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ASSEMBLY COMMITTEE ON APPROPRIATIONS 

Lorena Gonzalez, Chair 
SB 278 (Leyva) – As Amended March 23, 2021 

Policy Committee: Public Employment and Retirement    Vote: 7 - 0 

      
      

Urgency:  No State Mandated Local Program:  No Reimbursable:  No 

SUMMARY: 

This bill requires a public employer to cover the cost difference between a retiree’s pension as 

originally calculated and as reduced by California Public Employees’ Retirement System 
(CalPERS) in situations where CalPERS reduces a retiree’s pension post-retirement due to 

CalPERS determining that inclusion of compensation agreed to under a collective bargaining 
agreement is nonpensionable, also known as “disallowed compensation.” The bill specifies that a 
retiree is eligible only if they were not aware that the compensation was disallowed at the time it 

was reported. 

FISCAL EFFECT: 

1) Ongoing implementation costs to CalPERS, likely in the low hundreds of thousands of 
dollars annually, with potentially decreasing costs over time, to calculate employer costs in 
cases when a retirement benefit must be adjusted and to review additional labor memoranda 

of understanding (MOUs) submitted by employers to ensure they are compliant with laws 
and regulations. Costs to calculate employer costs would decrease over time to the extent 

employers make fewer mistakes in reporting disallowed compensation to CalPERS as a result 
of this bill. 

According to CalPERS, it may need to calculate costs for 10 employers annually at a cost to 

CalPERS of between $600 and $1,000 for each calculation, depending on the complexity. 
CalPERS also anticipates more employers will submit MOUs for review. CalPERS currently 

receives about 35 to 40 MOU review requests per month and has some limited capacity to 
take on additional reviews within existing resources. The average cost for each MOU review 
is about $330. 

2) Unknown General Fund or Proposition 98 GF costs to the extent state agencies, public school 
employers or a CalPERS contracting agency must cover the costs of disallowed payments to 

their retirees. However, these entities contributed disallowed payments on their employee’s 
behalf and CalPERS provides these disallowed payments back to employers. Employers 
could use these paybacks to offset costs.  

According to CalPERS, in 2019 and 2020, there were a total of 18 adjustments due to 
disallowed compensation in the system. Though the total dollar amount of disallowed 

compensation in these cases is unknown, in the case described in this bill’s findings and 
declarations, a retired firefighter had thousands of dollars in disallowed compensation.  



SB 278 
 Page  2 

COMMENTS: 

1) Background. Public Employees Retirement Law provides a defined benefit retirement plan 

for state and public school employees administered through CalPERS, and allows local 
public employers to contract with CalPERS to provide retirement benefits for local public 
employees. The Public Employees’ Pension Reform Act of 2013 made significant changes to 

public retirement benefits provided to new members, including defining the categories of 
pensionable compensation that can be used to calculate a retirement allowance. 

 
CalPERS requires employers to provide accurate and timely payroll information in order to 
correctly calculate their employees’ service credit and final compensation for retirement. 

Instances have occurred where employers incorrectly reported employees’ pensionable 
compensation to CalPERS. Current law places on the employee all of the penalties for a 

public employer filing disallowed compensation with CalPERS. This has resulted in the 
retired member having to pay back to CalPERS the overpayment amount and sustaining a 
reduction in their future retirement allowances.  

 

2) Prior Legislation. SB 266 (Leyva), of the 2019-20 Legislative Session, was similar to this 

bill. The bill died on the Assembly floor. 
 

SB 1124 (Leyva), of the 2018-19 Legislative Session, was similar to this bill. The bill was 

vetoed by Governor Brown. 
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