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Bill Summary:  AB 1667 would impose various requirements on the California State 
Teachers’ Retirement System (CalSTRS) and public agencies related to audits of public 
agencies and members as those audits relate to the determination of creditable 
compensation and correction of errors in the calculation of retirement allowances to 
retirees. 

Fiscal Impact:   

 CalSTRS anticipates that $1.5 million to $3 million in overpayments that are 
recoverable under current law would not be so under the provisions of the bill. For 
perspective, the pension system recaptured $74 million in overpayments in 2020-21 
(Teachers’ Retirement Fund).  
  

 CalSTRS indicates that it would incur annual staffing costs of $4.8 million to 
implement the provisions of the bill, and notes that required administrative system 
changes would create unknown, but likely significant costs, and delays for its new 
pension administration system (Teachers’ Retirement Fund). 

Background:  CalSTRS is a defined benefit retirement program for public school 
educators, primarily teachers and administrators. Specifically, CalSTRS, is the largest 
teachers’ retirement system and second largest public pension fund in the nation. In 
essence, CalSTRS’ function is to receive regular contributions from California’s public 
teachers, pool these funds, invest them, and pay out benefits back to those teaches 
when they become eligible retirees. CalSTRS states that it provides retirement, 
disability, and survivor benefits to more than 949,000 public school educators and their 
families. A retiree’s pension is based, in part on that person’s creditable compensation 
(such as salary) while employed.  

Instances occur such that CalSTRS has determined that the pension of a retiree was 
based partly on non-creditable compensation. Some of the time that determination has 
been made several years after retirement commenced, and is sometimes a reversal of a 
determination that CalSTRS made at the time of retirement.  When this occurs, under 
current law, the retiree is required to repay the overpayment, either through a lump sum 
or through reduced monthly pension payments going forward. 

Proposed Law:   This bill would, among other things, do the following: 

 Prescribe onto CalSTRS various requirements and duties in connection with 
audits of public agencies.  
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 Require CalSTRS to provide written notice of an intended audit to the affected 
public agency and to the exclusive representative (as defined) of the members 
affected by the audit. Require this notice to apprise the public agency and the 
exclusive representative of the purpose and scope of the intended audit.  
 

 Require the public agency to provide information requested by CalSTRS in a 
timely manner, as specified.  
 

 Authorize an audited public agency and the exclusive representative of affected 
members to provide CalSTRS or its designee information relevant to the audit, 
and would require CalSTRS or its designee to consider this information in 
preparing its audit findings.  
 

 Require CalSTRS to provide to the audited public agency and the exclusive 
representative of the affected members the preliminary audit findings, the 
statutes being addressed by the audit, and a list of every member known to be 
affected. Authorize recipients to provide CalSTRS written responses to the 
preliminary audit findings and require CalSTRS to consider the responses in 
preparing its final audit report. Require the public agency to provide, as specified, 
CalSTRS and the exclusive representative a list of the names of any member 
affected by the audit not included in the board’s list. 
 

 Require CalSTRS to provide the final audit report to an audited public agency, to 
the exclusive representative or representatives of members affected by the audit, 
and to the affected members, with an explanation of their appeal rights. Authorize 
the public agency and the affected members to request administrative hearings if 
they disagree with the final audit and would prescribe a process for this purpose. 
Require CalSTRS to make all final employer audit reports available on its internet 
website, as specified.  
 

 Require CalSTRS to provide resources, at least annually, that interpret and 
clarify the applicability of creditable compensation and creditable service laws. 
Prohibit new interpretations, including those that would modify prior 
interpretations, from taking effect until after notice is issued to employers and 
exclusive bargaining representatives and would prohibit retroactive application to 
compensation reported prior to that notice, as specified.  
 

 Provide that for audits and other actions, including actions and penalties relating 
to disallowed compensation reporting, employers are responsible for the rules in 
effect at time the compensation is reported, except when specified. If 
compensation reported in accordance with these provisions is later determined 
by the system to result in disallowed compensation, the bill would require 
disallowed compensation to be deemed an error by the system and that it not be 
recoverable. 
 

 Authorize, beginning July 1, 2023, an employer or an exclusive representative to 
submit to STRS a request for an advisory letter, which would be defined as a 
written determination relating to compensation that is included or proposed for 
inclusion in a publicly available written contractual agreement for review by the 
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system in order to provide formal written guidance for the proper reporting of 
such compensation, as specified.  
 

 Prescribe a process in this regard, which would include requiring the system to 
provide an advisory letter within 30 days of the receipt of all information 
requested by the system, except as specified. If compensation reported in 
accordance with a system advisory letter given pursuant to these provisions is 
later determined by the system to have been reported in error, the bill would 
require any resulting overpayment or penalty to be deemed an error by the 
system and that it not be recoverable. The bill would limit the use, as specified, of 
an advisory letter to the employer or the member to whom an advisory letter 
expressly relates. 
 

 Revise the requirement of CalSTRS to deduct, as specified, to except from its 
application amounts overpaid in a variety of situations and instead require that 
overpaid amounts be recovered from the member, participant, former member, 
former participant, or beneficiary, subject to specified exceptions. The bill would 
prescribe requirements for the recovery of these amounts. The bill would prohibit 
recovery of amounts overpaid due to an error by the system.  

Related Legislation:   

 AB 2493 (Chen) 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. The 
bill is currently pending on the Senate Floor.  

 AB 826 (Irwin) 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.  The bill is currently pending on the Senate Floor.  

 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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Staff Comments: CalSTRS expects that the lost unrecoverable amounts resulting from 
the bill would result in unfunded actuarial obligation costs, but notes that because the 
magnitudes involved are relatively small, it would take several years before such costs 
become measurable. CalSTRS indicates that the bill would result in increases in state 
and employer contributions by 2045-46, by $66 million and $7 million respectively. 
 
Finally, CalSTRS is concerned that the bill could violate IRS requirements for a defined 
benefit plan, which require benefits to be “definitely determinable.”  Payments that 
exceed what is “definitely determinable” must be recovered to avoid disqualification and 
loss of a plan’s tax-advantaged status. In addition, the loss of tax-advantaged status 
would render member contributions taxable retroactive to the time they were made, and 
members would have to include the employer contribution in their gross income. 

-- END -- 


