
AGENDA 
CLIENT ADVISORY COMMITTEE MEETING 
February 2, 2006 
2:00 – 4:00 pm 

CalSTRS Midway, 2nd Floor 
Truckee River Conference Room 
 
1. Opening Remarks Ed Derman 
2:00 – 2:05 

 
2. Topics of Interest Ed Derman 
2:05 – 2:15 

 
3. State Legislation Scot Blackledge 
2:15 – 2:30 

 
4. Unfunded Liability Discussion Ed Derman 
2:30 – 3:00 



 
5. Upcoming Board and Committee Items Peggy Plett/Ed Derman 
3:00 – 3:30 

 
6. Agenda for April 6th Meeting Ed Derman 
3:30 – 3:40 



Report on STRS Meetings, February 1,2,3, 2006 
  By Pat Geyer,  CRTA Liaison  
 
Executive Summary 

1. Chris Ailman, Chief Investment Officer reported that the STRS fund is now 
at $137.billion. Jack Ehnes, Chief Executive Officer, reported that STRS has 
moved up from 3rd to the 2nd largest pension fund in the United States behind 
CalPERS. 

2. The State Senate has confirmed Roger Kozberg and Jerilyn Harris as 
members of the STRS Board.  Jerilyn represents retired educators.  Kathleen 
Brugger, David Crane, and Elizabeth Rogers still await confirmation by the 
Senate 

3. STRS will offer reverse mortgages through Countrywide Home Loans 
beginning in July 2006. 

4. With extra funds in the Medicare Part A account, STRS voted to propose 
legislation to extend the Medicare Part A payments to those educators who 
retire before July 2007.   

• The following is STRS proposed legislation: 

• Legislation to streamline mandated reporting requirements. 

• Legislation to allow surviving children of a deceased teacher to get an 
allowance under coverage B, and legislation to allow teachers to purchase 
credit with STRS for out-of-state service in a public school when the service 
was not credited to another retirement system. 

• Legislation to be able to defer payments to members of small amounts (under 
$5 for example).  Since Districts will be required to offer more detailed 403b 
investment plans, STRS proposes to be allowed to offer administrative 
service for employer 403b investments. 

5. The following bills are of interest 

• AB387 (Arambula) requires the State Department of Education to make a 
study of school districts who provide health and welfare benefits.  Districts 
would need to perform an actuarial study of benefit liabilities and funding 
source. 

• AB 346 (Torrico) imposes criminal penalties on STRS members who make 
false statements in order to receive benefits.  This may be a spot bill. 

• ACA 23 (Richman) establishes a new defined benefit retirement program 
with a voluntary defined contribution component.  It has been recently 
amended and STRS has not made a new study of the bill. 

6. David Walrath presented the CRTA position on the unfunded obligation: No 
Pension Cuts and Move Towards Pension Equity. 

7. The STRS Board put the decision on prioritizing options for reducing the 
unfunded obligation on the April agenda. 

8. Legislation to make the lump sum death benefit tax free, and legislation to 
change post retirement limitations are future proposals. 

     
 



Audits and Risk Management Committee 
The Committee reviewed the Governmental Accounting Standards Board (GASB) and 
found that the only change was to add a line summarizing the Medicare A Payment 
Account.  In a sample audit for errors, it was found that Disability payments had a 14% 
error rate.  Most of the errors were under $5.  The overpayments cancelled out the 
underpayments.  However, district reporting needs to be improved so there are not as 
many errors. 

 

Board Governance Committee 
The Committee reviewed section 600 on ethical conduct.  There was a discussion of 
reporting of contributions to Board members from firms having business with STRS.  
David Crane (a Governor’s appointee) proposed that no STRS Board member could 
accept contributions from a firm having business with STRS.  Dennis Trujillo, 
representing State Treasurer Angelides, proposed that the Governor’s appointees do the 
same.  Beth Rodgers asked that the Committee focus on fiduciary duties not politics.  
Since this was an information item, no decisions were made. 

 

Investment Committee 
Chris Ailman, Chief Investment Officer reported that the STRS fund is now at $137 
Billion.  Allen Emkin, Pension Consulting Alliance, reported on the 2006 return 
assumptions.  Assumptions for 2006 were Equities 9%; Fixed Income 4.75%; Cash 3.5%; 
Real Estate 7.5%; and Private Equity 12.5%.  This is compared to earlier higher returns, 
for example 2003 had Equities 9.25%; Fixed Income 5.75%; and Cash 4.5.  Real Estate 
and Private Equity were the same, in the 2003 and in the 2006 prediction. The 
assumption for inflation remained the same at 2.5%. 

 
Michelle Cunningham, Director of Fixed Income reported that STRS will offer reverse 
mortgages through Countrywide Home Loans beginning in July 2006. 

 
Allen Emkin, Pension Consulting Alliance, introduced a new asset allocation model, 
which focuses on decisions rather than statistics.  STRS will look at its asset allocation 
model later in the year. 

 
The Committee heard a presentation concerning investing in companies that do business 
in Sudan.  Dennis Trujillo, representating Treasurer Angelides, proposed a motion to 
have STRS sell its PetroChina stock because the company invests in Sudan.  The motion 
failed.  The Investment Committee will review its due diligence policy regarding 
investments; it does not make investment decisions about individual stocks. 



 

Benefits and Services Committee 
The Committee discussed the new STRS benefit options and made some detailed changes 
to make the benefit options agree with Federal guidelines.  With extra funds in the 
Medicare Part A account, STRS voted to propose legislation to extend the Medicare Part 
A payments to those educators who retire before July 2007.   

 
Ed Derman, Deputy Chief Executive Officer, stated that STRS will propose future 
legislation to make the lump sum death benefit tax free; and legislation to change post 
retirement limitations on earnings.   

 

Teachers’ Retirement Board 
Jack Ehnes, Chief Investment Officer, reported that STRS has moved up from 3rd to the 
2nd largest pension fund in the United States behind CalPERS.  The State Senate has 
confirmed Roger Kozberg and Jerilyn Harris as members of the STRS Board.  Jerilyn 
represents retired educators.  Kathleen Brugger, David Crane, and Elizabeth Rogers still 
await confirmation by the Senate.   

 
Dave Elder, former chairman of the Assembly Public Employees Retirement and Social 
Security Committee and author of the Elder Full Funding law presented his views to the 
STRS Board.  Teacher pensions are adequate but far from equal to other public 
employees.  Elder suggested (1) increasing the State contribution rate by ¼% a year to 
return to the original 4.2% contribution rate, (2) retain the highest year salary as the basis 
for retirement benefits for teachers and use the 3 year average for non teaching 
administrators.  Put strong anti-pension spiking laws in place.  (3) keep the 2% COLA; 
(4) let the 2% employee funds going to the Defined Benefit Supplement account expire.  

 
The following are specific recommendations from STRS Board members: 

1. Gary Lynes suggested let the DBS expire, require employer contributions to 
STRS for working retirees, factor in the contributions from all the new preschool 
teachers who may be entering the profession if legislation passes. 

2. Gavin Payne, representing Superintendent of Public Instruction was against a 
pension obligation bond and anything that reduces benefits. 

3. Dana Dillon did not want any reduction in benefits, wanted more information on 
getting employers to pay into STRS for retirees who teach. 

4. Roger Kozburg suggested that bonds should be left up to the individual district, 
against reducing the 2% COLA. 

5. Ann Sheehan wanted a change in benefit that would only affect new hires. 
Ed Derman stated that a guarantee of the 2% COLA or a guarantee of the Purchasing 
Power Protection would be an increase in benefits and justify increasing contributions.  
Derman also suggested legislation to let the STRS Board set some amount of rates.  Since 
there seemed to be no present consensus, STRS Board will put the decision on 
prioritizing options for funding on the April agenda. 



 
John Stanton, federal representative for STRS, and Mark Johnson and Tiff Wood of 
Milliman compared public and private pension plans.  Generally, federal tax rules 
(Financial Accounting Standards Board) and Payments to the Pension Benefit Guarantee 
Corporation make a defined contribution (501k type) account better for private 
employers.  A defined benefit account is better for private employees, but most private 
employees would vote for a defined contribution account.  Public employers are under 
slightly different rules (Government Accounting Standards Board) and are not as 
restricted by the new law changes. 

 
Stanton reported that there was no interest in Social Security reform in Congress this 
year.  In the future there might be a possibility of getting relief from the Government 
Pension Offset (GPO) for those widows or widowers who are on a low income. 

 
Ed Derman reported that STRS will seek legislation to be able to defer payments to 
members of small amounts (under $5 for example).  Since Districts will be required to 
offer more detailed 403b investment plans, STRS would want to be allowed to offer 403b 
investment plans for districts.  Finally STRS wants to be able to make only one report on 
California State Real Estate and Residential Real Estate. 

 
In a special session the Teachers’ Retirement Board heard from representatives of 
organizations that represent STRS members and stakeholders.  David Walrath presented 
the CRTA position: No Pension Cuts and Move Towards Pension Equity.  Pat Geyer 
gave an personal illustration of the difference in retirement payments between an 
educator who retired before the enhancements in 1998 and beyond and an educator who 
retired later.  Representatives from California Teachers’ Association, California 
Teachers’ Association-Retired, California Federation of Teachers, Association of 
California School Administrators, United Teachers of Los Angeles, ands Community 
College Faculty.  Larry Burke from Moro Bay and one other teacher presented as 
individuals.  Many options were discussed.  There seemed to be a consensus that any 
increase in employee, employer, or state contributions should be gradual.  There was 
general support for the COLA and the SBMA. 



 

Client Advisory Committee Meeting 
Again the representatives from the various teacher groups discussed ways to solve the 
STRS fund deficit.   

 
Scot Blackledge, STRS, discussed State legislation.  The following bills are of interest 

• AB387 (Arambula) requires the State Department of Education to make a study of 
school districts who provide health and welfare benefits.  Districts would need to 
perform an actuarial study of benefit liabilities and funding source. 

• AB 346 (Torrico) imposes criminal penalties on STRS members who make false 
statements in order to receive benefits.  This may be a spot bill. 

• ACA 23 (Richman) establishes a new defined benefit retirement program with a 
voluntary defined contribution component.  It has been recently amended and 
STRS has not made a new study of the bill. 

• AB 5X (Torrico) is similar to AB346 but is a special session bill and can move 
quickly 

• SJR 15 (Dutton) requests Congress and the President to remove the GPO and 
WEP from Social Security. 

 
STRS also proposed to introduce legislation to allow surviving children of a deceased 
teacher to get an allowance under coverage B, and legislation to allow teachers to 
purchase credit with STRS for out-of-state service in a public school when that service 
has not been credited to another retirement system. 

 
 



1701 Maple Glen Rd. 

Sacramento, CA 95864 

February 8, 2006 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Michelle Cunningham, Director Fixed Income 
CalSTRS 
7667 Folsom Blvd 
Sacramento, CA 95826 
 
 
Dear Michell, 

 
California Retired Teachers’ Association and I, personally, want to thank you and Joseph 
DeLuca for all the work and perseverance that you have done to make reverse mortgages 
available to STRS members.  It has taken several years of research, negotiations with 
lenders, and preparation of reports to make this possible.  Now, I understand that the final 
negotiations with Countrywide Home Loans are complete and that the final report and 
implementation of the program will occur in July.  Congratulations!  This will be a 
benefit to retired teachers who will now have an opportunity to be assured of a fair and 
reasonable reverse mortgage through STRS. 

 

Most sincerely, 

 

 

 

Patricia K. Geyer,  CRTA Liaison with STRS 

 



Report on STRS Meetings, April 5,6,7, 2006 

  By Pat Geyer CRTA Liaison  
Executive Summary 

1. STRS is pursuing making the death benefit tax free by introducing a bill in 
the legislature in 2007 

2. In September, 2006, CalSTRS will pay a Supplemental Benefit from the 
SBMA for all STRS members who have retired in 1988 and before 

3. STRS proposes seeking legislation to change the limitations on post-
retirement earnings.  It seeks such amendments to AB 2970 (Pavley) 

4. A motion to move forward to divest in companies doing business with the 
Government of Sudan was passed. 

5. As of June 30, 2005 STRS was 86% ($121B) funded up from 83% ($114B) 
funded June 30, 2004.  The reasons were a higher investment return (12%) 
rather than the 8% predicted, lower than anticipated salary increases, and a 
correction to prior salary estimates.   

6. Given the economic predictions of 3.25% inflation, 4.25% wage growth and 
8% investment return, STRS is not expected to grow its way out of debt.  
Milliman estimates that STRS will need 3.7% in additional contributions to 
become fully funded 

7. The January 31, 2006 value of the STRS fund is $141.8 billion. 

8. STRS Board voted to take eliminating the 2% annual benefit adjustment 
(COLA) off the list of options for meeting the STRS unfunded obligation 

9. .  The Legislative Analyst Office under the Budget Proposal suggested 
putting the School Land Bank Fund under STRS management.  Such would 
be in a separate trust for the SBMA account 

10. The STRS Board voted to oppose ACA 23 (Richman) 

11. SB 1207 (Alarcon) will require nominees for positions on Board of directors 
of California-based public corporations be elected by a majority vote when 
running unopposed.  The STRS Board voted to co-sponsor 

12. AB 456 (Torrico), which imposes criminal penalties on CalSTRS members 
who make false statements in order to receive STRS benefits, is now inactive.  
But AB 5X (Torrico) on the same subject is active.. 

13. AB2462 (Mullin) authorizes STRS to supply services for employer-sponsored 
403b plans.  All costs would be paid out of the plans returns.  This is a STRS 
bill and an IRS regulation. 

14. SJR 15 (Dutton) requests the President and Congress to remove the 
Government Pension Offset (GPO) and the Windfall Elimination Provision 
(WEP) from Social Security.  SJR 15 will be heard in the Assembly PER&SS 
Committee on April 19. This bill is sponsored by CRTA 



15. The next STRS Board meeting will be June 7, 8, 9.  The Client Advisory 
Committee will meet at 3:45 pm on June 8, 2006. 

Board Education Committee 

CalSTRS staff reported that they have an updated disaster plan.  All departments will be 
up and running in 5 days or less.  Some services like investments and retirement 
payments will be operating in 2 hours, most others in 24 hours.  STRS has a secure 
second site at the Franchise Tax Board on Bradshaw Road.  All computer files are backed 
up at another center. 

 

Board Governance Committee 

The Board heard a panel discussion on ethical, fiduciary and governance issues and 
potential revisions to Section 600.  There was a discussion on the accepting and reporting 
of campaign contributions to members of the STRS Board, including elected officials, 
from companies doing business with STRS.  Should STRS have a policy of not doing 
business with any company that gave campaign contributions of a STRS Board member?  
STRS present practice is to have the Board member disclose such contributions.  Should 
that policy be extended to elected officers? 

Some private equity and real estate funds use placement agents who present the 
investment opportunity to STRS.  Should the names of placement agents be disclosed to 
the Board when considering investments.  STRS now requires that all gifts and 
gratuities to a Board member from a business hoping to work with STRS must be 
disclosed.  Should gifts be more restricted?  Board members must disclose any 
communication with any person interested in doing business with STRS. All of these 
issues will be discussed at the STRS April retreat. 

 

Benefits and Services Committee 

The Committee reviewed the lump sum death benefit and elected to leave it the same at 
$6,163 rather than adjust it for inflation, because of the unfunded liability of STRS.  
However, STRS is pursuing making the death benefit tax free in 2007, by establishing a 
group term life insurance.  Such a change would require legislative approval.  The Board 
also set interest rates for the Defined Benefit Program (4.25%) and the Defined Benefit 
Supplement and Cash Balance Program (4.75%).  These are interest rates applied to 
employee and employer accounts not the STRS fund. 

In 2006, CalSTRS pays a Supplemental Benefit from the SBMA for all STRS members 
who have retired in 1988 and before.  

STRS proposes seeking legislation to change the limitations on post-retirement earnings.  
The new requirements would be (1) an earning limit equal to 50% of average member’s 
salary rate unless the retired member has earned no creditable compensation for at least 
12 months after retirement.  (2) For members who are at least age 60 there are no 
earnings limit on post-retirement earnings,  (3) Requires employers to make STRS 
contributions on compensation earned by any retired member. 



 

Investment Committee 

The Committee heard the status reports on the STRS fund asset classes. During the 
reports STRS heard from students from UC, Sacramento State and other campuses plus 
other individuals urging STRS to dump all investments in companies doing business with 
the government of Sudan because of the murders by the government-backed militias, 
called Janjaweed.  Treasurer Angelides, whose gubernatorial campaign subsidized the 
cost of student travel, proposed a divestiture motion.  The motion reads as follows: It is 

the intent of the Board to move forward to divest it’s holdings from companies identified 

as doing business with the Government of Sudan, taking into consideration the same 

general criteria utilized by the UC Regents and subject to the investment staff 

determining that such action would be prudent and consistent with the System’s fiduciary 

duties and that suitable alternative investments would be available.  Staff is directed to 

bring back at the June meeting any appropriate analysis, legal opinions, and procedural 

requirements as required.  Such action would be subject to the indemnification of the 

Board members, consistent with the indemnification of the UC Regents.  The motion 
passed with Gary Lynes and Jerilyn Harris (retiree representative) abstaining.  David 
Crane, senior economic advisor in the Governor’s office was absent. 

At 12:30, Assemblyman Keith Richman spoke to the STRS Board about ACA 23 which 
will close the existing STRS defined benefit program to future employees and offer a 
smaller defined benefit program (1.7% instead of 2% with 30 years of teaching and the 
retirement age raised to 65) plus a supplemental defined contribution plan like a 403b.  
STRS took no action at this meeting. 

 

Client Advisory Committee 

Retiree groups and STRS staff met to discuss legislation, the actuarial evaluation, and the 
unfunded liability.  Since these topics were also covered at the STRS Board meeting they 
will be reported under Board Committee report. 

 

Teachers’ Retirement Board 

Carolyn Widener was re-elected Chair and Dana Dillon was re-elected vice-chair of the 
STRS Retirement Board.  Both members represent active teachers.   

Milliman, consultants and actuaries, presented the STRS actuarial evaluation.  As of June 
30, 2005 STRS was 86% funded up from 83% funded June 30, 2004.  The fund has 
grown from $114 billion to $121 billion.  The unfunded liability has declined from $24 
billion to $20 billion.  The reasons were a higher investment return (12%) rather than the 
8% predicted, lower than anticipated salary increases, and a correction to prior salary 
estimates.  However, given the economic predictions of 3.25% inflation, 4.25% wage 
growth and 8% investment return, STRS is not expected to grow its way out of debt. 
Milliman estimates that STRS will need 3.7% in additional contributions to become fully 
funded. The January 31, 2006 value of the STRS fund is $141.8 billion. 



The STRS Board discussed the survey of Board priorities and Client group priorities for 
meeting the unfunded obligation.  There was no clear consensus, but it was clear that no 
group wanted to eliminate the COLA.  STRS Board voted to take eliminating the 2% 
annual benefit adjustment (COLA) off the list of options for meeting the STRS unfunded 
obligation. 

As of June 30, 2005 the Defined Benefit Supplement account was 110% funded and the 
Cash Balance Plan was 104% funded.  STRS needs a policy about these excess funds. 

Ed Derman, Deputy Chief Investment Officer, reported on legislation.  The Legislative 
Analyst Office under the Budget Proposal proposed to put the School Land Bank Fund 
under STRS management.  Such would be in a separate trust for the SBMA account.  The 
School Land Bank Fund is presently all invested in Treasury Bills, and STRS believes 
that it would be able to substantially increase the fund’s return. 

AB 2970 (Pavley) expands eligibility for retired members to post-retirement earnings 
exemption. The STRS Board voted to support if amended. STRS plans to add 
amendments to simplify the post-retirement earnings rules,  

The STRS Board voted to oppose ACA 23 (Richman)  with Roger Kozberg abstaining 
and Ann Sheehan (Department of Finance) and David Crane (Governor’s appointee) 
voted no.. 

SB 1514 (Maldonado), ST 1457 (Simitian) and AB 2793 (Arambula) are all proposals to 
require GASPE compliance.  STRS voted no position because these will be implemented 
at the national level.   

SB 1207 (Alarcon) will require nominees for positions on Board of directors of 
California-based public corporations be elected by a majority vote when running 
unopposed.  The STRS Board voted to co-sponsor SB 1207 with Jerilyn Harris voting no 
and Kathy Brugger and Gary Lyons abstaining. 

AB 456 (Torrico), which imposes criminal penalties on CalSTRS members who make 
false statements in order to receive STRS benefits, is now inactive.  But AB 5X (Torrico) 
on the same subject is active. 

AB2462 (Mullin) authorizes STRS to supply services for employer-sponsored 403b 
plans.  All costs would be paid out of the plan returns.  This is a STRS bill and an IRS 
regulation. 

SJR 15 (Dutton) requests the President and Congress to remove the Government Pension 
Offset (GPO) and the Windfall Elimination Provision (WEP) from Social Security.  SJR 
15 will be heard in the Assembly PER&SS Committee on April 19. This bill is sponsored 
by CRTA. 

The next STRS Board meeting will be June 7, 8, 9.  The Client Advisory Committee will 
meet at 3:45 pm on June 8, 2006. 

 



There are two additions to the STRS report of April.  They are as follows: 

SB 1207 (Alarcon) will require nominees for positions on Board of directors of 
California-based public corporations be elected by a majority vote when running 
unopposed.  The STRS Board voted to co-sponsor SB 1207 with Jerilyn Harris voting no 
and Kathy Brugger and Gary Lyons abstaining 

 

STRS will be changing is headquarters to West Sacramento.  CalSTRS signed an 
agreement to build a $176million to $186million office tower at Raley’s Landing in West 
Sacramento between the Tower Bridge and the I Street Bridge.  STRS is also proposing a 
150 unit condominium high rise.  STRS plans to complete the project and move to the 
new location in spring 2009. 

 



Report on CalSTRS Meetings, June 7,8,9, 2006 

 By Pat Geyer, CRTA Liaison 

 

Executive Summary 

1. CalSTRS will hedge other currencies in addition to its program of 
hedging the dollar in order to earn an additional $60 million. 

2. AB 2941 (Koretz), which prohibits CalSTRS and CalPERS from 
investing in companies doing business in Sudan, is undergoing 
changes.  AB 2941 will be discussed again at the CalSTRS 
meeting in July 

3. Since growth of fund income has the potential to solve 2/3 of the 
unfunded liability, it is essential that CalSTRS provide the 
financial incentive.  It is proposed that salaries for CEOs and CIO 
be increased by an average of 8-10% and the salaries of the 14 
portfolio managers be increased by 32%.  In addition portfolio 
managers will receive a bonus if their investments are higher than 
the benchmarks set by CalSTRS 

4. The 2005-6 Audit Plan called for 65 school district audits, of 
which 22 are in progress and 18 are finalized or completed.  STRS 
plans to hire outside auditors to complete the audits. 

5. SJR 15 (Dutton), which requests the President and Congress to 
remove the Government Pension Offset and the Windfall 
Elimination Provision from Social Security, has passed. 

6. Legislation by Assemblyman Richman restricting defined benefit 
pension plans is dead or not moving this legislative session 

7. Retired members and active members who have already selected a 
retirement option can change their option selection from 1-1-07 to 
6-30-07.  The new choices will depend on the previous 
option/annuity selection.  Look for detailed information in the fall 
STRS Retired Teacher bulletin. 

8. At the STRS Board meeting a Health Task Force was approved 
with Dana Dillon, as Chair and Jerilyn Harris, Vice-Chair.  

9. CalSTRS will move to a new building in West Sacramento in 
2009 



10.  David Crane was not confirmed by the Senate so he will leave the 
CalSTRS Board. 

11. The next CalSTRS meeting will be July 13 when the Board will 
discuss work plans.  At the September 7, 8 meeting the Board will 
discuss the unfunded liability. 

 

Investment Committee 

Allen Emkin of PCA (Pension Consulting Alliance) presented a interactive 
session on asset allocation.  The computer program suggested how much to 
invest in each asset class (stocks, bonds, etc) based on whether one wanted 
low cost, 100% funding, or less volatility from year to year.  The choices did 
not yield great changes because of the requirements (constraints) on how 
much could be put in each category. Presently CalSTRS asset allocation is 
similar to other pension funds with the exception that CalSTRS has 5% more 
investments in non US stocks. 

Under the currency hedging program CalSTRS agreed to allocate an 
additional $4-6 Billion to the program in order to earn an additional $60 
million.  CalSTRS will hedge other currencies in addition to its program of 
hedging the dollar. 

AB 2570 (Arambula) requires public pension funds to report on investments 
made in California and emerging domestic markets with the goal of 2% 
invested in emerging domestic markets.  CalSTRS already has such a policy 
and has met the 2% goal.  However, the Board opposed the policy of the 
legislature dictating investment goals. 

 

The Committee discussed geopolitical risk and the issue of investing in 
companies that continue to do business in Sudan. AB 2941 (Koretz), which 
prohibits CalSTRS and CalPERS from such investments, is undergoing 
changes.  AB 2941 will be discussed again at the CalSTRS meeting in July.  
At this time the bill will not indemnify the fund for money lost from 
divestment.  Jerilyn Harris (retired teacher representative) stated that she was 
concerned about the financial impact on the CalSTRS fund.  (The present 
CalSTRS policy is that where there is geopolitical and social risk managers 
shall invest in alternatives as long as suitable alternatives are available and 
do not diminish the portfolio return.) 

 



Compensation Committee 

McLagan Partners made a presentation regarding compensation of CEOs, 
particularly in the investment sector.  In the last six months there has been a 
high turnover in public sector CEOs.  In addition there has been a small 
increase in salary but a double-digit increase in bonuses.  CalSTRS 
investment personnel salaries are lower compared with other funds.  It is 
proposed that salaries for CEOs and CIO be increased by an average of 8-
10% and the salaries of the 14 portfolio managers be increased by 32%.  In 
addition portfolio managers will receive a bonus if their investments are 
higher than the benchmarks set by CalSTRS.  Since growth of fund income 
has the potential to solve 2/3 of the unfunded liability, it is essential that 
CalSTRS provide the financial incentive. 

 

Audits and Risk Management Committee 

The committee heard a report on the school district audits.  For the 2004-5 
year – 27 school district audits were completed.  The 2005-6 Audit Plan 
called for 65 school district audits, of which 22 are in progress and 18 are 
finalized or completed.  STRS plans to hire outside auditors to complete the 
audits.  The Department wants a much larger limited review of districts so 
STRS can get the message out about accurate data.  Presently, inaccurate 
school district data results in incorrect pension payments.  Audit Services 
recommends Mr. Beck from the Association of Public Pension Fund 
Auditors to do an external peer review of Audit Services. 

Board Governance Committee 

CalSTRS  discussed campaign contributions to elected officials from donors 
who are seeking or doing business with the CalSTRS fund.  The three 
teachers elected to the STRS Board must report contributions over $250, but 
the elected officials or their representatives who serve on the Board are not 
required to report.  In the past state and federal regulators have moved to 
crack down on “pay to play” campaign contributions.  CalSTRS plans to 
review the issue of campaign contributions in September. 

 

Client Advisory Committee 

CRTA President Elect, Betty Soennichsen, CRTA Legislation Chair, Ken 
Hewitt, and Pat Geyer CRTA Liaison attended the meeting. 



Scott Blackledge, STRS, reported on legislation.  SB 1465 (Soto) provides 
monthly benefits to dependent children under Coverage B when there is no 
surviving spouse, allows purchase of out-of-state service credit for those 
employed in a public education, and streamlines legislative reporting 
requirements.  SB1465 passed the Senate and will be heard June 21 in the 
Assembly.  

SJR 15 (Dutton), which requests the President and Congress to remove the 
Government Pension Offset and the Windfall Elimination Provision from 
Social Security, has passed. 

AB 2462 (Mullin), which authorizes STRS to supply 402b plan services to 
school districts and employees, has passed the Assembly and will be heard 
in the Senate. 

Legislation by Assemblyman Richman restricting defined benefit pension 
plans is dead or not moving this legislative session. 

In Federal legislation, CalSTRS is working to get the final Elk Hills payment 
of $9.1 million included in the fiscal year 2007 budget. 

Beginning January 1, 2007, there will be changes to the Defined Benefit 
options.  For active members:  Options 2,3,4, and 5 choices will stop.  The 
Single Life Annuity Without Cash Refund will no longer be available. 

Retired members and active members who have already selected a 
retirement option can change their option selection from 1-1-07 to 6-30-07.  
The new choices will depend on the previous option/annuity selection.  Look 
for detailed information in the fall STRS Retired Teacher bulletin. 

In the discussion session, Ken Hewitt, CRTA, requested that the SBMA 
(supplemental benefit maintenance account) not be moved to the general 
STRS fund.  He requested an 85% SBMA payment since there was money 
available.  Ed Derman, STRS Deputy CEO, replied that inflation might 
eliminate that possibility and a move to the general fund would guarantee 
the present 80% SBMA payment. 

Benefits and Services Committee 

Peggy Platt, Deputy CEO, reported that Charter schools are not always 
correctly reporting and employees are not always getting pension credit for 
their services.  There is a lack of communication between the Charter 
Schools and the School Districts or County Offices who supervise them.   

Call Center service is good even though some 11,000 educators will retire 
this year, about the same as last year.  Ed Derman, Deputy CEO, reported 



that CalSTRS is planning to offer additional services at the CalSTRS field 
offices, a full analysis and plan will be completed next year. 

A report was made about the California Teachers Study on breast cancer.  
Interested members can view the results on Calteachersstudy.org  

Beginning in 2007, public employers, including schools will be required to 
disclose on their financial statements the financial liability associated with 
health care and other benefits for retired employees.  CalSTRS wants to 
work with CalPERS, representatives of school employers and employees to 
see what they can do to assist.  Jerilyn Harris, retired educator 
representative, asked that a task force look at general problems of health 
care, especially for retirees.  CRTA and other educator groups spoke in 
support of a Health Task Force.  At the STRS Board meeting a Health Task 
Force was approved with Dana Dillon, as Chair and Jerilyn Harris, Vice-
Chair 

Teachers’ Retirement Board 

CalSTRS will move to a new building in West Sacramento in 2009.  The 
new building will have the capability of videotaping STRS meetings for live 
broadcast.  

CalSTRS will credit approximately half of additional earnings (above the 
8%) for individual Defined Benefit and Cash Balance accounts when the 
funds are more than 110% funded.  The reason for the reserve is that the DB 
and CB accounts are guaranteed 8% each year even if the funds do not earn 
that amount. 

CalSTRS increased fiduciary liability insurance coverage from $25 million 
to $100 million.  The deductible was increased from $1 million to $25 
million.  Annual premium increased from $700,000 to $817,000. 

David Crane, appointee to the CalSTRS Board by Governor 
Schwarzenegger, was not confirmed by the Senate Rules Committee.  Crane 
will leave the board after the July meeting. 

Jack Ehnes, CEO reported that the CalSTRS fund stands at $142 billion as 
of May 31, 2006. 

The next CalSTRS meeting will be July 13 when the Board will discuss 
work plans.  At the September 7, 8 meeting the Board will discuss the 
unfunded liability. 

 



Report on CalSTRS Meetings, July 13, 2006 

 By Pat Geyer, CRTA Liaison 

 

Executive Summary 

Asset Class  Current Target  New Long-term Target 

U.S. Equity  41%    40% 

Non-U.S. Equity 20%    20% 

Alternative Investments  6%   9% 

Real Estate  6%    11% 

Fixed Income 26%    20% 

Cash   1%    0% 

1. For the last three years STRS fund has earned a return of 13.8% 
and outperformed the benchmark of 8% return.  As of July the 
STRS fund is $142 billion 

2. STRS will move to its new building in West Sacramento in 2009. 

3. STRS Board voted to support if amended AB 2941 (Koretz).  This 
bill would provide indemnification for STRS Board members and 
staff for actions taken to divest in companies doing business in 
Sudan.  STRS wants the indemnification to be the same as the UC  

4. Next STRS Board meeting will be Sept 7-8, where STRS will 
discuss the unfunded liability 

 

Investment Committee 

Chris Ailman, Chief Investment Offices, presented the new asset allocation targets based 
on the Asset Liability Study.  There are six asset classes. U.S. Equity (40% of the STRS 
portfolio) and Non-U.S. Equity (20% of the STRS portfolio) will stay the same.  
Alternative Investments will increase from 6% to 9%.  Real Estate investments will 
increase from 6% to 11%.  Fixed Income will decrease from 26% to 20%.  Finally, Cash 
will decrease from 1% to 0.  Several Board members and Pat Geyer, CRTA questioned 
the wisdom of increasing alternative investments and real estate at this time when there 
are few good investment opportunities.  Board Chair, Gary Lynes, requested that staff 
return with a year-by-year plan for moving toward the new asset allocation. 



 

Next each of the asset classes gave reports.  U.S. Equity will move toward 30% active 
and 70% passive management.  The active management will be enhanced index 
investing, environmental investing, corporate governance activist fund, and, later, a 
developing manager fund.   STRS will increase external management in Equities, 
Currency Hedging, and Alternative Investments as a way of increasing fund income.  
Real Estate will look for non-U.S. investment opportunities, especially in Asia and India.  
Corporate Governance will continue to track executive compensation and environmental 
issues.  STRS will present their Reverse Mortgage program at the September meeting. 

For the last three years STRS fund has earned a return of 13.8% and outperformed the 
benchmark of 8% return.  As of July the STRS fund is $142 billion. 

Teachers’ Retirement Board 

STRS Board reviewed the 2006-07 work plans of the Committees: Benefits and Services, 
Board Governance, Audits and Risk Management, Compensation, and Investment.  Next 
the Board reviewed the 2006-07 business plans for Administration, Benefits and 
Services, Plan Design, Enterprise Initiatives and Technology, General Counsel, and 
Investments.   

Some highlights of the plans were an agreement for STRS to pay 30% of the school 
contract for board members who are STRS committee chairs.  This would include the 
teacher, administrator and community college representatives (Dana Dillon, Carolyn 
Widener, and Gary Lynes)  Gary Lynes asked to be compensated for his substitute only.  
STRS is going ahead with plans and development of the new STRS headquarters in West 
Sacramento.  Occupancy will be in 2009. 

STRS Board voted to support if amended AB 2941 (Koretz).  This bill would provide 
indemnification for STRS Board members and staff for actions taken to divest in 
companies doing business in Sudan.  STRS wants the indemnification to be the same as 
the UC indemnification.  Much discussion followed.  Beth Rogers felt that teachers’ 
retirement money should not be used to support third world cases.  Finance (Anne 
Sheehan) opposed the bill because it would be a “slippery slope” to increased divestment 
legislation.  Motion passed 6 to 5 with Jerilyn Harris, Roger Kozberg, Gary Lynes, Beth 
Rogers and Anne Sheehan opposed. 

STRS continues to oppose, unless amended, AB 2970 (Pavley) which eliminates the post-
retirement earnings limit for retired DB members who are at or over age 60.  STRS wants 
to employers to pay retirement contributions on all retired DB members’ earnings. 



Report on CalSTRS Meetings, September 7,8, 2006 
 By Pat Geyer, CRTA Liaison 

 

Executive Summary 

1. The Governor’s new appointment to the STRS Board is Peter Reinke, a 
former teacher and administrator from Oakland, California. 

2. Salary ranges for CEO, CIO and portfolio managers range from $130,000 to 
$335,000; bonuses can double that amount.  Salaries and bonuses are in line 
with current practice. 

3. 85 School Districts are scheduled for audits in the next year.  An audit 
program for Charter Schools not connected with a school or county will be 
developed. 

4. The Committee approved options 2,3,4 of section 600 of the Board Policy 
Manual on requirements to report communications and restrict gifts to $50 
to STRS Board members from companies seeking business with STRS.  The 
Treasurer’s proposal prohibiting a firm, seeking business with STRS, from 
making campaign contributions of over $250 to the Governor will be 
considered later.  (State law exempts constitutional officers such as treasurer 
and controller from such requirements) 

5. The STRS Annual Member Satisfaction Survey was presented.  Responses 
showed high levels of satisfaction with STRS service.  STRS and PERS are 
investigating the possibility of a statewide health insurance plan for all school 
employees and school retirees. 

6. The report on the Investment Committee will be sent later. 

7. The STRS fund value is $147 Billion.   

8. Legislation passed and sent to the Governor of interest to retirees is SB1466 
which provides for new joint and survivor options and annuities. 

9. Countrywide Home Loans will provide HUD Home Equity Conversion 
Mortgages and Countrywide Reverse Mortgage beginning in 2007. 

10.   The STRS Board adopted the following staff recommendations for funding 
the STRS deficit:  (1) Provide a guarantee of the 2% yearly benefit increase 
for retirees (COLA), (2)  Increase active member contributions by 1/2 %, 
effective July 2009.  (3) Increase General Fund contributions about 1 to 
1.25% of contributions paid two years earlier.  (4)  Authorize the STRS 
Board to establish an employer contribution rate which would not fall below 
8.25% and would range to a high of 13% to 14.25%.   (5) If the STRS fund 
becomes fully funded, employer contributions would be made to retiree 
health care 

11.   The next STRS meetings are November 2,3.  Health Benefits Task Force 
meets October 27.  Client Advisory meets Nov. 2. 



Compensation Committee 

STRS Compensation Committee approved a salary range for the Chief Executive Officer 
(CEO) of from $215,000 to $290,000 a year.  The Chief Investment Officer (CIO) salary 
will range from $245,000 to 335,000 a year.  Investment Directors, Portfolio Managers, 
and System Actuary earn from $130,000 to $175,000 or $215,000.  Officers in 
Investments such as (CIO) and Investment and Portfolio managers also earn bonuses 
based whether their investments beat their benchmarks and on superior performance.  
Such bonuses could range from very little to as much as salaries.  While such salaries 
seem excessive from a retired teacher’s standpoint, salaries and bonuses are in line with 
current practice.  Generally, for every $10,000 of profits wages increase $.17 or 17 cents. 

 

Audits and Risk Management Committee 

85 School Districts are scheduled for audits in the next year.  STRS will hire outside 
auditors as well as have STRS staff do audits.  STRS will put out a circular to school 
districts with audit concerns.  STRS will work with the Department of Education to 
expand the number of audits of Charter Schools.  A program for Charter Schools not 
connected with a school or county will be developed.   

A CPA from the firm of Gilbert and Associates was selected to do the audit of STRS and 
the financial literacy training for the STRS Board. 

 

Board Governance Committee 

The Committee approved the STRS Board self-evaluation document.  The format but, 
generally, not the content was changed.   

The Committee approved options 2,3,4 of section 600 of the Board Policy Manual.  
Option 2 requires that any STRS Board member who has communications with an officer 
or employee of a party interested in an investment transaction, must disclose those 
communications to the STRS Board.  The same rule applies to the officer or employee. 

Option 3 requires that if a STRS Board member has a communication with a STRS 
employee or consultant in which the Board member advocates an investment outcome, 
such communication will be reported to the General Counsel.  Communications will be 
disclosed to the STRS Board if they are deemed material to the Board’s deliberation. 

Option 4 states that it is improper for a STRS Board member or third party to use undue 
influence to force a certain decision.   

Option 5 (the Treasurer’s proposal) to require disclosure of communications between the 
Governor or a member of his staff and his appointed STRS Board member.  Option 5 was 
not approved. 

Much discussion centered around gifts of over $50 or campaign contributions of over 
$250 made by a firm seeking an investment transaction with STRS.  Gifts over $50 are 
prohibited. An issue presented by the Treasurer prohibiting a firm, seeking business with 
STRS, from making campaign contributions of over $250 to the governor will be 



considered later.  The rationale was that the Governor’s appointees were representatives 
of the Governor. 

Staff was directed to develop language, which required investment managers or general 
partners to disclose placement agents that may receive a fee as the result of investment 
with STRS. 

 

Benefits and Services Committee 

The STRS Annual Member Satisfaction Survey was presented.  Responses showed high 
levels of satisfaction with STRS service.  Again, new teachers were the least informed.  
Discussion followed on how to get the STRS message out to new teachers. 

The committee discussed what interest rate to charge for loans made to members who 
purchase service credit.  Should the rate be the fixed income rate or the rate that STRS 
funds earn?  Staff will return with a study and recommendation. 

STRS and PERS are investigating the possibility of a statewide health insurance plan for 
all school employees and school retirees.  PERS is offering actuarial assistance to help 
school districts meet requirements for reporting unfunded health obligations. 

The administrative fee for the STRS managed 403b retirement accounts will be 45 basis 
points or ½%. 

 

Investment Committee 

The report on this committee will be sent later when I get the transcript.  The Investment 
Committee conflicted with the Client Advisory Committee. 

The value of the STRS fund is $147 Billion. 

 

Client Advisory Committee 

Scott Blackledge and Ed Derman from STRS reviewed state legislation sent to the 
Governor.  AB 2462 authorizes STRS to provide for administration of 403b plans.  AB 
2570 requires STRS to report to the Controller on investments made in California and 
emerging domestic markets.  AB2941 prohibits STRS and PERS from investing in a 
company with business operations in Sudan.  It indemnifies the General Fund and Board 
members from liability.  (STRS already has a policy, which restricts such type of 
funding)  SB1207 allows majority voting to elect a member of the board of directors of a 
publicly-traded California corporation.  SB1465 provides a monthly benefit to dependent 
children under Coverage B Survivor Benefits.  SB1466 provides for new joint and 
survivor options and annuities. 

Countrywide Home Loans will provide HUD Home Equity Conversion Mortgages and 
Countrywide Reverse Mortgage beginning in 2007.  They offer significantly lower fees, 
no cost counseling, and a help desk.   

 



Teachers’ Retirement Board 

The STRS Board adopted the following staff recommendations for funding the STRS 
deficit:  (1) Provide a guarantee of the 2% yearly benefit increase for retirees (COLA), 
(2)  Increase active member contributions by 1/2 %, effective July 2009.  (3) Increase 
General Fund contributions about 1 to 1.25% of contributions paid two years earlier.  (4)  
Authorize the STRS Board to establish an employer contribution rate which would not 
fall below 8.25% and would range to a high of 13% to 14.25%.  Based on 2005 
assumptions the employer contribution would equal about 12% to 13.5% when fully 
implemented.  (5) If the STRS fund becomes fully funded, employer contributions would 
be made to retiree health care.  Staff will return in November with specific wording for 
possible legislation on funding. 

 

 

 

 

 

 



Report on CalSTRS Investment Committee 

 September 7, 2006 

 By Pat Geyer 

 

Alan Emkin of PCA, investment advisor to STRS, gave the semi-annual performance report as of 
July 1, 2006.  All was good news; STRS grew by $15 Billion and every category exceeded the 
benchmark.  STRS was overweight in non-U.S. equity and real estate and underweight in fixed 
income.  This was good because U.S. equity did 10% better than fixed income and non-U.S. 
equity did 40% better than fixed income.  Emerging markets were outstanding.  For the last five 
years non-U.S. equity outperformed  U.S. equity. 

Compared to other large pension funds STRS has been in the top performing 25% for the last 10 
years and in the top 5% for the last 3 years.  This is because of low cost (15 basis points, .15%) 
and the asset allocation of an emphasis on stocks (equity) vs bonds (fixed income).  However, do 
not expect these great returns to continue.  Real Estate will definitely not continue to do well and 
that will affect private equity. 

Nori Gerado Lietz reported on Real Estate.  The high risk category earned above a 20% return.  
But do not expect real estate to continue to do as well. 

McKinsey & Co. reported on Alternative Investments.  As of March 2006 alternative 
investments earned 12%.  Private equity tends to be concentrated in large firms.  Buyouts were 
the better performers.  STRS should consider investing in China because China is expected to 
pass Japan as an investment opportunity.  However, China does have a “rule of law” problem. 

Chris Ailman, Chief Financial Officer, reported that asset allocation was the main reason for 
STRS outstanding performance.  The new asset allocation of 80% stocks and 20% debt is 
excellent.  Recently STRS has been overweighted in stocks compared to the old asset allocation.  
At this time STRS has 23% in debt.  STRS will reduce that to 20% over time and as good 
investment opportunities appear.  STRS needs to keep $1 Billion in cash because it pays out 
$600 million each month in benefits and has other expenses.  STRS will look into investing in 
commodities in the future.  At present STRS owns many companies, which produce 
commodities (steel mills, gold mines, etc.) so it has exposure.  The STRS new asset allocation is 
40% U.S. equity, 20% non-U.S. equity, 9% private equity, 11% real estate, and 20% fixed 
income. 

Tobacco company returns have been good.  Since STRS has divested in tobacco, the fund has 
lost $3/4 Billion.  With the recent favorable court decisions on tobacco, it may be time for STRS 
to reevaluate its decision to divest in tobacco 

 



Report on CalSTRS Meetings, November 2,3, 2006 

 By Pat Geyer, CRTA Liaison 

Executive Summary 

1. From January 1 to June 30, 2007 present retirees will have the chance to change 

retirement options.  Information on specific options available to each retiree will be 
sent in January 2007. 

2. Supplemental Benefit Maintenance Payments (SBMA) will be increased 
beginning with the October payment.  Teachers retired in 1988 and before will 
receive SBMA payments. 

3.  STRS total cost of investments was 14.9% compared to 28.6% cost of other 
plans.  STRS saves $100 million in costs compared to other plans 

4.  Last year a bill to transfer the management of State Lands to STRS failed in the 
legislature.  The State Lands Commission wanted to keep control so that they could 
use the funds for development.  However, $50 million sits in the State Lands Fund, 
which earns 4.8% whereas STRS investment earns 8% or more. 

5.  Jack Ehnes, CEO, reported that the STRS fund was $153 billion as of October 
31.  That was a $5 billion increase. 

6.  Under section 600 parties doing business with STRS must disclose placement 
agent fees (fees paid to a third party).  A firm doing business with STRS cannot give 
more than $350 a year in gifts, meals and entertainment to a STRS Board member. 
This regulation will take effect in January. 

7.  STRS also approved a $1000 limit on vendor (firms doing business with STRS) 
contributions to STRS Board members including the governor and gubernatorial 
candidates.  This change must go through the State regulatory process, which will 
take a year 

8.  Jack Ehnes, CEO, reported that the yearly STRS budget for 800 staff members 
was $132 million.  The new STRS building in West Sacramento is in progress.  Staff 
will be deciding on fixtures this next month.  Building will be completed in one year.                 

9.  STRS took no action on legislation to increase annual retirement contributions to 
solve the $20 Billion funding deficit.  Attorney General Bill Lockyer, ruled that 
education funding guarantees do not require the Legislature to reimburse school 
districts through Prop. 98 for pension contribution rate increases. 

10.  The next STRS Board meeting will be Thursday, December 7.  The Appeals, 
Governance, Investment, and Retirement Board Committees will meet. 

 

 

 

 



Audits & Risk Management Committee 

Marcias Gini & O’Connell, Independent Auditors, presented their report.  STRS reports 
are free of material errors and meet all requirements for financial statements.  However, 
STRS needs to continue to increase the number of school district audits and increase 
education for school districts on reporting requirements.  Steve DePue, CTA, and Pat 
Geyer, CRTA stressed the need for additional resources to increase the number of school 
district audits. 

The Committee discussed the need for a financial expert.  A motion was made to search 
for an outside financial expert for the STRS Board who would not be a voting Board 
member. 

 

Benefits & Services Committee 

The Committee heard a report from the Health Benefits Task Force.  Short-term goals are 
to develop an education plan for districts, unions, and consumers.  Long-term goal is to 
reduce the rate of increase in health care costs in public education. 

Beginning January 1, 2007 new retirees will have four retirement options instead of the 
present 7.  From January 1 to June 30, 2007 present retirees will have the chance to 
change retirement options.  Information on specific options available to each retiree will 
be sent in January 2007.  Retirees who have chosen the Unmodified or Member-Only 
Benefit will have no changes.  Retirees who have chosen other options can change to 
100% Beneficiary or 75% Beneficiary or 50% Beneficiary.  All of these will pop-up to 
unmodified if the beneficiary dies before the member.  In order for a retiree to change an 
option, the stated beneficiary must still be living.   

Presently, STRS charges 4.5% interest on installment purchases of service credit.  
Teachers may purchase extra years of teaching credit for teaching out-of-state, previously 
withdrawn credit, and permissive credit (5 years).  About 10% of the teachers who 
purchase service credit pay in installments.  In February, STRS will consider raising 
installment credit purchase interest from 4.5% to 8%, which is what STRS earns on 
investments. 

Ed Derman, Deputy CEO, reported that STRS is reconsidering how to determine final 
compensation for those who retire at mid-year.  Should STRS use the compensation for 
the last 12 months? Or salary earned during the last six months? 

 

Client Advisory Committee  

Ed Derman, Deputy CEO, reported that the California CPI (Consumer Price Index) 
increased 4.9% this last year because of the increase in oil prices.  Supplemental Benefit 
Maintenance Payments (SBMA) will be increased beginning with the October payment.  
Teachers retired in 1988 and before will receive SBMA payments. 

The December meeting of the Health Benefits Task Force will hear a presentation from 
Dr. Simmons. 



Ed Derman, Deputy CEO, reviewed legislation, passed in the last session and affecting 
STRS.  Governor Schwarzenegger wants to revisit defined benefit pensions, watch for his 
statement in the state of the state address next year. 

 

 

 

Investment Committee 

Michael Ring, Service Employees International Union (SEIU) asked STRS to work with 
the service contractor of Thomas properties in Houston in order to urge them to recognize 
the union and to improve wages.  STRS will contact Thomas Properties, although STRS 
only has a small percentage of the Thomas Properties investment. 

CEM  Benchmarking from Toronto, Canada presented a review of the STRS plan costs.  
STRS total cost of investments was 14.9% compared to 28.6% cost of other plans.  STRS 
saves $100 million in costs compared to other plans.  There is no clear relation between 
spending more and getting higher investment returns; so STRS should not arbitrarily 
consider more active management.  Chris Ailman, CIO, reported that STRS may need to 
increase staff next year because STRS has no back-ups for key staff.   

Greg Nyland presented the State Lands Portfolio Review.  The program has a four-person 
staff to manage the school lands (the portion set aside for schools by the federal 
government).  Most assets are in the desert and have no earnings.  The biggest earner is 
the Geysers in Sonoma County.  About $5 million in earnings goes to the SBMA fund 
yearly.  Last year a bill to transfer the management of State Lands to STRS failed in the 
legislature.  The State Lands Commission wanted to keep control so that they could use 
the funds for development.  However, $50 million sits in the State Lands Fund, which 
earns 4.8% whereas STRS investment earns 8% or more.  STRS will continue to work 
with State Lands. 

Mike DiRe held a panel discussion on Infrastructure Investment Opportunities.  
Examples are toll roads, tunnels, airports, subways.  This began 15 years ago with 
investments in Australia, Canada and Britain.  Mike sees investment opportunities in the 
United States and Europe as citizens are unwilling to tax themselves for infrastructure.  
Infrastructure investments are like heavily regulated monopolies similar to utilities.  An 
independent fiduciary will review the project.  Allen Emkin, PCA, reported that 
Infrastructure is an investment banking new idea, look for good investments, don’t get 
caught up in the hype.   

Jack Ehnes, CEO, reported that the STRS fund was $153 billion as of October 31.  That 
was a $5 billion increase. 

 

Board Governance Committee 

The Committee approved remaining changes to Sections 500 and 600 of the Board Policy 
Manual.  Under Section 500 STRS Board members and delegates shall sign a pledge 
confirming their independence and understanding of their fiduciary duties.  Under section 



600 parties doing business with STRS must disclose placement agent fees (fees paid to a 
third party).  A firm doing business with STRS cannot give more than $350 a year in 
gifts, meals and entertainment to a STRS Board member. This regulation will take effect 
in January.  STRS also approved a $1000 limit on vendor (firms doing business with 
STRS) contributions to STRS Board members including the governor and gubernatorial 
candidates.  This change must go through the State regulatory process, which will take a 
year.  Firms, which violate the regulation, face a fine of $10,000 or more and a two-year 
ban on doing business with STRS. 

 

Teachers’ Retirement Board 

Jack Ehnes, CEO, reported that the STRS budget for 800 staff members was $132 
million.  For member information PERS pays 36% of member salaries for benefits (6% 
social security, 16% retirement, 3% other, 1.75% Medicare, and 7% Health benefit of 
which 5.6% is for retirees.) 

The new STRS building in West Sacramento is in progress.  Staff will be deciding on 
fixtures this next month.  Building will be completed in one year.  In terms of 
investments, two Sacramento downtown highrise projects have been cancelled.  The Saca 
Towers has seen an increase in costs and the city is helping with cost.  (PERS has an 
investment interest in Saca Towers). 

STRS took no action on legislation to increase annual retirement contributions to solve 
the $20 Billion funding deficit.  Attorney General Bill Lockyer, ruled that education 
funding guarantees do not require the Legislature to reimburse school districts through 
Prop 98 for pension contribution rates increases. 

The next STRS Board meeting will be Thursday, December 7.  The Appeals, 
Governance, Investment, and Retirement Board Committees will meet. 

 

 

 

 



Report on CalSTRS Meetings, December 7, 2006 

 By Pat Geyer, CRTA Liaison 

Executive Summary 

1. The new Chief Counsel is Robert Van Der Volgen 

2. Any party who seeks or has a business relationship with 
CalSTRS, is prohibited from making campaign contributions to 
any CalSTRS member including the Governor in excess of $1000 
a year, this will take effect after a hearing. 

3. CalSTRS fund is $156.9 Billion, up $5 Billion since October.  
STRS has a 40% chance of growing out of unfunded liability. 

4. STRS proposes legislation to permit retired members over 60 to 
return to work with no earnings limitation.  Those who retire 
under 60 would have to wait 12 months before returning to 
unlimited work.  School districts would have to make STRS 
contributions on such earnings.  

5. CalSTRS Board voted to direct staff to educate legislators and the 
Governor on the proposed legislation.  Specific legislation to 
address the unfunded obligation will be introduced later.  Both 
the Legislative Counsel and the Attorney General ruled that any 
employer increase in contributions would not require an increase 
in Prop. 98 moneys  

 

 

Board Governance Committee 

The new Chief Counsel, Robert Van Der Volgen was introduced.  Chris Waddell, former STRS 
Counsel has moved to San Diego.  The Committee approved sections 600 G and 600 H of the 
Board Policy.  Under this policy Board members must disclose communications about 
investment transactions that require committee approval.  Secondly, any party who seeks or has a 
business relationship with CalSTRS, is prohibited from making campaign contributions to any 
CalSTRS member including the Governor in excess of $1000 a year.  Violators could receive a 
$10,000. fine and a two-year ban on doing business with CalSTRS.  There will be a hearing on 
this proposal before it will take effect. 

 

Investment Committee 

The Investment Committee policy on Geo-Political Risk is in agreement with the United Nations 
policy on limiting investments in areas with Geo-Political risk.  CalSTRS is still working with 



the Securities and Exchange Commission (SEC) to make voting for Corporate Board members 
open to shareholders. 

CalSTRS fund is $156.9 Billion, up $5 Billion since October.  For the year U.S. stock 
investments increased 12%, non-US stock investments increased 28%, and emerging markets 
increased 33%. 

 

Teachers’ Retirement Board 

Ed Derman, Deputy CEO, reported on proposed STRS legislation.  STRS wants to permit retired 
members over 60 to return to work with no earnings limitation.  Those who retire under 60 
would have to wait 12 months before returning to unlimited work.  School districts would have 
to make STRS contributions on such earnings.  A second legislative proposal would allow 
members applying for disability to receive a service retirement allowance while waiting for their 
disability application to be processed. 

CalSTRS Board voted to direct staff to educate legislators and the Governor on the proposed 
legislation.  Specific legislation to address the unfunded obligation will be introduced later.  The 
recommended changes include: 

• Guarantee the current annual 2% benefit increase 

• Increase member contributions up to ½% 

• Increase General Fund contributions up to 1.25% 

• Increase employer contributions at a rate to be determined 

• Employer contributions on post-retirement employment 

• Excess contributions to fund retiree health care 

Both the Legislative Counsel and the Attorney General ruled that any employer increase in 
contributions would not require an increase in Prop. 98 moneys.  Such increases would have to 
come from present moneys or from borrowing. 

Larry Burke, CalSTRS retiree, made a presentation on increasing equity between pre-1999 and 
post-1999 retirees.  He also proposed increasing the SBMA (Supplemental Benefit Maintenance 
Fund) from 80% to 90% purchasing power.  CalSTRS will evaluate the SBMA fund at a spring 
Board meeting. 

CalSTRS Board voted to establish a Legislative Committee, which would evaluate legislation 
consistent with Board policy. 



 



 


