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CalSTRS Report, January 9-10, 2013 

By Patricia K. Geyer, CalRTA Liaison 
CalSTRSreport.com 
 

Summary 
1.  CalSTRS voted, based on CalSTRS 21 Risk Factors, to engage the manufacturers and if 

necessary lead to an order to sell the stock of the three gun manufacturers who 
manufacture arms banned for sale in California. 

2. CalSTRS fund was $157.8 billion up 6.5% in the fiscal year.  The biggest risk is the 
possibility of rising interest rates.  The U.S. is at a 200 year low in interest rates. 

3. The Board discussed funding strategies.  The Board wanted additional discussion rather 
than specific plans, but agreed to send scenarios of proposed changes to the legislature. 

4. The next CalSTRS meetings will be February 6,7,8. 
 
 

Investment Committee 
At the request of the Chairperson in response to the shooting at the Sandy Hook Elementary 
School on December 14, a consideration of investment decisions regarding firearms 
manufacturers was added to the agenda.  In addition, State Treasurer Lockyer requested that 
CalSTRS divest in companies that manufacture arms that are banned for sale in the State of 
California.  It was found that that Freedom Group, Smith and Wesson, and Strum Ruger were 
CalSTRS holdings that manufactured the banned firearms.  CalSTRS voted, based on CalSTRS 21 
Risk Factors, to engage the manufacturers and if necessary lead to an order to sell the stock of 
the three gun manufacturers who manufacture arms banned for sale in California.  
 
Chris Ailman, CIO reported that the CalSTRS fund was $157.8 billion up 6.5% in the first half of 
the fiscal year.  Coffee, aluminum, and natural gas lost money while Greek debt, German and 
U.S. stocks were the biggest money makers.  Real estate has been improving.  But the biggest 
risk is the possibility of rising interest rates.  The U.S. is at a 200 year low in interest rates.   
 
Neil Rue and Alan Emkin of Pension Consulting Alliance continued the Asset Liability Study 
discussion.  In the past CalSTRS had an emphasis on high economic growth which also included 
high risk.  PCA recommends that CalSTRS investment committee move to risk classes rather 
than asset classes.  Staff is reluctant to go to new categories.  It is possible to run parallel 
portfolios.  Alan Emkin suggested that CalSTRS may want to give up some return in order to be 
less volatile.  Alan sees a possible shift to private equity and to TIPS (Treasury Inflation 
Protection Securities).  The discussion will be continued at future meetings.   
 

  



Teachers’ Retirement Board 
The meeting opened with presentations from the CalSTRS stake-holders on how to resolve the 
unfunded liability of CalSTRS.  David Walrath, CalRTA recommended that increased payments 
start sooner because that would cost less over time. He suggested that CalSTRS present 3 or 4 
scenarios for the legislature to consider.  Ed Derman, Deputy CEO stated that all plans show the 
state contribution going up to at least 4.6% which was true of the state contribution in the early 
1990’s.  There will be a new funding evaluation in April, but there will be no big changes.  
Derman also pointed out that new employees do not have the unfunded liability.  The Board 
wanted additional discussion rather than specific plans, but agreed to send scenarios of 
proposed changes to the legislature.  CTA and ASCA made the point that both district and 
employee contributions will affect employees.  Board member Lawson made a motion to have 
Milliman research different methods for funding – funding ratios for different groups of 
employees.  Jennifer Baker, CTA spoke against the proposal because it might imply closing the 
plan or going to a 403b type plan.  Lawson voiced his support of the defined benefit plan. The 
Lawson motion failed. 
 
The next CalSTRS meeting will be February 6 (Audit and Appeals Committees), February 7 
(Investments, Ethics Training, Compensation, and February 8 (Board).   
 
 
 

  



CalSTRS Report, February 6-8, 2013 
By Patricia K. Geyer, CalRTA Liaison 
CalSTRSreport.com 

 

Executive Summary 
1.  CalSTRS plans to reestablish the home loan program for teachers in 2013. 
2. The Committee heard Session IV of the 2012-13 Asset-Liability study. 
3. CalSTRS fund is $161.3 billion, the highest for the fiscal year. 
4. Too much money was deducted for taxes from the last CalSTRS check.  Members either 

will get a refund check on February 15 or their March CalSTRS check will include the 
refund. 

5. CalSTRS is considering a cross section of leading institutional investors rather than the 
present policy of Public Funds (67%) and Private Sector Firms (33%) for CalSTRS 
executive management and investment staff. 

6. Members were reminded that AB 340 eliminated the purchase of “air time” (non-
qualified service credit purchase) as of December 31, 2012 

7. The Report on System Funding as revised will be sent to the Legislature as required by 
SCR 105. 

8. The next complete CalSTRS committee meetings will be April 10, 11, 12.  There will be 
no March or May meeting.   

 
 
Audits and Risk Management Committee 
The committee first heard an update on the External Quality Assurance Review Corrective 
action plan.  The audit process is basically complete.  A review and follow-up are still needed.  
The final audit review will be presented to the committee in June 2013. 
 
In October 2012 Crowe Horwath, independent external auditors presented four findings related 
to deficiencies in internal controls. CalSTRS staff reported that action has been taken.  The new 
data system will make data more automatic.  Financial reporting continues to be a problem, 
and CalSTRS will be adding five more external auditors to improve school district audits.   
 

Investment Committee 
The Home Loan Program (for teachers) has funded 44,882 loans totaling $6.1 billion since 
inception in 1987.  In the fall of 2011 new mortgage issues were suspended.  A Request for 
Proposal (RFP) has been issued, and CalSTRS plans to reestablish the program in 2013.  
 
The Committee heard Session IV of the 2012-13 Asset-Liability study.  Over the last 40 years 
portfolio returns have not followed the normal (bell curve) distribution.   The question is what is 
better? – an expected 7% return that is certain or one that is uncertain?  Since 1900 the highest 
10% of returns (11 best years) earned 28%; the lowest 10% of returns earned -14%. The 
objective of Risk Class Framework is to reduce up and down variations while maintaining a 7% 
expected return.  Downside returns pose a serious threat to the business model sustainability.  



The next step in the Asset-Liability study will be to adopt assumptions about future investment 
returns over the next ten years and the correlation and risk of those asset classes.   
 
Chris Ailman, CIO reported that the CalSTRS fund is $161.3 billion, the highest for the fiscal 
year.  The equity market has been up and down, but equities are up 16% for the fiscal year and 
almost back to the all-time high.  The estimates are that GDP will grow at 2-3% for 2013, and 
equities will grow at 6-8%.  However, there are a number of risks – the U.S. debt ceiling, 
European debt, slowing growth in China, an internet attack, expanding conflict in the Middle 
East, natural disasters such as earthquake or volcano.   
 
The committee interviewed the three finalists for Real Estate Consultant – Callan Associates, 
Courtland Partners, and The Townsend Group.  Finally, the committee heard the Annual Report 
on Diversity in the Management of Investments 
 

Client Advisory Committee  
Mary Ann Ashley reviewed State legislation affecting CalSTRS.  AB 125 (Wieckowski) adds the 
positions of Chief Financial Officer and Chief Operating Officer to the list of positions where the 
Board has authority to set compensations.  SB13 (Negrete McLeod) is a “clean-up” bill for the 
Pension Reform Act.  The GASB update only affects financial statements, but does not change 
reporting numbers.  However, it will affect school district financial statements.   
 
Krista Noonan presented the CalSTRS website update.  CalSTRS has a redesigned website which 
should be easier to use and more informative.  Members were informed that too much was 
deducted for taxes from the last CalSTRS check.  Members will get a refund check on February 
15 or their March CalSTRS check will include the refund. 
 

Compensation Committee 
The CalSTRS Board has the authority to set pay for executive management and investment 
staff.  A discussion followed on what should be the comparator groups.  Presently, the groups 
are Public Funds (67%) and Private Sector Firms (33%).  Mr. Barnett (McLagan Group) proposed 
a cross section of leading institutional investors – including top US and Canadian public pension 
plans, endowments, foundations, and corporate plan sponsors which would reflect 
organizations more comparable to CalSTRS.  In addition, AB340  put a pension cap of $113,700 
(subsequently indexed) which will affect new hires.  The Committee voted to adopt the 
McLagan Group plan and adjust pay levels over a two to three-year period.  Discussion will 
continue and final action will be taken in April.  The focus of the next committee meeting will be 
on incentive pay. 
 

Teachers’ Retirement Board 
The next complete CalSTRS committee meetings will be April 10, 11, 12.  The technology 
changes will be ready to be reviewed.  There will be no March or May meeting.  Members were 
reminded that AB340 eliminated the purchase of “air time” (non-qualified service credit 



purchase) as of December 31, 2012.  November and December saw a large increase in “air 
time” purchases, which CalSTRS is processing.   
 
Janice Hanson (who is retiring) presented the BusinessRenew oversight assessment.  The CARM 
(Corporate Accounting Resource Management Project) is completed and is in the testing cycle.  
January 27, 2013 is the target date for it to Go-Live.   A contract has been awarded for data 
preparation analysis services. Finally, the Pension Solution Project is on schedule.  
 
Senate Concurrent Resolution 105 encouraged CalSTRS  “in consultation with affected 
stakeholders” to develop at least three options to address the long-term funding needs of the 
defined benefit program, and to submit the options to the legislature before February 15, 2013.  
A revised version of the report was presented at the meeting with edits recommended by Mr. 
Rosenstiel and by staff.  Mr. Rosenstiel and Mr. Reyes (Department of Finance) objected to 
including CalSTRS expectations in the report.  The representative from Milliman also believed 
that CalSTRS expectations should be deleted.  In addition, Milliman stated that funding options 
must not exceed 30 years – a solution in 30 years.  Ian  Lanoff, Fiduciary Counsel stated that the 
options must satisfy the actuaries (Milliman) and options must work or else the Board is not 
acting as fiduciaries.  Rich Zeiger, representing Superintendent of Public Instruction, wants to 
clearly tell the Legislature the minimum that will solve the funding problem.  
 
Next the Committee heard that the stakeholders want to have full funding in 30 years.  Jennifer 
Baker, CTA and Sal Villasenor ACSA wanted CalSTRS to present other options for longer than 30 
years so that the legislature can see what may happen.  David Walrath, CalRTA spoke of the 
need for full funding.  Representatives of various community college districts also spoke.  Pat 
Geyer, CalRTA suggested that one might expand the Elder Full Funding law which requires that 
the state automatically increase contributions if CalSTRS is significantly underfunded.   
 
The Report on System Funding as revised will be sent to the Legislature as required by SCR 105.  
(Enclosed are the funding scenarios included in the report) 
 
The first reading of the Board Indemnification Policy (liability insurance) was heard.   
 



 



 



CalSTRS Report, April 10-12, 2013 
By Patricia K. Geyer, CalRTA Liaison 
CalSTRSreport.com 

 

Executive Summary 
1.      The retirement coalition sent a letter to the CalSTRS Board requesting that new Board action 

items must be first introduced as informational and that action on those items not be made 
until the next regularly scheduled Board meeting.  They also requested that individual Board 
member requests for information that will cost over $10,000 be subject to Board approval.   

2.      Internally managed funds save external management fees, add better risk mitigation and add 
value. Global Government Advisors recommended adding a forward looking incentive plan to 
incentivize long-term future performance 

3.       The study showed that CalSTRS investment and executive management pay was below the 
compensation of current and proposed peer group compensation.  In the Compensation 
Committee a motion was made to adopt the new comparison groups which could increase 
executive and investment management compensation to equal at least the minimum pay 
comparison point in two years. The motion was rejected by the Board. 

4.      AB382 (Mullin) exempts nonpublicly traded direct and indirect real estate investments from 
disclosure under the Public Records Act.  AB761 (Dickenson) prohibits CalSTRS and CalPERS 
from investing in a company that manufactures firearms or ammunition for a recipient other 
than the US military.  CalSTRS is neutral if amended on both bills. 

5.      Interest and contribution rates for 2013-14 were adopted.  See Benefits and Service Committee 
for details.  

6.      The actuarial valuation as of June 30, 2012 showed that the unfunded obligation was $71 
billion an increase of $6.5 billion.  The funding ratio was 67% a decrease of 2%. 

7.      The Investment Committee determined that companies that manufacture firearms and large 
capacity magazines that are illegal for sale or to possess by private individuals in California, 
violated the CalSTRS 21 Risk Factors; and second, the risk warrants divestment from the 
Defined Benefit investment portfolio.   

8.      The CalSTRS fund is $165 billion 
9.       The next CalSTRS Board meetings are scheduled for June 5-7, 2013. 

 
Board Governance Committee 
The Committee heard a presentation on the CalSTRS gift policy.  There is a $50 limit on gifts 
with the exception of food and beverages.  The gift policy applies to CalSTRS staff also.  A 
discussion followed regarding the fact that the $50. limit may be too small if staff or committee 
members were travelling.  No final decision was made. 
 
The insider trading policy was reviewed.  Staff recommended the policy cover any CalSTRS 
investment rather than just publicly traded securities.  Staff also recommended an annual 
training and education component.  No final decision was made.  The committee also discussed 
including the precedent of using a previous court ruling as binding on future administrative law 
decisions.   



 The retirement coalition sent a letter to the CalSTRS Board requesting that new Board action 
items must be first introduced an informational and that action on those items not be made 
until the next regularly scheduled Board meeting.  They also requested that individual Board 
member requests for information that will cost over $10,000 be subject to Board approval.   
 

Compensation Committee 
Global Government Advisors presented the results of a study on evolving trends in 
compensation and governance for US pension funds.  The study shows that internally managed 
funds save external management fees, add better risk mitigation and add value. Global 
Government Advisors recommended adding a forward looking incentive plan to incentivize 
long-term future performance.  
 
McLagan Group presented the results of a study of current and alternative pay for executive 
management and investment staff.  The comparative groups include U.S. and Canadian public 
pension plans, endowments and foundations, and corporate plan sponsors that are comparable 
to CalSTRS.  The study showed that CalSTRS pay was below the compensation of current and 
proposed peer group compensation.  The difference was especially large for the Chief 
Investment Officer and the Chief Executive Officer.  A motion was made to adopt the new 
comparison groups which would increase executive and investment management 
compensation to equal at least the minimum pay comparison point in two years. 
 

Legislative Committee 
Mary Ann Ashley, CalSTRS reviewed proposed State legislation of interest.  AB382 (Mullin) 
exempts nonpublicly traded direct and indirect real estate investments from disclosure under 
the Public Records Act.  The Treasurer opposes AB382 because he wants more disclosures.  
AB761 (Dickenson) prohibits CalSTRS and CalPERS from investing in a company that 
manufactures firearms or ammunition for a recipient other than the US military.  CalSTRS is 
neutral if amended on both bills.   SB 13 (Beall) and AB 1381 make various changes in Teachers’ 
Retirement Law to conform with the provisions of the Public Employees’ Pension Reform Act of 
2013 (PERPA). 
 

John Stanton presented a review of federal legislation.  The Federal Budget includes three areas 
of importance: taxes, entitlements, and discretionary.  The next event is reaching the debt 
ceiling which is expected next summer.  That has the potential for a grand bargain between 
entitlements and taxes.  There is a possibility of requiring social security for all new hires, which 
will save money in the short run.   Other proposed tax reform measures could lower the 
contribution limits for 401k, 403b and 457 pension plans or have employees and employers pay 
taxes on their contributions.  There is a possibility of paying taxes on employer medical 
payments.  In addition it is proposed to cap interest deductions.  There are proposals to more 
closely regulate public employee pension plans.  Finally, $15 million of the Elk Hills settlement is 
still owed to CalSTRS.    
  



Benefits and Services Committee 
The Committee adopted interest and contribution rates for 2013-14.  Regular interest rates for 
the defined benefit programs stay the same at 7.5%.  Interest rates for the cash balance and 
defined benefit supplement declined from 3.75% to 3%.  Employer contribution rate for elected 
officials or reduced workload programs were 10.29% and go to 10.276% for retirees at 2% at 60 
and 8.25% for retirees who get 2% at 62 (new hires).  Rates for purchases of permissive service 
credit increased slightly.  There is no increase in the death benefits. 
 
There has been an increase in the number of applications made “on line”.   This is more 
efficient, faster and can eliminate errors.   
 

Board Education 
The annual fiduciary training was made by Ian Lanoff.  Ethics training was by Brian Bartow.   
 

Teachers’ Retirement Board 
The Board elected Dana Dillon Retirement Board chair and Harry Keiley Retirement Board vice-
chair.  
 
 2013 is the 100 year anniversary of CalSTRS.  Activities planned include: a redesign of the 
CalSTRS website, feature articles highlighting the anniversary, a video history, and receptions to 
honor members who 100 years and older as well as members with 50 years or more of service. 
 
Rick Reed, actuary presented the actuarial valuation as of June 30, 2012.  At that time the 
unfunded obligation was $71 billion an increase of $6.5 billion.  The funding ratio was 67% a 
decrease of 2%.  The decrease was due to a change in the amount allocated to the SBMA 
(supplemental benefit maintenance Account) and a .6% investment return.  In order to 
eliminate the unfunded obligation, contribution rates would have to increase by 14.6% as 
compared to a needed increase of 12.9% in 2011.   
 
The Defined Benefit Supplement and Cash Balance plans went from 104% to 100% funded.  The 
SBMA, which is credited with a fixed return improved because of low inflation.  The Medical 
Premium Payment Plan which pays Medicare Part A premiums for members who must have 
retired on or before July 1, 2012, is fully funded.   
 
Ian Lanoff presented the Board indemnification Policy which the Board approved.  The Board 
approved the delegation of authority to act on subrogation claims to the Chief Executive 
Officer. In prior years such claims had to go before the Board. (Subrogation claims are actions 
against a third party if CalSTRS must pay a benefit due to that third party’s actions.)  
 
Julia Durand presented an overview of CalSTRS defined contribution products.  403b and 457 
plans allow school district employees to contribute tax deferred contributions.  The 
contribution limit for 2013 is $17,500 plus an additional $5,500 if an employee is at least age 
50.  CalSTRS also offers a Roth 403b.  CalSTRS comprehensive pension program is presently 



called Pension2.  TIAA-CREF serves as Pension2 record keeper.  165 districts including some 
14,000 participants participate.   
 
Jack Ehnes, CEO presented his report.  The next CalSTRS Board meetings are scheduled for June 
5-7, 2013.  Legislative hearings on CalSTRS funding were held on March 20.  As announced, 
Chris Ford has retired.  The new chief financial officer is Cassandra Litchnock.   
 
Chris Caietti, Business Renew officer reported that CARM (Corporate Accounting Resource 
Management) project 1 is in production.  CARM release 1.5 is underway and release 2 is in 
planning.  The Data Preparation project is working, and Pension Solution Discovery projects are 
on schedule for planning and RFP development.   
 
The Board approved all committee reports with the exception of the Compensation 
Committee’s   motion to increase the executive and investment management compensation to 
equal at least the minimum pay comparison point in two years.   
 

 
Client Advisory Committee 
Mary Ann Ashley reviewed legislation of interest to CalSTRS.  (See Legislative Committee)    
Mary Ann Campbell-Smith presented Employer Audit findings.  Common problems were: (1) 
earnings for extra duties, etc. incorrectly reported to Defined Benefit Program rather than DB 
Supplement. (2) members incorrectly reported as non-members (Community Colleges), (3) 
incorrectly reported sick leave.   
 
Tom Buffalo reported that the Retirement Readiness Assessment survey showed that members 
were still not well informed about retirement options.   
 

Investment Committee 
Chris Ailman, CFO reported that the CalSTRS fund is $165 billion.  All asset allocations are within 
their normal range.  Equity returns for the quarter were in the top 20% of historic earnings.  
Metals and commodities did poorly for the quarter.  Future concerns are the impact of the 
sequester, European debt, violence in North Korea, Iran, or Syria.    Other concerns are the 
continuation of Federal Reserve asset purchases – expanding the money supply.   
 
The Private Equity-Credit Enhancement Program was established in 1994 and underwrites low 
risk, high quality credit enhancement transactions.  Commitments are $1.7 billion, a decline of 
11% and income is down approximately 9% because of the limited supply of municipal credits 
to underwrite.   
 
The Gray & Company capital markets survey was presented:  For the next 10 years - 

 US inflation is expected to average 2.7% over the next ten years, down from 3.1%  
 US core fixed income is expected to average 2.9%.  
US equity is expected to return 7.7% and emerging markets to return 9.4% 
Returns for private equity are expected to be 10% 



Expectations of volatility were mixed.  Expect modest growth.  Asset allocation is 
important 

 

Alan Emkin, PCA gave the semi-annual report.  CalSTRS had a 13.5% return for the last calendar 
year.  The greatest risk is an increase in interest rates.  Of less risk is inflation – assumed to be 
3%.  Equity returns are expected to be 6-7% per year over the next 10 years.  Fixed income 
returns will not be good in the next 1-3 years.  Cheap financing has allowed a rapid recovery in 
real estate prices, but prices are vulnerable to rising interest rates.  Real Estate outperformed 
its benchmark in the last calendar, earning +12%.  However, real estate is still down -7.9% over 
the last 5 years.  More emphasis should be on Core Real Estate rather than opportunistic.   
 
Alan Emkin, PCA continued with Asset/Liability Study – Part 2: key decision factors.  The CalSTRS 
key decision factors recommended are 1.  Seek improvement in funded status, 2. Avoid 
significant asset drawdowns in the next 10 years, 3. Minimize likelihood of PAYGO status 
beyond 10 years.  Chris Ailman suggested adding   4. Seek lowest cost. Paul Rosenstiel stated 
that CalSTRS may have to make the assumption that the legislature will make no change in 
funding.  Rich Zeiger, representing State Superintendent of Public Instruction suggested a 
decision factor of make more returns or get more funding.  All thought that more information 
was needed.   
 
At the January 2013 meeting, the Investment Committee directed staff to consider divesting of 
companies that manufacture firearms and large capacity magazines that are illegal for sale or to 
possess by private individual in California.  The Investment Committee agreed that the banned 
firearms violated the CalSTRS 21 Risk Factors; and second, the risk warrants divestment from 
the Defined Benefit investment portfolio.  The divestment would total $2.9 million. 
 
Altura Capital in collaboration with The Townsend Group and CalSTRS real estate consultant 
and staff presented a report on Emerging Managers in Real Estate.  There are two methods: a 
direct relationship (more typical of large investors) and oversight-manager of managers.  The 
industry suffers from a lack of diversity.  Four real estate managers were introduced to the 
Committee.   
 
In conclusion, the committee heard the Mid-Year Investment Cost Report.  In the 2011 calendar 
year CalSTRS investment costs were estimated to be 49.1 bp which was below the peer average 
cost of 54.7 bp ($11 million cheaper than CalSTRS U.S. peers).  Staff plans to bring an update to 
the Committee in the next meeting or two.  Internal management of assets is considerably less 
expensive, and staff plans to bring more funds into internal management  over the next year.   
 
 
  



CalSTRS Report, June 5-7, 2013 
By Patricia K. Geyer, CalRTA Liaison 
CalSTRSreport.com 

 

Executive Summary 
1. The present audit focus will be the Community Colleges, especially the part-time (adjunct) 

employees who may or may not be covered by CalSTRS. 
2. The Santa Clara CalSTRS Service Center at 3945 Freedom Circle, Santa Clara opens June 17, 2013 
3. The CalPERS website has a number of articles on long-term care premium changes.  Go to 

http://www.calpers.ca.gov/index.jsp?bc=/faqs-2015-rate.xml   

4. CalSTRS held a reception commemorating its 100-year anniversary. 
5. CalSTRS fund is 165.9 billion up from $150 billion at the beginning of the fiscal year. 
6. Jack Ehnes, CEO reported that the Legislature assumes no additional contributions to CalSTRS 

even though CalSTRS has an unfunded liability of $71 billion. 
7. The next CalSTRS meeting is scheduled for July 8 and 9, 2013 

 

Upcoming Rate Increases for CalPERS long-term care policies purchased between 1995 and 
2004 have: 

5% annual increases in 2013 and 2014 (for 1995-2002 policies) , and 85% increase over 2 
years beginning in 2015 for 

a. Lifetime policies with or without inflation protection 
b. 6-year and 3-year policies with inflation protection 

Policyholders who have a 6-year or 3-year policy without inflation protection, a 
Partnership policy or any policy purchased in 2005 or later do not have the 85% rate 
increase.   
.   

 
Audits and Risk Management Committee 
Mary Ann Campbell-Smith presented the annual risk assessment of employer audits.  The 
present focus will be on the Community Colleges, especially the part-time (adjunct) employees 
who may or may not be covered by CalSTRS.  20 out of the 72 Community Colleges are 
considered high risk, compared with 47 out of 920 K-12 School Districts.  Audit Services plans to 
do 53 employer audits during the next fiscal year – an increase from previous years.   
Committee Financial Expert, Dr. Yetman suggested that audit goal should be to get districts to 
complete correct audits rather than scare or punish.  Emphasize education.  Chairperson Paul 
Rosenstiel suggested checking on districts audited last year to see if they had improved.  Mary 
Ann stated that employee services include a feedback site for districts, and CalSTRS has a 
website on audit problems.   
 
The Committee reviewed the Committee Charter.  The committee will discuss GASB standards 
at the September meeting.  GASB requires that CalSTRS fund liability be shown on school 
district balance sheets   Robin Madsen, CFO reported that final CalSTRS financials for 2012-13 
are due in the fall.  The complete report may be the late because of the new computer system.  

http://www.calpers.ca.gov/index.jsp?bc=/faqs-2015-rate.xml


 
CalSTRS held a reception commemorating the CalSTRS’ 100-year anniversary.   Honored were 
retirees 100 years and older, retirees who have served 50 years or more, as well as CalSTRS 
employees with 20 years of service.   
 
 
 

Board Governance Committee 
The committee discussed the addition of a gift policy to the Board Policy Manual.  Staff 
reported that the most common gifts reported were for transportation (13), gift cards, books, 
and promotional clothing items (38) and food and beverages (73).  Meal costs typically ranged 
from $5. to $150.  The committee discussed the CalPERS gift policy as well as government code.  
No action was taken. 
 

Client Advisory Committee 
The meeting began with a report on state and federal legislation.  AB125, Wieckowski which 
gives the CalSTRS Board authority to set compensation for Chief Financial Officer and Chief 
Operating Officer is moving.  AB 761 (Dickenson) which prohibits CalSTRS and CalPERS from 
investing in companies that manufacture firearms or ammunition for a recipient other than the 
U.S. military, is held on suspense (not moving).  AB 989 (Mullin) which allows CalSTRS reports to 
be sent electronically; AB 1379 and AB 1381 which make technical changes (CalSTRS bills) are 
moving.  
 
The Santa Clara CalSTRS Service Center at 3945 Freedom Circle, Santa Clara opens June 17, 
2013. The Orange County CalSTRS Service Center will open in June 2014.  Ed Derman, Deputy 
CEO reported the GASB (Government Accounting Standards Board) will require school districts 
to show their share of the CalSTRS liability on their balance sheets on the 2014-15 fiscal year.  
Districts will have both CalSTRS and CalPERS liabilities which will influence district ability to 
borrow.  
 
Ellen Maurizio, CalSTRS reported on the CalPERS long Term Care program and premium 
increases.  The CalPERS website has a number of articles.  Go to 
http://www.calpers.ca.gov/index.jsp?bc=/faqs-2015-rate.xml   
 

Legislative Committee 
The Committee voted to oppose H.R.1628 (Nunes) and S 779 (Burr) which propose to amend 
the Internal Revenue Code to show funding status, alternative projections of cash flows 
associated with the current liability to each of the next 60 plan years.  The legislation would 
require a different way of measuring liabilities, creating confusion and expense.   
 

  

http://www.calpers.ca.gov/index.jsp?bc=/faqs-2015-rate.xml


Investment Committee 
The committee heard reports on the fixed income-securities lending program and the directed 
brokerage credits.  Approximately, $871,000 was returned to CalSTRS in credit rebates.  The 
funds were deposited as additional income to the portfolio.  
 
Chris Ailman, CIO reported that the CalSTRS fund is 165.9 billion up from $150 billion at the 
beginning of the fiscal year.  The CalSTRS 3-year return has been at the benchmark.  The U.S. 
stock market has done well.  Germany and Japan have done even better.  Risks are U.S. debt 
and the possible sequester.  Foreign problems could come from North Korea, Iran, and Syria.  
Possible interest rate increases are the U.S. major risk, as the Federal Reserve may decrease its 
purchase of Treasury Bills reducing the money supply.   The economic forecast is for GDP 
growth of 2.5% to 3% for 2013.   
 
Allan Emkin and Neil Rue PCA reviewed the asset liability model and presented several possible 
projections based on selected investment choices.  The selection of a policy was postponed 
because the Committee did not have a quorum; Sharon Hendricks, Dana Dillon, and Michael 
Lawson were absent.  Harry Keiley was listening in by phone.   
 
Anne Sheehan, Director presented a report on Corporate Governance engagement.  In 2012-13 
the focus was on executive compensation, majority vote standards, sustainability risk 
management, and corporate board diversity.  Majority vote in director elections has been 
successful.  Regarding hydraulic fracking discussions, staff believes that safety is paramount 
concern for all of the companies.   
 
The Committee heard a panel discussion on active vs. passive U.S. management.  Three of the 
panel members were for active management, one was for passive.  In conclusion the majority 
of the CalSTRS U.S. equity assets are passively managed.  What will happen in the future is the 
challenge, but CalSTRS believes in passive portfolios, skillfully managed. 
 
SEIU members asked for CalSTRS help in their conflict with the Hyatt Regency Hotel in Phoenix, 
Arizona.   
 

Teachers’ Retirement Board 
The Board will review the Compensation Committees recommendation on Investment and 
Executive staff  pay at the July meeting.  The Board approved delegating to the Chief Executive 
Officer administration of the Pension2- 403b and 457 pension investment plans.  The Board 
approved the renewal of the existing fiduciary liability insurance policy with Alliant Insurance 
for 2013-14 fiscal year.   
 
Jack Ehnes, CEO reported on the Employee Recognition Program.  He introduced the 13 
employees, including Robin Madsen and Mary Ann Campbell-Smith, who received the Virtuoso 
Award, CalSTRS highest honor.  The Legislature assumes no additional contributions to CalSTRS 
even though it has an unfunded liability of $71 billion.   



 
Peggy Plett reported the computer projects.  CARM (Corporate Accounting and Resource 
Management) system is generally in place.  The present emphasis is on training staff.  CalSTRS 
now turns to replacement of the financial system (Fundware) and replacement of the pension 
administrative system (START) 
 
Ed Derman, Deputy CEO reported on CalPERS Long Term Care.  70% of people will require long-
term care at some point in their lives.  Nursing home costs in California average $250 per day.  
The current annual total cost of care in California is $91,250.   
 
CalPERS Long-Term Care Program is the nation’s only voluntary, self-funded, not-for-profit 
program, funded entirely through policyholder contributions.  About 150,000 individuals hold a 
policy and 63% have lifetime benefits.   
History of premium increases: 

 1995 CalPers Long-Term Care Program established 

 2003 Premium increases of 6-30% 

 2007 Premium increase to 5-47% on policies before 2004 

 2008 Program closed to new applicants 

 2010 Premium increase of 15-24% on policies purchased 1995-2004 

 2011 5% premium increases annually for lifetime comprehensive plan with inflation 
protection purchased between 1995 and 2002. 

 October 2012 CalPERS Board approves long-term care premium increases and new 
policy options . . . . . 

 
 

Upcoming Rate Increases for CalPERS long-term care policies purchased between 1995 and 
2004 have: 

5% annual increases in 2013 and 2014 (for 1995-2002 policies) , and 85% increase over 2 
years beginning in 2015 for 

a. Lifetime policies with or without inflation protection 
b. 6-year and 3-year policies with inflation protection 

Policyholders who have a 6-year or 3-year policy without inflation protection, a 
Partnership policy or any policy purchased in 2005 or later do not have the 85% rate 
increase.   

Numerous groups are working with CalPERS  to mitigate the 85% rate increase for the long-
term care policies. 
 

The next CalSTRS meeting is scheduled for July 8 and9, 2013. 
  



CalSTRS Report, July 8,9, 2013 

By Patricia K. Geyer, CalRTA Liaison 

CalSTRSreport.com 

  

Executive Summary 
1.     Tom Unterman was introduced as the Governor Brown’s newest appointee 

2.     CalSTRS Assets were $165.9 billion as of June 30, 2013 

3.     The Committee selected and weighed the decision factors used for asset selection.  The 

Committee voted to place 53% on factors #1 and #3 (improve return) and 47% on 4 avoid risk.  
(The 2009 weighting was 60% on return and 40% on avoiding risk.) 

4.     Staff estimates that the CalSTRS assets will grow until 2023.  In 2024 assets peak and begin a 

steady decline, if contribution rates do not change in the next six years. 

5.     The Board voted to adopt the proposed CalPERS salary range for investment staff and to adopt 

the current peer group salary range for the CEO and non-investment staff over the next three 
years  

  
Investment Committee 
Tom Unterman was introduced as Governor Brown’s newest appointee.  Tom founded Rustic 
Canyon Partners in 1999 and continues as a partner.  Before that Tom was Executive Vice 
President and Chief Financial Officer of the Times Mirror Company.  In addition the Committee 
recognized Michael Cohen, new Director of Finance. 
  
Chris Ailman began the CIO Report with a moment of silence for David Castillo, member of the 
CalSTRS finance staff who died in a bike accident.    Chris Ailman reported that the CalSTRS 
Assets were $165.9 billion as of June 30, 2013.  Real estate and private equity have increased as 
well as US, European and Japanese equity.  CalSTRS has earned 8% for the fiscal year.  Risks are 
US debt ceiling, Middle East and North Korea unrest, European debt and interest rate 
disruption.  Next the Committee heard a report from the Toigo Foundation which provides 
fellowships to minorities and women for graduate business studies, job help and follow-up.   
  
Alan Emkin and Neil Rue presented Session 7 of Asset Liability Study.  In this session the 
committee selected and weighed the decision factors used for asset selection.  The Committee 
voted to place 53% on factors #1 and 3 (improve return) and 47% on #4 avoid risk.  (The 2009 
weighting was 60% on return and 40% on avoiding risk.)  The specific goals for each asset class 
will be brought back by staff for committee approval. 
The investment policy and management plan will be adjusted to reflect the asset decisions and 
statement regarding production of firearms.   
  
The 2013-14 Investment Business Plan was presented.  The theme is Focus on What Matters 
Most.  Staff estimates that the CalSTRS assets will grow until 2023.  In 2024 assets peak and 
begin a steady decline.  If contribution rates do not change in the next six years, the investment 
Committee will need to alter investment strategy to provide more liquidity.   



  
Other concerns are (1) the volatility of investments, (2) Staffing has not increased in 3 years and 
staff is reacting not acting.  Reorganization is needed.  (3) Resources are needed: comparative 
pay, a new computer system.  Chris Ailman stressed the challenges of the new accounting 
platform and the challenges of operating at 2/3 of cost and staff level compared with PERS.  
  
Michelle Cunningham presented the Asset Class revisions that will include references to the 
Environmental, Social and Geopolitical Risks Policy.   
  

Teachers’ Retirement Board 
The Board approved the committee/board work plans for the 2013-14 fiscal year.  Next the 
CalSTRS Business Plan for 2013-14 was presented. Items of special concern were:  

Goal 1 ensure a financially sound retirement system,  
Goal 4 improve the work environment and internal efficiency, (This is in reference to the 

business renew computer system and to a leadership development and succession plan.) 
Goal 2 responsibly manage risk to the organization. (Integrate environmental, social and 

governance opportunities into CalSTRS culture and strategy) 
  
The Board discussed the Compensation Committee Meeting Recommendations and additional 
data regarding CalSTRS current salary structure vs a proposed salary structure set at the median 
of leading institutional investors.  It has been six years since the last salary structure change.  
Compared to CalPERS and to other comparable groups the CalSTRS salary structure has fallen 
behind.  A number of motions and proposals were discussed.  The Board voted to adopt the 
proposed CalPERS salary range for investment staff and to adopt the current peer group salary 
range for the CEO and non-investment staff over the next three years.  Paula Weiss, CalRTA 
member and retired teacher spoke in favor of adequately compensating CalSTRS staff who has 
worked so hard to provide an adequate retirement for teachers.   
  
Steve DePue, CTA Negotiations and Organizational Development Department and County Office 
of Education Specialist is retiring.  Steve has been a regular attendee at CalSTRS and will be 
missed.   
  



CalSTRS Report – August 1, 2013   

by Patricia K. Geyer, CalRTA Liaison with CalSTRS   
CalSTRS Report. Com 
 

Compensation Committee and Teachers’ Retirement Board Meeting 
 
The Compensation committee approved and the Board adopted the salary and incentive 
compensation for the Deputy Chief Investment Officer.  The Deputy Chief Investment Officer 
(DCIO) will serve as the Chief Executive over the Asset Class Investment Directors.  The DCIO 
acts on behalf of the CIO in his absence. (Directly under the Chief Investment Officer will be the 
Deputy CIO who oversees the Investment Directors and the Chief Investment Operations 
Officer.) 
 

Newly-Approved Salary Ranges for Investment Staff (in thousands) 
 
 CIO Deputy CIO Investment Director Portfolio Mgr. Head of Inv. Operations 

Min. $408 $272 $262 $164 $164 

Mid. $510 $340 $327 $205 $205 

Max. $612 $408 $392 $246 $246 
 

Incentive Opportunity 
 

 100% 80% 75% 75% 30% 

 
Next, the Committee adopted the changes retroactive to the beginning of the 2013-14 fiscal 
year.   
 
Finally, the Committee approved Board’s Policy Manual changes (CalSTRS’ Pay Program: is 
structured to provide pay opportunities consistent with peer organizations that are comparable 
to CalSTRS and are likely competitors for CalSTRS talent.)   
  
The Teachers’ Retirement Board discussed the non-competitive Bid for PCA (Pension Consulting 
Alliance) to continue its current services.  The Board was concerned that the staff had not 
alerted the Board of the need for extending the contract.  The staff will get a RFP out in 
September with responses for the Board in January-February.  
  



CalSTRS Report, September 9,10,11, 2013 
By Patricia K. Geyer, CalRTA Liaison 
CalSTRSreport.com 

 
 

Executive Summary 
1. A motion to set a single year rate for permissive service credit was approved. 
2. CalSTRS underpaid $18.9 million in benefits still less that 1% of total payments and a 

slight increase from the previous year.  CalSTRS made $50.3 million in overpaid benefits, 
a 22% increase in number but a 11% decrease in total value.  The increase was the result 
of data cleansing efforts from the Data Preparation Project. 

3. GASB statement 67 focuses on plan financial reporting and is effective after June 15, 
2013 (this year for CalSTRS).  This requires additional actuarial calculations and new 
schedules. The new rate will use the assumed rate of return of 7.5% as long as there are 
assets and then use the bond rate of presently 3.8% for the unfunded obligation. 

4. CalSTRS fund is $167 billion up from $166.2 in July 
5. The committee adopted the asset allocation target of 51% Global Equity, 16% Fixed 

Income, 13% Private Equity, 13% Real Estate, 6% Inflation Sensitive, 0% Absolute Return, 
1% Liquidity 

6. The key decision factors that the committee adopted are 52% return-orientated – seek 
to maximize the 20 year real return- and 47% risk-orientated – avoid significant asset 
drawdown within the next 10 years.  

7.  For the past three years CalSTRS has earned 12.5% outperforming the assumed rate of 
return of 7.5%.  

8.  CalSTRS real estate portfolio is $22.8 billion, 13.7% of the total CalSTRS fund.  CalSTRS 
real estate is beginning to recover, but it has lost value for the last five years.  

9.  Mr. Lawson will be leaving the CalSTRS Board where he has been representing the 
general public.  There are now three vacancies on the Board that can be filled with 
appointments by Governor Brown.   

 
Benefits and Services Committee 
Peggy Plett, Deputy CEO, reported that staff furloughs have ended. Benefits and Services have 
increased the target from 40% to 50% of members who go online for transactions.  Rick Reed, 
Actuary reported on the rates for purchase of service credit.  Service credit may be purchased 
for a variety of activities approved by CalSTRS.  A motion to set a single year rate for permissive 
service credit was approved.  This means that the rate (cost) will change with every year of age 
rather that for every 10 years of age.   
 
The Accrediting Commission for Community and Junior Colleges announced that the City 
College of San Francisco accreditation will be revoked June 30, 2014.  This will affect 90,000 
students and over 1,000 employees.  CalSTRS is providing counseling services for affected 
employee as this issue unfolds.  Jennifer Baker, CTA announced that CTA and other 
organizations are working with faculty and staff on these issues.   



 
The Annual member satisfaction survey showed that overall satisfaction with CalSTRS increased 
from 61% to 67% in the last year.  The major reason was good service from staff.  The majority 
of benefit and retirement reports will now be received on-line.   
 

Audits and Risk Management Committee 
Independent auditor, Crowe reported four deficiencies in CalSTRS internal controls as a result 
of their audit:  (1) Entry level control – lack of accurate reporting from school districts, (2) over 
reliance on manual controls, (3) internal controls over member data, (4) general controls over 
financially significant systems.  CalSTRS responded that the new IT system should reduce these 
deficiencies.  Board member Rosenstiel expressed concern over the continued lack of accurate 
reporting from school districts.   
 
CalSTRS underpaid $18.9 million in benefits still less that 1% of total payments and a slight 
increase from the previous year.  The increase was the result of data cleansing efforts from the 
Data Preparation Project.  CalSTRS made $50.3 million in overpaid benefits, a 22% increase in 
number but a 11% decrease in total value.  Again the increase is due to the data cleansing 
efforts.  In addition, many of the errors in benefit payments are due to (1) adjustments in pay 
relating to retirement and (2) adjustments in retirement benefits due to death of a member.   
 
CalSTRS issued 15 school district final audit reports and 7 draft reports in 2012-13.  9 out of the 
15 districts had errors in reporting.  The most common error was reporting earnings to defined 
benefit  rather than to the defined benefit supplement program.  Three districts reported 
members’ earnings as non-members and one district had errors in sick leave.   
 
 GASB (Government Accounting Standards Board) has issued two statements on pension 
accounting standards.  GASB statement 67 focuses on plan financial reporting and is effective 
after June 15, 2013 (this year for CalSTRS)  This requires additional actuarial calculations and 
new schedules. The new rate will use the assumed rate of return of 7.5% as long as there are 
assets and then use the bond rate (presently 3.8%)  for the unfunded obligation.  In addition 
GASB will require a 5 year rather than a 3 year pension amortization plan.   
 
 GASB statement 68 focuses on financial reporting of pension plans by employers (school 
districts, etc.) and is effective after June 15, 2014 (next year). GASB 68 will add a new pension 
obligation called Net Pension Liability to employers’ (school districts, etc.) balance sheets.  This 
new pension obligation could reduce employers (schools, etc.) credit rating.   
 
The current CalSTRS accounting statement will be different from the GASB requirements, so 
CalSTRS will issue two statements resulting in additional actuarial fees, audit fees and staff 
costs.  CalSTRS will provide out-reach to stakeholders and employers.   
 

  



Investment Committee 
The Committee heard the annual report on California investments.  As of June 30, 2013, 14.5% 
of the portfolio, $23.9 billion is invested in California.  2.7% of the portfolio, $4.5 billion is 
invested in California’s underserved markets. 
 
CalSTRS staff voted on 66,670 proxy proposals, a slight decrease from 2011-12.  All foreign 
proxies are to be voted by CalSTRS staff, previously foreign proxies outside of Australia, Canada, 
United Kingdom, France and Spain were voted by the external managers.   
 
Chris Ailman, CIO reported that the CalSTRS fund is $167 billion up from $166.2 in July.  The 
stock market is up 17% in 2013.  CalSTRS fund is below target on fixed income because interest 
rates can only go up, making present fixed income investments less.   
 
Future concerns are Middle East crisis, US debt ceiling, debt in Europe, and a new Federal 
Reserve Chair.  The economic forecast is for GDP growth of 2% to 2.5% a shift to positive 
growth trend.  Housing is recovering, unemployment is declining, retail sales and consumer 
confidence are up. Future risks are interest rate increases. 
 
The committee adopted the asset allocation target of 51% Global Equity, 16% Fixed Income, 
13% Private Equity, 13% Real Estate, 6% Inflation Sensitive, 0% Absolute Return, 1% Liquidity. 
The staff will slowly reduce fixed income from the current 17% to 16%.  Staff will continue to 
pursue infrastructure investment opportunities for the inflation sensitive category.  Absolute 
return will continue to be studied. The key decision factors that the committee adopted are 
52% return-orientated – seek to maximize the 20 year real return- and 47% risk-orientated – 
avoid significant asset drawdown within the next 10 years.  Appropriate changes were made to 
the Investment Policy and Management Plan to reflect the asset allocation targets.   
 
Allen Emkin, PCA presented the semi-annual report.  For the past three years CalSTRS has 
earned 12.5% outperforming the assumed rate of return of 7.5%.  CalSTRS choice to be 
underweight in fixed income and overweight in domestic stocks was good.  But be prepared for 
another stock sell off.   
 
Micolyn Magee (Townsend Group) gave the semi-annual report on real estate.  As of the first 
quarter 2013 CalSTRS real estate portfolio is $22.8 billion, 13.7% of the total CalSTRS fund and 
above the 12% target but within the 9-15% range.  CalSTRS is moving away from real estate 
investment in the U.S. to investment in Europe and Asia.  Markets are slowly recovering.   U.S. 
real estate is healthy; there is still room for growth.  Europe is behind the US in recovery.  In 
Asia preference is for investment in Australia.  China is preferred over India, and Japan still 
offers value.  CalSTRS real estate is beginning to recover, but it has lost value for the last five 
years.  
 
Mike Moy, PCA  reported that private equity has underperformed because the private markets 
do not change fast.  72% of private equity portfolio is in US buyouts which posted a return of 
5.4% and underperformed the industry benchmark.  Distressed debt, 12% of the portfolio also 



underperformed since the majority of the commitments were made early in the period, before 
the severity of the financial crisis was fully understood.   
 
The Committee reviewed the policy statement for Pension 2, consisting of 403b and 457 
investment programs.   
 

Client Advisory Committee 
Mary Ann Ashley presented an update on legislation.  CalSTRS legislation to provide retirement 
communications electronically passed the legislature.  AB 125 adding the positions of Chief 
Financial Officer and Chief Operating Officer to the positions that the board has the authority to 
set compensation for was sent to the inactive file.  AB 761 prohibiting CalSTRS and CalPERS 
from investing in companies that manufacture firearms or ammunition for a recipient other 
than the U.S. military is dead.   
 
The Committee also heard a GASB update and a summary of CalSTRS 100 Year Celebration 
activities.   
 

Teachers’ Retirement Board 
Board member Michael Lawson has been appointed by President Obama to an international 
commission, requiring that he relocate to Montreal, Canada.  Mr. Lawson will be leaving the 
CalSTRS Board where he has been representing the general public.  There are now three 
vacancies on the Board that can be filled with appointments by Governor Brown.   
 
The proposed operational CalSTRS budget for the 2014-15 fiscal year is $192,598,000  with 
1,046 employees..  The estimates reflect a 4.96% increase in investment expenses and an 8.67% 
increase in the operational budget.  These reflect pay increases of 4.5% by July 2015, increase in 
employees because of the new Inland Empire member service center, increase in staffing for 
Pension Solution project under Business Renew, and increase in investment staff because more 
services are brought in-house rather than being contracted out.   
 
The BusinessRenew Program Project (technology) is continuing.  The13/14 fiscal year will see 
the beginning of Data Preparation implementation and the beginning of Enterprise Information 
management.  Pension Solution Procurement and Requirements Management will continue.  
All IT projects are progressing, but slightly behind schedule.   
 

The material below was prepared by Paula Weiss 
Regular Board Meeting, September 11, 2013 

 

Item 5: Business Direct: (Formally CARM) - A technology system designed to run the business 
components of CalSTRS more efficiently, and decrease the risk of error.  The actual cost of 
implementation was $19 million.  The system is up and running, "on its way, but not there yet."  
Presently it is less efficient than the prior manual and software programs.  It is deemed that lack 
of "training" is limiting productivity. Implementation of pension reform and the new GASB 
accounting requirements will test the system even more. 



 
Item 6: Enterprise Information Management:  Vision Statement:  Trusted, secure, accurate and 
consistent information to best serve our members, employees, and stakeholders.  The focus is 
on privacy and security issues.  Implementation of new technology, Business Renew extends 
until 2020 with much projected cost directed to hiring additional staff. 
 
Item 7: Economic Impact Study presented by Dr. Jeffrey Michael and Dr. Thomas E. Pogue, from 
the University of the Pacific  (Author's comment)  This study is profound.  I encourage readers 
to go to the CalSTRS website and read the entire material as well as the Appendixes. The 
appendixes will show economic impacts by congressional and state senate and assembly 
districts. 
https://trb.calstrs.com/publicdocs/Page/CommonPage.aspx?PageName=DocumentDownload&
Id=cae51be0-c460-4570-89f6-793e29f99448 
 
Summary:   
 
(1) Total Output Effect - $11 billion total output, equivalent to California's wine industry.  (2) 
Payments totaled $9.2 billion with about $7.6 billion expended across California.  (3) Creates 
92,815 jobs; $4.4 billion in total labor income  (4) LA, San Diego, and Orange counties each 
receive an economic impact of $1 billion.  (5) $1.2 billion is associated tax payments to the state 
and local government.  (6) State pays about $1.3 billion to CalSTRS; approximately $677 million 
is returned to the state in taxes.  Think of the chain of events like this; you receive your check, 
you spend your income (you also save some of it) on your expenses, maintenance, activities, 
health care, and family.  Suppose you go out to a restaurant.  The restaurant pays its staff, but 
they also buy produce and other supplies spreading the impact of YOUR PENSION dollars 
further.  The employees then take their salaries, and spend it as well, further stimulating the 
economy.  And it keeps on going.  Additionally, a report to the Investment committee stated 
that the CalSTRS portfolio had $24 billion or 14.5% invested in California. (INV53) 
 
Item 9: Creditable Compensation:  Seeking a clear regulatory process to define what is 
creditable compensation.  This has not yet been defined by the legislature.  CalSTRS will work 
with stakeholders and hopes to have legislation in place by 7/1/14. 
 
Item 10:  BEWARE of pension buy out scams.  
  

https://trb.calstrs.com/publicdocs/Page/CommonPage.aspx?PageName=DocumentDownload&Id=cae51be0-c460-4570-89f6-793e29f99448
https://trb.calstrs.com/publicdocs/Page/CommonPage.aspx?PageName=DocumentDownload&Id=cae51be0-c460-4570-89f6-793e29f99448


CalSTRS Report, November 6,7,8, 2013 

By Patricia K. Geyer, CalRTA Liaison  
                                                                                                                                                               

    CalSTRSreport.com                                                                                                                                                                              
  

Executive Summary 

1.     Future audit costs will increase 20 to 30% because of GASB accounting requirements.  Audit 

future concerns are (1) Internal control of member data and (2) accuracy of member data from 
school districts.  

2.     The Committee established the interest rates to be applied to the Defined Benefit, Defined 

Benefit Supplement and Cash Balance Benefit Programs.  The interest rate will be equal to the 
2-year Treasury note rate for the previous 12 months rounded up to the nearest tenth of a 
percentage point (.10%). 

3.     99% of active California educators have access to at least one single-coverage health plan.   

29% of California educators have lifetime employer support and an additional 49% have 
benefits until age 65.   Nationwide, local government employers who do not offer health 
benefit coverage increased from 46% to 59%.  

4.    AB989 (Mullin) was passed authorizing CalSTRS to provide electronic statements unless the 
party requests a paper (mailed) copy.  

5.    John Stanton presented the Federal legislative review.  Mandated social security for all is still 
an issue.  Decisions to treat same sex marriage the same as heterosexual marriage will create 
challenges for pension funds, especially if such rulings are retroactive  

6.    For the estimated 2014-15 CalSTRS fiscal year budget, member and employer contributions are 
estimated down by 0.43%,  State General Fund Contributions are estimated up 5.95% and 
investment returns up by 3.37% . 

7.    For 2014-15 CalSTRS expenses benefit payments up 6.84%; investment expense up 4.96% and 
operational budget up 124.56% due to the Pension Solution technology project. 

8.    The next CalSTRS Board meeting is December 2. 
  

  
Compensation Committee 
The committee adopted compensation policy changes for the General Counsel and System 
Actuary positions.  There was no change to the General Counsel salary because it was at the 
midpoint of the salary range of the peer group of $170 to $240,000.  The Chief Actuary salary 
range of the peer group is $163 to $237,000.  The current salary of the Chief Actuary is 
approximately $150,00 and will be raised to the midpoint of $197,000.   
 
The CalSTRS Board’s compensation policy includes, among other items, an incentive pay plan 
for investment performance above the benchmarks.  The three-year average CalSTRS return did 
not exceed the target benchmark so no incentives were awarded for that part.  However, 
components (Global Equity, Corporate Governance, and Fixed Income) did outperform and 
those portfolio managers will receive investment performance incentive pay.   



Audits & Risk Management Committee 

The Committee heard the Crowe Horwath independent auditor’s report.  There were no 
material misstatements.  However, Real Estate and Private Equity are hard to value, and future 
accounting standards will have a negative effect on the funding status of the system.  2013-14 
is a year of transition.  The new GASB accounting standards will require that the CalSTRS liability 
will be shown on school district’s balance sheets.  Correctly allocating the CalSTRS liability to 
different districts will be difficult.  They believe that school district contributions to CalSTRS for 
the year will determine the amount of CalSTRS liability assigned to each district.   
 
Future audit costs will increase 20 to 30% because of GASB accounting requirements.  Audit 
future concerns are (1) Internal control of member data and (2) accuracy of member data from 
school districts.  START weaknesses will continue to affect future audits.  Mary Ann Campbell-
Smith, Audit Director reported that the internal audit plan was on target and that CalSTRS will 
be adding new employees to audit.   

 
Benefits and Services Committee 
The Committee established the interest rates to be applied to the Defined Benefit, Defined 
Benefit Supplement and Cash Balance Benefit Programs.  The interest rate will be equal to the 
2-year Treasury note rate for the previous 12 months rounded up to the nearest quarter 
percentage point (.25%).  The Committee voted to round up such payments to the nearest 
tenth of a percentage point (.10%).  This will result in savings of $30 million annually for the 
Defined Benefit Program, $15 million annually for the Defined Benefit Supplement Program and 
$250,000 annually for the Cash Balance Program.  Interest rates are credit to accounts when 
members withdraw money from a program or, in the case of Defined Benefit, when members 
withdraw contributions or when a member dies and the death benefit is paid later.   
 
The Committee adopted rates for the purchase of service credit.  Rates vary based on the age of 
the member purchasing the service credit.  2012-13 retirement progress reports for active 
members are available on line.  CalSTRS completed 91 compensation review cases and has 230 
cases pending.  General problems continue to be increases in the salary of member because of 
extra assignments, reporting fringe benefits and retirement incentives as salary. 
 
There has been an 8% increase in participation by school employees in CalSTRS and CalPERS 
defined contribution plans (403(b), 457(b), Roth (403b) during the last year.  The participation is 
growing, but slowly.    
 
The 2012 Health Benefits Survey of CalSTRS employees reported that the 99% of active 
California educators have access to at least one single-coverage plan with some premium 
coverage paid by their employer; the majority of these have the premium entirely paid by the 
employer.  However, the retired educator support is different. 29% of members have lifetime 
employer support and an additional 49% of members have benefits until age 65.  Employer 
premium support for retired members is declining, but slowly.  Nationwide, local government 
employers who do not offer health benefit coverage increased from 46% to 59%. 



 
 

Board Governance Committee 
The committee approved the option 1 gift policy to incorporate the gift limit established by the 
the Fair Political Practices Commission (FPPC). 

 
 
Legislative Committee 
The Committee approved the committee proposal to initiate direct employer reporting to 
CalSTRS rather than employers reporting to the County Office of Education and the County 
reporting to CalSTRS.AB989 (Mullin) was passed authorizing CalSTRS to provide electronic 
statements unless the party requests a paper (mailed) copy.   
 

John Stanton presented the Federal legislative review.  Mandated social security for all is still an 
issue.  Decisions to treat same sex marriage the same as heterosexual marriage will create 
challenges for pension funds, especially if such rulings are retroactive.  Dates of importance are 
January 1 (budget ends) and February 7 (debt ceiling).  Possible tax reform could mean stricter 
means testing for Medicare, make employer contributions to pensions after tax, make 
dividends and capital gains taxed as regular income, make CalSTRS investments taxable.  There 
is a move to shift pension responsibilities from the employer to the employee.  The Senate 
Finance Committee is interested in getting pension plans to invest in infrastructure.  Stanton is 
still working with staff to get the last $15 million from the Elk Hills settlement.   
 

 
Teachers’ Retirement Board 
The Board reviewed the estimated 2014-15 fiscal year budget.  Member and employer 
contributions are estimated to be down by 0.43% for 2014-15.  State General Fund 
Contributions are estimated up by 5.95% and investment returns up by 3.37% for a total 
income increase for 2014-15 of 2.63%.  2014-15 expenses are estimated to be up by a total of 
8.48%.  Benefit payments up 6.84%; investment expense up 4.96% and operational budget up 
124.56% due to the Pension Solution technology project.  (Income $18,275 million in 2013-14 
to $18,858 million in 2014-15)  (Use of funds $12,527 million in 2013-14 and $13,590 million in 
2014-15). An additional expense was opening the Inland Empire counseling office. 
 
The CalSTRS financing to develop the 403b Comply investment program will be paid back over a 
longer time period because the growth of the program has been less than anticipated. 
 
Robin Madsen, Chief Financial Officer gave the Financial Statement Review.  Problems with 
member data accuracy are continuing.  The new financial system is still being implemented and 
is a challenge; however, all financial statement deadlines have been met.  The number of active 
teachers is declining compared to the number of retirees.  Budget changes for the next year are 
all related to the GASB requirements.   
 



Ed Derman Deputy CEO, reviewed the Retirement Readiness Assessment Report.  6000 
members responded.  Highlights reported are 71% have a target age for retirement similar to 
2011; 73% of active members have retirement plans, but only 43% have consulted with a 
professional financial planner, a decrease from 49%.  87% of active members have a voluntary 
retirement savings plan with an average of $117,000. 
 

 Jack Ehnes, CEO announced that the next CalSTRS Board meeting is December 2. The Board will 
interview candidates for investment consultant and review regulations on creditable 
compensation (anti-spiking).   
 

Brian Bartow, General Counsel presented the annual ethics training.   
  

 
The material below was prepared by Paula Weiss 

November 8, 2013 

 
Client Advisory Committee 
Mary Anne Ashley gave the legislative report. Technical clean up bills sponsored by CalSTRS 
were passed and signed by the governor. 
 
Deputy CEO, Ed Derman spoke about the Mayors' Pension Reform Ballot Initiative.  It is not 
clear how it would even work, or if it could sustain a constitutional test.  CalSTRS staff is 
analyzing it and will provide additional information. 
 
Phillip Burkholder presented a GASB update.  It is not certain on whose balance sheets the 
unfunded liability would be posted.  What is clear is that costs of preparing materials would be 
high for CalSTRS, the state, and school districts.  Auditors would be kept very busy.  CalSTRS has 
not yet received the manuals from GASB to guide their actions. 
 
Amalia Capcap presented an update on Charter Schools. There are 1,062 Active Charter 
Schools.  962 or 91% participate in CalSTRS.  35 Charters have closed, although some reopen. 
 
 
Investments 
CIO, Chris Ailman gave the investment report.  As of October 31, 2013 the CalSTRS portfolio was 
worth over $176 billion.  The high point prior to the recession was over $179 billion.  The low 
point during the recession was just below $116 billion.  CalSTRS gained about $60 billion since 
11/20/2008.  That amounts to a 3% annualized gain between 2007 and 2013. 
 
The market has had a 10% gain since June 30, 2013 and a 25% gain this year through October.  
It has been a remarkable return. 
 
Economic growth remains slow, but steady.  Fixed income returns are low, but global markets 
are all double digit. 



 
Our CIO, Chris Ailman has been named by Pensions and Investments as the top investment 
manager in the US this year, and the 3rd best in the entire world. 
 
The Cost Effectiveness Measurement, CEM, Investment Report was presented. Its objective is 
to monitor costs and operate the Defined Benefit Fund in an efficient and cost effective 
manner.  CalSTRS recently joined CEM's Global Leaders Service. CalSTRS has decreased its costs 
of investing in 2010, 2011, and 2012, saving over $715 million. 
 
CalSTRS invests using a combination of active and passive management.  Active management is 
more expensive, but can result in higher gains.  Passive management can be done internally 
saving investment fees.  The investment committee revisited US asset allocations in these 
categories and determined that the current 30% active allocation target with a plus or minus 
10% range is appropriate. 
 
Innovation Portfolio was designed as a variety of test portfolios of new investment products 
which enhance return and decrease risk.  It is a research program.  Limited capital is invested.  
Incubating strategies involve global macro hedge funds, commodity investments, and 
microfinance.  Present allocation is up to 1.5% of the total fund.  Managers are requesting that 
be increased to 2.5% (about $4.3 billion).  This was not an action item and will be revisited in 
the future. 
 
Pension2 is a voluntary defined contribution plan offered by CalSTRS.  CalSTRS feels that the DB 
plan alone may not offer sufficient income for a secure retirement and encourages members to 
make additional investments.   The investment committee monitors fees and returns of 
recommended products and provides information to clients.  Written material is available at 
this website. 
 
https://trb.calstrs.com/publicdocs/Page/CommonPage.aspx?PageName=DocumentDownload&
Id=0b141a09-7365-463d-82b5-f0ecd2c132cd  
 
CalSTRS continues to encourage its real estate program to seek out and develop smaller, 
divergent, managers, as well as closing the gender gap within its staff and in the staff of the 
companies it invests in. 

https://trb.calstrs.com/publicdocs/Page/CommonPage.aspx?PageName=DocumentDownload&Id=0b141a09-7365-463d-82b5-f0ecd2c132cd%20
https://trb.calstrs.com/publicdocs/Page/CommonPage.aspx?PageName=DocumentDownload&Id=0b141a09-7365-463d-82b5-f0ecd2c132cd%20

