Second report to the Legislature on the progress
of the CalSTRS Funding Plan
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5-year check point with the
California Legislature

CALSIRS

Next report due-no-later than
July 1, 2024




Proposed topics

* History of fundlng
 How the“fundmg plan operates | e

* Changes smce “t'he“adOptlon of the fﬁ‘ﬁding“'plé‘h"‘;;“

-+ Risks and how they could be reduced to further strengthen the
~ funding plan =
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- CalSTRS historical funded status and key funding events
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I CaISTRS historical funded status and key funding events
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Prior to 1972
100% Pay-as-you-go
« State responsible to cover
80% any pay-as-you-go shortfall
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I CaISTRS historical funded status and key funding events
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1972 - E. Richard Barnes Act
40% « 8% fixed member contributions
+ 8% fixed employer contributions
20% « State agreed to pay a fixed $ amount each year to
eliminate the unfunded liability over 30 years
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I CaISTRS historical funded status and key funding events
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1986 — Unused Sick Leave
40% » Cost to pay for unused sick leave transferred from the
state to employers
20% « Employer contribution rate increased by 0.25%
« Employer contribution rate is now 8.25%
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I CaISTRS historical funded status and key funding events
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1990 - Elder State Teachers’ Retirement Full
40% Funding Act
« 8% fixed member contributions
20% « 8.25% fixed employer contributions
« State agreed to pay 4.3% of payroll to eliminate the
0% unfunded liability over 40 years
(1)
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I CaISTRS historical funded status and key funding events
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0 1999-2001
60% .
Benefit Increases
40%  Benefits increased for all CalISTRS members
« State not responsible for any potential future unfunded
20% liability
0
e Creation of the “1990 and Post-1990 Benefit Structures”
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I CaISTRS historical funded status and key funding events
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60% Board given rate setting authority
40% « State contribution rate reduced to 2.017%
« Board given authority to increase the state contribution
rate by 0.25% per year, capped at 3.5%
20%
* Only to eliminate the unfunded liability for the “1990
Benefit Structure”
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I CaISTRS historical funded status and key funding events
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40% CalSTRS first asks for a funding solution
« Rate setting authority for the state is not sufficient
20% « Employer’s share of the unfunded liability needs dedicated
funding (“Post 1990 Benefit Structure”)
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I CaISTRS historical funded status and key funding events
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40%
2007-2009 financial crisis

20% « CalSTRS funded status deteriorates with no end in sight
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I CaISTRS historical funded status and key funding events

120% - .
Demand for funding solution
intensifies
100%
« Without a funding solution, assets
projected to be depleted by 2046
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- CalSTRS historical funded status and key funding events
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June 24, 2014 — AB 1469 signed
into law
100%
CalSTRS Funding Plan is created
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Il Everyone agreed to higher contribution rates

25% Increases
Phased-in
20% over seven years
(1]
15% Increases Increases
° Phased-in Phased-in
over three years over three years
10%
59, 8%  10.25% 8%  9.205%
0% e e
2% at 60 members 2% at 62 members Employers
@ Prior to Funding Plan @ After the Funding Plan

Note: Contribution rate for 2% at 62 members increased by 1%, to 10.205% in 2018 as a result of rules set by PEPRA.

Increases
Phased-in
over three years

State
(DB Program Only)




Il CalSTRS board given limited rate setting authority

(Goes away in 2046)

VEY Ol

change Maximum rate
per year

State contribution rate 0.5%

_ No maximum
(Effective FY 17-18)

Employer contribution
rate 1.0% 20.25%

(Effective FY 21-22)




Complex allocation rules for the unfunded liability

State’s share

Unfunded liability for
the 1990 benefit
structure

Employers’
share
Unfunded liability for

the post-1990 benefit
structure

(Service PRIOR to
July 1, 2014)

Unallocated

Unfunded liability for
the post-1990 benefit
structure

(Service AFTER to
July 1, 2014)

Total unfunded liability




Changes since the funding plan
(History of the breakdown in the share of the unfunded liability)

Year: 2014

State's Share

Employers' Share

Unallocated

-$10 $0 $10 $20 $30 $40 $50 $60 $70 $80 $90 $100
Dollars in billions




CalSTRS funding plan

Featunigs bthat :
cou e i -
strengthened m 4 3 | What we like!
u {»
* Goes away in 2046 - It works! Making progress
e Cannot address the f toward fU" fun |ng
“unallocated” portion |  Employer rate not sensitive to

- State supplemental rate goes to investment volatility

0 e alirag  Limits on rate increases
0% once state share is eliminated provide budget predictability

* 0.5% limit for increases for the
state rate

19



Next steps




Questions?




	Second report to the Legislature on the progress of the CalSTRS Funding Plan
	Risks to the funding plan
	Risks to the funding plan
	CalSTRS historical funded status and key funding events
	CalSTRS historical funded status and key funding events
	CalSTRS historical funded status and key funding events
	CalSTRS historical funded status and key funding events
	CalSTRS historical funded status and key funding events
	CalSTRS historical funded status and key funding events
	CalSTRS historical funded status and key funding events
	CalSTRS historical funded status and key funding events
	CalSTRS historical funded status and key funding events
	CalSTRS historical funded status and key funding events
	CalSTRS historical funded status and key funding events
	Everyone agreed to higher contribution rates
	CalSTRS board given limited rate setting authority�(Goes away in 2046)
	Complex allocation rules for the unfunded liability
	Changes since the funding plan�(History of the breakdown in the share of the unfunded liability)
	CalSTRS funding plan
	Next steps
	Questions?



