sound and prudent
investment of the retirement fund. Under no circumstances,
however, shall the interest rates offered to borrowers be below
current market rate. .

(f) The beard shall administer this section and Section 22360.5
under  other - lerms  and  conditions it deems appropriate and in
 keeping with the investment standard. The board may adopt policies

-as necessary for its administration of this section and Section 22360.5
and to assure compliance with applicable stale and federal laws.

(g) This section and Section 22360.5 shall be known as, and may
be cited as, the Dave Elder State Teachers’ Retirement System Home
Loan Program Act.

SEC. 27. Section 22360.5 is added to the Education Code, to read:

22360.5. (a) The board may include in any investment program
established pursuant to  Section 22360 a procedure whereby a
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member may obtain 100 percent financing for the purchase for &
single-family dweiling unit in accordance with the following criteria:

(I) The member shall obtain one loan secured by the purchased
home, pursuant to Section 22360, and a second personal loan secured
by & portion of the accumulated retirement coniributions in the
member’s individual account. The personal loan shall only be used for

the purchase of the member’s principal residence and not for a loan

to réfinance the meniber's existing mortgage.

(2) The loan secured by the purchased home shall be consistent
with the requirements imposed by Section 22360.

(3) In no event may the personal loan secured by the accumulated
retirement contributions in the member’s individual account exceed
the lesser of 50 percent of the current value amount of the
accumulated -retirement contributions or fifty thousand® dollars
($50,000).

(4) If two members are married, the personal loan secured by the
sum total of accumulated retivement contributions in both members’
accounts shall not exceed 5 percent of the loan,

(5) The piedge of secumy under this section shall remain in effect
until the personal loan is paid in full.

(b) The pledge of security under this section shall take bmdmg
cffect. In the event of a defaull on the personal loan secured by the
member’s retirement contributions as authorized by this section, the
board shall deduct- an amount from the member's accumulated
retirement  centributions  on  deposit and adjust the member’s
* accumulated retirement contributions as necessary to recover any
outsianding loan balance prior to making any disbursement of a
refund or a lump-sum distribution.

(c) In the event of a default on the personal loan by a member, the
board shall deduct the monthly principal plus appropriate interest
from the member’s benefit, when the member begins receiving a
benefit, until the loan is paid in full.

(d) ln the event of a default on the personal loan by a member
receiving a benefit, the board shall deduct the monthly principal and
interest from the member’s benefit until the personal loan is paid in
full.

(&) The secured personal loan permitied under this section shall
be made available only 10 members who meet eligibility criferia as
determined by the board.

{f) In the event of a refund or lump-sum distribution of the
accumulaied retirement confributions, the member’s account shall
be adjusted as necessary 10 recover any outstanding loan balance.

(g) If the member is married at the time the hame is purchased
with a personal loan secured by the member's accumulated
retirement contributions as authorized by this section, then the
member’s spousz shall agree. in writing to the pledge of security, as
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to -his or her community interest in the amount pledged, regardiess
of whether title to the home is held in joint tenancy.

(h) For purposes of the section only, “member” means eny person
who is entitled to receive an allowance funded by the system
. pursuant to -this part or Part 14, notwithstanding any vesting
requirement and without regard to present eligibility to retire, and
wlo is not retired or disabled.

SEC. 28. Section 22400 of the Educatlon Code is amended to read:

22400. (a) There is in the State Treasury a special trust fund to
be known as the Teachers’ Retirement Fund. There shall be
deposited in that fund the assets of the plan and its predecessors,
consisting of employee contributions, employer contributions, state
contributions, appropriations made to it by the Legislature, ‘income
on investments, other .interest income, income from fees and
penalties, donations, legacies, bequests made to it and accepted by
the board, and any other amounts provided by this part and Part 14,
General Fund transfers pursuant to Section 22954 shall be placed in -
a segregated account known as the Supplemental Benefit
Maintenance  Account within  the retirement fund, which s
continuously  appropriated  without  regard to  fiscal  years,
notwithstanding Section 13340 of the Govemment Code, for
expenditure for the purposes of Section 24415, : '

. (b) Disbursement of money from the retirement fund of
whatever mature shall be made upen "claims duly audited in the
manner prescribed for the disbursement of other public funds except
that notwithstanding the foregoing disbursements may be made to
return funds deposited in the fund in error.

SEC. 29. Seclion 22455.5 of the Education Code is amended to
read:

224555, (a) The Legislature finds and declares that the federal
Omnibus Budget Reconciliation Act of 1990 (PL. 101-508) requires
all public employers to provide their employees with either social
security coverage or membership in a qualified retirement plan.

(b) Employers  shall make available criteria  for membership,
including optional membership, in a timely manner to all persons
cmployed to perform creditable service subject to coverage by the
Defined Benefit Program, and shall inform part-time and substitute
employees, within 30 days of the date of hire, or by March 1, 1995,
whichever is later, that they may elect membership in the plan’s
Defined Benefit Program at amy time while employed Written
acknowledgment by the enployee shall be maintained in emplayer
files on a form provided by this system.

(c) Employers shall be liable to the plan for employee  and
employer contributions and- interest with respect to the Defined
Benefit Program from the date of hire, or March 1, 1995, whichever
- i8 later, in addition to system administrative and audit costs, if an audit
or a member’s complaint reveals noncompliance. However, no
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employer shall be liable for employee cantributions for service
performed prior to January 1, 19935,

SEC. 30, Section 22457 ofthc Education Code is amended to read;

22457. (a) Each county superintendent shall give immediate
notice in writing to the board of the employment, death, resignation,
or discharge of any person employed by the county or by a school
district or community college district in the county to perform
creditable  service subject 1w coverage by the Defined Benefit
Program.

(b} Every other employing agency shall give similar notice with
respect to each person it employs to perform creditable service
subject to coverage by the Defined Benefit Program. '

SEC. 31. Section 22438 of the Education Code is amended to read:

22458, Each employer shall provide the system with informaticn
regarding the compensation to be paid to employees subject to the
Defined Benefit Program in that school year. The information shall
be submitted annually as determined by the board and may include,
but shall not be limited to, employment contracts, salary schedules,
and local board minutes.

SEC. 32. Section 22459 of the Education Code is amended to read:

22459, (a) The county superiniendent or other employing
agency shall- withhoid the salary of any membsr who fails to file
information required by the board in the administration of the
Defined Benefit Program, or to pay amounts due from the members
1o the fund with respect to the Defined Benefit Program.

(b) The salary shall be withheld by the county superintendent. or
employing agency upon his eor her own knowiedge, if any, of the .
failure or upon notice from the board of the failure of the member
to file or pay.

(c) The salary shall be withheld and not released until notice is
given by the board to the county superiniendent or employing
agency, or until the county superiniendent or agency knows
otherwise, that the information has been filed or the payment has
been made.

SEC. 33, Section 22502 of the Education Code is amended to read:

22502. (a) Any person employed to perform creditable service
on a par-time basis who is not already a member of the Defined
Benefit Program shall become 2 member as of the first day of
subsequent employment to perform creditable service for 50 percent
ar more of the full-time equivalent for the position, unless excluded
from membership pursvant to Section 22601.

(b) This section shall apply 1o pemsons who perform service
subject to coverage under this part and to persons who are employed
by employers who provide benefits for their employees under Part
14 (commencing with Section 26000).

(¢} This section shall be deemed to have become operative on July
1, 1996.
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SEC. 34. Section 22503 of the Education Code is amended to read:

22503, (a) Any person ‘employed to perform creditable service
as a substitute teacher who is not already a member of the Defined
Benefit Program shall become a member as of the first day of the pay
period following the pay period in which the person performed 100
or more complete days of creditable service during the school year
in one school - district, community college district, or county
superintendent’s office, unless .excluded from membership pursuant
to Section 22601. .

(b) This section shall not apply to persons who are employed by
employers who provide benefits for their employees under Part 4
(commencing with Section 26000).

(c) This section shall be dzemed to have become cperative on July
1, 1996.

SEC. 35. Section 22504 of the Education Code is amended to read:

22504. (a) Any person employed to perform creditable service
on a part-time basis who is not already a member of the Defined
Benefit Program shall becoms a member as of the first day of the pay
period following the pay period in which the person performed at

. least 60 hours of creditable service, if employed on an hourly basis,
- or 10 days of creditable service, if employed on a deily basis, during

ihe school year, in one school district, communily college district, or
county superintendent’s office, unless excluded from membership
pursuant to Section 2260].

{b) This section shall not apply to persons who are employed by
employers who provide benefits for their employees under Part 14
(commencing with Section 26000).

{c) This section shall be deemed 1o have become operative on July
1, 1996, ' :

SEC. 36. Section 22508 of the Education Code is amended to read:

22508. (a) A member who becomes employed by the same or a
different school district, commumity college district, or a county
superintendent lo perform service that requires membership in a
different public retirement system, may elect to have that service
subject to coverage by the Defined Benefit Program of this plan and
excluded from coverage by the other public retirement system, The
election shall be made in writing on a form prescribed by this system
within 60 days from the date of hire in the position requiring -
membership in the other public  retirement system. If that election
15 made, the service performed for the employer after the date of hire
shal] be considered creditable service for purposes of this part.

(b) A member of the Public Employees’ Retirement System who
is employed by a school district, community coliege district, or a
county superintendent and who is subsequently employed to
perferm  creditable  service  subject to  coverage by the Defined
Benefit Program of this plan may elect to have that service subject

1o coverage by the Public Employees’ Retirement System and
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excluded from coverage by the Defined Benefit Program. The
election shall be made in writing on a form prescribed by this system
within. 60 days from the date of hire to perform creditable service. If
that election is made, creditable service performed for the employer
after the date of hire shall be subject to coverape by the Public
Employees’ Retirement System.

(c) An election made by a2 member pursuant to this section shall
be irrevocable.

SEC. 37. Section 22508.5 of the Education Code is amended to
read: .

22508.5, (a). Any person who is 8 member of the Defined Benefit
Program of the State Teachers’ Retirement Plan employed by a
community coliege district who subsequently is employed by the
Board of Governors of the California Community Colleges to
perform duties that are subject to membership in a different public
retirement  system, shall be excluded from membership in  that
different -system if he or she elects, in writing, and files that election
in the office of the State Teachers’ Retirement System within 60 days
after the person’s entry into the new position, to continue as a
member of the Defined Benefit Program. Only a person who has
achieved plan vesting is eligible to elect to continue as a member of
the program.

(b) A- member of the Public Employess’ -Retirement System who
is employed by the Beard of -Governors of the California Community
Colleges who subsequently is employed by a comwmunity college
district to perform creditable service subject to coverage under the
Defined Benefit Program, may elect to have that service subject to
coverage by the Public Employees” Retirement Sysiem and excluded
from coverage under the Defined Benefit Propram pursuant to
Section 20309 of the Government Code.

{c) Thiz section shall' apply to.changes in employment effective on
or after January 1, 1998, )

SEC. 38. Section 22514 of the Education Code is amended to read;

22514, Members who have not achieved plan vesting shall
become eligible for benefits under the Defined Benefit Program
when total service under ihe Defined Benefit Program and the
Public Employees’ Retirement Systen equals the minimum required
under Sections 23801 and 23804. These members shall retain vested
rights to survivor and disability bensfits under this plan uniil they
qualify for the similar benefits under the TPublic Employees’
Retirement System. ,

SEC. 39. Section 22516 of the Education Code is amended to read:

22516. (a) Nothing in this chapter shall be construed or applied
to exclude from membership in the Defined Benefit Program any
person  employed to perform creditable service at a level that
requires mandatory membership in the program for which he or she
has the right to elect membership in the program or another
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retirement  system  and who elects membership in  the other
retirement system, or who is employed to perform creditable service
at a level that does not require mandatory membership in the
Defined Benefit Program.

(b) Service performed after becoming a member of another
retirement system shall not be credited to the member under this
part, nor shall contributions or benefits under this part be based upon
that service or the compensation received by the member during
that period of service, except as provided m the defmition of *final
compensation" contained in Section 22134,

SEC. 40. Section 22601.5 of the Education Code is amended to
read:

22601.5. (a) Any person employed to perform crediteble service
who is not already a member in the Defined Benefit Program and
whose basis of employment is less than 30 percent of the full-time
" equivalent for the position is excluded from mandatory membership
in the Defined Benefit Program,

(b} This section shall apply to persons who perform service
subject to coverage under this part and to persons who are employed
by employers who provide benefits for their employees under Part
14 (commencing with Section 26000).

(c¢) This section shall be deemed to have become Dpelﬂtwe on July
1, 1996.

SEC. 41.  Section 22602 of the Education Code is amended to read:

22602, (a) Any person employed to perform creditable service
" as a substitute teacher who is not already a member in the Defined
Benefit Program and who performs less than 100 complele days of
creditable service in one school district, community coliege district,
or county superintendent’s office during the school year is excluded
from mandatory membership in the Defined Benefit Program.

(b) This section shall not apply to persons who perform service for
employers -who provide benefits for their employees under Part 14
{commencing with Section 26000).

{c) The amendments to this section enacted during the 1995-96
Regular Session shall be deemed to have become operative on July

1, 1996.

8EC. 42, Section 22604 of the Education Code is amended to read;

22604. (a) Any person employed to perform creditable service
on a parl-time basis who is not already a member in the Defined
Benefit Program and who performs less than G0 hours of creditabie
service in a pay period if employed on an hourly basis, or less than 10
days of creditable service in a pay period if employed on a daily basis,
during the school year in one school district, community coliege

_district, or county superintendent’s office is excluded from
mandatory membership in the Defined Benefit Program.
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{b) This section -shall not apply to persons who are employed by
employers who provide benefits for their empioyees under Part 14
(commencing with Section 26000),

(c) The amendments to this section enacted during the 1995-96
Regular Session shall be deemed to have become operative on July
1, 1996,

SEC. 43. Section 22664 of the Education Code is amended (o read:

22664, The nomnmember spouse who is awarded a separate
account shall have the right to a service retirement al]owance under
this part.

{a) The nonmember spouse shall be eligible o retire for service
under this part if the following conditions are satisfied:

(1) The member had at least five years of credited service during
the period of marriage, at least one year of which had been
performed subsequent to the most recent refund to the member of
accumulated retirement contributions. The credited service may
include service credited to the account of the thember as of the date
of the dissolution or legal separmtion, previously refunded service,
out-of-state service, and permissive service credit that the member
is eligible to purchase at the time of the dissolution or legal
separation.

(2) The nonmember spouse has at least iwoe and onc-hall years of
credited service in his or her separate account.

(3) The nonmember spouse has atlained the age of 55 years or
more.

(b) A service retirement allowance of a nonmember spouse under
this part shall become effective upon any date designated by the
nonmember spouse, provided:

(1) The requirements of subdivision (a) are satlsf'r:d
{2) The nonmember spouse has filed an application for service
retirvement on a form provided by the system, that is executed no
earlier than six months before the effective date of the retirement
allowance.

(3} The effective date is no earlier than the first day of the month
in which the application is received at the system’s office in
Sacramento and the effective date is after the date the _]udgmr::nt or
court order pursuant to Section 22652 was entered.

{¢) (1) Upon, service retirement at normal retirement age under
this part,  the ' nonmember spouse shall receive a relirement
allowance that shall consist of an annual aliowance payable in
monthly installments equal to 2 percent of final -compensation for
each year of credited service.

(2) If the nenmember spouse's retirement is effective at less than
normal retirement age and between early retirement age under this
part and normal retirement age, the retirement allowance shall be
reduced by one-half of | percent for each full month, or fraction of
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a month, that will elapse umil the nonmeémber spouse would have
reached normal Tetirement age.

(3) If the nonmember spouse's service retirement is effective at
an age greater thay normal retirement age and is effective on or after
January 1, 1999, the percentage of final compensation for each year
of credited service shall be determined pursuant to the following
table: -

Age at Retirement Percentage
60 Yg 2.033
60 MYa o 2.067
60 . 2.10
Gl . 2.133
6l My o 2167
61 Vs 220
613y 2.233
G 2.267
62 1 2.30
62 2.333
623 e 2.367
Glandover ............. ... ....... 2.40

(4) In computing the retirement allowance of -the nonmember
spouse, the age of the nonmember spouse on the last day of the month
in which the retirement allowance begins to accrue shall be used. .

(5) Final compensation, for purposes of calculating the service
retirement  allowance of the nommember spouse under this
subdivision, shall be calculated according to the definition of final
compensation in Section 22134, 22135, or 22136, whichever is
applicable, and shall be based on the compensation earnable of the
member up to the date the parties separated, as established in the
judgment or court order pursuant to Section 22652,

The nonmember spouse shall not be entitled to use any other
calculation of final compensation.

(d) If the member is or was receiving a disability allowance under
this part with an effeclive date before or on the date the parties
separated as established in the judpment or court order pursuant to
Section 22652, or at any time applies for and receives a disability
allowance with an effective date that is before or coincides with the
date the parties separated as established in the judgment or court
order pursuant to Section 22652, the nonmember spouse shall not be
eligible 1o retire until after the disability allowsnce of the member
terminates.

If the member who is or was receiving a disability allowence
retumns  to  employment to perform creditable service subject to
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coverage under the Defined Benefit Program or has his or her .
allowance terminated under Section 24015, the nonmember spouse
may not be paid a retirement allowance until at least six months afier
termination of the disability allowance and the return of the member
to employment to perform creditable service subject to coverape
under the Defined Benefit Program, or the termination of the
disability allowance and the employment or self-employment of the
member in any capacity, notwithstanding Section 22132, If at the end
of the six-month period, the member has not had a recurrence of the
original disability or has not had his or her earnings fal] below the
amounts described in Section 24015, the nonmember spouse may be
paid a retirement allowance if all other eligibility requirements are
met. :

(1) The retirement allowance of the nonmember spouse under
this subdivision shall be calculated as follows: the disability allowance
the member was receiving, exclusive of the benefits for dependent
children, shall be divided between the share of the member and the
share of the nonmember spouse. The share of the nonmember spouse
shall be the amount obtained by multiplying the disability allowance,
exclusive of the benefits for dependent children, by the years of
service credited to the separate account of the nonmember spouse,
including service projected to the date of separation, and dividing by
the projected service of the member, The nonmember spouse’s
retirement  allowance shall be the lesser of the share of the
nonmember spouse under this subdivision or the retirement
allowance under subdivision (c). :

(2). The share of the member shall be the total disability allowance
reduced by the share of the nonmember spouse. The share of the
member shall be considered the disability allowance of the member
for purposes of Section 24213, _

(e} The nonmember spouse who receives a retirement allowance
is not a retired member under this part. However, the allowance of
the nonmember spouse shall be increased by application of the
improvement factor and shall be eligible for the application of
supplemental increases and other benefit maintenance provisions
under this part, including, but not limited to, Sections 24411, 24412,
and 24415 based on the same criteria used for the application of these
benefit maintenance increases to the service retirement aliowances
of members.”

SEC. 44. Section 22713 of the Education Code is amended to read:

22713, (a) Notwithstanding any other provision of this chapter,’
the governing board of a school district or a community college
district  or a county superintendent of schools may establish
regulations that allow an employee who is a member of the Defined
Benefit Program to reduce his or her workload from full time to part
time, and Treceive the service eredit the member would have
received if the member had been employed on a full-time basis and
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have his or her retirement allowance, as well as other benefits that
the member is entitled to under this part, based, in .part, on final
compensation  determined  from the compensation eamable the
member would have been entitled to if the member had been
employed on a full-time basis.

(b) The regulations shall include, but shall not be limited to, the
following:

(1) The option to reduce the member's worldoad shall be
exercised at the request of the member and can be revoked only with
the mutual consent of the employer and the member.

(2). The member shall have been employed full time to perform
creditable service subject to coverage under the Defined Benefit
Program for at least 10 years including five years immediately
preceding the reduction in workload.

(3) The member shall not have had a break in service during the
five years imunediately preceding the reduction in workioad. For
purposes of this subdivision, sabbaticals and ather approved leaves of
absence shall not constitite a break in service. However, time spent
on a sabbatical or ather approved leave of absence shall not be used
in computing the five-year full-time service requirement prescribed
by this subdivision,

(4) The member shall have reached the apge of 55 years prior to the
reduction in worklead.

(3) The- reduced workload shall be performed for a period of time,
as specified in (he regulations. The period of time specified in the
regulations shall not exceed 10 years.

(6) The reduced workload shall be equal to at least one-half of the
full-time  equivalent required by the member’s contract of
employment during his or her final year of full-time employment.

(7) The member shall be paid creditable compensation that is the
pro rata share of the creditable compensation the member would
have been paid had the member not reduced his or her workload.

(c} Prior to the reduction of a member's workload under this
section, the employer in conjunction with the administrative staff of
the State Teachers' Retirement System and the Public Employees’
Retirement System, shall verify (he member's eligibility for the
reduced workload program.

(d) The member. shall make contributions to the Teachers’
Retirement Fund in the amount that the member would have
contributed had the member performed creditable service on &
full-time basis subject to coverage under the Defined Benefit
Program. ' :

(e) The employer shall contribule to the Teachers’ Retirement
Fund at a rate adopted by the board as a plan amendment with
respect to the Defined Benefit Program an amount based upon the
creditable compensation that. would have been paid to the member
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had the member performed creditable service on a full-time basxs
subject to coverage under the Defined Benefit Program,

(f) The employer shall maintain the necessary - recmds to
separately identify each member who participates in the reduced
wortkload program pursuant to this secticn.

SEC. 45, Section 22714 of the Education Code is amended to read:

22714, (a) Whenever the governing board of a school district or
a community college district or a county office of education, by
formal action taken prior to January 1, 1999, determines pursuant to
Section 44929 or 87488 that because of impending curtailment of or
changes in the manner of performing services, the best interests af
the district or county office of education would be served by
encouraging certificated employees or academic employees to retire
for service and that the retirement will either; result in a net savings
to the district or county office of education; result in a reduction of
the number of certificated employees or academic employees as a
result of declining enrollment; or result in the retention of

certificated employees who are credentialed to teach in, or faculty

who are quelified to teach in, teacher shortage disciplines, including,
but not limited to, mathematics and science, an additional two years
of service credit shall be granted under this part to a member of the
Defined Benefit Program if all of the following conditions exist:

(1) The member is credited with five or more years of service
credit and retires for service under the provisions of Chapter 27
(commencing with Section 24201) during a period of not more than
120 days or less than 60 days, commencing no sooner than the
effective date of the formal action of the employer that shali specify
the period. ] :

(2) The employer transfers to the retirement fund an amount
determined by the Teachers’ Retirement Board to equal the actuarial
equivalent of the difference between the allowance the member
receives after receipt of service credit pursuant to this section and the
amount the member would have received without the service credit
. and an amount determined by the Teachers' Retirement Board to
equal the actuarial equivalent of the difference between the
purchasmg power protection supplemental payment ' the member
receives nfter receipt of service credit pursuant to this section and the
amount the member would have received without the service credit.
The payment for purchasing power shall be deposited in the
Supplemental Benefit Mainienance Account established by Section
22400 and shall be subject to Section 24415, The transfer to the
retirement fund shall be made in a manner, and time penod not tfo
exceed four vyears, that is acceptable to the Teachers’ Retirement
Board. The employer shall transfer the .required amount for all
eligible employees who retire pursuant to this section.
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(3) The employer transmits to the retirement fund the
administrative costs incurred by the system in implementing this
section, as determined by the Teachers™ Relirement Board. -

(4) The employer has considered the availability of teachers or
academic employees to fill the positions that would be vacated
pursuant to this section.

(b) (1) The school district shall demonstrate and certify to the
county superintendent that the formal action taken would result in
either: (A) a net savings to the district; (B) a reduction of the number
of certificated employees as a result of declining enrollment,  as
computed pursuant to Section 42238.5; or (C) the retention of.
certificated employees who are credentialed to teach in teacher.
shortage disciplines. .

(2) The county superiniendent shall certify to the Teachers'
Retirement Board that a result specified in paragraph (1) can be
demonstrated. The certification shall include, but not be limited to,
the information specified in subdivision (b) of Section 14502. A
district that’ qualifies under subparagraph (B} of paragraph (1) shall
also certify that it qualifies” as a declining enrcllment district as
computed pursuant to Section 42238.5.

(3) The school district shall reimburse the county superintendent
for all costs to the county superintendent that result from the
certification. '

(¢) (1) The county office of education shall demonstrate and
. certify to the Buperintendent of Public Instruction that the formal
* action taken would result in either: (A) a net savings to the county
office of education; (B) a reduction of the number of certificated
employees as a rtesult of declining enrollment; or (C). the retention
of certificated employees who are credentialed to teach in teacher -
shortage disciplines.

(2} The Superintendent of Public Instruction shall certify to the
Teachers' Retirement Board that a result specified in paragraph (1)
can be demonstrated. The certification shall include, but not be
limited to, the information specified in subdivision (b) of Secticn.
14502. : :

(3) The  Superintendent of Public Instruclion may . request
reimbursement from the county office of education for all
administrative costs that result from the certification. .

{d) (1) The community college district shall demonstrate and
certify ta the chancellor’s "office that the formal action taken would
result in either: (A) a net savings to the district; (B} a reducticn in
the number of academic employees as a result of declining
ciwrollment, as computed pusuant to subdivision (c¢) of Section
84701; or (C) the retention of faculty who are qualified to teach in
teacher shortage disciplines.

(2) The chancellor shall certify to the Teachers' Relirement Board
that a resull specified in paragraph (1) can be demonstrated. The

95

151




— 27— Ch. 939~

certification shall include, but not be limited to, the information
specified in subdivision (c) of Section 84040.5. A community coliege
district that qualifies under subparagraph (B) of paragraph (1) of
subdivision (b) of this section shall also certify that it qualifies as a
declining enrollment district as computed pursuant to subdivision
(c) of Section 84701. '

(3) The  chancellor may request reimbursement from  the
community college for all administrative costs that result from the
certification, i

(e) The opportunity to be granted service credit pursuant to this’
section shall be available to all members empioyed by the scheol
_district, community college district, or county office of education who
meet the conditions set forth in this section,

(f) The amount of service credit shall be two years,

(g) Any member of the Defined Benefit Program who retires
under this part for service under the provisions of Chapter 27
(commencing with Section 24201) with service credit granted under
this section and who subsequeatly reinstates shall forfeit the service
credit granted under this section.

(h) This section shall not be applicable to any member otherwxsc
eligible if the member receives any unemployment insurance
payments arising out of. empioyment with an employer subject to this
part during a period extending one year beyond the effective date
of the formal action, or if the member is not otherwise eligible to
retire for service.

SEC.46. Section 22717 of the Education Code is amended to read:

22717, (a) A member shell be granted credit at service
retirement for each day of accumulated and unused leave of absence
for illness or injury for which full salary is allowed to which the
member was entitted on the member's final day of employment with
the employer by which the member was last employed to perform
creditable service subject 1t coverage by the Defined Benefit
Program. :

{b) The amount of service credit to be granted shall be
determined by dividing the number of days of accumulated and
unused leave of absence for illness or injury by the number of days
of service the employer requires the member’s class of employees to
perform in a school year during the member’s final year of creditable
service subject to coverage by the Defined Benefit Program, which
shall not be fess than the minimum standard specified in Section
22138.5. The number of days shall not include school and legal
holidays. In no event shall the divisor be less than 175. For mermbers
employed less than full time, the standards identified in Section
22138.5 shall be considered as the minimum full-time equivaient. For
those standards identified in Section 22138.5 that are applicable to
teachers or instructors and that are expressed only in terms of hours
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or instructional hours, the number . of hours or instructional hours
shall be divided by six to determine the number of days.

(c) When the nmember has  bmade application for service
retirement under this part, the employer shall certify to the board,
within 30 days following the effective date of the member's service
retirement, the number of days of accumulated and unused leave of
absence for illness or injury that the member was entitled to on the
final day of employment. The board may assess a penalty on
delinquent Teports.

(d) This section shall be applxcable to any person who relires on
or after January 1, 1999,

SEC. 47. Section 22718 of the Education Code is amended to read:

22718. (a) The Teachers’ Retirement Board shall hill school
employers for service credit pranted for unused excess sick leave
under this part, subject to the following provisions:

(1) (A) In addition to the certification of sick leave days, the
employer shall also certify the number of unuscd excess sick leave
days..

(B) Excess sick leave days granted by an employer other than the
member’s last employer shall be deemed to be granted by the last
employer and shall be mcluded in the certification if the member was
eligible to use those excess sick leave days while he or she was
employed by the last employer.

(2) The billing"- shall be authorized only if the employer grants
more than one day of sick leave per pay period of at least four weeks
to members of the Defined Benefit Program. :

(3} The employer shall be billed only for the present value of the
unused excess sick leave days and any subsequent adjustments to the
billing shall be billed or refunded, as appropriate, to the emplayer.

{4) (A) The employer shall remit the amount bilied to the system .
with the certification required by Section 22717 within 30 days after
the effective date of the member's retirement or within 30 days afier
the date the system has notified the employer that a certification
must be made, whichever is later.

(B) If payment is not received within 30 days, the present value
shall be recalculated to include regular interest from the due date to
the date full payment is received.

{C) If the system has billed the employer for an additional
amount, the employer shall remit the additional amount within 30
days after the date of the billing. If payment is not received for the
additional amount within 30 days, the present value shall be
recalculated to include regular interest from the due date to the date
full payment is received,

(b) If a school employer fails to pay a bill charged according to
subdivision (a), the Teachers’ Retirement Board may request the
Superintendent of Public Instruction or the Chancelior of the
California Community Colleges, as appropriate, to reduce state
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apportionments to the school employer by an amount equal to the
amount billed. The superintendent or chancellor shall make the
reduction, and if requested by the beard, direct the Controller to
reduce the amount transferred from the General Fund to Section A
or Section B, as appropriate, of the State School Fund by an equal
amount, which shall instead be transferred to the Teachers’
Retirement Fund, _

SEC. 48. Section 22724 is added to the Education Code, to read:

22724, (a) To determine the number of excess sick leave days lo
which a member is entitled when he or she retires, the employer shall
deduct the days of sick Jeave used by the member from the member’s
accumulated and unused sick leave balance according to  the -
foilowing method: °

(1) Sick leave usage shall first be deducted from the accumulated
and unused sick leave belance existing on July 1, 1986.

(2) Sick leave usage shall next be deducted from basic sick leave
days granted to the member by an employer after June 30, 1986.

(3) Sick leave usage shall then be deducted from any excess sick
leave days granted to the member by an employer after June 30, 1986.

"(b) Upon request from the hoard, the employer shall submit sick
leave records of past years for audit purposes.

SEC. 49. Section 22801 of the Education Code is amended 1o read:

22801. (2) A member who elects to receive additional service
credit as provided in this chapter shall pay, prior to retirement, all
contributions  with respect to that service at the contribution rate for
additional service credit, adopted by ‘the board as a plan amendment,
in effect at the time of election. If the system is unable to inform the .
member or beneficiary of the amount required to purchase
additional service credit pricr to the effective date of the applicable
allowance, the member or beneficiary may make the required
payment within 30 working days afier the date of mailing of the
statement of contributions and interest required or the effective date
of the appropriate allowance, whichever is later. The payment shall
be paid in full before a member or beneficiary receives any
adjustment in the appropriate allowance due because of that
payment. Contributions shall be made in a lump sum, or in not more
than 120 monthly installments. No installment, except the final
installment, shall be less than twenty-five dollars (§25). -

(b) If the member is. employed to perform creditable service
subject to coverage by the Defined Benefit Program at the time of
the election, the contributions shall be based upon the compensation
sarnable in the cumrent school year or either of the two immediately
preceding school years, whichever is highest.

(c) If the member is not employed to perform creditable service
subject to coverage by the Defined Benefit Program at the time of
the election, the contributions shall ‘be based upon the compensation
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earnable in the last school year of credited service or either of the two
immediately preceding school years, whichever is highest,

(d} The employer may pay the amount required as employer
contributions {or additional service credited under paragraphs (2),
(6), (7}, {8), and (9) of subdivision (a) of Section 22803.

(z) The Public Employees’ Retirement System shall transfer the
actuarial present value of the assets of a person who makes an
election pursuant te paragraph (10) of subdivision (a) of Section
22803.

(f) Regular interest shall be charged on all contributions from the
end of the school vear on which the comributions were based to. the
date of payment.

(g) Regutar interest shall be charged on the monthly unpaid
balanee if the member pays in instaltments. Regular interest shall not
be charged or be payable for the period of a delay caused by the
system’s inability or failure (0 determine and inform the member or
beneficiary of the amount of contributions and interest that is
payable. The period of delay shall commence on the 20th day
following the day on which the member or beneficiary who wishes
-to make payment evidences in writing to the system that he or she
is ready, willing, and able to make payment to the system. The period
of delay shall cease on the first day of the month following the mailing
of notification of contribulions and interest payable.

SEC. 50. Section 22803 of the Education Code is amended to read:

22803. (2) A member may elect to receive credit for any of the
following: -

(1) Service performed in a teaching position in a publicly
supported and administered university or coliege in this state.

(2) Service performed in a certificated teaching position in a child
care center operated by a county superintendent of schools or a
, school district in this state.

(3) Service performed in a teaching position in the California
:School for the Deaf or the California School for the Blind, or in special
classes maintained by the public schools of this state for the
instruction of the deaf, the hard of hearing, the blind, or the
semisighted.

(4) Service performed in a certificated teaching posiion in a
federally supported and administered Indian schoo! in this state.

(5) Time served, not to exceed two wyears, in a certificated
teaching position in a job corps center administered by the United
States government in this state if the member was employed to
perform creditable service subject to coverage under the Defined
Benefit Program within one year prior (o entering the job corps and
retumed to employment to perform crediiable service subject to
coverage under the Defined Benefit Program within six months
following the date of termination of service in the job corps.

(6} Time spent on a sabbatical leave after July 1, 1956.
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(7) Time spent on an approved leave to participale in any
program under the federal Mutual Educational and Cultural
Exchange Program. : .

(8) Time spent on an approved matemnity or paternity leave of
two years or less in duration, regardiess of whether or not the leave
was taken before or after the addition of this subdivision,

_(9) Time spent on an approved leave, up to four months in any -
12-month . period, for family care or medical leave purposes, as
defined by Section 129452 of the Government Code, as it read on the
.date leave was granted, excluding maternity and patemnity leave. .

. {10) Time spent employed by the Board of Govemors of the
California Community Colleges in a position subject to coverage by
the Public Employees’ Retirement System between July 1, 1991, and
December 31, 1997, provided the member has elected to return to
coverage under the State Teachers’ Retirement System pursuant to
Section 20309 of the Government Code. .

(b) In no event shall the member receive credit for service or time
described in paragraphs (1) to (10}, inclusive, of subdivision (a) if the
member has received or is eligible to receive credit for the same
service or time in the Cash Balance Benefit Program under Part 14
(commencing with Section 26000) or another retirement system.

SEC. 51. Section 22805 of the Education Code is amended to read:

22805. (a) A member may elect to receive credit under this part
for time served in the active military service of the United States or
of this state, including active service in any uniformed auxiliary to any
branch of that military service authorized as an auxiliary by Congress
or the Legislature, or in the full-time paid service of the American
Red Craoss prior to September 1957, if both of the following conditions
exist:

(1) The time served was during war with any foreign power or
during other national emergency, or in time of peace if the member
was drafted for that service by the United States government.

(2) The member was employed to perform creditable service
subject to coverage under the Defined Benefit Program within one
year prior to entering that service, Time included under this section
shall be considered as served in the state in which the member was
last employed before entering that service. .

(b) Time during which the member was absent without
compensation for other cause, on leave, or otherwise, shall not be
included.

SEC. 52. Section 22820 of thé Education Code is amended to read:

22820. (a) A member, other than a retired member, may elect
‘to purchase out-of-state service credited in a public retirement
system for service covering public education in ancther state or
territory of the United States or by the United States for its citizens.
In no event shall the member receive credit for this service if the
member has credit or is eligible to receive credit for the same service
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in the Cash Balance Benefit . Program under Part 14 (commencing
with Section 26000) or another public retirement system, excluding
social security, .

(b) The amount of out-of-state service for which a member may
purchase credit may not exceed the number of years of service
credited 1o the member in -the out-of-state retirement system or 10
vears, whichever is less.

(c) Out-of-state service credit may be purchased under this
section by means of any of the following actions:

(1) Paying an amount equal to the amount refunded from the
other public retirement system and receiving service credit under
the Defined Benefit Program pursuant to subdivision (a) of Section
22823,

(2) Paying the comntributions required under the Defined Benefit
Program pursuant to subdivision (a) of Section 22823 for the service
credited in the other public retirement system.

(3) Paying an amount equal to the amount refunded from the
other public retirement system and an additional amount in
accordance with subdivision (a) of Section 22823 for the service
credited in the other public retirement system.

(d) Contributions made to a plan qualified under Section 403(h)
of the Internal Revenue Code may not be used to purchase credit for
put-of-state service.

(e) Compensation for out-of-state service shall not be used in
determining the highest average annual compensation earnable
when calculating finai compensation.

(f) The service credit purchased under this section shall not be
used . 10 meet the eligibility requirements for benefits provided under
Sections 24001 and 24101.

SEC. 53.  Section 22823.of the Education Code is amended to read:

22823, (2) A member who elects to receive credit for ocut-of-state .
service as provided in this chapter shall pay all contributions with
respect to that service at the contribution rate for additional service
. credit adopted by the beard as a plan amendment, in effect at the
lime of election.

(b} (1) Any payment that a member may make to the systemn (o
obtain credit for out-of-state service pursuant to this chapter shall be
paid in full prior to the effective date of a family, swvivor, disability,
or retirement aliowance, _

(2) If the system is unable to inform the member or beneficiary
of the amount required to purchase out-of-state service prior to the .
effective date of the applicable allowance, the member or
beneficiary may make payment in full within 30 working days after
the date of mailing of the statement of contributions and interest

required or the effective date of the appropriate allowance,
whichever is later.
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(c) Contributions for out-of-state service credit shall’ be- made in
& lump sum, or in not more than 120 monthly installments. ' No
installment, except the final installment, shall be less than
twenty-five dollars ($25). . o

(d) Regular interest shall be charged on the monthly unpaid
balance if the member makes instaliment payments.

SEC. 54. Section 22826 of the Education Code is amanded to read:

22826, (a) A member may elect to receive up to five years of
credit for nonqualified service provided the nember is vested in the
Defined Benefit Program as provided in Section 22136,

(b) A member who elects to reczive credit for nonqualified
service as provided in this chapter shall contribute to the retiremem
fund the actuanal cost - of the service, including interest as
appropriate, as determined by the board based on the most recent
valuation of the plan with respect to the Defined Benefit Progran,

(1) Payment that a member .may make to the system to obtain
credit for nonquaiified service shall be paid in ‘full prior to the
effective date of a family, survivor, disability, or retirement
aliowance. -

(2) If the system is unable to mform the member of the amount
required to purchase nonqualified service prior to the effective date
of the applicable allowance, the member may make payment in full
within 30 working days after the date of mailing of the statement of
contributions and interest required or the effective date of the
appropriate allowance, whichever is later. :

(¢} Contributions for nonqualified service credit shall be made in
8. lump sum .or in not more than ‘120 monthly installments. No
installment, . except the final installment, shall be less than
twenty-five dollars (325).

(d) Regular interest shall be charged' on the monthly unpaid
balance if the member makes instaliment payments.

SEC. 55. Section 22955 of the Education Code is amended to read:

22955. (a) Notwithstanding Section 13340 of the Government
Code, commencing July 1, 1999, a conitinucus appropriation is hereby
annually made from the General Fund to the Controller, pursuant to
this section, for transfer to the Teachers' Retirement Fund. The total
amount of the appropriation for each year shall be equal to 3.102
percent of the total of the creditable compensation of the
immediately preceding calendar vyear upon  which members’
contributions are based, to be calculated annually on October I, and
shall be divided into four equal quarterly payments,

{b) Notwithstanding Section 13340 of the Government Code,
commencing October 1, 1998, a continuous appropriation, in addition
to the appropriation made by subdivision (@), is hereby annually
made from the General Fund to the Controller for transfer to the
Teachers’ Retirement Fund. The total amount of the appropriation
for each year shall be equal to 0.524 percent of the total of the
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creditable  compensation of the immediately preceding calendar
year upon which members’ contributions sre based, to be calculated
annually on October !, and shall be divided into four equal quarterly
payments. The percentage shall be adjusted to reflect the
contribution required to fund the normal cost deficit or the unfunded
obligation as determined by the board based upen a
" recommendaticn from its actuary. If a rate incrense is required, the
adjustment may be for no more than 0.25 percent per year and in no
case may the transfer made pursuant to this subdivision exceed 1.505
percent of the total of the creditable compensation ~of the
immediately preceding caiendar year upon which members’
contributions are based. At any time when there is neither an
unfunded obligation nor a normal cost deficit, the percentage shall
be reduced to zero. )

The funds transferred pursuant to this subdivision shall first be
applied to eliminating on or before June 30, 2027, the unfunded
actuarial liability of the fund identified in the actuarial valuation as
of June 30, 1997.

{c)} For the purposes of this section, the term “normal cost deficit”
means the difference between the normal cost rate as determined in
the actuarial valuation required by Section 22311 and the total of the
member contribution rate required under Section 22901 and the
employer contribution rate required under Section 22950, and shall
exclude (1) the portion for unused sick ieave service credit granted
pursuant to - Section 22717, and (2) the cost of benefit increases that
occur after. July 1, 1990. The contribution rates prescribed in Section
22901 and Section 22950 on July 1, 1990, shall be utilized to make the
calculations, The normal cost deficit shall then be multiplied by the
total of the ecreditable compensation upon which member
contributions under this part are based to determipne the dollar
amount of the normal cost deficit for the year.

(d) Pursuant to Section 22001 and case law, members  are entitied
to a financially sound retirement system. It is the intent of the
Legislature that this section shall provide the retirement fund stable,
and full funding over the long term.

(e} This seclion continues in effect but in a somewhat different
form, fully perfonns, and does not in any way unreasonably impair,
the contractual obligations determined by the court in California
Teachers' Association v. Cory, 1535 Cal. App.id 454,

(f) Subdivision (b) shall not be construed to be applicable to any
unfunded liability resulting from any benefit increase or change in
contribution rate under this part that oceurs after July 1, 1990.

{g) The amendments to this section during thc 1991-92 Regular
Session shall be construed and imnplemented to be in conformity with
the judicial intent expressed by the court in California Teachers’
Association v. Cory, 155 Cal.App.3d 494,

SEC. 56. Scction 23003 of the Education Code is amended to read:

95

159




— 35— Ch. 939

23003. “'(a) If a county superintendent of schools or employing
agency or school district or community coliege district that reporis
directly to" the system fails to make payment of contributions as
provided in Section 23002, the board may assess penalties.

" (B) The board may charge regular interest on any delinquent
contributions under this part. .

SEC. 57. Section 23004 of the Education Code is amended to read:

23004. The county superintendent of schools or employing
agency shall, or a school district or commumity college district may,
with approval of the board, submit a report monthly to the system
coniaining such information "as the board ‘may require in . the
administration of the plan,

SEC. 58. Section 23006 of the Education Code is amended to read:

23006. (a) If a county superintendent of schools or employing
agency or school district cr community college. district that reports
directly to the system, submits monthly reports late or in
unacceptable form, the board may assess penalties.

(b) The board may assess penalties, based on the sum of the’
employer and employee contributions required under this part by
the report for laie or unacceptable submission of reports, at 2 rate of
interest equal to the regular interest rate or a fee of five hundred
. dollars ($500), whichever is greater.

"SEC. 59. Section 23201 of the Education Code is amended to read:

23201. Any person whose accumulated tetirement contributions
were refunded, who wishes to establish concurrent wmembership, and
who has received, or will qualify to receive, a retirement allowance
from one or more of the retirement systems defined in Section
221152, may elect to redeposit the accumulated retirement
contributions that were refunded, with regular interest from the date
of refund to the date of payment, without being empioyed lo perform
creditable service subject to coverage under the Defined Benefit
Program. .

SEC. 60. Section 23702 of the Education Code is amended to read:

23702. (a) All members in the Defined Bensfit Program on
October 15, 1992, who are not receiving a disability allowance or a
retirement allowance with an effective date prier to October 186,
1992, shall be eligible lo make an irrevocable election, pursuant to this
chapter, to retain coverage under either the disability allowance and
family allowance programs or to have coverage under the disability
retirement and survivor benefits programs.

(b) The member’s eligibility to participate in the election shall be
based on the member’s statug in the Defined Benefit Program on
October 15, 1992, only, and not on prior or subsequent events.

SEC. 61. Section 238035.5 is added to the Education Code, to read:

23803.5. (a) A parent claiming a benefit under Section 23805 is
dependent if all of the following apply:
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(1) The parent was receiving -one-half -or more of his or her
support from the member for the tax year preceding the member’s
death. B RN . e

(2) The parent was declared as a dependent on the income tax
return of the member for at least one of the two tax years preceding
the member's death. .

(3) No one else has assumed at least one-half of the parent's
support in the tax year of the member’s death.

(4) The parent has net assets of not more than twenty-five
thousand dollars (325,000), excluding his or her personal residence
and perscnal property therein. ’

(b) A person claiming a benefit under Section 23805 or his or her
guardian shall furnish the board a state or federal income tax return
and any other evidence regarding his or her financial status as the
board may require.

SEC. 62. Section 2385] of the Education Code is amended to read:

23851. (a) A death payment of not less than twenty thousand
dotlars (520,000) shall be paid to the beneficiary, as designated
pursuant to Section 23300, upon receipt of proof of death of an active
member, who had one or more vears of credited service, at least one
of which had been performed subsequent to the most recent refund
of accumulated retirement contributions, if the member died during
. any one of the following periods:

(1) While in employment for which creditable compensation is
-+ paid. . )

(2) Within four months after termination of creditable service or
termination of employment, whichever oceurs first.

(3) Within 12 months of the flast day for which creditable
compensation was paid, if the member was on an approved leave of
absence without creditable compensation for reasons other than
disability or military service.

{b) A death payment pursuant to this section shall not be payable
for the death of a member that occurs within one year commencing
with the. effective date of termination of the service retirement
allowance: pursuant tec Section 24208 or during the six calendar
months comumencing with the effective date of termination of the
disability retirement allowance pursuant to Section 24117,

{(c) The board may adjust the death payment amount following
each actuarial valuation based on changes in the Al Urban California
Consumer Price Index and adopt as a plan amendment with respect
to the Defined Benefit Program any adjusted amount. ‘

(d) A designated beneficiary may waive the right to the death
payment in Rccordance with the requirements established by the
system.

SEC. 63. Section 24101.5 of the Education Code is amended to
read: ’
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24101.5. A member shall not be eligible for disability retirement
under the Defined Benefit Program while on a leave of absence to
serve as & full-time, elected officer of an employee organization, even
if the member receives service credit under Section 22711.

SEC. 64. Section 24201 of the Education Code is amended to read:

24201. (a) A member may retire for service under this part upon
written application for retirement to the board, under paragraph (1)
or (2) as follows:

(1) The member has attained the age of 55 years or more and has
at least five years of credited service, at least ome year of which has
been performed subsequent to . the most recent refund of
accumulated retirement contributions. The five years of credited
service may  include out-of-state service purchased pursuant 1o
Section 22820. The number of years of credited service performed in
California shall not be less than the number of years necessary to
determine final compensation pursuant to Section 22134 or 22135,
whichever is applicabie to the member.

(2) The member is credited with service that is nol used as a basis
for benefits under any other public retirement system, excluding the
federal social security system, if the member has attained the age of
55 years or older and retires concurrently under one or more of the
retirement systems with  which the member has concurrent
membership as defined in Section 221135.2,

{b) Application for retirement under paragraph (2) of subdivision
(a) may be made even if the member .has not earned five years of
service. _

SEC. 65. Section 24203.5 of the Education Code is amended to
read:

24203.5. (a) The percentage of final compensation used to
compute the pllowance pursuant to Section 24202.5, 24203, or 24205
of a member retiring on or-after January 1, 1999, who has 30 or more
years of credited service, excluding service credited purseant to
Section 22714, 22715, or 22717, shall be increased by two-tenths of |
percentage point, provided that the sum of the percentage of final
compensation used to compute the allowance in Section 24202.5,
24203, or 24205, including any adjustments for retiring before the
normal retirement age, and the additional percentage provided by
this section does not excced 2.40 percent. Far purposes of establishing
eligibility for the increased allowance pursuant to this section only,
credited . service shall include credited service that a court has
ordered be awarded to a nonmember spouse pursuant to Section
22652, A nonmember spouse shall also be eligibie for the increased
allowance pursuant to this section if the member had 30 or more
years of credited service on the date the parties separated, as
established in the judgment or court order pursuant to Section 22652.

(b) Nongualified service credit for which contributions pursuant
to Section 22826 were made in a lump surh on or after January 1, 2000,
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or for which the first instaliment was made on or after Januvary 1, 2000,
shall not be inciuded in determining the eligibility for an increased
allowance pursuant to this section.

" {c) The amendments made to subdivision (a) in the first year of
the 19992000 Regular Session are declaratory of existing law.

SEC. 66. Section 24205 of the Education Code is repealed.

SEC. 67. Section 24205 is added to the Education Cade, to read:

24205. Any member retiring prior to the age of 60 years, and who
has attained the age of 55 years, may elect to receive one-half of the
service retirement allowance for normal retirement age for a limited
time and then revert to the full retirement allowance for normal
retirement age.

(a) The retirement allowance shall be based on service credit and
final compensation as of the date of retirement for service and shall
be calculated with the factor for normal retirement age.

(b) If the member elects a joint and survivor option under Section
24300, the actuarial reduction shall be based on the member's and
beneficiary’s -ages as of the effective date of the-early retirement. If
the member elected a preretirement option under Section 24307, the
actuarial reduction shall be based on the member’s and beneficiary's
ages as determined by provisions of that section.

(c) One-half of the retirement allowance as of the age of 60 years’
shall be paid for a period of time equal to twice the elapsed time
between the effective date of retirement apd the date of the retired
meinber’s 60th birthday.

{d) The full retirement allowance as calculated under subdivision
(a) or {b) shall begin to accrue as of the first of the month following
the reduction period as specified in  subdivision (c). The full
retirement  allowance shall not begin to accrue prior to this time
under any circumstances, including, but not limited to, divorce or
death of the named beneficiary.

(e) The annual improvement factor provided for in Sections 22140
and 22141 shall be based upon the retirement allowance as calculated
under subdivision {a} or (b). The improvement factor shall begin to
accrue on September 1 following the retired member’s 60th birthday.
These increases shall be accumulated and shall become payable
when the full retirement allowance for normal retirement ape first
becomes payable,

() Any ad hoc benefit increase with an effective date prior to the
retired member’s 60th birthday shall not affect any allowance
payable under this section. Only those ad hoc improvements with
effective dates on or afler the retired member's 60th birthday shall
be accrued and accumulated and shall first become payable when the
full retirement allowance for normal retirement age becomes
pavable.

(g) The cancellation of an option election in accordance with
Section 24305 shall not cancel the election under this section. Upon
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cancellation of the joint and swrvivor option, one-half of the retired
member’s retirement allowance as calculated under subdivision (a)
shall become payable for the balance of the reduction period
specified in subdivision (c). )

(h) If a retired member who has elected a joint and survivor
option dies during the period when the reduced allowance is payable,
the beneficiary shall receive one-half of the allowance payable to the
beneficiary until the date when the retired member would have
received the full retirement allowance for normal retirement age. At
that time, the beneficiary’s allowance shall be increased to the full
amount payable to the beneficiary plus the appropriate annual
improvement factor increases and ad hoc increases.

SEC. 68. Section 24211 of the Education Code is amended to read:

24211. When a member who has been granted a disability
allowance under this part after June 30, 1972, returns 1o employment
subject to coverage wunder the Defined Benefit Program and
performs:

(a) Less than three years of creditable service after termination
of the disability allowance, the member shall receive a retirement
allowance which is the sum of the aliowance calculated on service
‘credit accrued afier the termination date of the disability allowance,
the age of the member on the last day of-the month in which the
retirement allowance begins to accrue, and final compensation using
compensation earpable and projected final compensation, plus the
greater of either of the following:

(1) A service retirement allowance calculated on service credit
accrued as of the effective date of the disabiiity allowance, the age of
the member on the last day of the month in which the retirement
allowance begins to accrue, and projected final compensation
excluding service credited pursuant to Section 22717 or Chapter 14
(commencing with Section 22800) or Chapter 14.2 (commencing
with  Section 22820), to the termination date of the disability
allowance.

(2) The disability allowance  the member was receiving
immediately. prior to ternvnation of that allowance, excluding
children’s portions.

(b) Three or. more years of creditable service afler termination of
the disability allowance, the member shall receive a retirement
allowance that is the greater of the following:

(1y A service retirement allowance calculated on all actwal and
projected  service excluding service credited pursuant to Section
22717 or Chapler 14 (commencing with Section 22800) or Chapter
4.2 (commencing with Section 22820), the age of the member -on the
last day of the month in which the retirement -allowance begins to
accrue, and final compensation using compensation earnable, or
projected final compensation, or a combination of bath. -
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(2) The disability allowance the member was receiving
immediately prior to termination of that allowance, excluding
children’s portions.

(c) The allowance shall be increased by an emwount based on any
service credited pursuant to Section 22714, 22715, or 22717 or Chapter
i4 (commencing with Section 22800) or Chapter, 14.2 (commencing
with Section 22820) and final compensation using conipensation
earnable, or projected final compensation, or a combination of both.

SEC. 69. Section 24212 of the Education Code is amended to read:

24212, (a) If a disability allowance granted under this part afier
June 30, 1972, is terminated for reasons other than those specified in
Section 24213 and the member does not return to employment
subject to coverage under the Defined Benefit Program, the
member’s service retirement allowance, when payable, shall be
based on projected service, excluding service credited pursuant to
Section 22717 or Chapter !4 (commencing with Section 22800) or
Chapter 14.2 (commencing with Section 22820), projected final
compensation, and the age of the member on the last day of the
month in which the retirement ellowance begins to accrue. The
allowance payable under -this section, excluding annuities payable
from accumulated annuity deposit contributions, shall not be greater
than the terminated disability allowance excluding children’s
portions, ' '

(b) The allowance shall be increased by an amount based on any
‘service credited pursuant to Section 22714, 22715, or 22717 or Chapter
‘14 (commencing with. Section 22800) or Chapter 14.2 {commencing
with Section 22820) and -final compensation using compensation
‘earnable, or projected final compensation, or a combination of both.

SEC. 70. Section 24213 of the Education Code is amended to read:

24213, {a) When a member who has been granted a disability
-allowance under this part after June 30, 1972, attains normal
retirement age, or at a later date when there is no dependent child,
the disability allowance shall be terminated and the member shall be
eligible for service retirement. The retirement allowance shall be
calculated on the projected final compensation and projected service
to normal retitement age, excluding service ecredited pursuant to
Section 22717 or Chapter 14 (commencing with Section 22800) or
Chapter 14.2 (commencing with Section 22820). The allowance
payable wunder this section, excluding anmuities payable from
accumulated amnuity deposit contributions, shall not be grealer than
ihe terminated disability allowance. The allowance shall be increased
by an amount based on any service credited pursuant to Section
22714, 2275, or 22717 or Chapter 14 (commencing with Section
22800) or Chapter 142 (commencing with Section 22820) and
projected final compensation to normal retirement age,
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{b) Upon retirement, the member may elect to modify the service
retirement  allowance payable in  accordance - with any oplion
provided under this part.

SEC. 71, Section 24300 of the Education Code is amended to read:

24300. (a) Any member prior to the effective ~date of the
member’s retirement under this part may elect an option- that would
provide an actuarially modified retirement allowance payable
throughout " the life of the member and the member’s aption
beneficiary as follows:;

(1) Option 2. The modified retirement allowance shall be paid
to the retired member and upon the retired member's death,
allowance equal to the modified amount the retired member was
receiving shall be paid to the option beneficiary

(2) Option 3. The modified retirement allowance shall be paid
to the retired member and upon the retired member’s death, an
allowance equal to one-half of the modified amount ~the retired
member was receiving shall be paid to the option beneficiary.

(3} Option 4. The modified retirement allowance shall be paid
to the retired member as long as both the retired member and the
option beneficiary arc living. Upon the death of either the retired
member or the option -beneficiary, an allowance equal to two-thirds
of the modified amount that the retired member was receiving shall
be paid to the surviving retired member or the surviving option
beneficiary. :

(4) Option 5. The modified retirement. allowance shall be paid
to the retired member as long as both the retired member and the
option beneficiary aré living. Upon the death of either the retired
membet or- the option beneficiary, an allowance equal to one-half of
the modified amount that the retired member was receiving shall be
paid to the surviving retired member or surviving option beneficiary.

(5) Option 6. The modified retirement allowance shall be paid
to the retired member and upon the retired member’s death, an
pliowance equal to the modified amount the retired ‘member was
receiving shall be paid to the option beneficiary, However, if the
option beneficiary predeceases the retired member, the retirement
allowance without modification for the option shall be payable to the
retired member.

(6) Option 7. The modified retirement allowance shall be paid
to the retired member and upon the retired member's death, an
allowance equal ‘to one-half of the modified amount the vetired
member was receiving shall be paid to the option beneficiary.
However, if the option beneficiary predeceases the retired member,
the retirement allowance without modification for the option shall be
payable to the retired member.

(7) Option 8. (A} Any member prior to the effective date of the
member’s tetirement may designate multiple option beneficiaries.
The member who has designated mare than. one option heneficiary

K]
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shall select an option for each beneficiary designated that would .
provide an actuarially modified retirement allowance  payable.
throughout the lives of the member and the member's option
beneficiaries. E

(B) The modified retirement aliowance shall be "paid to the
retired member as leng as the retired member and at lsast one of the
option beneficiaries are living. Upon the retired member’'s death, an
allowance shall be paid to each surviving option beneficiary in
accordance with the option elected respective to that beneficiary,
However, if one or more of the option beneficiaries predeceases the
retired member, the retired member’s allowance shall be adjusted in
accordance with the opiion elected for the deceased beneficiary, The
member  shall - determine  the percentage of the unmodified
allowance that will- be modified by the election of Option 2, Option
3, Option 4, Option 5, Option 6, or Oplion 7 under this option, the
aggregate of which shall be no greater than 100 percent of the
member’s unmodified allowance. The election of this option is
subject to approval by the board.

(b) The option beneficiary, for purposes of this section, shall have
been designated by the member on a form prescribed by the system
and duly executed and filed with the system at the time of the
member’s retirement,

(¢) A member may revoke or change an election of an optxon at
any time prior to the effective date' of the member’s retirement
under this part. :

(d) This section shall become operative on January 1, 2000.

SEC. 72. Section 243055 of the Education Code is amended to
read:

24305.5. (a) An option elected under Section 24300 may be
canceled by a retired member.if the option beneficiary is not the
retired member’s spouse or former spouse. A refired member may
cance] the option before or after issuance of the first retirement
allowance payment and shall designate his or her spouse as the new
option beneficiary and the same or a different joint and surviver '
cption described in Section 24300.

{b) The retired member shall notify the board, in writing on a
form provided by the system, of the designation of the new option
beneficiary. Notification shall include a certified copy of the marriage
certificate and a properly executed form for the change,

{c) The effective date of the new election shall be six months
following the date notification is received - by the beard, provided
both the retired member and the pew demgnated option beneficiary
are then living.

(d) The selection of the new option heneficiary and the new
option under this section and Section 24300 shall be subject to a
further actuarial modification of the modified retirement aliowance.
In no event may a retired member elect a joint and survivor option
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that- would result in any additional liability to the fund. Modification
of the retirement allowance because of the new option beneficiary
and the new option shall be based on the apes of the retired member
..and the new option beneficiary as of the effective date of the new
- glection. )

SEC. 73. Section 24306 of the Education Code is amended to read:

24306. (a) (1)-If an option beneficiary designated in the . election
of an Option 2, Option 3, Option 4, or Option 5, or in the election of
Option 2, Option 3, Option 4, or Option 5 under Option 8§,
predeceases the retired member, the retired member may designate
either or both of the following: -

(A} A new option beneficiary. .

(B) A different joint and survivor option described in Section
24300. . . -

(2) The effective date of the change shall be six months following
the date notification is received by the board, provided both the
retired member and the designated option beneficiary are .then
living. Notification shall include proof of death of the predeceased
beneficiary and a properly executed form for the change.

(3) The selection of the new joint and survivor option under this
subdivigion and Section 24300 is subject to a further actuarial
modification of the modified retirement allowance, In no event may
a retired member elect a joint and survivor option that would result
in any additional ltability to the fund.

(b) If an option beneficiary desighated in the election of an
Option 6 or Option 7 or in the election of Opticn & or Option 7 under
Option 8, pursuant to Section 24300 or 24307 predeceases the retired
member, that portion of the retitement allowance attributable to
Option 6 or Option 7 without modification for the option shall be
payable to the retired member upon notification to the board and
shall commence to accrue to the retired member as of the day
fallowing the date of the death of the aption beneficiary. Notification
to the board shail include proof of death of the beneficiary.

(¢) This section shall become operative on January 1, 2000,

SEC. 74. Section 24307 of the Education Code is amended to read:

24307. {a) A member who qualifies to apply for retirement
under Section 24201 or 24203 may make a preretirement election of
an option, as provided in Section 24300 without right of revocation
or change after the effective date of refirement, except as provided
in this part. The preretirement eclection of an option shall become
effective on the date a properly exccuted form prescribed by .the
system is signed, providing the election is received in the system’s
office in Sacramento within 30 days after the date of signature.

(b) A member who makes a preretirement election of an Option
2, Option 3, Option 4, Option 5, Option 6, or Option 7 may
subsequently make a preretirement election of Option 8. The
member may retain the same option and the same option beneficiary
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as named in the prior preretirement clection, 25 an option under
"~ Option 8.

(c) Upon the member's death prior to the effective date of
retirement, the beneficiary who was designated under the option
elected and who survives shall receive an allowance calculated under
the option, under the assumption that the member retired for service
on the date of death. The payment of the allowance to the option
beneficiary shall be in lieu of the family allowance provided in
Section 23804, the payment provided in paragraph (1) of subdivision
(a) of Section 23802, the survivor benefit allowance provided in
Section 23854, and the payment provided in subdivisions (a) and (b)
of Bection 23852, except that if the beneficiary dies before all of the
member’s  accumulated retirement contributions are  paid, the
balance, if any, shall be paid to the estate of the person last receiving
or entitled to recgive the allowance. The accumulated annuity
deposit contributions and the death payment provided in Sections
2380t and 23851 shall be paid to the beneficiary in a lump sum.

(d) If the member subsequently retires for service, and the
elected option has not been canceled pursuant to Section 24309, a
modified service retirement  allowance computed under Section
24300 and the option elected shall be paid.

(e) The amount of the service retirement allowance prior 10
applying the option factor shall be calculated as of the earlier of the
member's age at death before retirement or ape on the last day of the
month in  which the member requested service retitement be
effective. The modification of the service retirement allowance
under the.opticn elected shall be based on the ages of the member
and the beneficiary designated under the option, at the dats the
election was signed. : _

() A member who terminates the service retirement allowance
pursuant to Section 24208 shall not be eligible to file a preretirement
election of an option until one calendar year elapses from the date
the allowance is terminated,

(g) The system shall inform members who are qualified to make
a preretirement election of an option, through the annual statements
of account, that the election of an option can be made.

(h) This section shall become operative on January 1, 2000.

SEC. 75. Section 24600 of the Education Code is amended to read:

24600. (a) A retirement aliowance under this part begins to
accrue on the effective’ date of the member’s retirement and ceases
on the earlier of the day of the member’s death or the day on which -
the retirement allowance terminated for a reason other than the
member’s death.

(b) A retirement allowance payable to an ocption beneficiary
under this part begins to accrue on the day following the day of the
retired member's death and ceases on the day of the option
beneficiary’s death.
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(c) A disability allowance under this part bagins to accrue on the
effective date of the member’s disability and cegses on the earlier of
the day of the member's death or the day on which the disability
allowance terminated for a reason other than the member’s death.

(d) A family allowance under this part begins to accrue on the day.
following the day of the member’s death and ceases on the day of the
event that terminates eligibility for the allowance.

(e} A survivor -benefit allowance payable to a surviving spouse
under this part pursuant to Chapter 23 (commencing with Section
23850) begins to accrue on the day the member would have attained
60 years of age or on the day following the day of the member’s death,
as elected by the surviving spouse, and ceases on the day of the
surviving spouse’s death.

(f) A child’s portion of an allowance under this part begins to
accrue on the effective date of that allowance and ceases on the
earlier of either the termination of the child’s eligibility or the
termination of the allowance. An allowance payable because of a
full-time student shall terminate on the first day of the month
following the end of the school quarler or semester that is in progress
in the. month the full-time student attaing 22 years of age. Any
adjustment to an allowance because of a full-time student’s periods
of nonattendance shall be made as foliows: the allowance shall cease
on the first day of the month in which return to full-time attendance
‘was requared and shall begin to accrue again on the ﬁrst day of the
month in which full-time attendance resumes.

(g) Supplemental payments issued under this part pursuant to
Sections 24701, 24702, and 24703 to retired members, disabled
members, and beneficiaries shall begin to accrue pursuant to Sections
24701, 24702, and 24703 and shall cease to accrue as of the termination
dates specified in subdivisions {a) to {f}, inclusive.

() Notwithstanding any other provision of this part or other law,
distributions  from the plan with respect to the Defined Benefit
Program shall be made in accordance with Section 401(a)(%) of the
Internal Revenue Code of 1986, as amended, including the incidental
death benefit requirements of Section 401(a)(9¥G) and the
regulations thereunder, and the required beginning daie of benefit
payments that represent the entire interest of the member in the
plan with respect to the Defined Benefit Program shall be as follows:

(1) In the .case of a refund of contributions, as described in
Chapter 12 (commencing with Section 23100) of this part, not later
- than April 1 of the calendar year following the later of (A) the
calendar year in which the member attains 70 1/ years of age or (B)
the calendar year in which the member terminates employment
within the meaning of subdivision (i). :

(2) In the case of a retirement allowance, as defined in Section
22150, beginning not later than Apnl 1 of the calendar year followmg
the later of (A) the calendar year in which the member attains 70 /5
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years of age or (B) the calendar year in which the member
terminates employment  within- the meaning of subdivision (i), to
continue over the life of the member or the lives of the member and
the member's option beneficiary, or over the life expectancy of the
member or the life expectancy of the member and the member's
cption beneficiary. . .

fi) For purposes of subdivision (h), *“terminates employment”
means the later of the termination of employment subject to
coverage by the Defined Benefit Program or the termination of
employment in & position requiring or permitting membership -in
another public retirement system in this state the compensation from
which may be inciuded in final compensation under Section 22127,

(j) This section shall become operative on January 1, 2002,

SEC. 76. Section 24615 of the Education Code is amended to read:

24615, (a) If the board detenmines that contributions are due the
system under this part from a retired member, disabled member, or
a person who has died and the person is upable to pay the amount
due, the board may withhold all or part of subsequent payments due
the retired member, disabled member, or survivor, until the amounts
withheld equal the contributions due plus regular interest to the date
of payment,  Total contributions plus regular interest due shall be
recovered by the system within 18 months. '

(b) Any payment of contributions that a member or beneficiary
is required by law to make to the system shall be paid upon receipt
of written notice from the system. Payment may be made either in
a lump-sum or installments as permitted by the system., Payment of
contributions due the systemn not discovered or unpaid, for whatever
reason, prior to the time or retirement, disability, or death shall be
paid prior to granting an allowance or benefit to the member or
beneficiary unless, .in the opinion of the board, the making of the
payment- prior to receipt of an allowance or benefit would impose an
undue hardship, in which case payment may be made by the system
withholding not more than 18 consecutive moathly installmenis from
payments.-due from the system. Those installments shall not be less
than weénty-five dollars ($25) per month except for the last
installment, that may be less. '

SEC. 77. Section 26135 of the Education Code is amended to read:

26135, *“Plan year” means the calendar, policy, or fiscal year on
which the records of the plan are kept, with respect to the Cash

" - Balance Benefit Program. The board by means of plan amendment

shall determine the plan year,
SEC. 78. Section 26202 of the Education Code is amended to read:
26202. (a) The board shall establish a Gain and Loss Reserve
within the Teachers’ Retirement Fund for the Cash Balance Benefit
Propram. The hoard has sole authority to administer the Gain and
Loss Reserve to be drawn upen to the extent necessary to credit
interest to employee accoums and employer accounts at the
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minimum  interest rate during vears in which the investment
earnings of the plan with respect to the Cash Balance Benefit
Program are not sufficient for that pwpose, and, where necessary, to
provide additions to the Annuitant Reserve for monthly annuity
payments.

(b) The board shall establish and periodically teview goals
regarding the sufficiency of the Gain and Loss Reserve based on the
recommendation of the actuary.

(c) In the event that the total amount of investment eamings of
the plan with respect to the Cash Balance Benefit Program for any
plan year exceeds the sum of the total amount required to credit all
employee and employer accounts at the minimum interest rate for
the plan year plus the administrative costs of the plan with respect
to the Cash DBalance Benefit Program for the plan year, the board
shall determine the amount, if any, that is to be credited to the Gain
and Loss Reserve for the plan year. That determination shall be made
upon recommendation of the actuary following the adoption by the
board of the actuarial valuation undertaken following the plan year
pursuant to Section 26202, but no later than June 30 following the end
of the plan year. In determining whether an amount is to be credited
to the Gain and Loss Reserve, the board shall consider the sufficiency
of the reserve in light of the goal established for the sufficiency and
the recommmendations of the actuary.

SEC. 79. Section 26215 of the Education Code is amended to read:

26215, [(a) Information filed with the system by a participant or
beneficiary is confidential and shall be used by the system for the sole
purpose of carrying into effect the provisions of this part. No official
or employee of the system who has access to the individual records
of a participant or beneficiary shall divulge any confidential
information concerning those records to any person except in the
following instances:

(1) To the participant or beneficiary to whom the mformation
relates, '

(2) To the  authorized representative of the participant or
beneficiary. .

(3) To the goveming board of the participant’s current or former
employer.

(4) To any department, agency, or political subdivision of this
state.

- (5}.To other individuals as necessary to locate a person to whem
a benefit may be payable.

(6) Pursuant to subpoena.

(b) Information filed with the system-in a beneficiary designation
form may be released after the death of the participant to those
persons who may provide information necessary for the distribution
of benefits. . :
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(c) The information is not open to inspection by anyone except .
the board and its officers and employees of the systen, and any.
person authorized by statute to maice inspections.

SEC. 80. Section 26301 of the Education Code is amanded fo read

26301. (a) Employers shall report, on a form prescribed by the“;'_;_..r

system, contributions paid on behalf of each participant in each pay
period, along with ali other information required by the system no
later than 10 working days following the last day of the pay pedod in
which the salary was eamed, and the report shall be delinquent.
immediately thercafter.

(b) The board may assess -a penalty against the employer for a
report submitted late or in an unacceptable form.,

SEC. 81. Section 26303 of the Education Code is amended to read:

26303, (a) Employers shall transmit to the plan the employee
contributions and employer contributions with respect to the Cash
Balance Benefit Program for salary paid to each participant dunng -
the pay period no later than 10 working days following the last day
of the pay peried in which the salary was eamed. :

(b) Payments shall be delinquent on the lith wortking day
thercafter; and interest shall begin to accrue at the minimum interest
rate from that day until payment for the conwibution report is
received in full by the system. The board mey collect interest for late
payment from the employer under this subdivision. :

SEC. 82. Section 26401.5 of the Education Code is amended to
read: B .
26401: 5 (a) A member of the Defined Benefit Program who is
° employed- by more than one employer to perform creditable service
" for lessthan 50 percent of the full-time equivalent for the position -
with each employer shall not be eligible to make an election as
provided’ in Section 26401 unless and until all employers by which the
member is employed to perform creditable * service provide the
benefits of this part for their employees. :

(b) If a member of the Defined Benefit Program who pursuant to
subdivision (a) has made an election as provided in Section 26401 is
subsequently employed to perform creditable service for an
employer that does not provide (he benefits of this part for its
employees, contributions shall no longer be made to the Cash
Balance Benefit Program on his or her behalf and creditable service
performed for all employers shall be subject to coverage under the
Defined * Benefit Program, with no subsequent right of election”
pursuant to Section 26401 or subdivision {a). -

SEC. B3. Section 26504 of the Education Code is amended to read:

26504. The employer may enter into a collective bargaining
agreement to pay a different employer contribution- rate and a
different employse contribution rate, provided all of the following
conditions are met;
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(a) The sum of the empioyee contributions and employer
contributions for each participant shall equal or exceed 8 percent of
salary.

(b) The employee contribution rate may exceed the  employer
contribution rate but in no event shall the employer contribution rate
be less than 4 percent,

(c} The employee contribution rate and employer contribution
rate  shall be the same for each participant employed by the

" employer,

(d) The employee contribution rate and employer contribution
rate shall be in one-quarter percent increments.

(e) The employee contribution rate and employer contribution
rate as determined under. thz collective bargaining egreement shall
become effective on the first day of the plan year following
notification to the system and shall remain in effect for at least one
plan year. However, the employee contribution rate and the
employer contribution rate as determined under the collective
bargaining agreement may become effective as of the first day of the
plan year in which notice is given if it is so provided in the collective
. bargaining agreement and if a lump-sum contribution is made to the
plan equal to the additional employee and employer coniributions,
if any, that would have been required if the contribution rates had
been in effect on the first day of the plan year. Interest shall be
credited at the minimum interest raie with respect to the lump-sum
contribution comumencing with the first month afier the contribution
is made.

{f) The employer has filed notice of the employee contribution
rate and the employer contribution rate on a form prescribed by the
system.

SEC. 84. Section 26603 of the Education Code is amended to read:

26603. All employee contributions shall be credited to employee
accounts and all employer contributions shall be credited to
employer accounts as of the first working day following the date all
contributions to fully satisfy the contribution report as submitted by
the employer are received by the system.

SEC. 85. Sectien26604 of the Education Code is amended 1o read:

26604, (a) Beginning June 1, 1996, prior to the Cash Balance Plan
becoming effective, and prior to the beginning of each pian year
thereafter, the board, by plan amendment with respect to the Cash
Balance Benefil Program, shall declare the minimum interest rate for
crediting employes accounts and employer accounts with respect to
the Cash Balance Benefit Program during the following plan year.

{b) All interest shall be computed at the minimum interest rate
on the balance of the employee account and the employer account
and shall be compounded daily.

(c) Interest for contributions credited during that month to the
respective account shall accrue at the mmimum interest rate from
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the first working day .following .the date contributions are received
in full by the system pursuant to Section 26603.

(d) Interest shall not be credited to employee accounts and
employer accounts that have been transferred to the Annuitant
Reserve for payment of an annuity.

SEC. 86. Section 27410 of the Education Code is amended to read:

27410. (a) The nopparticipant spouse who is awarded separate
nominal accounts shall have the right to - designate, pursuant to
Sections 27100 to 27102, imelusive, a beneficiary or beneficiaries to
receive the amounts credited to the separate nominal accounts of the
nopparticipant spouse on .his or her date of death, and any annuity.
attributable to the separate nominal accounts which is unpaid on the
date of the death of the nonparticipant spouse, . o

(b) This section shall not be construed fto provide the
nonparticipant spouse with any right to elect a joint and survivor
annuity pursuant to paragraphs' (3) and (4) of subdivision (b} - of
Section 26807,

SEC. B7. Section 44494 of the Education Code is amended to read:

44494. (a) On or before September 1 of each year, participating
schoot districts that receive funding pursuant to subdivision (a) of
Section 44492 shali allocate no less than four thousand dollars {$4,000)
to provide each qualified mentor with an additional annual stipend
over and above the regular salary to which he or she is entitled. The
amount of the annual stipend shall be four thousand dellars ($4,000)
for a full.schoo! year of service as a mentor, or a pro rate share of that
amount for less than a full school year of service ss a mentor, except
that participating school districts that receive funding pursuant to
subdivision (b} of Section 44492 shall allocate the full amount so
received 1o provide a qualified mentor with an additional annual
stipend over and above the regular salary to which he or she is
entitled. This stipend shall not be counted as salary or wages for
purposes of calculating employer and employee contributions or
employee benpefits under the Defined Benefit Program of the State
Teachers’ Retirement Plan,

(b) A mentor may propose that the district allocate all or part of
the stipend for his or her professional growth or release time.

-(c) The pgoverning board may designate certificated employees as
mentor teachers pursuant to Section 44491 and pay these persons the
additional annual stipend authorized under subdivision (a) for a
periad mot to exceed three consecutive school years, Upon
completing three years as & menlor teacher, an individual may be
reviewed and renominated, '

(d) The subject of participation by a school district or an
individual certificated  classroom  teacher in a mentor teacher
program shall not be included within the scope of representation in
collective bargaining among a public school employer and eligible
employee organizations.
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SEC. B8. Section 20639 of the Government Code is amended to
read:

20639. The compensation earngble during any period of “service
" as a8 member of the Judges' Retirement System, the Legislators'
" Retirement - System,  or the Defined Benefit Program of the State
Teachers’ Retirement Plan shall be considered compensation
earnable as a member of this system for purposes of computing final
compensation for the member, if he or she retires concurrently
under both systema.

A member shall be deemed to have retired concurrently under this
system and under the Defined Benefit Program of the State
Teachers’ Retirement Plan, if the member is enrolled as a disabled
member under the Defined Benefit Program of the State Teachers’
_ Retirement Plan and for retirement under this System on the same
effective date. .

SEC. 89. Section 47611 of the Education Code is amended to read:

47611. 1f a charter school chooses to make the - State Teacher's
Retirement Plan available, all employees of the charter school who
perform  creditable service shall be entitled to have that service
covered under the plan’s Defined Benefit Propram or Cash Balance
Benefit Program, and all provisions of Part 13 (commencing with
Section 22000} and Part 14 (commencing with Section 26000) shall
apply in the same manner as the provisions apply to other public
- schools in the school district that granted the charter.

SEC. 90. Any section of any act enacted by the Legxslature during
the 1999 calendar year that takes effect on or before January 1, 2000,
and that amends, amends and renumbers, adds, repeals and adds, or
repeals a section that is amended, amended and reoumbered,
repealed and added, or repealed by this act, shall prevail over this act,
whether that act is enacted prior to, or subsequent to, the enactment
of this act. The repeal, or repeal and addition, of any article, chapter,
part, title, or divisien of any code by this act shall not become
operative if any section or any other act that is enacted by the
Legislature during the 1999 calendar year and tamkes effect on or
before January 1, 2000, amends, amends and- renumbers, adds,
repeals and adds, or repeals any section contained in that article,
chapter, part, title, or division. .
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Assembly Bill No. 2700

CHAPTER 1021

An act to amend Sections 22102, 22115, 22161.5, 22170, 22206, 22453,
22651, 22652, 22655, 22656, 22659, 22660, 22661, 22662, 22664, 22703,
22706, 22001.5, 24616, 24617, 25000, 250005, 25001, 25002, 25006, 25008,
25009, 25010, 25011, 25012, 25014, 25015, 25016, 25017, 25018, 25019,
25020, 25021, 25023, 'and 25024 of, to amend and renumber Section
22302 of, to amend, repeal, and add Sections 221192, 22905, 22954,.
22955, and 24600 of, to add Sections 22101.5, 22144.5, 22146.7, 22177,
22311.5, 22955.5, and 24305.3 to, and to repeal and add Sections 22158,
22460, and 22906 of, the Education Code, relating to retirement, and
malang an appropration therefor.

[Approved by Governor September 30, 2000. Filed
with Secretary of State September 30, 2000.)

LEGISLATIVE COUNSEL'S DIGEST )

AB 2700, Lempert. State teachers’ retirement: Defined Benefit
Supplement Program.

(1) Existing law establishes the Defined Benefit Program in the
Teachers” Retirement Plan that provides retirement and disability
benefits to members of the program. If Chapter 74 of the Stawtes of
2000 becomes effective, it will establish the Defined Benefit
Supplement Program for members of the Defined- Benefit l)‘rogram.-
pursuant to  which members and employers will " receive
supplemental retirement, disability, * final, or termination benefits,
payable in a lump-sum or annuity, as specified. '

This bill would make technical and conforming changes relating to
the Defined Benefit Supplement Program and would make an
appropriation of $600,000 from the Teachers’ Retirement Fund to the
Teachers' Retirement Board for the administrative costs of
" implementing the program. These provisions would become
operative only if Chapter 74 of the Statutes of 2000 becomes effective
on January 1, 2001, . .

(2) Existing law  authorizes the Teachers’ Retirement Board to
audit the records of any public agency as the board determines
necessary.

This bill would authorize the board to excuse certain adverse audit
findings cccurring prior to January 1, 2002, end relating to changes
in the law that will become operative on that date. The bill would
make other technical changes that would become operative on
specified dates subject to certain increases in school funding.

(3) The bill would incorporate additional changes to Sections
22652 and 22662 of the Education Code proposed by AB 820 to take
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effect if this bill and that bill are enacted and become effective on or
before January 1, 2001, and this bill is enacted last. ' o
(4) The bill would reappropriate to the board, for specified .
administrative costs, unexpended funds - previously appropriated to
the board in 1999, . C
Appropriation: yes.

The people of the State of California do enact as follows:

"SECTION 1.  Section 22101.3.is added to the Education Code, to
read: .
22101.5. “‘Accumulated Defined Benefit Supplement account
balance™ means credits equal to the sum of member contributions,
the member contributions picked up by an employer, employer
contributions, interest credited pursuant to Section 25005 and
additional eamnings credited pursuant to Section 25006.

SEC. 2. Section 22102 of the Education Code is amended to read:
22102. “Accumulated retirement contributions” means the sum
of the member contributions, the member coniributions picked up

.by an employer pursuant to Sections 22903 and 22904, and credited

interest on those contributions, Accumulated retirement
contributions  shall - not include accumulated  annuity  deposit
contributions, . accumulaied {ax-sheltered annuity contributions,
accumulated  Defined  Benefit  Supplement account balance, or

“additional earnings credit.

SEC. 3. Section 22115 of the Education Code is amended to read:
22115, (a) “Compensation  earnable” means the  creditable

" compensation .o person could eamn in a school year for creditable

service performed on a f{ull-time basis, exciuding service for which
contributions are credited by the system to the Defined Benefit
Supplement Program. )

(b) The board may determine compensation earnable for persons
employed on a part-time basis.

{c) When service credit for a school year is less than .1.000,
compensation earnable shall be the product obtained when
creditable compensation paid in that year is divided by the service
credit for that year, except as provided in subdivision (d).

(d) When a member eams creditable compensation at multipie

~ pay rates during a school year and service credil at the highest pay

rate is at least 900 of a vyear, compensation earnable shall be
determined as if all service credit for that year had been earned at
the highest pay rate. This subdivision shall be applicable only for
purposes of determining final compensation. When a member earns
creditable compensaticn at multiple pay rates during a school year
and service credil ai the highest pay rate is less than .900 of a year,
compensation earmable shall be determined pursuant to subdivision

(c).
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(¢} The amendments to this section made during the second year
of the 1999-2000 Regular Session shall become operative on July I,
2002, if the revenue limit cost-of-living adjustment computed by the
Superintendent of Public Instruction for the 2001-02 fiscal year is
equal to or greater than 3.5 percent. . Otherwise the amendments: (o
this section made during the second year of the 1999-2000 Regular
Session shall become operative on July 1, 2003.

SEC. 4. Section 22119.2 of the Education Code is amended to
read:

22119.2, (a) “Creditable compensation” means salary and other
remuneration payable in cash by an employer to & member for
creditable service. Creditable compensation shall include:

(1) Money paid in accordance with a salary schedule based on
years of  training and years of experience for creditable service
performed up te and including the full-time equivalent for the
position in which the service is performed.

{2) For members not paid according to a salary schedule, money
paid for creditable service performed up to and including the
full-time_ equivalent for the pesition in  which the - service is
performed. )

(3) Money paid for the member's absence from performance of
creditable service as approved by the employer, except as provided
in paragraph (7) of subdivision (b).

(4) Member contributicns picked up by an employer pursuant to
Section 22903 or 22904. ‘

(5) Amounts deducted by an employer from the member's salary,
including deductions for participation in a deferred compensation
plan; deductions for the purchase of annuity contracts, tax-deferred
retirement plans, or other insurance programs, and deductions for
participation in a plan that meets the requirements of Section 125,
401(lk), or 403(b) of Title 26 of the United States Code.

(6) Money paid by an employer in addition to salary paid under
paragraph (1) or (2) if paid to all employees in a class in the same.
dollar amount, the same percentage of salary, or the same percentage
of the amount being distributed.” _

(7) Money paid in accordance with a salary schedule by an
employer to an employee for achieving certification from a national
board awarding cerifications, in which eligibility for this
-certification is based, in part, on years of training or years of
“experience in teaching service, if the compensation is paid by the
employer to all employees who achieved this certification,

(8) Any other payments the board determines to be ‘creditable
compensation.”

(b) “Creditable compensation” does not mean and shall not
include:

(1) Money paid for service performed in excess of the full-time -
equivalent for the position.
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(2) Money paid for overtime or summer school service, or money
paid for the aggregate service performed as a member of the Defined
Benefit Program in excess of one vear of service credit for any one;,
. school year.

(3) Money paid for service that is not creditable service pursuant
1o Section 22119.5.

(4) Money paid by an employer in addition to salary paid under
paragraph (1) or (2) of subdivision (a) if not paid to all employees
in & class in the same dollar amount, the same percentage of salary,
or the same percentage of the amount being distributed, except as
provided in paragraph (7) of subdivision (a).

(5) Fringe benefits provided by an employer,

(6) Job-related expenses paid or reimbursed by an employer.

(7) Maoney paid for unused accumulated leave.

(8) Severance pay or compensatory damages or money paid to a
member in.excess of salary as a compromise setilement.

(%) Annuity contracts, tax-deferred retirement -programs, or other
insurance programs, including, but not limited to, plans that meet the
requirements of Section 125, 401(k), or 403(b) of Title 26 of the
United States Code that are purchased by an employer for the
member and are not deducted from the member’s salary.

(10y Any payments determined by the board 1o have been made
by an employer for the principal purpose of enhancing a memiber’s
benefits -under the Defined Benefit Program.. An increase in the
salary of_.a member who is the only employee -in a class pursuant to
subdivision (b) of Section 22112.5 that arises out of an employer's
restructuring  of  compensation  during the member's final
compensation period shall be presumed to have been granted for the
principal purpose of enhancing benefits under the Defined Benefit
Program. and shall not be creditable compensation. If the board
determines sufficient evidence is provided to the system to rebut this
presumption, the increase in salary shall be deemed creditable
compensation.

“(11) Any other payments the board determines not to be
*creditable compensation,”

(c) Any employer or person who lnowingly or willfully reports
compensation in a2 manner inconsistent with subdivision {a) or (b)
shall reimburse the plan for any overpayment of benefits that occurs
because of that inconsistent reporting and may be subject to
prosecution” for fraud, theft, or embezzlement in accordance with the
Penal Code. The system may establish procedurss to ensure that
compensation teported by an employer is in compliance with this
section. ,

(d) The definition of “creditable compensation” in this section is
designed in accordance with sound funding principles that support
the .integrity of the retirement fund. These principles include, but are
not limited to, consistent treatment of compensation throughout the
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career of the individual member, consistent treatment of
compensation for an entire class of employees, the prevention of
adverse selection, and the exclusion of adjustments to, or increases i,
compensation for the principal purpose of enhancing benefits.

(e) This section shall be deemed to have become operative on July
1, 1996.

(f) This section shall become inoperative on July 1, 2002, if the
revenue  limit  cost-of-living  adjustment  computed by  the
Superintendent of Public Instruction for the 2001-02 fiscal year is
equal to or greater than 3.5 percent. Otherwise this section shall
.become inoperative on July 1, 2003 and as of January 1, 2004, this
section is repealed, unless a later enacted - statute, that becomes
operative on or before January 1, 2004, deletes or extends the dates
on which it becomes inoperative and is repealed.

SEC. 5. Section 22119.2 is added to the Education Code, to read:

22119.2. (a) “Creditable compensation” means remuneration
that is payable in cash by an employer to all persons in the same class
of employees and is paid to an employee for performing creditable
service. Credilable compensation shali include:

(1) Salary paid in accordance with a salary schedule - or
employment agreement,

(2) Remuneration that is paid in addition to salary, providing it is
payable to all persons who are in the same class of employees in the
same dollar amount, the same percentage of salary, or the same
percentage of the amount being distributed.

(3) Remuneration that is paid for the use of sick leave, vacation,
and other employer-approved” leave, except as provided in
paragraph (4) of subdivision (c).

(4) Member contributions that are picked up by an emmployer
pursuant to Section 22903 or 22904, '

(5) Amounts that are deducted from a member’s compensation,
including, but not limited to, salary deductions for participation m a
deferred compensation plan; deductions to purchase an annuity
contract, tax- deferred retirement plan, or insurance program; and
contributions to a plan that meets the requirements of Section 125,
401(k), or 403(b) of Title 26 of the United States Code.

(6) Any other payments the board determines to be ‘creditable
compensaiion.” ] N

(b) Any salary or other remuneration deterrnined by the board to
have been paid for the principal purpose of enhancing a member’s
benefits under the plan shall not be eredited under the Defined
Benefit Program. Contributions on that compensation shall be
credited 10 the Defined Benefit Supplement Program. A
presumption by the board- that salary or other remunecration was paid
for the principal purpose of enhancing the member's benefits under
the plan may be rebutted by the member or by the employer on
behalf of the member. Upon receipt of sufficient evidence to the
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contrary, a presumption.. by the board ‘that salary or. other
remuneration was paid for the principal purpose of enhancing the
member’s benefits under the plan may be reversed.

(c) “Creditable compensation™ does not mean and shall not
include: R '

(1) Remuneration that is not payabie in cash or is not payable. to
all persons who are in the same class of employees. .

(2) Remuneration that is paid for service that is not creditable
service pursuant to Section 22119.5., '

(3) Remuneration that is paid in addition to salary if it is not
payable to all persons in the same class of employees in the same
dollar amount, the same percentage of salary, or the same percentage
of the amount being distributed pursuant to paragraph (2) of
subdivision (a).

- (4) Remuneration that is paid for unused accumulated leave.

(5) Annuity confracts, tax-deferred retirement plans, or insurance
programs and contributions to plans that meet the requirements of
Section 125, 401(k), or 403(b) of Title 26 of the United States Code
when the cost is- covered by an employer and is not deducted from
the member’s salary.

(6) Fringe benefits provided by an employer.

(7) Job-related expenses paid or reimbursed by an employer.

(8} Severance pay or compensatory damages or .money paid to a
-member in excess of salary as a compromise settlement.

(9) Any other payments the board determines not to  be
. “ecreditable compensation.” _

(d) An employer or individual who knowingly or willfully reports

. compensation in a manner inconsistent with subdivision (a) or (c)
~ shall reimburse the plan for benefit overpayments that occur because
of that inconsistent reporting and may be subject to prosecution for
fraud, thefi, or embezzlement in accordance with the Penal Code.
. The system may- establish procedures to ensure that compensation
. 1eparted by an employer is in compliance with this section.
*  (e) For purposes of this section, remuneration shall be considered
" payable if it would be paid to any person who meets the qualifications
T or requirements specified in 2 collective bargaining agreement or an
v employment  agreement as a condition of receiving  the
remuneration, .

(fy This- definition of ‘“creditable compensation” reflects scund
principles that support the integrity of the retirement fund. Those
principles include, but are oot limited to, consistent treatment of
compensation throughout a member’s career, consistent treatment
of compensation among an entire - class of employees, preventing
adverse  selection, and excluding from compensation earnabie
remuneration that is paid for the principal purpose of emhancing a
member’s benefits under the plan. The board shall determine the
appropriate  crediting of contributions between the Defined Benefit
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- Program and the Defined Benefit Supplement Program according to
these principles, to the extent not otherwise specified pursuant to this
part. -

(g) The section shall become operative on July 1, 2002, if the
revenue - limit  cost-of-living  adjustment computed by  the
Superintendent of Public Instruction for the 2001-02 fiscal year is
equal to or greater than 3.5 percent. Otherwise this section shall
become operative on July 1, 2003.

SEC. 6. Section 22144.5 is added to the Education Code, to read:

22144.5. ‘*‘Liability pains and losses” means the difference
between  actual noninvestment related . experience and. the
experience  expected based upon a set of noninvesiment related
actuarial  assumptions during the period between two actuarial
valuation dates, as determined in accordance with assumptions
adopted by the board pursuant to Section 22311.5. -

SEC. 7. Section 22146.7 is added to the Education Code, to read:

221467, “Minimum interest rate” means the mnnual interest rate
determined by the board by plan amendment at which interest shall
be credited to Defined Benefit Supplement accounts {or a plan year.

SEC. 8. Section 22158 of the Education Code is repealed. .

SEC. 9. Section 22158 is added to the Education Code, to read:

22158, (a) "Projected service” means the sum of credited service
plus the credited service that would have been eamed for the school
years during which a disability allowance was payable if the member
‘had performed creditable service during that time.

{b) Projected service for a school year shall be determined on the
basis of the highest credited service earned by the member during
any one of the three school years immediately preceding the
member’s death or the date the disability allowance began to accrue.

(c) Projected service shall not include credited service for which
contributions have been credited to the Defined Benefit Supplement
Program.

SEC. 10.  Section 22161.5 of the Education Code is amended to
read:

22161.5. *Refund” means the lump-sun return of a member's
accumulated retirement  contributions under the Defined Benefit
Program and does-nol include the balance of credits in the member’s
Defined Benefit Supplement account. .

SEC. 11. Section 22170 of the Education Code is amended to read:

22170. “SBervice” means work performed for compensation n a
position subject to coverage under the Defined Benefit Program,
except as otherwise specifically provided in this part, providing the
contributions on compensation for that work are not credited to the
Defined Benefit Supplement Program.

SEC. 12. Section 22177 is added to the Education Code, to read:

22177, (a) “Unfunded actuarial obligation,” with respect to the
Defined Benefit Program, means that portion of the actuarial present
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value of benefits that is notl provided for by future, normal costs or
covered by the actuarial value ‘of assets attributable to the Defined
Benefit . Program, based on assumptions adopted by the board
pursuant to Section 22311.5.

(b} “Unfunded actuarial obligation,” with respeet to the Defined
Benefit Supplement Program, means that portion of the actuarial
present value of benefits that is not provided for by future, normal
costs or covered by the actuarial value of assets attributabie to the
Defined Benefit Supplement Program, based on assumptions
adopted by the board pursuant to Section 22311.5.

SEC. 13. Section 22206 of the Education Code is amended to read:

22706. (a) As often as the board determines necessary, it may
audit or cause to be audited the records of any public agency.

(b} The board may excuse any audit finding provided all of the
following conditions are met:

(1) The audit finding relates to a period of time pricr to July I,
2002.

(2) The audit finding identifies an issue that is not in compliance
with the provisions of this part with respect to credilable service or
creditable compensation,

(3) The noncompliance would not h'we existed if the service and
compensation crediting changes that shall become operative on July
1, 2002, as a result of legislation enacted during the second year of the
-1999-2000 Regular Session, had been operative dunng the perlod of
- time investigated in the audit.

" (4) The audit finding was included in an audit report issued on or

-after January 1, 2001.

(5 Excusmg the audit. finding will not have an adverse effect on
the integrity of the retirement fund.

(c) The beard’s authority pursuant to subdivision (b) shall extend
to service and compensation issues identified through activities
outside the audit function that address compliance with the
provisions of this part.

SEC. 13.5. Section 22302 of the Education Code, as added by
Chapter 74 of the Statutes of 2000, is amended and renumbered (o
read: '

22302.5. The board may contract with a qualified third-party
administrator for custodial, record keeping, or other administrative
services necessary to carry into effect the provisions of Chapter 38
(commencing with Section 25000) of this part or Part 14.

SEC. 14.  Section 22311.5 is added to the Education Code, to read:
22311.5. The board shall acquire the services of an actuary to do
al] of the following:

(a) Make recommendations to the board for the adoption of
actuarial assumptions that, in the aggregate, are reasonably related
to the past experience of the plan and reflect the actuary's informed
estimate of the future experience,
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(b) Make an actuarial investigation of the demographic and
economic experience, including the mortality, service, and other
experience, of the plan with respect to members and heneficiaries of
the Defined Benefit Program; members, beneficiaris, and annuity
beneficiaries of the Defined Benefit Supplement Program; and
participants and beneficiaries of the Cash Balance Benefit Progran.

"(c) Make an anpual actuarial review of the goals regarding the
sufficiency of the Gain and Loss Reserves with respect to the Defined
Benefit Supplement Program and the Cash Balance Benefit Program
and make recommendations to the board for maintaining a sufficient
Gain and Loss Reserves for the Defined Renefit Supplement
Program and. the Cash Balance Benefit t Program,

*(d) Recommend to the board the amount, if any, to be transferred
to the separate Gain and Loss Reserves from the investment earnings
of the plan with respect to the Defined Benefit Supplement Program
and the Cash Balance Benefit Program.

(e) At least once every six years with respect to the Defined
Benefit Program and annually with respect to the Defined Benefit
Supplement Program and the Cash Balance Benefit Program, using
actuarial assumptions adopted by the board, perform an actuarial
valuation of each program that identifies the assets and liabilities, and
report the findings to the board. The report of the actuary on the
results of ecach -actuarial valuation shall identify and include the
components of normal cost, if applicable, and adequate information
to destermine the cffects of chanpes in actuarial assumptions. Copies
of the report on each actuarial valuation shall be transmitted to the
Governor and the Legislature.

(f) Recommend to the board all raies and factors necessary to
administer the plan, including, but not limited to, mortality tables,
annuity factors, interest rates, and additional earnings credits.

(g) Recommend to the board a strategy for amortizing any
unfunded actuarial obligation.

(h)y As requested by the board, perform any other actuarial
services that may be required for administration of the plan.

SEC. 15.  Bection 22453 of the Education Code is amended to read:

22453, (a) Except as provided in Section 22454, the sighature of
the spouse of a member shall be required under the Defined Benefit
Program on any application for, or cancellation of, an unmodified
allowance; the election, change, or cancellation of an option; or any
request for @ refund of the member’s &ccumulated retirement
contributions or accumulated annuity deposit contributions ; and
under the Defined Benefit Supplement Program on any application
for,. or cancellation of, a retirement benefit, disability benefit, ar
termination benefit; and under either the Defined Benefit Program
or the Defined Benefit Supplement Program on any other requests
related to the selection of benefits by a member in which a spousal
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interest may be present, unless the member declares, in  writing; -
under penalty of perjury, that one of the following conditions exists: .

(1)} The member is not married. . .

(2) The current spouse has mno identiﬁable community property
interest in the benefit.

(3) The member and spouse have executed a marriage settlement
agreement pursuant to Part 5 (commencing with Section 1500) of
Division 4 of the Family Code that makes the community property .
law inapplicable to the marriage, .

(4) The spouse is incapable of executing the acknowledgment .
because of an incapacitating mental or physical condition.

(5) The member does not know, and has taken all reasonable steps
to determine, the whereabouts of the spouse,

(b) This section shall not be applicable to an application for a
disability allowance under the Defined Beneflt Program.

(c) The sole purpose of this section is to provide for spousal
protection in the selection of specified benefits made by a member.

SEC. 16. Section 22460 of the Education Code is repealed.

SEC. 17.  Section 22460 is added 1o the Education Code, to read:

22460, (a) If- a member ternminates employment with less than
~five years of credited service, the employer shnll notify the member

of the following: o

(1} That unless the member is eligible, or becomes eligible in the
future; . for concurrent retirement pursuant to paragraph  (2) of
subdivision (a) of Section 24201, the member is eligible only for a
refund-. of accumulated retirement contributions under the Defined
Benefit Program- and the return of the member's accumulated
Defined Benefit Supptement account balance.

(2) The current rate of interest that - shall be eamed on
accumulated retirement contributions that are not refunded and the
current minimum interest rate that shall be applied lo the member’s
Defined Benefit Supplement account.

{3) Actions that may be taken by the board if accumulated
© retirement  contributions are not refunded” under the Defined
Benefit Program and the member's Defined Benefit Supplement
account balance is not refurmed..

.(b) Empioyers shall traosmit to a member who terminates
. employment with less than five years of credited service the
information  specified in * subdivision {(a) as part of the usual
separation documents.

SEC.-18. Section 22651 of the Education Code is amended to read:

22651. For PUTpOses of this .chapter and Section 23300,
“nonmember spouse™ means a member’s spouse or former spouse
who is being or has been awarded a community property interest in
the sérvice - credit, accumulated retirement contributions,
accumulated Defined Benefit Supplement account balance, or
benefits of the member under this part. A nonmember spouse shali
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not be considered a member based upon his or her receipt of any of
the following being awarded to the nonmember spouse as a result of
legal separation or dissolution of marriage: a separate account of
service credit and  accumulated retirement  contributions, a
retirement  allowance, or an inferest in the member’s retirement
allowance under the Defined Benefit Program; or a separate account
based on the member's Defined Benefit Supplement account
balance, a retirement benefit, or an interest in the member’s
retirement benefit under the Defined Benefit Supplement Program.

SEC. 19. Section 22652 of the Education Code is amended to read:

- - 22652, (a) Upon the legal separation or dissolution of marriage
of a member, other than a retired member, the court shall include in
the judgment or a court order the date on which the parties
separated. '

(b) The court may order in the judgment or court order that the
member's accumulated retirement coniributions and service credit
under the Defined Benefit Program or the . member's Defined
Benefit Supplement account balance, or both, under this part that are
attributable to periods of service during the marriage be divided into
two separate and distinct accounts in the name of the member and
the nonmember spouse, respectively. Any service credit and
accumulated -retirement contributions under the Defined Benefit
Program and any accumulated Defined Benefit . Supplement account
balance under this part that are not explicitly awarded by the
judgment or court order shall be deemed the exclusive property of
the member under the Defined Benefit Program or the Defined
Benefit Supplement Program, whichever is applicable.

() The determination of the court of community property rights
pursnant to this section shall be consistent with this chapter and shall
address the rights of the nonmember spouse under this part,
including, but not limited to, the following:

(1) The right to a retirement allowance under the Defined
Benefit Program and, if applicable, a retirement benefit under the
Defined Benefit Supplement Program,

(2) The night to a refund of accumulated retirement contributions
and the return of the accumulated Defined Benefit Supplement
account balance that were awarded to the nonmember spouse.

{3) The right. to redeposit accumulated retirement contributions
previously refunded to the member which the member is eligible to
redeposit pursuant to Sections’ 23200 to 23203, inclusive, and shall
specify the shares of the redeposit amount awarded to the member
and the nonmember spouse. :

(4) The right to purchase additional service credit that the
member is eligible to purchase pursuant to Sections 22800 to 22810,
inclusive, and shall specify the shares of the additional service cradit
awarded to the member and the nonmember spouse.
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SEC. 19.5. Section, 22652 of the Education Code is amended to
read:

22652, (a) Upon the legal separation or dissolution of marriage
of a member, other than a retired member, the court shall include in
the judgment or & court order the date on which the parties
separated. . : ]

(b) The court may order in the judgment or court order that the
member’s accumulated retirement contributions and  service  credit
under the Defined Benefit Program, or the member’s Defined
Benefit Supplement account balance, or both, under this part that .are
attributable to perieds of service during the marriage be divided, into
two separate and distinct accounts in the name of the member and

“the nonmember spouse, respectively. Any service credit and

accumulaled retirement comtributions under the Defined Benefit
Program and. any accumulated Defined Benefit Supplement account
balance -under this -part that are not explicitly awarded by the
judgment or court' order shall be deemed the exclusive property of
the member under the Defined Benefit Program or the Defined
Benefit Supplement Program, as applicable.

(c) The determination of the court of community property rights

‘pursuant to this section shall be consistent with this chapter and shall

- address the rights of the nonmember spouse under this part,

- including, but net limited to, the following:

(1) The right to a retirement allowance under the Defined

-~ Benefit Program and, if applicable, a retirement benefit under -the

Defined Benefit Supplement Program.

(2) The right to a refund of accumulaied retirement contributions
under the Defined Benefit Program and the retun of the
accumulated Defined Benefit Supplement account balance that
were awarded to the nonmember spouse. '

(3) The right to redeposit all or a portion of accumulated
retirement contributions previously refunded to the member which
the member is eligible 1o redeposit pursuant to Sections 23200 to
23203, inclusive, 'and shall specify the shares of the redeposit amount
awarded to the member and the nanmember spouse.

- (4) The right to purchase additional service credit that the"
member is eligible to purchase pursuant to Sections 22800 to 22810,
inclusive, and shall specify the shares of the additional service credit

. awarded to the member and the nommember spouse.

SEC.20. Section 22655 of the Education Code is amended to read:

22655. (a) Upon the lepal separation or dissolution of marriage
of a retired member, the court may include in the judgment or court
order a determination of the community property rights of the
parties in the retired member’s retirement allowance. and, if
applicable, retirement benefit under this part  consistent with this
section. Upon election under subparagraph (B) of paragraph (3) of
subdivision (a) of Scction 2610 of the Family Code, the court order
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awarding the nonmember spouse a community property share in the
retirement altowance or retirement benefit, or both, of a retired
~member shall be consistent with this section,

(b) If the court does not award the entire retirement aliowance
or reticement annuity under this part to the retired member and the
retired ‘member is receiving a retirement allowance that has not
been ‘modified pursuant to Section 24300, or a single life annuity
pursuant to Section 25011 or 25018, the court shall require only that
the system pay the nonmember spouse, by separate warrant, his or
her community property share of the retired member’s retirement
allowance or retirement benefit, ar both, under this part.

(c) If the court.does not award the entire retirement “allowance or
retirement  benefit under this part to. the- retired member and. the
retired member is receiving an allowance that has been actuarially
madified pursuant to Section 24300, or .a joint and survivor retirement
benefit pursuant to Section 2501i or 25018, the court shall order only
one of the following:

(1) The retired member shall maintain the retirement allowance
or retiretnent benefit, or both, under this part without change.

(2) The retired membe1 shall cancel the option that modified the
retirement allowance under this part pursuant to Section 24305 and
select 2 new joint and survivor option or a new beneficiary or both,
and the system shall pay the nonmember spouse, by separate
warrant, his or her community property share of the retirement
allowance under this part of the retired member, the option
beneficiary, or both. .

(3) The retired member shall cancel the joint and survivor
annuity under which the annuity is being paid pursuant to Section
24305.3, and select a new joint and survivor annuity or a new annuity
beneficiary or both, based on the actuarial equivalent of the
member’s canceled annuity, and the system shall pay the
nonmember spouse, by separate warrant, his or her community
property share of the retirement annuity payable to the retired
member, the annuity beneficiary, or both.

(4) The retired member shall take the action specified in  both
paragraphs (2) and (3).

(5) The retired .member shall cancel the option that modified the
retirement allowance under this part pursuant tc Section 24305 and
select an unmodified retirement allowance and the system shall pay
the nonmember spouse, by separale warrani, his or her community
property share of the retired member’s refirement allowance under
this part.

(6) The retived member shall cancel, pursuant to Section 24305.3,
the joint and survivor annuity under which the retirement benefit is
being paid, and select a single life annuity, and the systern shall pay
the nonmember spouse, by separate warrant, his or her community
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property share of the retirement benefit payable  benefit (o the
retired member. . e

{7). The  retired member shall take the action specified in both
paragraphs (5) and (6). )

(d) If. the. option beneficiary or annuity beneficiary or both under
this part, other than the .nonmember spouse, predeceases the retired
member, the- court shall order the retired member to select a new
option beneficlary pursuant to Section 24306, or a new aanuity
beneficiary pursuant to Section 24305.3 and shall order the system to
pay the nonmember spouse, by separate warrant, his or her share of
the community property interest in the retirement allowance or
- retirement benefit or both under this part of the retired member or
the new option beneficiary or annuity beneficiary or each of them,

(e) The right of the nonmember spouse to receive his or her
community property share of the retired member’s’  retirement
allowance or retirement benefit or both under this sectien shall
terminate upon the death of the nonmember spouse. However, the
nonmernber spouse may designate a beneficiary under the Defined
Benefit Program and a payee under the Defined Benefit Supplement
. Program to receive his or her community property share of the
retired  member’s  accumulated  retirement  contributions  and
accumulated Defined Benefit Supplement account balance under
this part in the event that there are remaining accumulated
retirement contributions and 'a balance of credits in the member's
Defined Benefit Supplement account to be paid upon the death of
the nonmember spouse.

SEC. 21.. Section 22656 of the Education Code is amended to tead:

22656. No judgment or court ovder issued pursuant to this chapter
is binding on the system with respect to the Defined Benefit Program
or the Defined Benefit Supplement Program until the system has
been joined as a party to the action and has ‘been served with a
certified copy of the judgment or court order.

SEC.22.  Section 22659 of the Education Code is amended to read:

22655, Upon being awarded a separate account or an interest in
the retirement allowance or retirement benefit of a retired member
under this part, a nonmember spouse shall provide the system with
proof of his or her date of birth, social security number, and any other
information requested by the system, in.-the form and manner
requested by the system, '

SEC. 23.  Section 22660 of the Education Code is amended to read:

22660. (a) The nonmember spouse who is awarded a separate
account under this part shall have the right to designate, pursuant to
Sections 23300 to 23304, inclusive, a beneficiary or beneficiaries to
receive  the  accumulaled retiremeni  contributions  under  the
Defined Benefit Program and to designate a payee to receive the
-accumulated  Defined Benefit Supplement account balance under
the Defined Benefit Supplement Program remaining in the separate
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account of the nonmember spouse on his or her date of death, and
any accrued allowance or accrued benefit under the Defined Benefit
Supplement that is attributable to the separate account of the
nommember spouse and that is unpaid en the date of the death of the
nonmember spouse.

(b) This section shall not be construed to provide the nonmember
spouse’ with any right to elect to modify a retirement allowance under
Section 24300 or to elect a joint and survivor annuity under the
Defined Benefit Supplement Program.

SEC.24. Section 22661 of the Education Code is amended to read:

22661. (a) The nonmember spouse who is awarded a separate
account under this part shall have the right to a refund of the
accumulated rtetirement contributions in  the account under the
Defined Benefit Program, and a retum of the Defined Benefit
Supplement account balance, of the nonmember spouse under this
part.

(b) The nonmember spouse shall file an application on a form
provided by the system to obtain a refund or lump-sum payment.

{c) The refund of accumulated retirement contributions and the
return  of the accumulated Pefined Benefit Supplement account
balance under this part are effective when the system deposits in the
United States mail an initial warrant drawn in favor of the
nonmember spouse * and addressed to the iatest address. for the
nonmember spouse on file with the system. If the nonmember spouse
has elected on a fonm provided by the system to transfer all or a
specified portion of the accumulated retirement contributions or
accumulated Defined Benefit Supplement account balance that are
eligible for direct trustee-to-trusiee transfer- to the trustee of a
qualified plan under Section 402 of the Intermal Revenue Cade of
1986 (26 U.S.C.A. Sec. 402), deposit in the United States mail of a
notice that the requested transfer has been made constitutes a refund
of the nonmember spouse’s accumulated retirement contributions or
accumulated Defined Benefit Supplement account balance.

(d) The nonmember spouse is deemed te have permanently
waived all rights and benefits pertaining to the service credit,
accumulated retirement conmibutions, and accumulated Defined
Benefit Supplement account balance under this part when the
refund and lump-sum payment become effective.

(e) The nonmember spouse may not cancel a refund or lump-sum
payment under this part after it is effective.

(f) The nonmember spouse shall not have a right to elect to
redeposit the refunded accumulated retirement contributions under
thig part after the refund is effective, to redeposit under Seetion 22662
ot purchase additional service credit under Section 22663 after the
refund becomes effective, or to redeposit the accumulated Defined
Benefit Supplement account balance after the lump-sum payment
becomes effective.
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(g) If the total service credit in the separate account of the
nonmember spouse under the Defined Benefit Program, including
service credit purchased under Sections 22662 and 22663, is less than
two and one-half 'years, the board shall refund the accumulated
retirement contributions in the account,

SEC. 25. Section 22662 of the Education Code is amended to read:

22662. The nonmember spouse who is awarded a separate
account under the Defined Benefit Program may redeposit
accumnulated retirement contributions previously refunded to the
member in accordance with the determination of the court pursuant
to Section 22652, ' .

(a) The nonmember spouse may redeposit under the Defined
Benefit Program only those accumulated retirement contributions
that were previously refunded to” the member and in which the court
has determined the nonmember spouse has a community property
interest.

(b) The nonmember spouse shall inform the system in writing of
- his or her intent to redeposit within 180 days after the judgment or
court order that specifies the redeposit rights of the nonmember
spouse 1s entered. The nonmember spouse’s election 1o redeposit
shall be made on 2 form provided by the system within 30 days after
the system mails an election form and the billing.

{c) If the nponmember spouse elects to redeposit under the
- Defined Benefit Program, he or she shall repay the portion of the

-. member’s refunded accumulated retirement contributions that were

.awarded to the nonmember spouse and shall pay regular interest
from the date of the refund to the date payment of the redeposit is
completed. :

(d) An election to .redeposit shall be considered an election to
repay all accumulated retirement contributions previously refunded
under this part in which the nonmember spouse has a community
property interest. All payments shall be received by the system
before the effective date of the nonmember spouse’s retirement
under this part. If any payment due because of the election is not
received at the system’s office in Sacramento within 120 days of its
due date, the election shall be canceled and any payments made
under the election shall be returned to the nonmember spouse.

(e) The right of the nonmember spouse to redeposit shall be
- subject to Section 23203. _

(f) The member shall not have & right to redeposit the share of the
nonmember  spouse in  the previously refunded accumulated
retirement  contributions under this part whether ‘or not the
nonmember spouse elects to redeposit. However, any accumulated
retirement  contributions  previously refunded under this part and
not explicitlly awarded to the nonmember spouse under this part by

the judgment or court order shall be deemed the exclusive property
of the member,
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SEC. 25.5. Section 22662 of the Education Code is amended .to
read:

22662. The nonmember spouse who is awarded a separate
account under the Defined Benefit Program may redeposit
accumulated retirement contributions previously refunded to the
member in accordance with the determination of the court pursuant
to Section 22652,

(a) The nonmember spouse may redeposit under the Defined
Benefit Program only those accumulaied retirement contributions
that were previously refunded to the member and in which the court
has determined the nonmember spouse has a community property
mterest.

(b) The nonmember spouse shall inform the system in writing of
his or her inteat to redeposit within 180 days after the judgment or
court order that specifies the redeposit’ riphts of the nonmember
spouse is entered. The nonmember spouses’ election to redeposit
shall be made on a form provided by the system within 30 days after
the system mails an election form and the billing.

{c¢) If the nonmember spouse elects to redeposit under the
Defined Benefit Program, he or she shall repay all or a portion of the
member's refunded accumulated retirement contributions that were
awarded to the nenmeémber spouse and shall pay regular interest
from the date of the refund to the date payment of the redeposit is
completed. .

(d) All payments shall be received by the system before the
effective date of the nonmember spouse’s retirement under this part.
If any payment due because of the election is not received at the
system’s office in Sacramente within 120 days of its due date, the
election shall be canceled and any payments made under the election
shall be returned to the nonmember spouse.

(e) The right of the nonmember spouse to redeposit shall be
subject to Section 23203.

(f) The member shall not have a right to redeposit the share of the
nonmember  spouse  in the previously refunded - accumulated

- retirement  contributions under this part whether or not the
nonmember spouse elects to redeposit. However, any accumuiated
retirement contributions previously refunded under 1this part and
not explicitly awarded to the nonmember spouse under this part by
the judgment or court order shall be.-deemed the exciusive property
of the membetr.

SEC.26. Section 22664 of the Education Code is amended to read:

22664. The nponmember spouse who is awarded a separate
account shall have the rnight to a service retirement allowance and,
if applicable, a retirement beneafit under this part.

(a) The nonmember spouse shall be eligible to retn‘c for service
under this part if the following canditions are satisfied:
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(1) The member had at -least five years of credited service during
the period of marmage, at least one year of which had been
performed subsequent to the most recent refund to the member of
accumulated retirement contributions. The credited service may

inciude service credited to the account of the member- as of the date:.- -

of the dissolution or legal separation, previously refunded service,
out-of-state service, and permissive service credit ‘that the member
is eligible to purchase at the time of the dissolution or legal
separation. :

(2) The nonmember spouse has at least two and one-half years of
credited service in his or her separate account,

(3) The nonmember spouse has aftained the age of 55 years or
more, _

(b} A service retitement allowance of a nonmember spouse under
this part shall become effective upon any date designated by the
neonmember spouse, provided:

(1} The requirements of subdivision (a) are satisfied.

(2} The nonmember spouse has filed ™ an application for service
retirement on a form provided by the system, that is executed no
earlier than six months before the effective date of the retirement

" allowance.

(3} The effective date iz nc earlier than the first day of the month
in  which the application is received at the system’s office in
Sacramento and the effective date is after the date the judgment or.
court order pursuant to Section 22652 was entered.

(c) (1) Upon service retirement at normal retirement age under
this part, the nonmember spouse shall receive a retirement
allowance that shall consist of an annual allowance payable in
monthly installments equal to 2 percent of final compensation for
each year of credited service.

(2) If the nonmember spouse's retirement is effective at less than
normal retirement age and between early retirement age under this
part and normal retirement age, the retirement allowance shall be
reduced by one-half of | percent for each full month, or fraction of
a month, that will elapse unti! the nonmember spouse would have
reached normal retirement age.

(3) If the nommember spouse’s service retirement is effectwe at
an age greater than normal retirement age and is effective on or afier

- January 1, 1999, the percentage of final compensation for each year

of credlted service shall - be determined pursuant to the following
table:

Age ot Retirement . Percentage
60 Yy o 2.033
60 Vo . 2067
60%g o 2.10
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Bl 2.133
6LV 2.167
61 Vi 2.20
6Y 3 2.233
B2 2.267
624y 2.30
6210 2.333
62q o 2.367
63andover .............. ... . ... .. 2.40

(4) In computing the retirement allewance of the nonmember
" spouse, the age of the nonmember spouse on the last day of the month
‘in which the retirement allowance begins to accrue shall be used.

(5) Final compensation, for purposes of calculating the service
retirement  allowance of the nonmember spouse under this
subdivision, shall be calculated according to the definition of final
compensation in Section 22134, 22135, or 22136, whichever is
applicable, and shall be based on the member’s compensation
earnable up to the date the parties separated, as established in the
judgment or court order pursuant to Section 22652. The nonmember
spouse shall not be entitled to use any other calculation of final
compensation,

(d) If the member is or was receiving a dlsaba ity allowance under
this part with an effective date before or on the date the parties
separated as established in the judgment or court order pursuant to
Section 22652, or at any time applies for and receives a disability
allowance with an effective date that is before or coincides ‘with the
date the parties separated as established in the judgment or court
order pursuant to Section 22652, the nonmember spouse shall not be
eligible to retire until after the disability allowance of the member
terminates, If the member who is or was receiving a disability
allowance returns to employment to perform creditable service
subject to coverage under the Defined Benefit Program or has his or
her allowance terminated under Section 24015, the noumember
gpouse may not be paid a retirement allowance until at jeast six
months after termination of the disability allowance and the refurn
of the member to employment to perform creditable service subject
to coverage under the Defined Benefit Program, or the termination
of the disability allowance and the employment or self-employment
of the member in any capacity, notwithstanding Section 22132. 1f at
the end of the six-month™ period, the member has not had =a
recurrence of the original disability or has not had his or her earnings
{all below the amounts described in Section 24015, the nonmember
spouse may be paid a retirement allowance if all other eligibility
- requiremnents are met,
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(1) The retirement allowance of the nommember spouse under
this subdivision shall be calculated as follows: the disability aliowance
the. member was receiving, exclusive of the portion for dependent
children, shell be divided between the share of the member and the
share of the nonmember spouse. The share of the nonmember spouse
shall. be the amount obtained by multiplying the disability allowance,
exclusive of the portion for dependent children, by the years of
gservice credited to the separate account of the nonmember spouse,
including service projected to the date of separation, and dividing by
the projected service of the member, The nonmember spouse's

" retirement allowance shall be the lesser of the share of the

nonmember spouse under this  subdivision or ' the retirement
allowance under subdivision (c).

(2) The share of the member shall be the total disability allowance
reduced by the share of the noanmember spouse, The -share of the
member shall be considered the disability allowance of the member
for purposes of Section 24213,

(e} The nonmember spouse who receives a retirement allowance
18 not a retired member under this part. However, the allowance of
the nonmember spouse shall be increased by application of the
improvement factor and shall be eligible for the application of
supplemental increases and other benefit maintenance provisions
under this part, including, but not limited to, Sections 24411, 244i2,
and 24415 based on the same criteria used for the application of these
benefit mainlenance increases to the service retirement allowances
of members.

=. % SEC.27.- Section 22703 of the Education Code is amended to read:

22703. "(a) Service shall be - credited to the Defined Benefit
Program, except as provided in subdivision (b).

{b) A member's creditable service that exceeds 1.000 in a school
year shall not be credited to the Defined Benefit Program.

* Commencing July 1, 2002, contributions by the employer that are

deposited in the Teachers’ Retirement Fund and the member on
creditable compensation paid to the member for that service,
exclusive of contributions pursuant to Section 22951, shall be credited
to the Defined Benefit Supplement Program. ,

(c) In lieu of any other benefits provided by this part, any member
who performed service prior to July 1, 1956, shall receive retirement

* benefits for that service at least equal to the benefits that the member

wounid have received for that service under the provisions of this part
s they existed on June 30, 1956. This subdivision shall not apply to
service thal is credited in the San Francisco City and County
Employees Retirement Sysiem. .

(d) The amendments to this section made during the second year
of the 1999-2000 Regular Session shall become operative on July I,
2002, if -the revenue limit cost-of-living adjustment computed by the
Superintendent of Public Instruction for the 2001-02 fiscal year is
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equal to or greater than 3.5 percent. Otherwise the amendments to
this section mede during the second year of the 1999-2000 Regular
Session shall become operative on July 1, 2003.

SEC. 28.  Section 22706 of the Education Code 15 amended 1o read:

22706. A member shall not receive credit for service performed
while receiving a retirement or disability allowance under the
Defined Benefit Program or while receiving a retirement or
disability benefit under the Defined Benefit Supplement Program.

SEC. 29. Section 22901.5 of the Education Code, as added by
Chapter 74 of the Statutes of 2000, is amended to read:

22901.5. (a) Notwithstanding Section 22905, 25 percent of the
amount contributed by a member pursuant to Section 22901 (2
percent of creditable compensation) shall be - credited to the
member’s Defined Benefit Supplement account pursuant to Section
25004. ) .

(b} Any ‘member contributions for service performed during the
2000-01 school year with a service period ending afier December 31,
2000, shall be subject to subdivision (a). '

(¢) This section shall remain in effect only until Januwary 1, 2011,
and as of that date is repealed, unless a later enacted statute, that is
enacted before January 1, 2011, deletes or extends that date.

SEC. 30. Section 22905 of the Education Code is amended to read:

22005. (a) Contributions made by a member and member
contributions made by an employer pursuant to Section 22903 and
22904 shall be credited by the board to the individual account of the
member.

(b) This section shall become inoperative on July 1, 2002, if the
revenue  limit  cest-of-living  adjustment  computed by  the
Superintendent of Public Instruction for the 2001-02 fiscal year is
equal to or greater than 3.5 percent. Otherwise this section shall
become inoperative on July 1, 2003. As of January 1, 2004, this section
is repealed, unless a liter enacted statute, that becomes operative on
or before January 1, 2004, deletes or extends the dates on which it
becomes inoperative and is repealed. -

SEC.31. Section 22903 is added to the Education Code, to read:

22905. (a) Member contributions pursuant to Sectioh 22901 and
employer contributions pursuant to Sections 22903 and 22904 shall be
credited to the member’s individual account under the Defined
Benefit Program or° the Defined Benefit Supplement Program,
whichever is applicable pursuant to the provisions of this part.

(b) Member and employer contributions on a member’s
compensation under the following circumstances shall be credited -to
the member’s Defined Benefit Supplement account:

(1) Compensetion for creditable service that exceeds one year in
a schoo! year.

(2) Compensation that is consistent with subdivision (b) of
Section 22118.2.
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(3) Compensation that is payable for a specified number of times
as limited by law, a collective bargaining apreement, or an
employment agreement.

(c) A . member shall not make voluntary pretax or posttax
contributions under the Defined Benefit Supplement Program,
except as provided in subdivision (d), nor shall a member redeposit
amounts previously distributed based on the balance in the member’s
Defined Benefit Suppiement account,

(d) Member and employer contributions wunder the Defined
Benefit Supplement Program shall be credited to the accounts: of
- members as of June 30 each year following a determination by the
system under the provisions of this part that those contributions
should be credited to the Defined Benefit Supplement Program.~
Contributions to a member’s Defined Benefit Supplement account
shall be identified seperately from the member's contributions
credited under the Defined Benefit Program.

(¢) The provisions of this section shall become operative on July

1, 2002, if the revenue limit cost-of-living adjustment computed by
the Superintendent of Public Instruction for the 2001-02 fiscal year
is equal to or greater than 3.5 percent. Otherwise this section shall
become operative on July 1, 2003,

SEC. 32.- Section 22906 of the Education Code is repealed.

SEC. 33. Section 22906 is added to the Education Code, to tead:

22906,: A member’s contributions that were made with respect to
service -that was  emoneously credited under the Defined Benefit
Program shall be returned to the member if the contributions for that
service ~cannot be credited under the Defined Benefit Supplement
Program-pursuant to this part. :

SEC. 34, Section 22954 of the Education Code is amended to read:

22954. (a) Notwithstanding Section 13340 of the Government
Code, commencing July I, 1999, a continuous appropriation is hereby
annually made from the General Fund to the Controller, pursuant to
this section, for transfer to the Supplemental Benefit Maintenance
Account: in the Teachers' Retirement Fund. The total amount of the
appropriation for each year shall be equal to 2.5 percent of the total
of " thew creditable compensation "of the immediately preceding
- calendar ~year upon which members’ contributions are based for
purposes of funding the supplemental payments authorized by
Section 24415."

(b} The board may deduct from the annual appropriation made
pursuant to this section an amount necessary for the adrmmstrahve
expenses of Section 24415,

{c) It is the intent of the Legislature in enacting this section to
establish the supplemental payments pursuant 1o Section 24415 as
- vested benefits pursuant to a contractually enforceable promise to
make annual contributions from the General Fund to  the
Supplemental  Benefit Maintenance Account in the Teachers’
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Retirement Fund in order to provide a continuous annual source of
revenue for the purposes of making the supplemental payments
under Section 24415."

{d) This section shall become inoperative on July [, 2003, if the
revenue  limit  cost-of-living  adjustment  computed by the
Superintendent of Public Instruction for the 2001-02 fiscal year is
equal to or greater than 3.5 percent. Otherwise this section shall
become inoperative on July 1, 2004. As of January 1, 2005, this section
is repealed unless a later enacted statute, that becomes effective on
or before January 1, 2005, deleted or extends the date on which it
becomes inoperative and is repealed. :

SEC. 35. Seclion 22954 is added to the Education Code, to read:

22954, ' (a)} Notwithstanding Section 13340 of the .Government
Code, commencing July 1, 2003, a continugus appropriation is hereby
annually made from the General Fund to the Cantroller, pursuant to
this section, for tansfer to the 'Supplemental Benefit Maintenance
Account in the Teachers' Retirement Fund. The total amount of the
appropriation for each year shall be equal to 2.5 percent of the total
of the creditable compensation of the fiscal year ending in the
immediately  preceding calendar year upon  which members’
contributions are based for purposes of funding the supplemental
payments authorized-by Section 244135,

(b) The board may deduct from ihe annual appropriation made
pursuant to this section an amount necessary for the .administrative
expenses of Section 24415,

(c) It is the intent- of the Legislature in enacting this section to
establish the supplemental payments pursvant to Section 24415 as
vested benefits pursuant to a contractually enforceable promise to
make annual contributions from the General Fund to the
Supplemental Benefit Maintenance  Account in the  Teachers’
Retirement Fund in order to provide a continuous annual source of
revenue  for the purposes of making the supplemental payments
under Section 24415,

(d) This section shall become operative on July I, 2003, if the
_revenue  Hmit  cost-of-living  adjustment computed by  the
Superintendent of Public Instruction for the 2001-02 fiscal year is
equal o or greater than 3.5 percent. Otherwise this section shall
became operative on July 1, 2004, '

SEC. 36, Section 22955 of the Educartion Code is amended to read:

22955. (a) Notwithstanding Section 13340 of the Government
Code, commencing July.1, 2001, a continuous appropriation is hereby
annually made from the General Fund to the Controller, pursuant to
this section, for transfer to the Teachers’ Retirement Fund. The total
amount of the appropriation for each year shall be equal to 1.975
percent of the iotal ‘of the creditable compensation of the
immediately  preceding calendar year. upon which members’
contributions are based, to be calculated annually on October 1, and
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shall be divided into four equal quarterly payments. For the 2000-01
" fiscal year only, the total amount of the sppropriation pursuant to this
subdivision shell be equal to 2.5385 percent of the total of the
creditable compensation of calendar year 1999,

(b) Notwithstanding  Section 13340 of the Government  Code,
commencing October 1, 1998, a continuous appropriation, in addition
to the appropriation made by subdivision (a), is hereby annually
made from the General Fund to the Controller for transfer to the
Teachers’ Retirement Fund, The total amount of the appropriation
for each year shall be equal to 0.524 percent of the total of the
creditable compensation of .the -immediately preceding calendar
year upon which members’ contributions are based, to be calculated
annually on October 1, and shall be divided into four equal quarterly
payments, The percentage shall be adjusted to reflect the
contribution required to fund the normal cost deficit or the unfunded
" obligation as determined by the board based upon a
recommendation from its actuary. If a rate increase is required, the

adjustment may be for no more than 0.25 percent per year and in no .

case may the transfer made pursuant to this subdivision exceed 1.505
percent of the total of the creditable compensation of the
immediately  preceding - calendar year upon  which  members’
contributions are based. At any time when there is neither an
unfunded obligation nor a normal cost deficit, the percentage shall
be reduced.to zero.

The funds transferred pursuant to this subdivision .shall first be
applied to..eliminating on or before June 30, 2027, the unfunded
© actuarial lability of the fund identified in the actuarial valuation as
© of June 30, 1997.

(c) For the purposes of this section, the term “normal cost deficit”
means the difference between the normal cost rate as determined in
the actuarial valuation required by Sectipn 22311 and -the total of the
member contribution rate required under Section 22901 and .the
employer contribution rate required under Section 22950, and shall
exclude (!) the portion for unused sick leave service credit -granted

pursuant to Section 22717, and (2) the cost of benefit increases that

occur after July 1, 1990. The conwibution rates prescribed in Section
22901 and Section 22950 on July 1, 1990, shall be utilized to make the
calculations. The normal cost deficit shall then be multiplied by the
total of the creditable compensation upon  which  member
contributions under this part are based to determine the dollar
amount of the normal cost deficit for the year.

(d) Pursuant to Section 22001 and case law, members are entitled
to a financially sound retirement system. It is the intent of the
Legislature that this section shall provide the retirement fund stable
and full funding over the long term. .

(e) This section continues in effect but in a somewhat different
form, fully performs, and does not in any way unreasonably impair,
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the contractual obligations determined by the court in California
Teachers’ Association v. Cory, 155 Cal. App.3d 494.

{f) Subdivision (b) shall not be construed to be applicable to any
unfunded lisbility resulting from any benefit incremse or change in’
contribution rate under this part that occurs after July 1, 1990.

{g) The amendments to this section during the 1991-92 Regular
Session shall be construed and implemented to be in conformity with
the judicial intent expressed by the court in California Teachers’
Association v. Cory, 155 Cal. App.3d 494,

(h) This section shall become inoperative an July 1, 2003, if the
revenue”  lmit  cest-of-living  adjustment  computed by  the
Superintendent of Public Instruction for the 2001-02 fiscal year is
equal to or preater than 3.5 percent’ Otherwise this section shall
become inoperative on July 1, 2004. As of January 1, 2005, this section
is repealed unless a later enacted statute, that becomes effective on
or before Januvary 1, 2005, deletes or extends the date on which it
becomes inoperative and is repealed.

SEC. 37. Section 22955 is added to the Education Code, to read:

22955. (a) Notwithstanding. Section 13340 of the Government
Code, commencing July "1, 2003, a continuous’ appropriation is hereby
annually made from the General Fund to the Controller, pursuant to
this section, for iransfer t© the Teachers’ Retirement Fund, The total
amount of the appropriation for each year shall be equal to 2.017
percent of the total of the creditable compensation of the fiscal year
ending in the immediately preceding calendar year upon which
members' contributions are based, to be calculated annually . on
QOctober 1, and shall be divided into four equal quarterly payments.

{b) Notwithstanding Section 13340 of the Government Code,
commencing October 1, 2003, a continuous appropriation, in addition
to the appropriation made by subdivision (a), is hereby annually
made from the General Fund to the Controller for transfer to the
Teachers” Retirement Fund. The total amount of the appropriation
for each year shall be equal to 0.524 percent of the total of the
creditable compensation of the fiscal year ending in the immediately
preceding calendar year upon which members’ contributions are
based, io be calculated annually on October 1, and shall be divided
into four equal quarterly payments. The percentage shall be adjusted
o reflect the coniribution required to fund the normal cost deficit or
the unfunded obligation as determined by the board based upon a
recommendation from its actuary. If a rate increase is required, the
adjustment may be for no more than 0.25 percent per year and in no
case may the transfer made pursuant to this subdivision exceed :1.503
percent of the total of the creditable compensation of the fiscal year
ending in the immediately preceding calendar year wupon which
members’ contributions are based. At any time when there is neither
an unfunded obligation nor a normal cost deficit, the percentage shall
be reduced to =zero. The funds transferred pursuant to  this
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subdivision shall first be applied to eliminating on or before June 30,
2027, the unfunded actuarial liability of the fund identified in the
actuarial valuation as of June 30, 1997.

(c} For the purposes of this section, the term “normal cost deficit”
means the difference between the normal cost rate as determined: in
the actuarial valuation required by Section 22311 and the total of the
member  contribution  rate required under Section 22901 and the
employer contribution rate required under Section 22950, and shall
exclude (1) the portion for unused sick leave service credit granted
pursuant to Section 22717, and (2) the cost of benefit increases that
occur after July 1, 1990. The confribution rates prescribed in Section
22901 and Section 22950 on July 1, 1990, shall be utilized to malee the
calculations. The normal cost' deficit shall then be multiplied by the
totat of the creditable compensation upon which member
contributions under this part are based to determine the dollar
amount of the normal cost deficit for the year.

(d) Pursuant to Section 22001 and case law, members are entitled
to a financially sound retirement system. 1t is the intent of the
Legislature that this section shall provide the retirement fund stable
-and full funding over the long term.

(e) This section confinues in effect but in a somewhat different
form, fully performs, and does not in any way unreasanably impair,
" the contractual obligations determined by the court in California
Teachers’ Association v. Cory, 155 Cal.App.3d 454.

- (f) Subdivision (b) shall not be consirued to be applicable -to any
unfunded 1liability resulting from any benefit increase or change in .
contribution rate under this part that occurs after July 1, 1990,

(g) The provisiens of this section shall be construed and
implemented to be in conformity with the judicial intent expressed
by the court in California Teachers’ Association v. Cory, 155
Cal.App.3d 494.

(h) This section shall become operative on July 1, 2003, if the
revenue  limit  cost-of-living  adjustment  computed by  the
Superintendent of - Public Instruction for the 2001-02 fiscal year is
equal to or greater than .3.5 percent. Otherwise this section shall
become operative on July I, 2004. '

SEC. 38,  Section 22955.5 is added to the Education Code, to read:

" 22955.5. For purposes of BSections 22954 and 22955, “creditable
" compensation” shall include only creditable compensation for which
member contributions are credited “under the Defined Benefit
Program.

SEC. 39.  Section 24305.3 is added to the Education Code, to read:

24305.3. (a) A member who s receiving a joint and survivor
annuity under the Defined Benefit Supplement Program may
change the annuity or the annuity beneficiary elected pursuant to
Section 25011 or 25018 provided all of the following conditions are
met:
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(1) The amnnuity beneficiary is the member’s spouse or former
spouse. .

(2) A final decree of dissolution of marriage is granted, or a
judgment of nullity is entefed, or an order of separate maintenance
is made by a court of competent jurisdiction with respect to the
member and the spouse or former spouse on or after the beginning
of the initial plan year designated by the board pursuaut to Section
22156.05, . .

(3) The change is consistent with the final decree of dissolution,
. judgment of nullity, or order of separate maintenance,

(b} A member may change the annuity pursuant to subdivision
(a) before or after the first annuity payment is issued.

{c) The member shall notify the system in writing of the change
in the annuity. The notification shall not be earlier than the effective
date of the final decree of dissolution, judgment of nuility, or order
of separate maintenance and shall include a certified copy of the final
decree of dissolution, judgment of .nullity, or. order of separate
maintenance, and any property settlernent agrezment.

{(d) A change .in the annuity or annuity beneficiary or both shall
become effective on the date the notification of change is received
by the system. The annuity amount payabie to the member upon the
change elected by the member shall be determined as of the effective
date of the change and shall be the actuarial equivalent of the lump
sum that would otherwise be payable lo the member as of the dats
of the change. If the member elects a joint and survivor annuity, the
amouni payable under the annuity shall be modified consistent with
the annuity elected by the member.

SEC. 40. BSection 24600 of the Education Code, as amended by
Chapter 965 of the Statutes 1998, is amended to read:

24600. (8) A retirement allowance under this part begins to
accrue on the effective date of the member's retirement and ceases
on the earlier of the day of the member's death or the day on which
the retirement allowance is termipated for a reason other than the
member’s death, i

(b} A retirement . allowance, payable to an option beneficiary
under this part bepins to accrue on the day following the day of the
retired member’s death and ceases on the day of the option
beneficiary’s death.

(¢) A disability allowance under- this part begins to -accrue on the
effective date of the member’s disability aliowance and ceases on the
earlier of the day of the member's death or the day on which the
.disability allowance is terminated for a reason. other than the
member's death. .

{d) A family allowance under this part begins to accrue cn the day
following the day of the member's death and ceases on the day of the
event that terminates eligibility for the allowance.
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(e) A survivor henefit allowance payable to a surviving spouse
under this part pursuant to Chapter 23 (commencing with Section
23850) begins to accrue on the day the member would have attained
60 years of age or on the day following the day of the member's death,
as elected by the surviving spouse, and cgases on the day of the
surviving spouse’s death. . i

{fy A child’s portion of an allowance under this part begins to
accrue on the effective date. of that allowance .and ceases on the
earlier of either the termination of the child's eligibility or the
termination of the allowance.

(1) Until January 1, 2002, a person who on December 31, 1996, is
between 18 and 22 years of age and who is eligible as a full-time.
student to receive a child's portion of an allowance shall continue to
be eligible for a child's portion until the person attains 22 years of age
or until the first day of the month following the end of the school
quarter or semester that is in progress in the month the person attains
22 years of age provided prior verification of full-time student status
is received by the board. If verification is not received by the board
prior to the date the person attains 22 years o