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ITEM NAME:  Annual Budget Proposal (Second Reading) 
 

PROGRAM:  Financial Office  
 

ITEM TYPE:  Action 
 

RECOMMENDATION  
Approve recommendation of the Fiscal Year (FY) 2013-14 Annual Budget Proposals as listed 
below: 
(1) Accept the proposed California Public Employees’ Retirement System (CalPERS) FY 

2013-14 Administrative Budget of $405,978,000 and 2,685 positions, and recommend the 
Board of Administration (Board) approve the Budget as a Second Reading. 
 

(2) Accept the proposed CalPERS FY 2013-14 Enterprise Projects Budget of $33,288,000, 
and recommend the Board approve the Budget as a Second Reading. 

 
(3) Accept the proposed CalPERS FY 2013-14 Headquarters Building Account Budget of 

$40,676,000 as a Second Reading. 
 

(4) Approve the transmittal of this agenda item to the Joint Legislative Budget Committee, 
fiscal committees of the Legislature, State Controller, and Department of Finance, in 
accordance with the Budget Act of 2012, and to the Legislative Analyst’s Office, State 
and Consumer Services Agency, and the Office of the Legislative Counsel. 

 
EXECUTIVE SUMMARY 
The Fiscal Year 2013-14 budget is focused on core business needs critical to CalPERS long-
term strategy and on furthering our mission of building retirement and health security for 
those who serve California.  The following pages outline the initiatives proposed in the Fiscal 
Year 2013-14 Budget to achieve efficiencies, identify and implement cost-saving measures, 
manage risks, deliver quality customer service and strong affordable health care programs to 
effectively deliver retirement and health security for the public workers of California. 
 
The Fiscal Year 2013-14 Total Budget of $1.7 billion represents an overall decrease of 1.7 
percent from the Fiscal Year 2012-13 Total Budget and a decrease of 4.6 percent from the 
Fiscal Year 2012-13 Mid-year Budget. Increases in administrative and third party 
administrators costs are offset by greater savings in enterprise project, headquarters building 
and investment expenses mainly due to efficiencies in managing external management 
consulting costs, reducing the reliance on information technology and investment consultants 
by transferring workload and knowledge from consultants to State staff. 
 
The total Administrative Budget (Administrative, Enterprise Projects Budget, and CalPERS 
Headquarters Building Account) of $480.0 million includes cost savings of $33.5 million due 
to reductions in operating costs, equipment costs and a vacancy savings factor. Budget detail 
on Investment Expense and Third Party Administrator Fees has been included below for 
informational purposes only. 
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Fiscal Year 2013-14 Total Budget 
 

 
 

(in millions) 

FY 2012-
13 

Annual 
Budget 

FY 2012-
13 

Mid-year 
Budget 

FY 2013-
14 

Proposed 
Budget 

% 
Change 

from 
Annual 

Administrative $ 357.6 $ 373.9  $ 406.0 13.5% 

Enterprise Project  43.6      84.6      33.3 -23.6% 

CalPERS Headquarters Building   41.8     41.8       40.7 -2.7% 

Subtotal Budget $ 443.0 $ 500.3 $ 480.0 8.4% 

Projected Investment Expenses* $ 1,194.2 $ 1,190.0 $ 1,116.5 -6.5% 

– External Management Fees 1,093.0 1,093.0      1,030.0 -5.8% 

– Administrative Operating 
Costs 101.2 97.0       86.5 -14.5% 

Third Party Administrators* 103.0 103.0 114.8 11.4% 

Grand Total Budget $ 1,740.2 $ 1,793.3 $ 1,711.2 -1.7% 

Total PYs (114) 2,485.0 2,571.0 2,685.0 8.1% 
 
 
STRATEGIC PLAN 
This agenda item supports Goal B of the CalPERS 2012-2017 Strategic Plan, which is to 
cultivate a high-performing, risk-intelligent and innovative organization. Through the annual 
budget process, CalPERS staff can address and mitigate certain risks throughout the 
enterprise. The end result of this process allows for the enhancement of business process, 
ultimately heightening the quality and efficiency of service to our members and employers. 
 
BACKGROUND  
The Total Budget is composed of five main areas: Administrative, Enterprise Projects, 
Headquarters Building Account, Investment Expenses and Third Party Administrator Fees. 
The Administrative, Enterprise Projects and Headquarters Building Account budgets make up 
the total Administrative Budget and are provided for review and approval by the CalPERS 
Board of Administration. The Investment Expenses and Third Party Administrator Fees are 
provided for informational purposes only. The One Budget Initiative will consolidate all of 
these budgets to increase transparency and provide a holistic perspective. 

 
ANALYSIS 
 
Major highlights of the total Administrative Budget: 

- $33.5 million identified in cost savings for operating, equipment and vacancy factor. 
- Cost reductions in project and headquarters budgets for 2013-14.  
- $61.2 million for mandatory cost increases (salary and benefits, annualization of mid-

year positions and technical adjustments). 
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- $9.2 million for board supported initiatives (Public Agency Audit Reviews, consultant 
reduction, pension reform and GASB implementation, board election) to ensure 
compliance and additional cost savings. 

- $5.5 million for health care programs, with Return on Investment (ROI) savings of an 
estimated $28 million in 2013-14. 

- Additional 114 positions to support organizational priorities.  
- Ongoing cost saving efforts to transition from consultants to State staff in the areas of 

IT, Investments, and Benefit Services. 
 
 
Administrative Budget:  $406.0 M 
The Administrative Budget of $405,978,000 represents an increase of $48.4 million or 13.5 
percent from the FY 2012-13 Annual Budget.  This includes cost savings of $33.5 million 
offset by increases in salaries of $34.4 million, mid-year positions and the IT hardware 
refresh approved during the FY 2012-13 Mid-Year process of $20.4 million, as well as 
technical adjustments related to recalibration of pro-rata costs and general salary increases 
of $6.4 million.  
 
Enterprise Projects Budget:  $33.3 M 
The Enterprise Project Budget decreased 23.6 percent from the FY 2012-13 Annual Budget 
and 60.6 percent from the FY 2012-13 Mid-Year Budget mainly due to the reduction in costs 
related to the Pension System Resumption Project. 
 
Headquarters Building Account:  $40.7 M 
The Headquarters Building Account proposed budget for FY 2013-14 is $40.7 million.  This is 
a decrease of $1.1 million or 2.7 percent from the FY 2012-13.   
 
Projected Investment Expenses:  $1,116.5 M 
Total investment expenses were reduced by $77.7 million (6.5 percent) from the FY 2012-13 
Annual Budget. External Management Fees decreased by $63 million (5.8 percent) mainly 
due to the efficiencies in restructuring portfolios and the decrease in external management 
consulting costs.  The reduction in Administrative Operating Costs of $14.7 million is due to 
the Investment Office changing their projection methodology to align with actual historical 
expenditures and reductions of consultant expenditures realized in the projections. 
 
Third Party Administrator Fees:  $114.8 M 
The Third Party Administrator Fees relate to the management of all aspects of the 
administrative services provided to the Long-Term Care program, the Self-Funded Health 
program, and Supplemental Income Plan. These fees increased $11.7 million due to the rise 
in enrollment and administration fee costs and enhanced services for the supplemental 
income plan. 
 
BENEFITS/RISKS 
The benefits of the Committee recommending the proposed budget, and the Board of 
Administration subsequently approving the recommendation, consist of having the ability to 
meet CalPERS resource needs, fulfilling objectives set in the CalPERS 2013-15 Business 
Plan, and aligning the organization with our long-term strategies.  
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The risks of not approving the proposed budget include potential resource shortfalls which 
may inhibit the ability to achieve our organizational goals, missed opportunity to achieve full 
cost savings by not hiring positions to reduce consulting costs and implementing health plan 
initiatives with significant cost savings, compliance with new GASB standards, and increased 
risk in the ability to deliver customer service and proactively monitor public agencies for 
compliance. 

 
    ATTACHMENTS 

Attachment 1: FY 2013-14 Annual Budget 
Attachment 2: Transmittal Letter 

 
 
 
 
 
 

_________________________________ 
CHERYL EASON 

Chief Financial Officer 
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