L O, R S e e g - R

\ ’ B o S e oL e "
. co * DOCUMENT .RESUME, _ . n L e
.- BD215 €06 . - . .. ¢ Voot HE 014 -969
T e ' L . : -
* = AUTHOR +" . Reinhard, Raymond M. . ) - A
7 PITLE O An Analysis of the California State University and . ;o
- IR .Colleges .Early Retirement Incentive -Program: A Report —
Lo e TS "Pursuant to chagﬁgr 656 of the Statutes of -1979. ‘
2+~ INSTITUTION California Statelbegislative Analyst's Office,
- . ‘Sicramento, L. ] - =
¥ - ~PUB -DATE- ‘Aug '8 | — . . ' . .
" NOTE 124p.. N . .o Lo -
~»* " “AVAILABLE FROM State.of. California, Legisiatiwe Analyst's Office,
o T . " * 7925 L Street, Suite 650, Sacramento, CA 95814. ;
" - EDRS PRICE . MF01/PC05 Plus Postage. '~ -~ S ek '
5 DESCRIPTORS _ *Age: *College Faculty; Cohpensation (Remuneration):
L Employee Attitudes; Righer Education; -*Incentives; :
T T 7T T Models; -Multicampus' Colleges; Participant ) e
Rl Characteristics; Program Costs; *Retirement Benefits; .,
NI . Rewards; *School Personnel; State Universities; ..
L -t Teacher Attitudes; Teidcher. Characteristics; *Teacher
L v, * . - . Retirement | - . - . R - >
IDENTIFIERS *California State University and Colleges; *Early . ' )
Y Retirement; Barly Retirement Incentive Program :
) . - (California) ~{ .
~,.Aasmc‘r-'%$ : : -7 c/ .
. Lo ‘The Céiifq:nia State JUniversity -and Cblleges' (CSUC)
_ Barly Retirement Incentive (ERI) Program is describad, and
.. information ig presented of those.who retire during a three-month
- . period with an ‘incentive bonus of- two additional years of (unearned)
o retirement service- credjt. During the eligibility period 1,047 CSUC .
. . employees retired, and if wppears that trom B65 t0.925 of these ]
S - retiresents would not have occurred in the abgsence.of the ERT .
—~ .- program. Of the 1,047 amployees who retired under the ERI program, = 5
i .gacnltgg:%Q:iE;-constztutedthe single largest occupaticnal group, : 2
with 415-Fetirees. The 169 sacretarial employee retirees were—the :
tilargest group, followed by service employees. and tachnicad
employees. While whit: males represented 49.1 percent of all . -
full-time CSUC employees in 1979, they comprised 59.9 percent of the -

ER} -program participants. Most of thoss who retired under the ERI

program indicated that the two years' additional service credit bonus

vas sigoificant factor in their decisiond to retire. A statistical

model of retirement hehavier ideptified -four factors as the primary

determinants of retirement on 1978-7%/and 1979-80: age, final

;-0 - compensation’, the value of the retiremant annuity, and whether the

:, ERl program was in effect. The total cost of funding the two years'
-~ additional service credit bonuses was $11.1 million, with $6.6

million attributable to faculty and $4.5 million to nonfaculty

retirements. Questionnaires are appended. (SW) °

-

i -

{ *tt*ﬁt****t**t**t*t*******t********ﬁ******tt*****************t*t*******
. .~ * _ Reproductions supplied by EDRS .,are the best that can be made *
N from the original docugent. - ) *

*******************1*****1****************** ******t**f‘****t******ﬁ*** B -
~ - . *

e




- AN ANALYSIS OF

g

«*4 5 A REPORT PURSUANT TO
: CHAPTER 656 OF THE
STATUTES oF 1979 -

I
N

- /'x L
PRV

‘ »

~
.

>,

-
R L
xmery
gen ;n'ﬂda/‘-‘ .
N
wrs!
N\‘h EN
3 .t
R
S

. wr g
o

[T 5,

L o
E 7
N - 'y

~ - ~ -
VL E

. AucusT 1981
g : ‘ .

R .t J ‘“d"“" - .- g N [N g
% Nt S '
)t : LEGISLATIVE ANALYST

_} STATE OF CALIFORNIA

£25 L STREET, SUITE 430
, . SACRAMENTO, CAUFRORNIA 935814

O
N\
A}\ ) |
BN

E:
o
¥
k.
3
-3

p }@
ERIC '

N

:i'HE_ CALIFORNIA STATE UNIVERSITY AND COLLEGES’
" EARLY RETIREMENT INCENTIVE PROGRAM

"PEAMISSION TO REFRODI
UCE TH!
MATEBIAL HAS BEEN GRANTED 83

-

K

S

!
.

VO THE EDUCATIONAL ARESQURCES

NFORMAT.ON CENTER (ERIC).

U S DEPARTIRENT OF tUSATION

RATIONAL INSTITUTE OF EDUCATION
EDUCATIONAL RESOURCES INFORMATION.

QE'HTER IERCy

CtFa oo b g Doen wraduoed s

.

VRN N DO of ORIt
Awpaghng 1 A

= S0 ChAngRt Rave Deen M 1D STTIDve

TRCDMIA GO Gty

-
Prants oF v 3 ST 00 1A o T 8070

LY GO R O ORy epemanat Haay’ NIE
O AN D g Ay




A} . *
.
‘ .
' ~
. .
. - ? .
. . .
.
f
* . ‘ N
. " ::1 — »
) , . . . :
. v . TN L T
s \‘ ¥ N “’:‘ iy AL v .
; . . t e . .
. . :;1‘- ,"ﬁ;‘?‘“ . = -
_- - o : ‘ a:;l'. ;;3":‘, ' . A
L . . ! ) :c,'»\ M t -
; ~ SRS : .
: ' : o EEE & . B o
4 . . ) - - ,»a—’-\ B .
H . v .
! \ -
N 4 .y
) -~
.. PRINTING OF THIS REPORT HAS BeEN LIMITED PRIMARILY TO )

. ANTICIPATED LEGIS.ATIVE NEEDS. PERMISSION 1S GRANTED :

, ) \ O REPRODUCE IT FOR OTHER PURROSES AS DESIRED. ’
' . i — ‘ ’
- ’ *
. o
. '




. v . . § )
Lo s  TABLE OF CONTERTS S

‘, . Page -
SUHMARY AND RECOMHENDATION. s «.lverssestsanssnessniennnsessTunesnss 10
:‘ . INTRooucrxon....................................................;...: 1 -
1. DESCRIPTION OF THE CSUC EARLY RETEREMENT INCENTIVE PROGRAM..... 5 '

A..
B.

ELEMENTS OF T,HE.ERE PROGRAM-..;;'))&;-......o‘.-«-o-.-...--.
THE  CONCEPT éF ACTUARIAL PRESENT’VALUEI..........:.........

.

l[c h THGSE HHO RETIRED.GQ..C..."QC!O.C....Q..I..Q...t.".........l.

A.
B.
cﬁ

IIT. WHY

Iv.

A

POt Oosbosr s erssas i i

RECENT RETIREMENT 'rRENDb. e 0 000 O e
OCCUPATIONAL AND RA€TAL/ETHNIC COMPOSITION. eevevereesonvans
A‘FFIRMATIVE ACTIO.N IMPLl&ATIONS‘QO...'..'...........".."l

EMPLOYEES’ RETIREDQQOh..:.0.00‘OC.oo:!o..o.oto.!t"xotttotttbo

5
9 o
15

15

17

19 -
25

A. SURVEY OF ELIGIBLE EMPLOYEES.......a..ﬂ..............‘..... 25
B. DETERMINANTS OF RETIREMENT BEHAVIOR.......vvveelersslunnnes 30
C. RETIREMENT BEMAVIOR MODEL...nvvsnnessterernssy@ionemnnnes 36
. D, EFFECT OF THE ERI PROGRAM..vevervnernnnsenrncsboronnarnes 40 '
FISCAL IMPACT OF THE ZRI PROGRAM..:.....:...........i,......L., 23
A blRECT.COSTS.....................:............:............ 43 .
B. NET FISCAL IHPACT.eeeermersvnnnnnnnssnnveneeesinnnnnnnnenes 45 ‘ )

1.

FAGULTY0.000.00C...QO.‘.090.0too.tto.toot*'ooco.t&t.ot. 46,

Sim§1e‘Mode1 of Faculty Retirement.eesiesecesoneens
Limitations of Simple Mod@l...eieeerrercosnosnaddes
Description of the Facuity Simulation Modelie.e....

i. Budgeted Versus Actual CoStSieerincososcansca

ii. Estimating the Probability of .paration....

£

N ’
. . -

¥

. 56 .

46
45
51
53 - -




y

- - d. Facultj Simulation Mode§LRgfu1ts....f.............. 6l

. 4
i. Projected Net COStSseeeeecessscenocscassences 61

, ii. Optimal Frequency of Offering a Raculty Lo
. ‘ ERI ngram..'...........o......0‘......... 65
' - . iii. Caveat: Effects of Faculty Early '\ :
Retirment P]antooooooooooonoooQooooooooou- 66 . R

2, NON-FACULTY...............................~,.,......... 68
CONCLUSION.,....................«.................................... 72
APPENDIX A: Materaals Sent éé;Yqyees Included in Leg151;t1ve
Analyst's SUPVEY.eiceeeeeerescecooccoqoossosasnoanssanse 157
" APPENDIX B: Documentatzon of Faculty Simulation Model.....cevenenn.., 83 —;”i

APPENDIX C: Simulated Fiscal Impact of CSUC Early Retirement
) Incentive Program (Proaected Actual CostS)iceeeececeeess 90

APPENDIX D: A Note on Research Methodology.,.......:................ 92




. % ’ . . ° e 2
S SUMMARY AND RECUMMENDATION

SUMMARY OF FINDINGS
t lgg;oductién' .
1. Chapter 656, Statutes of 1979 (AB 876) authorized the creation . . °
of an Early Retirement Incentive (ERI) program for employees of the
©+ Californfa State University and Colleges (CSUC).

2. tpe p;;éqgeiof AB 876, resu]ted‘primarily from the Legislaturg‘%
concern that layoffs be avertad, should thé fSUC face Pudgetary stringen-
cies which could result in "...an impending,cuéfailmed% o}, or change in
* the mariner of providing services." | o .
: ‘ 3. The CSUC Early Retirement Incentive program was approved by the

Governor in March 1980, in_response to concerns expfessed by ESUC that *

layofféwﬁ{ght result if.-Proposition 9 (the Jarvis %ncbme ta£ initiative)

- were approvéd by the electorate.:- Becaﬁse Proposition 9 was defeéted, no
Iayoffsﬂcccurred within CSUC and, con%equent1y, the is;Je of the ERI

-
progrem's effectiveness in preventing layoffs was rendered moot.

Chapter I: Description of the CSUC Ear:s Retirement Incentive Progjram

1, The csut Early Reti?ement Jpézntive program provided qualified

~ CSUC employees who retired during a speéifizd eligibility period with an

incentive bonus of two additional years of (unearned) retirement service

credit. B -
o - 4 ,
,:UChapter [I: -Those Who Retired .
B e )
3 1. Curing the three-month period that the ERI program was in
! -
\ effect, 1,047 CSuC employges retired. Cven after allowing for normel

-
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retirement activity and the fact that some empioyees péstponed their vetire- .

L
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Lo

_ments to take advantage of the program, it appears that from 865 te 925 of
e "these retirgments would not have occurred in the absence of the ERI
program. ‘ ,( ‘
2. Of the 1,047 CSUC employees who retired under the ERI program, !

faculty members constituted the single largest occupational group) with #°5
. retirees. Secretarial employees, with 169 retirees, constituted the next
] largest group, followed by service employees and technical employees.

N\

3. -Whites comprised the single ﬁargest racial group of retirees,

-

*accounting for 963 (92.0-percent) of the'l, 047 participants in the ERI
- “program. Black retirees placed a distant second, with 3.4 percent of the
total, fo]]owed by Asians and Hispanics.
. 4. White males retired in numbers disproportlonatd to their share
: of total employment in the CSUC system. Nhf]o wﬁ?te _males represented 49.1

percent of ali fu]] time CSUC -employeep in 1979, they comprised 59.9 per-
;e ggnt of the ERI program participantéi(? ‘

5. By inducing many employees to retire earller than they would

g . have otherw1se, ‘the ERL proaram has created additional opportunities for
CSUC to address affmrmatlve action gogls. At-the same time, ho&ever csuc's - .
E . abillty to achieve dramat.c changes in the percentage distribution of
emp]oyment by race and sex is limited.by the small number of position§
o vacated relative to the E?tai number of positions in the CSUC system.
6. Our analysis indicates that, while the ER' program may be viewed
as a-useful adjunct to an existing affi~ ative action program, it is doubt fui
whether the progranm cpqld Qg Justified on this basis alone, absent a demon-

stration that is the most cost-effective means to achieve affi?mative action

goals.
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Chapter III: Why Employees Retired
. 1. Most of those who retired under the ERI program did not retire
significant!y_earlier than they would have otherwise. A survey of CSUC
empl oyees eligible for tﬁe program {indicates that 65.4 percent of the non- .
féqulty.and 97.4 percent of the faculty retirees woh]d have retired within
three years, had the Eﬁl program not beeq'available.
| 2. Partiéipapts in the ERI program indicated-that~the two years'
additionql service credit bonus was a significant facgor in their decisfons
to retire. Fully 82.3 percent of the faculty and 87.8 percent of the non-
) facL]ty retirees felt that the bonus was “important" or "very important" in
their Hecisions to retire under the progradg These retirees also rated the
potential impacts of P}oposition 9 as of ﬁbch less 1mp0ftance in their
retirement decisions. | ‘

- 3.' A statistical mode} of retirement béhavior, developed ¥or thi;
report, 3den£iﬁies four factors - an emp]oyee;é age, his final
compensafion, the,valué of his reiirement annuity, and whether the ERI
program was in effect -- a; fhe primary determiqant; of retirement behavior
among CSUC employees in 1978-79 and 1979-83. Using éhese factors, the ' -]
model accurately predicts retirement behavior in 94 percent of the cases on :- :

/ ‘which it_1s based. -

e

4. ' Results of the retjrement Qghavior'model indicate that the ERI
¥

pr~gram had a dual impact on ihe retirement behavior ofCSUC employees.

* First, by offering an employee an increase in the vélue of his retirement

aunuity, the program increased.ihe probability that the employee would e~

retire. Second, because the ERI program ;3§)offered for a limited time

n only, the program caused an increase in the mployee's probability of

-

\sum, .

C'\
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incorrect to* conclude that if the d% program were adopted on a permanent.

a‘ﬁnui ty. )
. ~ 5. Results of the retirew ﬁ behavjor model further indicate that

L]

‘!i s
the increase . in the va1ue of th{?

f‘
the high 1eve1 of part1cfpation ié%\ e ERI program is largely attributable
to the fact th“t the program Was of ced for a Iimited time only, on a "now
% ,
or hiever” "take it or 1eave it".ba x Thus it would clearly be .

basis, or even offered with predictaﬂ*i;frequency, participation rates -
1y

- similar to those of the or?ginai prog%@@}dould be»sustained. T

3 ’*h“
Chapter IV: F1sca1 Impact of the ERI a% gram

,gin“i """"‘ -~
B

: 1. The total cost of fhndlng th ‘ﬁwo years additional service cre-

T odit bonuses provided t" ERI program retg gﬁs amounted to $11 1 million,

with SG 6 million attributab}e to faculéyﬂipd $4.5 million to non~faculty

. u “s,

retzrements. The- average cost per retirgmept of funding the bonuses was

. approxwmately $13,600 for faculty and Sapéﬁﬂ for non-faculty. '

2. Our anaIysis indicates that, fﬁp,faculty, the CSUC Early

Retxremenc Incentive program pays for itsg?k; in that net compensatlon

“a,

savzngs resulting from the program more gﬁ i offset the cost of the bonuses.“

i

A compariSon of prOJected costs with and ﬁﬂthout the ERI program, based on

a computer stmulation model of 329 facultg sitions vacated during the -
-.75' °f

program, indwoates that the program wil] lt in net savwngs of up to

56;8,million in the first seven years. i;;i : b
y

. 3. Based on the fiscal impacts prc)-“x cted by the Faculty “Tmulation

' odel our analys1s also-indicates that, ﬁ similarly high levels of par-

43c1:mt1on and cost’ savzngs are to be achiéved in future CRI- type programs

il

‘Q .

Ty - . \ . e L , 2t .
- % - » N
- . - .
. N ‘ Yy
L} . .
-~ N .-

.- retirenent, apart from that Hhi&ﬁ\mfght'normal1y'haVé been expected’dﬁe to
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‘,;1 87 at the earliest. - e - e .

‘_' B , .‘ﬁi 4. Our anaTysis indtcates that the ERI 'program is 'not a cost- .

‘.effectlve means of 1nduc1ng’non—facu1ty employees to retiré. Th1s is,

because the potential savings associated with each non-faculty position

vacated is’ greatly outweighed by the cost of funding the two years' addi-
. tioqai service credit bonus. :This conclusion would a1so apply to other

ERITtype programs covering empl oyees ip occupations that do not have broad

'§aléty scales.
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LT RECOMMENDATION ! . ~:‘ - -

. ‘-
o M

. 3 ~N s .
He reconmend that if the Legislature decides to offer an Ear‘l,y L.

,' Retirement Incentive-tyge program to CSUC employms in_the future, (1)

such a program‘fncxude as one of its. elements a Hmited eligibility

perigd, simﬂar to- that of .the origina] program (three mnths) and (2)

such a program not be offered untﬂ 1986-87, at the earliest because» ouyr
Analysis indicates that-.

. . v:
(% < .

&

t oo

The’ high 'leve1 of*ﬂarticipat‘lon in the origfnal probram (and the

consequent cost savings for facu‘lty) is largély attributaB‘le to

. . the fact that the ERI program_x;as offered for a limited time
‘ on?z; .and ' A A i ke
e '3 . A

'Y
.

The .optimal frequency of off'ermg én ERI’-type program te CSUC

3

/ ke -
faculty is no more than every seven to eight _years.»
// i ’ o > oo *
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zncregses in the annuél 1evel of benef:t payments and the expec‘ed rate of

'.«f i be fully funded out of salany sawings resultxng from elsher or bogh of the
. fellowing: (1) hofdtng vacated posrtxcus open or (2) filling »acated
O posftmons with emplnyees at a lower salary Ievel. .Consequently, the

-[egis}ature approved AB 876 with™ the understanding that any costs wou%d be

et absorbed Hﬁthin the regular csyc support budget and na appropr1atwop was
;élnl provxded‘ ‘ S e .
i'ég‘ ‘. J; - -Finally, AB d?& directed the Legis?atzve Analyst. to Paaevaluate
1}f ; ‘thearerulus of the ear?y retirement incentive program...and its efrec-
S tiVeness in preventing'?ayoffs." The }egzslatxon was repealed by force of

. fts own prov151ons on June 30, 1980. ®

[ -
3 "
Layoffs Primary. Concern

The'passége of &é 876 resulted primarily from the Legislature's
BRI ' desire to avoid Iayoffs, should the California C+ate Unlversity and
Jos La}leges face budgeta grmgenmes that threatened ™., .an Impendmg

curtatlment of, or ch in the manner of perférming services.” HNot men-

' txoned in the authorizing legislation, but expressed by the CSUC Trustees,

» Y 7

~ was the additional belief that, shou  budgetary reductions fail to

- " . materialize, the ERI progran would present.significent opportunities for:.

L i -
-~ {1} hiring and promoting younger profpssors in-the faculty ranks and (?)

*
’

:‘&‘ : ' "2"

f;; . ‘a_ 'r‘atum éacned on'the deposit. ) ‘ ¢ .

1% “, < In discussxons with staff of the Legzslatxve Mnalyst's Offxce and in

iff: testxmany before fhe Legislature at the time AB 876 was}uﬁder con- 3
%i-’“ B srderation, esuc represen*atxves maansainaq that the bzll Wﬁqu “pay. for

=, 1tse]f,” Specifically, they stated that the costs of the ERL program would ,

niring women and members of ethmic minorities in ail employce classfications.

PN
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- The Early Retirement Incentxve program was approved by the Go«ernor

.and the Board of Trustees in late March 1980. At that twme there was a°

greaw dea? of concern'w1th1n the Q§G€ System that the eiectorate wou]d

I

. @pprove Propositicn 9 (the Jarvis tﬁcome tax 1n1taat1ve) This concern

‘u?ttmate1y proveﬂ unwarranted as the initiative was not approved. Thus,

because Proposztion 9 was not enacted, the effactaveness of* the fRI program
in preventing }ayoffs becare a moot xssue, s1np1y puu, there were no
1ayoffs to prevenf-

Attheugh the Earty Retn'emen‘~ Incentive program SAerfectzveness in

-

preventing layoffs was nat tested, other xmportant aspects of the prcgram oL

remai:gto be evaluated Hho retxred‘under ‘the ERI program’ Why did- they
retire? How much of -an incentive was provided by the two years of addx- '
tional re‘ireqeﬂt service credit? How did the program affect CSUC’s affir-

mative action efforts?. Did the ERI program, in“fact, pay for itself? Tne

" analysis . of these'issugs is the task of this ref~rt, which is &ivided into

-
-~

four parts as folloys:
-,'I. Description of the'CSUC Early Retirement Incentive Program

II.  Those Who Retired o

III. Why Employees Retired

. Iy. Fiscal Impact of the ERI Program o
| Reéders interested in theﬁmore tecgpjca? aspects bf how the analysis

wa$ conducted may profit from r%ading Appendix D, "A Noie‘pn Research

Methodology," prior to embark%ng on the main body of EQe report. It is by

' no means necessqty; however, that the general reader do so in-order to

understand the anaiysis and conclusions developed below. _ N
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\\\ l. DESCRIPTION OF THE CSUC EARLY RETIREMENT
E INCENTIVE PROGRAM

A. ELEMENTS OF THE ERI PROGRAM —— . — . .,

The CSUG Ear1y Retlrement Incentive program, as created by A8 876
provided that qualified UC emploxees who retired durxng a specx’xed eli-

gibility peraod weuld receive an 1ncent1ve bonus of two additiond) years of
. > .

(unearned) ret1rement serv1”e credtt.

. . . : . ~ ..
Qua}1f1ed csuc Employees P '

!

. " The ERI program was avallabla to all CsuC emplqyees (faculty and
non-taculty) who, as of June 29, 1980: (1) were at least 50 years of age

and (2) possessed .a total of at 1éast<;1ve years of servwce credited to
lfher the Puf11c Employees Retiremeat System (PERS) or the State

N~ ’
Teachers' Retirement System (STRS). or both.

» '
’ -
.f\ * *
. . -

The eligibility ﬁériod.fbr participation in thevERf brdﬁram eRcom- R

Eligibility Period

" paSsed tnree.months, from March 27 to .une 29, 1980. To participate in the

pragram, an employee's effective ratirement date had to fall within this

-

three-month period.

- Incentive Bonus . -

°

. As_an incgntiv& to induce qualified CSUC employees,to retire éarly{
the ERI proéram offered a bonu§ of two years of additional, ~unearned .
. retirement service credit,’
In order to discuss the value to the employee of this bonus, it xs

necessary to understand how the retirément annuity is determined. for nenbers

* ¥
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3iu - of the Public _Employees Ret?rement'System (PERS), who constituted the -

é h vast maJor:ty 2; those eligible for thé iRl progxam ~;§e basic reti emen&-&"“

-—————————-——4uuuh4aL4s~34sedbmeJ#nuxyihetessT——{lQ—theeemp?oyee s final eonpensation
(defined as the averag54§e1any paid the employee during the threé years,

1mmedtate1y preceding retirement) (2) the years of service in PCRS-covered

3 emplqyment credited to the employee, and (3) the percentage of fwna] coin-
‘ pensetzon to which the employee is enttt?ed fbr each year of cred1ted ser-

vice. These three fectors are related %V the-so»cai]ed "2 percent at 60
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g M!SCELIANEOUS SERVICE RETIREMENT
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Table 1 shows the. percentage of final compensat1on to wh1ch an N

employEe el1g1ble for ret1rement is ent1tled under the\"z percent at 60

fOnaola for various aqes and years of serv1ce credited to PERS. As the

e Saegve

.

table 1llustrates, the percentage of final compensatxon per year of servace

to which the employee is ent1tled 1ncreases as the employee's age of

retirement increases from age ‘50 to age 63. Thus, an employee ret1r1ng at
age 50 would be ent1tled to 1.092 percent of his final compensat1on per

year of service cred1ted, while .an employee retiring at‘age 63 would

.

‘receive 2.418 perceni .of his final compensation per fear of service cre-

) | . .
dited. Beyond age 63, the percentage of final compensation per year of

‘

service ‘remains constant at 2 41% percent. -

To take a spec1f1c example, the table shows that an employee

ratiring at age 55 w1th 30 years' serv1ce credited t. PERS would be

ent1tled to.a ret1rement annuity of 43.8 percent of h1s f1nal compensataon.

v,

If this same employee vere to ret1re 1nstead at age 63, with 38 years of

&

serv1ce credit, his annu1ty would equal 91. 88 percent of h1s final |

L

compensat1on. . e ) .
In the example Just presented§‘1¢ is tempt1ng to, conclude that the ,

employee would be "hetter off“ 1{ he were to wa1t unt1l age ngto retire,

since an annu1ty equal to 92 percent of f1nal compensat1on is worth

more per xea r than an annuity equal to 44 percent of final compensat1on. " r

In add;t;nng'fhe employee's final compensat1on calculated at age 63 is

:l1kely to be greater than that calculated at age 55, further enhancing tre

annual valye of the .annuity rece1ved,hy.ret1r1ng later.

Despite these factors, however, it would not be correct to conclude

that the employee is_uneguivocaljy "oetter‘of?" by retiring later, for two

o >

58 .,

.
N

~




reasons. First,‘the‘]ater the employee’retires, the fewer years he

' wi]]fhnie,toﬂneceive“hissretirement“annuitysa Sc, whiie“he~w11+~be~»~ Lt

SNUNUSPRE .

receiving.more per year, he will also be receiving fewer, years of ;gt1re- .
o B ment payments. Second, in order to know if cne employee is "better off" by .

R ret1r1ng 1ater, it is necessary to know how much a do]]ar of ret1rement "

annuity, received cne’ _year, from now, is_worth to the employep at the pre-
© sent tﬁne. Th1s is referred to as the emp]oyee s "rat- of time- prererence."

o Because both of these factors -- the remaining expected lifetime of the
> \ .
retiree and his rate of t1me preference - are unique for each employee,
- thare is no sat1sfactory way to compare'the va]ues of tﬁe\var1ous annuities
e .

to wh1ch the employee is entitied by ret1r1ng at different t1mes. By using

the concept of an actuar1a1'present va]ue, however, it is possib]e to
q_,a ’
approx1mate in a s1ng]e number the value of a g1ven annu1ty, thus facili-

o tating va]zd comp ri Qns. | Lo f

Al

. . ‘ . -«
“ -

.
oy -~ s

IHE CONCEPT OF ACTUd//ﬁL PRESENT VA
The Actuar1a1 Present - Va]ue\(APV1 trans]ates-a~stream of future -
.annuity payments into a single dol]ar amount .expressed in current do]]ars. )
S1mp]y stated, it Iﬁ that amount wh1ch, if depos1ted at the t1me of an
\‘employee 5 ret1rement would be Just suff1c1ent to pay thdt employee s
ret1rement benef1ts over his rema1n1ng expected lifetime (a]]ow1ng for such
. factors as expected statutory increases in the annual. Tevel of.benef1t
. payments and the expected rate of ~aturn earned'E/‘tue depos1t) .
- The APV may also be v1ewed as the Iump sum payment wh1ch the

emp]oyee would be'willing to accept in 11eu of a stream of annuity

payments, if: (1) the employee's expected future lTife span equa]]ed the




A average fur all enployees in his age and sex cohort, as determined by the

" retirement system s actuaries and (2)-the emp]qyee s rate of time pre-

- fereance éqﬁ311ed'the rate of return on 1nvested funds assumed by the

ot P ret1rement.system s actuaries. In this sense,l then, the APV of the future

.

stream of annuity payments represents an approx1mat1on of cheir value to’ 5 -

‘the emp1qyee. e

t

—

Table 2

Actuariat Present Value
Of Two" Years Additional Service Credit,
By Age at Retirement and Final Compensation@

j
(increment to annual annuity payment in parentheses)

o

Final - Age at Retirement
Compensatien 50 55 60 - 65 70
$ 5,000 $1,145 ° $1,391 $1,702 $ 1,793 $ 1,516
_($109) ($146)- ($200) (3242) (5242
+ 10,000 ., 2,830 ¥%3,436 4,203 4,429 3, 746} :
o (218), (292) (40@) (484)_ (484)" |
115,000 4,514 5481 ' 6,703 7,066 5,9752"
' _ (328) _  (438) (600. (725) (725)|
20,000 6,199 7,525 9,204 9,703 8,205 %" -
' (437) (584) (800) ~(967) (967)
25,000 7,883 -9,570 ° 11,705 12,339, * 10,434 .
(546) (730) (1,000} . (1,209) -  (1,209) !
30,000 . ' 9,568 11,615 - 14,206 14,976 * 12,663 -
(655) (876)  ~{1,200) (1,451) (1,451) *.
35,000 11,252 . 13,660 16 747 17,613 14,893
. (764) (1,022) (1,400) {1,693) (1,693)
40,000 12,936 . 15,705 19,208 20,249 17,122
(874) - (1,168) (1,600) (1,934) (1,934)
45,000 14,621 17,750 21,709 , 22,886 19,351
: (983)  (1,314) (1,800) . (2,176) (2,176)

a. Figures presented are for a married,

Social Security.

Al

male employee, covered by
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Table 2 presents the value of the two years of additional retirement

rservice credit, both in Actuarial Present Value terms and as an_increment

to the employee's annual retirement annuity, for a married, wale employee
who is covered by Social Security.l For gxampTe, the tabfe shows that the
additional service credit increases the annuity to an employee, age 60,
haCing final compensation equal to $35,060, by $1,40G. This increase is
equivalent to a lump sum grant of 516,70? to the retiring employeé.

The table shows that the value of the rétirémenp annuity (in either .
APV or annual dollar terms) for an employee of a givan age is éreater, the
gree}er is his final comp:ylation. A similar, positive relationship exists
‘between the emplcyee's agé and_the value of his annuity, ‘but anly up <o age IR
63. This is because, as Table 1 shows, the percentage of final comoen- )
sation per yea; of service credit which, is provided by‘the annuity jevels
off at age 63, at é.41é percent Eer\year. Thérefore, at age 63 and beyond, . =~ ..
the annual increment to the:retirgment awnuTty“ﬁFéVide%'Sy thé‘two.years of

additignal retirement semvice credit is censtant at any given level of com-

pensation. As a result, the APV of the.bonus, and the incentive to retire
_earIy'which it provides, declines ffgm,ag§’€§ronward, as shown in Table 2.
Table 2 also shows how the relationshié betveen the APV of the ingen-
- tive bonus and its value in annual dollar terms varies as the age of

‘ retirement increases. For examp]e,'c nsider tﬁe cése of two enploxagé
whose finzl compensation is $25,000 per year, one of whom is age 50 and the

other of vhom is 65. For the 50-year-old emp]oyee,-the APV of the bonus

1. Because of such factors as continuance allowances for spouses, sexual
differences in average life spans, and provisions for coordination
with Social Security benefi’s, the actual vajue¢ of annuities receivid
by employees of given age and years of service vary slightly.

-
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51
i
i

h ,
equals $7,883, and the annual 4ncrement éo his annuitj is $546 -- a ratio
f.)n of over 14 to 1. For gﬁe 65-year-aid eméloyee, in contrast, the APV of the
| bonus &quals $12,339, and the annual inéfement’to his annuity is $1,209 -- a
_ ratio of about 10 to 1. The lower ratio;'of course, is a direct con-

sequence of the fact that the older.émp1ogge is expe.ted to receire fewer

. annuié& payments cver his ;emaining life ?pan.
To put the values o% the two years' service credit bonus, cited in

. Table 2, {n some perspective,‘figures fq5,the ¢total value of the retirement
annuity (excluding the bonus) at varib%s ages and years of service credited
are presented in Table 3. The example?shown in the table is for a married,

male employee, covered by Social Security, whose final compensation of

$28,7652 is that of a full prcfessorfat the top step in 1980.

2. 1he salary of a full-time, full professor 3t the top step in 1979-80
was $31,416, while in 1977-78 end 1978-79 it was $27,433; the average =
., salary for these three years (the empioyee's final compensation) 1s $28,7L5,

N
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2}
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. ' Table 3

Actuarial Present Value of .
. - ———Retirement-Annuity, by Age at Retzrement
i . and Years of Service Credit ’
fannual annuity payment in parentheses)a
R

Years of . . Age at Retirement - . s
Service 50 55 LY &5 70
5 § 22,878 $ 27,774 $ 33,970 $ 35,811 $30,280 .i

($1,571) ($2,100) ($2,875) (53 478)  (33,478)

10~ 45,756 55,548 ' 67,980 71)621' 60,561
{(3,141) (4,200) ° (5,753) (6.955) ~  (6.955)

15 . 68,634 83,323 1015910 107,432 90, 841
(4,712) (6,299) (8,629) (10,433)  (10,433)
20 v 91,512 111,007 - 135,880 ~ 143,242 > 121,122 .
(6,282) (8,399) (11,506) (13,910) - (13,910)

25 114,390 138,871 169,850 ,179,053 151,402

" (7,853) (10,499) (14,382) (17,338)  (17,388)

30 . 166,645 203,820 214,864 181,683
" (12,509).  (17,258) (20,865)  (20,865)
.35 . . i - - - 237;790-, - 250,674 '211,963'
: . (20,135) (24,343)  (24,343)

40 286,485 242,244
(27,821)  (27,821)

45- " 272,524

' ’ ' . (31,298)

a. Figures presented are for a married, male employee, covered by Social
Security, with final compensation of $28,765 per year {full prnfessor, /
top step in 1980). Figures do not 1nc1ude value of two years addi-
tional service credit provided by ERI program.




Table-3, like Tahle 2, é;§o shows ;he‘gositive relationsnip belweer
an embiayee;s.age and thé valueyof ms adnuit;, from age 59 to age oi, ~
holding cqnsthht the employee’ }zna1 coempensation. and yeérs of‘serv:ce:
Unlike Table 2, in which the number cf-&éars'o{,se;viée c}edxt*i; held
constgqt {at t#o) throughout, Table 3 holds the employee's final compen-

sation at $28,765 and shows the effects or the value of the total sonuity

.
h

« “of vany1n§ years ef service from 5 to 45, A: the table indicaies: ]
dependlug on an emp!oyee s age at retnreneht and his years of servzce, the
APV of 'his annutty may_ vary widely, ‘from a low’ 05‘522 878 at’ dge 50 with $
years ;ervzce, “to a‘high (as shown in the.table) of 5286 485 at age 65
.with 40° years serv1ce. |

By combining the information reported in Table 3 with that of .able

2, it 1s possible to see how the value of the incent1ve bonus coempares wWith
the value of an enplo_yen s total annuity (excluding the bonus) at various \
combinations of age and years of service.‘ For example, Tabik 2 ifdicates
‘that the APV of the twolyears additional service credit is ‘approximately
$13,5883 for a 60-year-old employee whose final compensaéZon \f $28,765.
Refer-~ing to Table 3, it may be seen that this amount repre';ent‘L

increase of 40 percent (2/5) over the APV of the total annuity éhat such an
employee wonld otherwise receive 1f he retired with 5 years of Sﬁrvice Cre-

- {$33,970) and an increase of about 7 percent {2/30) over the;APv of *he .

annuity he would rece .e 1f he retired with 30 years' service ($203,920).
./;
e
-

i This hguré/ is obtained by interiolating between }/aﬂu(s shawn e
. the APY of ’the bonus at age 60, with final conponsatrun leyale of
$¢5,000 and $30,000.




I1. 3HOSE WHO RETIRLD -

-

“nere can be Ixﬁt}e doubt that, as a result .¢ the Eanlfrﬁe%*ecﬁeﬁt"
. ’ ¢
. * . Incentivé program, a stgnificant number of CSUC emﬁloyee' retired. wpe would -

not have done so o*herwtse. During the three-month pertod Lhat the EQI

A program was 1n effect, 1,047 -employees retired. Even after -allowing for

normal retirement activity and tﬁe fact that some”employees posrponed their

ret'i remens dates to take advantage of the ER1 progran, x? appears that from

865 ty 925 of these represent retzrements which wcu!d not have ocCurred 11n

o
e
.

the absence of the fRI program. As a3 result of the ! program, tnen,

retirement ectvvity during the eligibj)fty perfed increased by from.&7§\go 769

percent, compared go :%at might have‘been expected without the program, - , : .

‘ * During the three-month,period that the ERI program was in operatton \ - . ;

there were 8,052 CEUC employees vwho were age 50 or older. Besea on’ a sur-

vey of these employees we eétimate that between 639 and 1,0501 were in- F

‘e}igible for the ERI grogram because they lacked the requisite five years

of retirement service credit. Consequentiy, between 8,002 and 8,418 CSOC -
*  employees were eligible for the program. ' Thus, the 1,047 particip: ts 1n

‘the ERI program represent 12-t0-13 percent of the _stimated pool of elt-

gible employees. . : N

A, RECENT RETIREMENT TRENDS ) —~—
Figure 1 shows the trend 1n average quarterly CSUC retirements over

the -past five years. The figure shows that, during the three ronths i1a which

. 1. .95 percent confidence interval.

Sy
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the ERI program was available (March 27 tb Jung 29, 1980), retirement acti- -

vity;increased dramatically over tha£ n previou§ years. As indjcated n
the fjgure, from 1975-76 through 1978-79, ret ireniénts averaged 130 to 165
per quavrter. During the first ;3ne moﬁthg of 1979-80, average uarterly
retérements dropped'séightly, to about 120 per quarter, reflecting the fact
that some enployees delayed their ret1rements in order to take advantage

of ;he £R1 program, ana!?y, the figure shcws ‘the explcslve increase in

vatlrements that occurred during the period of the ER] program, when 1,087

csuc employees retired. .

[y
-~

B. OCCUPATIONAL AND RACIAL/ETHNIC COMPOSITION e v~ ‘
Of the 1,047 CSUC employees who Eetirad under the ERI program,

faculty nehbers represented the 1argeso single occupat1ona7 group, with 486

're»irees. Secretaria] employees, with 169 retirees, constituted the next
.}argest group, fo?iowed by service empl&yeeﬁ’{119)~and technical emp}oyeeé
{102).- The numbers of retirees in the three remaining occupatzona! cate-
gories of professional, sKilled cra ts, and executvve, administrative, and~

naaagerial employees were 69, 55, and 47 respactively. ‘
Hhites conprisnd the sindle largest racial group o?-retirees,

g
accounting for 953 (92 0 percent) of the 1,047 participants zp the ERI

program. Of these 963 retirees, about two thxrds were males @nd one-third

fer "es. Black»retirees placed a distant skcond, acc0untina ‘or 3. bgpsr-
cent of the total, followed by Asians (2 1 percent), Hispanzcs (2.0
rercent), and Natxve Arericans (0.5 percent)

Tabie 4 presents.tnformation'on the occupdtion, sex, and .

ractal/ethnic characteristics of the CSUC employees retiring urder the x|




. .. 5ccupatiomt
o Classification

Faculty
Secreterial/
"Llerical

. - 3. s‘,'r‘lice‘/ -
Maintenance

Technical/
Paraprofessiona}

© 5. Professtom)’

8. Fillad {:raft;

Executive/Adatnstrd

— > ?t
= tfve/Uanagerial

T I0vALS

& \ e
[y * 3 .
Table 4
Decupational, Sexval, and Racia}/Ethnic
Characteristics of CSUC Employees ¥no Retired Under
the Eariy Retfrement Incentive Program

Total - KLE o, - - FEMMLE

Al Total ) o Hatiye iotal Hative
Retirees Hile White Black Hispanfe Asian » Anerican Female Wnite Black Hispanic Asian Azerican

46.4% 38.4% 3.2 0.1x 0N o7 0.11 8.0% 7.9 0.0 0% 0.08 oum

{486) {402) (3%0) (1) (3) {7) (1) {84) {83) ¥ (0) {1) _(0) {0)

16.1 2.0 1.6 0.2 0.1 0.1 0.0 4.1 - 13,2 0.2 0.5 0.1 0.2

{163) (21) (a7 {2 (1} (1) (6) (148} (18) (2) {5} (1) 2)

11.4 9.5 6.5 1.7 C.6. v.7 0.0\ 1.3 1.2 0.5 0.1 0.} . 0.0

{119} {99) + {68) (18} (6) n _ (9) {20} {13} (5) (1) (1) {9

9,7 3.9 3.6 0.1 2.1 7 Q.1 0.0 5.8 5.4 0.2 0.0 8.1 0.1

{102) {a1) (38) -(3) {1 {1) {0} {61) (57) (2) (0) (1) {1

6.6 2.9 2.6 2.2 0.0 0.1 0.0 3.7 3.6 0.1 0.0 - 0.0 0.0

{69} {30) (an) (2) (9) 1) {0) (39) (38) (1) {0) {0} (@)

5,3 5.0 4.4 0.2 g.2 0.1 0.1 0.3 0.3 9.0 0.0 3.0 0.0

(55) (52) {46} (2) {2) (1) {1 (3} 3y (o3- (0) {0} (0)

4.5 4.1 ¢ 3.9 6,0 2.1 - 0.1 - 0.0 0.4 0.4 .0 0.0 0.0 0.0
~{37) A43) A1) @0 ) @) (o) - @ A0 @ o () )
100.0% £5.7% 59,0y 2.5¢% 1.3z -1.8% 0.2% 4% 32.1%  1.0% 0.7% 0.3% 1) 4
{1,047) {688) {627) {(26) (i4) (19} (2) {359) {336) (10) {7) {3) {3)

30
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~... retirees were white, comprising fully 97.3 percent of this group. Over

Mndiaay o

\ all secretarJaI employees who retwred were femaYe., Co SRS
In the remaining f1ve gccupational class1f1cquonS‘ whites consti- — )
tuted 94.8 percent of retirees in the profess1ona] or executwve, ’
admxntstratzve, and- managerwaT categories and 81. 5 percent of those in thefw ‘ ;;Q

' shows that 61 8 percent of white retirees in the former two categories were

o - ST e L i o oo RN AR

~

Drogram: The taﬁie shows that,Yamong faculty, virtually all of the 486

four~fifths of these white ret1rees vere males. Hhiﬁés also comprised the®
vast majoraty af the 160 secﬁetarta] employees who retired; of this group,

91. 7 percent were white. In contrast to faculty*ret1rees 87“6 percent of

~ . . ~

serv’ce, techn1ca1 or sklllea crafts categor1es. In add1t1on, the- table

‘male, as were 67.6 percent of those retirees in the latter three categorfeEL

C. AFFIRMATIVE ACTION IMPLICATIONS

Table 5 presents ihe‘§5me information_shown in Table 4, but for all -
full-time CSUC empquees in 1979. A comparison of this tab]e with Table 4 {
i1llustrates the additlonal opportpnzt1es created by the ERI program for ' . »&-Q;
acnveying afFirmative action goals.- . _ SRR f

" The tables shbw that, in-general, wh1te males ret1red in numbers : a
d15proport1onate to.their share‘uf CSUC emp]oynent in 1979, ref]ecting the ’ ’/‘?rth\ﬁ

fact th@t the proport1;%:of vhite males is greater -ameng older employees. ‘
Th;e Mihe tables show that while whwte males represented 49.1 percent of
all full-time CSUC employees in 1979, they comprmsed-59.9 pe.cent of the
ERI program participants. The tables also show that theq%xtent to which

<
white male retirees are over-represented in the ERI program varies by occu-

pationdl classification. . e s

e <
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: S B o .’. kO * Table §. " . . .. “. .
‘ 'T ) ‘ Occupational Sexual, and Baniallithnic o ) ' Coe :
‘v . " Characteristics of Full-Tite CSUC T T Y
S - : Emp‘!oyees, 19792, AT O . e - @ Ta X
% i’ . . : ’ "A-\( - P - " R L. - E
el o A = U MR o ELRC N "‘&4.' 2
Tota¥” . MALE: %7 @ L et e el o FEMAE - o 7 ey
TR () M T . Nwﬁ?«' N T e SRR o Hative. 7
’ Emp]oyees” Haie . Nhite B!ack Hispanic  Asian Anerican - - Fénale ) white Blaqk Hispan!c Asfan T Amerjcan - -
T AP Zaggy C0.9 -~ 2,08 C0aE . 9 2" BA% 0.4% 03 0.4 . 0.08 - o
. . (11,491) (9 072) (s, 055) (207) ‘* (299) ~ (523) 32) - .m (2-.1'33)"—‘(94_)7“ b (85)_ (95) ~--{11) - . "~
‘T'~4x 4 e N '_ - N - : ) . S ¢ ,.‘ 28w I ;.’“‘a-'I.‘
2. Secretaridd/ . © 18 9 1.4 0.3 0,2 . . -0.2 . - 0.1 - - 0.0, . 474 .0 1.4 1.9 - 1.0 Y 0.2. *. 1
. _Clerical . * {4,953) (8?6) - (24%) (44) . (54) - . (28) (5). (4,577) . (3 4}9) (358). « (499) (261) ° (40) "+
o .,j-x. S . . . . - R . ‘ - . . S |
,:;servica/ L 10,3 .83 - 41 17 L6 08-° 0. 2.0 -7 L0 . 0.7, 0.2 TS W X et ot
X nafntenance 23y 2,177) T-(1,089)  (437)° -(409) (1) fa1) - {536} . - (252) (187)- 7 <(61) . (30y 7 (EyTF ": ¥
;‘ . ° . Y R . v . . . . . ‘ . . X * ) " .“ :
4. Technicaupara- - GT 4.3 . -7 3.6 62 0,3 0.2 . 0.0 ‘4.4 - 3.6 0.3 0,27 03 . -00 & -
profess}onal - {2,290) (},127), (336) "{59) (67) {62) (3) (1,163) (943)  (66) (62) (85) ~ (1) &
‘5. ‘Professional 10,4, 5.2 - 4.0+ 0.4 0.3 0.4 °© 0.0 . 5.2 “4.2 0.4 0.3 0.4 .01
P S -{2,741) {1,373) (1,054) (104) - {87) - (109) {19} (1,363) (1,092) (96) ‘71.) (95) (14) °
;;_S.}js&imé Crafts . 2.9 2.9 2.2 0.2 0.3 . 0.4 0.0 - 0.1 0.1 0.0 0.0 ° 0.0 J.0
o . (770) (750) . (569)  (53) . (84) (35) (9 (20) (18) (0)- (1) (0) (1)
LI ) : o . / o
7. Executiv»/ ‘4.1 . 3.6 0.2 0.2 0.1 0.0 0.8 -~ * 0.7 0.1 - 0.0 0.0 0.0
<o Administrative/ 11 292) (1,077) {941) (563 {56} ~ _(21) (3) {215) » {185) (15} {5) (9) (1)
v Hanageria! -7 o - / .
I‘OTALS - 100.0% 60.8% 3.8 V3.81 0.4% 39/2% 30,65 3.1% 3.0% 2.2% 0.3%
p (26,250) (15,952) (12 889) (960) \ (1, 006) . (939) (98) (10 98) - (8, 042) (8}6) (784) (576) {80)
"1‘ cor . I . c .
a §urce', California Pestsecondary Education Cosmission, “Honen ‘and Minorities in California Public Postsecondary Education .
‘ Their Emp)cymeni, CIassifigation, and Compensat.fon, 1977-1979,* (Sacramento), March 1581, .
7§ e . ’ . ' i i . R, ; ‘.‘-. R . . . B T ) Y E o ..
AT R AR . - T T ‘*rg" v b‘ S 3-‘{ ) e
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Among facu1ty, for example, wh1te males compr1sed 80.2 percent of
S
Vthe rettrees, while representwng only 70.1 percent of all CSUC faculty in

\

1977 the pr0port1on of white male faculty ret1re:s is thus over-

represented Qy 14 5 perceot. -In contrast, am cretar1a1 emp]oyees, the

.proport1on of whxte male ret1rees is over-represented by 103.4 percent;

_,ff compn1sed;10 1 percent of those secreta ial employees who ret1red._

f

.«‘ ~~‘ A.c?oser exam1nat1on of Tables 4 and 5 reveals that the oppor-~

«a’

tun1t1€s’for ach1ev1ng dramat1c 1ncreases<;n-the percentage representat1on
of women or racial and ethn;c minorities as a result of the ERI program are

1im1ted. The tables "show that the 1, 647 CSUC employees who retired under
'~ the ERI program represent only 4 percent of the total 26,250 full-time CSUC

- employees in 1979. Of this 4 percent, only about three-fifths were white

males. As a result, even if a]l of the full-time positions vacated by par-

ticipants.in\the,ERI-program were replaced_by women or minority group mem-.

bers; ‘the proportion of white males woufd decline by only 2,4 percentage

€

points, to 46.7 percent. : - N ‘
As it turns out many of the pos1t1ons vacated by the ERI program
part1c1pants have been, or will be, f111ed by new]y h1ned white males.
Data provided by CSUC on the sex and rac1a1/ethn1c compos1t1on of 524 per-
manent replacements h1red during the first three quart‘rs of 1980~ 81 to
fill tho 948 full-time oos1t1ons vacated dur1ng the ERI program 1nd1cate

[N

that about one-third of the nev hires are wh1te males.

-
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) o t- : . Estimated AFfirmative Action Impact of CSUC Lo
; N . - . Early Retirement Incentive Program on -
. Full-Time Employces : !

1

PN - . . . o . P

S{; TR P . ot . \ RE o
R T . ) . . tahle 6 CoL

. .

;:,

g N . © (Changes from 1979. in Parentheses) c . : .

?j - Total : FALE - o 'FEMALE -
Lo Uccupattonal - All Total N Native. votal - . Native
:}5 . Llassificatfon Employees Male White ‘Black Hispanic  Asian  Hmerican Female -Hhite BIackx i Hispanic  Asian  American
1.. Facully ', 11,491 8,967.0 7,884.5 *~213.5 283.3 545.1°  40.7 2,524.0  2,211.2 161.5° ©100.6  -99.; 1.0
P T - (-105.0) “(-170.5)  (+6.5), (+34.3)  (+22.1) (+2.7). (+105.0)  (+78.2) (+7.5)| (+15.6) (+3.7) {--)
S 43.8% 73.04  68.5% - 1.9 -2.5% 4.7%  -6.5% 22.6% 19.2% 0.9% 0.9% 0.9%  0.1%
Fr ) (-0.9) * (-1.5) (+9.1) (+0.3) (+0.2) (=) (+6.9) (+0.7) (+?.1)ﬁ (+0.1) (--) (-=)
2, Secretarial/ . , 4,953 377.2 47.6 _- 58,5 29.2 5. 4,575.8  3,394.3  362.7 ¢ 505.3 274.4 0.1
“_CGlérical ” - {#.2) - (+3.6) (+4.5) (+1.2) (=-) (-1.2)  (-28.7)  (#4.7)  (+6.3)- (+13.4) (-0.9)
s R 18.9% 7.6% 1.0% 1.2% 0.6% 0.1 92.42 68.5% 7.3%  10.2% 5.8 . 0.8%
. v T (=) (+0.1) - (#0.1) (==} o (=) (-=) {-0.5) (+0.1y . B0.I)  (+0.3) (--)
.. - . . 4 . '
3 Servicel v 2,13 . 2,714 hed ABa ass 20 sale a7 18900 04 314 - 6.0
; - Maintenance . (-5.6) (12.2)  (+14.7) (+2.8) (+3.1) (#5.6) ~  (+2.7) (€2.1) | (-0.6) (+1.4). . (--%
.. 10.3% 80.0% - 15.6%{ 15.6% 8.2 . 0.9% 20.0%  C 9.4% 7,08 2.2% 124 . 0.2%
. e o (-0.2) 1#0.5) € - £20.5) | (40.1)  (+0.1) (#0.2) (+0.1}  (+0.1) a\ (--}  (+0.1) (=),
o . j . . . (]
4. Technical/Para-, 2,290 1,131.5 - 929.5 60.4 742 - 64.4 3.0 * 1,158.5 & 933,1 67.4 64.4 87.6 6.0 '
< " professicnal (+4.5)  (-6.5) (+1.4) (+7.2) (+2.4) (~=) (-4.5) (-9.9)  (#1.8)  (+2.4)  (+2.6) ,(-1.0)
S - 8.7% 49.4%  40.6% ¢  2.57 3.2% 2.8%  0.1% 50.6% 40.7% 2.9 . 2.8% 3.5¢ 0.5%
(+0.2)  {-0.3) * (+0.1) (30.3) (40.1) (~=) (-0.2) (-0.4) (40.1) (+0.1)  (+0.}) (~=)
- . R v f . .~'
5. Professional 2,741 1,367.6 * 1,045.7 105.8 = 86.0 11L.0 19.0 1,273.4  1,084.6 9.0  75.9 102.¢ 14.0
) (-5.8)  (-8.3) (+1.9) (-1.00 (+2.0) (==} (45.4) (-7.4) (=) T(#4.9)  (+7.9)  (--)
10.4% 49.9%  38.2% 9% _3.1% 4.0% 0.7 50.1% 39.6% 3.5% 2.8¢ 3.8¢ 0.5%
. -0.2)  -(-0.3)  (+0.1) -=) (+0.1) (--) (+0,2) * (-0.3) (==)  (+0.2)  (+0.3) (=)
. < ~ e . . . . N '/
6. Skilled Crafts 770 ° 751.8 564.8 - 54,7 89.3 35.0 . 5.0 *18.2 17.2 0. 0.0~ 0.0 1.0
e s . (+1.8)  (-4.2)  (+1.7) [#5.3) (-=) 1-1.0) (-1.8) (-0.8) (-=) _{4°0) (--) (--)
. 2.9% 97.6% 73.4% 7.1% 11.6% 4.5% +.0% . 2.4% 2.22 1 0.0%.-7 0.0% 0.0% 0.1%
’;% (#0.2)  (-0.5) .(+0.2) (+0.7) (=) (-0.1) (-0.2) (-0;1) (--)  .(-0.1) (--) ==),
s 7. Executive/ 1,292 1,075.1 913.3 - 60.7 56.6 * 2'.6 3.0 216.9 185.3 16.6 5.0 9.0 1.0
‘ Administrative/ - 1.9  (-71.7)  (+4.7) (+0.6) +.6) | (=) (r.9) (+0.3)  (+1.4) (--) (--) (--)
Manager{al L 4.9% 83.24 72.2% 4.7% 4.4% L7% 0.2 16.82°  M.3% 13K 0.4% 0.7%- 0.1%°
b, T(-0.1) . (-0.6)  (+n.4) (--) (--) (=) (+0.1) (-1 (+0.1) (=) - (--) {--)
TOTALS . 26;250 15,841.6  12,645.1  g9a" » 1,016 1,030.1  102.8 - 10,408.¢ 8,080.4  £°..3 8il.6 605.0 78.1
. ) (-110.4)  (-243.9) (+3..2) —~{465.5) {+31.1 (+4.2) (#110.4)  (428.4) (417.3) (+27.6) (429.0) {-1.9)
: . 100.0% 60.3%. 48.2¢)  3.8% 4.1% 3.94 . 0.4% 39.7% 36.8% 3.2 3.1% 2.3% 0.3%
-~ . (-0.4) (-0.9) (+0.2) --(+0.2) (+0.1) {-~) (+0.4) (#0.1)  (#0.1)  (+0.1)  (+0.1) (==y

.‘ Q . ! I - : ‘. ’ ) 36
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Table 6 presents the estimated affirmative action impacts of the\EarIy
Retirement\Thcenti!e program if the sex and racial/ethnic coﬁposition of

. ~ .
the total group of replacements ultimately hired to fill the 948 full-time

pesitions vacatea during the Early Retiréhent'lncentive program parallels .

‘that of the 524 replacements hired dur1ng the first three quarters of

: ~1980 81. The table shows that the affirmative action impacts of the ERI

progrmn will be rather limited in terms of the percentage distribution of
emp]qyees by sex and récia]/ethnic chéracteristics. In fact, the propor~

tion of the CSUC workforce. represented by any part1cu1ar affirmative act1on

,.‘a e

’categony will change by no more than 2 percenﬁage points unth1n any of the

- seven occupational c1a551f1cat1ons noted, and most changes will be one-half

of a percentage point or less. \ T ~

Among faculty, for example, Table 6 shows that, as a resu]t of the

. FRI program, tke proportion of wh1te males will dec]1ne hy a net 1.5 per-

centage po1nts while the gggport1ons of Hispanic and AS1an ma]es will

1ncrease by 0.3 and 0.2 percentage ppints, respectively. Among full-time

'CSUC'employees'in general, the table shows that the proportion .of white

. ‘males will decline by an estimated 0.9 percent points.

Of course, by focusiny on changes in the percentage distribution,
this ana]ys1s fails to take account of the increase in the number of

emp]oyees 1n affirmative action categor1es resulting from the ERI program.

* Table 6 a]so-presents 1nformat1on on the estimated net changes in the num-

bers of positions held by members of each -affirmative action. category. The
table shows that, after accouriting for the sexual and racial/ethnic com-
position of new hires, the number of full-time (SUC positions held by

[ 4




ey
"
<

white males will decline by an estimated 244, while the number held by mem-

‘bers of every other category except Native Arerican females will increase

<3
3

by from 5 (Native Américan males) «o 66 (Hispanic males), as a result of

+ . - the ERI program.
_— » - ’ d
CH On balance, our analysis indicates that, by inducing many employees

te retire earlier than they would have otherwise, the Earsly Retiremeni ;

Incentive program has created additiona[ opportunities for CSUC to address

“affirmative action goals. At the same time, however, our analysis indica- . 1

. tes that the additional opportunities $0 cregggg)are greatly Timited by the ]

. , . ] ' e
. small number of positions vacated relative to the total number of positions

' - -

in the CSUC system. Thus, while the ERI program mdy be viewed as a benefi- .

cial adjunct to an existing affirmative action prograh, it 4s doubtful . -

- . -' . . * ‘

vhetlier the program could be justified on this basis alone, absent a .

demonstration that-is the most cost-effective means to achieve affirmative ) ~

. action goals. .

4 -9
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I11. WHY EMPLOYEES RETIRED
# o

3 cursory examination of the results of ‘the ERI program indicates

-’that the program successfully induced additioral emplc?ees to retire early.

s ¥

o e As noted, 1,047 CSUC employees opte&rto ret{re during the three-month.e]i: ' -
- gibility pericd,'whereas in previous years only about 150 employees would

" have beén expected to retire‘during a similar tiﬁe‘pEriod. - L
v Yet, it s not.clear tnat a11 of the 908 or so add1t1onal rétire- '

ments which occurred betweenfﬂarch 27 and June 29, ,:30 were a direct

"

. © 7 result of the Early Retirement Incentive program. Some of these retira-
men;s may have been e, at 1east ;n part to the climate of uncertalnty
surrounding,the possible pa%sage of PrOpositwon 9 in June 1980.. The pri-
mary motwva ton for' imemehting the ERI program was, after all,. to mfnz- r . ‘
mize the number of layoffs whlch,might have resukted had Propositvon .9 been

. approved. It 1§ likely, therefbre, that at least some emp]oyees opted for

PR rettreme in order to-nitigate the impacts of the posszble TayoffsTas

. either on the eligible employee himself or on his coTleagues., ¥

a7 Al
F . - 3
- *
< v, Y e i .
o

.- Ao SURVEY OF:ELIGIBLE EMPLOYEES S oo

‘- “ In m attempt to identify the factors ‘which were most responsible

%

R
v
-

for the participation of CSUC employees in the Early Retirement Incentive
Frogram, the Legislative Apalyst s Office surveyed a sample of CSUC
empiqyees who were eligible for early retirement. The survey questionnazre
(included .in Appendix A) was sent to a group of 1 029 CSUC employees,

E o representing a one-eighth, randor sample of all full-time CSUC employees,

not oh leave, who were age 50 or older as of June 29, 1980.

~25-
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Because the response rate tc this survey was quite good, we may be - CL e
ccnfident of the vaJidity of the conc?usions discusse. be}qw. Of the Z,Gz§ .
questionnaires distriqued, 484 (47 0 percent) were returned cowpsete. 102
(9.9 percent) were returned partia?ly cohplete, and 360 (3b 8 psr:enti were
aqt retqrqed. The Hbalance, 83 questionnaires, was gither not del%verabie
or was seqt to inﬂividuals'éhc had less than five years' retirement. servica
credit and, hence, were ineligikle for twe ERI prcgram.1 A tor. ote
description. of the survey methodo?egy is presented in ﬁppendix &,

The first fact established by the survey-is that the overwhelnﬁng

L]

majority ‘of CSUC emp'loyeec eligible for the Eariy Retirement Inced%+v%’
prcgram were aware of the progran s existencé: over'98 pEncen* of tthe
responding indicated that they were aware of ‘the ERI program, Thus, it 15 :
.  fair to conclee that the Success of the ERI prcgram s at ‘teast partwally . »'1:3';
attributahle to *ﬁe high Ievel o awdicness among eligible enpiojees of the | -

- -

" options presented by the prngram. |
A second objective of tne Legislative Analyst's éurvey was to ascer-
‘tain when employees Mould have retired, had the ERI progtam not been
afai1ab3e. To this end, ERI prqgram participants were asked -to indicate
when they would have retire., if the benefits of the i&bgram had nnt been
available. In addition, emp}oyee;‘;hc wére-eligihl? for the £RI arogréﬂ
but who chose not to retire were asted to iéﬁwcste,éhéh they planmned 15 o

<

~1. As evidence of thé statistical souncness of the sampling arﬁcpﬂur~ )
the sample percentage of those who retired under the ERI progran 15 (1.4
percent, with a 95 pércent conftdence interval encowpassing<the range
8.7 percent to 14.1 percent. Tae actual participation rate for the
group of'8,726 full-time emp. oyees frem «hich the sample was drawn 5
12 8 percent -~ wall within the COﬂalﬂ@an interval noted.

L d
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. 56s interestfhgTy,-most employees whe ‘retired under-the program indicated
T . _that thoy ﬁou3d hav ret1red in three years or léss. <Conversely, most

g;i Lo erqﬂoyees who did not take advantage of the ERl program indicated planned

. - retiremenz dates that were more than three years away. Responses to this X 1
e queétion are presented in Table 7. .. : : '?~‘f
3 N _ . .

HE DU - S . Table 7 )

. Ty - . : L
S ReTationship-Between P?anned Retirement e e e ]
. : : Date and Participation in h

Early Retirement Incentive Program

A R . FACLLTY NON-FACULTY ]
§;~‘1) o " ERI Participant? o * ERI Parvicipant? ‘
Years to Planned % Years to Planned e e
PO Retiremen. Date ' Retirement Date . L o
- . é or less. 65.44 20,35 3 or'less 97:4% 30.1% *i
SR T £ A @ ()
e , d#ore than 3 = 34.5 79.7- - Hore than 3 - 2.6 _ 69.9 ' e
RO Ce e £9).  (200] . 1) - (165) .
. Tatals 10005  106.0% Totals . 100.0%  100.0%
Do ) ‘ {26) (251) ) (38) (236)
;,‘ . Tab?g 7 shéws that 65.4 percent of the faculty who retired under
;;* the Farly Retirement Incentive program had intended to retire in three
T ) Qears or less, while 79.7 percent o? thé non-participating faculty did not
‘ ; intend to retire for at Jeast three years. Amcng non-faculty, the correla~
%{f ' . tion between participation in the ERI program and the emp?oyee s planned i
: P T retirgnent date za evgql?are striking ful!y 97,¢.percsnt of the npn-
e facu}ty who retired under the ERI pregram indicated thet they would have

retired in the next three years anyway.

.
.
. ‘
.
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Finally, the Legisiative Analyst‘s‘survey attemgpted to elicit rEqué-

-

s8s on the importance of specific factors affecting retirement behay%ér

under the ERI program. Employees who actually retired under the ER]

program were asked to rate the 3mportance of four factors in inf Iuencing

the?r decisions te retire: (1) the financial incentive of the two years'

]

. extra retirement service credit, {2) the possibility of receiving no salary ’

increase if Proposition 9 passed, {3) the desire to avqid the layoff,
\

. transfer, of”déﬁé%?oﬁ‘6¥ une’s colieaguas if ?ropesition g passéd and (&)
the desire to avoid one's own layoff, transfer, or demotion if Drope$1t1on
9 passed. Resuits of the survey are presented in Table 8.

Table 8 shows uhat, of the four factors nen;:oned the most’ 1npor~

tant was the vaiue of the two years extra retzremens service credit. As

N

3

)

the tcble indiCates, fu?!, 82.3 percent of the faculty and 87.8 percent cf

the non-facu?ty ‘who parttczpated in the ERI program felt that this incen~
tive was “important” or ve:y important” in their decisions to retire when
thE}f didc ) ' . ) -

Rasa..aex; in zmportance by the respondents to the survey was the

desire o avo:d the 1ayoff of one's cclieagues. This. factor, however, was
- rated ”important“ or "very important" only about half as frequently as the

value of the early retirement bonus. OFf the faculty, 43.7 percent sag

that.the desire to avoxd the layoff of one's colleagues was "important™ or «

“very important” in their decisions to retire, whmile §8.3 percent of the

° :

non-faculty gave this factor similar ratings. ‘ -

The third most important factor reported by the resgondents was the

v
possibility of receiving no salary increase :f Proposition 7 nad passed, & - .




- . . Factors Influencing CSUC
, Employzes® Dagision to Participate
in Early Retirement Incentive Program

‘ , . ﬁﬁ .. Slightly
Imporfandt’ - important laportant

- €y e wl f: s B R .
T E A
T, ,'7 Ny
* Q‘ i - o ——
LN
- - . ® o Y ’
%7 - Tﬁbie__g Ca-

Not important

. at Ali
© - 1.. Financial incentive of two years i
s . extra’retirenent service credit .
o a) Faculty 52.9% (18} 29.4% (10) 14.7% (5)  2.97. (1)
. ~—{b} Hon-faculty 63.6% 221; ‘28.28 () 6.1 §2) 6.1 (2)
¢} A1l employees £8.2 {39) 26.9 (i8) 16.4 7) 4.5 . (3)
2. Besire to avoid layoff, transfen‘*;
- ., or deagtion uf c¢olleagues had . , . .
.Proposition 9 passed - ’ - .
" {a} Faculty . 15.6% (5) 28.1% (9) 2L.9% (7)  34.4% (11)
e . —Lbl»;_ Kon-faculty . I}‘g,, {4 34.5 210) 13.8 (4} 3.3 {11
Froo- o T={gF ALY employses 4.3 (9 31,1 {13)  13.0 -{11) 26.1 (22
o - ’ ) LY
< 3. ®ossibility of receiving no :
R saiary increase had
e . Proposition 9 passed -
: (a) Faculty ' 12.5% 24} 12.5% (8) 37.5% (12)  37.5% (12)
. ébg Hon-faculty 10.3 43 17.2 5} 20.7 (6; 51.7 (1:’:;
¢} All employees oo ‘11,5 {7) 4.8, (2) - 28.5 {18 43,3 (27
¥ 4. Possibility of recefving layoff - )
. natice had Proposition ¢ . - . .
':’: passed N . \ _
- {é') Faculty . 6.3% (2) 6.3 {2) '6.3% {2) 81.3% (26)
B} RNon~faculty - . 7.1 (2; 10.7 (3} 171.9 25) . 54.3 ?8)
{c} ANl employees 6.7 (4 8.3 (5) 1.7 (7} - 713.3 (44)
-29.




) alihough the majority'of the responden.s did not feel that it was of much
_importance.’ On]y 25.0 percent of. the faculty and 27.5 percent ot the non-

facu?»y respandents rated thxs factor "important” or "very 1mportant" in

their retirement decisions.

LT  Least impnrt;ht of the four factors was the desfré to avoid one's

‘ own Jayoff. This result is not surprising, given the seniority enjoyed by

S o employees who_would hase been contemplating retirenént. It is

| ‘ 1nterest1ng to note that this factor was rated ‘e55’1mportant among faculty
than non-facu:ty reapondents with 81.3 per&ent of the former rating it

“not 1mportant at all" compared to 64.3 percent of the latter: The reason
) for this difference undguptedly relates to the addi;ional employment :
i;i securjty conferred on senior faculty;by the tenure process.

i -

'
*In summary, the survey resuits indicate that the two years' addi-

:;' . tional service éred%t bonus 5ffe: 4 by the ERI program significantly

~

_ inflienced the réiirement decisions of the vast majority of the early
O . retirees. Qther factors (relating to the possible ihpacts of Proposition
f?; ) . 9), while of {mportance to some of the retirees, were subjébtively rated as

providinc much less of an incentive to retire early.

-

B. DETERMINANTS OF RETIREMENT BEHAVIOR

L

While availability of the Early Retirement incentive program appears

to have had a strong effect on the retirement decisions of many csuc

Vo3

emﬁ!oyees, itu;s alsc apparent that other factors are of ejual or greater
importance in determining retirement behavior. The likely determinants of
retirement behavior include such factors as an empioyee‘s'age, his satlary,

and the value of his retirement annuity, in addition to the availability

)
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‘of the ERI program It is the purpose of this section to explore the signifi-

cance of these and other factors in 1nf1uenc1ng the retirement decision, as

pr61ude 1o, the constructxon of a formal model of retirement behavior.- ///,/" .

An appropr1ate point of departure in the analysis of retirement
behav1or is to examxne the factors which influenced the ret1rement deci-
. ‘s1ons of csuc emp?oyees who were eligible for the ER: program during the
three-month period in whiﬂﬁ’it was offered. Var1ables which contribute

significantly to expTaiﬁ?ﬁg“?etfrement—behav70r~anc1ude the employee's age,

,.his salary, and the APV of his retirement annuity. Such faetors as the
employee's net assets (equjty value 'of home plus savings or investments,
minus indebtedness), health (days of work m1ssed due to 111ness in the past
year), sex, marital status, and race‘ﬁereatested and found to pave lxttle(ﬂ

or no explanatory power.2

; ﬁﬁg‘
Perhaps the most logical choice for a determinant of an emp]qyee'e

ret rement behav1or is his age. And, indeed, there 1s a s1gnif1cant dif- ',"

-

ference between the -average age of thosefemployees who retired during the

ERI'program and,those who did not. -The average age of those who retxred

4

was just under 62 years; for those who did not retire, the average age was -
- slightly tnden*ﬁﬁ-years. This six-year difference,'moreover, iﬁfhdgh1y

?s1gn1ftcant in a- statxstical sense; 3 the odds are, greater than 1,000 to 1

o

¥ that tﬁws difference is attr1b&tab!9 to chance.

“ 3
L2 * NS o

2, 1In the case of the variable meisuring net assets, the lack of explana—
tory power may have been due, at Jeast in part, to a lack of good data.
Many af the employees surveyed were reluctant to SUpply information
about their assets.

3. t-statistic ="10.66, *1evel of significance = 0.000 (2-tail test with
T47 d.f. )

¥
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. )nother way of Tookmg at the effect of ag~ on ret'(renent behavior
N 4_;_»?5 shcwn in Table 9, which'is a crosstabulatwon of age and retwement )
behaymm B o ' R . o
R "' BN Table9 - = ;,‘ LAl
_m e Re]atwnsmp Between Ageand . ©
et ‘Participation in Ear'ly Retwement Incentwe Program
A o Emwry R -'NON-FACULTY
= IV . ERI Participant? T ERL “articipant?
nso to 5 3, 6% 43, 6%.- . 50to54,  2.6% 37.5%
FORR 4\"" ay ms) N M 3
L R g0 59 14 $oU36.4 5 S5to59- 158 gsp
A O I B A . (110) <
. 60to 64 C 510 <183 60 to 64  52.6 15,9
RN (16)  -.(43) S RO (a0).
o eSorover 260 . 38. . G5ofover  28.9 2.8
[ A I ¢ 1) H ). (@)
St Tetals 2 100,01 ’foa».'oz. Totals . 100.0%  100.0% °
- R : (2&) %(254‘) : S (38) (251) .
?ab‘le 9 shows that for bcth facu]ty and non- facu ty, there is a-
o strong - pos‘:twe assomatmn Jetween one S age and ?ns decision to retn'e.
. Thus, whﬂe 82.1 percent of the facu}ty who part1c1 pated m the ERI program
were age 60 or oner, on?y 20.1 percem:z of the faculty wh”o did not par-
t1c1pate were in this age group. Non-—facmty exhzbated similar behavmr
" 81.5 percem; of the ERI part‘?cipants were age 60 or o]der, whﬂe only 18 7
percent of the non-partwmants were in thts aqe group. &S
o ’ t
e s e ) . g Q
‘, F 5 _32_
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. Tab]e 9 also shows that very*few of the partlclpants in the Early . -
) i« . ' Ret1rement Incentive program retired extreme]y "ear]y.“ Among facu]ty, for S
‘ examp{e, about three-fdurths of those eligible for_the ERI program were
Vlfged éo'to 64; yet fewer than.one;fifth'of the faculty rettrenents occurred—~;—i\~

‘ 3

in this age rangé. The results. presented in the tab]e thus rewnforce the

observat1on that ERI program participants did not ret1re s1gn1f1cant1y N

'ear11er than they would have if the program had not been established.

-t

Va}ue of Annuity o .
) . The second s1gn1f1cant determ1nant of ret1rement behav1or 1s the

Actuar1a1 Present Value (APV) of the _retirement annu1ty. As described T

¢ °
——

ear’1er in this ana?ysws, the Actuarla? Present Value translates a stream
T - - of future annuity payments into a single, current do]]ar amount. It .is

; T that amount which, if de pbsﬁei_auhe_ﬁme_of_an_eunployeels—hetipementﬁ—r‘e

L1

would be just sufficient .to pay that emp]oyee s retirement beneflts over
his rema1n1ng expected lifetime. - ’ o ' - E

The APV's of> the annu1t1es (including the two years' service cred1t

bonus) to- whwch eflgwb!e employees were entitled encompassed a wide range:

K from less than $15, 000 to greater than $350, ggo. Among participants in the
ERI program the average APV of the annuity was slightly aver $128 000;

among those who did not ret1re, it was Just under $100,000. Again, th1° ' s
!ff "+ -difference is statistically s1gn1f1cant 4 )

S , e

> . ¥

ied

4. t-statistic = 2.61, level of significance = 0.011 (2 tail test with 65 d.f.).

-

1

’
* ‘ @ . .
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PR Interest1ng]y, the value’ of the annu1ty seems to havé been a more
. 1mportant cons1derat1on to facu1ty members than to non-facu]ty. As Tab]e
10 shows, among facu]ty there is a strong pos1t1ve assoc1au10n between the )
" APV of the annuity and participation in the’ ERT’ program. Thus, while 40
percent ef those who opted to retire had-annuities wiéh a total APV of
. ;200,000 or more, only 16 percent of those who retired had annuities with
. 3 APV's of less than $100,000. Conversely, among facu]ty who did not retire,
) h”--;:iy 9.2 percent would have received an annu1ty of $200,000.or more. .
Table 10 .
— ' Relat1on§h1p éetween Actuarial Present Value of-

C— AnnuIty and Participation in Early Retirement
Incentive Program

Kl -

_ FACULTY  NON-FACULTY

; | ERI Participant? —-=- .- - ~ — > ERI Participant?

; APV of Amnitity,  Yes™  No APV of Annuity  Yes No
'Less than ~ , 16.0%4 40,24  Less than 66.7%. {7.5%

$100,000 (4)  -(161) $100,000  (22) (186

$100,000 to . ., 44.0  50.6 - $100,000 to - 21.2 i5.8

$199,999 ¢ (11)  (127) $199,999 7). (38)

‘ $200,000 or 40.0 9.2 $200,000 or . 12.1 6:7

- more = _(10) . {23) more (4) . {(16)
. Totads £ 100.0%  100.0% Totals 1 100.03  100.0%

(25) - (251) B ¢v//, (33)  (240)

With non-faculty, the assgciation between the APY of the annuity and
the cemployee's retirement behavior is,still pre§ent, but in a weaker form.
Thus, 12.1 percent of those who retired were entitied to annuities with
APV's of $20,000 or more. compared to 6.7 bercent of fhose who dia not

retire, . o ‘
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- Final Compensaticn = ° L . T]

- ) Thexthird signiffﬁant determinant of retirement behawior among C§UC
empl ayees is Ehe émpibzee's final compensaﬁioﬁ (the average annual salary
receivgd during the most;recént three }ears)ﬁ Because the relationship |
between the employee's final compensation and his retirement behavior is
' _not }eadily apﬁarent in the kind of simp]e.éfosstabufations shown for the

- o other two facforsa none is presented here. Rather, the reiationship bet-

- ween final.compensation and retirement behavior emerges only when other

.

. important variables are "controlled," br hé]d constant.

The empfoyee‘s final compensation is, ne@ertheless, a significant

determinant of retirement behavior: holding age and the value of the

énnuity constant,ian employee is less Tikely to retire, the greater is his

ofder-to retire, tﬁe employee must give up~#§EZCOmpensaiion which he is

ﬁurrentiy earning. And, the greater his ‘compensation, the larger 1s the

',

_"opportanity cost” associated with leaving his current employment.

¢ t

In~sﬁﬁmary, ihen, the three factors of age, final compensation, and

the value of the retirément annuity are all significant in explaining dif-
: ~ At :

-

ferences in retirement: behavior among.emp]o;zes who were eligible for the CSUC
Early Retirement Incentive prdgram. Further, in comparing' retirement behavior
duringA%he period'in thch the ERI program was operational with that of

N previous jears, it is qpparént tﬁqg thg‘bresence of the ERI prodram was a .

¢
t

LIS ’ —

5. Results of.the -logit analysis of retirement behavior (described below)
indicate that, when variables measuring age, the value of the anmnuity,
and the presence of the ERI program are controlled, the coefficient of
the variable measuring final compensation s negative and statistically
significantly different from zero. t-statistic =.-12.21, Tevel of
significance ='0.000 .(2-tail test' with,904 d.f.).
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fourth significant factqr n 1n?luent1ﬁb the retirement decision. Still
unanswered, however, is the important question of the relative contribu-
jious that each of these four factors makes in influencing retirement behavio.'.

*To answer this question, it is necessary to compareg retirement behavior
under the ERI program with that during a simi]ar period wher the ERI program
was not available. Then, with. the assistance of a fcrmal model of retirement

behav1or, the influence of each of the four factors may be analyzed.—

c. RéTIREMENT BFHAVIOR MODEL
. .. ' , The mode] of retirement behavior used in this hqe]ysisG is based on'
‘ . data coqparing the retirement behavior of 433'fu11-time emp]oyeeskwho were
eligible to retire during the'Eer]y Retirement Incentive proérhm (Ma~~h 27

’to June 29, 1980) w1th that of 475 fulJ-t1me emp1oyees who were e11g¢J]e to

retire dur1ng the same per1od of the prev10us year. The 908 emp]qyees

. s

represent a random samp]e ‘of approx1mate]y one-fourteenth of those
employees who were e]igib!e to ret{re in each of the two years and who were
. covered by Social Security. -
Using a powerful stat.isticg'f rnetﬁod of curve-fitting, termed logit '
analysis, the relative contritutions of tﬁe fou:’primarj factors
influencing retirement behavior -~ age, final compensation, value of the

retirement annuity, and availability of the ERI pregram ~- may be

i ent1f1ed. Essent1a]1y, the lcait techn1qwe uses information on observed

ret1rement behavior and the values uf the explanatory variables to estimate

model’s specification derives l.rgely from that of a similar model

of retirement behavior among older workers. See Richard V. Burkhauser, -
"The Pension Acceptance Decision of Older Workers," Journal of Human
Resources, XIV, (Winter 1979), pp. 63-75.

. ~3t-
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the ﬁ;tﬁéﬁatical réiat%onship which bést predicts the probabi]ity that any
empl oyee will‘retife, given the values of the explanatory variables’
for thét,emp]oxee. ) . S ' . , +
In an atfempt to explain the retirement behavior of CSUC employees,
+  various combipations of nine explanatory variables were trieg.‘ These o
included,cin addition to the four primary determinants of retirement beha-

S

vior noted earlier, informaticn on the empioyee's net assets, health, sex,

- — Y

# marital status, and race. -Like the results repontengar]ier, those of the .
-} logit m9de1 showed'ihat the four'pnimary determinants d% age, finé]
¢ ,compensation, the APV of the ret}rement annuity, and the presénce of the
ERT program were of particular importance’in the retirement. decisipn. In
fact, using jﬁst thesei?ou;’variébles, the model successfully predicts-

__ retirement behavior in fully 94 percent of the individual cases on-which_it-

‘is based’: 2=" an extraordinarily high level of predictive sucgess. : ¢

~

'g . Figure 2 shows ‘the estimated probabilities of retireﬁent at ages'

GQ, 65, andv70 f69 CéUC emplqyees'cbvered by Social Security whose salary

} "fs $24,000)per year. The figure i]1ustrafe§ several points. First,
- eﬁblqyegs at the specified sa]aky level ($24,000 per year) are mqu'likely .
. to retire (1) the older they.are and (2) théﬁgreater is the value of the ‘
total retirement anpuity, expressed as an Actuarial Present Value. For
example, an employee who ias 60 years old with a'salany of $24,000 and a -

Lo . 1 : .
7 retirement annuityjequal to $50,000 (APV) would have had an estimated pro-

bability of fetirﬁment under the ERI program of 2.0 percent; if his retire-

. _ - !
- 7. A successful prediction is defined as one in which either: (1) the logjt
- model predicts a probability of retirement greater than or, equal to 50
~ percent and thé employee actually retires or (2) the logit model predicts
< a probability of retirement less than 50 percent and the employee
actually doesynot retire.

’
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" percent. With the ERI progiam in effect, he would be eligible for a bonus

e e e L Y e e - L4

~ment‘anhdi§x}wére 5100,0003 his pyobabiIiFy of retirement would have been
10.5‘perCent;'and if his retirement annuity were séoo;boo, his probanility
of fetirémehé would have {een 79.0 percent.

Second, Figure é shows thgt the amount of in&entive provided‘by the

ERI program (that is, the increase in the probability of retire .t} varies

depending on ‘the probability that the employee would have retired even if ~

the program had not been established.8 Where the probability %5 efther low
or hfgh, the additional incentive provided by the program is'smal};.jt 1S
greatest vhere the employee's probability of retirement is_near 50 percent;
Consider the case of a 65-year-old employee earning $24,000, whose
retirement annuity without the ERI program has an APV of about $10C, 000.

Giyen these values, his estimated probability of retirzment s only about 5

which would increase the APV of his annuity by about $11,000. This tncreases
the probability of retirement by about 17 percentage points, to apprcximate-
1y 22 percent.

8. Hétnematicaliy, the increase in,thg.probability of retirement. assoritated

4 ~

vwith the ERI program 1is given’ by the.folicwing equation:
& P ™ (1.26 + 0.03463x) [P(1 P)]

where P is an employee‘s probability of ret¥rement without the ERI program
and x is the value of the twn years' additional retirement service credit,
in thousands of dollars. .

-

s
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Suppose instead that the emp?o}ee‘s annuity were worth $£175,000,

" Tne value of the bonus, which is dependent only on the employee's age and

ﬁis final compensation,~is still worth abbut 511,000.' In this rese,
hawever, the increase in the employse’s prcbabiltty of retirement 1nduced
by the ERI program is much greater whereas his pre-ERI p#ogr&m probability
of retirément is about 42 percent, with the EPI progran in_ effect 1t 1§
about 79 percent ~- an increase of approxtmately'37 percentage pomnté.

Finally, rigure 2 illustrates a geueral gkaracteristic of alt’

‘jlogaz CUrves == they are steepest at tne point uhere the nrobab‘aagy of

ré;irement equals 50 parcent. ’h}s, 1n turn, lnplies that the 1ncrease or"’
decrease in ine probanlity of retirement associated with a change in Jny
v¥ the explanatory variables {in this case,‘thg APV of the retirement

AMGILY), o> éreatést for an employee who %é re!a:ive!y:jndifféren{ between
reﬁﬁripg‘naw or later, In other words, thi% Shape means that, if an :

employee’s mind is already made up about retirement, o slight change in one
or anothér of the geturminaats ﬁated s not goiné to change his chances af‘

4

retiring very much. If, on the other hand, he is "sitting on the fence,” a
A

relatively small change n one of the determinants (such as the addition of-

$11,000 1n retirement annuity) will have @ marked effect on the probeniiity

-~

Lﬁgt ne w11l retire. . i .
T. LFFLLT OF THE BRI PAOGRAM
7

The, results of the relirement behavior model clearly ingi¢ate that

tne CSLe farly Retirenent Incentive progrum had ¢ dual 1mpadt on retfrecent

benavior. First, by offering en enployee on ngredse tn the valee af Rl

¥

retirement gnngrly, ‘he program ncreased the probacilily thet the w7, lueelT

Ay .

W

FSYe
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wou}d\rétire by the “normal® amount associated with changes in anquity .
valye, Second, the ERI program caused a direct increase in the probability
) of retiremeni, quite apart from that which might normally hgve‘béen
expeqéed to ﬁccur as a result of the incr;ase.in anﬁufty value, This is
apparent because, even after controlling for an employee's age, his final

" compensation, and the value of his retirement annuity (including, where'
appropriate, the value of the eagly retirement ponus), there is a signifi-
cant difference between the retirement behavior of thos. eligible to retire
between March 27 and June 29, 1919 and thai of Lnose eligible during the
same period in 1980, when ihe‘ERI program was in effect.

’ Why should the ~arly Retirement Incentive program have this addi-
t}ona} impact on retiremen} behavior, independent of the effect associated
with changes in annuity ;atﬁe? Quite simply, the ERI program had ihis
aﬁd?tional impact bg;auée the program was offered for a }iéited time only,
én an “all or nothing," "take it or leave it" basis. sue employees knew
that if they did not take advantage of the ERI program when it was
availabie, they might not have another chan;e to do so. On the other hand,
had the ERI program been offered on a permanent basis (thai is, had
retirees been given automatically two years' additional éervice credit,
irrespective of when they retired), then one would have 'expected to see
viréua!?y all of the program’s impact through the normal effects of
changes in annuity value on retirement behavior. To reiterate, the ER]
proéram had a significant positive impact on reL:reﬁent behavior, in-epen-
dent of thét which would ot%erwise have been associeted with changes 1n )
annuity value, as a direct result of the program having been offered on o

VTimited time basis, with little or no chance af_repet:ition 1in the nesr future,

-~ ~

7
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‘ Rezirement Incenttve progrén were adopted on a permanent basis, or even

it would clearly be in»orrect to conclude that, if the Early

offered with predictable frequency, high partic1pat10n rates similar to

those observed- under the arigina1 program~could be sustained, for two
reascns;. First, once ihe most likely candidates for participation in the
ERI program have retired, it will take some time for the-eligibility pool

to build up,again. The situation is ‘comewhat analogous to a pressure

cooker in vhich a valve is opened At first, theye is a great outrush of
steam Fnd pressure, but if the va?ve,is openeh too wide for too lorg, the
escaping pressure\is slfgﬁt" The second reason why such high participation
rates couid not be ;ystafned relates more to human nature: if an ERI
progran were ofgered, say, every year, egch éiigible employee would have
much less of an incentive to retire during any giveq eligibility pericd.
in conclusion, then, there can be 1ittle doubt that the “"now or.
never™ aspact of the CSUC farly Retirement Incentive program contributed
grastly to itsysuccess in inducing additional employses to retire during -

the threesmonth eligibility perisd of March 27 to June 26, 1980.

-

[
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IV, FISCAL IMPACT OF. THE [RI PRYOGRAM

i (ne of ‘the most important, and cercainly the most difficult,
question regarding the impact of the Early-Retirement Incentive program_ '
concerns the program's net ?iscal gﬁpact~ dxa the ERI program “pay for
itself"? To ansrer this quest1on, it is necessary to know something about
‘when the particzpants in the program would have retired, had the ERI option
- not been avaflable. If it is possible to predict wiéh some ;ertainty tﬁe
: probabiiity that, an~employee will retire curing a given year, this infor-
mation may then be used to sinulate what retirement behavwor would have
been both with and nnthout thé ERI program. Then, 1f tne astimated total
cost of compensatvon without the ERI program exceeds the total’ cost of com-
‘penSctton with the program by more than the cost of funding the two years
exura retxrement servzce credit ;:fEred as an 1nrentzve, it- may be

conc]uded that the ERI program “paysfor stself u >

A.  DIRECT COSTS -

\\\ The primary d1rect cost associated with the ERI program is the cost

-~

',_V_-

of the two years'’ add1;1onal retirement service credited to program par-
ticiserts,  As noted earlier,¥1,047 CSUC employees opted to retire under
the ERI program; of these, 486 were fachlty and 561 were non-faculty. .

Tre totai costs of funding the early retirement bonuseé for * se employees
amounted to approximately $11.1 million, with about $6.6 milliun ateribyt-
able to facuity and $4.5 million attributable to ncn-férulty retirements.
The average cost per retiree of funding the bonus thus equal]edraﬁrut

$13,500 for faculty and $2,000 for non-faculty.




Under the terms of the 1egxs]at1on whxch Created thn Eariy 7

Reuirement Incentxve program (Chapter 656, Statutes of 1979), the full
", casts of fundlng the add1tiona1 two years, service credit bonuses had to be
, ‘paid by .CSUC. In June 198a, uSUC ‘paid the totat\émount due the State
' Teééhers'lRet1rement System ($292 4443 and $4.0 m1111on of the $10.4
. mii]ion due the Public Emp1oyees Retirement Systen. n Apr?l 1981 the
syster paid *he reralndey due PERS, $6 395 497, pius $324, 060'1n 1nterest
charges calculated at a 6.6 percant arnual rate. The§é transactions are

. sunmarized in Table 11, .

Table 1l .., T

o 'Summaéy of'ngiy Retilfement
Incentive Program-Funding

I. )_#aid thé Public Employecs' Retirement System R
" A Two'years‘SSErvice'credit_ ~
1. Initial payment - ' R '$ 4,000,000
- 2. Final payment | . . . 6,395,497
:'mnmmmwmwwmm) - 324,060 o
- ; 4 :
C. Adn:nzstratzve charges : - 86,480
Subtotal : : $10,806,037 '

2 . .

IIt Pa1d the State Teacher ] Returement System 292,444

P3

e : TOTAL - ) _ $11,098,481




B, NETFISGAL MpaCT - o T S

L x

‘In the following analysis, the net fis'éa'l /impact of the ERI progran . 3

. 1s estimated separately for faculty and non-faculfy positions, for two o

: ,;‘eééd’né, First, while Early Retirement Iﬁcent.ive—tybe programs are, at

least fn principle, appl icahle, to various employee groups, such_programs Rt

PR
.

are likely to be of particular ‘interest to institutions of, higher education )

= . which are seeking ways of increasing turnover among faculty. One analyst

of college and um »sity early rc_et.‘i:{emént systems, Dr. Carl V Pattonkof

“the University of ILHnoié,‘ describefs the plight of .hi'gher edupq.tion insti- ,

-

tutions in the following terms: °

RN . Academia's interest in ‘early retirement and mid- o ‘ RS

T career change programs derives to a large extent from, L
_ the budgetary and.mdnpower problems:now faced by many . Cog

- ’ ce’eges and universities. During the so-called - g RN

R - "steady-state,” sope colleges and universities will :

find that they-are gble to hire-few young professors --

the very people upon whom they depend substantially

, ) :

- for new ideas and rdjuveriation.? The problém will® be. L
-7 particularly acute for institutions with large per- . :

- centages of tenured faculty members, Scnools . .

. ) . experiencing slow or _no grgwth, and those having few . . Cois

retirements. These institutions may find that they. .

"are unable to respond“to enrollment shifts and other - ¥
changing. demands. « Furthermord, the steady-state and - )
low turnover may make ft difficult for aamiversity ' .
to increase the number of women‘and minority faculty

members at a rate it'considers desirable.

2 4

~

."The second”reason for analyzing separately the .fiseal- impact of the -

© ERI program on faculty positidns relates to certaiq' practical consideratidns

involved in simulq}:h{g retiremept bekavior.among CSUC employees. First,

the fisca(‘imp’! fcations of the ‘ERI program are likely to differ greatly for

-

1. Carl V. Patton, Academia i'n Transition, (Cambridye, “ass.: Abt Books),
1979, p. 5.




faculty Versus other CSUC emp]oyees. Because the salary range between an

entry«]evei assastant professor and a fu]l professar at the top step, is .

. much greater than the sa}ary range for any other’ occupat1on W1th1n the

t

CSUC system, the replacement of.a facultytpos1t1on vacated by retirement
with a new b1re at the-entry Tevel is Tikedy to resu?t in cons1derab1y mowe
savxngs than, say, replacing a senior clerical worker W1th his entry-]evel

counterpart Second, data such as age and salary distr1but1ons, wh1ch are

N

necessary for the constructisn of a szmulat1on modeT, are readzly available

1" °
- ‘ 2

' for facolty. . \
1. FACULTY o :

»

As noted above, the approprTate method for evaluattng the fiscal

vanry
-
.

- 1mpact of the Farly Retirement Incenttve program is to compare the cos*s of .

compensatwon both wrth and without the program. To fully account for the
longer-run as well as the j:rrent fisca] effects - of tme ERI program, the
comparison should cover projected costs several years into the future. If
A total estimated compensation costs !ﬂ&bgﬁi the ERT program exceed .those

' W1th the program by more than the cost of fundirg the addatwona’ two years
of ret1rement servwce credit then-the program has generated ret sav1ngs to
the state. '

 The fo]]ow1ng simpte mode] of faculty reti rement behavior is

,intended to ¢larify the steps 1nvo]ved in making these comparisons.

[y

-

a. Simple Model of Facuity ﬁetirement :

$

Suppose thatt the ERI program induces a professpr_earn1ng $30,000 per
year to ret1re in the current year and that he is r°p1aced by an entry-
leve{ ass1stant professor earning $18,000 per year. Further suppose that

-46-
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the new professor is expected to rema1n in the Csuc system for 10 years.

Hhet are-the savings to the system, if any, resu1t1ng from ‘the fu;l

o professor s-early retirement? SO s

~

s gggg&s 3 and 4 111ustrate the savings tasthe CSUC for this one

resénts the cost to the system over " the next ten years
of“the asSIStantqﬁfofesgor. The graph assumes that his salary W111 i
1ucreas§' on average, by ll‘percent per year due to merit steps and cost of
11v?ng 1ncreases.- F1gure 4 shows what the system would have spent over the
ne;t ten years in the absence of the ful] professor s early retirement.
The graph assumes that were‘*he ERI program not avaw]able the professor

would have ret1red 1n three years. The graph also assumes thab, over these

= three yeafs, the professor.s salary would have increased by 6 percent per

" year, because he is e]1g1b]e only for cost of 11v1ng adJustnents. Finaily,
F}gure-4 assumes that whén~the~prefessor¢het1res, he is replaced by an *
ass1stant professor earnwng 521 438 (that is, the o]dsentry-levnl salary of
$18 000 1nf1ated for three years at 6 percent per year) Jhe assistant ,

professor s pay 1ncreases thereafter by 11 percent per year.

.
e

————— ., <

. The savwngs attr1butab1e to the professor's early rettrement arg
calculated by subtract1ng the shaded area in F1gure 3 from that in F1gure
4. 1f the resu]tmg doilar amount 1s greater: thar -the cost tithe csue .
systcm of fund1ng the professor s extra two years of retwrewent service

cred1t, then the ERI- program has generated net sav1ngs.

1 -

;
. .
.
.
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Inwfhe examp]e Just presented tre savings in compen atien costs
attributable to the ERI program equal $4,248. That is, compensation costs
funder the program are $4,248 less than they would have been without the '
'program. In order to ca]culqte the net cost of the'ERI program agzociated
with this pOSition, the cost of the two years' service credit bonus “must be

subtracted from the savings in compensation. - If the resulting dollar

amount is positive,.then the ERI program has generated net savings for this

_ position. In order to determine whether the ERI program as a whole has
"paid for itself," similar calculations must be made for each of the posi-
tions vacated under the program, and the total net cost or savings tallied
Note that, in order to evaluate the cost or savings attributable to
the'ERI program, it is necessary to analyze the retirement behavior only of
:those pOSitions which were vacated by retirees under the ERI program. The
‘reason is stra;ghtforward if an employee did not choose to retire during
the three-month eligibility period the ERI program was in effect (and thus
dec]ined~to take advantage of the "bonus“'which it afforded), he most cer-
tainly would not have recired during this same period, had the ERI program
'not been in effect. Thus, it is reascnable to _assume that tne,retirement
behaVior of these employees in the' absence of the ER] program (and the
costs associated w1th their positions) would bave been the same as that

during the program. Consequently, these compensation costs may be ignored

in analyzing the fiscal impact of the ERI program. .

b. Limitations of Simple Model

- A little reflection on the simp:e model Juet described reveals some

serious limftations. First, how is one to determine the number of years
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" salary, and the value of his retirement annuity.

-

% . - . ‘ <

l
i -

that the early retiree wou]d have remained in the CSUC system had the ER'

pnogram not been avaw]ab]e? Second, hoW is one to determzne Eﬁa_nunber of

Ayears that a new employee will remain in the system?- And, f:nally, how

does one determxne tne new employee's sa]ary?

£ p Further reflection on these crucial pa;emeters indicates that each
is not strictly “detprmined" but, rather, is charactertzed by a certain
probabi]1ty of occurrance. Ihat is, it is not p0551b1e 5; say, for .
example, that in the absence of the ERI proéram a given xpioyee wbd%ﬁ

definitely have retired in exact]y three years. .It may be possib?é‘%o state
with some degree of coﬁfddence, however, that in the absence of the ER1

prog;ami this particular employee's probability of retirefient within one
- F o * N

. Y

_ year would haye been;,say, 20 -percent; within two years, 50 percent, and so

. ] /
. forth, where such probabilities dre a function of the employee’s age,

Similarly, it may be
possible to calcula;e the probability that a newly-hired Empléyee will
leave the CSUC at any given point in'tiée, based on such ¢hardcteristics.
Indeed, this is fhe‘approach which is taken in the simulation model used in
this analjsws described below.

The problem of determining the new employee's salary is a blt more
compl icated because of the corra!ation.between an employee's 'age add his
salary -- the olde( he ds, thé higher his salary is likely to be. One -
solution, which again is uzed in’the simulation model, is to pick the new
employee's age based on the actual age distribution of new1§:hired, full-
time faculty within CSUC. Then, the dew employee's salary may be picked
from a table giving the actuq! average salary paid facul;y ﬁembers of a
given age. This apqroach has the added addantage of elininazng the need

!

\.

S~

-
z
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for assumptions regard1ng a rate of sa]ary increaseffor various emp)oyees,

. T

?f it may be assumed instead that the relatwonship between faCulty menbers
ages and their salaries will remain feirly constant over the pertod
examtned. Then, whenever an emplqyee s age gpcreases, his salary may be

increased according to the agé-salary relationshlp described in the table.

, _ . . - . .
¢. Description of the Faculty SinulatIOn Model ’ ‘

The facu1ty simulation model used in thas ana]ysis then buz?ds on
the simple model described earlier, wh:le avoiding the simple model's limi-
T ~ tations just noted. In brief, the computer~based model calculates esti-
. mated compensation2 costs for 221 full-time facuylty pos:t:ons3 vacated , “
during the ERI program, for two cases: (1) with the ERI program in effect s
- and (2) without the ERI prqgrmn. Costs are projected for a period of rif-
teen years in each case, and the cost difference compared. In addition,
the simuiation model keeps a record of the costs of the two yea ;' additional
", service_credit so that the net cost of the ERI program may be evaluééeé.
‘The computer simulatior model begins by calculating the 1S-year pro-
‘: _ q __Jected costs of the affected faculty positions under the afsumptjon that
'i " the ERI progrgm is in effect. First; the computer “throes the eice"
‘ {generates a randow number) and"uses this information to pick the age of
the newly-hirpd‘facuZty rember from a table giving the actual aee distribu~

tion of recently~hired faCUlty.. Next, the computer picks the employee's

39

. 2. UnTike the simple model described ear%ter, the faculty simulation model
calculdtes total compensation s (i.e., salary plus fringe benefits)
associated with each posit%gn/;a§§e cost of benefits is calculated at
26 percent of the employée's salary, .
) - 3. ' Although 329 full-time faculty positions were vacated during the per:od .
i "the ERI program was i1 effect, data secessary for the simulation moce!
: viere available for only 221 of these.

A}
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salary from a table relating age tc—average salary.® Based on the

*

employee’s’ age, salary, and yesars of service credited to PERS, the

Actuarial Present Value of the retrrement annuity he would receive by

retiring wn the current year 1s calculated.> Then. the ampieyee‘> proba-
. .

bility ~f separation from the CSUC system in the current year 1s calculeted

(as described below). lNext, the computer generates another randc™ ou ter

and, based on this figure d4nd the probability of sepsration Just

-

calculated, decides whether the employee leaves the (SuC.syster. .f the

*

employee leaves, the ccmpuper generates a randon nunber :é pﬁCk the ane ¢f
anotﬁer new hire, and the process begins again: if the e;ployee dees not
leave, the cost of his salary and benefits s La131e¢. Lhé counters keeptag
track of.the year simulated, the employee’s.age, and h"% years of service
credited to PERS all advance by one tht emplbjee s&?afy is 1ncreasés
according1y. and the process begzns anew. )

This process of simulating faculty behavior with the £R! progran
contiﬁues for fifteen years of projected costs; a2t which poxnt}the ~34¢°
has calculated the prOJecte& cost s assochated with just the first of tne

21 féculty positions simulated. Thne com'uter rode? then parfores the bai ¢
calculations for each of the remaining 220 ﬁasxcfo}s unt1l the calculation
of the "total costs associated with these jOSi1LIORS, with *he [#. procrar o con

effect, 15 completed.

&, The tables giying the age distribution of rewly-hired faculty arg the
retationship between faculty 2ge and average ca!arj are oreserted o
Appendix B, .

5. A description of now *he AP of the ret-rement anng ty 15 telc i stes
presented in Appendix 8.

]
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Fol?owing'simi!ar péocedurﬁs, zheKCOmputnr s‘mu1éiicn mdkel talcdiates‘
_what the projécted costs wiuld have been had .he ER;*Vrogram nou beer in’
ffect. This tine, “the mudel begins by esuxmat*ng the probafiility that the .
.ear3y retirde would have retired, \had the‘ERI progrem not been available |
(some of the ear?y” retirees, of course, would have retired reacrdless of

saether the ER] progran was avai?able) Rs befors, the computer generates.

LR 4

& randon number to decide whether the employee Teaves. the system, If he

- ?
o

- 1
Teaves, & new employee is chosen.to replace him and the simulation con-

tinués along the lires previously described. If he does not leave, his
sa?ary fs tallfed and the simulation continues. A f!ow chart, descr:bzng

these processes in some dézai] is presented in ﬂppendix B,

-«

[ 2 - " . . . -' - R R "i{
" "4, Budgeted Versus Actuai Costs N

»

- The dtstincxion between budgeted and actual costs is crucial in anaiyz«

t

ing the fiscal impact of the Larly Re%ire@en lacentive arﬂgram. Budgeted costs

y

are the reievant maasure for aSsessxng the fiscal impact of ‘the ERI program on

"hv

the Ca%ifornza State Unzversity and Colleges and the State of California. Actua:
coszs, how&var, are the reievant measure for assessing the likely 7zscal xnpact
of an ERE Qype program on mcst cther institutions of hxgher education.

in preparing CSUC's annual budget, the s;stem hudgets each faculty

h rosition which 1s occupied as of June 30 (the day before the begznnrng of

the new fiscal year) at the actual salary for-that position, adjusted for
meriy raises ead CQS&*O?~?I¥109 1nchaSPs. In'addition any faculty posi-
;iaﬁs which gre vacant on June 30 are reclass?fied to the entry 1evet -

{assistant professor, step 3} and %uégeted accoqqingly.ﬁ Finally, the

§Tf The @nnuai saie;y of an assistant prsféssér, step 3 1n 1980-81 1s $19,692.

*
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system recognizesg:hat,'because of turnover, not 21} position: .udgeied
will actually bg'filled during the entire.budget year by deducting an
amount for “nthqI salary savings” (in 1980-81, this amount equalied 1.1

-

percent of the total budget for faculty sélaries)a- ~
- As noéed,;all faculty positions which are vacant onidune 30 are
reclassified to an assistant professor, step 3. if the position is sub-

sequently filled at 2 higher salary lgvel, the difference between these

-

two salaries must be funded by additional salary savings realized from
other feculty positions (either by granting fewer promotioﬁs or by holding
open other facu;ty positions vacated during the budget yéar). Conversely,
if the posit?on is ff!led at a salary below that of &n assistant

. ﬁrofes;ér/B, “excess” salary sqvings are generated. In practice, tﬁen, the
sum of the =a3§r§e§~budgeted for gllofacu?ty positions in the CSQC repre-
sen:s‘as—upper Timit on the actual amount which méy be spent for faculty
compensation. . . .

. Bécause the farly Retirement Incentive brogram,yas in;effect qum
Haréh 27 to}duﬁé 29, 1980, the vast majority of the faculty positions
vacated ugder the program were still vacant on June 30, 19§b. As a result,
the salaries for these positions were reclassified to those of an assistant.
nrofessor/3 for the 1950-81 fiscal "year,. even thougk the actual, firsf |
year saiaﬁy costs associated with the new faculty mired to fili these pos:-

-)tion§ woui& Tikely exceed their buigeted costs. This would occur because
the average setary paid a new professor yithin CSUC 1s generelly greater
than that of an assistant prufessor, step 3. But, in order to pay these

1

new professors’ salaries at .ates higher than those budgetéd, the CSuC

system would have to achieve "excess" savings with respect Lo the iLotal
9 ;
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R

e

-’associated w1th'*hese posztlons, which are avai]aﬁﬂe for expenditure by

. Col!eges.

.y

sa}ariesdbddgeted far remainihg ?ecuity pcsitiods. {In following budget-

years, this prublem wn}l not be as acute, because the actual sa]aries peid

. the new ‘acu?ty hlred durina 1980-81 will be refiected 1n those subsequent
-budgets.) ‘ - T

- N -
~
- ~
4

< 7 Thus, any expendxtures over the amounts budgeted for the new

“saiaries of faCult/ positvons vacated under the ERI program must be offset

- hy reductions under the anounts bUdgeted for salarfes of all other faculty

pastfions. In this sense, the amounes budgeted for the faculty positions

o af‘ected by the ERI program represeht the relevant measure of resources,

CSUC. Therefore, oudgeted costs. are the. relevant measure for assessing thd

R fiscal. 1mpact of the ERI program on the California State Un1ver51ty and

]
»
-

On the other hand for institutions of h}gher educat10n in general

(which do not follow the CSUC budgetary pract1ce of ‘eclasswfy1ng vacated

facu?ty-p051tlons'downward), budgeted costs are- likely to provide a

E mis?ead1ng - and;overly-optlmistic -- pzcture of an ERI-type program s

fiscal effects. For these _institutions, actual costs are the more

appropriate neasure'of fiscal impact.

The simulation mnde] developed for thls analysis calculates the

fiscal 1mpact of the ERI progrom in two ‘way<. In the first ver510n the

model assumes that the p051tzons vacated during .the ERI Jprogram are

'recTa551f1ed to the assqstant professor/3 leval in 1980-8I*ﬂ The model .

further assumeeathat any faculty position vacated during a subsequent

fiscal year will be vacant on June 30 of‘that year and, hence, will also be -

>




PR

e

' “t*e 1&551f1ed to assistant proreSSOr/3 for the f1sca’ year 1mmed1ate%y

‘ °0310w1ng the year xn whach the vacancy occurs, The results generated by
this ver51on, termed "progected budgeted costs®, are presented in the text.
The second version of the model reports the "progected actual costs" asso-
ciated with the p051t’ons vacated under the ERI program. Readers
Interested in the sxmuTated fiscal impact of the ER1 program, reported on

"actual cost™ basis, should refer to Appendix C.

!

ii. Estimating the Prebanility of Separation’ .

’ The calculation of a faculty member's probabiiity of separation from

L 4

the CSUC system takés‘place in tdo parts:

“~ .2 .+ 1if the employee is under 50 years of age, his probability of

separation is derived from a table, based on actuai CSUC

.
o
.

experiencl re]at1ng the probab111t/ of separation to the

4emp]oyee s age,8 . ’ -

» if the employee is aged.Sb or-.elder,.his prgbadiljpy of separa-

tion is based on a logit mbde1>simi]ar‘tp the on€ described in

Chapter II.

-

The logit mode] estlmates a faculty member’'s probab1]1ty of separation based

-
L]

A on his age, his sa]ary, the Actua,ial Present Value (APY) .of his retlrement

) annuity; and a dummy variable indicating whether the ERI program was in effect.

-

7. For purposes of the facu]ty simulation model, the terms ceparat1on
} and "rotirement," as they applv to faru]ty aged -50 or older, are used
o &\ 1nterchangeabﬂy, although technxcallj, 'separation” 1s a broader term
- than retirement," encompaSSI*" vziirements, deaths, "quittings" and
“"firings." . A comparison of predicted retlrement probab111t1es with
— T"historical separat1on rates for these emp]oyees reyealed negligible
differences.
8. The table relating the facu]ty member's probability of separation to hlS
age (fo.' those-under 50) is presented in Appendix B.
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The ‘mede]l successfui?y predicts the retirement behav1or of CSUC facu]ty who

o -,

were eT1g1bIe for the ERI program 1n g5’ percent of the cases.9 Results of

+ re -.,,

B ”, the facu}ty Iog1t model are shown’ graph1ca1Ty in. Fxgure 5.- -
: liafk‘ ,Eigure 5 shows the- estxmated effect of the CSUC Early Retirement . o .

lnc,ntwve program on the probab111ty that a- given facu]ty member wou]d

t1es shown 1o the f1gure are. for faculty who were at,the top step of’the_

. ful] professor rank in 1979 80 (earnung $31 416 per year) and who were

‘ ”::l covered by Social Security. L1ke the 1ogit curves described ear]ier in ..
| thws analys1s these curVes show that faculty members at th1s sa]ary level

are'more likely to. ret1re (1) the o1der they are and (2) the greater is the

il Z

APV of the1r retirement. annu1ty. Ca]calat1ons of separat1on probab1]1t1es-

' *‘w’*‘ ’

’ for spectfwcieges and years of ret1rement service cred1t are presented in =

- Tab]e 12. N _ - o . t*ifi

. e . . v\ 1
2y 7 . . b
Ee 3 , ‘e
;EI e~ xm, w“\% . Lowln E M - ) -
%"\{-:':'A'f" _4‘;: (‘“ “ ’“' - fox M . -
5 e 9. A successtul pred1ct10n is def1ne§ as one in which either: (1) ‘the
~ 10git model predicts a probab111ty of retirement greater than or equal~
to 50 percent and the emplo¥es actually retires or (2) the 1og1t model
’ " _predicts a probability of retirement less thap 50 percent -and the. .
o employee actually cloes not ret1re. . ~
; . i




Est1mated Effectfof Early Retirement

N 'hMelZ

. Iricentive Program on Probability
- of Retirement At Ages 50 to 702

R

W e

W aan

L
R <9

£l - APVR. of APV of Total APVD  Estimated Thrne-Month 4
¥~ .~ -Years of _ Annuity . Additional of Annuity Probability of Ret1rement
“.-Retirement* ~  Without "~ 2 Years With ERI  Without ™ With : '
- . Service Credit ERI Program Jervice Credit Program ERI ERT Change
- o 5. - s 22 878 . $9,151 $ 32,029 0.03 0.1%2  0.1%
AT b 11 45 756 -7 9,151 - © 54,907 0.1 3.2 0.1
P Q115 68, ,634:. 9,151 77,785 - 0.1 0.2° 0.
j20 91,512 ©.93151 . 100,663 0.1 0.5 0.
o ., 125 . 114,390 . 9 151 123,541 0.2 0.8 - 0.
5 $.27,774 $11,110 $ 38,884 0.1% 0.4% 0.
. 110 '55,548' *11,110. - 66,658 0.2 0.7 0.
R N 83,323, 11,110 94,432 083 1.2 - 0
020 111, ,097 " 11,110 122,206 - 0.5 2.0 1.
25 138 871 11,110 149,981 0.8 3.4 2.
30 . 166,645 . 11,110 177 755 "1.3 | 5.6 4,
5 $ 33 970, $13,588 - $ 47, 558 0.3%  1.2% 0.9%
© {10 67, 946‘ SR 513,588 L 81,528 0.5 2.3 1.8
“ 115 101 910 - 13,588 115,498, 1.0 4.4 3.4 -
‘o] 20 135,880_ 13,588 145_468 ' 1.8 8.1 6.3
o525 169,850 13,588 . 183,438 3.4, -14.4 11.0
- | 307 203,820,. " 13,588 217,408 6.4 24.3 17.9
135 ,237 790 . 13,Joe-_; 251,378. 11.5 38.1 26.6
5 5 35,811. $14 ;324 ~$ 50,135 0.7% 3.2% 2.5%
10 . - ,71,621 14,324 85,945 1.4 6.2 .-4,8
15 107,432 14 324 121,756 2.7 11.5 8.8
20. 143,242 14,324 157,567 5.1 20.5 15.4
8l 25 179,053 14 324 193,377 9.7  33.9 24,2
30 214,864 '14 324 229,188 17.5 50.4 32.9
35, . 250,674 14,324 '264 998 29.6 66.8 37.2
40 286,485 14,324 300, ,809 45.5 88.0 34.5
5 $ 30 280, $12,112 $ 42,393 s1.8% - 637% 5.2%
10 60,561 12,112 72,673 2,7 11. 8.7.
15 . - 90 841 . 125112 102,953 4.8 18. 13.9
f20§b 121,122, © 12,112 133!234~ 8.2 29. 20.8
QF257 151, 402 12,112 163,514, 13.7 42.2 18.5
30 . - 181,683 12,112 193,795" 22.1 56.6 34.5
35 211,963 12,112 224 075 33.6 69.9 36.3
40 242,24 12,112 254,356 47.5 80.6 33.1
45 272,5:4 - "12,112 284,636 61.7 88.1 26.4

" Qe Probab111t1es shown are for male, married faculty, covered by Soc1a1 Sec
final compensation of {28,765 ver year.

b. Actuar1al .Present Value.
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Tab]e‘lz pre$ents in tabular form the information contained in
[} .

Figure 5. In additi on, the, tab]e presents est1mated probab111t1es of

. separat1on for facu] y at ages 50 and 55 The tab}e shows that— for s

. - ~

faculty whose age 1s near 50 and whose years of service cred1t are féw, the
three-month probab111ty of separatlon is very *11ght. For’example a5
year old faculty member w1th 10 years of ret!rement serv1ce cpedtt has an ]
est1mated three-month probab111ty of separat1on of Just. 0 1 percent. w1th
the ERI program in effect, h1s probab111ty of separat1on is 1ncreased only
very stightly, to 0.2 percent. . . \ : R 2

A}

For older employees with more years af retirement service credit, in

-

contrast the three-month probability of separation is rather high For a:

L

) 65—year-01d facu]ty member w11h 35 years of retirement service credit, the .

e§t1mated three-month probab1]1ty oﬁ’separat1on is 29 6 percent without the
ERI program and 66 8 percent with the program. Note that the add1t1ona1
1ncent1ve prov1ded by the ERI program is greatest for facu]ty whose pre-ERI
pYogram probab111ty of separatxon is 1n the 20 to 50 percent range. -
It is important to emphas1ze that the. probabilities presented in the
figure ano in the table are'three-month probabi]itiesu That is, the :
figures showzﬁrepresent the probab111ty that a fagu]ty member would retire

during a three-month per1od (such as that during wh1ch the §RI program was

in effect). The' prohab]11ty that & faculty member would retire durang a

i given year is, of course, higher than the three-month probabi]itj. For'

example, in the absence of the ERI program, the three-month probability of

ieparatipn.ofka 65-year-old faculty member with 35 years of retirement service

[ <

.
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credxt 1s 29 6 percent as noted above. The correSpondlng annual prooab11~

1ty of retlrement~ however, is-75.4 percent.l0

/ )

d.' Faculty Simu]ation Mqdel Results

The faculty simulation mode] descr1bed above was run for 25 simyla-
tions of f1ff4en*yéars each. The mode] estvmated the future costs asso- .

ciated hnth ?2§2bf'the 329 full-time faculty positions vacated during the

f»\o .

. CSUC Early Retqrém//t Incentmve program, both with and without the ERI

program in effect. These 221 pos1t1ons represent those positions held by

1nd1v1duais covered by Soc1a1 Secur1ty, for which the necessary data on

. »

: the annu1ty were a»a1lab1e‘~ The average costs per year for the 25 simula-

t1ons~were‘then ﬁnf]ated by a factor of 1.49 (i.e., 329/221) to yield esti- ~
mated costs assocfoteo with the 329 full-time facu]ty'positions vacated.

i. Projected Net Costs o o ‘

Budgeted costs, as projected by the simulation model, are prese;ted
in Table 13. (A similar table, giving actual costs, is presented in |
Appéndix C.) Table 13 shows that, for full-time faculty, the Early ,
Retirement Incent{ve program does, indeed, “"pay for itself." In the first
year of ;he ERI program, the estiﬁated,costs of funding the two ‘'years of
edditionaﬁ retirement service treoit equal $4.2 million; at the same’time: ’
the estimated cost savings attrfbutab]e to\the'ERI program (allowing.for

the fact that some of the eah}y retirees would have retired in any event) -

10. The following formula relates the yearly probab111ty of separation. ,:r
to the three-month (quarterly) probab1]1ty )

Py =1 - (1-Pg)4
- Thus, Py equals 1 - (1 - 0.296)4, or Py = 0.754

e

 .61- .
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s (AY W/ ERT (BJW/0UT £RL-

19801§; $8,163,130
198182 - 10+ 368,359
1982-83—-10,580,179"
1983-84 -10,775," .6
, 1984—8? 10,981,085
- 71985-8 11,166,230
v 1986-87 © 11,347,892
1987-88 , '11,474,520
.1968-89 11,602,172
]989'90 1 ] 58n855
1990-91 11,840,308
199192 11,945,219
C1992-93 12,036,650
1993-94 12,093,730
1994-95 .12,157,857

\ oo .o SET

‘:,ﬁ'\‘;.}. At

SALARIES + BENEFITS | DIFF'CE(A-B) 2

$12,745,764  $-4,582,634

12,24¥,791
11,909,449
11,744,490,

11,497,642
11,352,517

q}l290)905 .
11,343,718
11,430,639

11,505,395
11,606,864,
11,661,731

11,673,182 -

11,772,734

\

: Table 13

) SiﬁUtATED FISCAL IMPACT OF CSUC

EARLY RETIREMENT INCENTIVE (E.R.I.) PROGRAM

(for 329 full-time faculty positions
vacated during the E.R.I. program)
-~ AVERAGES FOR 25 SIMULATIONS --

" PROJECTED BUDGETED COSTS -

= )

YR SERVICE MET COST*

DISCRUNTED NET COST

(€) () -(E)

Al

$4,220,192  $-362,442

-2,202,406 - -=  =2,202,405
-1,665,621 -~ -1,665,621
*-1,133,563° .- -1.133.553
-763,405 -- -763,405 .
-3315412. ° - -331,412
\-44,625° . -44,625
183,615 -- 183,615
258,460 - 258,460
328,226 -- 328,226 -
333,913~ 7/ .- 333,913
© 338,355 - - 338,355
374,959 -- 374,959
420,548 - 4203548
285,123

385,123 --

2%

$-362,442- $-362,442 $-362,442 $-362,442 5-362,442

4%

. 6%

8a

10%

-2,159,222 2,117,698 -2,077,742 -2,039,265_-2,002,1867

-1,600,943 -1,539,960 -1,482,397

-1,068,172 -1,007,724  -95]
-705,268 -652,56 4,688
-‘_‘/

'300)]70 '2]2n397 ‘247)650
-39,626 -35,268 -31,459
159,848 139,532 122,114

,220,593 188,154 162,161
274,645 230,607 194,276
273,925 225,580 186,455 *
272,126 . 219,789 178,241
295,653 234,198 186,343
325,097 252,570 197,169
291,875 222,399 170,340

131,19

-1,428,002 -1,375,54b

-899,851  -£57,655
-561.125  -521,416
'225)553 '205)781
28,121  -25,150
107,138 24,224
139,638 120,573
164,195 139,200
154,666 128,738
145,115 118,591
146,901 179,473
154,635 121,818
101,415

80
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L. equal 34.6 million, for a net savings of $362 441. Thus, the simulation
\ . H
LY made} irdicates that bver 100 percent of the costs associated with fundang
“ the extra aanuities for ‘faculty early retirees is qecouped by cost savings -
\';o P v . ’

t in the first year. . )

f \ The table also shows that signif1cant cost.savzngs assoc1ated with

. the vacated full-time facuity positions persist for several years, thh >
P estimated savings of $2.2 m1Ilron in 1981-82 decl1nxng to $45,000 in *

‘ | 1986-87.. From 1987-88 onward, the estimated costs assoc1 ted with the ER’ o
. program are vartual]y identical ¢ those without the program, wwth the N
former exceed1ng th\ ;atter by no.more than $0.4 miilion (aboht 3 percent

. . . Oof the total costs of compensation associated with the 329 Tall-time

‘ . ‘faculty pos1tions in these years) ' ) - .

g' ' ) ' The costs reported in Table 13, i* must be emphasized, represent .

-

v rea} dollar costs. That is, no allowance has been made for inflation-driven,
ccst of 11vidg‘1ncreases in salaries and beneflts. (Reca]] that increases in
compensation are based on 3 tab]e relating-the faculty member's age to an R
average salary ‘for -that age.) Similarly, the-d1scount rates regorted under .

?ﬁ{ ‘ w"tne heading "Discounted Net Cost" represent real rates of 1nterest that is,

/ . the 1nterest rae net of inflation. The table thus shows that, under any :

::}‘ reasOnable assumpt1on regard1ng an appropr1ate discount rate_ the conclus1on

Ahat the ERI program pays for itself (for faculty posvtwons) remains va11d
' . Figure 6 presents the same information as Table 13 on (undzscounted)
costs, in graph1c form. Thé figure c]early shows the tendency of the
ERI program to generate significant savwng, in the eS*]y years follow-
ing the program's implementation. The figure a%so shows how estimated !

costs for the vacated full-time faculty positions, both with and

—- | ' -63-
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{Qithout the ERI B?ogram, converge around 1986~82'and,éemain'virtually iq§n-

tical thereafger. . X - . . -

-

Optlmal Frequency of Offering a Faculty-ERI Prograr: ,

2 - iﬁe phenomenon of converg1ng costs I!Iustrated in F19ure 6

A " reflects the.restora?Ion, in a sense, of~thé§e costs to an equilibrium
'Ievela' Tﬁatuis, briar to the offering of the ERI program, the 329 full-

;i, Y time fagu}ty posjtions which would later be vacated were occupigd_by-a‘

N groap of faculty whose ages and compensation levels were substantially
aboya:thé averages for fJﬁI-time faculty in general within CSUC. As fhase
facu1ty members took advantage of the ERI program and the]r posztlons were

fl]]ed hy younger* lower-sa}ar1ed faculty, the cohort's average age and

compensatxon Ievels shifted in the other direction -- below the respective

-

1;'\ E means ‘for full-time facu]tyo1n genera]._ Gradually, as a result of aging.
T salary increases, and additionailﬁur60ve;,'the cohort’s compensation costs
L approhch a long-run equilibrium 1evé§. For estimated costs in the absence
.. of the EQI program a similar phenomenon cceurs. In th15 case however;
" the 329 fu}l-utme facu!ty posxtsons gre gradually vacated as a result of
b norm37 reatrements and the cehort S compensation costs,apprwagh the long-

¢

§ run egd1i1§r1um IeveI frem above. - .
Inporgflt 1mplicatzons regardIng the optimal rrequenCJ of offering
. an Early Retirement Inceatlve-type~program~,or facu%ty follow from. the
2quilibrium-seeking phenomenon Jjust noted. Basad on the simulation sicdel
results, approximately’ seven to e1gnt years must pass following the

- offering of the ER. program hefpre such an equilibrium will have, been




festcred. This in turn implies that it wi]] take about this length of.

"me for suff1c1ent "p;essure to bu11d up to .achieve s1m11ar numbers of
retxrenents in & subsequent offer1ng of an ERI-type program' If resu}ts\
- \

similar to.those obtained from the CSUC Early Retlnement Incentive Program

.(as it applies to facﬁlty) are &esirei!h then, the next ERI-type -program

probably should not be offered ‘for at’ least seven to eignt years.

’

: A,

- Y iii. Caveat: Effects of raculty Early Ret1rement Plan

As noted, the sumulat1on model results reported in Table 15 1nd1cate
that the CSUC Ea*?y Retlrement Incent1ve program w111 generate net sav1ngs
assoc1ated with the full-time acu]ty pos1t1ons vacated the model further
lna1cates that such&savlggg will amount to, approxtmatelymsﬁ 1 mTlI1on

durvng the five years fbliow1ng the offer1ng of the ERI program. It must

ow o noted that, bebadse of an additional gftfr"ﬁeﬁt i1centive ffered by
CsSuc to'facu}ty emplqyees only, these estimatad sayings may be overstated
&

by $1 m1111oh or more.

Under the CSUC Facuity Early Retlrgment Plan (FERP), autnor1zed SlnCt
1963 by statute (Fovernment Code SECt1on 21155), faculty who retire are per-
mitted to return to their respectlve campuses and teach up to one term per
yeér until reaching age-70. The returning }acuity are pa%d at, their
former saiafy rate, as adjusted by any salary }ncﬁeakés:which may have been
i . ‘

granted since their retirements.

13
i

LLEal SSNPE LI

In addition to receiiing the two years"serv1ce credtt bonus, then,
faculty who retired unuer the ERI program are alseo e?iglble o return and

téach,"nder the FERP. To the extent that they do so, and fill positions o
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“which otherwise hnyld have been -filled by'new]y-hired faculty, the esti-
. .mated savings attributable to the ERI/EiSQram'will be reduced.

\ Wh1]e it 1§§not nos=1b1e to est1mate exact1y the magn1tudé/ef the
additional cost ; assoc1ated with the faculty who return, a rough estinate
may be made based- on information obtained.from the quest1onna1re sent all

'329 fuT] time facu]ty who retired under the ERI program. Responses to ‘the
Leg1s]at.ve Ana]yst s questionnaire indicate that 61 percent of these
facu]ty platned to return and teach on a part ~-time basis under the FERP.
1f all of the fu]l/x1me facu]ty who indicated their 1ntent1on to do SO
actually returned to the campuses and taught on a part-time basis during
the first Jear fdllowing the ERL program, ebout 85 fu]l-time facu]ty.posi~
twons would be taken, at a cost (including fﬂ1nge benefits) of about $3.0

e
" millien. Had these\p051t1ons beép f111ed instead by new}y-h1red facu]ty, \
tota1 costs associfitéd with these 85 positions would amount to about $2 1
million. Thus, as a result of the participation of faculty retirees in the A

Facu]ty éarly Ret1rement’P]an, the first-year net “savings of $362 442 given
by thé swmulat1cn model could be offset by add1tiona1 costs of up to $0.9

s mzi:xon. ' ‘

)

On baiance, our anal,zis indicates that, even after accounting for
these add1t1ona1 first-yéar costs attributable to the Facu]ty Early

\
Retirement \P]an, the Ear]y Retirement Incentwe program's f1sca1 effect

with respegt to\faculty :§ still. one of net savings. This eonclqsion is
based on the observation thénf-4a~the—second year and thereafteﬁ the addi-
tTOnn] costs resulting f?om participation of retired faculty in the FERP
will decline. Further, to the exteat that FERP-related costs persist,

2

e »
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2. -NON-FACULTY o=

to be "No, " , .

thoy hi!] in all 11ke]1hood be more than offset by. the yearly net sav1ngs
pradgicied by the s1mu1atnon model w1th the resu]t that the additional ’
costs fnzdrred in the first year will be outweigned “by- net savings in the \

second and suc*eed1ng years. for these reasons our conc&us1on that the

CSUC Early Retiremant Incent1ve program represents a cost- effective means

5——«__\

.of 1nduc1ng*facultg o ret1re early remains unchan ed.

T ———.
e

S |

v An assessment of the Eaf]x Retirement Incentive program's fiscal

\

impact on non-faculiy positions*is more difficu]t to mahe than, it was tor

A\l

faculty because, while: the latter is a re]at:ve]y homogeneous qroupi non-
"\
faculty “employees comprise a. d1verse range of occupatrons ranging from

clerical workers to vice-chancellors.. As such, the tasks involved in

modelling the fiscal imbacts of the ERI pnogram with respect to non-faculty
. especially estimating the costs .associated wit!. the'new_hires -- pose:#,

" yirtually insurmountablie problems.

Despite the problems involved in modelling the tiscal impacts on non-

.facu}ty posit1ons% however, it is still poss1b1e to draw some conc]usxons

vegardvng the questxon of whether non-faculty ret1rementc also "pay for '
hemse1Ves.“ The analysss whlch follows will demonstrate that it is highly

un11ke1y that nen-facuity ret1raments generate any net savings and that

such ret1remen¥s probab]y generate substant¢a! net costs.‘ Thus, the angwer

5
to the question, "Do non-faculty re*irements pay for themse1ve,?" appears

Ao

That the fiscah imptications of ron-faculty retirements differ so

greatly from those of faculty is a direct consequence of (1)’the amount of

%
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potent1a] sav1ngs that can be realized by rep]ac1ng ret1red eirployees and

) (2) the costs of funding the early ret1rement bonus assoc1ated w1th each

type of position. Qu1te .simply, tne range of fadQ;ty sa]ar1es is far
broader than. that of any other occupatlonal group, 1n- the CSUC syste

And altnough the average cost of furding the two years additional service

X cred1t bonus was less for non-faculty than for facu]ty, the mich greater
:\potentla] savings assoc1ated w1th facu]ty rep]acements overwhe]ms these
A_added costs. Thus, while thc total cost of funding the two years' addi-

) htional service credit banuses for\non-faculty totalled about $4.5 million,

the CSUC Chancellor's 0ff1ce est1mated that the total- gotent1g sav1ngs

7 (that is, the sav1ngs w1thout regard to normal retirement act;t?tyl\attrl-’

butable to non-faculty turnuvrr was only about $2 3 million, resu1t1ng in a
net ccost of at Teast $2.2 million 1n the first year.
Earﬂler in"this report we . noted that when a facu]ty member at the

top step of the fu:: professor range retires, the sa]ary assoc1ated with his

position is recIass1fied to that of - -an assistant professor, step three.

The salary of a positlon vacated dur1ng the ERI program by a full professor

Y v e

\at the top step was therefore reclassified from $34 476 down to $19 692 --

L

‘,a sav1ngs 1n the first year of $14,784. And, as a?so noted earl;er the

-4

average cost per faculty retIree of funding-the two years' service credit

bonus «as $13,600. After adjusting for—the costs of fﬁinge bene_fits,11

d % ’ -
/‘» . . % N ' . .
b
- |

-
!

\ghe cosi of frtnge beneftts is ca]culated .at 26 percent of the
mp}oyee s salary. ,

.

-
w"’"
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\ tﬂe poﬁentia]'?irst-year saﬁﬁngs attriﬁutab]e to any given faculty
’pp;it}on eqﬁa]s about 137 percent of the cost bf'%unding tle rétirement
;;1“*‘ bonus. . This fact is reflected in'the results of the facu]t} siﬁu]ation
e model wherein apout 109 percent of the costs of funding the bongs are
recouped during. tRe first year. (The‘recson why the mpdel shows 109
. percent, a@d not 137wpercent, is that not all faculty ret%rees wére at the
'top étep,'full professor sa]arj’]eve].)

.;‘w -0 ’ i ’ - ‘\
' Among non-facuTty, in contrast, no occupational category shows a

,rangs between its highest salary aqg its entr\ Tevel salary which even
approaches ¥hat of facu\fy. For example, of Zhe si£ non:faculty occuﬁa-
o\ ' “tional groups shown in Table 4, the gréup with the greatest number of par-
| ticipants in the ERI proqram was secretariz] employees many oféwhom were
‘classified as C]er1ca1 Ass1stant IV. Ihe top salary for this pos1t10n in
%980~81 is $17,808; when vacated,’ the position’s salgry was rgc]ass1f1ed-to
. ]“ $16,299 - a potential savings of onlyi$1;901, after adgg§ting‘for the cost
df benefits. Assuming thaé this emp}oyée retired at age 62 (tﬁé ave'agé
age of all ERI progrém'participants), the cost of funding the two yeurs'
service credit Bonus would have rénged—from‘$7,259 to $9,039. In this 0
case, then, the potential first-year savings a£tributab]e to éhe Early
' Retwremeq} Incentive program amount to nnly 21 to 26 percent of the cost of
" funding the retiree's bonus.
"To show that the phenomenon illustrated by this exémp?e is not uni-,
\ que to secretarial employees, consider the case of a CSUC v ce«chancellor

o \ at the fop of his salary range, earning $69,540 in 1979-80. Had “this

*

v
'




PR

A0 Ay
: Yag.
; : . !

B : \
employee ret1red under the ERI program, the salary for his position would

S ’ .

have been reclassified to $57,288 in 1980-8L -~ a savings of $15,438, after
adgust1ng for the cost‘of benefits. Aga1n assum1n% a retirement age or 62,

"however, the cost of funding this employee's bonus wou]d range from $30,637
' \

tp $38,148. Thus, the potential f1rst~year sav1ngs attributable 'to the o
7. * '

,w,retirementiof avviceibhanqellor would equal only. 40 to 50 percent of the..

\\
\

pl

cost of funding this retiree's bonus -- far less than the potential 137 |
ercent savings attributable to.a facul*y retirement.

aculty positions and those

The final impe;tant differenc betwee
of other CSUC employees relates to the nurber of "steps" from the entry
Tevel to the to@3§alar1es. Wh11e the range of salaries encompasses 13 _
steps for the former, that the latter encompasses only f\ve steps.,

Thus, even if a non~facu?ty nos1t10n were vacated at the top step and\
rec1aes1f1ed to an entry-’evel sa]ary, the sav1ngs 1nfecmpensat1on costs
thereby created would rapidly evaporate as the new hire was promoted. For
this reason, it is un]ikely that suck Eavings'over~time would be su%ficieht'
to offset the substanbya] first-year def1c1ts a]ready noted. |

Based: on these and other examples, then, our ana1y51s indicates’ that

, the cost of fdnding the two years' additional servive cred1t for non-faculty
employees almost certainly outwe1ghs any sav\ngs generated by filling
these positions with nen employees at a Towar salary 1eve] For this
eason it is hwgh]y unlikely that the retlrements of* nonffaculty "paid for
emse’ves." We thehefdre«conclude'that the £$UC—£ar1y Retirement = :* _ ‘

: . !
Incentive program is not a cost-effective means of inducing non-faculty

- employees to retire early. ,This conclusion would also apply to othrr [RI-type

‘ programs EOvering emp?oxees in occupations that do not have broad salary scales.

s

A

o,
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CONCLUSION -

. \

. Qur analysis of the Early Retirement Incentive program offered
employees of the Ca]ifornia‘State University and Col.eges indieatethhat
the results of the program are decidedly mixed: .

! “+ During the three-month per1od that the Early Ret1rement.Jncent1ve
program was in effect, CSUC experIeneed nearly a sevenfold
increase in retirement activity! with retirement; during the .
quarter jumpihd'from’a"ﬁBFﬁET Tevel of about 150 to a tota] of
1 ,047.° Yet, it 1s not cﬁear that all of- these additional retire-

mengt were attr1butab]e solely to the ERI program . and most of

- \ those who ret1red indicated tbat they wou]d have ret1red within

¥ o

three years. anyway.

E =
"

- The vast majority of thgse who.retired under the R RI program
indicated that the availability of the two years of addﬂt1ona1

- ‘ retirement serv1ce credit 51gn1f1cant1y aftected their dec1510ns ,

to ret1re, but the effect\of the bonus as an 1nducement to retire
was most pronounced for those emp{eyees who a]read& were

indifferent between retiring now or later. Other- factors such as
ah employee's age, his salary, and the toté& valug of the'retire-

ment anuity to which he was entitled were'of equal or greater

~— " ‘mportance in influehcing retirement behaviors «

+ By inducing 390 white male, fu]]itime fact” - members to retire,

the ERI program creaﬂed'additiona] opportunities to address
affirmative act1on hiring goa]s. Yet, even if all of the full-

time faculty posit1ons vacated under the ERI program were
» “i » ,
(
J . -12-
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. . \
filled by women or members of racial or ethnic minorities,

‘the proportion of faculty repreéented'by white males would
.decliné by only 3:4'percentage points,.to 66.7 percent. If, on
the bther hand, the sexual, ‘racial, and ethnic composition of the
v ) replacements parallels that of the new faculty hired during the \
fi three quarters of 1980-81, the proportion of white male
faizyty will-decline by only 1.5.percentage points -- to 68.5
percent ‘
.+ Our ana1y51$ indicates that ‘the Early Retirement Incent1ve - .
program more than’éaId for itself in terms of faculty retire-
Qments. Our ahalysis indicates that by inducfng fach]ty to
t'retjre, the.program yielded estimated net savings of up to $6.é
mi{}iqﬁhih the fbllowing'seyen years. For non-faculty, however,
our analysis indicates that the hroéram is,not cost-effective and
that it will lead to undeterminable, but probably s1gnif1cant

add1t1ona1 costs to the stater—"On‘SETEﬁEEj—the total f1sca1

:1mpact of - the ERI‘program with respect to all CSUC employees --

faculty and non-faculty <= is unclear.
Based on our ana\ys1s of the CSUC Ear y Ret}rement Incewt1ve '
program, we make the fo]low1ng recommendation: ' N

He recommend that, if the LegISlature d°c1des to offer an Early >

Retirement Incent1ve~type program to CSUE émployees in the future, (1) ~ X ‘\

l
such a prbqram_1nc1ude as one of its elements a 11m1ted “ei1igibility

period, 51m1}ar to that oﬁ_the ariginal program (three months) and (2) \

such a program not be offered until 1986-87, at the eahfiest, because our

analysis indicateg that: ‘ . Y

-73-
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* The high level of partidipafion in the original program (and the

consequent cost savings for faculty) is largely attributable to the

fact that the ERI program was offered for a limited timé only, and

+ The optimal frequency of offering an ERI-typeprbgram'to CSuc

faculty is no more than every seven to eight years.

)
~




: . . APPENDIX A x

Materials Sent Employees’ Included T
In Legislative Analyst's Survey.

\
\_ -

»
St . 1. Cover lett
' v

ar . -
-

SN : 2. Questionnaire-sent to.1,029 full-time CSUC empl oyees who wefe
4 < . e}igib)e for the Early Retirement Incentive program

% ‘ ’

.

3. Questionnaire sent to 329 full-time CSUC faculty who retired

r

under the Early Retirement Incentive program

.

P,

c
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Qalifornia Legislature.
gislatur

A} P

LGS ALGE AMALYST *
VAILLIAM G HAMM
P A}
’ ¢

. Tt ) 68 o STREET SUITE F
s SACRAMENTO CALFORNGA 9t6°8 -
ce . 5161 4452050

Y Dear CSUfEmbloyee: : . oo o - ‘
. { L . . > . . ~
. Ke are writing to ask your cooperation in.a study of retirement withir tne {oli-
fornia State University and Colleges. This study is, being conducted by the Leyisiative _
o Analyst's Office in-cooperatinn—with the CSYC Chancellor*s Gffice, pursuant to the
o requirements of AB 876 (Chipter 656, Statutes of 1979) tha* “the Legislative Arslyst

. shall evaluate the resuits of the early retirement incentive program...and its @ fec-"
-« ¢ tiveness in préventing layoffs and shall repart his findings to the Leyssieturs py
Januyary 1, 1981." - . o te T T

. ;. <
' L o

:Your responses to the enclosed questionnaire will greatly assist the L islature.
. in evaluating the impact of the CSUC Early Retirement Program and. will aid }a the deter-
. _ mination of whether similar benefits are offered to other staté empioyees- 1§ the future.
——— therefore, your cooperation and thouyhtiul responses are valuabla not only Jo the wegiz- |
1ature but, ultimately, to your colleagues in_ CSUC and other state agencies. . )

-

o .Please note' that we, are asking your participation in this survey whether.or ot *
- ‘yob decided to retire under the provisions of the Farly Pet: rement Frogram. You have

8 .._bbeenLchosen from a sample of all _CSUC employees who were eligible to ‘take advantage of
X the karly rétirement legislation, whether or not you actuaily did so. Because the . .
) s'irvey.uses precise scientific methods and a statistically.valid sample, we feel.confr-
E dent that-it will produce some very usefui results. ' However; responses from all pers.ns
P surveyed, whether or not they actually took advantage of the Early Retirement Prograu,

"

are crugial to-the validity and usefulness «of . the study.

~
¥

Once you complete the questionnaire form, please return it immediately tn -the
enclosed envelope. Your answers will be treated with-The strictest confidentiaiity.
Please do not'sign your name; a serial number on.the first’ page idehtifies your forn §
The Tink between Yespondent names and their serial numbers is .ept in & loched fiie ards
will be destroyed'after the data are processed, Results from the study will %2¢ be used
to compare individuals but will be used only in systemwide statis (5.« Copies of the
final report will be availabte after January 1, 1981. thrpugh this Ff:cj. ’ .

We greatly appreciate ySur participation wn this survey. No ofe @'  <an =ubstsr ;
tute for you; your cooperation is essentiay if we-are to obfain repre-hr stive findteygs.
‘1f you should have ny questions, please all Mr. Raymond M. Rerhara — ey affige g
(916) 322-6934. He will be happy to assist you in any way he can. ; .

Sincerely,

+ N N

\' ’ ~ .
- w !\ m . ‘Jﬂ; ,k- -
. ' ' Aty T .

: William 6} Hamm '
Legislative -Ang_]yst . N

.
.
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California.legisiature ,
Joint Legislative BudQERJCommittee ’%
Legislative ‘Analyst’ fice ;
- A STUDY OF THE DETER'M,INANTS OF RETIREMENT
WITHIN TRE CALIFORNIA STATE UNIVERSITY ND COLLEGES

Undertaken Pursuant to the Requirements of AB 876
| (Chapter 656, Statites<of 1979) \

*

-

L QUESTION 1. .

How many years service in pu.lic emblg&ment do-you have credited to
the Public Employees® Retirement System (PERS) or the State Teachers® - ,
Retirement System {STRS)? (Do not include,any extra service credit-granted
by the Early Retirement-Program. If you_are a member of both PERS and
Z" 7 STRS, include total service credited to both. systems.) . .
) If you have five (5) or.more years of service credit, please round
your answer to the hearest full year. If you have less than five years
. of service credit, q}ease give the exact number of years and months.

) Years df serviég‘eredit
IF YOU HAVE LESS THAN FIVE (5) YEARS OF:RETIREMENT SERVICE CREDIT,
- CHECK THE BOX AT RIGHT i '

_ THEN STOP. DO NOT COMPLETE THE REMAINDER OF THE QUESTIONNAIRE.

’ RETURN THE UNCOMPLETED QUESTIONNAIRE IN THE ENVELOP% PROVIDED. .
v . /.

IF YOU HAVE FIVE OP MORE YEARS OF RETIREMENT SERVICE-€REDIT, CONTINUE.
3 N -

/’/

-

e QUESTION- 2, — = - % - - i .
. ~Please indicate your marital status:
Married

Not married ’
(diverced, separatec,

—— . widowed or single)

~——,
\ .

s
T

oy

QUESTION 3. T

~ s
- o
——

L

How many days of work did you miss during the pa§§>12,mcﬁf@§,
due to illness? . - {

//

_Humberof days missed due to iliness

e

i

TURN PAGE OVER AN6 CONTINUE WITH QUESTION, 4.
-77-
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=% - QUESTION 4. - - ) . T
;...q R - \4'*'\‘““__'___.,.’_—-' e .o~ T . R . ‘.'
% Please estimate the current vaTue of your fiet assets (if married, ~
includé net assets jointly held. with your spouse). Net assets are defined :
as:  (a) the equity value of yeur home (if you own it) plus any other savirgs "
'grbznvestments_ which you might own, MINUS (b) the &yé‘iue of your outstanding
ebts .. ~ .

. Please round your answer to the neares'f/increment of $5,000. If you are
a net debtor (i.e., your liabilities exceed your assets), pléase answer $ O .

. . S . 3 V. ‘" Total net assets: 3
QUESTION 6. . -- ~ ’ \ | |
Were you.aware of the opportunity to receive two years of extra . .

=TT TUvetirement service credit provided by the Early Retirement Program? - .
== (This program, created by AB-876, granted CSUC empToyees retiring between ‘
' March 27w 1980 and June 29, 1980 ap extra two years of service credit
toward their retirement pension befiefits.) - -

. A YES, I was aware of the program

. . p . .
. .o " - » NO, I was not aware of, the program

1

A

@esTion 6.0 |
.~ Did you chodse to retire From CSUC under the Early Retirement Progran
o created by AB 8767. ' ‘ \..,\,

R ¢ - YES, I retired between.March 27, 1980 | e
T e .. -and June 29, 1980 B
L N0, 1 did not retife between March 27,
: . o 1980 and June 29,4980 I
- e~ . * . . ——— "’.c':....:
QESTION 7. - _ P
' IF YOU ANSWERED "YES"\TO QUESTION 6, ANSHER QUESTION 7(a). . °

‘ . s T . e .—""NP‘M B e s
. IF YOU ANSHERED “MO" TO QUESTION 6 WER-QUESTION 7{b). __—" .
. - ) ' 3 "’/ ) /’/

"

) a) I ﬁm”ﬁfcﬁ;a;s of extra retirement servicc crédit providea
y the Early Rettrefent Program had not beeh available, when would you . s
T have retired? . . ,
- ‘ . At the'same time ey
- - : " Within the next year _
. . , - . . ) 4
- In 1 to 2 years -

In 2 to 3 years

’ ) Hot for at least 3 years
CONTINUE TO QUESTION 8 AND THE REMAINDER OF THE QUESTIONNAIRE.

- o . -78-
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QUfSTION 7 (c.ont‘d) L RSN
h) o when do you plan to retire?

U . v .!r{.ith*i'n the hext year

o \ . In 1 to 2 years

In 2 to 3 years .

{ . -7 Not for at least 3 years

STOP D0 NOT. COMPi.ETE THE REMAINDER OF- THE QGESTIONNAIRE PLEASE GHECK

m SEE THAT YOU HAVE ANSWERED ALL pu-:vmus QUESTIONS COMPLETELY RETURN .
THE QUESTIONNAIRE IN THE ENVELOPE PRQVIDED- '

q 7’
LY
-

© QUESTION 8. "

, Please assess the 1mportance of the fo]lowwng factors in 1nf1uenc1nﬂ
L your dec1s1on to retire noW: . oo .-

.
L

e

a) Posswbllity of receiving no salary increase this year
= if Proposition 9- (Jarvis Income Tax In1t1at1ve) were -
to have passed -

Very. 1mportant ~
; : ’ . . T Important o
S ea T . . : .fS]ightIy important

S ‘ ot 1mportant at a1l

were_ to have passed

>
e bt = -
e W -
PR

—— -

[P ‘ .. Very importan;;
IV ! Y
Important

* o ean

S!wght%x 1mportant "
. Not 1mportant -at all

f-'l l! 'I

¢} Desire to avoid the layoff, transfer or demotion of my
colleagues if Proposition 9 were to have passed

Very important

. ‘ ' B ~  Important

+ Slightly important
. ' Not—important at all

:"f;;. \\ma& PAGE OVER AND CONTINUE WITH QUESTION 8(d). . . -
: 79~ ’
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_b)_ P0§§1bwlljy of,necelulng.a~Jayoff;notaee—4f Propos*%aon~9~-~—iv “
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.- QUESTION 8 (cont'd.) . - . ~ o
;. d) Financial incentive of two years' extra retirement service 3
S .. . .. .crédit provided by the Early. Retirement Program - . . o

»
® N

LR Y\ SN -
s E /- -1 Very important —- - -
N R L. ’ . . :’4 c, LY . . ! .
T o Important

————

S o : , V — E
e e 2 ‘ P e ~ Not-important. at all i N
A . R <L ' .

QUESTION 9. S

e N — © - v Slightly important X .

. -

e Do you plan to t:;;éége}fi‘ n other employment -{outside of CSUC) upon
’ your, retirement from 'CSUCY i -

3 . - UYES, T have another pesition - N :
. ™ YES, I plan to take another position N
i . but do not have ocne at tais time __ .
P L 27 No, 1 denot 'pTan.to'take'angthér;_ e
AT e e position ‘ L,

/

IF YU ARE NOT A~EACULTY MEMBER, STOP NOW. DO NOT COMPLETE THE REMAINDER OF -
R S ' L - - oo e
THE_QUESTIONNALRE, . PLEASE CHECK TO SEE THAI—YQU-HA_VE\VCNSNEREQ-ALL*PREVIOUS e

__ 'ngs‘TIdN;.coMPi,ETég,’Y. REjuRN THE QUESTIONNAIRE, IN THE ENVELQPE PROVIDED. 1

. ‘°‘~ '~;: L . ‘ ! ] 4’\\ i ,H

. g .‘:.; . .. . -t . \‘.' - ,

* IF.YOU ARE A FACULTY MEMBER, CONTINVE. . * v . ,_ﬂl
At QUEST‘IQNiloi‘ ;", A T e S . , }

'"D‘o you»intfe’nd to return to CSUé to teach on a'part-—tin']e' ba_s'i_s'_l_mg_er' S ‘

L N .“the.;p:;oyi;sionsTQ"ﬁ‘is—hé-Faéu}ty*Ear’trRét‘i?éméﬁt’ PTan? (This plan allows o
S facitlty to return to the campus and teach ‘one term per year.) . T

fad .-'.'z, i
K . . Y, oy " ‘
2 s r - . N ;
R t - N . ES . . -w.“-"t, |
. . B —_— ;
2 . i . . R,
* ~ > N N » . |
.« ] H « L4 .
T Y .
. NO
¢ . . . - —
N . Ly .
N - - ‘. N , »
. - N . N
M . -

————

-- . STOP: éLEAsa@nEc’K TO.SEE THAT YOU HAVE ANSHZRED ALt QUESTIONS COMPLETELY.
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QUESTION 1.

+ THEN.STOP. DC' NOT COMPLETE THE PEMAINDER OF THE QUESTIONNAIRE.

" QUESTION 3.

L '

_ “California Legislature :
- -.:Jdoint Legislative Bud ommittee .

~ Legtslative Analyst'S Office - -
L A 'STUDY" OF THE DETERMINANTS: OF RETIREMENT :
. _WITHIN THE CALIFORNIA STATE UNIVERSITY AND COLLEGES S
’ " Undertaken Pursuant to the Requirements of AB 876
N o (Chapter §56, Statutes of 1979)

1

Ca TEFTETTT ke a e anes va A S meesm——

T

- 4
t <

How many years serwice in public employment do:you h%Ve credited to

-

the Public Employees' Retirement.Sysitem (PERS) or the State Teachers'
Retirement System (STRS)? (Do not include any extra seryice credit granted

———

by the ‘Early Retfrement Program. If you are a member of both PERS and

© STRS,  include total service credited to both systéms.) -

, If you have five (5) or more yéars of service credit, gleése round
your answer to the nearest full year) If you have less than' five years
of service gredit, please give the éxact number of years and months.,

A - ' "7 Years of service credit
~ 1F YO HAVE LESS THAN FIVE (5).YEARS OF RETIREMENT SERVICE CRepIT, .
. . ’ Tt s . ' M 4 p *
CHECK THE BOX AT RIGHT —r--pommmmmmeomcmmmoe el e :

RETURN THE UNCOMPLETED: QUESTIONNAIRE IN THE™ENVELOPE PROVIDED:
) . > g . .

»

 IF YOU HAVE. FIVE OR-MORE YEARS OF REFIREMENT SERVIEE CREDITF-CONTINUE. -

62 ANNC ONY 0861 /2 HOUYW NIINLIE

o e - - - - - N hd

-QUESTION 2. o G

- ~
.

‘If the two years of extra retirement servicé.credit provided by the .

Early Retirement Program had not been available, when would you have retired?

*Please give your ‘best estimate of the number of years until you would hays

retired. If you would have-retired at ‘the same_time (irrespective of the ,
extra two years of service credit), please answér 0.

3

- I-would have retired in years

v ¢ ]
' ]

"Do You intend to return to CSUC to teach on a part-time basis under
the provis.nns of the Faculty Early Retirement Plan? (This plan allows
faculty to return to.tﬁe campus and teach one term.per year.)

. U, YES

!

0861 1¢

,‘_‘('
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. QUESTION. 4. o E
' Y t . " ) v
Pleage indicate your marital status:

<

Married

Not married. .
(divorced, separated,
, ) - - widowed or single)
g . . _

QUESTION 5. S j L

.
I

o Hcﬂ'many days of. work did you miss during the past 12 months,

e o .
due to.111ness.- \ .

Y

38
3
T

—Number of days missed due to "i1Tness

. / :

33
grchy

-~ ~-QUESTION 6. P .

-

62 INNC ONY 086L /2 POuVW N

ONIYILIY A@TﬂDVdZHOA Wd0d TYLNIW3

.- .° Please estimate the current value of your net 'assets (if married,
include net assets jojntly held with your spouse). Net assets are defined
as: (a) the equity value of your home (if you own it) plus any other savings
or jinvestments which you might own, MINUS (b) the value of your outstanding
‘debts. oo : ' . \ <

) ) Please round youraanéwér to the nearest increment of’$5;000. If you are-
"% a net debtor (i.e., your 1iabiMities exceed your.assets), please answer $ 0 .

Total net assets: $ * ,'

¢
f .4 = M -

Tyt e T T T | g
o
; STOP. PLEASE CHECK TO SEE THAT YOU HAVE ANSWERED ALL QUESTIONS COMPLETELY. 8
A . RETURN' THE QUESTIONNAIRE IN THE ENVELOPE PROVIDED. o
P ) 4 . i ..
< , ;
i . 2N - , .
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T ' . AGE DISTRIBUTION . [ - -
Cee LT " OF NEWLY HIRED FACULTY UV N _ ._:;1
. - . . .t 8 . . .. '.

-~ 5 ' R - .- ) - - N s .

. .o Cumul ative SN ; " Cumulative Ty |

.Age .Pédrcentage  Percentage . . Age  Perdentage - Percentage k
: iy % T , . . T
23 0.91% - 0 0.91% v 47 - 1.29% - 8L.74% T

*q

24 0.0 " 1.82° a3 - l2g - 89.02
‘25 0.9l 2.73 . 39 . 1.29 90.31
. . 0 . . . .
-+ 26  6.53 - 9.26 - 50 1.29" 4 91.6C N
", 27, . BB 15.79. 51 0.79-. = 92.39 IR
28 6.53 22,32 52 0.79 R

.

— . 7 .
.

S 29 6.5 28.85~- 53 0.79 " . 93.97 ras,
b~ 30 cTess . w3 @ om 90.76 -~ =,
_dagf 452 990 5. '.'0.79' © 555 |
© 32 A 4';55 R T 01 " .95.%

33 452, . 480 CRE A W 9,38
3. &s - S35 0 58 < 0.1 - . %679
E T s s 58.04 . s o4 g
:

36 . 0349 6153 60 ' 041 92 _
21— gty —— el ——— 029~~~ OR9F
38 " 349 . 68.51 BT 0.29- 98.20 '
3. e - B o 98.50
a0 3,.4.9. . 75.49 . 64 q.zé _ 98.79
-~ 41 T 1.9 7.8 65 0.9 - 99.08
42 Y 1.93 L 79.36. 66 0B 9.3
43 1.93° 81.29 . 67 0.2 N oosal L
| 44~ 1.93 "% 8323 ' 68  0.23 - 99,72 '
R T X 8516 69 0.23 100.00

46 1.29 86.45 ' . ,

Ed -

A MY
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?Q ,\ RS " N ,_,_,;r S ‘
4 ‘. .o L . .
e RELATIONSHIP BETWEEN FACULTY AGE
5 AND AVERAGE SALARY ° . .
- 1080-813 — ' . . M
¥ . Age Sdlary . . . Age Salary . Age  Salary
S .23 s18,2n 39 27,004 . 55 832,141
o © .24 18,729 0 27,53 s 3,21
- 25 19,186 a4 082 - 57 32,340
26 19,604 a2 w62 58 32,413°
{;'\' 27 "20,100 | 43. 20,087 .. 59 32,461 -
- 1 28 20,569 ) 44 29,388 . _ 60 32,510
,; : .29 - 2,04 - a5 29,718 -~ R X '
. 3/ 30 2,52 % 30,000 &2 32,606
z’ 31 21,97 . - 47, ‘30,3}9 S e 32,739
f 2 . 22473 . 48 3069 64 32,514
L B 23,089 - 49 30,948 C e, 32,08
Foloeet oo g4 23,756 o %0 327 .. 66 32,06 -
- 3 28,45, 5 31,48 c 67 31,837
? % 25150 - 52 31,75 68 32,708
A ’zsg:zr” CETSETILWT T TR AL
a8 26,465 s N momn |
S - | /} R
. ) &
— 4
o~ o




- - ’/ ) ~ . o a . ‘ . .q.
e \ . SEPARATION RATES OF FACULTY-
. '§ te . AGED 49 or UNDER
e ' Annual. Probability
Age Group 7 77 8f Separation - -
“ 25 or under 14.46%
) e ““26.t0 30 | .68
o e .31 t6 35 11.37
| 36040 ) 5.96
" : 41 to 45 . 4.43
- L - .

46 to 19

’
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: )‘,.'f‘)\: . : (." R - , . A . . “. -
SO CALCULATING THE ACTUARIAL
[ S . PRESENT VALUE OF YHE
‘ . - ’  RETIREMENT ANNUIT‘(
A R . . »
£ The Actuariai Present Value (APV) of the retirement annuIty is

e W3

ca?cu?ated using the' fbllow1ng table, provided by actuarmes of the Public

Emp]qyees Ret1rement Sertice: - : - s P
.o 5 T, " Reserve Required Per Year
e . Yo 0f Credited Service
B ’ ! ' ,
..+ . 1. Reserve Required for Each $1,000 1. Adjustment for Coordiriation
B ~.of Final Monthly Campensation ’ Hith Social Security
L ME BALES: . FEMALES T MALES  f FEMALES
Lt 50 $1,88.50°  $2,144.00 5-246.50  $-285.50
i»« 51 1,921.50.- . 2,239.00 ' ; -256.00 -298.50
i .t 52 1 997.00 2 337.50 . -266.00 -311.50 -
fa 53 . 2, 074 00 2 438.50 ‘ -277.00 ~325.50
el e 54 2,158.5G . ,2 549.00 -288.00 . -349.00
S 55 2,244.00  2,660.50 -299.00 -354.50 .
‘ SU56° . -.2,335,50. « . 2,780.50 -311.50 - -371.00 .
A 57. . 2,429,00. 2,908,500 . . -324.00 ~387.00
; . 58 ' 2,530.50 3,037.50 ) -337.50 -405.00 -
% .59 2,634.50 3,176.00 -351.50 - =423.50
S . . ) . . - : ) . ‘
£ - 50 2,744.50 3,322.50 : -365.50 . ~442.50
ra RS 1 2,855.50 3, 472 00~ ~-380.50 -463.00
O &2 £,961.50 | '3 617.00 - i ~395.00 -482.50
. 53 - 3,067.00 '»3.,763 50 -409.00 -502.00
64 . ‘2,381000_ 3,675050 “397.5’0 L ‘490.00
.65,  2,803.50  3,586.50 - -386.00 . -478.50
C66 - '2 05.00 « 3,496.50 ~w374.00 -~ -466.50
' s 87 ;. 2,46.00 3,404.50 +362.00 . =454.00
oL .. V88 200,50 3.311.50 . -350.00 -441,50
o ‘v69 -y 2,533.00  3,218.00 337,00 ~429.00
Foohv 00 2,486.50 - 3,130. 0. - £326.00 -817.50
- g1 Factor for Cont;ﬂuance to Survivwng Spouse (Married Retirees On!y)
o . : T uMdFEMALE
R ' ’ ‘ RETIREES RETIREES
. A. Retiree Covered by So¢ial Security 1.0935 1.0195
N c 8. Retiree Hot. Covered by Social Security 1.1871 * 1.0389 -
e . - . -B8- ’




g ~

The use of this table is ﬂ'(ustrated by the following examp]es ’ .
AR - Example ) Example- . Examp'{e Exampie
Lo . ) N A - B - C

CAge " 6¢ 60 63. -
f - 3a.- )’éa"r§ of Service “ ',f : 5 32 18 5 & 4
040 Warried?. o Y Yes' |+ Yes! " NS
FE IR T - . .o ¥ .

Y008, Cavered by Sama‘! Security? = Yes - Mo Nel Yes o
6. Final Honthly compensation ($2,500  $2,500 . §2,000 51500

DI IRCIOC
I
IS ’

i -t Ca‘icu'lation of APV of Retireﬂent Annmty. D ' ’ L
A Per $1,000 Final - - e T N
Compénsation ~ -$2,_981.00 $2,981.00 - $3,322.50 $§3,067.00
LBl (#6 XA - 1,000 - ',: §7,452.50 © §7,452.50 -  $6,645.00 $4,600.50
SR Soc‘ia-} Secumy Maﬁstment -397.50  N/A - WA - -400. 00

SR @0 T §7.,085.007 '57452.50 86,605, W s40150

- ' ) sﬁz 265.%0 $37,262.50 5212 640.00 575,,447.00 Lo
v Fe Fa%or for continuance to - - ; T ':*fi;
BS. . spouse” c.v e T 10938 L LISZL - 10388 1.0 5
1 _ ¥ ~ < . <L . . - . . ,»,:...:.:ﬁ
iYL G APV of Annuity (E X F) | SI77,436.78 $46,234.31 $220,911.70 $75,447.00
%‘"_ - N P . b T ' - . ’ * N ’ . “'hw:j-
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+Simulated Fiscal Impact of CSUC . :
- Early Retirement Incentive {ER1).-Program . I -
. - {Projected Actual Costs) . . . / )
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- - g o S . L C e T e T e e, : — T2
ot oL T s e .. SIMULATED FISCAL IMPACT OF CSuC - .
el e e o . EARLY RETIREHENT INCENTIVE (E.R.I.) PROGRAM . o . %
R o ) - {for. 328 full-time faculty positions . ) : . '
. ) R . ~\s - Vacated durirg the E.R.%. program) : . - -

S ~ . - "« == AVERAGES FOR 25 STHULATIONS -~ - - . S
S B ~ . € T———PROJECTED ACTUAL m*-‘ﬁ T ‘ O .
N d . - * : . : . . ’ . - ’ - 4 0-‘;

e
-

L YRR SAUARIES + BEWEFITS  DIFF'CE(A-B) 3 YR SERVIGE 1 cosT o DISCOUNTED NETcoST . S
- - . TATW &Rl (BJwjout BRI ~C) - W () A 3% 6% 8% o5 et

#

,:1989381 *$10.280,568 $13,195,208  §-2,914,720 © $4,220,192¢ $1,305,472 $1,305,472 51,305,472 §1,305,472 51,305,4/2 $1,305,472 - e
: }98‘ 82 ‘.10,5‘06)}58 ]2}320’8]7 ‘2)3!4’659 > e '2’3‘4’659 ’2,25g,274 ‘2,2253634 '2’}83|64] ‘2,143;203 '2,}04’235 e
1982-83 10,725,543 12,493,723  -1.768.180 - -LJ6BIB0 41,699,519 -1,634,782 -1.573,674 -1.515.929 -1 481 +306_
1983-84. 10,928,195 12,395,167 1,266,992 . o hae.092 1,193,915 -1,126,351--1,063,791 -1,005,7/9 . -951 910 .
(1984-85 13,157,451 12,000,350 862,939 . o-s | -862,939 - 797,222 -737.584  -§83.520' 634,286 " 589,309
-~ Foe ) v ' S ' ’ ) ¥ - -
© -1985-86.7'\1,309,353 11,772,799 464,446 . v -t 464,446- 420,663 \31,741 347,061 -216,08¢  -288,388° = . |
‘ 1996-87 11,454,565 11,639,913 - . -T85.348 - .. -185,348 - -164.504 146,483 . 130,663 -116,801 -10¢ 52 -
oD (1987-88 Mis7avg 11,544,518~ . - 33.900 . R 33,9007 29,812 25,761 22,545 - 19.780 17 306 L
C 7 leedsd 11,713,799 11538670 0 175 . . 175,120 149,471 127,965 109,876 - 94.617 - 31,,699 r .
- 1983-30. 11,838,915 11,501,500 . ' 248,225 048,325 207,787. 174,370 145,963 1241224 1050313 3
. 1990-91 11,940,967 11,644,818 - 296,153 = - 296,153 202,989 200,000 165,370 137,17 L hgae o
-.-1991-92 12,002,474 11,730,038 - 302,436 = - - 302,436 © 243,238 196,457 159,320  129.710 * 106,002 A T
3992-93 12,118,067 11,775,639 © 342,428 2 * .. . 342,428 270,002, 213,880 170,176 135,983 10910
-1993-94 12,177,448 11,810,052 367,396 eme 367,396 284,000 220,649 A172,250 135,091  106.422
199495 12,245,843 11,878,037 367,807 - 267,807 278,752 212,399 '3162,5;;1 125,224 96,435 . o
;i: .t . : . o ' Ve . r":
i%':« ,«’f A * . . : ~ ‘. N . ) ‘
S R A ‘ . ' .
. ¢ -~ m::.,.
» ‘tq ; K - : - R E i . . v R f}‘;\? ! %’f
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June 1980 through June 1981. The anafysls compr1sed three major tasks (1)

G 8 T = . .
§‘ : e T * A NOTE ON RESEARCH METHODOLOGY .

P o | - -

%ﬂ' The results reported hére1n are based on an ana]ys1s of the CSUT i

P ) v _ 4*\ N <] ‘;
? N . Early Ret1rement Incent1ve program, conducted over a one-year period from ’ -
b

- a survey of emp]qyees e11gqb1e for the Early Retirement Incent1ve (ERT)

panogury
P oY

program, (2) the spec1f1cat1on and estimation of a formal model of ret1r{’

4 g
v et

§}; ment behavior among csuc emp]oyees and (3) the'spec1f1cat1on and est1ma- i

%:I ) t1on of amfaculty flow model-to assess the f1scaJ 1mpacts of the ERI 4

é;’ . progham. v,

g % ¢ SURVEY OF ELIGfBLE EMOLOYEES . > T .

%; ,“_ T “The first task in the ana]ys1s of the effects of the Early L i

%? " Ret;rement Incent1ve program 1nvolved survey1.g two groups of CSUC N o

> employees (1) a.random sample of all full t1me csuc emp]oyees, not .on - .If 1
‘ leave, who_ were age)SO or o]der as of June 29 1980 and (2)_the entjre - i';fl

’ L .- group of_fu;l time® CSUC faculty, not on leave who. elected to ret1re under _ ’ :1
’ the ERI program. The * purpose of these surveys was twofold f1rst to . : . :

g‘ *  obtain subJect1ve 1mpress1od¥ of the importance of several factors which .

B m1ght have 1nf1uenced eqployees ret1rement decisions (1nc1ud1ng faCtOFS)..
© % .

o reiated to the potent1a] 1mpacts of Propos1t1on §) and second to obtain

et TS N S
bt et Y,

data wh1ch wou]d be used in the other two t?sks. ‘Data sol1c1ted by the two

. IR e = e
.
1]

: surveys “jacluded information on eaph employee’ ¢ years of retirement service

-

credit, maritai status; heaJth, and net assets. In the case of the first"

|

F ; ' . survey (of eligible enployees), these data would be used in mddeﬁ]ing retire-' \ :
_?"_j.,: ment behav1or, in the case of the second survey (of facu]ty‘who retired) jzﬂﬁj,/ifjxi
&‘%cﬂ-* they would be. used in est1mat1ng the f1sca1 impact of the ERI proéian . . '1
E

°n

1 4




L]

Cop1es of both quest1onna1res used 1n the surveys are presented in Appendix

S | ErE——

-

} - Using'the data tiles of the CSUC Personnel Information Management
SystenL(PIMS‘, a total of 8, 226 employ2es were identdfied as employed
fugl t1me ot on 1eave and age 50 or older as.of June 29, 1980. From

Y
this pqpu]ation, a one-e1ghth, systematic random sample was drawn, yielding

1,029 1nd1v1duals. This group rece1ved the first, general quest1onna1re.

. or®

In add1t1on the PIMS data base was used to 1dent1fy those fuil-time

o ' facu]ty, not on deave, who actual]y retired during the ERI pngggzm s three-

second,
. faculty queut1bnna1re was ma1]ed to each member_of th1s group. Questionnaires
‘were maa]ed to- ‘both, groups in September 1980. ‘
T z‘ , Response rates to both the general and faculty questionnaires were

'qu1te good. of the 1 029 general quest1cnna1res d1str1buted 484 (47.0

1

e percent) were returned comp]ete,.loe (9.- percent) were returned part1a11y
R comp]ete and 360 (36 8 percent) were»not returned The balance, 83

:quest1onna1res was ‘either not de11verab1e*br was sent to 1nd1v1duals who

e v

" had less than five ‘years ret1rement serv1ce cred1t and, hence were ineli-

-

gible for the ERI program.. . The response rate to the faculty quest1onna1res

& e e M m e e e e ,

was even.better.‘ Of the 329 quesﬂ\onna1res mailed, 185 (56. 2 percent)

o

were returned complete, 42 (12.8 percent) iere returned’ partially complete,
. and 82 (24.9 percent) were not returned
Shortly after the quest1onna1res were ‘received at the Leg1sLat1ve
Analyst's 0ff1ce all responses were coded in computer-readab]e format.
—— e,

+ _ Data from each emp]oyee s duestionnaire were than matched with other data

E for thatlemployee a]ready on file in the PIMS data base: These data,

. . . # — R
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- 1nc1uded 1nformat1on on 'the egp oyee's ape,’sex, rac, ogcupational title,

L "« final compensat10;} ret1remgp§ system membersh1p (PERS or STRS), and —

. (51 515
1 . ) f;a‘?’f . *

whether he, retired dur1ng ﬁé%ER%—pPegPam———us+ng—%he39—%we—seurees-—twe

1 & 1,?,’

-

;:J :/‘fs. ‘
”%%11es were subaecteﬂ to pre41m1nary ana]ys1s entom-

,w? , of means, and exploratory data analysis us1ng 11nedr
£

regress1on. Cq§“p7 41ons were perf&?med on aﬁc&BM 4341 computer at the v~
tate's § B ’
sta eas tephhggpn

Teale Data Center. The purpose of thig preiiminary ana-

o Ry

fad ,
S f“dﬁ%
- - 1ys1s was t féfﬁh he groundwork fer/%he forma] spec1f1cat1on and est1mat1on i
f - ',#‘v
. [iwﬁ‘l" . - -
Y ’,weﬁ,ﬂ% behavior mode]. : o . - _ -
' ’ - : ‘e . . - . T
3' “ Nl - . 4 i <
- 1 ) .: . v T T——
~> . R . . . "

Data for the retirement behav1or model came from tvo sources: \1) .

; ” -
%bé‘ erged data file 1ncorporat1ng the PIMS data and tne responses to the

'fa’f i. PR,

enéra] questionnaires and (2) a data f11e derived solely “rom PIMS, con-

?ui] t1me csuc employees who would have been eli-

»Sl’t1ng of a sqpp]e of
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(approxxmately one—fourteenth) of the population of 8,226 4 €5ﬁ?'wh1ch the . .

respdnses were drawn. Therefore a one-fourteenth vstemat1c random ' _‘ o /((

‘sample of u]1~t1me csuc emplqyees not on 1eave who were- aée 50 or older 4

as of June:29: 1979 was drawn from the PIMS data base\ The- totaL\Populav .'.« g

tion thus identified cons1sted of .8, 398 1nd1v1du°ls of these 000 were,

T , :"o.-

.~ included- in the sample.. \ S 1-’"'-;. vz,;~
As noted the model of ret1rgment behavior is based on the beJow1ng - ~ . Jt
data whether or not the employee retired dur1ng the specified period (the- a d ]

e depandent; var1am]e), his age, fina] compensat1on ‘and the value of-his o ".
annuvty, and a dummy var1ab]e 1nd1cat1ng whether - the ?Rffﬁ(ogram Was 1n ) wu 2

'effect Data on a]] but -one of these vnr1ab1es were ava:?ao]e from the

PIMS data b»se._ To, ca]cu]atesthe Actuarla] Presént Value (APV) of an

. ’

vemployee's ret1fement annu1ty, however, datason his years of ret1rement

St servxce cred1t were needed (For employees who were eligible for the ERI |

-~program when it was of?'?ed in 1980 th1s informatior wes obtained\throughl . "

xﬁthe general survey.)

— Y

., :- Because linformation on employees’ retirement service crecit was not

'tm. ‘ readily ava1]ab]e from e1ther CSUF'or PhRS only twe a}ternatzves remained . -

for ~obtaining these data (1) send out another mail survey for the sole - h

purpose of gatkering this 1nformat1qp or (2} apprd§1mate the number of

. years of retirement service credit as a function of other known,

iniformation. For obvious reascns,.the second alternat1ve was ﬂhosen and

the emp{qyees years of service credit were approXimated based on age,

) (




L

<

;'?fnal céwpensation, sex, and occupational c]ass (faculty or non-facu]ty) 1

_The estimate for the years of retjrement service credit so obtained was

then used to calculate the value of the emp!oyee s retirement annuI-y,
based on o Table supp11ed by PERS. LT . ;
F1na11y, the data fi]e on the two groups of CSUC employees (thosev

e]ig1§le’for the ER: program in 1980 and those who would have been eligible |,
had a similar program been offered i 1970) vas reduced by about one-fourth
tbrough the elimination-of observat{gns on individuals who were not covered
by Suzial Securwty. This action was based on the reasonable assumpt1on
that the retirement behthor oF employees covered by Social Secur1ty (who

" would be ent1t1ed to an addit1ona1 annu1ty) d1ffered from that of emp]oyets

"’;;; covered by Social Seéurity. Removal of the observattons of individuals
not covered by Social Secur1ty reduced the size of the data set from 1,181
o 908. Of the 908 observations included in the fina] datafset 433 came
from the 1980 group and 475 from the 1979 group.

- ' | -

As noted, the parameters of the retirement behavior medel were esti-
-‘ mated using logit aoa1y=1s. The togit techn1que differs from other purve~

fitting methods (such as linear regression analysis) in severa] reSpects,
,?:‘

T The equation, based ou~data from 549 csﬁc employees who were ‘eligible
for the ERI pnogram in 1980, is as-follows: °*

Servcr =.7.678 +°2.642 (Age) + 2.697 (Avesalry) + 0.935 (Sex) + 2 272 (Ciass)

. where Server is years of retirement serv1ce credit; Age is the
enployee’ s, age minus 50, dividéd by 10; Avesalry is his annual final
compensatton, djvided by 10,000; Sex is a dummy. variable for the
employee's sex (1=M, 0=F); and class is a dummy var1ab1e for occupa-

*tional class (1~Facu1ty,,ﬁ Non-faculty). - ¢

. ,
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__.._.__*——— o ok s . / . j ‘ e ‘{, -
g" - one of the most important inv;f(ves the range of predicted probabiti- - ’ v
g‘ _ . ties, which-in the logit model is strictly between O and 100 percent, .
f54::~:‘~“:,_ —fclusive: ~For this anq'ﬁthér reasons, the logit model is partictMarly
' ; appropriate to the analysis of retirement behavior.
) g . - - . / 5 . ‘ : . .
X Thé estimated logitequstion is as follows:2 '
‘109" P - =0.9519 (A'Q’e} -~ 3.557  (Avesalry) + 3.463 (APV Total) + 1.260c (ERI Oummy) . o
I-7 (3.83)° (-12.21) . (8.72) 4.21) . “
‘ f - t-statistics ’in parentheses B \
' ... Hkelihood ratic = 893.70 ' e T
o ' . !
THe variables used in the logit equation are as defined below.
B Definition of Variables _ .
E ‘ N Retiremént Behavior:Model ..
£ ; . L “ ."' . ., . ,(
v P/ Probability that employee will retire during three-month period ,
% ;. .. -~ . - . s
‘ .. Age . Employee's age minus 50, divided by 10. )
f_ B v, “ ‘ . 1 -
. APV Total Total Actuarial Present Value of employee's retirement
ey annuity (including APV of two years' additional service
- " credit, if appTicable), divided by 100,000_ -~ _ .+, .
? - cAvealry  Employee's-final-compensation (average salary paid . ° . .
s 7 . “employee during most. recent three years), divided by 10,700 * -
é ERI Dummy Dummy variable 1ndicéting nresence' o{’ ERI program (1 > Yes, - ’
% : . 4 . 0 = Ho) . . .
Posme - e T . v . p -
2. The dependent variable in the logit equation, log 1= Py may be
- interpreted as the logarithm of the odds that a given employee will
v retire during the three-month period. For example, a probability of
.75 equals odds of ~75 to (1- .75), which equzls .75 to .25, or 3
" to 1-pdds. ’ T .
A A
. - Vd ) ‘
‘ : 4
¢ .
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= ) To provide estimated retirement probabilities for the faculty
‘simulatton modei‘ described‘below, a second logit equation was estimated
using a subsat of the 908 observations on CSUC employees in general. . .
;’1 " This ,subset consisted of "398 observations on full-time facuity, of

which .206 erg from 1980:and ‘92 were from 1979. - The estimated logit '

equation for faculty OHIqus as’folicw< .

R I A X)) (-7,91) 7 @B.1) (2.47

. . t-statistics in,parentheses
= " Tikelihood ratio.= 415.61

The variab]es used in the faculty logit equation again are as defined abave.
" The parameters of both Specifications of the ]ogit modal were
estimated on the University of Caiifornia at Berke]ey s COC 6400 com-

;; LW puter, uslng the QUAIL statistioal package. °

FACULTY SIHULATION MODEL | T i

b e - - g e e 3

The final task in the analysis of the Early Retirement Incentive’

-
- o

program involved specifying and estimating .a model of faculty flow to

be used in assessing the fiscal impact of the program. This simulation

PAZIEREe Coryerinst S
[

‘mode] was built upon the foundations laid by the preceding tvo tasks

data on the facuity positions vacated during the ERI program came from

the merged facuity data fiie created during the first task, while the. ' \3
second task provided estimates of eﬁéﬁ“employee s probability of
reti*ement.

~ay

The faculty 'simulatién model was programmed in the BASIC langhagE“f

. on the Legis1ative Ana}yst's'HewTettaPackard 9835A mi:;jémpugg::‘ The general
. P operation of the model is described in the main body this report; a flow

‘ chart of the nodei is presented in Appendix B. A brief discussion of the

’

T -modei s accuracy follows.

r Jlog P =1.850 (Age) - 2.931 (Avesalry) + 1.911 {APV Total) + 1.291)(5&1 Dummy

L Rl 3
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-Accuracy of the'EacultyLSimulation Model

-

Answer*ng the question cf how accurate]y the faculgy sxmulat1on -

.model replicates the impact of the CsSUC Early Ret1renent Incent1ve program
poses a difficult problem. Pbviously, the u]tlmate test\of any model 3

accuracy is its ability to rep]1cate observed behav1or. Yet for the first )

case analyzed: -~ retiréme znt behavior with he ERI program -~ date

‘on actual future costs w111 not be ava11ab1e for seveha] years wh11e '

for the second case -- retirement behav1or w1thout the.’tR1 program -« cost

P

data will never be available. {It .35~ hot possible to observe whav actual

»

=~ re:irement behavfhr uou]d have been in the absence of the-ERI\program.) 'Iq a

) sense, then,sthe accuracy of the farulty 51mulat1on mode] cannot be assessed:’ ‘

In anofher sense hawever, 2 51mu1ation mode1 is on]y as good as the -
assvmptlons_oh which it. is based, and it is possible, to examine the assump~
’ txons under7y1ng this- mo;ei. The four kdy assumptlons are as fo]low>
I. 7he retlrement behav1or of fu]]-alme faculty, both hnth and -
S %f: ;gwlthout*the ERT’ program, may be pred1cted based on four *
* °  variables: (1) age, (2) final Compensatior, (3) APV of the
retirement annuity, and (4) whether the ERI program was in .
effect. S o '
2. The -age d1str1but1on of new]y-h1red full-t1me-facu1ty may “be -
| derived from the actua] age d15tr1but1on of~th1s group durlngf
the three years immediately -preceding tne ERI program.
3.._The salary leveis of fu]]-t1me faculty may be est1matgﬁ‘based bn

» the actua] re]atlonshlp, dur1ng the three years 1mmed1ate}y pre-

ceding fhe ERI program, between age and average salary.-

' -100- s
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B 4. _The relationships described Jin assumptions 1 th::ough 3, above,
§ | may‘fbé éssum;zd‘to‘ remain constant over the period of time :

g .  simutated. = T " .
g . As noted in the mairi_l;;cdj of this report, ‘the first assumption *°  -. J
:~ {regarding prediction 01; fetirauéni.’ﬁﬁghé;i.oé) a_ppe;s'*s justified: the Togi'tﬁ = -]
i model used to calculate the probability of retirement accurately predicts ‘

: the retirenent decision fn fully 95 percent of the 338 cases'on which it is

" " ‘based (rét?rement’behavior of ‘,20‘\6 facult} eligible for rié;‘:'ireme:it durir;g g ;
ﬁg March 27 to June 29, 1980, and 192 faculty eligible for retirement during - -
ﬁ March 27 to Jﬁne 29; ;‘g979). Ti;e secgné-éssqngt{on,' regardhing'the ages of |
i new!y-;i_zired faculty, also Seems quite reasonable. : ' ‘: ““
?;f The third assv;snption, ~,how;eve_r,_ may be ;ubject to somescriticism in

U

‘ that it imp?-ic'{g}y assumes that ihe age/salary structure of the CSUC .

| - faculty at a point in time represents_the age/salary relationship

experienced by a typical faculty member ovér time. How valid this assump- .
‘ :tion :Is.adepends, at least in part, on s&letﬁer the observedl age/sa'&ar)‘r

structure is‘rfe]atitvela; st_atié: or.chanéing;'unfortunatel[y, evidence 6n this
. point’ is not available.3 ' ' |

9 o -

-

o ¥ A better alternative, perhaps, to usi-g the age/salary structure to
we ) determine a given faculty member's salary woeld involve gathering
information on the probability that a faculty member at a given rank
and step (e.g., assistant professor, step 3) will remain in his current
"state” or move to another "state" (e.g., advance one step, advance two
o ¢ steps, separate from the system). Unfortunately, the data necessary to
. " implement this ‘approach, which has been siuccessfully employed in other
Lo faculty simulation models, were not available. See David S.P. Hopkins,
e "Faculty Early-Retirement Programs,” Operations Research, 22 (May~-Jdune
ot 1974}, pp. 455-67 and Payl Gray, "A Faculty Fodel for Policy Planning,"
Er Interfaces, 10 (February 1930), pp.  91-103. . ’

.
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_The validity of the the Fourth, and Tinal, assumptwn is- debatable, C e

*“ o vawus?y, it is hxgmy :mh&e’fy that. the three prmr assumptions mH

‘ reiain canstant Sover the perwd simulatad; };he important questions to be
~ et ans%red nwever, are. (1) by hcw much da.the assumptions vary over time?
: ané (2) how do th?se variations affect the accuracy of ne ,cost - :
pmgectmns” Kith respect to.these questwns, it can only be noted.that

- 7 R

gl) to the extent the first thrge asswnptwns vary, their variatxon is

_:L - ?ike’!y to be greater, the farther ahead "one attemm:s to forecast, and {2)
‘ ., simi} rly, the vamebﬂit,y of the cost estmates obtained is 'like’ly to

) parat'}e‘i that of these assumptions. In simp‘le terms, t.'he‘ farther nto the -
,w, © . futurs one atsempts to farecasi, uhe Tess re!iaols such forecasts become. -
' Thus, wm?e we can be reasone}ﬂy certa'm that; the estimated costs for the
L *first yaar are acsurete, we are less confident about those in the aecond ..
year, ang’ 50 on. Simfamy, g rive-year net cost figure is probab)y FOre - _ R
" reliable than 3 ﬁﬂ;een-year fidure. . - .
o Anathev mdtcafmn of the sinul atmnfmdef s accuracy- re}ates f.o
x.he hehavior of the 'mde! itself: do the cost estimates Vary wide'iy from

sne‘szm ation to another? ‘Yf s¢, then the’ underiymo phenenenon mnch the ~°

mode! is atiempting to ref 1ect {in this case, faculty flow) may be- inherentlv

~

- unstable. In such cases, ¥ simulation model is of 11tt1& use.

§ Fartunete}y, the cost estimates provided by, the faculty simulation model
; . ms;ﬁ ay & relative!? 'y hlgh degree of. cons;sterqy. In fac:., for ti*e yearly
{I ' '  "Het Cost" figures f:resented in Tab?e 13 (co]umn E), 95 percent of the
;}: | annuel net cost estimates yxeided by any given simulation will fall Within
g ?‘ange af’ from- p!uj or minus 350,000 to plus or minus $210,000 about the

’&fv -

N figure li‘:d‘ic;ited depending on the year- examined.

- o .‘° N igﬁ ,
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the model predicts uhat‘about 43 percent of the faculty eariy ret1rees

iy

A final indication of the faculfy simulation model's cccuracy is

-

"given by conpa}ing the pr-dicted number ‘of faculty early retirees who o

would have retired H1thin a given time period, in the absence of the ERI
program, to the early retirees' own estimates of when they would have

retired. Again, the facuTty"simuTatTﬁ“"ﬁﬁaéT‘iéFTbrms quite well:

BN
LS

OO IR R SR
5, & % *
R s

) woﬁ1d hive retired in three years or less, while 55 percent of these early

retirees responding to the Legislative Analyst's questxonnaire4 inajcated

that they would have retired within this time périod. ' ) ’

4. TFeculty retirees, covered by Social Security, who responded to, the -
" general questionnaire.
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