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Agenda Item 13 

MEETING DATE: November 5, 2018 
 
SUBJECT:   Service Credit Policy – DISCUSSION DRAFT  
 
                                                                       Deliberation                Receive 
SUBMITTED FOR:        Consent           X    and Action                  and File 
 
 

RECOMMENDATION 
 
Staff recommends the Board approve a discussion draft of the proposed policy for distribution 
to stakeholders.  The policy establishes that beginning with the pay period commencing on 
December 23, 2018, SCERS will limit service credit to one (1) year in a 365-day period. 
 
PURPOSE 
 
This item supports the 2018-19 Strategic Management Plan initiative to maintain and improve 
Stakeholder Relations by reviewing and updating Board policies and to communicate to 
employers and members the standards by which SCERS administers the retirement plan.  This 
policy also supports the initiative to maintain prudent funding practices that support low 
contribution rate volatility and plan sustainability. 
  
DISCUSSION 
 
In 1997, the California Supreme Court issued its seminal decision, Ventura County Deputy 
Sheriffs’ Assoc. v. Board of Retirement, et al. (1997) 16 Cal.4th 483 (“Ventura”) interpreting, for 
the first time, the definition of “compensation earnable” in section 31461 of the County 
Employees Retirement Law of 1937 (“CERL”) (Gov. Code §31450 et seq.).  In Ventura, the Court 
held that, comparing the County Systems to CalPERS, various types of pay should be included 
in the retirement allowance calculations of CERL members.  
 
History of practice 
 
In the course of implementing the Ventura decision, the SCERS Board considered the issue of 
service credit accruals as well as “compensation earnable” for members on a 7/12 work 
schedule, who work 7, 12-hour shifts during a biweekly pay period for a total of 84 hours.  On 
August 6, 1999, SCERS staff presented an item to the Board recommending that the “extra 
hours” worked on a 7/12 schedule be treated as compensation earnable because they were part 
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of the regular work schedule and not considered or paid as overtime. The Staff also 
recommended providing additional service credits for the “extra hours.”  In other words, hours 
scheduled and worked under a 7/12 arrangement would confer additional service credit relative 
to the more common work schedule of five days per week and eight hours per day (80-hour 
schedule for a biweekly pay period).  Thus, a member working under a 7/12 schedule could earn 
as much as 2,192.4 hours of service credit per year, instead of the usual 2,088 hours that 
SCERS benchmarks for full-time employment on a more traditional 80-hour biweekly schedule.  
Staff also explained that, upon Board approval, SCERS would begin to collect member 
contributions on the “extra hours” ascribed to a 7/12 arrangement and recognize those hours as 
service credit (See attached Exhibit A – SCERS Board of Retirement Agenda Item 8 (August 6, 
1999), and Resolution No. 99-08). 
 
The Board accepted Staff’s recommendations at the August 19, 1999 meeting and adopted 
Resolution No. 99-08, stating that it was a means to further implement Ventura.  Resolution No. 
99-08 expressly addresses the “compensation earnable” topic that the Ventura decision 
considered, providing that 7/12 work schedule hours are included in “compensation earnable.”  
(See Exhibit A – Resolution 99-08).  Although Resolution 99-08 is silent on the service credit 
issue, the Board approved the Staff recommendation to grant additional service credit for the 
81st-84th hours worked on a 7/12 work schedule.  This decision allows members on this schedule 
to earn more than one year of service credit with SCERS for one year of work with the County.  
While Ventura may reasonably be interpreted as providing the Board with authority to include 
the 81st-84th hours in compensation earnable, Ventura did not address the additional service 
credit issue.  The Board made the determination to provide additional service credit independent 
of the court ruling.  It is this practice of awarding more than a year of service during a 365-day 
period that staff is now recommending the Board discontinue.    
 
 
CERL and related authorities 
 
Though not explicitly expressed in the CERL, a review of various CERL sections and by analogy 
with the Public Employees’ Retirement Law (PERL) and the Teachers’ Retirement Law (TRL), 
lead to the conclusion that the most reasonable application of service credit is to award a 
member with no more than one year for every 365-day period.   
 
As explained in Ventura, the retirement allowance provided under the CERL is a “combination 
of a retirement annuity based on the employee’s accumulated contributions supplemented by a 
pension … sufficient to equal a specified fraction of the employee’s ‘final compensation.’”  
(Ventura, 16 Cal.4th at 490.)  The fraction applied to final compensation is based on the factors 
set forth in the applicable retirement formula (and based on age at retirement), multiplied by “the 
number of years of current and prior service with which the member is entitled to be credited at 
retirement ….”  (See, e.g., § 31664 (safety members) (emphasis added).)  Thus, service credited 
at retirement, or service credit, is measured in years of service. 
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Section 31640.5 establishes the means of calculating service credit for members who do not 
work full-time or full year schedules.  In these situations, Service credit is calculated and accrued 
as follows: 

  
[T]he member shall receive credit as continuous service for that proportion of 
the time he or she held the position as the time he or she actually was engaged 
in the performance of the duties of the position bears to the time required to 
perform the same duties in a full time position.  [¶]  A ‘year of service’ in the 
position shall be construed to mean the time during which the member has 
one full year of credit, calculated as provided in this section.  (Emphasis 
added.) 
 

Under this statute, less than full-time service credit is calculated as a percentage of one full year 
of credit and not by simply adding up the number of hours actually worked.   
 
Thus, a “year” in service means what it says: full-time employment for that period of time. The 
plain meaning of the term “year,” combined with case law interpreting the PERL and TRL, 
strongly support limiting service credit accruals in this manner.   
 
Decoupling of Compensation Earnable and Service Credit 
 
So long as the member is considered a full-time employee, this measure of service credit should 
not be affected by the number of actual hours that he or she may work, whether through 
overtime, a 7/12 workweek, or other work schedule that is more or less than the traditional 40-
hour workweek.  In reviewing Exhibit A, it appeared that staff incorrectly equated the additional 
compensation earnable available to a member working a 7/12 schedule with additional service 
credit—specifically, the 81st through 84th hour of shift work.   
 
On page 3 of Exhibit A, staff’s recommendation stated that if the 81st through 84th hours were 
determined to be compensation earnable, then they should also apply towards service credit.  It 
is this concept that each hour worked carries with it a compensation earnable component and a 
service credit component that seems to have influenced the 1999 decision to award additional 
service credit.  In actuality, the CERL provides a long precedent of decoupling compensation 
earnable from service credit, especially for hours worked in excess of a standard 40-hour 
workweek schedule.  While regular hours worked typically go hand-in-hand with service credit, 
there are instances where an hour utilized in a retirement calculation increases compensation 
earnable or service credit, but not necessarily both.  For example, when a member takes 
advantage of a vacation sell back, the compensation received by the member as a result of the 
sale is attributed towards compensation earnable; however, there is no corresponding award of 
service credit for the vacation hours purchased.  Conversely, when a member of SCERS retires, 
the member can convert his or her unused sick leave to service credit; however, those same 
hours are not converted into a dollar value and included in compensation earnable (nor were 
contributions directly paid on those sick-leave hours).   
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Correcting the Practice 
 
Correcting the practice since its inception would require the recalculation of almost every 
retirement allowance awarded since October 1997, the effective date of SCERS’ practice per 
Resolution 99-08.  That would likely expose SCERS to significant litigation risk from impacted 
retirees and current members, and a court could apply an estoppel argument to prevent SCERS 
from applying its change in practice retroactively. 
 
To balance fairness to members with the Board’s fiduciary obligation to administer the plan in 
accordance with governing documents, Staff recommends discontinuing the practice of 
awarding service credit to the 81st through 84th hours of members that work a 7/12 alternate work 
schedule after the pay period ending December 22, 2018.  Effective with the pay period 
beginning December 23, 2018, SCERS will no longer award service credit for hours worked in 
excess of a standard 80-hour biweekly work schedule.  Under the proposed policy, one year of 
service credit will reflect the regular, full-time hours worked under a particular work schedule for 
that year, not to exceed one year. 
 
Because SCERS will continue to honor Resolution 99-08 and award extra service credit to 
members who work a 7/12 work schedule through December 22, 2018, that service credit will 
continue to be included in retirement calculations, as long as the service credit was earned no 
later than December 22, 2018.   
 
Please note that no changes are being proposed—retroactively or prospectively—
regarding the treatment of compensation earned on the 7/12 work schedule.  Because 
those additional hours are part of the regular schedule, SCERS will continue to collect 
retirement contributions and include those earnings as pensionable for all retirement 
tiers.  
 
 
FISCAL AND ADMINISTRATIVE IMPACT 
 
Staff anticipates minor financial savings as a result of this policy change.  Both employers and 
members will continue to pay contributions on hours 81-84 of a 7/12 schedule and those hours 
will continue to be included in compensation earnable or pensionable compensation.  For payroll 
periods that coincide with and follow the effective date of this policy, employers will not 
experience the liability associated with allowing members to receive more than a year of service 
for just a single year of plan participation.  Staff is continuing to work with Sacramento County 
to determine if modifications to the county’s payroll system are needed.  
 
NEXT STEPS 
 
Upon approval by the Board, Staff will distribute the Discussion Draft to employers and employee 
groups for comment.  Staff will evaluate any comments received for incorporation in the policy, 
with the expectation that the Board will be presented with a final policy for consideration at its 
regular meeting on December 19, 2018. 
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ATTACHMENTS 
 
Exhibit A – SCERS Board of Retirement Agenda Item 8 (August 6, 1999), and Resolution No. 
99-08. 
 
Exhibit B – Discussion Draft policy 
 
 
Prepared by:       Reviewed by: 
/S/        /S/ 
_____________________________   ____________________________ 
Robert L. Gaumer      Eric Stern 
General Counsel      Chief Executive Officer 

 
/S/ 
_____________________________ 
John W. Gobel, Sr. 
Chief Benefits Officer 
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PURPOSE  

The purpose of this policy is to establish that service credit cannot exceed one (1) year in a 
365-day period.  
 
POLICY 

The number of hours worked by SCERS members during a normal/scheduled workweek 
varies by different job classification, bargaining unit, and/or worksite. Regardless, the service 
credit accrued or available for a normal, scheduled workweek is referred to as “regular 
service” and excludes overtime.  Members accrue service credit for each hour of regular 
service.  One (1) year of service credit shall reflect the regular, full-time hours worked under 
a particular work schedule for that year.  Service credit cannot exceed one (1) year in a 
single calendar year or other 365-day period. 

 
EFFECTIVE DATE 
 
Beginning with the pay period commencing on or after December 23, 2018, SCERS will limit 
service credit to one (1) year in a 365-day period.   

 

APPLICATION  

Regular service at SCERS is benchmarked to a standard schedule of 40 hours per week, or 
80 hours per biweekly pay period. Accordingly, those members who work a standard 
schedule can expect to accrue one year of service credit by working 40 hours per week for 
52 weeks (and making all the contributions required of full-time employees). 

Members who work any full-time, alternate schedule that is more or less than 40 hours per 
week can also expect to accrue one year of service credit by working that alternate schedule 
for 52 weeks (and making all the contributions required of full-time employees). 

For example, members who work a 7/12 schedule (the equivalent of 84 hours per biweekly 
pay period) can accrue one year of service credit by working that schedule for 52 weeks.  
Service credit under the 7/12 schedule cannot exceed one (1) year. 

If a member works a full-time, standard schedule for part of a year and also works a full-
time, alternate schedule for the other part of year, the member will receive one (1) year of 
service credit.   

Revision Date:  November 5, 2018    Policy Number: 026 
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After this policy is adopted by the Board of Retirement and goes into effect on December 
23, 2018, SCERS will not allow or recognize service accruals in excess of one (1) year for 
any calendar year or other 365-day period. 

 

BACKGROUND 

In accordance with Board policy adopted in August 1999, SCERS has been crediting 
additional service to members who work under a 7/12 schedule.  Under the policy, these 
members have been able to earn more than one year of service credit for each year of 
service.  The SCERS Board has concluded that this administrative practice should be 
discontinued prospectively.   This policy supersedes the Board action on August 19, 1999, 
that authorized additional service credit for 7/12 schedules, and applies to any alternate 
schedule, for service accrued on or after December 23, 2018. 
 
 
RESPONSIBILITIES 

 Executive Owner: Chief Benefits Officer 
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11/5/2018 Board reviewed draft policy 026 
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