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We are pleased to submit herewith our Actuarial Review of the State 
Employees' Retirement System. 

In 1969, the General Assembly appropriated funds for an actuarial study 
of the State Employees' Retirement System, with particular reference to 
the contributions required for the System to be funded on a sound actuarial 
basis. Early in 1970, our firm was authorized to undertake this project. 

Our report covers funding, portability of benefit rights, and it includes 
general considerati.on of benefit uniformity and plan consolidation. 

This study has been under my general direction. The actuarial work was 
done by Mr. Thomas D. Levy, Fellow of the Society of Actuaries and an 
Associate Actuary of our company. Others participating in the work in= 
eluded Mr. Louis J, Zebedee, a Vice President and Resident Manager of our 
Hartford office, and Mr. Jack M. Elkin, a Senior Vice President and our 
Chief Actuary. 

We received a great •leal· of help from State employees in obtaining the 
information which forms the basis of this report. Mr. Hugo F. Benigni and 
Mr. Richard Baronowski of the Auditors' office, Mr. Phillip D. Hurley~of 

the Personnel Department, and Mr. Herbert Laphan of the Payroll Department 
were most helpful in uncovering possib1e sources of data and making those 
sources available as needed. Mr. Gordon L. Partridge, Mr. Donald Briggaman, 
and Mr. William T. Arnone of the Comptroller's Data Center assisted 1n 
processl.ng the data so as to make it usable by us. And most important, 
Mr. Henry J, Rigney, Chief of the Retirement Division, and his staff were 
available whenever needed to answer any questions and provide any infor= 
mation requested. 



Our fin~ings and recommendations are summarized at the very out~et of the 
report. 

We will be pleased to review this report with you and, if you so desire, 
to discuss its f~dings with the appropriate State officials. 

Sincerely yours, 

' ./ c > f 

Robe;rt Tilove 
Senior Vice President 
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I. SUMMARY AND RECOMMENDA'riONS 

Benefit Provisions 

The Connecticut State Employees' Retirement System covers most 

State employees except judges, State's attorneys, and those teachers electing 

coverage upder the Teachers Retirement System. There are two ~evels of benefits 

Part B, ;providing benefits coordinated with Social Secu;d ty, and Part c, 

providing maximum benefits. ~'mployees contribute 5% of their annual earnings, 

excent that Part B members contribute only 2% on earnings covered under Social 

Security ( curren·tly $7, Boo) , 

'l'he System provides unreduced benefits of 2% per year of service. 

such benefits are availab:J,.e to men at le11st 11ge 55 with 25 years service or age 

65 witr:JO years service. Women may ta.ke their benefits 5 years younger than 

men. State poli.ce can retire at E~ge 47 if they have 20 years service, at 50% 

of salary plus 2% for each year of service over 20. Benefits are based on the 

highest 3 years' earnings. After retirement, cost of living increases are pro. 

vided up to 6% per biennium. 

The plan also provides disability and vesting benefits after 10 years 

of service .. 

Present Retirement Fund 

Tl:!e State Employees Retirement Fund consi;ts of employee contributions, 

some State contributions, and investment income. From this fund are paid a 

portion of each pension and returns of employee contributions. As of December 31, 

1969, the Fund tota11ed $40,7 1!\ill.ion, of which 1.1% was in cash, 93,2% was in 

bonds, and 5·7% was in stocks. It is our understanding that this amount is less 

than the accumulated contributions from members of the System ~s of that date • 

. 1_ 



Employee Data 

We received t'p'·a on 42,958 active employees as o:(' December 311 1969. 

Of these, 27,158 were-men 1nd 15,800 were women. On the average, emplqyees were 

age 4 3t and had 10 ya- c' of service. The average salary was $8,067 ( $9,073 for 

men and $6,589 for women), 

OVer 10'/o of the employees were hired ai'ter age 45. This is a hig}+ 

percentage compared to private industry, but not compared to public employment. 

This contributes to a relatively high pension cost. 

Retiree Data 

We received data on 6,296 pensi.oners and beneficiaries as of December 31, 

1969, Their avera,ge monthly pension was $255. ( $291 for men and $216 for women.) 

-About 44')(, of all present pensioners ""tired in the last five years. Because 

of !lalary increases, recent retireEs receive substantiall:r higher pensions than 

those who retired some time ago. On the average, both meL and women have 

retiring at about 62. 

Actuarial Valuation 

Our valuation was prepared as of December 31, 1969. Our calculations 

were based on what we feel are reasonable assumptions as to mortal:i.ty, disability, 

terminations from employmc;nt, and retirement ages. For salary projections, we 

used a scale reflecting the State's salary schedules, We assumed that inv"stment 

yield over the long term would be 4')(,. 

To fhow tl).e effect of general increases, we did an alternative cal­

culation assuming 3'/b per year general salary J.ncreases, 3'/b per year cost of 

living increases :j.n pensions, and a 7% investment yield. We used the "entry 

age normal cost method of funding", )';;ich spreads the cost of each effiEloyee'§ 

pension as a level percentage of his earning<;; from date of hil:'e to retirement. 
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The normal co~tl(· (or current service cost) to the State is $21.4 million. 

rhis is 8.5% of the payroll-of participating employees with at least one year of 

service; it is 6.9% of the total payroll for all State Employees. 

If ~Ve assvme ?f(. general sa:).ary increases, J'/o pensioner increases, and 

7% investment yield,. the normal cost rises to $23.2 mill.ion. 

lhe past service liabilitY* (for benefits earned before 1970) is $753 

million, of wl:\ich $249 rnillion represents the liab~lity to those already receiving 

pensions. Tne unfunded liabUi ty accrued to the end of 1969 1;as about $712 million . 
.._.:::....:::;.,,."'"'-=''&\.fulia;.,""";tjj _u_ ;;~dM'Z"-" ·n '%"' "'"'6\~E>,I'BI~""~"".(;('i'~\).i;#JS:;'&.44\;Bb•m;q;;,l'/\2:f0'-~,;\l_;e3¥E'0"<~JK%r,~~it.:i4~%~ 

(This is no-fa deficit, iu the usual accounting sense, but rather is. Cl.. figure cal-

culated so as to be a basis for deterwining an .appropriate pension contribution.) 

Financing the System 

The State Empl.oyees Retirement System is financed essentially on a pay~- . 

as-y0u-go basis. Part of the benefit payments are met out of the Retirement Fund, -
met out of year-to"year a tate. 

The appropriation in fiscal 1969-71 was about $27 million for the two year 

period. An actuarial projection establishes that by 1990 the required appropriation 

1;ill be at least six times higher, that is, at~~t~$is6'million. 

Pay-as-you-go financing is bound to increase rapidly over a long period of 

years. One of the problems is that rapidly increasing cost may ultimately arouse 

resi:;:tance to further increases and therefore prompt a search for ways to avoid :ful~ 

filling the benefit promises. Pay~as-you,go postpones to a future generation~ 

cost of pensions accruing for employees who provide services to the present generation. 

Actuarial funding has these advantages: 

1. It provides a greater security to the employees by levelling 

costs as well as by accumulating reserves that guarantee the 

paynent o:f benefits :for a prolonged period even if contributions 

are curtailed or prove deficient in some future year. 

2. It reduces cost by securing substantial investment income on the 

reserves that >Jill accumulate. 

~- Please refer to the "Actuarial Valuation" section of the report for definitions of 
these terms. 
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It links benefit to their long~i;";r:m_cost, so that em~ 

ployees, State officials and legislators, and the public 

generally can appreciate the cost implications of future en~ 

actment9. 

'1'hese consi::i,erations have generally been persuasive. Massachusetts 

ic ti;le only Jther state with a pay~as~you~go state retirement system. 

The most economical funding would be a massive grant to the Retire­

ment System in the imme::l.iate future, ~de possible by borrowing funds, either 

directly or by giving the System State bonds which it could sell. There is 

bound to be a substantial differential between the cost to the State of borrow­

ing funds and the yield which ti;le Retirement System could earn by investing 

such funds in corporate securities and mortgages. This differential would 

represent net income that would drastically red11ce the inevitab;Le cost of the 

retirement plans. 

Concededly, this proposal is novel and it is subject to misunder­

standing. Consequently, an a;Lternative is proposed. 

We recommend that legislation be enacted to require actuarial funding 

kE:yed to the payme11t of "nor~l cost" ("current service costs") plus amorti­

zation of the unfunded accrued liability ("past service costs") over a period 

of 40 years. 

If this were to be launched full blow11, it would req\lire an appro­

priation of 18<jo of covered payroll, So large an increase in the appropriati.on 

may pose too great a fiscal problem for the State at this time. Consequently, -----------··--
we recommend as one possibility a graduated introduction over the next 11 years 

to the full 40-year amortization schedule. This would call for payment of 

the actuarially calculated normal cost of the Syst~ plus pa,oments with res­

pect to the unfunded past serv~ce liability as follows: 
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Future fi$cal year 

First 
Second 
Third 
Fourth 
Fifth 
Sixth 
Seventh 
Eighth 
Ninth 
Tenth 
Eleventh 

Percentage to be 
Pllid of full 

40-year amortization 

CP/o 
10 
20 
30 
4o 
50 
6o 
70 
so 
90 

100 

This schedule will begin the :£1l1J-.JIQ;:1[~§:£_£~t~?~:::!:L!Bccctll<:",l,.~~ll,¥~~~:r 
The goal of full funding vould therefore b.e set for the 50th year. 

Under this graduated schedulE", th!"' appropriation for the first two years 

WOL\ld be somewhat higher than tl)e appropriations :required under the present pay-as-

you-go sy11tem. 

$27 million the 

pay-as-you-go. 

The estimate for that .vould ;require $23 million the first year and 

second, compared to $17 million and $20 million 1vi th continuation of 

Thereafter, the graduated amortization schedule would increasingly 

require great~r contributions than under pay-\ls-you-go. 

Ultimately, hov1ever, because the actuarial funding contribC~tion results 

in the aocumul\ltion of reserves that are invested, the appropriations required will 

prove to be significantly less than the appropriations that will be forced on the 

State on a pay-as-you-go basis. 

If even the $6 million and $7 million increases in the first two years 

seem beyopd the State'~ current financi11l means, we propose one other alternative, 

which start;s more modestly than the above schedule. It consists of contributions of 

the following percentages of normal cost; plus 40 year amortization: 
·--------~------~-------------

Future fiscal year 

First 
Second 
Third 
Fourth 
Fifth 
SL'i:th 
Seventh 
Eighth 
Ninth 
Tenth 
Eleventh 
'0flelfth 
Thirteenth 
Fourteenth 
Fifteenth 

Percentage to be paid 
of normal cost plus f'ull 
~-~--.. -----. ---"''-''' . 
40-year amortization 

3CP/o 
35 
40 
45 
50.<-
55 
6o 
65 
70 
75 
So 
85 
90 
95 

100 



On this basis, the appropri.ation is $17 million the first year and $20 million the 

second -- the same as for the present system. 

~lhile graduating the impact on the State budget, these schedules of 

funding would serve to link changes in the Sysi;em to their ultimate cost implications. 

To pursue this concel?t further, ~Ve reco!Pillend_ that legislation be enacted 

to require that every bill affecting retirement benefits be accompanied by an 

actuarial estimate o;f cost based on normal cost plus 40-year amortization of the 

added unfunded accrued li~bility. 

Portability 

It is a desirable objective for public employees ~Vithin the State of 

Connecticut to be able to shift from one publ,ic elllJ?lOyment to another ~Vithout 

damaging their Ultimate pension rights. Present la~V makes inadequate provision 

to that end through incomplete arrangements for purchases of service in the ne\V 

system to which an employee may transfer. Present arrangements are inequitable 

and ~Vill eventually reslllt in anomalies, including situations in which an employee who 

is presumably protected actuall,y loses benefits as a result of a change in employer. 

We recommend legislation to J?rovide full protection of pension rights for 

employees who transfer from one State, municipality, or school district employment 

to another. We recO!Pillend that this take the form of provisicms in each plan to 

recognize the oth"r types of Connecticut public employment to~Vard. eligibility for 

benefits; the benefit amount for a particular plan still being calculated sole.ly on 

the basis of credit for empl,oyment directly UI\der tqat plan. Each plan ·would, how­

ever, recognize the ultimate 3-year final average salary of the employee based on 

all Connecticut public employment. 

Present provisions for the purchase of credit for out-of-state employ­

ment wollld not be disturbed. 

These provisions for reciprocal recognition of credit for purposes of 

eligibility should, in our opinion, apply to the individual municipal plans as well. 

Uniform~ty and Consolidation 

It is natural to consider whether it would be desirable for the three 

state plans - State Eru@loyees, Teachers and Municipal Employees - to have uniforn1 

benefits and ~Vhether there would be advantages to a consolidation of the Systems. 

Three separable aspects are involved: (1) benefit uniformity; (2) consolidation 
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of administration; and (3) merger of funding. Un;i:formity of benefits would be 

a far-reaching step tnat might amount to incorporating the most l;iberal features 

o:(' each plan. They a)le so widely different that the step would be expen:;ive. 

Unless and until possible whipsawin,g of b'lnefit c)l.ang<;ls makes the creation of 

an integrated plan urgent, we suggest that such a far-r<;laching step does not 

war:t~ant consider(.1.tion, 

Merger of funds v;ould not se!IYe any us<;>ful purpose; it would only use 

the funding of one syste!ll to help stl:'engthen "\;he !leserves of the other syste!lls but 

with no net gain OV<;l:r.'all, 

ConsoliMtion of administration would in the absence of a single 

retirement law have minimUjll aqv(.1.ntage a,nd it is tb"!refore not recommended, 
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U. BENEFIT PROVISIONS 

Coverage 

Virtually all non-teaching employees of the State may be covered 

except for those covered under the State's Attorneys' and Probate Court 

Retirement Systems. Teachers in State employment may elect either the 

State Employees' Retirement System or the Retirement System for Teachers. 

Prior to becoming a permanent employee in the classified service, each 

employee (except police) may elect either "Part B," which provido;s benefits 

integrated with Social Security benefits, or "Part C," providing maximum 

benefits unreduced for Social Security, He may also elect not to par­

ticipate. Once an employee becomes a permanent employee in the c,lassified 

service, he may not change his election except to upgrade his benefits 

from Part B to Part c. 

State police are covered for benefits similar to those of Part c; 
they are not under Social Security. 

Employee Contributions 

State police and Part C employees contribute 5% of their salary. 

Part B employees contribute z{o of that part of their earnings on which 

Social Security contributions are deducted (currently $7,800 per year) 

plus 5% on salary in excess of that amount. In addition, State police 

pay 1# of the first ~·4,800 of salary to pay for survivor•, benefits. 

Retirement Benefits 

Unreduced benefits are available after 25 years of service to men 

age 55 and women age 50, and after 10 years of service to 65 year old men 

and 60 year old women. Benefits are based on "base salary" -- the average 

salary of the three highest years of State service. 
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Part C members receive a pension of 2% of base pay per year of service, 

Part B members receive the same benefit until age 65, at which time their 

benefit is recomputed b~sed on 1% of the first $4,800 of base pay plus 2% 
of base pay in excess of $4,800 per year of service. 

State police can take unreduced benefits at age 47 if they have 20 

years of service, Their benefit is 50% of base salary plus 2% of sa~ry 

per year of service over 20. 

Men retiring after age 

least 5 years of service get a 

70 and women retiring after age 65 with at 

benefit of 2t% of salary (lt% on the first 

$4,800 under Part B) per year of service (maximum 20 years) if this will 

provide a larger benefit. 

Note that Part B benefits are integrated based on a $4,800 salary, 

although contributions are based on the actual Social Security wage base 

each year (now $7,800). Tnus each time the Social Security wage base is 

increased, the Part B contributions decrease but the benefits do not. 

Under certain conditions, a member may elect an option that gives 

him a reduced pension but guarantees that some or all of his pension will 

be payable to his widow after his death. 

The Retirement Fund consists essentially of accumulated employee 

contributions. A portion of each pension payment comes from tne Retire­

ment Fund, with the balance coming from State appropriations. The Retire­

ment Fund is presently the source of 35% of eac):! payment, but this will 

drop in two steps to 25% after June 30, 1973· 

If a pensioners dies before the portion of his pension payments 

paid from the RE:tirement Fund exceeds his own contributions, the balance 

of his contributions will be paid to bis beneficiary. 

i 
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After retirement, there is a "cost-of-living" a,djustment every two 

years. Each person's pension is increased by the percentage increase in 

the Consumer Price Index over the two year period. If this would give 

more than a 6% increase, then only a 6% increase is in fact g;iven; the 

excess over 6fo does not carry forward to the cost-of-living calculation 

for the following two years. 

Disability Benefits 

A member who becomes unable to perform his job due to disability 

will get a pension if he has ten years of service or if the cause of dis­

ability was job-connected. The pension is 50% of base sa,lary p;Lus 2/o of 

salary per year of service in excess of 25 years (20 years for State Police). 

Part B members will (let a reduction ba,sed on tl;le fi:r:st $4,800 of sa;La:r:y 

at age 65 or when they Qualify for Social Security disability benefits. 

Death Benefits 

In general, the beneficiary of an employee who dies in active ser­

vice will receive a refund of the employee's own contributions. If an 

option is in effect, however, there may be a pension payable to the widow. 

A widow of a policeman receives $150 per month as long as she has cl;lildren 

under 18 or is herself over age 55, provided she has not :r:emarri'ed. In 

addition, there is a payment of $100 a month for one child under 18 and 

$150 a month for more than one such child. 

Withdrawal Benefits 

An employee who terminates employment after 10 years of service 

(with at least the last 5 continuous) may choose either a deferred pension 

(based on his accumulated credits) or a refund of his contributions. Any 

other former employee is entitled only to a refund of his contributions, 

unless he is already eligible for a pension. 



III, PRESENT HE'l'J:REMEN'r FUND 

In connection with the State Employees' Retirement System, the 

State Treasurer maintains the State Employees' Retirement Fund. This Fund 

is the only acc~ulation of funds to offset the liabilities of the System 

for future pensions. 

The Fund receives all employee contributions. When budgetary 

considerations permit, legislative grants are made to the Fund in addition. 

The assets are invested in accordance with the State's trust law, with the 

income being added to the Fund. In general, the bulk of the assets have 

been invested in bonds of governments, public utilities, railroads, and 

government corporations (e.g., the Federal National Mortgage Association). 

There have also been somewhat smaller investments in other bonds and in bank 

and public utility common stocks. 

Payments out of the Fund are primarily for refunds of employee con­

tributions and for pension payments. Contribution refunds occur when an 

employee terminates employment and elects to take a refund, or when he dies 

after retirement without having received annuity payments from the Fund equal 

to his total contributions. The bulk of each month's pension payments comes 

from State appropriations. Hoyever, a portion comes from the Fund. By 

statutory provision, this portion is currently 35%, but it will drop to 30% 

after June 30, 1971 and 25% after June 30, 1973. 

As of December 31, 1969, the State Employees' Retirement Fund had 

assets of $40,735,268.29, ,consisting Of $467,118.95 in cash, $37,969,163.49 

in bonds, and $2,298,985.85 in stocks. It is our understanding that this is 

less than the accumulated contributions from members of the System as of that 

date. 
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IV. EMPLOYEE DATA 

Data Collection and Editing 

Collecting and editing the data on active employees proved to be a 

major task. The problems and solutions in this area are described in 

Appendix A at the end of the report, 

Significant Data 

The following is a summary of significant employee characteristics. 

Excluded from the averages are all employees for whom that statistic is "unknown" 

on the detailed census tables which are discussed later. 

Item Total Men Women 

Number of employees 42,958 27,158 15,800 

Average age 43!- 431. 2 43t 

Average service 10 10 10 

Average salary $8,067 $9,073 $6,589 

The average age and average service are the same for both sexes; the average 

salary, however, is much lower for women than for men. 

Tables 1 and 2 give detailed breakdowns on active employees, showing 

number of employees and average salary by age, years of service, and sex. The 

average salaries shown in the "Total" column exclude those employees who were 

hired in l96~ or whose date of hire is unknown. Most of these employees did 

not receive a full year's salary in 1969; to include them for less than a full 

year's salary would artificially lower the averages. 

It is notable that 10 percent of the active employees were hired after 

age 45. Compared to private industry, this is a high percentage. We have found 

it to be fairly characteristic of public employment; it contributes to a compara~ 

tively high pension cost. 
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Age 

Number 

Table 1 
Number and. Average Salary of Employees in Active Service as of December 31, 1969 

by Age and by Years of Service 
Men 

Years of service 
Total 1 l1 5 a 10 14 15 19 20 24 25 29 I 30 34 - - - - - - -

/ 

27,158 6.028 4, 543 3,131 2,024 1, 771 613 1f~9 
Total 

Salary-~* $9,073 $7:537 $8,737 $9,362 $10,206 $11,372 $11,492 $11,839 

Under 20 158 28 .......... $3,577 $3,577 - - - - - -

20 2l+ 
1,31+4 645 86 

- ........ $5,800 $5,769 $6,038 - - - - -

25 29 
2,418 1,052 624 56 1 

- ........... $7' 63!1 $7,606 $7,654 $7,808 $12,351 - - -

30 34 
2,322 ·. 710 635 480 59 

- .......... $8,836 $8,510 $9,099 $8,941 $9,031 - - -

35 39 
2,338 613 534 515 256 55 1 

- e <> • • • " $9,338 ;);8,664 $9,823 $9,633 $9,319 $9,431 $10,256 -

40 1,1+ 2, 700 659 505 500 420 285 42 3 
- .... -· .. $9,784 $8, 3'73 $10,035 $10,406 $10,-441 ;j;10,lt83 .$lO,.l77 $10,271 

45 49 
2, 766 . 554 554 419 420 442 95 16 

- ..... ,. .. $9,935 $8,256 $9,389 $10,108 $ll,427 $11,023 $10,1123 'i>lO, 282 

50 54 2,545 572 419 31>3 327 401 161 108 
- . -· ....... $9,504 $7,156 $9,009 $9,360 $10,296 $11,751 l $10,986 $11,034 

55 59 
2,245 1,43 383 330 268 310 ]_50 153 

- ....... $O ~10 $6,808 $7,525 $8, 11f 3 $9,547 $12,2'73 ij>l.2,097 $12,168 
_,-,.__)~..--

60 64 1,611 291f 350 259 158 168 93 ll5 
- . ~ .. ~ .. $9,213 $6,554 $7,879 $8,322 $9,760 $ll,549 $12,610 $12,278 

65 and 
838 ·137 176 162 81+ 90 61 I+ '7 

over .. $8,807 $6, '707 $7,151 d>c; 934 $8,695 $Ll,293 $11,876 $11,1+36 ·-r ! ' 

5,873 316 277 67 31 20 10 7 

. Unknown 
' .. "' .. ., .. $8,~90 $6,895 $8,770 $9,681 $11,079 ~~ll~' 1.~1~2 $13,629 $16,802 

I 

35 and Unknown-1<-
over 

218 8,381 
$12,692 -

130 - -

613 - -
685 - -
438 - -
361+ - -
286 - -

1 265 
$10, 1>07 -

10 201f 
$13,022 -

61 142 
$12,142 -

91 83 
$12,858 -

49 32 
$12,793 -

6 5,139 
$11~' 777 -

-·· 
-~ ' . " ··~ 

~ - "' ~ ·~· ' -- - -"Tne data dlrL noli pernuv separat~on or .l9o9 hlres from vhose T·rlvn unknow·n date of hlre.. 1.rnus, both tnese groups are 
included as nunYJlOIIfn Years of Service .. " Tile have omitted salary statistics for th.i.s group becau.se most of them 
received less tha.n a ftLll year's salary in 1969e 

**Average sa.lary received in 1969 for those not classified as nunknovrn Years of Service. 
11 
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Age 

Total Ntunber 
Salary** 

Under 20 .. ~ ..... 

20 - 24 ., ~ 41 " .. ~ 

25 - 29 <> 0 b ll <> B 

30 - 34 ........... 

35 - 39 ....... " .. 

40 - 1~4 ........... 

45 - 49 ~ " .. " ~ " 

50 - 54 " .. " ..... 

55 - 59 .. 0 0 " " • 

6o - 64 .......... "' 

65 and over .. 
Unknmm . " " .... ~ 

Table 2 
Number and Average Salary of Employees in Active Service as of December 31, 1969 

by Age and by Years of Service 
1iJ-omen 

YeaTs of service 
Total l - 4 5 9 10 14 15 - 19 20 24 25 29 30 34 - - - - -

l5,8oO 5,171 2,851 1,843 1,174 852 492 245 
$6,589 $5,653 $6,446 $7,039 $7,724 $8,172 $8, 515 $8,489 

314 74 
$3,985 $3,985 - - - - - -

l, 788 939 66 
$5,331 $5,31~4 $5,151 - - - - -

1,353 656 307 35 -
$6,330 $6,300 $6,492 $5, 1+51 - - -

948 31j5 193 157 23 
$6,467 $6,124 $6,826 $6,782 $6,437 - - -

1,156 405 181 ll~l 147 35 
$6,504 $5,673 !p6, 926 $7' 341 $7,438 $6,653 - -

l, 71+0 546 303 191 165 202 21+ 
$6,690 $5,874 $6,818 $7,393 $7,655 $7,225 $6,897 -

2,230 722 ~M 265 167 168 150 9 
$6,766 $5,797 $6,396 $7,339 $8,142 $8,419 $8,166 $6,291 

2,260 644 1+76 336 222 143 117 92 
$6,772 $5,1~98 $6,399 $7,214 $7,893 $8,531 $8,718 $8,029 I 

1,828 381 401 I 336 210 134 94 85 
$7,025 $5 '71 $6 ,!-tl6 I i$7' 096 $7,938 $8,573 $8,569 $8,607 < ,o;-

1,114 177 216 232 157 107 67 1~1 

$7,191 $5,517 't6,265 $6, sn $7,713 $o 000 $8,690 $9,890 '/, 

479 ~8 - 81 ccll5 I ~ 
60 32 16 

$6,960 $4,1+37 $5;968 - $6,172 . $7,022 $8,434 $9,608. $8,224 

590 I 
231~ 

I 
18.1 35 ll 3 8 2 

$5,1,93 $4;~60 ~;6,067 $6. 47lj .-',,"' - ? $7,052 *l.O,lf77 $7,872 ;po,l5~ 

35 and 
Unknown* 

over 

151 3,021 
$8,775 -

240 - -
783 - -

355 - -
230 - -
247 - -

309 - -
303 - -

10 220 
$7,470 -

57 130 
$8,043 -

54 63 
$8,995 -

30 25 
$9,895 -

116 - -
"' ~ .., ~ .• -L' - ----- -~~ • .L.' - ., __ --7·-1'he da0a a~La. not permlt separa:!:~o:n o.t 1':1o9 lL .. res from tho.se l\~'lun U.t110'10h1n da--ce of hlre. '.tnus_, both these groups are 

included as !
1Unknmvn Years of Service$ 11 He have :::.mitted ss.1e.ry statistics for this g:roo_p because most of them 

received Jess than a :full yearts salary i!l 1969~ 
**Average sala.:ry received. in 1969 fs:r those net c1assif'i.ed as 11Unknovrn Years of Ser-vice. 11 
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V. RETIREE DATA 

Fbr information on retired State employees, we relied on the Retired 

Master File of the Auditor of Public Accounts, From this, we got each pen~ 

sioner's name and number, his benefits including any option and Social Security 

adjustments, his birth and retirement dates, cost~of-living changes, sex, etc. 

While the data was generally quite complete, birthdates were missing for most 

people who retired more than seven years ago. 

The following are significant statistics on the retiree group: 

Item Total M!m .\iQJWl. 

Number 6,296 3,265 3, 031 

Average age (estimated) 69 69 6%-

Average monthly pension $ 255 $ 291 $ 216 

Tables 3 and 4 give detailed breakdowns of the pensioners by age and year of 

retirement, for men and women, respectively. Each "cell" includes the number 

of people and theeverage monthly pension of those people. Those retirees at 

the younger ages are disability pensioners. 

It is notable in that pension amounts have increased rapidly, the 

result in large part of increased salaries. Men who retired in 1965-1968 

average $310 a month; those who retired in 1969 average $378 a month. Fbr 

women, the corresponding figures are $226 and $272. Also of consequence is 

the rapid increase in the number of pensioners in recent years. About 44% 

of the present pensioners retired in the last 5 years. 

On the average, both men and women have been retiring at about 

62, despite the fact that plan provisions allow women to take their pensions 

five years younger than men may take theirs. 

Table 5 gives a distribution of annual pension amounts as of 

December 31, 1969. 
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Age 

Total Number 
Amount* 

Under 50 ...... 
50 - 5l~ .......... 

55 - 59 ........ 
60 - 64 ........ 
65 - 69 ........ 
70 - 74 ....... 

75 - 79 ........... 

8o and over .. 
Unknown ........... 

Table 3 
Number and Average Monthly Pension of Retirees as of December 31, 1969, 

by Age and by Year of Retirement 
Men 

Year of Retirement 
Total 

1969 1965-1968 1960-1964 1955-1959 1950-1954 1945-1949 

3,265 415 1,054 917 509 259 So 
$291 $378 $310 $281 $252 $225 $206 

72 14 46 ll ' ~ 
$323 $401 $320 $261 $52 - -

77 21 36 19 l 
$356 $351 $367 $349 $180 - -

269 95 145 27 2 
$402 $431 $396 $339 $356 - -

443 101 202 136 4 
$419 $401 $4l3 $4411 $307 - -

534 113 282 130 9 
$309 $358 $286 $3J_4 $374 - -

1192 69 314 103 6 
$227 $312 $217 $196 $242 - -

115 2 104 9 
$169 - $76 $162 $268 - -

10 2 8 
,$163 - - $203 $152 - -

1,253 2 27 385 469 259 so 
$247 $287 $317 $260 $251 $225 $206 

*"Amount" is average monthly pension currently payable. 

CSERS 
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Before 
1945 Unknotvn 

28 3 
$243 $287 

- -

- -

- -
- -
- -

- -

- -

- -

28 3 
$243 $287 



Age 

Nu.111.ber Total .. Amount-><-

Under 50 ....... " ... 
50 - 54 ......... 
55 - 59 .......... 
60 - 64 ............ 
65 - 69 ..... " ..... 
70 - 74 .......... 
75 - ~a 

IJ e e <I 0 II II 0 o 

80 and over ..... 

Unkno>m ............ 

Table J+ 
Nwnber and Average Nonthly Pension of Retirees as of December 31, 1969, 

by .".ge and by Year of Retirement 
\fomen 

Year of Retirement 
Total 

1969 1965-1968 1960-1964 1955-1959 1950-1954 

3,031 338 942 787 51;8 2~0 (J 

$216 $272 $226 $224 ;la88 $176 

36 10 13 12 1 
~\256 $282 $249 $260 $27 -

108 39 59 9 1 
$263 $261 $265 $268 $190 -

241 67 133 !+] 

$262 $252 $243 $337 - -

360 84 176 95 5 
$262 $242 $271 $264 $254 -

567 101 311 143 11 1 
$216 $290 $203 $202 $127 .$124 . 

376 31 196 145 )-! 

.$202 $332 .$197 $185 $55 -

45 4 27 14 
$205 - $169 .$252 $127 -

2 1 1 
$309 - - $150 $469 -

1,296 6 50 31~ 511 278 
$194 $355 $233 $220 $191 $176 

·*"Amount" is average monthly pension currently payable. 

CSERS 
- 17 -

J 945-1949 Before 
1945 

9lr 43 
$149 $170 

- -

- -

- -

- -

- -

- -

- -

- -
94 43 

$llr9 $170 



' 

I , 

Table 5 

Pensions in Force on December 31, 1969 
by Sex and by Annt~al Amot~Ut 

' 
Annt~al Amot~Ut * Total 

Men 
. 

Total ...... o ................. 6,296 3,265 

Under $1,000 ................... 1,044 432 

$1,000 - $1,999 ............. 1,367 562 

2,000 - 2,999r •••••.,•••• 1,117 

I 
548 

3, 000 - 3,999 ............ 1,111 615 

4,000 - 4,999 ..... " ..... 632 382 

5,000 - 5,999 ..... <II ...... 439 306 

6,000 - 6,999 .... " . ' ... 236 167 

7,000 - 7,999 ............ 0 •• 134 96 

8,000 - 8,999 ...... 0 Oil .... 77 58 

9,000 - 9,999 ••• " ....... 01> 58 39 

OVer $10, 000 ................. 81 60 

*Annt~al amount currently pa~ble 

CSERS 
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Sex 

Women 

I 

I 3,031 

612 

805 

569 

496 

250 

133 

69 

38 

19 

19 

21 



VI. ACTUARIAL VALUATION 

Valuation as of December 31, 1969 

Our valuation was prepared as of December 31, 1969, tbe 1atest 

date for wbicb tbe necessary data was available. 

Actuarial Assumptions 

Tbe actual cost of a pension plan consists of the benefit payments 

and administrative expenses less any investment earnings. An actuaria;L 

cost method aims to budget this true cost so as to establish a reasonable 

relationship between employer pension contributions and the employee ser~ 

vices that give rise to the pension obligation. The result is an employer 

contribution which anticipates future costs, A fund accumu1.a1>es which 

earns investment income, thus reducing the ultimate cost. 

Calculating the appropriate contribution requires that projections 

or assumptions be made as to future experience. Some items, such as mortality 

rates, can be predicted fairly accurately. Others, such as future salary 

increases, are, of course, subject to considerable error. It will be useful 

to identify the assumptions used, particularly since broad questions of 

fiscal policy are implicit in certain of the assumptions. 

Mortality Rates 

We assumed that mortality rates would conform with the Group 

Annuity Mortality Table for 1951 projected to 1960. This has proven to 

be a reasonable basis for predicting the current mortality of white collar 

groups. It is one of the tables in general use in valuing pension plans in 

the United States. Table 6 shows the life expectancy at various ages 

predicted by this assumption. 
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-

55 
56 
57 
58 
59 

60 
61 
62 
63 
64 

65 
66 
67 
68 
69 

70 
71 
72 
73 
74 

75 

Table 6 

Expected Number of Years of Life 
Remaining at Specified Ages 

Group Annuity Mortality Table, 1951 
Projected to 1960 

I 

Number cf 
Age 

l Male 

""'"~~'""'""'""'"0"~·•"'•••••• 22.9 I 
22.]_ i 

""'"""''"'"""'""'"'"""'""""'" \ 
..... 0 ... " ............ " .... "' ...... 21.3 ~ 

20.5 i 
""'"'""'""'""""""""""""'""" I 
.. " • 01 " ...................... " " ... 19.8 

l ....... " .............. " " ...... 19.0 l """'""'""'""""'""'"""'Ill"""'"" 18.3 
" •• " • 0 .... " " •• " " " ..... olt " " 17.5 
•• " ... !II ••• " " ....... " " .. " .. " " 16.8 ..... """'""" ................ 16.1 

" ... e .. e e 01 e e e II e • 0 e e II e 0 0 • 15.4 
II e $ .... o 0 .. e " " I " " II " I 01 " e " " 14.7 
•••••••"'"'"'"""'"'"t""""'" I 14.0 

I ............. ., ... "'"""""'"'""'" I 13.4 I I 12.8 ...... " " . " .... " ' " " " . " .... I 

....... ., ................ 12.2 I 

......... ~."'"~"'·"""$"'""" 11.6 I 
et~etlo(leeo<l'l>(l•l>e~~····· n.o ! ......... ~ ............ , .... 10.4 l 

9·9 ' ........................ , ...... ; 
l 

9·4 
! 

....... co ............... o ......... l 
1. 

I 

GA 1960, female - 5· 

- 20 -

years 

:Female 

27.0 
26.2 
25 ·3 
24.5 
23·7 

22.9 
22.1 
21.3 
20.5 
19.8 

19.0 
18.3 
17·5 
16,8 
16.1 

15.4 
14.7 
14.0 
13.4 
12.8 

12.2 



Disability Rates 

We have assumed employees will become disabled according to the 

fo11owing rates: 

Age Rate ~~) 

37 .1 
42 .1 
47 .2 
52 .6 
57 1.1 
62 3.2 

These rates are based on Railroad Retirement st~dies and are generally con­

servative- that is, they p!'ed:ict fairly high rates of disabiUty, It is 

one of the tables in general use today. 

Salary Projections 

The System provides benefits that are based on the three highest 

years' salary for each employee, To assume that each employee's salary 

will be the same in the three years before retirement as it is today would 

therefore seriously understate the System's cost. We therefore use a salary 

projection to anticipate future increases in earnings. Additionally, it 

is appropriate to compute pension cost level as a percentage of payroll 

rather than level as a dollar amount,and a salary projection is also used 

for this purpose. If the cost were calculated as a level dollar amount 

for an individual, the cost might be a high percent of his pay when he was 

young and a lower percent of his higher salary at a later age. By use of 

a salary projection, the contribution for an individual, all other things 

remaining the same, tends to stay at the same percentage over the years. 

How to project future salaries is a major policy ~uestion. To 

what extent should one seek to anticipate, through preJ?ent contributions, 

the full impact on pension costs of future salary changes? 
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A historical record of the average salaries of State employees is 

given in Table 7. Over the past 15 years the average State salary has almost 

doubled. To assume that salaries will continue to increase at this rate would 

drastically increase the calculated funding contribution for the System. As 

a conseCJ_uence, the State would be setting money aside now to meet the effects 

of future general salary increases, including increases to oe granted in in­

flationary periods. The State would be contriouting "hard" dollars today to 

meet comparatively "soft" dollar obligations in the future. 

A case can oe made for contributing the hard dollars if they could 

be invested in securities, the value of which would keep pace with increasing 

salaries. However, we can make no assumption on that score. 

We have resolved this issue for purposes of our cost determination, 

by making a basic calculation that ignores the effect of general salary (as 

opposed to career type) increases in the future and by making an alternative 

calculation that assumes that the salary leveJ.s of State employees will in­

crease an average of 3 percent a year (over and above the normal salary pro­

gression of the employee). 

Our "basic calculation reflects salary increases only as the result --.-
of longevity and promotions. The scale has relatively greater increases at 

the younger ages to correspond with the State's salary schedules, which have 

only seven steps in each salary group. In ord,;r to show what effect general 

increases can have on costs and salaries, our alternative calculation uses 

a salary projection that has general increases of 3% per year in addition 

to the increases in the basic scale. The salary scale factors are: 

Present Age 

22 
27 
32 
37 
1+2 
47 
52 
57 
62 

Present Salary as a Percent of Age 
65 Salary 

Basic Calculation 

48.4% 
56.8 
65.1 
73.4 
81.8 
89.4 
95·0 
98.7 

100.0 

- 22 -

Alternative Calculation 

13.6% 
18.5 
24.6 
32.1 
41.4 
52.5 
64.7 
77.9 
91.5 



I I 
Table 7 

Average Salary of Full·Time State Employees, 1955-1969* 

Date Average Salary 

December 31, 1955 i3,"9.'52 

December 31, 1960 4,607 

December 31, 1965 6,058 

December 31, 1966 6,268 

December 31, l967 7,192 

December 31, 1968 7,211 

June 30, 1969 7,314 

December 31, 1969 7,533** 

* Based on Personne.J_ Department statistics, e;x:cluding judiciary, 
university, college, agricultural station, elected official, 
and statutory saiarie s~ 

** Estimated by applying 3% general increase as of October, 1969 to 
average salary as of June 30, 1969. 



Not~ the drastic difference that results from assuming as little as 3% per 

year general increases. Someone now 32 who is earning $7,000 a year will 

retire at age 65 from a job paying $28,000 a year;without the 3% annual 

increment, his final salary would be only $10,500. 

As will appear, the problem of salary projection has a parallel 

in the question of choosing an assumption as to future investment yield 

and the two are somewhat interrelated. 

Termination Rates 

In any employee group, many employees will terminate and receive 

less than full benefits. Employees terminating with less than ten years 

of active service, for example, receive only a refund qf their contributions. 

The termination assumption anticipates the release of State funds that may 

have been accumulated for such people, thus resulting in a reduced ongoing 

cost. Our termination data, although limited, showed quite high turnover 

rates for new employees. As a result, we decided to include no cost for 

employees with less than one year of service. For employees with more 

than one year of service, we assumed that terminations each year from all 

causes except retirement would be as follows; 

Rate (%) 

~ Men Women 

22 6.ctfo 7·9'/o 
27 5.1 7·7 
32 4.8 7·0 
37 4.4 6.0 
42 3·9 4.9 
47 3.2 3·9 
52 1.7 2.7 
57 2.4 2.4 
62 5.1 5.1 

These rates are moderately high. 



Retirement Age·s 

The System provides unreduced benefits as early as age 55 for men, 

50 for women and 47 for State police. Experience in recent years, however, 

has been tha~ on the average, men retire around age 62 and women at a slightly 

younger age. We have assumed men will retire when they are both over age 

60 and have completed 30 years of service, but not later than age 65. Women, 

we have assumed, will retire at age 60. State police retirements are assumed 

to occur when the officer is both age 52 and has 25 years of service. In 

any case where the employee already meets these assumed conditions of age 

and service, it is projected that he will retire immediately. 

Post-Retirement Increases 

Cost-of-living increases are regularly provided to pensioners. 

Our basic calculation assumes no future benefit increases due to changes 

in the cost of living. The reasons for this are the same as the ones 

given above for omitting general ipcreases from the basic salary scale. 

Our alternative calculation includes 3% per year increases in pen­

sions. This is in ll,ne with both our assumed g~11eral salary increases for 

active employees and the fifo limit in pension increases per bienr:!.um as 

prov ldeJ. in the law. 

Investment Yield 

Investment yield has a profound effect on the ultimate cost of 

a retirement system. In general, if a system is actuarially funded (so 

that it has a substantial reserve which is earning an investment yield), 

a yield of 5% - j,n contrast to a 4% yield - will reduce cost by 16-2o percent. 

An assumption must be made concerning future yields. It must be 

a rate that will be valid for the long run, that is, not only for money 

invested today or next year, but also for money invested 10 and 20 years 

from now. 
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We selected an interest rate assumption of 4% per year for our 

basic calculation. Table 8 gives a historical record of high grade bond 

yields in this country. This indicates the reasonableness of 4% as a long­

term expected yield for a pension fund such as this one. In the light of 

current practices, the 4% assumption is conservative, that is, it projects 

higher contribution requirements than would a 4~ or 5% assumption, both of 

which are in current usage, On the other hand, we have made our basic cal­

culation without including the ultimate effect of continuing general increases 

in salary levels. As explained earlier, that fact tends to understate the 

actual cost that will emerge. The two factors are - in a very broad sense -

compensating. 

If the future is to witness continuing price and salary inflation, 

it will be reflected, over the long run, in investment yields as well. This 

is particularly true of growth in common stock values. Consequently, if 

one is to take account of future general increases in salaries, one should 

also take account of the probability that a balanced investment portfolio 

will earn more than 4%, Consequently, in our alternat;i.ve c;alculat ion, the 

one based on general salary increases of 3% a year, we have used an invest­

ment yield assumption of 7%. 

Funding Method 

We have used the "entry age normal cost method of funding." 

This method spreads the cost of the benefits to be provided to an individual 

as a level percentage of his pay from his date of employment to his assumed 

date of retirement. The normal cost for the entire system is equal to the 

sum of the normal costs for all participants. In a rough sense, it can be 

visualized as the cost of benefits earned during the current year. 

The past service liability represents the amount which w0uld now 

be on hand if contributions sufficient to meet the normal costs of the System 

had been made each year in the past. It can also be viewed, roughly, as the 

value of benefits accrued for service prior to the valuation date. 



i I 

Table 8 

Standard and Poor's High Grade Cor~orate 
Bond Indexes -- Composite 

Year Yield to maturity 

1900 4.45)% 
1905 4.2$ 
1910 4.60 
1915 4.83 
1920 6.18 

l925 4.93 
l930 4.7], 
1935 3.61 
1940 2.92 
1945 2,61 
1950 2.59 

1955 3.04 
1956 3·38 
1957 3.91 
1958 3.$0 
1959 4.38 

1960 4.~1 
1961 !1, 36 
1962 4.29 
1963 4.2~ 
1964 4.37 

1965 4.47 
1966 5·13 
1967 5·53 
1968 6.05 
1969 6.93 
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Overall Actuarial Basis 

We believe that our assumptions are reasonable, both individually 

and collectively. To the extent that actual experience is better or worse 

than assumed, gains or lo~ees will develop, with appropriate decreases or in~ 

creases in future costs. 

Missing data 

It was also necessary to make certain "non-actuarial" assumptions 

where data was mis~ing or incomplete. For example, our pensioner data lacked 

birthdates for most of those who retired over 7 years ago. We assumed that 

they were age 62 on their retirement date, since this was consistent with 

our known data. Similarly, where we lacked dates of birth on active employees 

we assumed that they were hired at age 35· We assumed that the individuals 

for whom we lacked employment dates had the same characteristics as the group 

as a whole. We also made a small aqjustment for purchased service and es­

timated the current value of each employee's past contributions. 

Results of Valuation 

The plan provides benefits on four different occurrences: retirement, 

death, disability, li\nd withdrawal from employm<!'nt. We calculated costs 

separately for each of these types of benefits. The cost factors are shown 

in Table 9 As previously indicated in our discussion of employee turn-

over, these cost factors do not include either State or ~mployee contributions 

for employees with less th~n one year of service. 

The alternative re8u1ts if we assumed 3% general salary increases 

each year and ~ investment yield are shown in TablelJ 
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' Item 
I 

I Current Service Cost ~· 
Police 
Part B 

I Part C 
Total 

Less Employee Contri'butions 

I Normal Cost to State 

Past Service Liability 9'~ 

I Police 
Part B 
Part C 

l Total Active Employees 
Pensioners 

Total 

Table 9 

Summary of Cost Factors as of December 31, 1969 
Basic Calculation'' 

- --~-~'---~-·--~-"-~"~··· , 

Beti:rement Death Disebil~ty Witl:ldrawal Total 
Benefito Benefits Benefits Benefits 

$ 1, 077,300 $ 27;900 $ 36,800 $ 104,000 $ 1,246,000 
14,821,000 276,400 ::?,296,600 1,731,800 19,125,800 
6,405,000 120,800 _1,132,200 861,700 ___ $,5$2y1QQ 

~ 22,303,300 $ 425,100 ~ 3, 46s,6oo m 2,621.200 $ 28,961,500 
-7,575,700 

:j; 21,385,800 

$ 17,88o,3oo $ 1.94,700 $ 349,900 $ 75,300 $ 18, 500,200 , 
243,586,500 2,439,700 25,540,200 7,812,500 279,378,9oo I 
120,230, 200 1,663,600 12,076,200 2,241,100 206,212,100 I 
~421' ~~:1:· ~ 00 m4,228,ooo ~3~1267,000 ~10, 128, 200 $504, 391,200 

' 248,867,:roo 
$753,258,700 

~ess Assets in Fund -40,735.300 
junfunded Past Service 

~~12,523,400 Liability 

I 

-x- Assumes no general S?.lary increases, no post ... retirem.e·nt J?ensicn i:ncreaBes, and 
a ~·% investment yield. 

CSERS 
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I 

I 
I 

I 

I 

I 

I 
I 

Item 
" 

Current Service Cost .. 
Police 
Part B 
Part c 

Total 

Tabla 10 

Summary of Cost Factors as of December 31, 1969 
Alternative Ce.lculation ·* 

Retirement Death Disability \-li thdrm<al 
Benefits Benefi·ts Benefits Benefits 

~; l,lllf,hOO " 16,00Q $ 110,100 c· 93,100 0 tp 

16,514,900 226,700 2, 5lf1, 500 1,371,300 
6,671,900 165,100 1,211, 700 777,300 

s 24,301,200 ;~ If0'7 ,Soo ;r-· ·~ -d, 2,21!1, 700 ' .. s 3, 793,300 12 

-Less Employee Contributions 
Normal Cost to State 

:Past Service I,iability --
Police $ 18,257,400 I• 114,400 I· 371~., 500 ;p (ll!O,:LOO) ·~ 'f' 
Part B 263,202,100 2,077,900 27,791,600 5,929,200 
Part c 193,953,200 1,335,200 J.?,288,ooo 1, 9?6, 300 

Total Active Employees .f475,412, 700 
,, 

3,527,500 ~ l.cO,i+51f,l00 -c~-. 7, 715,1100 'P ' ") 

Pensioners 
Tota,l 

Less Assets in Fun(!. 

Unfunded Po.st Serv;ice 
Liability 

~ . .ental 
I 

I· 1,263,600 'P 
20,654,400 

E\,826,000 
,J; 30' 7lfl+' 000 •P 

-7,575,700 
,..-2" ' 611 3"0 lj! ..) '.J_ ,) ' -. ,j 

"' •.\.1 1Jl, 6o6, ;•oo 
299,000,800 
209,502,700 

$527' 109, 700 
2!.~8~867 .. :500 

' (t;.--,.rtc;' !'"'11"7<7~ ·"·,·"n~,:-; I ·~J ( I/, > r r , r:.:·-~·j 
... t~o '7':!-S -::rl.(!. 

' .._.:_:_:::::,)_l.;.,~.;..J-:L.:::::.. 

s~735,21+1, :l)·2 
~.,. -

* Assumes 3"/o annual general salary increases, 3"/o post-retj.rement pension increases, 
and a. 7% investment yi.eld. 

CSERS 
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The coste are based on the following distribution of salaries and 

employees by plan. Excluded are employees with less than one year of service 

and employees who have not elected to be covered under the System. 

Number Total Salary 

Police 677 $ 6,628,700 

Part B 22,349 183,182,300 

Part c 7,548 61,308,400 

30,574 $25l,ll9,400 

The normal cost to the State is 8.5% ($21.4 million) of the payroll 

of participating employees with at least one year of service if inflation 

is excluded. With 3% general salary increases and 7% investment yield, the 

normal cost would be 9·2% ($23.2 million). The two figures are fairly close 

together because - in terms of normal cost - the increase in assumed interest 

earnings goes far toward offsetting the increase in projected benefits, 

The past service liability for benefits earned before 1970 totals 

three-quarters of a billion dollars - $753,258,700. About 30'/o - $248,867,·500 -

of this .represents the value of benefits to present pensioners, That sum 

of c1ose to a quarter-of-a-billion dollars is the amount required to meet 

lifetime payments to present pensioners, if one were to assume no additional 

contributions. The calculation of that lump-sum takes account of the monthly 

benefit amount of each pensioner, the life expectancy of each pensioner, based 

on sex and attained age, and investment yield of 4% on the sum before it is 

expended in pension payments. 

As an of:('set to this liability, there are assets in the State Em­

ployees' Retirement Fund of $40.7 million. The unfunded past service liability 

of the System is therefore $712·5 million. (This does not repre~ent a deficit 

in the usual sense -- it is a calculated amount used to establish the required 

level of' pension fund contriQutions ,, ) 



VII. FINANCING THE SYSTEM 

The System is currently financed on a pay-as-you-go basis. The only 

reserve is the Retirement Fund of $40.7 million, accumulated out of employee 

contributions. It is, in fact, less than what accumu1ated employee contributions 

would amount to, having been used, in part, to pay pensions. ExceptforGhat relative­

ly small accumulation - worth less than one-sixth of the liability to existing 

pensioners, not to speak of future pensioners - benefit payments are met by 

year-to-year appropriations. 

The necessary appropriations will increase inevitably. Applying 

the actuarial assumptions about future experience, we have projected the likely 

levels of benefit payments and State appropriations for the next 20 years. The 

results are sho;m in Table ll. In summary: 

Assuming no general increase in salary levels (only 

individual progressions), State appropriations by 

1990 will have to increase almost 3~ times over pre­

sent levels - from $13.8 million to $47.6 mi.llion. 

The assumption of no general increase in salaries 

is, of couree, unrealistic. When we project general 

salary increases and cost-of-living increases in pen­

sions at the rate of 3 percent a year, we find that by 

1990, State appropriations to meet benefit payments 

will be more than six times their 1970 level - $93·3 
million compared to $14.3 million' 

Under a pay-as-you-go arrangement, the cost is bound to increase 

rapidly for many years into the future. The cost of a benefit provision enacted 

in any given year generally shows up in terms of its full coet about thirty 

years later. Cons!!quently, a future generation of taxpayers is required to 

pay for the pensions earned by employees rendering services to the present gen~ 

eration of taxpayers. The reliance is on the power of taxation to raise the 

necessary funds when they are required. 
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Table 11 

Projected Pay - As - You - Go costs 

Basic Cal<mlat ion* Alternative Calcuation** 
Year 

Total State's Share Total State' s Share 

1970 $21,288,100 $13,837,300 $ 21,938,400 $14,260,000 
I 

1971 I 23,952,000 16,287,400 25,459,600 17,312,500 
1972 26,698,400 18,688,900 29,289,800 20,502,900 l 1973 29,791,800 21,748,000 33,735,800 2h,627,100 
1974 I 33,511.,300 25,133,500 39,179,000 ~~9) 381~ J 300 

' 
1975 I 37,871,000 28,403,300 45,720,500 3l1 1 2901 l100 
1976 39, 70Li, 300 29,778,200 49,486,300 37,114,700 
1977 41, li45' 400 31,084,100 53,331,500 39,998,600 
1978 43,184,700 32,388,500 57,368,000 43,026,000 
1979 44,586,500 33,439,900 61,156,300 45,867,200 

1980 46,222,200 34,666,700 65,465,300 49,099,000 
1981 47,895,900 35,921,900 70,053,500 52,540,100 
1982 49,820,700 37,365,500 75,263,100 56, 4~7, 300 
1983 51,778,200 38,833,700 80,795,700 60,596,800 
1984 53,559,400 40,169,600 86,289,300 64,717,000 

1985 55,~47,800 41,585,900 92,273,400 69,205,100 
1986 57,326,500 42,994,900 98,598,300 73,948,700 
1987 59,176,800 44,382,600 105,124,800 78,843,600 
1988 I 60,654,300 45,490,700 111,341,000 83,505,800 ,, 

1989 
:_i 

62,149,300 46,612,000 117,913,500 88,435,100 
' 

1990 
l 
I 63,440,600 47,580,500 124' 393,300 93,295,000 

·*Assumes no general salary increases or post-retirement pension increases 

*'*Assumes 3% annual general salary increases and 3% annual post-retirement 
pension increases. 
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There are three essential difficulties with pay-as-you-go financing. 

They have to do with (1) uncertainty of fulfillment, (2) recognition of cost, 

and (3) ultimate costliness. 

As cost increases, there is the possibility that taxpayer rebellion 

in the future will force a search for ways and means of avoiding the full im­

pact of the promised benefits. A reserve system which has spread the cost more 

evenly over the period when the benefit rights have accrued is more certain to 

fulfill completely the benefits promised bY the plan. Apart from graduating 

cost, a funding arrangement accumulates reserves which are sufficient to ful­

fill pension obligations for an extended period of time, even if funding con­

tributions are not made in full for a period of time. 

The second consideration is that the absence of funding tends to 

eliminate a realistic price tag from proposed changes in benefit provisions. 

With a funded plan the actuary ca:n make a realistic esti.mate of the actual long­

term cost of various benefit improvements or other plan changes incorporated in 

legislative bills. When a plan is financed on a "pay-as-you-go" basis, experience 

indicates that price determination is usually abandoned and the legislature and 

administration do not have a built-in policy guide relating proposed changes 

in benefits to cost. Changes tend to be enacted without reaHstic confrontation 

with the ultimate cost impact. Under a funded plan, improvements i.n benefits 

can be intelligently determined after a conclusion has been reached as to whether 

or not they can be financed. on a sound actuarial basis. 

The third consideration is that f\l!!ding helps materially to reduce 

cost because the investment yield on the reserves makes a significant contri­

bution to the income ultimately needed to pay the benefits. 

These reasons account for the long-term trend toward the funding 

of State employee retirement systems. As of January 1, 1970, there were only 

three State systems that were on a pay-as-you-go basis. Twenty-nine received 

contributions determined by actuarial calculation. Eighteen received contri.­

butions on some fixed basis (percentage of payroll) that resultsin the accumu­

lation· of substantial reserves, 



The three pay-as-you-go systems were Connecticut, Massachusetts, and 

Delaware. Since then, Delaware has enacted legislation to assure actuarial 

funding. 

We recommend that Connecticut legislate a funding re~uirement. 

At what pace and on what schedule should the system be funded? 

There is a wide span of choices. 

Let us first describe typical level funding schedules and then consider 

the merits of modifications. 

Funding normally seeks to achieve both of the following objectives: 

(l) to accumulate assets sufficient (at some point) to fulfill benefit commit­

ments if further contributions were to be discontinued, and (2) to level the 

re~uired contributions over a prolonged period of years. 

The level annual costs shown consist of the "normal cost" )?lus the 

cost of either meeting the interest payments on the accrued liability or amor­

tizing the accrued liability over a certain period of years. Roughly speaking, 

the normal cost is the cost of benefit rights accruing on the basis of current 

service. Technically, as we have explained, the normal cost is the amount of 
contributions required each year, with respect to each employee, to accumulate 

over him working lifetime the reserves needed to meet the cost of benefit rights 

he has earned. The normal cost represents the ultiJ!Iil.te cost of the Plan, if the 

accrued liability is amortized and the actual experience of the Plan conforms to 

the assumptions. 

The normal cost to the State as of 1970, after deduction of expected 

employee contributions is 6.9'/o of :t;,ot;o), payroU for the State of about $310 .million. 

As of the date of our valuation, that amounted to $21,385,800. 
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The accrued liability is the amount that would now be on hand if 

contributions sufficient to meet the costs of the Plan had been made each year 

in the :past. If the Pension Fund had accumulated reserves equal to the accrued 

liability, the Plan could be referred to as being 'fully funded", The reserves 

on hand would then be equal to prospective lifetime pension payments to the 

extent they had accrued or were currently payable on the basis of years of ser­

vice to the date of the actuarial valuation. An actuarial calculation assigns 

a lump..:sum present value to those prospective pension payments. The accrued 

liability consists of a liability for active employees plus a liability for pen-

si.oners. 

If the accrued liability is not paid up, but the interest accrued 

on it is met, the accrued liability is prevented from growing over the years 

and. remains as a perpetual "d€lbt". The annual cost of an amortization pro-

gram is greater than that for interest only funding because at the end of the 

specified amortization period the pension fund will have accumulated assets equal 

to its accrued liabilities. 

The level annual costs to the State under various funding schedules 

are .shown in Table 12 ih dollar amounts and as percentages of total salary. 

Minimum Level Funding Versus Amortization 

A great majority of private pension plans and a number of plans 

for public employees are fi.nanced on the basis of contribution adequate to cover 

the normal cost of the plan and to amortize the unfunded accrued liability over 

a period of 15 to 40 years. When such a schedule of contributions is followed, 

it results at the end of the indicated period, if there have been no major changes 

in the plan or differences between actual experience and actuarial assumptions, 

i~ the existence of a fund which is equal to all of the accrued liabilities of 

the plan. In other words, if contributions were to be discontinued at that point, 

the value of the fund would be sufficient to pay all pensions and to make payments 

equal to the value of benefit ; accrued by active employees to the date of such 

termination. With private plans the logic of full funding is that such assets 

are desirable in order to provide security for the employees against the possibility 

of plan termination. 
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Basic Calculation,¥* 

Table 12 

Level Annual Costs to State of Connecticut 
Under Various Funding Schedules* 

(Amounts in thousands) 

Funding 

Interest 50 - year 
only amortization 

i %of 
~ 

'f, of I 
Amount ·salary Amount salary 

$48,800 15-7% $53,300 17.2% 

Alternative Calculation**·* 71,300 22.9 73,000 23.5 

sche{}ule 

~cO - year 30 - year 
amortization amortization 

l 'f, of %of 
Amount salary Amount salary 

$56,000 18.o'f, $61,000 19.6% 

74,700 24.0 78,500 25.3 

*Based on cost factors and estimated total of annual salary rates as of December 31? 1969. Figures 
exclude any changes in salaries or pensions after that date. 

*·*Assumes no futur-e general salary increases, no post-re·cirement pension increases, and a 4% investr:err'w 
yield. 

*.l«*Assumes 3% annual general salary increases, 3% post-retirement pension increases, and a 7% inves'tr:tent. 
yield. 

CSERS 
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With a system established by government, whether state or local, 

the prospect of termination is less reali.stic since government is an ongoing 

entity and has the power to tax to finance its obligations, Consequently, it 

is often considered less urgent for a public system to achieve full funding 

than it is for a plan in private industry. 

However, there is, of course, value in funding the cost of a public 

plan so that the contributions will be level over a long period of years, if 

not in absolute dollar amounts per employee, then at least as a percentage of 

payroll. That goal can be achieved through a minimum funding scehdule that is 

technically identified as contributions equal to the normal cost of the plan 

plus the interest (at the assumed rate) on the unfunded accrued liability. The 

latter payment avoids any growth in the unfunded accrued liability. If contri­

butions are made on such a minimum level fund;i.ng schedule, they are generally 

suffi,cient, assuming the plan itself is static and circumstances do not change 

radically, to continue the plan in perpetuity; that is, at any point in the 

future contributions plus investment earnings on accumulated reserves will at 

least equal the benefit payments. 

Such minimum level funding suffers over a period of time from two 

potential difficulties, One is that if there is a succession of liberalizations 

of the benefit plan or if benefits increase very substantially because of general 

salary changes, there results an increase in the unfunded accrued liability 

cumulatively so large as to make this schedule of payment insufficient for sus­

taining the plan in perpetuity. In other words, this minimum funding realizes 

its objective of level contributions ade~uate to finance the plan only as long as 

there is a reasonable balance between the unfunded accrued liability and the 

normal cost of the plan; a large change in benefit provisions or in salary levels 

over a period of time can undermine that necessary balance, 

The second problem is that such a minimum funding basis does not 

assure a reasonable price tag on every proposed benefit change. If, for example, 

a benefit change affects almost exclusively past service or in general the accrued 

li.ability, rather than the normal cost of the plan, the minimum funding basis may 

lead to an understated estimate of cost with respect to the new feature. 
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Forty year amortization is, in our judgement, a reasonable orJjective 

around which to establish a schedule of funding for the System, 

If this 10ere to be launched, full blown, it woulr require an appro­

priatiop of 22.3% of covered payroll (J.B% of the~ State payroll) - about 

$56,000,000 in the first year. (Actually more, considering salary increases 

since the date of valuation.) 

So large an increase in the appropriation may pose too great a 

fiscal problem for the State at this time, There are alternatives. 

Alternative Funding Schedules 

The least expensive alternative I'OUld be for the State to make 

massive appropriations to the SysteJl1- $100,000,000 or $200,000,000 or 

$300,000,000 - in one year or over a couple of years - essentially by borrow,. 

ing the funds required. This could be done, theoretiqally, by borrowing to 

that extent for other State needs and appropriating L':le cash equivalent to the 

System or by donating bonds to the System 1<1hich the system could !lell· In 

the latter event, for the real value of this drastic means of funding to be 

realized, the System 'wuld have to sell the bonds and use the proceeds to 

buy corporate securities and mortgages. 

The effect would be a dramatic reduction of ultimate cost to the 

State. The State would pay an interest rate of perhaps 5·5%· On that same 

money, the Retirement System I'Ould earn at least 8%. The difference 10ould 

represent income on $:JOO,OOO,OOO of $2,500,000 a year. With compounding, 

based on the full investment yield of the System, the extra income would 

amount, over the years, to far more than $2,500,000 a year. 

Even if the additional indebtedness were to raise the cost of future 

refinancing, the probabilities strongly favor a sul;Jstantial net gain. 
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Moreover, this sudd~n, funding wou~d reduce the actuarial funding 

requirement. An extra $100,000,000 in reserves would reduce annual funding 

by $4,ooo,ooo a year (the interest ob~igation- 4% ~ on the $1oo,ooo,ooo). 

While this would be the most economical way for the State of Connec~ 

ticut to meet the in,evitable costs Qf!, its (!Ret:j.:rement System1 it is concededly 

a novel approach and clearly it runs the risk Of qeing misunderstood, It may 

therefore prove to be too awkward to achieve at ~his point, An alternative 

must therefore be considered. 

We recommend the following as one alternative: 

1. The State adopt as its objective funding based on 

amortization of the unfunded past service liability 

over a period of 40 years. 

2, 40-year funding be introquced gradually, over the 

next 11 years, through payment each year of the 

norma~ cost plus the following percentages of rull 

40-year amortization of the unfunqed past service 

liability: 

Future fiscal year 

First 
Second 
Third 
Fourth 
Fifth 
Sixth 
Seventh 
Eighth 
Ninth 
Tenth 
Eleventh and subsequently 

Percentage to be paid 
of full 4o • year amor­

til!:ation 

0% 
lO 
20 
30 
4o 
50 
6o 
70 
8o 
90 

;LOo 

This schedule would begin the full 40 year period with the eleventh 

year. The goal of full funding would therefore be set ror the fiftieth year. 
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Th~ general effect of this schedule of gradually working into 40-year 

amortization is shown in Table 13 • The dollar amounts would be subject to 

considerable modification as payro;Lls increase and cost-of-living pension ad­

justments are made, However, the essential purpose of Table 13 is to show 

the general relationship between one series of appropriations and another. 

Cost under the graduated amortization schedule would start close to present 

pay-as-you-go cost and, in the eleventh year, climb to substantially more than 

the then-current benefit cost to the State. 

It is possible to come closer to the actual dollar magnitudes for 

the first two :f;'iscal years. Payrolls for those years have been projected 

and so have pension payments. The following compares State appropriations 

under the present pay-as-you-go Policy with appropriations under the graduated 

amortization policy: 

Year end'jd 

Ju,ne 30, 1972 

June 30, 1973 

Appropriations 

pay-as-you-go 

$n million 

20 million 

Graduated amortization 

$23 million 

27 million 

Certain essentials underlying the recommendations for a graduated 

amortization schedule should be underscored. 

The schedule is keyed to full funding. In so doing, it will reflect 

every cost added to the System. 

In further pursuance of that principle, we recommend that the Legis­

lature require that every bill affecting retirement benefits be accompanied 

by an actuarial estimate of cost based on normal cost p1us 40-year amortization 

of the added unfunded accrued liability. The purpose is to join the consider­

ation of benefit improvements to a consid~ration of the long~term cost. 

I 

1

'1. ::! 



I 

I 

Table 13 

~rojected Costs Based on 8o~tribution 
of Normal Cost Plus a Graduated Increasing 

Past Service Payment* 

Calendar Normal Past Service Total Contribution 
Year Cost Payment Contribution Pay-As-You-Go 

1971 $21,3B5,BOO ~o- $21,3B5,800 $16,2B7,400 

1972 21,385,800 $ 3,6oo,ooo 24,9B5,800 18,688,900 

1973 21,385,BOO 7,451,600 28,837,400 21,74B,ooo 

1974 21,385, Boo 11,51.1,600 32,897,400 25,133,500 

1975 21,385 ,Boo 15,730,100 37,115,900 2B,403,300 

1976 21,385,BOO 20,051,800 41,437,600 29,778,200 

1977 21,3B5,BOO 24' ~16' 700 45,802,500 3l,OB4,100 

1978 21,385 ,Boo 2B,762,000 50,147,BOO 32, 3B8, 500 

1979 21,385 ,Boo 33,023,200 54,409,000 33,439,900 

19BO 21,3B5,BOO 37,135,500 5B,521,300 34,666,700 

1981 and 
thereafter 21,385,800 41,035,900 62,421,700 ** 

*These costs are illustrative based on salaries and data as of 

December 31, 1969. They do not take into account increases in total 

salaries or pensions after that date. 

**' Continues to increase in the future. 
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To launch that schedule in full might increase appropriation require­

ments too abruptly. Consequently, a step-rate process is suggested over the next 

10 years. That permits ultimate cost implications to be tied to benefits while 

moderating the impact on any one budget. 

This alternative 10-step funding schedule •,;ould increase the State's 

costs by $6 million the first year and $7 million the second. If it is determined 

that this is too substantial an increase for that State to assume under current 

conditions, vre suggest consideration of a second alternative. 

The cost of inunediately going on payments of full normal cost plus 40 

year amortization of the unfunded liability is 18% of payroll. The pay-as-you-go 

cost for fiscal 1971-72 is about 5.5% of payroll. Thus the following schedule 

"muld produce no increase over present costs in the first two years: 

Future fiscal 
year 

First 
Second 
Third 
Fourth 
Fifth 
Sixth 
Seventh 
Eighth 
Ninth 
Tenth 
Eleventh 
'rt¥elfth 
Thirteenth 
Fourteenth 
Fifteenth and thereafter 

Percentage to be paid of 
normal cost plus full 
40-year amortization 

30% 
35 
40 
45 
50 
55 
60 
65 
70 
75 
So 
85 
90 
95 

100 

On this basis, the costs are $17 million and $20 million for the first two years. 

(Note - The first alternative pays normal cost but graduates the past 

service amortization payment. The second alternative graduates the 

total payment -- normal cost as •rell as the amortization payment.) 

We recommend. that legislation be enacted. to embark on actuarial funding 

of the System because it will relate future changes to their ultimate cost effects, 

reduce appropriations over the long-term and provide reassurance of benefit ful­

fillment. 



VIIl. PORTABILITY 

There are several public employee retirement plans: 

(1) State Employees' Retirement System 

(2) Municipal Employees' Retirement System 

(3) Retirement System for, Teachers 

(4) Police and Firemen Survivor's Benefit Fund 

(5) State's Attorneys' Retirement Fund 

(6) Probate Court Retirement Fund 

Many municipalities (for example, Hartford and Stamford) have their 

own retirement plans which are independent of the Municipal System. In addition, 

many public employees are also covered under the Federal Social Security Act. 

Because a number of systems are involved, a public employee changing 

jobs may also change retirement plaps. In so doing, he may lose pension benefits. 

It is conceivable that an employee could work for 20 years for assorted govern­

mental units in the State without having more than a token pension, It is pre­

sumably in the public interest for employees to be able to move among governmental 

employers without taking a large pension loss, 

Our discussion of this problem will necessarily concentrate on the 

State, Municipal, and Teachers' Systems. These are the largest of the funds, 

and, because they cover a large proportion of the State's public employees, 

a solution with regard to them will eliminate most of the problem, We will, 

however, bring in t:he other systems and out-of-state governmental units insofar 

as it is possible. 

"Portability" can take several forms, The principal OI\eS are vesting, 

credit for other s,ervice,"purchase of service,,' and recognition for eligibility. 

Table 14 gives a descriptiop of portability under the present systems. In addi­

tion, having a single State-wide system for all employees may provide complete 

portability by itself, This approach is discussr;od in detail in the next section 

of the report. 
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Table .14 

PORTABILITY PROVISIONS OF 

CONNECTICUT PUBLIC EMPLOYEE RETIREMENT PLANS 

State Employees: Provisions for purchased service as follows: 

(a) Public school teaching service in 

Connecticut covered under the Teachers' 

System, at employee's election within 

five years of his employment of re-employment 

by the State. Ten years' State service 

required for such credit. 

(b) Certain specified outQof~state and 

foreign teaching service at employee's 

election within one year of his employment 

by the State. Maximum purchase 10 years. 

Employee; must get no pension benefit from 

former employer for such service. Two 

years of State service required for each 

one year purchased. 

(c) University employees with prior service 

as hospital pharmacists. Same rules as 

(b), above. 

(d) Probation officers with prior municipal 

service. 

(e) Military service. 

(f) Transferred county employees. 

cont j.nued .. , •• , • 
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Table 14- continued ••• 

(g) Prior service with another State, 

provided that State makes similar 

provision for former Connecticut 

employees. Same rules as (b), above. 

(h) Various provisions for purchase of 

specific types of former municipal 

and other service. 

In most cases, a contribution by the employee is required 

in order for him to get this additional credit. Such 

contribution is frequently specified as the amount he 

would have contribute~, with interest; sometimes it is a 

specified percentage of his salary. In any event, the 

contribution required for purchase of such past service 

is much less than the value of the benefits being purchased. 

Teachers: Provisions for purchased service as follows: 

(a) State service at employee's election within five 

years of his employment as a teacher. Maximum 

purchase 10 years. 

(b) Certain specified out~of-state teaching service at 

employee's election within five years of his employ­

ment if the other state makes similar provision for 

former Connecticut teachers. Maximum purchase 10 years. 

(c) Military service. 

(d) Various provisions for purchase of University of 

Connecticut and other service. 

In most cases, some contribution by the employee is required 

in order for him to get this additional credit. As in the case 

of the State Employees' System, the contributions required are 

far less than the value of the benefits purchased. 

• 46 - continued ,. .• 
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Municipal Employees: 

Table ll> - conti.nued ••• 

Full service credit is given automatically upon 

transfer from employment covered under the State 

Employees' System, or any private municipal system 

in Connecticut, Credit also transfers automatically 

between employers participating in the Municipal 

Employees' System. In all cases the emJ?loyees 1 

previous contributions with 3% interest are 

transferred. 
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employee makes a purchase, because the value of the credit is generally about 

two to five times the employee contributions. There may be no guarantee that 

the other employer will provide the same rights to former State employees. 

Also, this requires positive action (including a financial contribution) by 

the employee within a defined time period. 

There are a number of inequities in the present arrangements which 

might well be eliminated in any overall solution to the portability problem. 

These inconsistencies result in part from the differences in portability pro~ 

visions and in part from benefit differences. 

A State employee going to work for a "participating municipality" 

(that is, one that participates in the Municipal E!nployees' Retirement System) 

gets full credit for all his past service. However, the benefit accrual rates 

under Municipal Fund A are lower than the rates under the State System, so his 

total accrued benefit would immediately drop. If, in fact, such an employee 

already had the 10 years of service required for vesting, this situation could 

become even more inequitable. He might be better off to terminate State employ= 

ment completely, retain his vested rights under the State plan, and then join 

the Municipal Plan as though he were a brand new employee. This is because 

his vested benefit under the State's plan could easily be higher than the 

Municipal Plan's benefit for the same period of service. The same would be 

true for a former teacher going to work for a participating municipality and 

for a Municipal member moving from a municipality in Fund B to one in FUnd A. 

In fact, there is another, possibly greater, risk for an employee transferring 

to a municipality i,n Fund A. Fund A has a 30 year service requirement for 

vesting; the other plans only require 10 years of service. So a fully vested 

employee with, say, 15 years of service would immediately lose all his vested 

rights under his present plan if he transferred to Fund A, He could work 15 

years for the State, then 10 for the municipality, and he would have no pension 

at all, whereas if he worked 15 years for the State and then quit to work in 

private industry he would eventually get a fairly good pension :from the State. 

Thus, he would have been severely penalized for continuing to work in public 

employment. A municipal employee entering State or teaching service may be 

even more unfairly treated, since in general he cannot get credit for his 

municipal service unless he is vested under his present system. In general, 
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it can be said that the Municipal System gives credit for all Connecticut 

public employment, .while the other Systems do not give credit at all for 

municipal employment. 

Another strange situation may arise when a vested State employee 

transfers to the Teachers' System. He can purchase up to 10 years' credit 

for State service after he transfers. Preswnably if he has 10 years 1 service, 

he will be vested under the State plan and so, presumably1 will not need to 

purchase service under the Teachers' plan. But since benefits are based on 

the highest three years' salary, this is not necessarily true. If the former 

State employee had 15 years of State service, he waul¢! be vested in a benefit 

based on his current salary; if instead he withdraws his State contributions 

and purchases 10 years of service under the Teachers' System, that credit will 

be based on his higher final salary some years later. Thus, the transferred 

employee might do better to give up his vested rights to the pension for 15 

years of service so that he could buy credit for 10 years of service at a 

higher salary. This is a strange situation, eepecially since the employee 

cannot tell for sure >~hich is the correct decision until he reaches retirement 

and knows the amount of his highest three years' earnings, 

As another example of a strange result, a new State employee can 

purchase out-of-state service, and if he later transfers to the Municipal 

System he >~ill get credit for this service, even though he could not have 

gotten credit for the out-of-state service if he had gone directly into the 

Municipal System without first working for the State. 

In short,then, the current arrangements for portability are inappro­

priate because of tlieir lack of uniformity ])etween Systems and because the 

benefits of the Systems are different and are based on the highest three years' 

earnings. 

Recognition for Eligibility 

Our recommended solution to thE;J portability problem is to count serv·ice 

with~ public employers in Connecticut in testing for e~igibility for .retire­

ment, vesting, disability, and so forth, but for each System to pay benefits 
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based on its own provisions, ',l'hus a person who worked five years in the Teachers' 

System and then five ~ars under the State Employees' System would become vested 

in both systems (since he would have the recess(l.rY ten years of service). If 

he were then to go to a private employer, <eac;h system would vest him in the 

benefit for five years of service. The vesting and bepefits in each system 

should be based on the highest tnree years' average salary :from Connecticut 

public employment, regardless of where it was earned, This would be a com­

paratively simple and eQuitable procedure. It would result in each System 

paying the pension cast for service under that System, modified only be a 

"writing up" of the benefits to the level of the fin<~l "final ayerage" salary. 

It gives the same treatment to employees going from State to municipal employment 

as it does to those going in the opposii;e direction. It means that a person 

who has a1ways been in Connecticut pub1ic employment will get a pension benefit, 

and that b~nefit wi11 be based on his highest Connecticut public earnings. 

Moreover, since the benefit for service with each emPloyer will be based on the 

formula of the System in which that employer participates, there will be no 

sudden changes in accrued benefits, vestipg rights, etc, "hen an employee changes 

jobs. 

Wilether this plan should b<i labell<;ld "portability" i;J arguable; it 

deals with the basic problem through reciprocal recognition of service credits. 

We would also recommend that legislation be enacted to include the 

private municipal systems in suqh a portapility arrangement, since otherwise 

ti-· .. re will continue to be serious ga:os in th10 ov10rall portabili.ty protection. 

Finally, we recqmmen<l. ths,t the present "puJ;"cljased S(lrVice" provisions 

be maintained for out•of.state service and leaves of abe;ence, since these would 

not be cov€\red by the eligibilit;r crediting proposa).. 

We are unable to project the cost of such ap arrangement, since we 

lack data on the extent of transfers of em:oloyees between pub;Lic employers in 

Connecticut. Nonetheless, we can say that the cost impact should not be un· 

settling. 
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IX. UNIFORMITX 

Should the State Employees', Municipal Employees', and Teachers' Systems 

be combined into a single State~Wide Syst~m? This may involve several aspects: 

(a) uniform benefits, (b) merged administration, and (c) merged funding. These 

are entirely separate questions; each can be achieved without either of the other 

two, except that there seems to be little sense to fund merger if benefits are not 

uniform and administration is separate. 

The most significant of these questions is uniformity of benefits. 

It would involve extensive revision of each plan Of benefits and it 

would be expensive. 

Tablel5 giv~s a ~eneral 9esqription of various aspects of each of the 

present major systems. It is intended to give a qrqad picture Of the Systems. 

It does not include special provisions for police, firemen, elected officials, 

and the like. 

Uniformity of Benefits 

If a single plan were to go into effect for all Systems, and covering 

all present employees, it would be difficult to avoid incorporating the most 

liberal benefits from each plan. Otherwi~e, some present employees might be 

hurt by the change. Each, existing pJ,an is 'tb,e most liberal 'in some areas,' but 

less liberal in others, 

Differences in Social Security coverage also compound the difficulty, 

Most State employees (except police) are now covered qy Socia~ Security, On the 

other hand, teachers under the ~eachers Retirement System and State police dq not 

have Soc:Lal Security. There are variations between the different mun:l,cipali ties 

as to who is, and who ;is not, under Social Security, F\lrtheJ;more, some State 

employee chose not to come under Social Security when they were offered the oppor~ 

tunity to do so some years ago. A State·,wide system would not really provide 

uniform benefits unless all employees also were treated identically with respect 

to Social Security. 
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Item 

Requirements for 
1.mreduced benefits 

Amount of unreduced 
benefits 

Requirements for 
reduced benefits 

Requirements for 
vesting 

Requirements for dis­
ability benefits 

Amount of disability 
benefits 

Pre-retirement death 
benefit 

Table 15 
COMPARISON OF CONNECTICUT PUBLIC EMPLOYEE RETIREMENT PLA}JS 

State Employees 

Age 65 (60 female) with 10 
years of service or age 55 
(50) with 25 service or 
age 70 (65) with 5 service 

Part C: 2% of salary times 
service; 2~ (maximum 20 
years) for retirements af­
ter age 70 ( 65) if better. 
Part B: Same as A to age 
65; after 65, benefit based 
on first $4,800 of salary 
is cut in half 

Age 55 (50) with 10 service 

Any age with (10) years ser-
vice (last 5 continuous) 

Any age, 10 service (no 
service requirement if 
job-related) 

50% of salary plus 2% of 
salary times service in 
excess of 25 years 

Refund contributions; if 
option is in effect, mem­
ber is assumed to have 
retired 

Teachers 

Age 60 with 20 years of 
service (including last 5 
years) or any age with 35 
service (including last 5) 

2% of salary times service 
(maximum 75% of salary) 

Any age with 25 service 
(last 5 continuous) or 
total of age plus service 
at least equal to 80 

Any age with 10 years ser-
vice (last '5 'cant inuous) 

Any age, 10 service 

Years service divided by 
65, times salary 

Lump sum of $500 to $1,000 
plus dependents pension of 
$125 to $300 per month; if 
option is in effect, member 
is assumed to have retired; 
voluntary contributions re­
funded 

Municipal Employees 

Fund A: Age 65 with 15 years contin­
uous service or any age with 35 service. 
Fund B: Age 55 with 10 continuous 
service or age 55 with 15 service or 
any age with 25 service 

A: 1-2/3% of salary times service 
(if covered under Social Security, 
benefit based on salary up to Soc. 
Sec. wage base is cut in half), 
B: 2% of salary times service (if 
under Soc. Sec., use 1-1/6% on salary 
up to Soc. Sec. wage base) up to 33 
years; change to 1% and l/6% for 
service in excess of 33 years 

A: Any age with 30 years service. 
B: Any age with 10 years continuous 
service 

A: Any age with 30 years service 
B: Any age with 10 years continuous 
service 

Any age, 10 service (no service 
requirement if job-related) 

Same as unreduced benefits (not less 
than 5o% of salary if job-related) 

Refund contributions; if option is in 
effect, member is assumed to have 
retired 

continued •••• 



A uniform plan with the· highest benefits .would require extensive 

changes in present benefits. Municipal Fund B has unreduced benefits at age 

55 with either 15 years of total service or 10 years of continuous service. 

An employee with 25 years of service can retire at any age without taking 

a reduction in his benefit accrual rate, All the other groups would have 

to liberalize their retirement rules considerably to match this provision. 

The State Employees' System, however, provides a pension after only five 

years of service to men age 70 and women age 65, while .the other systems 

require at least 10, 15 or 20 years service in order for the employee to 

get some pension. Reduced benefits are available to Municipal Fund B employees 

at any age, as long as they have 10 years service and are willing to take a 

full actuarial reduction in their pension; the other systems either have an 

age requirement or require long service before an employee ca,n receive a 

pension. 

Part C of the State plan gives an unreduced benefit of 2% of 

salary per year of service, and in some cases even gives a 2t% benefit. The 

Teachers' System has a simi;Lar formul~;t, as does Municipal Fund B for employees 

not covered by Social Security. All other employees would get substantia.lly 

higher benefits if the present Part C formula were made the uniform formula. 

The State system has a minimum disability benefit of 50% of ea,rnings after 10 

years of service; a te~;tcher would need 33 years service and a municipal em­

ployee would need 25 to 30 years service to get an equivalep;l; benefit. 

The Teachers' System is the only one which has substantial 

pre-retirement death benefits (except for special cases such as police and 

firemen). The other systems only return the employee's contributions unless 

the employee has a survivor option in effect at the time of his,.dea.th. 

In summary, while there are some areas of similarity between 

the Systems (e.g., requirements for disability benefits and definition of 

earnings as the highest three years' average), every System is deficient in 

some a.reas and superior in some items in comparison to the others. To bring 

all Systems up to the same level would require eXJ?ensive revisions in benefits. 
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We do not see a sufficiently compelling reason to recommend such a drastic 

step at the present time. 

We might add the following note, however. Developments in 

many of the States have tended to provide interest in either uniformity of 

benefits or at least consistency of provisions among the public employers 

of a State. Differences which cannot be deiended on the basis of legitimate 

differences in circumstances may generete a "whip-sawing" process that ul­

timately forces consideration of the desirability of one body of retirement 

law, a body that would provide uniformity except where distinguishable con~ 

ditions of employment ,justify differences in eligibi.lity or benefit formuJas. 

That ultimate development is, however, a far-reaching change that is not, iil 

our opin:!.on, appropriate i.n a study euch as this, centering on the merits of 

funding the State Employees' System, 

Merged Funding 

The Municipal System is basically a funded system. The Teachers' 

System is fully funded for retired members and unfunded for the rest. The State 

System is essentially unfunded. If all funds were combined, the two funded 

systems would be subsidizing the State System. l;t ill possfble, however, to 

have a si.ngle system but keep separate funds for sub-groups of that system. 

Thus mun.icipalities could keep the funds they have paid for the sole benefit 

of municipal employees in a State-w;Ld.e system. 

Merged Administration 

In the absence of uniform or much more consistent benefit 

provisions, there would be little advantage in a unified administration. The 

State and Municipal Systems are alread.y administered by the Retirement Division. 

The Teachers' System is administered by the Teachers' Retirement Board. Invest­

ments are already handled centrally by the State Treasurer., Conceivably, 

record-keeping functi)ns could be fully adapted to computers on a combined 

basis with some savings for technical services. This potential is not suffi-



t ' 

I .· 
. I 

ciently significant to justify unification" 

Consequently, absent a consolidated retirement law, we see 

no clear value in unified e;dministrationo 
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APPEJIDIX A: IJATA COLLECTION AND EDITING 

A significant portion of the work on this report involved the 

assembling of data on active employees. This is because the present records 

of the State Employees' Retirement System are kept on several different 

types of cards, none of which are computerized. Instead, we met with various 

employees on "the Personnel, Payroll, and Auditor's staffs to see what computer­

ized information they have available. 

We finally wound up using a combination of personnel and payroll 

data. The Personnel Department maintains a punch card file of State employees. 

From these reco:tds, we e:xtracted employee numbers, names, dates of birth and 

employment, and sex. The date of employment was the "initial year of hire", 

This is subject to a number of possible errors. First, a person who had left 

State Service and returned later would still have his original date of hire 

shown, not his most recent one. Discussions with Retirement Division staff 

members indicated that this occurred only infrequently among people whose total 

service at retirement entitled them to a pension, so we made no correction for 

this, The second problem concerned "purchased service." Under some circum­

stances, a State employee may purchase credit for time when he was working for 

another public employer, Thus his date of hire would not reflect his total 

service credits. We received copies of all such purchases in 1969. Based on 

these records, we made a small upward adjustment in the calculated costs. The 

third problem relates to the records themselves. Midway through 1969, the 

Personnel Department ceased recording the date of hire for new employees, be­

cause it concluded that the,: problem of breaks in service eliminated. much of the 

usefulness of this item. As a result, it was not possible to distinguish between 

those employees hired in late 1969 and those employees whose date of hire was 

unknown. By dividing the data into groups and comparing the 1969 hires with the 

1968 hires, we were able to estimate the number of "unknowns'.' and make an appro­

priate adjustment in the costs for them. 

From the Payroll Department, we received the final 1969 tape covering 

all individuals who received one or more paychecks from the State in 1969. From 

this we took the agency code, the retirement plan, the total 1969 earnings, and 

- 58 -



I ; 
! 

the last date on which the employee was paid. We assumed that any employee 

who received a pay check after December 15, 1969 was an active employee on 

December 31, 1969. This !';ave 42,958 "active" employees. 

We combined the Payroll and Personnel information into a single 
I 

record for each employee number. This produced 35,700 records which were 

usable without further editing. The remaining records had various incon­

sistencies or duplications. In general, these were attributable to either 

two individuals having the same employee numoer or one individual receiving 

pay from more than one department during the year. By editing these records 

we eventually established reasonably usable data on the remaining 7,249 active 

employees. 
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