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SUBJECT:  State Teachers’ Retirement System:  administration 

 

KEY ISSUE 

 

Should the state require CalSTRS to do the following? 

 

 Bear the cost of errors in reporting disallowed creditable compensation that result in 

retirees receiving pension overpayments that they have to repay and inflated ongoing 

monthly pension payments that CalSTRS must reduce. 

 Provide advanced notice to school employers and school employee unions of CalSTRS 

audits and the opportunity to respond to audit issues before CalSTRS finalizes the report. 

 Publish at least annually rules that interpret and clarify creditable compensation and 

creditable service laws and related regulations but not apply those interpretations 

retroactively nor apply them prospectively until the next July 1 after their publication.  

 Review compensation agreements at the request of school employers and unions, provide 

written guidance thereon within 30 days of receiving compensation information, and 

thereafter, be bound by the guidance. 

 

ANALYSIS 

 

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). (Education Code § 22000) 

 

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.1 (ED § 22001) 

 

3) Establishes, pursuant to the constitution, 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. (Ca. Const., Art XVI, § 

17) 
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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. (ED § 22008) 

 

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. (ED § 24617) 

 

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. (ED § 22010) 

 

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. (ED § 24616) 

 

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 

difference between the total amount of the overpayment and the calculation of the APV of 

the expected payments. (ED § 24617) 
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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. (ED § 24617) 

 

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.2  “Creditable service” 

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

CalSTRS retirement. (ED § 22119.5, 22119.6, and 26113) 

 

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. 

(ED §  24619) 

 

13) Provides, pursuant to the state constitution that all people have inalienable rights, including 

the right to pursue and obtain privacy. (Ca. Const., Art. I, § 1) 

 

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. (Government Code § 6250) 

 

This bill: 
 

1) Relating to CalSTRS' audits: 

a) Requires CalSTRS to provide certain written notices, information, and other prescribed 

documents to the affected public agency as well as to the exclusive representative or 

representatives of the members that may be affected by an audit; an audited public 

agency to cooperate in good faith with CalSTRS and timely provide all information 

                                            
2 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. 
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requested by the system; and, information provided by the public agency to also be 

provided to the exclusive representative or representatives, if any, as provided. 

b) Establishes, subject to a timeframe, certain due process procedures for a public agency 

audited that, or member affected by the audit who, disagrees with the final audit, and 

requires CalSTRS to make all final employer audit reports available on its internet 

website with personal information excluded to the extent necessary to protect privacy. 

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

Compensation:  

a) Requires CalSTRS to, at least annually, publish rules that interpret and clarify the 

applicability of creditable compensation and creditable service laws; promulgated 

regulations; conditions new or different interpretations, including those that modify a 

prior interpretation in a publication, regulation, employer information circular, 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 law, or an executive order by the Governor. 

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

unless changes to state or federal law, an executive order by the Governor, or programs, 

require application of revision of the creditability of compensation on an earlier basis. 

c) 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 or an executive order by the Governor, and if 

compensation reported in accordance with CalSTRS' rules or guidance is later determined 

by the system 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, as provided. 

3) CalSTRS' Review of Compensation Items in a Memorandum of Understanding (MOU) or 

Collective Bargaining Agreement (CBA): 

a) Authorizes an employer or exclusive representative to submit in writing (along with any 

supporting documents deemed necessary by CalSTRS), a request for an advisory letter 

concerning any compensation item that is proposed to be included, or is contained, in 

publicly available written contractual agreement so that CalSTRS can provide guidance 

for the proper reporting of the compensation consistent with the laws governing 

creditable compensation and its own administrative regulations, and CalSTRS must 

provide an advisory letter regarding the submission within 30 days of receipt of all 

information required to conduct the review. 
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b) Establishes that if compensation is reported in accordance with CalSTRS' written 

guidance is later determined by the system to have been reported in error, any resulting 

overpayment or penalty must be deemed an error by the system, thereby, rendering 

CalSTRS financially responsible for any assessments or payment owed to the retired 

member. 

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 Disallowed Compensation and Overpayments: 

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 creditable to the member's account. 

c) Establishes that, subject to certain conditions being met, for active members, retired 

members, their survivors and beneficiaries, all employer and member contributions on 

the disallowed compensation to be credited or returned, as applicable and provided; 

requires the employer or county superintendent of schools to pay a penalty to CalSTRS 

and to make restitution to the affected retired member, survivor, or beneficiary; and, 

CalSTRS to provide certain notices to the employer and affected retired member, 

survivor, or beneficiary regarding a permanent adjustment to the monthly benefit that 

reflects the exclusion of the disallowed compensation. 

d) Establishes that if compensation is determined to be disallowed 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 financially responsible for payments or penalties owed by the 

employer resulting from the disallowance, unless the county superintendent provides 

notice to, and received consent from, the employer relating to that act.  In addition, 

CalSTRS, upon request, must provide the employer with contact information data in its 

possession regarding the relevant retired member, survivor, or beneficiary so that the 

employer can fulfill its obligations. 

e) Requires CalSTRS to recover an overpayment from a member or former member, 

participant or former participant, beneficiary, an employer, or county superintended of 

schools, as applicable and provided, except an overpayment due to an error by CalSTRS. 
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f) Prescribes the timeframe in which an employer is required to remit an overpayment to 

CalSTRS and certain actions by the State Controller to reduce subsequent payments from 

the State School Fund or to the county for deposit in the county school service fund, or to 

a school district for deposit in the district general fund, by the same amount owed to the 

system, if the employer fails to remit payment within that timeframe, as provided. 

COMMENTS 

 

 

1. Need for this bill? 
 

According to the author: 

 

"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." 

 

2. Committee Comments 
 

Background 

 

This bill is a version of similar bills for CalPERS and the 37 Act Retirement systems that have as 

their fundamental objective shielding retirees from the consequences of public retirement 

systems’ legal requirement to recapture pension benefits the systems overpaid to retirees because 

retirement calculations erroneously include compensation that should not have been included.  

The so-called errors stem from pension reform statutes that included prohibitions designed to 

prevent pension spiking or reinterpretations of prior law following passage of the reform bills. 

 

CalSTRS has unique characteristics that distinguish it from other systems and theoretically make 

pension spiking compensation less of an issue.  The compensation component in the CalSTRS 

formula is relatively straightforward and most CalSTRS members do not have opportunities to 

manipulate it given pay schedules and standard pay practices.  

 

However, because CalSTRS determines service credit using a time and compensation formula, 

rather than a traditional measurement of time worked, issues arise when CalSTRS employers 

report their employees’ creditable service to CalSTRS using compensation that is not creditable.   

 

So, in the service credit portion of CalSTRS formula there is opportunity for manipulation and, 

more often, opportunity for error.  Service credit is determined in part by creditable 

compensation. A member earns creditable compensation from doing creditable service. The 

Education Code defines creditable service, but generally it is an educational related activity such 

as teaching, training teachers, administering schools, developing and preparing curricula, etc.  If 
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the member is doing one of these activities and gets paid, that pay gets counted in the calculation 

to determine their service credit and thus, their pension. 

 

Because teachers can do multiple tasks to earn money throughout the school year (or in the 

summer or school break) in addition to their teaching assignments, teachers can perform more 

creditable service than the statutory one year limit.  Creditable compensation earned on 

creditable service generated beyond a year for the year does not get included in the service credit 

calculation. However, a portion of it, or more accurately, the contributions that are paid on it, are 

deposited to CalSTRS’ hybrid Defined Benefit Supplement, which allows the teacher to enjoy a 

guaranteed interest rate on the funds in the account and the potential investment return from 

CalSTRS investment performance. But these funds do not generate any increases in the 

member’s pension, rather they are more like a 401K account (not quite, which is why it’s a 

hybrid).  Any contributions in excess of the DBS plan’s allowable contribution get refunded to 

the member and employer. 

 

Another complicating factor is that CalSTRS has a second hybrid plan – the Cash Balance (CB) 

– designed to provide retirement savings to persons who are doing creditable service but not 

enough to become members of CalSTRS (part-time employees).  If these employees eventually 

do become members of CalSTRS they can likely buy back service credit in the DB pension plan. 

 

So, it can be complicated to correctly report a member’s creditable service, especially if that 

member works at several different employers at the same time.  Employers report to CalSTRS 

creditable service. They rely on information they get from CalSTRS and that information can 

change as CalSTRS interprets how new laws apply to previously understood practices. 

 

Often times, CalSTRS does not discover these issues until it audits an employer to verify their 

reporting practices.  By that time, employees may have already retired, CalSTRS may have 

already calculated their pension based on the erroneous information reported by the employer, 

and the retiree is receiving a benefit in excess of that to which the retiree is legally entitled.  

Once CalSTRS discovers the reporting error, it is obligated to correct it and to recover 

overpayments made to the retiree.  Current statute has limitations how far back CalSTRS can 

claw back overpaid funds but in some instances, say fraud, there is no limit.  

 

CalSTRS employers and employees argue that CalSTRS is often responsible for this dilemma 

because CalSTRS often changes its interpretation of law regarding what can be included in 

creditable compensation. 

 

This bill seeks to put guardrails around CalSTRS ability to reinterpret the Teachers’ Retirement 

Law. CalSTRS could only apply new interpretations prospectively, not retroactively, and only 

after the next fiscal year (July 1) unless state or federal law specified otherwise.  The committee 

understands that this provision could provide stability in CalSTRS’ legal interpretations but is 

concerned that it also makes it more difficult for CalSTRS to close loopholes when it discovers 

abusive reporting practices.  Moreover, it is not clear how this bill can impose this provision on 

CalSTRS given its constitutional plenary authority to administer the plan. 

 

This bill also seeks to intercede in CalSTRS’ auditing process by creating rights in the employer 

and the employee that currently do not exist, to respond, yes, but also to potentially  hinder 

CalSTRS audits.  A defanged auditor cannot report on illegitimate reporting practices. This poses 

a dilemma for the committee. Is CalSTRS a bully auditor? Or are employers and employees 

trying to keep CalSTRS’ prying eyes from their skillful manipulation of reporting creditable 
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service and creditable compensation? We know the truth is never at the extremes. But how to 

draw lines here is problematic. 

 

This bill would also hold CalSTRS to an imposing standard by requiring it to issue guidance, and 

once issued, to be bound by it as if set in stone. If employers report creditable service and 

creditable compensation following that guidance and later CalSTRS determines that the guidance 

does not comply with either state or federal law, too bad. The bill defines that as CalSTRS’ error 

and places liability squarely on CalSTRS. The member’s pension will be adjusted but CalSTRS 

cannot collect the overpayment and will have to pay a penalty in a lump sum to the retiree equal 

to 20 percent of the actuarial equivalent present value of the retiree’s “lost” pension (i.e., the 

difference between what the member was getting and what the member gets after CalSTRS’ 

adjusts the pension).  Technically, the member will get 90 percent of the 20 percent and 10 

percent of the 20 percent will go to CalSTRS for administrative costs. 

 

Now, if the error falls outside of this new system, i.e., if the employer makes the error in 

reporting what the statutes calls disallowed compensation to CalSTRS, and didn’t rely on 

CalSTRS’ guidance, then this bill requires the employer to pay the 20 percent penalty.  But that 

scenario seems like it will be ever less likely as employers push CalSTRS to issue guidance 

letters and then use those to shield them from any future liability when errors occur. (However, if 

it does occur, the bill also establishes clearer authority for CalSTRS to recover the money from 

the appropriate employer by getting it directly from the county superintendent before the 

employer receives their apportionment). 

 

This all seems grand. Except that CalSTRS does not have any funds that are not already 

dedicated in trust to its beneficiaries.  It cannot divert other people’s retirement funds to pay 

these penalties.  If the member does not have to pay for the error, and the school employer is not 

paying for the error, and CalSTRS cannot pay for the error, then CalSTRS’ unfunded liability 

has to increase.  That means in the future, either the state, the employer, the member, or all three 

are going to have to pay for this arrangement.  Any bets on who gets that bill? 

 

After all the above commentary, why move this bill forward? Well, for one thing, the author, 

sponsors, and CalSTRS all insist that they are still working very hard to develop a workable 

solution to the painful dilemma of notifying a retired teacher that she is not going to get what she 

thought in her pension and she might have to pay back a lot of what she already received.  The 

committee believes that to be true and notes that with all the problematic features of this bill it is 

reluctant to prevent that promised collaboration from finding an appropriate solution to this 

Gordian knot.  Moreover, unlike some other systems, this bill creates a solution that is the same 

for all of its members.  The committee accepts the commitment of the parties to the hard work 

they have in front of them and expects them to keep that commitment to work together 

collaboratively and respectfully. 

 

 3. Proponent Arguments 
 

According to the sponsors: 

 

“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. When this happens, it is typically found during an audit that may take 

place years after this took place and ultimately results in the former employee who is retired 
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being forced to pay back the overpaid amount and suffer a permanent reduction in future 

retirement payments. This places retirees in a precarious fiscal situation as they met with a 

CalSTRS counselor to verify all information was correct prior to retirement, and subsequently 

made permanent retirement decisions based upon this information.” 

 

“These errors may not only be quire costly for the retiree, through no fault of their own, but the 

errors can be costly both fiscally and administratively to school and community college districts. 

By minimizing future errors by ensuring more accurate and transparent information is available, 

we believe overall savings may be achieved at the district level, which will also save retirees 

from bearing a fiscal cost for mistakes they did not make.” 

 

4. Opponent Arguments: 

 

None received. 

 

5. Dual Referral: 

 

The Senate Rules Committee referred this bill to both the Senate Labor, Public Employment and 

Retirement Committee and the Senate Judiciary Committee. 

 

6.  Prior/Related Legislation: 
 

AB 2493 (Chen, 2022) would require County Employee Retirement Law (CERL) Systems to 

bear the costs of insulating peace officer and firefighter retirees retroactively from required 

pension allowance adjustments due to the CA Supreme Court’s Alameda  decision arising out of 

disallowed compensation. This bill is currently in the Senate Labor, Public Employment and 

Retirement Committee. 

 

AB 826 (Irwin, 2021) would amend the CERL definition of “compensation” and “compensation 

earnable” for legacy members of the Ventura County Employee Retirement Association 

(VCERA) to include an employee’s flexible benefit allowance, subject to specified criteria, and 

ensure that such compensation not be deemed disallowed compensation prohibited by PEPRA 

and the Alameda decision.  This bill is currently on the Senate Floor on the Senate Inactive File. 

 

SB 278 (Leyva), Chapter 331, Statutes of 2021, required CalPERS public employers to 

reimburse CalPERS for overpayments made to retirees whose pension allowances were 

eventually adjusted downward to reflect the disallowed compensation initially included in their 

pension calculation. 

 

SB 266 (Leyva, 2019) would have required that, in the event of a CalPERS retiree having their 

pension reduced due to the inclusion of compensation by the relevant public employer that 

cannot be counted towards a final pension calculation, the public employer would have to cover 

the reduced benefit to the retiree, as specified. The Assembly held the bill at the Desk after being 

withdrawn from Engrossing and Enrolling. 

 

SB 1124 (Leyva, 2018) also dealt with disallowed compensation for CalPERS members, retirees, 

beneficiaries, and survivors. The Governor vetoed the bill. 
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SUPPORT 

 

Support 

California Teachers Association (Co-Sponsor) 

California Retired Teachers Association (Co-Sponsor) 

California County Superintendents Educational Services Association (Co-Sponsor) 

Alameda County Office of Education 

Amador County Unified School District 

Association of California School Administrators 

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 School Business Officials (CASBO) 

California Association of Suburban School Districts 

California Federation of Teachers, AFL-CIO 

California Labor Federation, AFL-CIO 

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 Office of Education 

Fresno County Superintendent of Schools 

Humboldt County Office of Education 

Imperial County Office of Education 

Kern 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 

Mariposa County Unified School District 

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 

Placer County Office of Education 

Plumas County Office of Education/Unified School District 

Riverside County Superintendent of Schools 

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 
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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 received. 

 

-- END -- 

 


