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August 15, 2007

Mr. Gerald R. Parsky, Chairman

Public Employee Post-Employment Benefits Commission
980 9™ Street, Suite 1760

Sacramento, CA 95814

Dear Chairman Parsky:

Thank you for inviting the California State Teachers’ Retirement System to explain our
unique structure and funding constraints at the July 27 commission hearing.

I am writing to clarify a portion of our testimony describing the state contribution to the
Defined Benefit (DB) Program. The contribution, which is set in statute, has decreased
from 4.3 percent of prior-year teacher payroll in 1998-99 to the current level of

2.017 percent. This decrease has saved the state $3 billion to date. As we stated at the
hearing, the Teachers” Retirement Board and member organizations agreed to the reduction
as part of comprehensive legislative packages enacted in 1998 and 2000 that increased
benefits paid to DB Program members, particularly those with a full career of service.

It was later suggested that the state’s Supplemental Benefit Maintenance Account (SBMA)
contribution of 2.5 percent of prior-year teacher payroll somehow offset the 52.6 percent
drop in the DB contribution. By law, the SBMA is a separate fund from the DB Program
designed to provide inflation protection payments to the state’s retired educators. The state
SBMA contribution has been 2.5 percent since 1992-93. The 1998 legislative package
established the state contribution as a contractually obligated continuous appropriation.
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[ hope this letter clarifies any confusion that may have arisen regarding changes to the
state’s educator retirement contributions. Once again, thank you for the opportunity to
testify before the commission. Please let me know if we can be of further assistance to the
Commission as you complete your important work.

Sincerely,

e

Jack Ehnes
Chief Executive Officer





