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Pensionable Compensation 2% at 62 – Government Code 7522.34 

(a) “Pensionable compensation” of a new member of any public retirement system means the normal 
monthly rate of pay or base pay of the member paid in cash to similarly situated members of the same 
group or class of employment for services rendered on a full-time basis during normal working hours, 
pursuant to publicly available pay schedules, subject to the limitations of subdivision (c). 

(b) Compensation that has been deferred shall be deemed pensionable compensation when earned 
rather than when paid. 

(c) Notwithstanding any other law, “pensionable compensation” of a new member does not include the 
following: 

(1) Any compensation determined by the board to have been paid to increase a member’s retirement 
benefit under that system. 

(2) Compensation that had previously been provided in kind to the member by the employer or paid 
directly by the employer to a third party other than the retirement system for the benefit of the member 
and which was converted to and received by the member in the form of a cash payment. 

(3) Any one-time or ad hoc payments made to a member. 

(4) Severance or any other payment that is granted or awarded to a member in connection with or in 
anticipation of a separation from employment, but is received by the member while employed. 

(5) Payments for unused vacation, annual leave, personal leave, sick leave, or compensatory time off, 
however denominated, whether paid in a lump sum or otherwise, regardless of when reported or paid. 

(6) Payments for additional services rendered outside of normal working hours, whether paid in a lump 
sum or otherwise. 

(7) Any employer-provided allowance, reimbursement, or payment, including, but not limited to, one 
made for housing, vehicle, or uniforms. 

(8) Compensation for overtime work, other than as defined in Section 207(k) of Title 29 of the United 
States Code. 

(9) Employer contributions to deferred compensation or defined contribution plans. 

(10) Any bonus paid in addition to the compensation described in subdivision (a). 

(11) Any other form of compensation a public retirement board determines is inconsistent with the 
requirements of subdivision (a). 

(12) Any other form of compensation a public retirement board determines should not be pensionable 
compensation. 

(13) (A) Any form of compensation identified that has been agreed to be non-pensionable pursuant to a 
memorandum of understanding for state employees bound by the memorandum of understanding. The 
state employer subject to the memorandum of understanding shall inform the retirement system of the 
excluded compensation and provide a copy of the memorandum of understanding. 

(B) The state employer may determine if excluded compensation identified in subparagraph (A) shall apply 
to non-represented state employees who are aligned with state employees subject to the memorandum 
of understanding described in subparagraph (A). The state employer shall inform the retirement system 
of the exclusion of this compensation and provide a copy of the public pay schedule detailing the 
exclusion. 
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California Public Employee’s Pension Reform Act Summary  

 Also known as AB340 and PEPRA. 

 Created a different retirement formula for employees who are first hired to perform creditable 

service on or after January 1, 2013. These employees are referred to as 2% at 62 members. 

o Employees who were first hired to perform creditable service before January 1, 2013, 

are referred to as 2% at 60 members. 

 Caps creditable compensation for 2% at 62 members at 120% of social security wages. 

o Employee and employer contributions stop in the fiscal year once the limit has been 

met. 

 Limits the type of compensation that is creditable for 2% at 62 members. 

o Excludes most special compensation from creditable earnings. 

 Allowances. 

 Bonuses. 

 Cash-in-lieu of receiving a benefit. 

 Compensation paid for a specified number of times. 

 Compensation paid for the purpose of enhancing a benefit.  

 Allows CalSTRS to establish a different contribution rate for 2% at 62 members. 

o May stay the same or may change annually. 

 Prohibits employer paid contributions. 

 Limits a district’s ability to offer a one-year final compensation to teachers. 

o Final compensation may only be averaged over at least three schools years for 2% at 62 

teachers. 

o One-year final compensation may be provided for 2% at 60 members who are classroom 

teachers (limitations apply). 

 Forfeits benefits for all members (2% at 60 and 2% at 62) who are convicted of a felony. 

o Any benefits that a member accrued after committing the felony will be forfeited and 

contributions will be returned without interest. 

o Any benefits accrued prior to committing the felony remain intact. 

 All members who retire on or after January 1, 2013, must wait 180 days before they can return 

to school employment as retirees. 

o Exemptions exist to bring a STRS retiree back to perform creditable service within the 

180 days from retirement. 

o If no exemptions are requested, CalSTRS will reduce the retiree’s benefit dollar per 

dollar. 
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AB 1381 Pension Reform Act Cleanup Bill 

 Extends the definition of a 2% at 60 member to include any person who was a member of a 

concurrent retirement system on or before December 31, 2012, and performed services in that 

system within six months of becoming a CalSTRS member. 

 For 2% at 60 members:  Compensation determined to have been paid to enhance a member’s 

benefits is only creditable to the DBS account. 

o Not creditable for 2% at 62 members. 

 For 2% at 62 members:  Creditable compensation must be paid each pay period in which service 

is performed for that position. 

 Requires post-retirement earnings to be reported using an annualized full-time compensation 

earnable. 

 Excludes 2% at 62 members from being eligible to retire at age 50 with 30 years of service 

credit. 
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The AB340 New Member box will determine what contribution rate will be used when calculating the 

employee contribution rate. For programing reasons the boxes have a specific default.  It is the district’s 

responsibility to check the appropriate boxes that apply to each new hire and/or new position 

assignment when the employee is initially set up in Galaxy or assigned to a new position. 

 

Example 1 

When an employee is set up in Galaxy with the AB340 box unchecked as shown below: 

 

1. The employee’s contributions will be taken at 10.25% for fiscal year 2018-19. 

2. The contributions will be employer pickup (employee pays contributions). 
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Example 2 

When an employee is set up in Galaxy with the AB340 New Member box checked as shown below: 

 

1. The employee’s contributions will be taken at 10.205% for fiscal year 2018-19. 

2. The contributions will be paid by the employee (employer pickup). 

 

Note:   

1. The AB340 New Member box controls which retirement plans are available in the “Retirement 

Plan” drop down list. 

 

2. The rules for changes made to the AB340 New Member box on the Add/Modify Employee 
Information screen:   

a. When a position is saved, the retirement system for the position (PERS, STRS, Alt-FICA, 
or None) is determined from the retirement code used for the position.  Any other 
position(s) with the same retirement system, held by the employee, will have the AB340 
New Member box selection updated automatically by Galaxy to match the position that 
was saved. 
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Check the Secured Employer Website (SEW) to determine the employee’s retirement formula, 2% at 60 

or 2% at 62. 

 

 
1. The County Office will continue setting up enrollments. 

 

2. All new enrollments set up as of 01/01/2013, will default to the new member formula (2% at 

62). 

 

3. If the employee should be considered a “classic” member (2% at 60), the County Office may be 

able to work with our CalSTRS representative to have the membership date back-dated and the 

retirement formula changed. 

a. This will require district documentation to substantiate the hire date. 

 

4. If the request to back-date the employee’s membership effective date is denied, the employee 

will have to go through the dispute process and work directly with CalSTRS.  
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Public Employee’s Pension Reform Act of 2013 

Retirement Formula Designation 

Question Answer 
How do employers know which retirement 
formula applies to a member? 

An indicator is located in REAP that displays 
retirement formula information per member. In 
addition, a field on the Match File response file 
displays the retirement formula information per 
member. 

If a non-member account was established 
prior to January 1, 2013 but the employee did 
not work prior to January 1, 2013, what is his 
or her retirement formula? 

Their retirement formula would be 2% at 60. Any 
individual with an account prior to January 1, 
2013, regardless of membership status or service 
performed, will have the 2% at 60 retirement 
formula. Per AB 340, only employees hired to 
perform creditable service prior to January 1, 
2013 are entitled to the 2% at 60 retirement 
formula. 

If any account was established prior to 
January 1, 2013 but an employer did not 
report contribution line until after January 1, 
2013, what formula will the member default 
into? 

This account defaults into the 2% at 60 formula. 
The retirement formula is set based on the date 
the account was established (in this case, prior to 
January 1, 2013). Reporting contribution lines 
does not set or change the retirement formula. 

Did employers need to submit reporting lines 
prior to January 1, 2013 to establish a 
member with a 2% at 60 retirement formula? 

No, if you established an account (member or 
nonmember) using REAP or the MR87 process 
prior to January 1, 2013, the account defaulted 
into the 2% at 60 formula. The retirement formula 
is set based on the transaction date (the date you 
preform the REAP or MR87 transaction) not the 
effective date you set for the account. This is 
because any employee first hired to preform 
creditable service on or after January 1, 2013 is 
subject to the 2% at 62 formula. 

If an account was established on or after 
January 1, 2013 but the member worked prior 
to January 1, 2013, can the effective date on 
the account be backdated prior to January 1, 
2013? 

Yes, but the effective date cannot be back dated 
prior to January 1, 2013 through REAP or MR87 
process. If an account is established on or after 
January 1, 2013 but the member worked 
preventing the employer from submitting their 
F496 report, the employer must contact their 
employer services representative to correct the 
retirement formula and change the effective date 
on the account. 
 

If someone was offered employment in 
December 2012 but did not work until January 
2013 which retirement formula will they 
default into? 

If they were first hired to preform creditable 
service prior to January 1, 2013 they are entitled 
to the 2% at 60 retirement formula per the Public 
Employee' Pension Reform Act of 2013. 
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Question Answer 
If a person is a CalSTRs member prior to 
January 1, 2013, refunds and then takes a 
position on or after January 1, 2013 which 
retirement formula would apply? 

If they were first hired to perform creditable 
service prior to January 1, 2013 they are entitled 
to the 2% at 60 retirement formula per the public 
employees' pension reform act of 2013. 

If a person is hired to perform creditable 
service prior to January 1, 2013, elects 
CalPERs, terminates the position and is later 
hired to perform creditable service on or after 
January 1, 2013 and elects CalSTRS, which 
retirement formula would apply? 

The 2% at 60 retirement formula applies in this 
case. Anyone hired to perform creditable service 
prior to January 1, 2013 is CalSTRs 2% at 60, 
regardless of prior refunds 

What documentation does a member need to 
provide to appeal their retirement formula 
designation? 

They are entitled to the 2% at 60 retirement 
formula. Anyone hired to perform creditable 
service to January 1, 2013 is a CalSTRs 2% at 
60, even if they chose to take that creditable 
service to CalPERS. 

How long does it take to resolve an appeal of 
a member’s retirement formula? 

CalSTRS requires documentation that 
substantiates the hire date to perform creditable 
service in order to change the retirement formula. 

Whose responsibility is it to prove the hire 
date if a member’s retirement formula 
incorrect? 

The retirement formula appeal process will 
quickly and efficiently resolve retirement formula 
discrepancies. For more information about the 
members’ right to appeal, please refer to the 
CalSTRS Member handbook. 

Equal Sharing of Pension Costs 

Question Answer 
Will changes to contribution rates affect all 
members (CalSTRS 2% at 60 and CalSTRS 2% 
at 62)? 

No, if contribution rates change under the Public 
Employees’ Pension Reform Act of 2013, it will 
not affect all members; it will only affect CalSTRS 
2% at 60. Under the Public Employees’ Pension 
Reform Act of 2013, employees hired to perform 
creditable service on or after January 1, 2013 
(CalSTRS 2% at 62) are required to pay at least 
50% of the normal cost rate of the Defined 
Benefit plan. The member contribution rate 
remains 8 percent for the 2013-2014 Fiscal Year 
or both CalSTRS 2% at 60 and CalSTRS 2% at 
62. However, the member contribution rate for 
CalSTRS 2% at 62 may change in the future if 
the normal cost of the plan increases or 
decreases by more than one percent. For 
CalSTRS 2% at 60, the contribution rate is set in 
statute and can only change by legislative action. 
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Creditable Compensation 

Question Answer 

Can a separate pay schedule be created for 
CalSTRS 2% at 60 and CalSTRS 2% at 62? 

No, the retirement formula does not create a 
separate class of employees. The same salary 
must apply to the entire class.  

Are step increases considered normal 
monthly pay or base pay? 

Yes, step increases are considered normal 
monthly pay or base pay. 

As of January 1, 2013, is all special 
compensation non-creditable for CalSTRS 2% 
at 62? 

No, not all special compensation is non-creditable 
for CalSTRS 2% at 62. Certain special 
compensation is still creditable for CalSTRS 2% 
at 60. Refer to Employer Directive 2012-07 for 
more information regarding special compensation 
for CalSTRS 2% at 62. 

If a stipend or other bonus is listed on the 
salary schedule is this reportable to 
CalSTRS? 

It depends. If the stipend or other bonus is a 
publicly available salary schedule and it meets 
the definition of creditable compensation it can be 
reported to CalSTRS. Under the Public 
Employees’ Pension Reform Act of 2013, 
however, bonuses are specifically not creditable 
for 2% at 62. For 2% at 62, if the stipend is not 
part of the base pay, the stipend must be 
reported using a contribution code 6 and 
assignment code 72. Refer to Employer Directive 
2012-07 for more information regarding special 
compensation for 2% at 62. 
 

What special compensation can be reported 
with assignment code 72? 

Certain payments, such as master’s stipends, are 
considered creditable compensation as long as 
they are included in the base pay or specifically 
identified on a salary schedule or other publicly 
available document. Refer to Employer Directive 
2012-07 for more information regarding special 
compensation for CalSTRS 2% at 62. 

Are master degree stipends reported using 
contribution code 6 for CalSTRS 2% at 62? 

Yes, as long as the contribution code 6 line is 
reported with assignment code 72. If the 
compensation is not part of the base pay, this 
compensation must be reported using a 
contribution code 6 and assignment code 72. 
Refer to Employer Directive 2012-07 for more 
information regarding special compensation for 
2% at 62. 

Is assignment code 72 valid for both Cash 
Balance and Defined Benefit? 

Yes, special compensation that can be reported 
for CalSTRS 2% at 62 applies to both Cash 
Balance and Defined Benefit.  
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Question Answer 

Are there edits in the Secure Employer 
Website that ensure correct assignment 
codes are used for CalSTRs 2% at 62? 

Yes, edit code MO-B114-CC6 reported member 
has a 2% at 62 and the assignment code is not 
72, and edit MO-B115- contribution line is coded 
with assignment code 72 and the member has a 
2% at 60 formula. 

When reporting special compensation for 2% 
at 62, will there be an edit in the Secure 
Employer Website that monitors the total 
amount of compensation reported? 

Yes, an edit will be implemented that monitors 
the total amount of special compensation 
reported for CalSTRS 2% at 62. Since special 
compensation is limited for CalSTRS 2% at 62, 
the threshold will be set much lower than the 
current $15,000 limit set for CalSTRS 2% at 60. 

Can employers add a bonus or stipend that 
currently is not creditable to CalSTRS for the 
CalSTRS 2% at 62, to the salary schedule and 
make it part of the base pay? 

Yes, you can add a stipend or a bonus to a salary 
schedule to make it part of the base pay. The 
Public Employees’ Pension Reform Act of 2013 
states that the normal monthly pay or base pay it 
would be reportable to CalSTRS. However, a 
salary schedule change of this nature must apply 
to the entire class of employees. You cannot 
create a separate salary schedule for CalSTRS 
2% at 62. 

Creditable Compensation 

Question Answer 

If a member reaches the cap, is the employer 
required to pay contributions over the cap to 
Social Security and/or establish a separate 
Defined Benefit (DB) Plan? 

No, CalSTRS members do not pay into Social 
Security, therefore, employers are not required to 
pay contributions over the cap to Social Security. 
Nor can employers establish a separate DB plan, 
However, the Public Employee’s Pension Reform 
Act of 2013 does allow, but does not require, 
employers to contribute to a defined contribution 
plan for compensation above the cap. Beginning 
January 1, 2013, the cap on compensation for 
CalSTRS 2% at 62 is $136,440. 
 
If an agreement exists between an employer and 
its employees that a retirement supplement must 
be provided on compensation above a cap, 
CalSTRS is not aware of the details and cannot 
comment on how if should be implemented, 
except that per the Public Employees’ Pension 
Reform Act of 2013, any retirement supplement 
above the cap must be a defined contribution 
plan and rate of employer contribution to such a 
pan cannot exceed 8.25 % 

Is the cap on compensation based on a 
calendar year or fiscal year? 

Per the Public Employees’ Pension Reform Act of 
2013, the cap on compensation is based on a 
calendar year. However, CalSTRS is seeking 
legislative changes to base the cap on a fiscal 
year. 
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Question Answer 

Does the compensation cap apply to Cash 
Balance participants?  

No, the Public Employees’ Pension Reform Act of 
2013, the cap on compensation is based on a 
calendar year. However, CalSTRS is persuing 
legislation to apply the Public Employees’ 
Pension Reform Act of 2013 requirements to the 
Cash Balance Benefit Program. 

Does CalSTRS or the employer monitor the 
cap on compensation? 

Ideally each employer should monitor the 
compensation reported to CalSTRS. However, 
CalSTRS will be implmention a running balance, 
visible REAP, of compensation reported to 
CalSTRS. This display can be used to monitor 
compensation reported to CalSTRS per member. 
 
In addition, future Defined Benefit business rules 
may evaluate the amount of contributions 
reported and prevent contributions from being 
submitted in excess of the compensation cap. 

If a member works for multiple districts and 
reaches the compensation cap, how will 
CalSTRS determine which district to accept 
contribution from? 

We are in the process of developing the business 
requirements to implement this and will provide 
more information as we progress with the 
implementation. 

If an employee works for multiple districts in 
the same county and the compensation cap is 
met based on the cumulative total of two or 
more contribution lines on the same F496 file 
how will the system treat each individual line? 

CalSTRS is determining how the system will treat 
this scenario. This question will be updated when 
a solution is determined. 

For subsequent year adjustment reporting for 
2% at 62, will the compensation apply to the 
compensation cap for the fiscal year 
represented on the contribution line or the 
fiscal year in which the contribution lines 
were received by CalSTRS? 

Compensation will apply to the fiscal year 
represented on the contribution line is reported to 
CalSTRS in September 2014 (fiscal year 
2014/2015) but the service period is for June 
2014 (fiscal year 2013/2014), the compensation 
would apply to the cap for fiscal year 2013/2014. 

Three-year Final Compensation 

Question Answer 

Does the three-year final compensation 
provision of the Public Employees’ Pension 
Reform Act of 2013 affect CalSTRS 2% at 60? 

No, the three-year final compensation provision 
of the Public Employees’ Pension Reform Act of 
2013 does not affect compensation provisions 
only apply to members hired on or after January 
1, 2013, CalSTRS 2% at 62. CalSTRS 2% at 60 
are still eligible for one-year and three-year final 
compensation. 

Does the three-year final compensation 
provision affect CalSTRS 2% at 62 that are 
entitled to employer paid one-year final comp 
per their employment agreement? 

Yes, the three-year final compensation provision 
supersedes any existing employment agreement. 
CalSTRS 2% at 62 are subject to three-year final 
compensation regardless of their employment 
agreement. 
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Post Retirement Earning Limitations 

Question Answer 

Does the 180-day post retirement earnings 
provision apply to members who retire before 
January 1, 2013? 

Yes, members who retire prior to January 1, 2013 
are subject to the 180-day zero-dollar earnings 
limitation if they are under normal retirement age. 
Education Code section 24214.5 requires any 
retiree who retire prior to January 1, 2013, and 
who is under normal retirement age (age 60), to 
wait 180-days from the date of their retirement, or 
turn age 60, before returning to perform 
creditable service in order to avoid a reduction in 
his or her benefit. If a retiree who retires prior to 
January 1, 2013 is at or above age 60, he or she 
is not subject to the 180-day break service. 

What exemptions to the annual 
postretirement earnings limitation apply to 2% 
at 60 members versus 2% at 62 members? 

For the 2012-13 and 2013-14 school years only, 
there is exemption for all retired members who 
are at or above normal retirement age (age 60 for 
CalSTRS 2% at 60, and age 62 for CalSTRS 2% 
at 62) and who are appointed by a county 
superintendent of schools, the California 
Community Colleges Board of Governors, the 
State Board of Education or the State 
Superintendent of Public Instruction to specified 
positions to assist schools that are experiencing 
specific academic or fiscal distress. CalSTRS 
must receive the exemption request and required 
documentation substantiating a member’s 
eligibility before the member begins working. The 
member is not eligible for this exemption if he or 
she has received a retirement incentive in the 
previous six months. If approved, this exemption 
on applies to the annual postretirement earnings 
limit. 

CalSTRS System Changes 

Question Answer 

When will CalSTRS implement the Match File 
changes (the indicator for CalSTRS 2% at 60 
and CalSTRS 2% at 62)? 

The indicator on the Match file was added on 
January 1, 2013. The respond field length still 
remains 30 characters long. 

Can employers submit contribution lines with 
service periods prior to the effective date on a 
CalSTRS account? 

No, member contribution lines cannot precede the 
effective date on the CalSTRS account. These 
lines will receive a correction required error in 
SEW. Nonmember contribution lines also cannot 
precede the effective date on the CalSTRS 
account. 
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Question Answer 

What other items in the Public Employees’ 
Pension Reform Act of 2013 is CalSTRS 
seeking clarification on? 

CalSTRS is pursuing numerous points of 
legislation to clarify and conform the Teachers’ 
Retirement Law to Pension Reform. CalSTRS is 
pursuing legislation on: 

 Allowing for CalSTRS members who 
were members of concurrent retirement 
system prior to January 1, 2013, to be 
designated as CalSTRS 2% at 60 if they 
performed service under that retirement 
system in the six months prior to 
performing CalSTRS creditable service;  

 Changing the compensation cap to be 
based on a fiscal year instead of calendar 
year; 

 Applying the Public Employees’ Pension 
Reform Act of 2013 requirements to the 
Cash Balance Benefit Program; 

 Allowing for bargained for employer-paid 
member contributions for 2% at 60; 

 Allowing for bargained for one-year final 
compensation for 2% at 60 members; 

 Clarifying the limits on types of creditable 
compensation. 

Will there be a new assignment code to 
differentiate between 2% at 60 and 2% at 62 
members? 

No. 
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Creditable Compensation Regulations Summary 

The Creditable Compensation Regulations cover members under the 2% at 60 retirement formula. The 

rules and regulations affecting 2% at 62 members are covered by the Pension Reform Act of 2013. 

The Creditable Compensation Regulations became effective January 1, 2015, and cover: 

 Class of employees. 

 Creditable compensation. 

 Remuneration in addition to salary. 

 Consistent treatment of compensation. 

 Appropriate crediting of contributions to the Defined Benefit and Defined Benefit Supplement 

Program. 

Two main areas that affected districts were the reclassification of certain stipends and the disallowance 

of certain types of payments as creditable items.  

Department chair and coaching stipends were previously considered special compensation (did not 

generate service credit). The Creditable Compensation Regulations now treat these payments and all 

outgrowth activities as salary on the basis that the employee is performing additional service in order to 

receive these wages (does generate service credit). 

Special compensation, such as longevity and master stipends, that is received and is not tied to the 

performance of additional service is considered remuneration in addition to salary (assuming all 

requirements are met). 

Automobile and housing allowances as well as cash in lieu of benefits are no longer creditable items, but 

can be restructured into an employee’s contract and treated as consistent compensation if the contract 

is restructured before January 1, 2016.   

District Fiscal Services made several changes in Galaxy to comply with the new regulations. Payroll 

adjustment codes were modified and districts informed of the changes. 

Please refer to the final regulations for a complete description of all areas affected. The final regulation 

text can be found in the CalSTRS website:  http://www.calstrs.com.  
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Correction: The 920 – 929 codes can be used to pay compensation that is paid 

to 2% at 62 members. The code has been programmed so contributions are not 

taken from earnings paid to employees with a 2% at 62 benefit formula 

See 

correction 

below 
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Administrative Leave  

CalSTRS would consider compensation paid while someone is on administrative leave as creditable 

service pursuant to Education Code 22119.2(a)(3): 

“Remuneration that is paid for the use of sick leave, vacation, and other employer-approved leave, 
except as provided in paragraph (4) of subdivision (c).” 
 
Paragraph (4) of subdivision (c): Remuneration that is paid in exchange for the relinquishment of unused 

accumulated leave. 

 

 

Retirement Incentives 

Retirement incentives paid before employees separate from their employing districts are creditable. 

Retirement incentives paid after employees separate from their employing districts are not creditable. 

 

 

Settlement Payments 

Settlement payments are usually not creditable since they are not issued for the performance of 

creditable service. The district may request a review of the settlement by CalSTRS by submitting the 

agreement to the STRS Unit in DFS. Note: settlements should be processed through payroll and are 

subject to all applicable taxes. 
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