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Date of Hearing:  April 20, 2022 

ASSEMBLY COMMITTEE ON PUBLIC EMPLOYMENT AND RETIREMENT 

Jim Cooper, Chair 

AB 1667 (Cooper) – As Amended March 24, 2022 

SUBJECT:  State Teachers’ Retirement System:  administration 

SUMMARY:  Prescribes various requirements in connection with audits of public agencies and 

members by the California State Teachers’ Retirement System (CalSTRS); CalSTRS’ 

interpretation and clarification of rules relating to creditable compensation; CalSTRS’ review of 

compensation items included in a memorandum of understanding or collective bargaining 

agreement; and, corrections of errors relating to the payment of retirement allowances to retirees, 

among other provisions.  Specifically, this bill: 

1) Relating to CalSTRS’ Audits: 

 

a) Requires, before auditing or causing to be audited, CalSTRS to provide written notice of 

the intended audit to the affected public agency as well as to the exclusive representative 

or representatives of the members affected by the audit, which must apprise each of the 

purpose and scope of the intended audit. 

 

b) Requires an audited public agency to cooperate in good faith with CalSTRS or its 

designee and timely provide all information requested by CalSTRS.  Information 

provided by the public agency, must also be provided to the exclusive representative or 

representatives, if any, of the members affected by the audit. 

 

c) Requires, before issuing its final report, CalSTRS or its designee to provide a draft audit 

report to the audited public agency and the exclusive representative or representatives, if 

any, of the members affected by the audit, and the draft audit report must include a list of 

every member reasonably then known by CalSTRS to be affected by the audit. 

 

Within a period to be specified by CalSTRS, but not less than 60 days, the recipients of 

the draft audit report are authorized to provide CalSTRS or its designee written responses 

to the draft audit report, and CalSTRS must consider those responses in preparing its final 

audit report.  In addition, if CalSTRS has determined that any additional members are 

affected by the audit that were not included in the earlier list, it must provide those names 

during this same period. 

 

d) Requires CalSTRS to provide the final audit report to the public agency audited and the 

exclusive representative or representatives, if any, of the members affected by the audit, 

with an explanation of appeal rights, as provided; a list of all members to whom a copy of 

the final audit report was provided; and, upon request by either the public agency audited 
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or exclusive representative or representatives affected by it, CalSTRS must provide the 

final audit report and explanation of appeal rights to any member not previously notified. 

 

e) Authorizes a public agency audited that, or member affected by the audit who, disagrees 

with the final audit report to request an administrative hearing, as specified, which must 

be made in writing.  However, if a public agency or member audited fail to request an 

administrative hearing within 90 days, as provided, the rights to a hearing must be 

deemed as waived, and the findings of the final audit report, and CalSTRS’ decision 

regarding the applicability of the audit finding on the member’s benefits must be deemed 

final. 

 

f) Requires CalSTRS to make all final employer audit reports available on its internet 

website; however, personal information of members must be redacted to the extent 

necessary to protect their privacy. 

 

2) Relating to CalSTRS’ Interpretation and Clarification of Rules Relating to Creditable 

Compensation: 

 

a) Requires CalSTRS to annually public rules that interpret and clarify the applicability of 

creditable compensation and creditable service laws, as provided, and promulgated 

regulations, also as provided. 

 

b) Conditions new or different interpretations, including those that modify a prior 

interpretation in a publication, as provided, regulations, employer information circulars, 

or similar means, from taking effect until after notice is issued to employers and 

exclusive representatives, and expressly prohibits them from being retroactively applied 

to compensation reported prior to that notice, unless the retroactive interpretation is 

required by state or federal laws. 

 

c) Provides that changes to interpretations must not be applicable before the next July 1, 

unless changes to state or federal law or programs require application of revision of the 

creditability of compensation on an earlier basis. 

 

d) Provides, for purposes of audits or any other actions by CalSTRS, including actions or 

penalties relating to disallowed compensation reporting, that employers are responsible 

for the rules in effect at the time the compensation is reported, except when expressly 

superseded by state or federal law. 

 

If CalSTRS rules or guidance is, for any reason, later determined by CalSTRS to result in 

disallowed compensation, including the collection of overpayments, any disallowed 

compensation reported in accordance with CalSTRS’ written guidance must be deemed 

an error by CalSTRS; thereby, rendering CalSTRS financially responsible for any 

assessments or payments owed to a retired member, as specified. 
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3) CalSTRS’ Review of Compensation Items in a Memorandum of Understanding or Collective 

Bargaining Agreement: 

 

a) Authorizes an employer or exclusive representative of public school employees to submit 

to CalSTRS for review, any compensation item that is proposed to be included, or is 

contained, in a memorandum of understanding (MOU) or collective bargaining 

agreement (CBA) in which the compensation forms the basis of a pension benefit 

calculation, so that CalSTRS can review consistency of the compensation item with the 

laws governing creditable compensation and its own administrative regulations. 

 

b) Provides that a submission to CalSTRS for review must be in writing and include the 

compensation item language, a description of the facts relevant to CalSTRS’ 

understanding of the language and the basis of the requesting party’s inquiry, and any 

other supporting documents or requirements that CalSTRS deems necessary to complete 

its review. 

 

c) Requires CalSTRS to provide written guidance regarding the submission to the 

requesting party or parties within 30 days of the receipt of all information required to 

conduct a review. 

 

d) Establishes that if CalSTRS’ guidance provided in response to a submission for review is, 

for any reason, later determined by CalSTRS to result in disallowed compensation, 

including the collection of overpayments, as specified, any disallowed compensation 

reporting in accordance to CalSTRS’ written guidance must be deemed an error by 

CalSTRS; thereby, rendering CalSTRS financially responsible for any assessments or 

payments owed to the retired member, as specified. 

 

4) Relating to County Offices of Education 

Establishes that for purposes of remitting contributions, assessments, or any other payment 

required by CalSTRS, the county superintendent of schools is authorized, on an annual basis or 

as otherwise directed by CalSTRS, to draw requisitions against the county school service fund 

and the funds of respective employing agencies in amounts equal to the total required to be paid 

by the employment agency. 

5) Relating to Overpayments 

Amends existing law to include a condition precedent relating to the collection of overpayments 

from a member, former member, or beneficiary, in which an overpayment by CalSTRS was 

made as a result of intentional misrepresentation or fraud by the member under CalSTRS’ 

Defined Benefit (DB) Program, Define Benefit Supplement (DBS) Program, or Cash Balance 

Benefit (CBB) Program, except as provided. 
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6) Relating to Disallowed Compensation 

 

a) Defines “disallowed compensation” to mean compensation reported to an employer that 

CalSTRS subsequently determines is not properly creditable as reported by the employer 

pursuant to existing law, or CalSTRS administrative regulations. 

 

b) Establishes that if CalSTRS determines that the compensation reported for a member by 

an employer is disallowed, the system must require the employer to discontinue reporting 

it as being creditable to the member’s designated account. 

 

c) Establishes that, for an active member, all contributions made on the disallowed 

compensation must be credited to the member’s appropriate account where applicable, 

and any contributions on disallowed compensation that were reported to CalSTRS by an 

employer, must be credited against their future contributions to the benefit of the 

employer, and in the case of a member, they must be returned to the member by the 

employer that reported the disallowed compensation. 

 

d) Establishes that, for a retired member, survivor, or beneficiary whose final compensation 

at the time of retirement was predicated upon disallowed compensation, the contributions 

made on such compensation must be credited to the member’s appropriate account, 

where applicable, or to the benefit of the employer, and CalSTRS must permanently 

adjust the defined monthly benefit of the affected retired member, survivor, or 

beneficiary to reflect the exclusion of the disallowed compensation. 

 

In addition, for a retired member, survivor, or beneficiary in this regard, repayment and 

notice requirements must apply only if all of the following conditions are satisfied: 

 

i) The compensation was reported to CalSTRS and contributions were made on that 

compensation while the member was actively employed; 

 

ii) The compensation was agreed to in a MOU or CBA between the employer and the 

recognized employee organization as compensation for pension purposes, and both 

did not knowingly agree to compensation that was disallowed; 

 

iii) The determination by CalSTRS that compensation was disallowed was made after the 

date of retirement; and, 

 

iv) The member was not aware that the compensation was disallowed at the time it was 

reported. 
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e) Provides that if the immediately aforementioned conditions are satisfied, employer that 

reported contributions on the disallowed compensations must do all of the following: 

 

i) Pay to CalSTRS, as a direct payment, the full cost of any overpayment of the prior 

paid benefit made to an affected retired member, survivor, or beneficiary resulting 

from the disallowed compensation; 

 

ii) Pay to a penalty to CalSTRS, as prescribed, that represents the difference between the 

monthly allowance that was based on the disallowed compensation and the adjusted 

monthly allowance calculated, also as provided, for the duration the allowance is 

projected to be paid by CalSTRS to the retired member, survivor, or beneficiary.  

Here, 90 percent of the penalty to be paid must be paid by the employer as restitution 

to the affected retired member, survivor, or beneficiary, as specified, and 10 percent 

must be paid to CalSTRS, which must not be applied to normal or additional 

contributions creditable to the employer or member’s account. 

 

f) Requires CalSTRS to provide a notice to employer that reported the disallowed 

compensation, and the county superintendent of schools if the county superintendent 

reported directly to CalSTRS on behalf of the employer, and to the affected retired 

member, survivor, or beneficiary, including at minimum, all of the following: 

 

i) The amount of the overpayment to be paid by the employer to the system, as 

prescribed; 

 

ii) The actuarial equivalent present value owed to the retired member, survivor, or 

beneficiary, as prescribed, and if applicable, 

 

iii) Written disclosure of the state, school employer, or contracting agency’s obligations 

to the retired member, survivor, or beneficiary, as specified. 

 

g) Establishes that if the employer that reported contributions on the disallowed 

compensation did so in reliance on the written guidance of CalSTRS representatives, the 

disallowed compensation must be deemed a CalSTRS error rendering CalSTRS 

financially liable for any assessments or payments owed to the retired member, survivor, 

or beneficiary, as provided. 

 

h) Establishes that if compensation is determined to be disallowed compensation due to an 

act by a county superintendent of schools that reports directly to CalSTRS on behalf of an 

employer, including an act to modify or correct an employer’s payroll report, the county 

superintendent must be financial responsible for payments or penalties owed by the 

employer resulting from the disallowance, unless the county superintendent provide 

notice to, and received consent from, the employer relating to that act. 
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However, if the county superintendent of schools, reporting directly to CalSTRS on 

behalf of the employer, is directed by the system to modify the employer’s report, the 

county superintendent must provide written notice to the employer and must not be 

financially responsible for payments or penalties owed by the employer due to any 

subsequent disallowance. 

 

7) Repeals and recasts provisions in the Teachers’ Retirement Law relating to erroneous 

information by an employer, and repeals provisions relating to CalSTRS’ collection of 

overpayments, respectively. 

 

8) Includes a legislative finding and declaration that, among other things, this act strikes a 

balance between providing transparency concerning compensation reporting rules and the 

privacy rights of individuals. 

 

9) Makes other legislative findings and declarations for these purposes. 

 

EXISTING LAW: 

1) Establishes the E. Richard Barnes Act that, together with certain other areas within the 

Education Code administered by CalSTRS, is known as the Teachers’ Retirement Law 

(TRL).1 

 

2) Establishes that the purpose of CalSTRS is to provide a financially sound plan for the 

retirement, with adequate retirement allowances, of teachers in the public schools of this 

state, teachers in schools supported by this state, and other persons employed in connection 

with the schools.2 

 

3) Establishes, pursuant to Section 17 of Article XVI, that the retirement board of a public 

pension or retirement system has plenary authority and fiduciary responsibility for 

administration of the system, and among other provisions, consistent with the fiduciary 

responsibilities vested in it, must have the sole and exclusive power to provide for actuarial 

services in order to assure the competency of the assets of the public pension or retirement 

system. 

 

4) Provides for a three year limitation of action relating to adjustments of errors and omissions 

by or against CalSTRS after all obligations to, or on behalf of, the member and others, as 

specified, have been discharged. 3 

 

                                                 

1 Section 22000 of the Education Code. 
2 Section 22001, ibid. 
3 Section 22008 of the Educ. Code. 
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a) If CalSTRS makes an error that results in an incorrect payment to such individuals, 

CalSTRS’ right of recovery expires three years from the date the incorrect payment was 

made. 

 

b) If an incorrect payment is made due to the lack of, or inaccurate, information, the period 

of limitation commences with the discovery of the incorrect payment. 

 

c) If an incorrect payment is made on the basis of fraud or intentional misrepresentation by 

the member (including the member’s beneficiary or those related to, or acting on behalf 

of, the member) the three-year limitation must not be deemed to commence or have 

commenced until CalSTRS discovers the incorrect payment. 

 

5) Authorizes CalSTRS to reduce the monthly allowance payable under the Defined Benefit 

(DB) Program, Defined Benefit Supplement (DBS) Program, and Cash Balance (CB) Benefit 

Programs, as specified, if the overpayment was due to CalSTRS error, the county 

superintendent of schools, a school or community college district, and if the error was due to 

inaccurate or nonsubmission of information by the recipient of the benefit allowance.  

However, this does not apply to fraud or misrepresentation of facts by the recipient of the 

allowance or benefit.4 

 

6) Provides for violations and penalties with respect to actions that attempt to defraud, or 

defraud, CalSTRS with respect to any benefit administered by the system.  A violation may 

be punished by one-year imprisonment in a county jail, or a fine up to $5,000, or both, 

including restitution to CalSTRS, unless the court finds that restitution is not in the interests 

of justice.5 

 

7) Establishes that any overpayment made to, or on behalf of, any member, former member or 

beneficiary (including, but not limited to contributions, interest, benefits of any kind, federal 

or state tax, or insurance premiums), must be deducted from any subsequent benefit that may 

be payable under either the DB, DBS, or CB Benefit programs, except as otherwise provided.  

In addition, such deductions must be permitted concurrently with any legal claim for 

restitution, and recovery of overpayment by adjustment must be reduced by the amount of 

the recovery the extent of liability for restitution.6 

 

8) Provides that if an employer reports erroneous information to CalSTRS, the system must 

calculate the actuarial present value (APV) of the expected payments from the member, the 

former member, or beneficiary pursuant to existing law, and requires the employer to pay the 

                                                 

4 Section 24617, of the Educ. Code. 
5 Section 22010, ibid. 
6 Section 24616, ibid. 
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difference between the total amount of the overpayment and the calculation of the APV of 

the expected payments.7 

 

9) Relating to the collection of overpayments, CalSTRS may reduce the monthly allowance of a 

CalSTRS retiree under the DB, DBS, or CB programs an amount no greater than five percent 

if the overpayment was due to error by the system, the county superintendent of schools, a 

school district, or a community college district, and by no more than 15 percent if the error 

was due to inaccurate information or nonsubmission of information by the recipient of the 

allowance or benefit.  However, these provisions do not apply to the collection of 

overpayments due to fraud or intentional misrepresentation of facts by the recipient of the 

allowance or benefit.8 

 

10) Establishes procedures concerning payment, and more specifically, compliance with federal 

law in making distributions.  Here, distributions payable under certain programs must be in 

accordance with Section 401(a)(9) of the Internal Revenue Code and related regulations. 

 

11) Generally, defines “creditable compensation” to mean compensation reportable to CalSTRS 

for an employee’s performance of “creditable service.”  Sick leave, vacation, or an employer-

approved leave are included in the statutory definition of this term.9  “Creditable service” 

generally means the work activities that count toward years of service for purposes of 

CalSTRS retirement.10 

 

12) Requires CalSTRS staff to annually report to the CalSTRS board the amount of 

underpayment made to recipients under the DB, DBS, and CB programs; the amount to be 

recovered because of overpayments and the number of overpayments under these programs.11 

 

13) Provides, pursuant to Section 1 of Article I of the California Constitution, that all people 

have inalienable rights, including the right to pursue and obtain privacy. 

 

14) Provides that, mindful of the right of individuals to privacy, the Legislature finds and 

declares that access to information concerning the conduct of the people’s business is a 

fundamental and necessary right of every person in this state.12 

 

FISCAL EFFECT: Unknown.  This bill is flagged as fiscal by Legislative Counsel. 

                                                 

7 Section 24616.5 of the Educ. Code. 
8 Section 24617, ibid. 
9 Sections 22119.2 (for CalSTRS’ 2% at 60 members) and 22119.3 (for CalSTRS’ 2% at 62 members) of the 

Education Code, respectively.  Also see Chap. 2, Div. 3, of Title 5 Cal. Code of Regs, and Sections 27400 and 

27401 regarding creditable compensation, and Sections 27500 and 27501 regarding noncreditable compensation, 

id. 
10 Sections 22119.5, 22119.6, 26113 of the Educ. Code. 
11 Section 24619. ibid. 
12  Section 6250 of the Gov. Code. 
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COMMENTS:  According to information provided by the author, “[w]hen a retiree of the 

California State Teachers’ Retirement System (CalSTRS) experiences a post-retirement benefit 

reduction due to erroneously reported compensation, the retiree is forced to receive a lower 

benefit at no fault of their own.  This bill would address this unfortunate, yet all too common 

situation, by providing compensation to the retiree and creating new rules and additional 

accountability at CalSTRS to reduce misreporting altogether. 

“Existing law requires school and community college employers to correctly report collectively 

bargained pension-eligible compensation to CalSTRS.  Unfortunately, clear and accurate 

guidance on what is and is not creditable has not been provided, causing incorrect information to 

be reported to CalSTRS.  Prior incorrect reporting may be discovered during an audit, 

investigation, or during the normal course of business between an employer and CalSTRS.  But 

the discovery may take place years after the information was reported to the system.  When the 

error results in the retired member’s benefit being reduced, the former employee is forced to pay 

back the overpaid amount and suffer a permanent reduction in future retirement payments.  This 

places retirees in a precarious fiscal situation, despite having met with a CalSTRS counselor 

prior to retirement to verify all information was correct prior to retirement.” 

In addition, “[s]chool and community college districts have been working with CalSTRS over 

the years to better understand what is creditable to CalSTRS.  Unfortunately, unlike the 

California Public Employees’ Retirement System (CalPERS), CalSTRS does not provide an 

official review of a collective bargaining agreement to ensure what has been bargained is 

allowed under existing law.  Some districts have sought guidance from CalSTRS only to find out 

years later that the guidance they were provided by CalSTRS was later determined by their 

auditors to be incorrect.  Additionally, CalSTRS has changed their interpretation on what is and 

is not creditable in a number of areas and has used those new interpretations in their auditing 

process to evaluate what is permissible regarding service credit that was provided often years 

prior to the new interpretations.  This situation has caused confusion and has denied districts at 

the local level, as well as the employees and their bargaining units, to be able to make the 

necessary changes to adjust local contracts to meet new CalSTRS interpretations.  This lack of 

consistency harms the retirement security of educators.” 

Regarding this bill, the author states that, “[retired teachers in California] have made enormous 

contributions to our students throughout their careers.  They met with CalSTRS prior to 

retirement to ensure they had accurate data to… make their retirement plans that would 

determine the rest of their lives.  They should not have to have their economic futures destroyed 

by a mistake they did not make.  [This bill] will protect retirees by ensuring those who made the 

mistakes will cover the costs of that mistake.  Likewise, [this bill] will prevent future mistakes by 

requiring CalSTRS to provide timely, consistent, and accurate compensation reporting guidance 

when called upon by an employer or exclusive bargaining unit.  It will also create a more 

transparent and accountable audit process for CalSTRS that will not only work for CalSTRS but 

for all stakeholders impacted by the auditing process.” 



AB 1667 

 Page  10 

1) Brief Background 

Established by law in 1913, CalSTRS is an educator-only pension fund.  CalSTRS administers a 

DB program – a traditional defined benefit plan that provides retirement, survivor and disability 

benefits to employees of California’s public school system (prekindergarten through community 

college) who are in a position that requires the employee to have a credential, certificate or 

permit, or meet the minimum standards adopted by the Board of Governors of the California 

Community Colleges. 

CalSTRS also administers a DBS program – a hybrid cash balance plan for DB program 

members that provides additional savings for retirement, and a CB Benefit program – an Internal 

Revenue Code 401(a) defined benefit plan that is optional and specifically for part-time or 

temporary educators and adjunct faculty.  This hybrid retirement program (i.e., the CBB) can be 

an alternative to the CalSTRS DB program, social security, and other retirement plans. 

Finally, CalSTRS also administers its Pension2 plan – a voluntary defined contribution plan that 

offers the opportunity to invest through tax-advantaged payroll deductions in flexible 403(b), 

Roth 403(b), and 457(b) plans for additional retirement savings. 

To increase its members’ understanding of their benefits and shared role in securing their 

financial futures, CalSTRS offers benefits planning services, including self-service resources, 

workshops, videos and publications specific to key career stages, an offers a speakers bureau to 

its stakeholder groups. 

2) Statutory Interpretation by an Administrative Agency and the Deference Rule 

For a public agency (such as CalSTRS), administrative construction of a statute involves 

interpreting, implementing, and enforcing laws enacted by the Legislature. 

Because language is an art form and words have meaning, when words in statute are ambiguous 

or vague, these must be resolved by judges (i.e., courts) in a fair and just manner.  It is common 

knowledge (based on a standard K-12 educational curriculum regarding civics and the equal 

branches of government doctrine throughout the United States) that it is the duty of the 

legislative branch of government to make laws; the judicial branch (i.e., courts) to review and 

interpret those laws, and the executive branch (i.e., head of government, including administrative 

agencies) to enforce those laws.  This is also known as the system of “checks and balances” by 

one branch over another to prevent any one branch of government from having too much power. 

When enacting laws, the Legislature delegates or bestows authority to administrative agencies to 

determine matters based on their specialty and expertise to implement and enforce those laws.  

Thus, administrative agencies are granted a certain level of flexibility to interpret statutes in a 

manner that is purposeful and in consideration of logical and relevant factors that are not 

precluded by statutes when making a decision. 
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a) The Deference Rule 

The “deference rule” is a rule that helps to guide courts in interpreting statutes.  This rule 

instructs courts to “defer to reasonable interpretation by an administrative agency.” 

Generally, when a statute is vague or ambiguous and it has been interpreted by an 

administrative agency, courts will defer to the agency’s reasonable interpretation (with 

emphasis) of the statute provided that it is not irrational or unreasonable.  While differing 

reasonable interpretations can be made of an otherwise ambiguous or vague law, if an agency 

resolves the ambiguity or vagueness based on a specific set of facts and in a reasonable 

manner, courts will generally respect the judgment of the agency.  This goes to follow that if 

administrative interpretation of a statute is evidently incorrect, arbitrary or unreasonable, 

courts are not bound by the rule nor administrative construction (i.e., interpretation) of the 

statute.  In addition, administrative interpretation of a statute is granted less weight by a court 

when the legislative intent of the statute is expressly clear by the words in the statute.13 

To simplify, after the Legislature makes a law, it is the job of the executive branch to 

implement and enforce it.  Because at times, laws may not be as clear as possible for the 

executive branch to implement and enforce those laws, the executive branch – through its 

administrative agencies – is allowed a certain level of latitude or flexibility to interpret the 

law so that it can perform its duty regarding the law (i.e., implementation and enforcement).  

When there is a question, confusion, or concern as to the executive’s implementation or 

enforcement of the law based on its interpretation, a person who believes that they have been 

wronged as a result of that implementation, enforcement or interpretation may file a lawsuit 

in court.  The judicial branch then reviews the facts and circumstances of the case, the 

enabling legislation, and the legislature’s intent to interpret the law and issues its decision on 

the matter. 

i) Case Law Example:  CalSTRS’ Interpretation of a Term Defined in Statute 

In a case in which the plaintiff challenged the calculation of his monthly pension, the 

appellate court concluded that CalSTRS properly construed the definition of “final 

compensation” in Section 22134.5(a) of the Education Code in effect when the plaintiff 

retired in 2012 to incorporate the definition of “compensation earnable” set forth in 

Section 22115, ibid.  The court opined that CalSTRS’ interpretation was well within the 

range of reasonable statutory construction; thus, the appellate court deferred to CalSTRS’ 

expertise.  Moreover, the court opined that CalSTRS’ application to the plaintiff of the 

provisions in effect when the plaintiff retired did not unconstitutionally impair an 

                                                 

13 Whitcomb Hotel, Inc. v. California Employment Com., (1944) 24 Cal. 2d. 753, 757 
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obligation of contract and there was no subsequent enactment that diminished any rights 

that the plaintiff had previously held.14 

3) The Pension Promise 

Generally, it is common knowledge that a promise made, is a promise that must be kept.  This 

also holds true for public employees who have embarked on a career of public service that, while 

not as immediately financially rewarding when compared to comparable nonpublic sectors, 

offers future commitments or entitlements to the employee in exchange for many years of loyal 

public service, such as a guaranteed income in retirement (i.e., a pension), that for the most part, 

is virtually nonexistent today in the nonpublic employment sector arena. 

The promise of a pension begins at the moment when a public employer participating in a public 

employee retirement system offers the prospective employee a job, and the prospective employee 

accepts that offer (assuming that the prospective employee is otherwise eligible to elect 

membership in the public employee retirement system).  Thus, under traditional common law 

principles and contract law, an offer has been made and accepted, and consideration has been 

exchanged among each party in return for something from the other.  Here, the exchange is years 

of service by the employee for an income while employed, and a pension provided by the 

employer to the employee upon the retirement of the employee.  Quite simply, this forms the 

basis of a legally contractual obligation among parties. 

The pension promise is a reasonable expectation that is a naturally inherent part of the 

components to public employment, and contract (again, offer, acceptance, and exchange of 

consideration), and requires satisfactory performance of the contractual obligations by each party 

to the agreement.  To receive the pension promise, the promise remains only if the employee has 

vested (i.e., obtained a legal entitlement) by reaching the statutorily requisite minimum age and 

years of service to retire and receive a pension under historical and existing California law, and 

by long-standing and well-established judicial interpretation.  In California, “[a] pension right 

constitutes something more than a mere gratuity.15 

4) Changes in Interpretation Absent a Public Process May Lead to Employer Reporting Errors, 

Financial Clawbacks from Retirees, and Permanent Reductions to a Lifetime Retirement 

Benefit 

Nearly verbatim, the committee was previously and similarly informed of the following relating 

to a bill last year that had certain similar provisions.16 

In an unrelated, but may be tangentially relevant judicial decision as to public employee 

retirement (specifically, vested interests), the California Supreme court’s decision in CAL FIRE 

                                                 

14 Rush v. State Teachers' Retirement System (2021) 62 Cal. App.5th 151. 
15 Kern v. City of Long Beach (1947) 29 Cal.2nd 848, 851 
16 See the Assembly Committee on Public Employment and Retirement analysis of Chapter 331, Statutes of 2021 

(Senate Bill 278, Leyva). 
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Local 2881, stated, among other things, that “[No] reasonable employee would agree to defer 

significant portions of [their] compensation without a vesting guarantee, and no reasonable 

employer would imagine that employees had agreed to work on such terms.”17 

As to this bill and consistent with information provided by the author, a public teacher performs 

many years of loyal public service in exchange for a return commitment by the employer to 

provide a pension, and may retire from that service.  Thusly, and technically, both parties will 

have satisfied their contractual obligation to the other.  Although the amount of a retirement 

allowance could be in dispute, this may (in the case of fraud or misrepresentation) or may not (in 

the case of an error by another) be attributed to the actions of the teacher who is considering 

retirement or already retired. 

Numerous items of compensation are offered, negotiated, and agreed to by thousands of teachers 

(or their representatives) and employers throughout the state.  An education employer may not 

immediately be aware at that time that what is or was offered as compensation for purposes of 

retirement, may be deemed “disallowed” by CalSTRS in the future.  This equally applies to 

teachers (or their representatives) who reach agreement on such items. 

It is acknowledged that among the many teachers and education employers throughout the state 

that are participating in CalSTRS, there are numerous employees of education employers whom 

are responsible for matters concerning human resources, payroll, and employee benefits 

(including retirement).  It is also acknowledged that these human resources personnel change 

from time to time (if not frequently), and new personnel may not be fully knowledgeable of the 

intricacies of matters involving public employee retirement. 

However, given these inherent characteristics in public education employment, changes in 

statutory interpretation by CalSTRS relating to disallowed compensation to which employers 

may not necessarily be aware at the time the interpretation was established or changed, may 

subject employers to reporting errors or misreporting that ultimately may detrimentally affect the 

financial future of the teacher or retired teacher. 

CalSTRS, pursuant to existing law (and judicial interpretation, where applicable), determines 

whether certain compensation items reported and remitted to it by an education employer are 

permissible (i.e., allowable).  Any items deemed as impermissible (and removed from the 

retirement benefit calculation) are due to substantial changes to public employee retirement law 

resulting from enactment and effectuation of the Public Employee’s Pension Reform Act 

(PEPRA) of 201318, other Sections of the Education Code, and as interpreted by judicial 

decision, to which CalSTRS is obligated to abide. 

 

                                                 

17 See CAL FIRE Local 2881 v. California Public Employee’s Retirement System (2019) 6 Cal. 5th 965. 
18 Chapter 296, Statutes of 2012 (Assembly Bill 340, Furutani), and more specifically, Sections 7522 and 7522.34 of 

the Government code relating to “pensionable compensation.” 
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a) Other Important Items to Consider 

 

i) The Importance of Accuracy in Applying the Law, Reporting, and Providing 

Information to Employers, and Active and Retired Teachers 

 

Many public employees in California decide to retire based on a number of factors, 

including the thoroughness and accuracy of information provided to them by CalSTRS at 

that time (with emphasis), and the payroll data required to be submitted to CalSTRS by 

the employer – which is a substantial informational point that CalSTRS relies upon to 

accurately and timely inform the employee and to determine the amount of a retirement 

allowance. 

The decision by an individual to retire and be able to do so with financial security in 

retirement is nothing less than a significant decision and an achievement of a lifelong 

milestone.  It is also a life changing event for them and their family.  CalSTRS’ members 

who are active or retired members of the system (and by extension, also their families) 

rely on the system’s timeliness, thoroughness, experience, expertise, and accuracy in this 

regard. 

This bill broadly addresses several key items to ensure the accuracy of reporting 

compensation to CalSTRS by employers, audits by CalSTRS and certain rights to appeal 

its findings that may affect the calculating of a retirement allowance, and the collection of 

overpayments from retirees, among others.  In sum, this bill proposes to minimize or 

mitigate financial harm to CalSTRS active members and retirees. 

As noted in a judicial decision, “Pensions induce competent persons to enter and remain 

in public employment,” and “[i]t is obvious that this purpose is thwarted if a public 

employee could be deprived of pension benefits.”19 

ii) Potential CalSTRS Federal Tax Status Implications and the Vested Rights Doctrine 

The committee is informed that, under this bill, to the extent that an error by CalSTRS 

results in CalSTRS being financially responsible for the error (i.e., an overpayment) that 

benefits a retired member who otherwise would not have received (and is not entitled to 

receive) the overpayment, but for the error, and the liability for, and continuance of, such 

payments by CalSTRS to the retired member, may have implications on CalSTRS’ 

federal tax status.  This notably would apply to overpayments for which a retired member 

is not legally entitled to keep receiving. 

In addition and in this regard, an overpayment to a retired member for which a retired 

member would not have otherwise received, but for CalSTRS’ error, may be construed to 

                                                 

19 Kern v. City of Long Beach (1947) 29 Cal.2nd 848 
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violate the PEPRA (regarding disallowed compensation) and the vested rights doctrine, if 

the retired member was not legally entitled to receive the overpayment in the first place. 

The author is encouraged to work with the interested stakeholders to address this 

particular matter of concern. 

5) Comments by Supporters 

A broad coalition of public education employers, labor unions, and representatives of retired 

teachers state in part that, “[this bill] will protect a teachers’ retirement security by ensuring that 

any CalSTRS retiree will be justly compensated for benefit reductions that stem from employer 

and CalSTRS reporting errors.  This important measure will additionally create a more 

transparent and accountable system to ensure school and community college districts receive 

timely and accurate information from CalSTRS, reducing the likelihood of reporting mistakes in 

the future.” 

6) Prior or Related Legislation 

Assembly Bill 2493 (Chen, 2022) authorizes County Employee Retirement Systems to, among 

other things, adjust retirement payments based on disallowed compensation for sworn peace 

officers and firefighters who are members of such systems, subject to certain requirements.  This 

bill is currently pending in the Assembly Committee on Public Employment and Retirement. 

Chapter 331, Statutes of 2021 (Senate Bill 278, Leyva) provides, among other things, that when 

a retiree’s CalPERS pension is reduced post-retirement due to the inclusion of compensation 

agreed to under a collective bargaining agreement that is later determined to be nonpensionable, 

the public employer must cover the difference between the pension as originally calculated and 

as reduced by CalPERS. 

Senate Bill 266 (Leyva, 2019) was similar to Senate Bill 1124 (below).  This bill died on the 

Senate Inactive File. 

Senate Bill 1124 (Leyva, 2018) proposed to establish new procedures for all CalPERS-covered 

employees in cases where their pensionable benefits are erroneously calculated and reported to 

CalPERS by their employer.  This bill was vetoed by the Governor who stated that: 

“I share the author's view that a pension must be correctly calculated according to the law 

in the first instance so that retirees never find themselves on the hook for overpayments. 

Clearly, remedies are needed to correct such situations. 

 

“But I'm concerned that this bill's broad provisions could be easily abused to circumvent 

limitations in law intended to protect the government-and ultimately taxpayers-from 

pension spiking.  Indeed, in the case of an error, this bill would effectively perpetuate that 

error for the rest of a member's life, at substantial taxpayer expense. 
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“Before changing the law in the way that this bill does, I encourage the Legislature to 

develop policies to prevent such errors in the first place.  Such policies might include 

requiring CalPERS to review and approve any proposals for pensionable compensation in 

a memorandum of understanding before the memorandum is finalized.  Then, if errors still 

occurred after CalPERS's review, the penalties and ongoing costs in this bill might be 

warranted.” 

REGISTERED SUPPORT / OPPOSITION: 

Support 

California County Superintendents Educational Services Association (Co-sponsor) 

California Retired Teachers Association (Co-sponsor) 

California Teachers Association (Co-Sponsor) 

Alameda County Office of Education 

Amador County Unified School District 

Association of California Community College Administrators 

Association of California School Administrators 

Calaveras County Office of Education 

California Alliance for Retired Americans 

California Association of School Business Officials 

California Association of Suburban School Districts 

California Federation of Teachers, AFL-CIO 

California Labor Federation, AFL-CIO 

California School Employees Association 

Colusa County Office of Education 

Contra Costa County Office of Education 

Delta Kappa Gamma California 

El Dorado County Office of Education 

Faculty Association of California Community Colleges 

Fresno County Superintendent of Schools 

Humboldt County Office of Education 

Imperial County Office of Education 

Kern County Superintendent of Schools 

Lake County Office of Education 

Lassen County Office of Education 

Los Angeles County Office of Education 

Madera County Office of Education 

Marin County Office of Education 

Mendocino County Office of Education 

Merced County Office of Education 

Mono County Office of Education 

Monterey County Office of Education 

Napa County Office of Education 

Nevada County Superintendent of Schools 

Office of the Riverside County Superintendent of Schools 

Placer County Office of Education 

Plumas County Office of Education/unified School District 
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Sacramento County Office of Education 

San Benito County Office of Education 

San Bernardino County Superintendent of Schools 

San Diego County Office of Education 

San Joaquin County Office of Education 

San Mateo County Office of Education 

Santa Barbara County Education Office 

Santa Clara County Office of Education 

School Employers Association of California 

Small School Districts' Association 

Solano County Office of Education 

Tehama County Office of Education 

Trinity County Office of Education 

Tuolumne County Superintendent of Schools 

Ventura County Office of Education 

Yolo County Office of Education 

Yuba County Office of Education 

Opposition 

None on file. 

Analysis Prepared by: Michael Bolden / P. E. & R. / (916) 319-3957 


