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Thank you for the opportunity to testify before you today. My name is Jennifer Baker. I am a Legislative
Advocate for the California Teachers Association. I am presenting on behalf of the CTA and as Chair of
the California Retirement Coalition, which is comprised of various labor and management organizations
whose members belong primarily to the California State Teachers Retirement System.
The members of the California Retirement Coalition include: the Association of California School
Administrators, the California Association of School Business Officials, the California Federation of
Teachers, the California Retired Teachers Association, the California School Boards Association, the
Community College League of California, Delta Kappa Gamma, the Faculty Association of California
Community Colleges, the Los Angeles Community College Faculty Guild, the Los Angeles Unified School
District, and the United Teachers of Los Angeles.
We appreciate the enormous task before you and recognize the difficulty in what you are seeking to
accomplish by creating uniform accounting standards and appreciate the fact that you have been
undertaking this task in a transparent, methodical manner.
While you have been discussing the accounting methodologies of pension liabilities, we in California,
have been facing a budget crisis of historic proportions, which has decimated educational funding.
Unfortunately, we also realize that we are not the only state that is in this situation.
We have been working in concert with our State’s leaders on ways to find both short and long-term
ways of resolving our economic situation; we have also been discussing ways of addressing the longterm funding needs of the CalSTRS system, which has an unfunded actuarial obligation of over $54
billion. This shortfall originated with the dot com bust and was exacerbated by the recent economic
decline our nation has been facing.
This shortfall is projected on a 30-year basis and will need an infusion of additional contributions and a
steady stream of solid returns by the stellar investment team at CalSTRS. Coupled with our budget
situation, I am sure you can realize that this is a daunting task, but it is a task that all of our stakeholders
recognize is of significant importance for our educational system and California’s economy.
In your series of recommendations, you propose to recognize the CalSTRS unfunded obligation on the
financial statements of local school and community college districts. While many local employers in
other states are the guarantor’s of the retirement systems their members participate in, the CalSTRS
system is somewhat different in the fact that the State is the guarantor of the plan, as specified in the
California Constitution. As such, the Teachers Retirement Board, which oversees CalSTRS, does not have
authority to set contribution rates or the plan design; they are set by the Legislature and Governor.

By changing accounting standards in the manner proposed, the current CalSTRS unfunded actuarial
obligation, which is currently not recognized on any financial statements, will be placed on the financial
statements of hundreds of school and community college districts across the state, which,
administratively will be significantly burdensome for those districts, as well as CalSTRS, to technically
implement.
Of greater importance, is the practical fiscal and policy impact this will have on California’s educational
system at the local level. Local school and community colleges continue to face unprecedented cuts
totaling $18 billion over the last three years, which has resulted in the loss of tens of thousands of
educators in both K-12 and community college districts. Class sizes have dramatically increased and
traditional programs like art, music, P.E., summer school and career technical education programs have
been decimated, leaving the kindergarteners of today to face an educational system eroded by budget
cuts.
The reason your proposal to show the unfunded liability at the local level, rather than the State, is of
such significance is because when you made previous accounting changes in regard to retiree health
care it resulted in a reduction of retiree health care being offered to teachers. CalSTRS has conducted
two studies that have shown decreases in retiree health care offered. As a result, most teachers after
age 65 do not receive health care. This fact, along with the fact that teachers do not receive Social
Security and have an average retiree benefit of $3,300 a month has led to a less than humble retirement
situation for teachers who are also burdened with increased health care costs.
Educational leaders are just beginning to digest the enormous impact your proposed changes will have
at the local level as their gaze has been focused upon keeping school districts afloat. Should you move
forward on your current time schedule, school districts will need to begin to prepare now to be able to
be ready for the new standards. This will need to be done at the same time they are trying to anticipate
if they will face additional budget cuts and will need to plan with reduced staff and resources. Should
the timelines you are considering be extended for a year, this would give educational leaders more time
to prepare local districts for what they will need to anticipate and to also create best practices for how
to implement it.
While your focus is pension accounting methodology, please understand that these changes could lead
to policy changes at the state and local level which can have a major impact on California’s educational
structure. School and community college leaders are not versed in CalSTRS and the California Public
Employee Retirement System other than knowing that their payroll departments take the necessary
deductions from employees paychecks and that the service credit earned by those employees is
reported to these systems.
There are many additional layers of discussion and implementation that will need to occur at the local
level which will necessitate the involvement of all of the players, including: school board members,
superintendents or chancellors, school budget officials, educators and classified faculty. The individuals
that will be involved with this process are not experts in accounting or pension liabilities and will need
an opportunity to become more familiar with the dynamics of the discussions. Should these issues

move forward before the climate is ready, it can lead to misinterpretations of what is required, which is
what happened in the past with implementing accounting changes to retiree health care liabilities.
We are asking you to: First, consider extending these discussions for a year or more to give us the
necessary time to educate and prepare for any possible accounting changes; Second, to give states and
local governmental entities the ability to have their constitutionally mandated guarantor as the entity
that will be required to show their pension liabilities in their financial statements; Third, we support the
additional issues CalSTRS is recommending to change and are working with CalSTRS in a dialog on these
issues.
As we continue to discuss the practical aspects of how your recommendations would be implemented,
we would be happy to communicate issues of interest to you and how these changes could lead to
policy changes as a result.
I appreciate the opportunity to share our views on these important issues and would be happy to
answer any questions that you may have.

