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Department: California State Teachers’ Retirement System 
Contact person: Ellen Maurizio 
Email address: Regulations@CalSTRS.com 
Telephone Number: (916) 414-1994 

General notes regarding data and assumptions used 

The estimates in this Economic and Fiscal Impact Statement are based on projections contained in the 
June 30, 2014, actuarial valuation, together with staff’s projections and assumptions.  

One key assumption is that the penalties collected in the first year of the assessment of this penalty, 
March 2014 through February 2015, are predictive of future rates as a percentage of projected payroll. 
CalSTRS’ limited experience in administering this penalty, in addition to various other factors that 
influence employer reporting, made the production of a reliable projection challenging. Data from prior 
fiscal years was examined to assess whether a longer period of employer reporting behavior could be 
observed, but with the Employer Reporting Project which ran from 2006 to 2010—one deliverable of 
which was the Secure Employer Website (phased in during 2007 and 2008)—as well as employer data 
cleanup initiatives leading up to the Penalties and Interest regulations that became effective July 1, 2012, 
there were multiple factors influencing employer reporting behavior during preceding years. In a study of 
contribution data received during 2010–11 and 2011–12, even with multiple conservative assumptions 
introduced to filter down the number of affected reports, three times as much reported compensation 
would have been subject to the extra-late contribution penalty than was assessed March 2014 through 
February 2015.  

Our experience has shown that the improvement of reporting systems and the assessment of penalties 
have a great deal of influence on employer reporting. We can reasonably speculate that raising the penalty 
rate will have a positive influence on employer reporting behavior. CalSTRS is continually working to 
improve technical and procedural mechanisms around employer reporting with the goal of improved 
timeliness, and a project to replace the Secure Employer Website along with CalSTRS legacy database is 
already underway. Thus, in staff’s view, the projections in this analysis likely err toward overestimating 
economic and fiscal effects, but since the extent is unknown, the estimates are necessarily based on the 
best information that is currently available.  

Economic effects for the 12 months following implementation were modeled using economic modeling 
software1 with a $301,151 budget reduction to the employment and payroll sector for state and local 
government education employers, effective in 2016. Staff selected this sector as the vast majority of 
education expenditures are for classified and certificated salary and benefits. There are no offsetting 
benefits during the first 12 months following implementation; future savings to the state are anticipated 
beginning July 1, 2017, and savings to education employers as a whole would begin July 1, 2021. 
Detailed results are summarized on the following page. 

  

                                                           
1 IMPLAN Group, LLC, IMPLAN System (data and software), 16740 Birkdale Commons Parkway, Suite 
206, Huntersville, NC 28078, www.IMPLAN.com. 
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 Employment Labor Income Total Value Added Output 
Direct Effect -4.1 jobs -$296,118.00 -$326,312.50 - $343,327.00 
Induced Effect -1.8 jobs -$98,747.00 -$172,129.20 -$291,437.30 
Total Effect -5.9 jobs -$394,865.00 -$498,441.60 -$634,764.30 

There were no indirect effects. 

 

Economic Impact Statement 

Section C. Estimated Benefits.  

3. Total statewide benefits from this regulation over its lifetime are estimated at approximately $27 
million over a 31-year period. The benefit will be directly offset by the cost to local government (school 
employers) who do not remit contributions timely. 

As described in detail on page 1, this estimate is based on experience to date and actuarial projections as 
of June 30, 2014. The actual benefits of the regulation will vary.  

Section D. Alternatives to the Regulation 

1. List alternatives considered and describe them below. 

Alternative 1: Hold billings or bill employers at a tentative rate beginning March 1, finalizing the rate 
after the state rate is adopted by the board at the actuarial valuation each April. This alternative would 
allow CalSTRS to collect an amount that most closely approximates the actual loss to the fund, because it 
would be at the actual state appropriation rate and based on the actual lost state appropriation 
funds. 

However, staff determined this approach would impose an unacceptable burden of uncertainty on 
employers that might be subject to later corrections or re-billings under such a policy. This option also 
would be subject to administrative complexity as a result of tentative billing, rebilling, returning excess 
collections and managing competing rates in the administering software.  

Alternative 2: Shift the effective date of the penalty. This would allow CalSTRS to assess a penalty that is 
the same as the state rate adopted by the board for the year relating to the service period being penalized. 
This would work if the penalty was assessed on a May to April cycle, rather than a March to February 
cycle. This would allow CalSTRS to collect at the actual state appropriation rate, but the amount 
collected would not be based on actual lost state appropriation funds.   

This alternative would discard the key purpose of the regulations to capture late contributions that relate 
to creditable compensation that is not included in the last report to the state, generally produced at the 
beginning of April. In addition, this alternative introduces new complexity and resulting procedural and 
training needs that would be unduly burdensome relative to the advantages they would introduce.  
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Alternative 3: Increase the penalty rate, consistent with anticipated future state appropriation rates, to a 
flat rate higher than the one currently in place. This alternative would allow CalSTRS to collect at a rate 
that is unlikely to be the actual state appropriation rate, but would be based on actual lost state 
appropriation funds.   

To most adequately fulfill the purpose of the regulation, imposing a rate that could fluctuate up or down 
was identified as a more desirable alternative that would provide the ability to more closely recoup the 
actual loss sustained as a result of late reporting and would be less likely to result in under- or over-
recovery of penalties from employers relative to actual losses. 

Alternative 4: Do nothing. Under this alternative, a portion of the cost of unrecouped lost state 
contributions would not be borne by employers who remit extra late contributions, but would instead be 
covered initially by the state beginning in 2017, and by employers as a whole beginning in 2021. This 
alternative has no cost or benefit as it does not change the regulations currently in place. The cost to the 
state and employers is the result of AB 1469. 

2. Summarize the total statewide costs and benefits from this regulation and each alternative 
considered. 

 Benefit to the state and school employers 
as a whole 

Cost to employers who remit 
contributions after March 1 of the FY 
following the year they were due 

Regulation $27.1 million $27.1 million 
Alternative 1 $25.8 million $25.8 million 
Alternative 2 $26.2 million $26.2 million 
Alternative 3 $25.8 million $25.8 million 
Alternative 4 - - 
 

3. Briefly discuss any quantification issues that are relevant to a comparison of estimated costs and 
benefits for this regulation or alternatives.  

In addition to the same quantification issues described under “General notes” on page 1, Alternative 3 is 
distinct from the other options because it provides for a flat penalty rate, rather than a fluctuating rate. 
Without knowing how plan funding will affect the state rate in the future, for purposes of this estimate, 
the other penalty rates are based on the same rate as the flat rate, which is 8.828 percent July 1, 2016, 
through June 30, 2046. However, in practice the rate set in the regulations and Alternatives 1 and 2 would 
be likely to incur different and less predictable costs and benefits than that of Alternative 3.  
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Fiscal Impact Statement 

A. Fiscal Effect on Local Government 

Additional expenditures for the current year and two subsequent fiscal years2: 

- March 2016 through June 2016: $100,380 
- 2016–17: $367,450 
- 2017–18: $506,250 

Savings to school employers (to the extent they do not remit late contributions) would begin July 1, 2021. 

                                                           
2 Penalty year runs from March through February. Projections assume late reporting occurs at the same volume 
throughout the course of the penalty year.  




