
New	Re&rement	Op&ons	

•  The	State	Budget	Framework	required	that	UC	
adopt	the	“PEPRA	cap”	for	employees	hired	aFer	
July	1,	2016	

•  The	cap	($117,200,	indexed	for	infla&on)	
represents	the	maximum	salary	that	can	be	used	
to	calculate	pension	benefits	
Pension	=	Age	Factor	*	HAPC	*	Years	of	Service	
becomes	
Pension	=	Age	Factor	*	CAP	*	Years	of	Service	
for	salaries	above	the	cap.	
	
	
	



UCRP	is	Already	Stable	

•  The	reforms	from	PEB	I	and	especially	the	
increased	contribu&ons	from	the	University	
and	employees	have	put	us	on	a	be\er	path	

•  The	(internal)	borrowing	that	UC	has	done	to	
make	a	series	of	one-&me	contribu&ons	have	
also	made	significant	improvement	

•  Current	funded	status:	 	 	 	 	 	 	 	
	84%	Market	Value 	 	 	 	 	 	 	 	 		82%	
Actuarial	Value	





Main	UCRP	Lessons	

•  The	cap	is	not	necessary	to	improve	funding	
status	

•  	UCRP	is	on	a	good	trajectory	toward	100%	
funded	status,	balancing	opera&ng	cost	pressures	
(campuses	have	resisted	employer	contribu&ons	
above	14%,	not	including	the	repayment	costs	
that	put	their	total	contribu&ons	above	15%)	

•  The	uncertainty	surrounding	projec&ons	30	years	
into	the	future	suggests	that	these	differences	
should	not	drive	current	policy	



Main	UCRP	Lessons	Ctd	

•  The	differences	of	billions	of	dollars	in	the	
slide	from	the	report	should	be	interpreted	as	
figures	for	30	years	in	the	future	

•  The	Plan’s	total	liability	and	assets	both	will	be	
so	much	greater	then	

•  The	range	is	between	95%	and	100%	funded,	
for	the	various	scenarios,	so	these	may	not	be	
meaningful	differences	in	projec&ons	so	far	
into	the	future	



Main	UCRP	Lessons	Ctd	

•  The	emphasis	on	the	need	to	contribute	to	the	
unfunded	liability,	through	an	employer-paid	
“UAAL	Surcharge”	regardless	of	the	Op&on	
chosen,	means	that	we	will	con&nue	to	make	
progress	toward	100%	funding	

•  We	think	worrying	about	UCRP	as	an	“orphan	
plan”	is	misplaced	

•  Choice	will	create	some	adverse	selec&on	



What	should	we	Not	worry	about?	

•  Current	employees	should	not	worry	about	
long-term	funded	status	of	UCRP	(any	more	
than	before	the	budget	deal)	

•  Essen&ally	the	same	funds	go	to	pay	down	the	
liability,	regardless	of	the	new	plan	an	
individual	elects	



What	should	we	worry	about?	

•  Our	ability	to	recruit	and	retain	the	best	
faculty	and	staff	is	directly	threatened	

•  The	quality	of	the	ins&tu&on	



The	Salary	Gap	Widens	
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Total	Rem	2014	update	to	Regents	

New	data	coming	in	Feb	2016	



ROTF	CHARGE	

•  Future	faculty,	staff	&	UC	Health	
•  Compe&&ve	Benefits	in	context	of	Total	Rem	
•  UCRP	remains	financially	sustainable	

	
	•  Poli&cal	pressure	for	“Savings”	
– Dollar	savings	now?	
– Decreased	Normal	Cost	going	forward	
– Paying	down	the	UAAL	going	forward	
	



ROTF		CONSTRAINTS	

•  Cap	on	the	DB,	pegged	to	the	PEPRA	cap	
•  Op&on	of	DC	supplement	to	Capped	DB,	 	 	
	for	some	workforce	segments	

•  Op&on	of	stand-alone	DC	plan	
	
	



The	ROTF	Tenets	

•  Total	employer	contribu&on	to	be	held	constant	
across	both	op&ons	

•  UAAL	surcharge	must	be	collected	on	all	salary	
sources	

•  All	employees	to	be	treated	equally	
•  Choice	at	hiring	&	second	choice	available	
•  DC	should	have	a	10-7%	contribu&on	-	majority	
•  DC	must	have	vehicles	designed	to	protect	
employees	
	
	



Main	Considera&ons	

•  Compe&&veness	of	total	remunera&on	
=	Salaries	+	ac&ve	benefits	+	re&rement	benefits	

•  Re&rement	Readiness	and	Appropriate	
Sharing	of	Responsibility	between	the	
University	and	employees	

•  ShiFing	responsibility	to	employees	is	the	
same	as	reducing	the	compe&&veness	of	total	
remunera&on	

•  Long-term	funded	status	of	UCRP	



Two	Main	Plan	Recommenda&ons	

•  Plan	A	
Capped	version	of	DB	UCRP	+	a	supplemental	DC	plan	
10%	employer/7%	employee	contribu&ons	from	pay	
above	the	cap	(and	less	than	the	older,	IRC	limit)	
Generally	be\er	op&on	for	long-term	employees	

•  Plan	B	
10%/7%	DC	plan	applied	to	all	earnings	
Definitely	be\er	op&on	for	short-term	employees	



Effects	of	the	CAP	

•  They	depend	on	star&ng	salary	
•  For	someone	who	never	meets	the	cap,	there	
is	no	effect	and	they	are	in	effect	covered	by	
the	2013	&er	

•  The	effects	increase	with	salary	
•  The	next	slide	compares	the	2013	benefit	to	
the	capped	DB	plan	under	the	2016	&er	(with	
no	supplement)	



Comparing	the	2013	Tier	with	the	Capped	2016	Tier	

All	projec&ons	are	from	our	“Guide”	and	based	on	Persona	#3	(36	years	old	
when	hired)	



Effects	of	the	Supplement	

•  A	defined-contribu&on	DC	plan	applied	to	
annual	salaries	above	the	cap	

•  Too	li\le	to	make	much	difference	
•  Too	late	to	fully	benefit	from	compounding	
•  An	addi&onal	wrinkle	is	that	the	purchase	of	a	
commercial	annuity	with	an	accumulated	
balance	in	a	DC	plan	is	not	as	good	as	what	
UCRP	offers	(4.75%	vs.	7.25%)	

•  The	curve	improves,	but	the	story	is	the	same	



Adding	a	DC	Supplement	to	the	2016	Tier	



The	2016	DB	Tier	and	
Recruitment	and	Reten&on	

•  Old	assump&ons	about	the	value	of	DB	plans	on	
recruitment	and	reten&on	need	to	be	re-
examined	under	the	PEPRA	cap	

•  Under	the	2016	Tier,	mid-career	faculty	may	find	
that	the	forfeiture	of	future	re&rement	benefits	is	
insufficient	to	jus&fy	rejec&ng	outside	offers.		

•  Under	the	2016	Tier,	late-career	faculty	may	find	
the	smaller	re&rement	benefit	an	insufficient	
incen&ve	to	re&re.		



A	Pure	DC	Plan	

•  It	is	portable	
•  Should	new	employees	commit	30+	years	to	the	UC?	
•  Investment	Risk	à	Employee	
•  Longevity	Risk				à	Employee	
•  LeFover	funds				à	Employee’s	heirs	
•  There	are	ways	to	mi&gate	these,	but	they	are	
outside	the	report	recommenda&ons	

•  Earnings	are	cri&cal	
•  The	same	annuity	problem	applies	



Adding	the	Alterna;ve,	A	Defined	Contribu;on	Plan	



Augmen&ng	the	Supplement	

•  The	supplement	starts	too	late	and	applies	to	
too	small	a	por&on	of	earnings	

•  As	the	next	slide	shows,	it	would	take	
substan&al	increases	in	the	employer	
contribu&on	to	catch	up	to	the	2013	&er	

•  Even	an	addi&onal	40%	from	the	employer,	
applied	to	salary	above	the	cap,	does	not	
match	the	2013	&er	except	for	the	highest	
salary	levels	







All	Projec;ons	for	Op;ons	A	and	B	on	one	Graph	(Figure	5	in	the	Guide)	



Augmen&ng	the	Supplement	

•  A	6%	supplement	star&ng	at	hiring	could	
generally	make	the	2016	capped	DB	whole	
with	respect	to	the	marginally	compe&&ve	
2013	&er.	



CHOICE	

•  Choice	and	what	it	costs	
•  Offering	a	second	choice	
– AFer	5-7	years	
– More	closely	&ed	to	tenure	decisions	

•  Choice	could	be	offered	at	different	&mes	for	
different	segments	of	the	workforce	

•  Choice	constrains	the	employee	contribu&on	
to	be	the	same	across	plans	(IRS)	



Should	UC	Reject	This	“Deal”?	

•  Presumably	we	would	return	to	something	
like	the	Governor’s	January	2015	budget	
proposal,	with	no	mul&-year	commitment	to	
expand	funding,	but	with	a	lot	of	fallout	

•  AFer	turning	down	$436M,	what	is	our	next	
move?	

•  Consider	how	you	would	write	the	press	
release,	aFer	persuading	the	President	and	
the	Regents	



What	Should	We	Do	Instead?	

•  Keep	pressing	the	need	for	compe&&ve	total	
remunera&on	

•  Try	to	create	investment	op&ons	that	improve	
outcomes	from	DC	investments	

•  Advocate	for	a	richer	supplement	


