TOWN OF SAN ANSELMO
STAFF REPORT

October 18, 2012
For the Meeting of October 23, 2012
TO :

Town Council

FROM :

Debra Stutsman, Town Manager

SUBJECT:

Pension Reform Legislation Update

RECOMMENDATION

That the Town Council acknowledges and files the update report regarding the Pension Reform
Legislation.
BACKGROUND

In late 2011 the Governor issued his 12 point plan for pension reform. The California
Legislature then called for a conference committee on pension to review the Governor's plan.
Over the course of nine months the committee held a series of hearings on issues such as
normal retirement ages, cost sharing, vested benefits and pension spiking. AB 340, authored
by Assembly Member Furutani, was passed by the Legislature in September. AB 197, which
provided clean up language, was also passed. The plan is called the "California Public
Employees' Pension Reform Act of 2013" and impacts all state and local public retirement
systems in California, along with their participating employers, with the exception of charter
cities and counties that operate independent retirement systems.
PROVISIONS OF THE ACT

General Provisions: Any person who is a new member of a retirement system on or after
January 1, 2013, including elected and appointed employees, may only be offered the new
pension benefit plan specified in the Reform Act. A new employee with reciprocity from
another pension system where membership was established prior to January 1, 2013 must be
provided the benefit plan offered by the employer in effect on December 31, 2012. If an
individual has a break in service of more than six months, and then returns to a PERS
retirement system with a new PERS employer, that individual will be considered a new
member and must be provided the retirement benefits specified by the Reform Act.
New Member Contributions: The final version of the Reform Act includes the Governor's goal
for a 50/50 split of the normal cost of benefits, but allows employee cOl'\tributions to remain at
the bargaining table if employers want employees to pay an even greater share of the cost.
The Reform Act says the goal should be equal sharing of normal costs between public
employers and public employees, with employees paying at least 50 percent of normal
contributions.

ITEM 4

Existing Member Contributions: While the intent is for the 50/50 cost sharing agreement to
apply to existing employees as welt how that will be implemented isn't clear. After the
expiration of an existing MOU, employers may bargain to have employees pay 50 percent of
the normal cost or higher. It appears as though public agency employers may impose a 50
percent employee contribution rate on January 1, 2018 if an MOU specifying otherwise is not
in effect by then. If imposed, the 50 percent employee contribution rate cannot exceed 8
percent of pay for local miscellaneous members, 12 percent of pay for local safety members.
Benefit Levels for New Members: The Reform Act creates a reduced tier of benefits for new
employees, closing the higher benefit formulas provided to existing employees. Benefit
formulas for existing employees would not change. All non-safety new hires will be subject to
a formula providing 2% of compensation for each year of service for an individual retiring at
age 62, increasing to 2.5% for an individual retiring at age 67. For Safety there are three
options, depending on the benefits provided to existing employees on 12/31/12 (3%@55 for
San Anselmo). The new Safety Option Plan One provides a benefit of 2.5% at age 57 for Safety
employees (when the existing plan is 3%@55, as ours is). It should be noted that not all new
hires will be new members, as outlined in the General Provisions section above.
Calculating Final Compensation: All new employees must be subject to at least a 3-year final
compensation period, meaning the average of the highest three years of earnings.
Pensionable Compensation: For new employees, many forms of special compensation will be
excluded from final compensation. There will be a new cap on earnings that may be included
in pensionable compensation. For San Anselmo that would currently be $110,000' (because we
are in Social Security).
Defined Contribution Plans: The Reform Act states that employers can provide a defined
contribution plan in addition to its defined benefit plan for compensation in excess of the cap,
provided it doesn't exceed the federal limit.
Elimination of Air Time: Existing law allows PERS to offer members the opportunity to
purchase up to five years of service credit. The legislation eliminates that opportunity.
Working After Retirement: A retiree is limited to working 960 hours per year for a public
agency and only if the retired person has specialized skills to perform work of limited duration
or during an emergency. There must be a 180 day break in service following retirement, but
Safety employees are generally excepted from that requirement. This generally mirrors the
current rules on working after retirement.
Retroactive Benefit Enhancements: If a member is reclassified from one membership
classification to another offering a higher retirement formula, only future service earned after
the operative date of the change may be credited at the higher retirement formula. This is a
change to past rules.

Contribution Holiday: No longer may agencies take a holiday from paying their required
contributions.
Forfeiture upon Felony Conviction: The Reform Act requires an employee to forfeit pension
and related benefits if they are convicted of a felony in carrying out official duties.
CONCLUSION

This analysis has been prepared utilizing information contained in the PERS Public Agency
Coalition newsletter, The Alert, dated September 15, 2012.
Respectfully submitted,

Debra Stutsman
Town Manager

