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EXECUTIVE SUMMARY

incentlve early reurement programs desngned to ¢ encourage

and facilitate the retirement of faculty before mandatory or

a regular retirement Jge have becoime increasingly popular
on-college campuses during the past decade. _ _
This monograph provides an extensive review of. the llt-

erature on incentive early retirement programs, including

the findings of several studies designed to assess the effec-

tiveness_of such programs. It addresses-several topics: the

reas >ns for which institutions develop the programs; key

concepts and terms relevant to the topic, characteristi~s of
different types of programs and the incentives offered,
legal issues that must be-addressed; costs and benefits:
strategies for assessing the feasibility of developing pro-

grams; and an assessment of the success of programs.

What Are incentwe Early Retlremenl Programs"

Incentive early retirement programs are an arrangemenl

between an employer and an employee that provides a tan-

glble mducement or reward for early retirement. The deci-

s:01i is voluntary on the part 0! the employee; and the

incentives are structured so that within institutionally

established cntena, the_ fachlty member identifies himself

or herself as a candidate for participation.

- Such programs may be ad hoc in nature—in whlch the

faculty member mdnvndually negotiates the incentives. _
(senefits) with the institution—or formal—in which the
institution has established the sncentives_that will be

offered to a class of faculty id< rtified as meeting the insti-

tution’s criteria for eligibility to_participate..

. These programs can be classified as beneﬁtmg pnmanly

faeulty or the institution, depending upon the reasons for_

which they are established. A recent study of programs in

51 public institutions identified nearly 60 percent of the
incentive offerings as being beneficial to the institution
(Chronister and Trainer 1985a). _ B

_ The most common mr*enhvesnsed in early retnrement

programs include a _:verance-pay or lump-sum payment, a

liberalized actuarial reduction; annuity enhancements,

bridging benefit payments, partial or phased retirement,

and/or other basically nonmonetary perquisites. Most insti-

tutional programs include combinations of incentives to
meet the diverse interests of faculty. A study of 39 private

liberal arts colleges found that nearly 21 percent of the

Iricentive Edﬂj' Retirement Programs for F&Eiilij;
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mstltunons oﬂ'ered two ‘or more mcentlve optlons to fac- :

ulty (Kepple-1984), while among the 51 public universities,
approxlmately 55 percent of the institutions offered multi-

ple incentives (Chronistei and Trainer 1985a).

How AreProgramsBeyeloped",, B

Asse sing the fcas;blhty ofestaﬁllshmg an incentive early

1etirement program is a complex undertaking. The devel-

opmeiit of such a program must be based on the character-

istics of an institution’s-basic- renremem plan, the needs

the program is designed to address, and the relevant char-
acteristics of the faculty to whom it is addi essed. Whether

an institution has a defined contribution or a defined benefit

retirement plan has important implications for the nature of

the incentives that might be required.

' A key question that will affect the natiire and success of

an early retirement program relates to the role of the fac-

ulty in its development.-Most early retirement programs_ .
identified as successful in this report involved faculty com-
mittees or representation in program development. Such
involvement ensures that faculty concerns are-addressed

during development of the program and provides for fac-

ulty members’ better understanding of the purposes for

which thie program is created. - :
The age distribution of faculty and thenr lustoncal retxre-

ment patterns have-implications for choosing the threshold

age for faculty participation. Activities important to devel-

oping an incentive program include computer flow model-

ing of faculty on selected characteristics; such as age and

tenure status, under differing assumptions and cost/benefit

analysis of different incentive options from both the institu-
tion's and the faculty’s perspectives. - . -

A number of feder?l and state statutes and regulatlons
must be considered in program development. Incentive -
early retirement programs may be affected by t the current

social security law, the Employee Retirement Income -

Security Act, the Age. Discrimination in Employment Act

as amended in 1978 and 1986, and federal tax consider-

ations, including those introduced by the Tax Reform Act

of 1986. Federal statutes and regulations in particular often

present-complex legal problems, and the unpllcatlons for

the mstltutlon and the mdxvndual may bé far from inconse-
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applicable. It is therefore important that legal counsel be
involved in the process at some time before the program is

Have Early Retirement Programs Been Successful? .
Although observers do ot agree unanimously on the effec-
tiveness of incentive early retirement programs, the major-
ity of the information gathered for this report supvorts the
use of the programs. This observation is not intended tv

present such programs as a panacea for curing staffing
55§léiﬁ55i' financial woes, hOWEVQr. L Ll IIiToT oo
__Inassessing the effectiveness and success of these incen-

tive programs, it is necessary to view them from the per-

spectives of both institutions and faculty participants. Suc-
cess from the ingtitutional view may be a functicn of such
factors as the number of vacancies created, a reduction in
tenure ratio, and/or a reduction in personnel costs. Success
from the faculty’s perspective can be assessed in terms of
whether the program allows the individual to pursue per-

sonal and professional objectives that continued employ-
ment would deter and whether the retiree’s income after

retirement permits the maintenance of a lifestyle that is -
approximately equivalent to that of retiring at a *‘normal”
age. The degree to which eligible faculty members actually

participate in the program may be viewed as a measure of a
program’s success. - - L

" Nearly 49 percent of thie 39 liberal arts colleges cited in_
this monograph indicated that feculty participation in their

early retirement programs equaled or exceeded expecta-

tions, while 42 percent stated their programs had not been

in existence long enough to make a judgment (Kepple
1984). Although no explicit numerical goals had been -
established for the majority of programs at the 51 public .
universities; 80 percent of the institutions offering full early

retirement options indicated that faculty participation had
been at or above the expected level (Chronister and
Trainer 1985a). -

The limited number of published studies ahout faculty
reactions to participation in incentive early retirement pro-
grams indicates generally positive acceptance. A 1977
study of early retirees found that 93 percent of the early

rcnree ees were satisfied with their giecisiélj:and:?ﬁﬁéfééﬁt
would make the same decision again (Patton 1979).

Inrentive Early Retivement Programs for Faculty
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The u1se of formal incentive programs can also signifi-

cantly affect the quality of a campus. A number of institu-
ticns have reported that as a result of offerinig an attractive
incentive retirement program, they lost senior faculty

members that they would rather not have lost.

What Is the Future of Iceiitivé Early Retirement Programs?

Incentive early retirement programs bave been generally
termed successful in meeting the purposes for which they
were established at most campuses. With passage of the
amendments to the Age Discrimination in Employment _
Act; which abolished mandatory retiremient by reason of

age; and with the growth in the proportion of ths faculty
who will be 55 to 65 over the next 15 years, incentive early
retirement programs should become increasingly popular

as a personnel management tool, recognizing that to be
effective such programs must address the interests and
needs of faculty.
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For the past several years, the issue of the aging professo-

riate has been recognized as one of the most critical prob:
lems facing higher education today. This topic was

addressed most eloguently by Christine M, Licata in the
recent 1986 ASHE-ERIC Higher Ediication Report; Post-
tenure Faculty Evaluation: Threa: or Opportunity? Effec-

tive incentive early retirement programs, like post-tenure
evaluation plans; should be linked with faculty develop-
ment. The amendment to the Age Discrimination in
Employment Act; passed in 1986 with a potential effective

date for higher education of 1994, makes this issue even
more important. Basically this amendment says that age is

no longer an acceptable criterion for forced retirement. and
has heightened concern aboiit elderly faculty. .= .
- The concept of reviewing faculty after tenure—either for

development and. renewal or for performance—is still con-
troversial. Because it is controversial, many faculty and-
administrators find the issue unappetizing and would rather
seek a solution through early retirement. @
__There are many reasons why early retirement programs

are more appealing. First and foremost, on the surface
these programs appear to be a ‘win-win’ situation. The

institution wins in the long run by reducing salary expendi-
tures and opening new faculty positions for either reassign-
ment or replacement with younger faculty. The faculty
wins since these programs are voluntary and only those

who wish need take advantage of this opportunity.
—In reality, early retirement programs are more compli-

cated. Unless carefully devised; they can have more losers
than winners. Not only should the legal and tax consider-
ations be carefully reviewed by counsel, but a careful
examination of which faculty might be tempted to take

advantage of the opportunity is also advised. Another con-
sideration is who will fill the insurance gap between early

retirement and the minimum age for Medicare and Medic-

aid: There is a delicate line also to be drawn between offer-

ing incentives only to a targeted faculty—which can be

construed as discriminatory—and yet not losing all the
bESt faﬁilty éithéi‘! Tl TTmmmIoTo T : .
In-this monograph; Jay Chronister; professor and associ-

ate dean of the University of Virginia, and Thomas Kep-
ple; Ir_; provost of Rhodes Coll=ge, give a siiccinct review

of the literature and a careful study of institutional experi-

Incentive Early Retirement Programs for Faculty'
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erices with such programs. The caveats contained in the
conclusions and recommendations section provide vital
guidance in even considering the feas:blllty of startmg such

a program.__.

. As presndents chief executive officers, branch presr- -

dents, and other administrators and faculty consider initiat-

ing early retirement programs, this monograph will be an

mvaluable a1d Early retrrement programs are complcx dlf-

lcg1slauon and the expectation ‘of more such leglslatlon
The issues of fairness; academic freedom, vitality, and- -

accountability are inextricably woven together here. This

report will help make the long-term decisions more
rational.

Jonathan. B Fife

Professor and Director

ERIC Clearinghouse on Hréher Educatlon

The George Washington University
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Contemporary-higher eduication faces many critical issues

brought about by changing social, political, demographic;

and economic conditions. Faculty staffing, a particularly -

acute problem, has been the subject of significant research

and institutional policy development in rzcent years. Stable
or declining enrollments, financial constraints, students’
changing interests, the characteristics of the professoriate
itself, recent legislation uncapping the mandatory retire-.
ment age—all have combined to affect the flexibility that

institutions deem necessary to meet current and future cur-
ricular and financialneeds. .

_The literature on higher education suffers no dearth of

mformanon on the needs of colleges and universities for
change in the composition of faculties during a time of
management’s constrained flexibility (see, for example,
B’o’W’eii and Schuster 1986; Cliib’iiié’téi' 1984, Mbﬂiiiiéi-;

land 1%5 Paiton 1919)Jnsntunons hayﬂ explored a vari-

ety of management strategies for creating an increased rate

of turnover of faculty positions to provide for a continuing
influx of new faculty, to respond to students’ changing pro-
grammatic interests, to continue initiatives in the hiring of
women and minorities, to reduce tenure ratios; to increase
academic quality, or-to reduce staff in the face of financiai
constraints. Their primary purpose has been to create a__

turnover in faculty positions that will exceed the turnover

provided by historical rates of faculty retirements and

other involuntary and voluntary separations.

_ Recent studies indicate that incentive early retirement
programs for faculty are one approach that colleges and
umversmes are usmg to deal wnh stafﬁng problems

are. management strategles deslgnedto facllltate tumover

in faculty positions in support of one or more institutional
purposes or objectives:.

This report reviews extensnvely tile hterature on incen-
t;ye early retirement programs as well as findinigs én<-
observations from case studies of a. number of institutions.
that have such programs. Topics addressed include factors
that institutions cite as serving as the impetus for develop-

ing the programs, characteristics of different types of pro-

grams, legal considerations and requirements that must be

Incennve Early Renrement Progmms Jor Faculty
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recognized and accommodated in-the development of pro-
gramis, institutional and individual cost/beneft consider-
ations, strategies for assessing the feasibility of program -
development, and an assessment of the advantages and dis-
advantages of early retirement programs from both institu-

tional and faculty perspcct:ves., o

- The report includes five major sectlons, The ﬁrst section
briefly reviews environmental factors that have been
described as creating the milieu in which early retirement
programs have developed. The second section discusses
different types of programs and the purposes for which
they have been established; as well as definitions and an _
elaboration of the key concepts and terminology necessary

to understand the topic. The third section presents strate-

gies and factors to be considered in deciding upon the -
development of programs, using material from case stud- -
ies. The fourth section preseiits the experietices of selected
institutions that have implemented early retirement pro-
grams and the reactions of faculty to such programs. The
final section presents conclusions and recommendations _.

for institutions considering the establishment or revision of

ircentive early retirement programs
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MENVIRGNMENT GF HIGHER EDUCATION

The environment in which msmun(;n; (;f hlén;zr educatlon —

find themselves in the mid-1980s is well described in the et
The number

phrase ‘‘uncertainty.in.the face of scarce resources”’ (Mor- e 7
timer, Bagshaw, and Masland 1985, p. 5). The proble- s of of ﬁll ﬁ:ﬂie
uncertainty in student enrollments created by the decline in fesideﬁﬁal

the size of the traditional college-age population, the pres-  LCSPEN p
sure for increased institutionally funded financial aid, the f;aic: dyn__ -
volatility of federal support, the need to replace and colleges and

upgrade computer equipment, scientific equipment, and - umversztzés

fgglyygsflnjggnefral the residual effects of inflation on insti= -~ o o2
tutional operations; and the problematic nature of state - Ihas 8rowi
support for higher education in recent years are generally ﬁjoiiz aboui

accepted as having significant implications for the contin- 154 000 -
ued vitality of colleges and-universities. il
But-colleges and universities must also address several 1 960 lo

other important factors directly related to faculty staffing: appraxumly

the increased costs of faculty compensation, shifts in stu- } 466,000

dents’ course preferences, the demographic characteristics
of the professoriate itself, 4 general malaise among faculty by 1980].

the influence of the a,mgngmenis to the Age Djscnmmanon
in Employment Act {ADEA). These {actors: although not
applicable to all institutions to the same ’dééf'eg deserve

amplification because of their relationship to issues of fac-

ulty staffing in general and to questions of flexibility in par-

ticalar:

Growth m lhe Numberol' Faculty - S
The exponential growth of higher education in thls country
.rom the late 1950s through the early 1970s led to a growth

in the number of full-time residential faculty in colleges and
universities from about 154,000 in 1960.to approximately
369,000 in 1970 (National Center for Education Statistics
1979, p: 104). By 1980, the full-time instructional faculty --
was estimated to have reached 466,000 (American Council
on Education-1984, p. 114). As a result of that significant
growth over the past iwo decades, higher education

entered the 1980s with a relatively young professoriate:

lmpact of the 1978 and 1986 Amendments to ADEA

The passage of the 1978 amendments to ADEA raised the

mandatory retirement age from 65 to 70 and created---
another environmental factor impinging upon the ablhty of

Incentive Early Retirement Pr ‘s for Faculty 3
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amendméms had the potential impact of addmg ﬁve years
to the careers of many tenured faculty, although they
exempted higher education from the guidelines for retire-
ment-at age 70 for tenured facuilty until July-1, 1982, pre-
sumably to allow colleges and universities time to prepare
for the future effects of the act (Hughes 1981; p: 215):

_ At about the time of the passage of the 1978 amend-

ments a spate of studies attempted to forecast the impact
of that legislation on faculty staffing for higher education
{Corwin and Knepper 1978; Fernandez 1978; Patton 1979;
Simpson 1979; Tillinghast; Nelson, and Warren, Inc. 1979).
The purpose of the studies varied slightly; but the ques-
tions that were addressed generally involved two major __
issues: institutions’ ability to maintain vitality at a time of

retrenchment or stability and the problems of prospective
faculty members attempting to enter academic employment
during the next decade (Corwin and Knepper 1978, p. 4).

- Several studies predicated their assessmient of the poten-
tial impact of the 1978 changes on the relatively young age
of the ii’rthSStii’i'zité ai the time of p’assagé 6f the amend-

faculties was 42 with 73 percent of the faculty under 50.

years of age and only 8 percent over age 60 (Corwin and
Knepper 1978, p.-14). Another stated that with a median
age of 42 for faculty in the late 1970s, the-median age for- -
the professoriate would not reach 50 to 52 until about 1995
(Novotny 1981; p. 2). The implication of this observation is
that the natural turnover in faculty positions because

of retirements would be relatively minimal until near the
year 2000,

- Witn the.p passage of H.R 4154 in October 1986 the Age
Dlscnmmatmn in Employment Act of 1967 was amended
to remove any age as a imandatory-retireiient age, effective
January 1, 1987. Provisions in the legislation would make
exceptions to this effective date for certain employees cov-
ered under collective bargaining agreements and a seven-

year exemption for faculty members serving under a con-

tract of unlimited tenure (to expire December 31; 1993).
The seven-year exemption for tenured faculty provides
institutions with the opportunity to continue current prac-
tices of invoking mandatory retirefient at age 70 for ten-
ured faculty for that period of time or to immediately
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uncap the retirement age, as will be required on January 1,
1994 (P L.99-592). - - e -
- Inresponse to the 1978 amendments; about 85 percent of
the institutions participating in TIAA/CREF (Teachers

Insuranice and Annuity Associatio:/College Retirement -

Equity Fund) plans ignored the four-year exemption and
bégaiii,iiﬁiiéiﬁigtheir mandatory retirement age (Calvin
1984 p- 4). In addition, participating faciilty are retiring _

earlier than they were 10 years ago. In 1985, 35 percent of
TIAA/CREF participants started to collect their annuity
incomes betwee tiie ages of 56 and 63. compared to 24
percent of participants.in that age range in 1975. Con-=- -
versely, 55 percent started annuity income at 65 or-older in
1985, compared to.71 percent in 1976 (NACUBO 1986b).
In view of these figures, the effect that the uncapping legis-
lation will have on retirement patterns is problematic for

higher education.

T?ﬁdr@ sﬁiﬁg 6E Eﬂicjjliy’” LTl N z ool
The tenure status of faculty is another important variable

to be considered when addressing the issue of flexibility

and/or financial constraints on institutions. According to a
recent study of the problems of flexibility on college c2m-
puses, 94 percent of American four-year colleges and uni-

versities have a tenure system, and 57 percent of all full-
time faculty at those institutions are tenured (Mortimer,
Bagshaw, and Masland 1985; p: 12): The tenure ratioon -
campus is an important variable to an institution-in an envi-
ronment in which steady-state or declining enrollment dic-
tates that no increase in the number of faculty can take
place and that, in fact, some reduction may be required for

ﬁna!ciall f?asons: oI . St = e

- An additional problem created by high tenure ratios is
that institutions are reticent to award tenure to qualified
junior faculty, thus creating an environment in which those

faculty members are cycled in and out of institutions as
academic nomads (Chronister 1984, p. 7). A consequence
of this lack of opportunity for employment stability in aca-
deme is the possibility that very talented individuals are

not considering the professoriate as a viable career. . .
Although regional and institutional differences exist, it has
been anticipated that net additions to the professoriate will

be minimal for much of the remainder of this century (Car-

Incentive Early Retirement Programs for Faculty
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nééie Councii 1980; p. 305). Reflecting the concern of rTu:xny
institutions that tenuring reduces staffing flexibility isa -

recent report indicating that during the 1984-8S5 year, col-

leges and universities were as likely to hire new- fﬁculty in

term or. contract posnlonS as they were to hire them in

tenure-track positions (El-Khawas 1986, p. 5). .

- Projectionis on potential faculty turnover for. the penod

1985 to 2009, using a variety of assumptions, foreseea
need to replace approximately two-thirds of the faculty of
1985 during the 25-year period (Bowen and Schuster 1986,
p: 198). Institutions are encouraged to move with caution

and tact in assessing the need for faculty turnover and in

instituting programs to meet short-term and long-range
staffing needs.

Financial Implications of the Age and
Tenure Status of Faculty - -
The financial implications of the current age and tenure sta-

tus of faculty, in terms of costs of compensation, have

been exacerbated by the amendments to ADEA, becaiise -

of the potential years of added employment for hrgher-pald
senior faculty (Corwin and Knepper 1978, p..25). In addi-

tion-to the growth in the saiary level of faculty, a continu-

ing increase in the-costs of lnnge benefits has become a
significant factor. For faculty ... the- professor level, average

academlc-year salanes rose from $18, 314 in 1970271 o

same time, the avemge cosis of fnnge beneﬁts assoclated

with those salaries grew from 10.2 percent of salary to 16. 2
percent (American Councii on Education 1984; p. 124).
Much of the increase in costs of benefits is attributable to
health benefits and social security taxes.-

" As a share of the total institutional budget for current
Operatlons it is not uncommon for personnel costs, includ-
ing faculty compensation, to amount to 60 to 70 percent of
an institution’s expenditures: Many institutions find that by
replacing senior-level faculty members with entry-level fac-
ulty members, they can partially control total costs for fac-
ulty compensation.

Stndents’ Ghanglng Curncular lnterests -
The ablhty of institutions to respond to evolvmg socnetal

needs and students’ changing curricular interests and needs




has serious implications for institutions during periods of
constrained faculty resources. Although the impact of
these conditions varies among institutions; the mﬂuence of

students’ changing preferences is a factor with which col-

leges and universities must deal. Between 1969 and 1984,
the percentage dls’nbuuon of undergraduate enrollments
by major-had registered some dramatic changes across
fields and within fields (Carnegie Foundation 1985). Based

on data for 1969, 1976, and 1984, student enrollments in

occupational-professional programs had fluctuated from 38
to 58 to 50 percent of total enrollments, respectively. For
the humanities, the percentage of enrollments had. declined
from 18 percent to 5 percent over the 15 years, while

enroliments in the physical sciences and mathematics fluc-
tuated from 17 to 8 to 22 percent, respectively (p. 31). The
most dramatic shifts in choice of major have occurred at

the less selective liberal arts colleges {(p. 32). Many institu-

tions are finding that highly specialized; tenured faculty

who were hired during the years of major growth in enroll-

ment are less resilient in accommodating evolving and
changing program needs dictated by fluctuations in stu-
dents’ career interests.

F:iculty Morile
It is generally accepted that the quahty and vuallty of col- -
leges and universities are directly related to the quality and

vitality of their faculty. In recent years; a number of stud-

ies have documented a malaise within the professoriate

that threatens the quality and vitality of colleges and uni-
versmes and thelr ablhty to respond tothe challenges of

BowetL19B5) Neax:ly 40 percentof facnlty are less enthu-

siastic about their careers than they were earlier, almost 25
percent would consider a change of career, more than half
would consider taking another academic position, and
close to 30 percent feel trapped in their jobs Jacobson
1985; p._1). Contributing to this malaise among junior fac-

tﬁﬂ}yfgleg}pers has been the pressure created by the recog-
nition that even if they meet adequate academic criteria of
productivity for promotion and tenure, environmental fac-
tors such as uncertain enrollments and financial constraints
might mitigate against them in the award of tenure.
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YEARS IN WHICH INCENTIVE EARLY RETIREMENT
PROGRAMS WERE ESTABLISHED, BY TYPE OF
PROGRAM AND NUMBER OF INSTITUTIONS

Years - - Early Parﬁnl pnisea
Before 19?,5,,, 3 3 1
1975 and 1976 1 6 2
1977 and 1978 1 1 5
1979 and 1980 4 3 3
1981 and 1982 12 5 3
1983 and 1984 -6 2 2
Total 27 20 16

Source: Chronister and Trainer 1985a, p. 28.

Insututlomd lnterst in lncenuve Early
Retirement Programs_

In view of these problems and issues, a large number of
colleges and uiiversities have been seeking programs thatf
will create turnover in faculty positions toward the goal of
reducing staff; reducing the institution’s tenure ratio, pro-
viding for the reallocation of positions; and/or providing for
renewal of the facuity through recruitment of new faculty._

The lmplemematmn of incentive early retirement programs

for faculty is one strategy that a growmg number of mstitu-

and Trainer 1985a; Kepple 1984). Data gathered in a,,study
of 51 public universities provide information on the growth
of incentive early retirement programs in recent years. It is

andmpieméntaﬁou heightened at about the time of the

enactment of amendments to ADEA in 1978:

- A study of incentive early retirement prognuns in252
llberal arts colleges found that 15.5 percent (39) of the col-
leges-had an established program; furthermore, an addi- -
tional 20.2 percent (S1) of the colleges’ presidents indicated
that they expected to have programs established by June
1985 (Kepple 1984, p. 61). Viewed from a different per-__

spective, only one of the institutions had an incentive earlv

retirement program in 1971, but 11 colleges had established
such programs during the first six months of 1983 (p. 63).
_ It is difficult to determine the number of institutions of
higher education offering incentive early retirement options
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to faculty, but estimates range from about 100 institutions
(Palmer 1984, p. 23) to 25 to 30 percent of all colleges and

universities (Watkins 1985, p. 21). With the abolition of

mandatory retirement, however, it can be expected that
many colleges and universities will express a renewed -
interest in incentive early retirement programs as essential
management strategies.

Incentive Early Retirement Programs for Facuity _—




INCENTIVE EARLY RETIREMENT PRGGIE&MS

Concepts and Definitions I

Early retnremem has recelved a sngmﬁcant amount of atten-
tmn m hngher educauon in recent years, although thc con-

tory age has been panof mqmglmr education scene for

many years. It is during the past decade that the develop-

ment of incentive early reiirement programs, as a person- -

nel management strategy, has gained the increased interest
of institutional leaders. Tke influence of the multitude of
factors cited in the preceding section has led ani-increasing
number of institutions to seek a means of inducing a num-
ber of faculty to retire early. These strategies, designed to

facilitate the carlier separation from full-time employment,

are genetaﬂy referred to as ‘“‘incentive early retiremeni

programs.” _ .

Incentive early retlrement programs must. be structured
so that the decision to retire-at an-early age is at the discre-
@lOI’!’Of the individual. Therefore; ificentive early retirement
programs can be described as any arrangement between an

employer and an employee designed to provide tangible

inducements in the form of a monetary or an in-kind

reward for early retircment (Jenny 1974, p. 8). Such pro-

grams are designed to be voluntary and the incentives, or

tangible inducements, therefore structured so that faculty
members ldentlfy themselves as candidates for participa-
tion (Patton 1983c, p. 1a). Early rctirement programs must;
by virtue of the Age Discrimination in Employment Act, be

voluntary in nature (P. L. 99-592, Age Discrimination in

Employment Act Amendments of 1986).

Progrnm Structura

prescnbciHnder anad. hoc approach, each early ret; -

ment is_negotiated separately with the individual faculty

member, The advantage to mstltutlons of an ad hoc pro-

areas of greatest need, Thg faculty meiiber has the ¢ oppor-
tunity-to bargain for benefits that might not normally be

part of formal early retirement programs. The disadvan- -

tages of the ad hoc approach are that it does not provide a

programs must
be structured
so that the
decision to
retire at an
early age is at
the discretion
of the
individual.

Incentive Early Retirement Programs for Faculty
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very effectwe base for long-range mstltutmnal planmng,
and it has the potential for raising issues of equity among
faculty who express an interest in retiring early but are
unable to obtain an incerntive to participate.
-‘Formal-incentive early retirement programs are plans
with specific guidelines; policies; and procedures under -
which any faculty member meeting the established criteria

for eligibility may apply to participate. The advantages of

formal programs are that all potential faculty participants
within specified classes are treated under the same guide-
liies, and the institution has a better opportunity to effec-
tively project costs per faculty member for the program. A
perceived disadvantage of formal programs is that once -
established, they do not provide for negotiation of benefits

to meet individual faculty interests beyond what is pro-

vided in the plan; which might be a. dlsadvamage for the

institution if a faculty member in a field in which a reduc-
tion is desired or a facuity member desiring to leave aca-
deme ypuId choose to retire early but with iriceiitive beile-
fits different from those provided in the formal program. At
the other extreme, the standard benefits provided by the
institutic.: might unwittingly attract into early retirement

facuity whom the institution would choose not to lose:

mclude ofie or more of the followmg incentives mdnvndually
or in combination. In fact; most incentive early retirement
programs on. collegc and university campuses combine the.
following options in some way because of the need to meet
a variety of economic and professional concerns and insti-
tutnonal objectlves (Chromster and Tramer 19853) For
each strategy, careful attention must be paid to how the
incentives are structured to comply with requiremernts dic-
tated by the Tax Reform Act of 1986.

Severance pay or lump-sum paymeni . ___ ,
Under these options; an individual receives a ﬁnancnal

bonus for voluntarily retiring early. The basis for the pay-
mem is narmally some percentage of base pay.. For exam-

1 50 pgrcgnt of his or her current s,alary,fot retnnng ata-
specified age; say 62. Options under this type of incentive

12
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mclude aJump-sumpayment,a tax-sheltered payment or

deferred payments over a number of years (Patton 1979,
pp- 11-12).

For the faculty memtzr Wxthout concerms about mﬂauon
or Wlth an unmedlate nwd for cash tlus opuon rmght be

sunp1e toadmlmster and can be mlauvely low cost (Kepple

1984, p. 6). This option, however, if not carefully structured,

has the potential to create a significant tax burden for faculty

members (Price Waterhouse 1986, pp. 83-90).

bbembzatwn oflﬁeactuanalreduchon — -

This incentive is a common one: An individial who retires
early receives the full, or nearly full; value of his or her
pension annuity as if employment had been continued until

the normal retirement age. For the employer to provnde the

employee an unreduced benefit formula at age 60 in con- -

trast to what it would have been had the employee worked

until age 65 would necessitate an increase of - -approximately
50 percent in the employer’s cost (Patton 1983c, p. 3a).

Amuuty enliancements .

case the enh;mccmemjs intended to boost the. retlrement

income to approximately the level that would have been

achieved had the faculty member remained employed i unul

the regular or target retirement age. 1t is accomplished by
providing an additional annuity that supplements the indi-
vidual’s original retirement annuity or by providingan
interim payment that permits delay of the siart of payout of

the original retirement annuity until a future date..

- Two approaches to annuity enhancement have been used

in ea;rly retirement programs: ‘‘annuity prermum continua-

non ' or supplemental annunty purchase Annunty pre-

ments to an employee’s anniity congmct dunng a,,p,enod of
phased i-etireiﬁeiit or ’cbiitiiiiiatiaii of salary. It is also

rece:vmgpaymems in lieu of salary (Heller 1979, p: 5)

- The supplemental annuity purchase is normally used to

mcnease the accumulation under an annuity contract at a-

specific age. For example, a person retirinig at age 62 mnght
receive a supplemental annuity that would bring the level

Incentive Early Retirement Programs for Faculty
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of accumulatnon up to what would have been ac'neved at
age 65 if the employee had not retired early. A supplemen-
tal annuity-purchase is normally accomplished by a lump-
sum contribution at the point of early retirement or by a
series of annual contributions before the employee’s early

retirement: This annuai contribution method is less likely

to create tax problems for the faculty member (Heller

Bridging benefit programs
A variation of the annuity. enhancement plan is to have the
faculty member retire at the early retirement target age,
begin to draw social security, and begin to receive a sup-
iileiiieiit ﬁ‘ﬁiii the iiiétitiitibﬁ tti bi'iiig ﬁet iiiédiiie iiii tb :i

contmne to pay. into the ea:ly retiree’s. pens:on ) fund. dunng

the early retirement years (Chronister and Trainer 1985b;
White I98|)

- Cash supplemenl'c pmd to early retlrecs dunng a spec:—
monly rcﬁncdiqaé,“hndgmg payments” (Chronister and
Trainer 1985b; White 1987, pp. 8-12). The advantage of
this plan for the éaﬂy retiree is that he or she does not
draw down the annuity corpus until a later age, say. 6ior

70; thus ensuring a significantly larger yearly annuity pay-
ment until death. The disadvantage of the program is its
normally high expense to the institution relative to other
types of early retirement incentives (Kepple 1984, p. 8).
Institutions that have defined benefit programs and/or that
do not participate in social secunity should not attempt____
bridging programs; such institutions should consider annu-

ity supplement plans (Patton 1983c; p: 4a):

Phased amtpamal retirement plans
In phased or pa1:tla! retirement programs, faculty rnembers

voluntarily retire in exchange for part-time employment
that might be provided with other financial incentives.
Generally, through some combination of part-time salary,
social security income, reduced income tax liability, and/or
annuity payments; the early retiree can obtain a disposable
income equal to or greater than his former salary for full-
time employmem (Kepple 1984, p. 6):
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Advantages to the rwree of such programs mclude a.

gradual disengagement from full-time employment with thc
possibility of retalmng other benefits, such as office space
and support services (Walker 1972). Advantages to the
institution are the release of a full-time position and the

related compensation costs. __ _ _

A distinction that can be drawn between the two types of

programs is that in phased retirement; retirees do.not draw

against their retirement annuity funds and the institution_
may continue to contribute to that fund during the period
of phased employment. In a partial retirement program,
retirees draw benefits but are permitted to maintain a lim-
ited part-time employment status as part of the inzentive
(Chronister and Trainer 1985a; p: 28).

Orherpemmsites -

Included among such beneﬁts mlght be ct)ntmued use of an
office, photocopying services, and secretarial support and
continued participation in group ..ealth and life insurance
pmgrams Thcsc mcetmves are u. ually most eﬂ‘ectxve when

Key Concepts. Terms, and Deﬁmtlons I

A number of key concepts and terms must berecogmze
and understood by those who are involved in the develop-
ment and administration of incentive early retirement

programs. __
A fundamental constdcrat:on facmg faculty members

who are candidates for incentive early reticement programs

is the ‘‘compensation’’_package that has been their source

of support during the employment years: Compensation
includes both salary and fringe benefits: Although salary;
which is evident in the pay check, is most often recognized
as a prime consideration for-the individual debating-the de-
cision to retire early, fringe benefits cannot be overlooked.
- Fringe benefits can be classified into one of three basic
groups—statutory benefits; voluntary benefits, and support
benefits (Kepple 1984, pp: 22-23). Statutory benefits are
benefits required by law and generally include social secu-
nty and workman s compensatlon Voluntary beneﬁts are
lzequlte,d,by contract. ,Examples of siich benefits mclude
professional travel, medical insurance; disability insurance;,

1ncennve Early Retirement Programs for Faculty
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scientific equipmient, parkmg, comp J and hbrary ser-
vices; and access to athletic. and culturai events.

A fundamental economic issue for faculty consndenng

cady retirement is the ‘‘foregone compensation;’’ or _

amount of income and ﬁ'mge benefits lost by retiring early

Although compensation is viewed as a current reward

received in exchange for work; *‘deferred compensation’’

is a strategy that prbvndes for payments after cessation of

full-time employment (Heller 1979, p. 3). This type of plan

normally provides a maximum amount of nontaxable
incoire,

- Another stratcgy 1ha1 deals w:th the |mpact of loss of )
income is referred to as ‘‘salary continuation’’; it involves

payment of all or part of an employee’s salary for a period

of time after termination of emplovment (Heller 1979; p-6):

Salary contifiuation is one of the incentives that might be a

O —

component of a formal ‘‘bridging” early retirement pro--

gram; it can also be a negotiable item for an institution that

uses the individually negotiated ad hoc contract approach

to facilitating early retirement.
___The literature on early retirement refers to the terms

“‘fiormal’’ retirement. age and ‘‘mandatory’’ retirement age.

“‘Normal”’ retirement : .age is used in retirement planning to

designate an age for setting retirement income objectives

and cortribution rates. The designated niormal : age mxgilt be
earlier than or might coincide with the ‘‘mandatory’’ retire-

ment-age of 70, which is the age at which it has been per-

missible to require an employee to retire under the 1978
amendments to ADEA. Under the 1986 amendmeiits to
ADEA mstntumms of hlgher education can continue to

ered by 1he uncéppmg reqmrements as of January 1, 1987.

Therefore, until January 1, 1994, institutions that take

advantage of the exemption for tenured faculty will have a

mandatory retirement age for some of their employees and

no such designation for others: After the seven-year

exemption expires, a mandatory retiremenit age will 2o
longer be part of the lexicon for describing retirement plan-

ning. Plans in which the normal retirement age is set within
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the ages of 65 to 70 appear to conform wnth reasonable
practice. - : o

_When an incentive earlyrennementprogrmms in the
deulopmntd stage; an institution must determine - .
whether the offering will be ‘‘continuous’’ or made for only
a specified time period. Limited-period early retirement
program options are commonly referred to as ‘‘open win-_

dow”’ or* ‘window’’ offerings. For example, a window pro-

t state that the incentive program will be made
available from July 1, 1986, until June 30, 1987, to faculty
who meet the ellgiblhty requrrements of a speclﬁed mml-

wmdow -program is to open the enrollment to a specified
age group tl that nf affected employees do not enroll dunng

at a later age (Chromster and Tramer 198ib)l Wmdow pro-

grams provide the institution with a control of programs

that a continuous program offering does not have unless
the nondelimited program is canceled or revoked. A win- -
dow offering also tends to reinforce the notion that an earl)l
retirement program is designed as a benefit to the institu-
tion rather than an ongoing faculty benefit program:

Reﬁrement Annuity Plnns o
A characteristic of nearly all incentive eaﬁy returement

programs is that they are integrated to one degree or -

another with an institution’s existing retirement beneﬁt
programs. Retirement benefit programs have two furida-

mental classifications: ‘‘defined contribution plans’’ and

*‘defined benefit plans.”” An understanding of the differ-

ences between these classifications is basic to incentive

program planning. - -

Defined contribution plaris are those plans in whlch the
amount of the retirement annuity a retiree receives is based
upon the level of employee/employer contributions made

to the employee’s retirement fund (account) plus the
investment earnings on those contributions. The ultimate
benefit derived by the retiree depends on the investment
perforinance of the accumulated-assets and therefore .
places the individual in the position of assuming the invest-

[ —
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ment risk (Commission on College Retirement 1986, p. 12).
Length of service is ‘-ot the major detenninant of size of
the pension, but the age at which an individual chooses to

begin retirement will affect the annual annuity. payment
because of actuanal consnderatmns (Jenny 1981). The
TIAA/CREF plan is an example of a defined contribution
program. Institutions with defined contribution retirement

programs that are attempting to meet concerns about post-
retirement income of faculty contenxplating early retire-
ment will be best served by providing an annuity en-
hancement.-

In defined beneﬁt plans, beneﬁts are denved based upon
aformnla that uses age at retirement, number of years of
participation in the plan; and a salary figure that might be
the average of several years of highest salary or the last
yeax(s) of serv:ce The annual pensxen |s then apercentage

sion p]ans are | usually deﬁnedbeneﬁt ptograms :Two

attractive features of these plans are the predictability of
the benefit as one nears normal retirement age and the pos-
sibility of building early retiremient iricentives into the -
structure of the offerings {Commission on College Retire-
ment 1986, p-12).

Colleges and universities. shouid bc sure. that thelr plans
provide for early retirement at age 5SS or later. Without this
provision, early retirees who wish to begin receiving retire-
ment payments will face a penalty for premature disuribu-
tion (Ernst & Whinney 1986; p: 129).

- Incentive early retirement programs. at mstltutlons with
defined benefit retirement plans should be designed to
overcom.e some-or all of the retirement service credit -
employces lose by retiring early. The impact of the loss of

the retirement service credlt in. formulas used to calculate

retirement annuity benefits is easily documented (Reinhard
1981). A study of the early retirement incentive program of
California state universities and colleges found that by par-
ticipating in the offering, which provided two years of addi-

tlonal unearned servnce credlt toward thelr retlrement

by 218 to 4.84 pereent of the. average salary pald the
employee during the three years immediately precedmg
early retirement (Reinhard 1981, p. 12).
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Amnngjhc ma,mt concerns for faculty cons |denng early

retirement are the questions that surround personal heaith

and postretirement health insurance -coverage (Chronister

and Trainer 1985b, p. 197, Felicetti 1982, p. 24). This con-
cern is well grounded: People age 65 and over are more
likely to be hospitalized; have longer hospital stays; and

make more visits to doctors than younger people. Per. cap-

ita spending on personal health care for persons aged 65

and over was $4,200 in 1984, nearly four times the amount

spent for individuals under 65 (TIAA 1986, p. 3).

- During preretirement years, health insurance for faculty
members whether i he cost is paid for by the institution or
shared by the facu'ty member and the institution; provides
a known, regular payment for an unknown and potentially

large experise in the event ofsenousflllness For early
retirees, the concern with health insurance involves two
factors: the potential loss of the institution’s subsidy of
such insurance and the potential loss of the group rate to
the individual if the retiree must provide the coverage per-
s&mally (Chronister and Trainer 1985b, p A9

The age at which faculty members begin early retirement

in an institution’s incentive. program has implications for

the degree to which health insurance is a key factor. For

most retired persons aged 65 and over, Medicare provides

needed continuing health insurance. Al persons aged 65

and older who are eligible for social security retirement
benefits are automatically eligibie for Part A coverage,.
whicli is-hospital insurance withcut additional cost. Since.

1972, individuals in the same age bracket who are not eligi-

ble for social security benefits may enroll in Medic.ire Part

A.if they also enroll in Part B (supplementary medical -

insurance) and pay a monthly premium (King and Cook
1980, p. 192). -

- Medicare assists mdmduals to meet some medncal costs,
but it by nio means covers all such expenses. In recent
years, Medicare coverage has paid for slightly less than
half of total personal health care spending for people age 65
and over (TIAA 1986, p. 3). It is evident that faculty mem-

bers age 65 or older considering participation in an early

retirement program will seek health insarance coverage to
supplement the benefits of Medicare. In many instances, it

is expected that such coverage will be at institutional

r———
Colleges and
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expense as. part of the mcentlve moér%ﬁ(€honmter and

Trainer 1985b, p. 197). Gne bridgingprogram for example;

provided continiued group | health insurance for participants
at institutional expense at the same rate as for active
employees {White 198, p. 9).

_The provision of early retirement: programs wnh a -
threshold -age for eligibility earlier than age 65 requires the

institution to make a decision: to provide § group health

insurance coverage as part.of the incentive program for a

specified number of years at institutional expense, to pro-

vide the optlon for early retirees at their own expense.to
continue in the group plan, or to require that individual
retirees provide continued health insurance coverage for -
themselves: A study of approximately- 20 early and phased

retirement programs by the National Association of Col-

lege and University Business Officers (NACUBO).indi-

cated that most institutions’ plans.cover the early retiree’s

full health insurance cost, including that of the spouse and

eligible dependents until the age of normal retirement or
death; whichever occurs first (Covert-McGrath 1984a,
p- 13): 1t should also be noted that institutions-can provide
health insurance to retired facuity at a relatively modest
cost wnen an individual is included under the institution’s

group health care plan and Medicare.

Lll'e Insurance . S
Llfe insurance is another ben:ﬁt that some mstlu.mons

include in-their incentive programs. The NACUBO study

also found that the options for institutional payment of life

insurance ranged from no provision of the benefit for early
retirees to the provision of coverage payments until the

retiree reaches normal retirement age or mandatory retire-
ment age, including providing the retiree with the opportu-

nity to enter the institution’s plan at his or her own expense
(Covert-McGrath 1984a, p: 15).

Relevant FedemlSmtut&sandRegulanons L

Several federal statutes and regulatory standards d1rectly

affect the incentives and criteria that can be used.in early

retirement programs Although mcentlve eariy féiif:éﬁélﬁt

number of 3 years tEderal legnslatlon enacted dunng 1986
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has changed a number of the rles under which such pro

grams must function. The. followmgmtaﬁons underscore

the need for adequate legal and tax counsel in the deveiop-

ment and implementation of such programs. State statutes

must also be recognized as they may apply (o incertive

early retirement programs. - -
ADEA Whnch riade it unlawﬁll for an employer to dns-

criminate agamst aj employee because of age, was _
amended in 1986 to abolish mandatory retirement because

of age, effective January 1, 1987 (P. L. 99-592): A section

of the act provides an exception, repealed effective -

December 31, 1993, to this uncappmg for a period of seven

years for faculty members serving under a contract of -

unlimited tenure. Certain exceptions were also provided
for employees covered under collective bargaining agree-
ments. The ADEA exemption that has permitted the man-
datory retirement age for bona fide executives and high-

ranking policy-making employees was retained.

_Institutions with tenure systems face a major issue in

deciding  whether to invoke the seven-year exemption for
tenuzed faculty Invokmg the exempuon has the potentlal

those tenured faculty in- the exempt class who can bc
forced to retire at age 70, and those not covered by the
exemption who can continue to work past age 79. .

__Institutions with existing incentive carly retirement pro-

grams are also required to review their programs to efisure

that such programs comply with the amended ADEA, as

well as the following statutes. -

- The Employee Retirement Income Secumy Act of 1974
( ERISA), which was enacted to protect the pension rights
of employees; is another major piece of federal legislation

directly affecting carly retirement programs (Patton 1979,

p- 163). Early retirement programs will be influenced by

how they fit within the ERISA requirements in terms of

“‘eligibility and participation, vesting, funding, and report-
ing and disclosure. . ."” (Heller 1979, p. 1). - -
ERISA has four tltles Titles I and II contain the | prcvn-
sions relevant to early retirement annuity supplements:
Title I deals with employee benefit plans, while Title 11

contaius the rules governing employee retirement plans

that meet the tax qualification requirements of the Internal

Revenue Code (Shapiro 1980, p. 175). The viable alterna-
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aupp1ements are tax-sheltered annumcs unﬁmded defe rred
com;x:nsauon oor a combination of the two (p. 178) It

is important that institutions consult the regulations in
ERISA as a program for early retirement options is de-

veloped. ) .
__ Of significance to the use of supplemcntai annmty plans

in early retirement programs at tax-exempt institutions are

the provisions of Section 403(b) of the Internal Revenue
Code. This section provides for the exclusion from an
employee’s gross income of amcunts paid by employers
toward the purchase of an annuity. The annual contribu-
tions that may be excluded from the employee’s gross

income must not exceed the exclusion allowance as set

forth in Section 415 of the Code (Patton 1979, p. 166).
-Among the changes specified in the Tax Reform Act of

1986 were several that are directly applicable to incentive

early retirement programs (P. L. 99-514; October 22, -

1986) An employee’s annual elective contribution under 2
tax-sheltered annuity program is limited to the greater of

$9,500 or the cap on 2501(!() salary reductlons (currently

117) In a‘ddmon, tax-sheltered annuity pians lmown as

403(b)s will be subject to the nondiscrimination require-

ments of other qualified plans beginning January 1, 1989
(NACUBO 1986c; p. 20). _
__Limitations on eligible deferred c;ompcnsatlon pians will

generaily allow for deferral of the lesser of $7,500 or 335

percent of compensation. This amount will be reduced by
the amount of elective deferrals to tax-sheltered annuities
{Peat; Marwick 1986, p. 48).

__Legislatien included as part of the Omnibus BudgetRec

onciliation Act of 1986 has a provision dealing with pension

benefits for employees who continue to work past the nor-
mal retirement age (P. L. 99-509). The legislation prohibits
employers from discontinuing or reducing benefit accruals

or contributions to retirement plans for employees who

attain the ‘‘normal’’ retirement age under the plan. The.
legislation takes effect for plan years beginning on or after
January 1, 1988, and applies to both definied benefit and -
defined-contribution plans. For plans affected by collective
bargaining agreements, the law is effective on the date that
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ever comes first (NACUBO l986a p 9) _
_ Inaddition, it is important for institutions and individual

faculty members to recognize the potential financial liabili-

ties of federal income tax regulations if early retirement

financial incentives are not appropriately structured and

administered. It is also important for institutions and fac-

ulty members to be cognizant of ciicrent social security law

as it may affect retirement benefits.

Iricentive Early Retirement Programs for Facilty I
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[ PROGRAM

Assessing the feasibility of establishing an early retirement
program—whether on an individual college or university -
campus or in a system of campuses—is a multidimensional

undertaking. The development of an incentive early retire-
ment plan must be ju:tified on the basis of institutional -
needs and objectives and the relevant characteristics of the
faculty and staff to whom it is addressed. Formal early
retirement programs vary widely in character aiid purpose
among the many institutions that offer them; but they are
“a function of the culture of our institutions"” (Watkins
1985, p. 19). The development of an incentive early retire-

ment program must take into consideration the **culture"”
of the institution for which it is being developed and

whether the institution is public or private. . - -
—_ One question is frequently asked about planning for
incentive early retirement programs: **Who should be

involved in assessing the need for and developing the pro-
gram?” The answer is generically simple but institutionally

complex. In a generic sense, several constituencies must

be involved in assessment: the governing board, which ulti-
mately must approve it; the chief executive officer and his
or her-academic and financial advisors, who will likely-pro-

pose the program to th governing board; and the faculty,
whose interest and support must be ciiltivated if the pro-

gram is to succeed.
miﬁé@iiﬁi& el T T T I oD N .
The question of who should be involved and to what extent
most frequently centers on the role of the facu®: in the -

development of the program. Each institution must resolve
the questions based on its own structure of governance and
political reality and on the objectives for the program. One
rule of thumb appears valid: The broader the target of the
program, the more faculty input desired The rule can be -
illustrated by two examples. According to the president of
a college whose interest in an early retirement program

Wwas only to remove a few poorly performing facuity

1did not get involved in the process early enough. A4

Jaculty committee appointed by me to review the options
ended up proposing a very generous fringe benefit~type

incentive when all we really needed was 10 attract two or

Incentive Early Retirement Programs for Faculty
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three specific faculty into renrement. 1t became a dlﬁi

cult political problem to fuliy re_;ecz the committee’s rec-

. g e

In tlus case active faculty partncnpatlon prov:ded a larger

incentive than needed and might have been counterproduc-
tive to encouraging the *‘right’’ faculty to retire. In other

cases, faculty participation has been more successful.

Orie institution used a committee comprised of faculty

members and administrators representing various formal
committees of the institution’s faculty senate (budget pol- -
icy. tenure and academic freedom; health-and welfare, and

administrative policies) (Clevenger and Chronisier 1986, -

p.-10). In this case, the initiative for the study of the feasi-

bility of establishing an early retirement program came

from the faculty senate at a time when enroliment was not

a problem but demographic projections for several years
into the future forecast a probable decline: -

_The use of ad hoc facuity committees, appointed by the
|ps;|tunonaiadm1mstratlon and operating outside the for-
mal faculty governance structure; is another strategy -
(Chronister and Trainer 1985b, p. 191). In one case, such a

committee was appointed by the academic vice president

in response to concerns expressed by academic deans

aboiit futiire staffing flexibility in the face of steady-state

enrollment and faculty staffing. The committee was
charged to report back to the acadenmiic vice president and

the deans on how well they perceived an incentive early

retirement program would meet the concerns of the deans

and what such a program should include if they felt a pro-

gram would be beneficial.

" In contrast, the development of an mcentlve early rvurc-
ment program at a West Coast institution was-an effort of
the institution’s administration, with the faculty senate

subcommittee on retirement serving in an-advisory capac-

ity (Clevenger and Chronister 1986, pp. 19-20). A mid-

western university experienced the situation of having an_

incentive early retirement program that had been designed
by the administration but was rcceiving little interest or.
support from faculty. Many faculty felt that the -program
was extremely costly; both in actual dollars and in the -
potential loss of large numbers of faculty. In response to -
this lack of faculty support for the existing program, an ad
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hoc faculty committee. wastggpiqxgtq(il 11; restudy the situa- _

tion and to develop a new program that would more ade-
quately meet institutional needs and respond to faculty

concerns (Clevenger and Chronister 1986, p. 26). The -
result of the ad hoc committee’s study was the design and
implementation of an incentive program that is viewed as el

an msutuuonal benefit program rather than a faculty bene- wa'.lseﬁng

program was to obtain the early retirements of 15 percent
of the facuity to provide enhanced academic flexibility
(American Council on Education 1986). The approach was
to encourage faculty involvement in the development of
the program. A commiittee appointed by the president;.
chaired by a respected member of the faculty, and com- . semen
prised of faculty; administrators; and representatives of the  Individ
board of nustegswa&ablg to survey the faculty to deter- fac
mine what specific incentives would attract enough faculty J3 - e
into early retirement. The process publicized the plan, thus cisions.
encouraging many faculty to begin thinking about the pos-

sibility of early retirement. The committee also proposed. .

retirement counseling sessions; which ultimately proved to

be an important element in individual faculty decisions:.

At Rhodes Collcgc, thnplanned oh_lecuve of an mcennve W wh s

The result of this faculty involvement was. an incentive

package that enabled the college to exceed its goal of early

retirement of 15 percent of the faculty.

Objectives ol' an lncenhve Prog

and to what extent in the: developmenLof an. eariy retlre-

ment program is what objective or objectives of the institu-

tion might be assisted by establishing an incentive early

retirement program. Objectives can be classified within

three broad areas: academic, fiscal, and fringe benefits.
Most often, au iistitution has multiple, interrelated objec-
tives it wants to accomplish-(Chronisier and Trainer 1985b;
Clevenger and Chronister 1986; Kepple 1984; p. 162).

The following examples are actual objectives used by
various colleges and universities:

° Amdemic objectivs

e Maintain average age of faculty, or lower average

age from to
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« Reallocate positions from overstaffed to under-
staffed departments. -
* Increase overall quality of the faculty ina buyer s

market.

Provide more dpportunlty for young faculty tu

obtain tenure:

Retain the services of a prestrgrous faculty member
who might otherwise retire fully, through a phased
retirement plan. oo

Add new blood to a speclﬁc program or programs or

to the entire faculty. .

Increase the representatron of mmontres or women
- on the faculty:
e Fiscal objectives - ) _
* Reduce the college's expense budget. -~
* Reallocate salary savings to nonacademic purposes.
such as financial aid.
. Reduce or hold c;mstant the studentffaculty ratro

. Proytde ﬁnancral secunty for senior faculty members

~ at retirement. ;

* Provide beneﬁts to allow a faculty member to retire
at age 65 (or 55, 62, 67, or Whenever). -

* Permit faculty to reduce teaching loads gradually.
rather than having their agpaintments terminate __
abruptly through a full retirement (Kepple 1984; p.
162).

Once objectrves are establlshed the next questron that
needs to be answered is whether an incentive early retire- -
ment program is an appropriate tool to use to meet the insti-
tution’s objectives. That question raises several others.

Is the faculty likely to retire at a pace that will assist the

institution in meeling its objectives without the expense of

an incentive? Simply graphmg faculty ages may answer

this question, as illustrated in figure 1.
- If the objective of both institutions deprcted in ﬁgure l is
to reauce the percentage of tenured faculty, Instrtutron A

the faculty who are age 65 and over. lnstttutton B, how-

ever, might not be able to_reduce the tenure ratio without a

very expensive incentive program aimed at a relatively
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SAMPLE GRAPH OF FACULTY AGES

Institution A

25 35 a5 55 &
AGE OF TENURED FACULTY

Institution B

High

OF
FACULTY

Low

70

2 35 o ;ég;;;: 55 65
AGE OF TENURED FACULTY
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- FIGURE 2 o
EXAMPLES OF TWO FORMAL PLANS

- - l‘hn B
- Hnn A (Lump-Sum Payment
- (Lump-Sum Payment Based on Percent-of
Age Based on Age Only) Salary and Age)
45-62 $60,000 150%
63-64 50,000 125
65 40,000 100
66 30,000 75
67 10,000 0
68 . 5 !m 25
69-70 0 0

young faculty The relevant questIon m:ght be whether
enough faculty are in the age range that would normally

accept ar. incentive early retirement prbgram (55-67) to

meet the institution’s objectives: -

What level of funding is the institution wxilmg ro commn
10 an early retirement program, and could this funding be
used in a more cost-eﬁicxent way to achieve the same

objectives? -
_Assuming an mcentnie early retlrement program appears

viable, what form should the incentive early retirement

program take? The answer to that question depends on
several others

faculty’ Depencl,mg of the answer, an ,tnccntlve,formula, ]
could be devised to encourage the ‘‘right”’ group of faculty
to retire early. For example, if the target is low-paid fac-__
ulty, the incentive should not be structured based on a per-

centage of salary. If an institution is interested in_attracting

lower-pald faculty into retirement, for example it would
choose a plan modeled after plan A (see figure 2). Under
plan A, both a-$25,000- and a $50,000-per-year faculty -
iiiéiiibéi' Wbiild i‘éi:éiVE a $60, 000 bﬁﬁﬁ§ 16 i’étii‘é it égé 62.

member. would receive $35 000 to rettreat age 62. Plan B

would be the model for institutions attempting to attract -
higher-paid faculty into early retirement. It would be possi-
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ble to takelhls stmegy even fnrther, tymg low pay to hlgh

incentive. For example, a person making $25,000 at age 62

would receive a $50,000 incentive, while a person making

$50,000 would receive a $25,000 incentive.
- Another approach to the issue is reflected in Stanford

Umversﬂy s program. On the assumption that salary level

is an indication of quality, Stanford University’s plan is

aimed at faculty age 55 and above who are making less

than the median departmental salary (Taylor and Coolidge
1974,p. 185). B .

- The strategy of taxgelmg “low-paxd” faculty mnght have
objectlonable side effects: For an institution that intends to
cover the cost of the incentive and/or hire replacement fac-
ulty from the salary funds freed by early retirements, signif-

icantly less money will be available from the retirements of

lower-paid than higher-paid faculty (Weiler 1981, p. 137).

_Will the institution’s objectives be met if a limited num-

ber of specific faculty retire early, or is a Targe number of
nonspecific faculty the target? If the targzt is a limited _

number of specific faculty; an ad hoc plan (a plan offered

to specific faculty only and not available generally) might

be the most advantageous: By using an ad hoc plan, whosc

incentives might include money, secretarial assistance;

football tickets, part-time employment; special sabbaical
leave, continued health  benefits; contribution t to aret re-

ment annunty‘ and/or office space, the. admlmstratmn can
negotiate with a specific individual to tailor the exact

incentive necessary to obtain an early retirement.

In other cases, the target might be a large nonselect

group of older faculty. For example; one college, whose

goal was to increase the quality of the faculty during a buy-

er’s market, wanted a large number of retirements within

three to five years to take advantage of what it perceived

as a limited opportunity (Kepple 1984; p. 135). That coﬂeg~

chose a *‘formal’” incentive early retirement program to
accomplish its objectives.

_1Is the target a small number of i nonspecgﬁc faculty’ If

§6, a minimum incentive plan might encourage enough fac-
ulty to-retire to meet the institution’ s goals. For example,

,,,,,,,,,

one. collcge offered a contmuatlon of retlremem annunty

hwemive Early Retirement Programs for Faculty _
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the mcenuyc early rcnremeht program, and the mst:tutlon

was. thus able to reach its limited goal at a very low cost.
- Are the targeted faculty members in specific depar?- -

mems’ If s0, a program can be desngned to allocate early
retirements based on departmental priority. For examiple, a
college might offer a limited number of early retirement -
slots each year; with the selection criteria for recipients of
carly retirement based on which departments benefit most
(Clevenger and Chronister 1986, p. 27). .

_Is the institution prepared to offer part-time empioy-

ment’ If so, is the part-time position available to all fac-
ulty who choose it or only to those faculty in departments

that the coltege belleves can’ accommodate ' part-time

A typical pan-tlme pmgramwrﬂ estaEhsliamdxlmum part-
time teaching load, such as 50 percentof the normal load,

and will often limit earnings t. the maximum allowed with-

out reducing social security benefits (86,960 in 1984)

(p. 136).

Should the institution establlsh a specxﬁc penod of time
Junng which the faculty member may- contract for an early
retirement? A number of colleges attribute success with __
incentive early retirement programs to the fact that the col-

lege offered a highly publicized one-time-only opportunity

for a limited time during which faculty could accept the

incentive, contending that without a deadline, faculty -
would tend to postpone the decision (Kepple-1984; p.- 161)
In alimost every case;-ifstitutions establish-a limiied time
period-during which the incentive early retirement program

is-available. Some institutions indicate that only cone offer

will be made; others indicate that the offer will run for a

specific period and then will be reevaluated to determine

whether it will continue: Typical offering periods range
from five months to five years (p. 165). :

If a limited time is available forfaculty to decide
whether to retire early, will the-institution be willing to
contract for future retirements? Would the program allow

a contract today for a retirement four years from now?
According to one college president:

Though our facuity had only six months to decide
whether they wanted to take the option, we did allow
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them ro comracr  for an early retiremient at any time in-
the future. Several benefits accrued because of this pol-
icy. First, a-number of ‘‘younger’’ faculty (50-55)

wanted to change careers. By contracting for the. tetzre-

ment incentive several years in the future, they could

prepare for the career change both educationally and
financially.

. Second, the coiiege gaived the advantage of bemg
able to plan for both early retirements and mandatory
rerzremenrs rhrough 1991. -Shifts offaculty resources

 Third; the callegenlso gained the advantage of
recrmtmg early for a large number of definite openings.
Finally, the cost of the program was spread out over
eight years, allowing us o furd it from various sources,
including salary savings, gifts, and annual surplus (Kep-
ple 1984, p. 165).

- Shou[d smgle or. mulupleppuom be ojfered ? In a survey

of liberal arts colleges in 1983, eight of the 39 respondents

offered two or more incentive early retirement plans (Kep-
ple 1984; p. 152). Those colleges concluded that by offering

multiple options, more faculty would be attracted into
early retirement. -
- What dage group is the target of thepla 1? The nlder the

target group, the more available are the benefits of retire-

ment annuities, social security payments, and tax reduc-

tions. The lower the age group, the higher the college-

funded incentive necessary to overcome the lack of these

benefits.

What limits should be esiablzshedfor pamapatzon in. the
program? Most plans establish requirements for specific
age, tenure status; and years of service for participation in

the plan. By the nature of the committee process, plans

can emerge that are overly restrictive—possibly counter-
productive-—to the institution’s goals. One coilege, whose

major objective was to reallocate salary saved to other piir-

poses, limited participation to faculty aged 65 through /9.
After seven years, only three out of a total of 112 faculty y
chose to accept cearly retirement. Thus; to reach its objec-
tives, this coilege might have to lower its threshold age of
participation to less than 65 (p 94);
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ITow complzcated should tlie incentive fozmula Ee’ Mos

agree that an incentive early retirement plan should ‘‘be

easy to understand and simple to administer’’ (Chronister

and Trainer 1985b, p. 198). Complicated formulas lead to
misunderstanding and discourage rather than encourage
faculty and their spouses frcm exploring the options avail-
able (Kepple 1984, p. 166}.

The Use of Faculty Flow Models in Planning
Whatever the objectives of a prqposed early retirement

program might be, colleges and universities would do well

to test the probable effects of such policy decisions by -
using a faculty flow model (Patton 1979, p. 115). Such mod
els help in understanding the effects of personnel policy
changes by showing the relationships between and among
the variables that must be considered in assessing the
potential impact of the changed policy (Mortimer, Bag-

shaw, and Masland 1985, p. 59). Decision makers can use *

model to examine the effects of alternative policies and
options on the faculty profile or demographic characteris-
tics toward the goal of achieving institutional objectives foi
establishing an- mcentlve early retlrement program.

The faculty ch istic
to. mmsnmuonmnsxdenngan early retirement program and

that mast be considered for inclusion in the flow modeling

include age, tenure status, and possibly salary (Chronister -
and Trainer 1985b, p. 195). Other characteristics that might
need to be considered are years of service to the institution,
quality-of teaching; and-teaching discipline. - -

In addition to these characteristics; the recent hlstoncal
rate of turnover of faculty must be determined to. understand

the dynamics of *‘faculty flow”” and to project tho profile and
characteristics of the faculty if no program intervention is
undertaken. Faculty turnover, or separaticn from an institu-
tion of higher education, caf be classified as voluntary or-
involuntary. Voluntary separations inclide retirement before

the mandatory age and other iifdii?idiiélly iiiitiétéd separa-

ure, nonrenewal otterm contracts and mandatory renrement
(Chronister gnglﬁ'ffmnelj 1985b, p: 195):

The key questions that a college or umversny rmg‘\t ask
as it assesses the feasibility of establishing an early retire-

ment program miist relate directly to the goals and objéc-
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twes for whlch it is consndenng esta.bhstnngﬂie pmgmm If

the purpose is to reduce the tenure ratio on campus, the

question might be, ‘*What will our tenure ratio be in five or

ten years if we do not attempt to induce senior tenured

faculty to reure before the ‘mandatory ret:rement age or at

to retire?”’ Another queshon might be concerned with the
number of new hires that is possible; under stabls staffing -

conditions; if the mshtutnomwer&tomcrease the number of

retirements each year by inducing early retirements from a

specified age cohort of faculty. Flow models can assist in

projecting alternatives that provide possnble answers to
these questions. -
Several types of flow models -are avallable for use mpro-

jecting the characteristics of cohorts of faculty to some.

future period-of time. Most such models are heuristic in

that they depict a logical relationship among variables but

depend upon the decision maker to guide the modeling pro-

cess (Mortimer, Bagshaw, and Masland 1985, p. 61). -

- A common approach to modeling uses a finite number of‘
states and the movement of ﬁculty from one. statc to

that are set forth-in 1he program of the model (Ghrcuster

and Trainer 1985b, p. 195; Mortimer, Bagshaw, and Mas-

land 1985, p. 61). These flow models (Markov models)

trace the movements of faculty through a series of cate-

gories referred to as states, and the choice of the number
of states in the model varies based uipon the faculty charac-
teristics-and variables being studied and the question(s)
being addressed. Such institutions as Stanford University,

Oregon State University, and the. Pennsylvania State Uni-

versity have used Markov models (Mortimer, Bagshaw,
and Masland 1985; pp. 62-63). -

-_A Markov-type model was used in the case study of the
development of one early retirement program reported in
the literature (Chronister and Trainer 1985b). The institu-.
tion was attempting to assess the possible effect of an early

retirement program that would provide an incentive for -

faculty to retire at age 62. The model used 15 statcs, with

each of the first seven states being a year in rank for non-

tenured faculty: Each of the remaining eight states re- -
flected tenured faculg' in age cohcsrts of ﬁve years; begm-

obyctzves for

ﬁ,L h tt e

.;,4;9
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older (state 15) The model used wasa shghtly modlﬁed

p. Sﬁj ] o
_The purpose. of the. modelmg was 1o pro;.ct the age and
tenure status of the faculty through the year 2000, assum-

ing no changes were made in the annual turnover rate
(recent five-year historical rates), and then to project a fac-

ulty profile to the year 2000 with the assumption that an
incentive retirement program would induce a specified
increased percentage of faculty to retire from state 14 (ages

60 to 64): The value of the modeling was that it permitted
the program developers to make some judgments about the
level of faculty participation that would be necessary to
achieve the objectives for which the program was being
deveioped (Chronister and Trainer 1985b;, pp. 195-96).

Another strategy that has proven beneficial to decns:on
makers in pro;ectmg charactensucs of faculty overa

tors have the capablhtx of mpdchngfaguty gohorts ona

year-by-year basis; using a random number generator to.

simulate the career path of individual facrlty members in
the simulation (Mortimer, Bagshaw, and Masland 1985).
Simulators are most applicable to relatively small cohorts
of faculty (200 to 250) because of the massive number of
variables that are involved when dealing with individual
faculty members, while Markov models use data on
cohorts of faculty and defined probabilities about the
cohorts of faculty in each state.

.A computer simulation model was used at Colgale le-

ggr;q; to 7as§g§§i @g gﬁ‘gggs of tenure and retirement poli- .
cies on the institution’s faculty (Nevison 1980). The institu-
tion was assessing two policy alternatives: the mandatory

retlrement age of 68 m eﬁ‘ect at the tlme verSUS the new

cent to 65 percgnt The p purposc of the simulation was to

assess the effects of those policy changes on the rate of
tenuring, the tenure ratio, salary costs, and affirmative
action (p. 159). The value of the use of simulation rather._
than a faculty flow model was the degree of precision and

detail that the computer simulation provided in dealing.
with what was perceived to be an essential institutional
policy decision.




Econometric simulations of the effects of retirement in-
come and changes in retirement income on the retirement
decision inaking of faculty are also beneficial to institutions_

attempting to estimate faculty retirement behavior regarding

incentive early retirement programs {Weiler 1981, p. 130).
As an institution considers the use of models to- assist

with policy development, the-model chosen must be the

one that will provide the results necessary to assist policy

makers in_the decision that is to be made; but the decision

makérs must use sound judgment and experience in finally
arriving at the planned course of action (Mortimer, Bag-
shaw, and Masland 1985, p. 70).

Castheneﬁt Considerihons ol' Early Reurement Programs
After establishing the objectives for an incentive early
retirement program and completing an analysis of the char-

acteristics of the faculty to whom the program will be

addressed; the development of the offering will rely heavily
upon the costs and benefits of the options available (Chron-
ister and Trainer 1985b, p. 200). The financial issues to be
addressed will involve both faculty concerns and institu-
tional constraints and capabilities:

- The term *‘cost/benefit analysis,’’ as used in the context

of decision making for early retirement programs, is espe-
cially meaningful. Cost, as applied to faculty considering
participating in an early retirement program; can involve_
the potential loss of salary derived from years of continued

employment a loss in the amount of retlrement annuity as
the result of a reduction in years of service (or additional
gpntnbutlong to the annuity pool); loss of university ser-
vices; loss of medical benefits; et cetera. The benefits for

faculty can be identified as the freedom from employment

constraints that retirement provides as well as financial

gains derived from the incentive program that is offered to
faculty to retire early. These costs and benefits are an indi-
vidual matter for faculty that a program must Tecognize.

___In a similar manner; the costs and benefits for the mst:tu-

tion must be defined: The costs will include factors other
than purely ﬁnancnal oones, such as thc ioss of t‘acultimem-
,l,nstltutlonal benefits are Lhe,acMcvc(ji;ﬁi of the objectwes
for which the program was established:

Incentive Early Retirement Programs for Faculty

ol

37




The ﬁu:nlly prspetan o
The factors that faculty have |dentlﬁed as bemg unportam

in choosing an age at which to retire include projected -
retirement income in relation to estimated financial need,
the potential impact of inflation on long-term retirement
inconie;-concerns about leaving the teaching profession
and the institutional community; personal health; the cost

of medical insurance after retirement, and loss of access to

institutional services (Chronister and Trainer 1985b; p: 197;
Palmer 1984).

Inconiedunng the early retlrement years is ammpertant
consideration for faculty.-Analysis of data from the 1977
Ladd-Llpset survey of college and umversnty faculty indi-

considered early retirement if 1hey were assured of income

equal to one-half of their annual salary. The interest in.

early retirement increased to 40 percent of the survey sam-

ple if payment amounted to the full normal retirement
annuity and to two-thirds if early retirement income
equaled their current annual salary (Palmer and Patton
1978, p.-16).- Another study;-of the retirement plans of fac-
ulty of the University of California, identified a large early
retirement annuity as a primary condition for early retire-
ment (Patton 1977, p-352). =

Asurvey of all faculty aged 45 and over in the state of

ulty would like to retire as much as three years earlier if -
conditions permitted (Mitchell 1981). Of those surveyed, 43
percent desired enhanced income for full retirement; 28
percent desired phased retirement, and 11 percent desired

a.6 percent mcomesripplement The three most important -

conditions for encouraging early retirement were increased

(retirement) income, continued health insurance coverage,
and the option of part-time employment (p. 8). And a 1981
study conduicted by TIAA found that 50 percent of the
1,438 respondents aged 59 to 69-expressed an interest in a
phased retirement program (Mulanaphy 1981, p: 37). _

_The strategies for calculating the costs and benefits for

faculty participating in an incentive early retirement pro-
gram vary according to the objectives of such an analysis.
Policy makers developing a program for faculty members
must take into consideration individual faculty concerns as

well as institutional interests and constraints.
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 _TABLE2
SAMPLE PRO]ECTION OF EARLY RETIREMENT
INCOME*

Yearl Year? Year3 Totah

iii“li’ymﬂ“i"e"me oo o -on Zomooio

Gross salary - $35,000 536 750 $38,590 $110,340
Fess FICA and taxes 9,870 -10,670 11,495 32,035
Net Salary $25,130 $26,080 $27,095 $78,305
mﬁt W 777777 oo o
Social security income 510 320 $10,733 Sll |62 $32,215
Eady fetirement T s oo

_supplement 13,750 14,188 14648 42,58
l:ess taxes 1,634 1,729 1,827 5,190
Net Income $22,436 $23,192 $23,983 $69.611
Net lﬂcome as Femni °T I oo T oo

Net Salary 89.28 88.93 88 51 88.90

Diﬂ’erence in Net mcome sz 694 sz 888 ’$3* 112 $8.694
'For a faculty member agcd 62 with an annual salary of 535 GIO
Source: Adaptcd from Chronister and Trainer 1985b; p. 201.

An ex._aple of such calculations for faculty is presented
in table 2 (Chronister and Trainer-1985b; p. 201). These
calculations were computed-for a bridging program that
used a-combination of social security incomeanda ____
montlﬂymymenLByJHe institution to bring early rctxrees

net income up to at least 75 percent of what the net income

would have been had the faculty member remained.in full
employment at the institution. The program had a thresh-
old age for eligibility of 62 and provided incentive benefits
for three years, not to exceed age 65. It called for contin-
ued contributions to the faculty member's retirement annu-

ity as though full-time employment had been maintained

and continued participation in the institution’s health insur-
ance programs for the three years,

The institutional bridging payment was based upon a for-
mula that consisted of multiplying the first $20,000 of sal-

ary by 50 percent and addmg to it 25 percent of the gross

Incentive Early Retirement Prograrns Jor Fac ulty
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salary over $20,000 of the last 3 ycar of fill :mploymem To

accommodate concerns with the possible impact of infla-

tion on the bridging payment; full-time salary for the last

year was increased by 5 percent per year for-the three

years of early retirement to calculate the bridging payment.

It is evident from the formula that the fower the faculty

member’s salary, the higher the percent net retirement
income is when compared to the net income that would

have been derived from full-time employment. .

--The social security benefit annuity was calculatal for age

62 according to the early withdrawal penalty formula that

reduces the annuity at age 65 by Y3 x 20 percent for each

month of retirement before 65.-

. Thus, the goal of providing the faculty member wuha
net retirement incomie of at least 75 percent of the employ-
ment income, assuming annual salary increases of 5 per-
cent, was acliieved. When the formula is aprlied to a fac-

ulty member with. an annual salary of $45,000, the net early

retirement income as a percent.of net salary income drops

to an average 78 percent, or a drop in total net income for

the three years of about $20,800 (Chromster and Trainer

1985b; p. 202). -
Through analyses of data such as. thc one in table. 2; faquty

members have the opportunity to assess the financial sigruﬁ

cance of the decision to participate in early retirement pro-

grams. An additional projection that might be called for is a

projection on what the retirement annuity will be for a fac-

ulty member when full retirement begins at-age 65.
The example in table 2 is for an institution whose retire-
ment plan is a defined contribution i program; therefore, the

continued retirement contributions during the three years

of early retirement are important for two reasons. First,

the continued contributions increase the annuity pool base

through the additional contributions plus the fund’s-addi-

tional three years of investment earnings. In defined contri-

bution programs, a reduction ini the niumber of years of _
investment and earnings seéverely reduces the value of t the
retirement fund and therefore the retiree’s ultimate annuity

lncome - . I
Second the three years ofaddmonal pammpatlon aﬂ‘ect

the actuarial projections used to arrive at the annual antiu-

ity income for the faculty member by reducing the actuari-

ally derived number of years of payout.

54

mw



in summary, the following statement should be i:'o’iisid:

An emp[oyee whp rétires eaﬂy is jbregoing hzs yean of

peak earning capacity. Further. a retired profes.sor must

have more than mere economic security; in retirement
he must not be forced to abandon entirely the twin
sources of his pmfesswnai self “esteem: his students and

Thc 1980 Statement of Pnnclples on Academic Retire-
ment and Insurance Plans of the American Association of

University Professors underscores the need to consider

professional self-esteem (AAUP 1980, p. 323). Institutions

can provide benefits to help offset the **professional costs”’

of early retirement: ‘‘a mail address, library privileges;
office facilities, faculty club membership; the institution’s
publications, secretarial help, administration of g gtants , 1ab-

oratory rights, faculty dining privileges, and participation

in convocations and academic processions’’ (AAUP 1980;
p: 323).

The mutmrrai perspective

Assuming that an institution is plannmg to use a “formal”
incentive early retirement plan to achieve some stated
objectives; it must recognize and be prepared to deal with

two important cost/benefit considerations:

l WIH tt loee some of |ts “best” faculty (faculty the

institution Would choose to retain)? -
2. How much will the program cost in mstntut:onal
dollars?

Instltutlons must. recogmze that an incentive plan can be

structured to discourage participation by faculty the insti-

tution desires to retain. And ample literature suggests that

the more productive faculty do not seek early retiremenit.
Two studies are particularly relevant to the conicerns about
the loss of an institution’s *‘best”’ faculty. -

_ In one study; the individuals most interested in_ mcenttve
carly retirement plans of any kind tended to be those who

judged their performance : as below that of their colleagues

(Patton l983a) And a survey of 1,200 tenured faculty in

IEEéhiiﬁé Eéflj; Retirement Programs for Faculty

a5

41



the public colleges and universities-of Oregon found that a
strong positive association existed between faculty - -
expressing unhappiness with their current work and those
who mdn:ated the- possnblllty of aceeplmg early tetnrement,,

noLdlspropomonately depletemstltutlons of thelr better

teachers (Toevs and Handhardt 1982).

. The second important element in the decision about the

use of an incentive early retirement program and-the-option
selected isthe program J ﬁnanclal lmpact on ;he mstltu-

spectlves I
_ The material in Iable 2 eontams mfonnatnonnsefulm

assessmg the impact of that program on the institution: For

the faculty member aged 62 at $35,000 salary, the total

costs of employment compensation would amount to-
approximately $139,500, whereas the early retirement.
inicentive costs, mcludmngeneﬁts, wpuld amount to about

one of the stated objechves for the program (p. 202)

A Generic Cast Annlysns Fbrmula .-

The following generic formula can be modlﬁed to eva]uate

options for an incentive early retirement program (Kepple

1984, p. 57). To use the formula, an institution must pro-

vide some basic information and make some assumptions.
__First; the institution should establish the salary BEiQéf-

age salary of those faculty who are expected to retire: In

the following example; the 1982-83 AAUP I1.B. average
salary for professor rank is adjusted upward slightly to - -
reflect the expectation that retiring fﬁculty are higher paid
than the average professor. - -

- Second, the institution should establish the average num-
ber of years that faculty are expected to retire earlier under

the program. in the example; three years earlier is used. A

number of studies (Kepple 1984; Mitchell 1981, for exam--
ple) indicate that three years is a very likely average result,
although most faculty will retire a year or two earlier and a
few up to five or ten years earlier. -

_Third, the institution should prqpect the expccted aver-

age salary of incoming faculty if all or some of the vacated
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places wnll be ﬁlled The example uses the 1982-83 AAUP
11.B: average salary for assistant rank.

_Fourth, the institution must include frmée beneﬁts

aﬁ'ected by retirement and/or by waiting periods.

Two primary factors should be included in the fringe
beneﬁt cost analysns

tmue health msurancglmo retlrement at mstltutnonal

expense. If a replacemeanaculty member is hired,

however, health insurance costs could as much as

. double. -
3. Contributions to the renremem pian. Except in incen-

tive early retirement programs-that continue college

contributions to a retiring faculty member’s retire-

ment program; college contributions cease at retire-
ment.

In thc genencfotmula, these féctors have ot been in-
cluded because they vary so widely among institutions:

- Fifth, the institution must project the expected salary

increases over the period of early retirement. Salaries are

adjusted iipward by 5 percent per year in the. cxample

__To provide the most accurate estimate of current savings
and costs; the sample uses a 10 percent present value factor.

The present value factor adjusts for the fact that a dollar

today is worth more to a college than a dollar a year from

today: For cxample; a college can use lump-sum payments

up -front to encourage early retirements, assurning that it will

obtain future savings in salaries; but a current lump-sum pay-
ment is worth more than future dollars saved in salaries. Any

futiire incent;ve payments, such as bridging f)ayments must
also be discounted to their present value:
- The [csultmg formiula for generic salary with an incen-

tive early retirement program is as follows:

_ Present Value .
Year Silliry Saved Factor Amount
i $31,73%6 x 9545 = $30,292
2 33,323 X% 8675 = 28,907
-3 - .. - 34989 . x_ .. 7885 = 27,588
Estimaled Present Value of Sillry Saved $86*,784

Tht;st; .;xvmgs will be reduced by the estlmated cost of the

1ncermve Early Retirement Programs Jor Faculry
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incentive. In many cases, the college might plan to replace
some or all of the vacated positions with new: faculty;
therefore, the following generic replacemieiit faculty salary
formula can be used: .

o Present Valve
Year Salary Factor Amount
1 $20632 x 9545 $19,693
2 21664 x  .8675 18,793
17,936

3 S 22!;?;-;: - x - -7885
Estimated Present Value of Salary Expense $56.422

- By comparing the cost of the incentive and the replace.

ment faculty salary to the salary saved by the retirement

and projecting the number of retirements, a financial analy-
sis of the incentive early retiremenit program can be estab-

lished. The following example illustrates the application of
the formula:

iCéiicge A plaiis to oﬂéraluﬁf:-iufn incentive program.

It expects 10 faculty members to accept early retirement
at an average lump-sum payment of $47,000 each. Three
of the faculty members will be replaced with new assis-
tant professors at a starting-salary of $20,632, and one

will be replaced at an associate profesor’s salary of
$41,264. Thus: 7 ]

10 faculty x $86,787 in salary savings each = $867.870
in total salary savings

10 incentives at $47,000 each = $470.000 in incentive
costs -

3 assistant professors at $56,422 each (including compen-
sation costs) and 1 associate professor at $112.844 =
$282,110 in new salary expenses

The expected saving generated by this incentive program
equals $115,760 ($867,870 — $470,000 — $282.110 —
$115,760).

Many jiiﬁétitiititjtis,éiiiééijé lose-money-on an incentive

early retirement program because the institutional objec-
tive for the program is to replace many or all of the vacated

positions (Kepple 1984, p. 139). If College A replaces each

< I
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retired faculty member with a new ass:stam professor, the

additional ~ost of the program would be $166,350 [$867,870
— $470; 000 — (10 x $56,422) = —$166,350).

_Thus, it is important for an institution to adequately,,,,

assess the purpose of its incentive program and the finan-
cial resources that can be committed to such an endeavor-

The Legal Perspective

The followmgobservanon is sound a;dvnce for any institu-

tion formulatmg an incentive early retirement program.

An early or phased retirement plan may be aﬁ’écled by
currem soczai securuy l‘aw the Employee Reurement .

plan can actually serve as a. complele model for another

institution. If a college or. university chooses to develop

an early retirement plan, it should do so only after-con-

sulnng legal counsel (Covert-McGrath 1984a, p. 13)

The 1 use of lega] counsel in the development of incentive

early retirement programs is clearly |mportam ina period _

of changing tax and social legislation to ensure compliance

with state and federal laws and regulations (Clevenger and

Chronister 1986, p. 10).

Incentive Early Retirement Programs for Faculty
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INSTTTUTIONAL EXPERIENCES WITH
EARLY RETIREMENT PROGRAMS

In view of the growth of incentive early retirement pro-
grams offered by institutions of higher education; impor-__
tant lessons are to be learned from the experiences of those
colleges and universities. In 1981, early retirement pro-
grams were much talked about, but little solid empirical
published work existed (Mitchell 1981, p. 2). Since then, a

number of studies have been undertaken to fill that void.

This section presents the findings of several studies of sysi

tems of institutions as well as studies of the experiences of
individual colleges and universities that offer incentive
early retirement programs. It-includes the types of pro-

grams offered and how well the programs have been meet-

ing the institutions’ objectives and purposes for which they
were establised:

Approxxmately 35 percent oﬂthe 318 institutions that
responded to the Project on Reallocation Study provided

incentives for-faculty to retire early (Mortimer, Bagshaw,

and Masland 1985). By institutional type, 55 percen: of the

doctoral-degree-granting institutions, 45 percent of the

comprehenswexolleges and umversmes, and 23 percerit of

thehberal arts colleges reperted the provnsnon of fincen- -

ized early retirement progmms than were pnvateco]leges

and umversmes Among the tyves of incentives provided

reduced teachmg]oads,aBout 3 percent provided contin-
ued employee benefits after retirement, about 15 percent

offered supplemental retirement income, and approximately

49 percent offered a combination of incentives (p. 45).
- A study of incentive early retirement prograzs in pnyate

llberal -arts colleges identified 39 colleges with plans (Kep-

ple-1984). Seventy-four percent of the i institutions classified

their programs as formal offerings, 17.9 percent identified

them as informal or individually negotiated optioss, and.

the remaining 7.7 percent indicated they provided both for-

mal and informal options to faculty interested in retiring
early (p. 152). The most common types of programs.

offered were severance payments (used by 25:6 p petcent of

the colleges);-bridging payments (20.5 percent), and phased

retirement (12.8 percent). A substantial 205 percent

offered two or more options for faculty members’ choice,

Incentive Early Retirement Prbgrams Jor Facuhy
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The use of eombmanonsoimcenuves to meet. Lhe interests

and needs of faculty candidates for early retirement appears

to be a common practice (Chronister and Trainer 1985a;
Kepple 1984; Mortimer, Bagshaw, and Masland 1985).

Among 51 institutions responding to a 1984 survey of early,

partial, and phased retirement programs in public universi-
ties, 45 percent (23 institutions) offered a single program. _

option to faculty. _A full early retirement option; offered by 13

institutions; was the most popular; six institutions offered a_

partial retirement option, and four offered phased retirement
(Chronister and Trainer 1985a, p. 28). Among the nearly 55.
percent reporting that they offered combinations of pmgram
options; the most common combination (reported by 11 insti-
tutions) involved providing for early retirement with partial
reemployment as an incentive in the program. Within the -
cohort of institutions offering multiple programs; a number of
the institutions indicated that the full early retirement pro-

gram and a partial or phased program were in fact separate
opportunities forfaculty. - -

- A number of formal early- retxrement -programs oﬂ'ered
by state instituitions with defined benefit retirement plans -
provide credit for additional years of service. Faculty and

other employees of California state university and colleges

who, at the time of retirement, were age 50 or older and

had five or more years of service credit in the Public

Employees’ Retirement System or the State Teachers’ _

Retirement System were awarded two years of unearned
service credit toward their retirement annuities if they
retired during a defined period of eligibility (Reinhard 1981
p- 12). In a similar vein; faculty and-other employees of the
State University of New_ York and the City University of

New York who met certain criteria for eligibility were .

offered an early retirement option that included three years

of unearned service credit in the calculation of their retire-
ment annuity (Ingalls 1985).

_Providing part-time employment asa component of an
early;enrement program often meets the desire of faculty
to_continue contact with students and colleagues or to pro-

vide a measure of economic security and can therefore be

viewed as an important elective incentive. Part-time

employment caa also be a legal requirement in an incentive
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early retirement program for public institutions so that the
program complies with state statutes. Analysis of the pro-

gram in a public university in the state of Washington indi-

cated that because state statutes prohibited any. payments

of state funds except for services rendered, part-time -

employment was a necessary part of the incentive early
retirement program for the institution (Clevenger and-
Chronister 1986, p. 41). In Washington, therefore,publlc

institutions that offer formal early retirement programs _
[guarantee part-time employment for a specified number of

\’ears to those faculty who desire to avail themselves of

this economic aspect of the incentive program.

. For public institutions in Ohio, state statutes preclude

the guarantee of part tune employment as a componeént of

of the institution {Clevenger and Chronister 1986 p- 41):

Although many institutions provide for part-time employ-

ment of faculty in their incentive early retirement programs,

Oakland University in Michigan pmvndes an interesting con-
trast. The 1983-85 collective bargaining agreement between
Oakland University and its local chapter of AAUP inclided a
prtmsnon for the university to reemploy any retired bargain-
ing unit faculty member, with the exception of those who had
participated in the institution’s voluntary early retirement
option (AAUP 1983, p. 59).. ____

_ Incentives vary widely. (Kepple 1984) Model Collegﬂ l

in Kepple‘sstudy provided a lump-sum payment equal to

the scheduled faculty salary for the current year minus the
beginning salary for an assistant professor for the same _
year. To be eligible to participate in the. mcennveprogtam
a faculty member had to be between ages 55 and 64 and

have-been employed by the institution for at least 10 years

(p. 83). Model 4 in Kepple's study provided a year's paid

leave of absence and a contribution to the individual fac-

ulty member’s retirement plan based upon a formula i rang-

ing from 180 percent of the previous year's- -annuity contri-
bution at age 65-to 20 percent at age 69 (p. 92). I

- Model 7 provided phased employment for faculty mem-

bers at age 62 with 10 years of employment. Teaching load

and salary were reduced to 50 percent of the level of the

prevxons year. In addition, the college continued contribu--

tions to the retiree’s retirement plan based on 15 perceit of

Incentive Early Retirement Programs for Faculty

(462

49



the pnor ﬁlll-tune salary, ess:alatmg at the rate of average
y_increases (Kepple 1984, p: 102): Model Col-

lege 8 provided a ‘‘bridging benefit’’ payment equal to 10

percent of the individual faculty member’s prior year sal-
ary. To be eligible, the individual must have had 10 years
of continuous service to the college and be 62. The bridg-
ing payment continues until age 65 (p. 106). -

- Another incentive is a preretirement supplement plan
The college provides the faculty who agree to retire at age
65_or before up_to 7.5 percent additional matching supple-

ment to the individual’s current retirement contribution: __

The supplement can begin at age 55 or whenever the agree-
ment is signed between the ages of 55 and 65. In addition,
the college pays half salary to-the retiree for the year fol-
lowing retiremeént (Kepple 1984, p. 126).

Ef[echyemo[l’mgnmﬂffenngs
The Institutional Perspective = R _

The effectiveness of incentive early retlrement programs is
an issue that must be addressed as institutions seek to -
determine strategies for meeting demands for flexible staff-
ing. To provide a baseline for assessing effectiveness of the
programs at the 51 institutions_in one study; the respon-

dents were requested to identify; from a prepared list;

those objectives that served as the_reasons for the. develop-

ment of thz incentive program(s) at their institutions
(Chronister and Trainer 1985a). *‘To provide a faculty ben-
efit’” was citzd for nearly 40 percent-of the programs, **
create finarncial s savings” for about 18 percent, ‘‘to provrde
for reallocation of resources’ for about 16 percent, “‘to
provrde for rencwal of the professonate for 13. percent

about 3 percent crted other reasons. lnterpreted another
way, approximately 60 percent of the responses cited pro-
gram purposes that can be classified as beneficial to the
iﬁstitiitioii This ﬁnding strongly supports thé Cbhtéhtibﬁ

stmtegles that pIQVJde institutions of hlgher education with

a means of managing faculty resources:

Another finding of the study of the 51 institatiors was

that only four of them had establi-..;ed actual numerical
gi-1s fur faculty positions to be vacated through offering -
zac'y, partial, and/or phased retirerfierit programs, and only
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four programs had estabhshed taréeti for dolars saved

(Chronister and Trainer 1985a, p. 29). Although no explicit
numerical goals had been established for the vast majority
of the progrrms; institutions overwhelmingly asserted that
the Prqgraﬁﬁ gvéfmicﬁiévingthépurpbﬁé@ for which they

had been established: When success of the programs was
viewed from the perspective of the level of faculty partici-

pation, 80 percent of the early retirement programs were

cited as having achieved participation at or above the___

expected level, The vast majority of the institutions offer-

ing those program options also reported that participation

in the partial and phased programs was at or above the
expected levels (p- 30):

The Kepple study of early retirement programs at liberal
arts colleges fournd that the 39 college presidents rated the

programs as generally successful in terms of meeting their

expectations of faculty participation. Specifically, 7.7 per-

cent stated that the faculty reception exceeded expecta-

tions, 41 percent characterized the program as matching
expectations; 5.1 percent indicated a failure to match_
expectations, and 46:2 percent stated that their program
had not been in existence long enough to assess its effec-
tiveriess (Kepple 1984,p.79.
__An analysis of the California state university and col- ..

leges’ early retirement program also provides evidence of
the potential attractiveness of formalized programs in -

meeting institutional needs to reduce faculty staffing. The.
California program, established in anticipation of the need

to reduce staff, provided an incentive bonus of two years

of unearned retirement service credit in the calculation of
the retirement annuity for eligible staff members who. ...

availed thzzuselves oi the program. The majority of those
who rctired under the program wdicated that the two years

service credit was a major factor in their decis:on 1o retire

early. This program, which was offered only for-a three-
month enroilment period in 1980, was also found tobe
finaricially beneficial to the institutions because the cost of
finaing the two years of unearned service credit for retire-
ment purposes was less costly than the anticipated com-

pensation co:1s for the faculty had they not chosen to

An incentiv: zarly retirement program established for
employees of statz-supported colleges and universities in
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New York encouraged a large number of early retirements

(Ingalls 1585). The New York pre.zraim provided an extra -

three years of service credit for parti ticipants that increased

an individual’s pension payment by about 5 percent per

vear. In terms of the number of employees who t-ok

advantage of the program, it can be described as success-
ful, although some effects can be cited as negitive. The
fact thit,ﬁitji'é,ﬂiﬁz’é,ﬁegccm of the eligible staff took

advantage of the option at one time created a concern for
several of the campus administrators.
— Michigan State University used a severance pay incen-

tive plan to encourage early retirement among faculty
whose positions were subject to termination notice because
of a declared financial crisis at the institution in 1981. The
“‘buyout’ incentive was offered only to “‘potentially
affected’” facnltv members and can therefore be viewed as
plovid’.- - for voluntary) action by faculty as
oppos- > dismissal action by the institution.

The -zions: (1) a complete buyout with
[Symes. - zars of salecy for faculty in certain
pr o 4 patal buyout or part-time eiﬁp’l’dyi

Mr-0p.. . acultyin cther targeted program areas.
Thrcugh «ms :adsced carly . stirement program., Michigan
State achieved the desired reduction of approximately 100
targeted faculty positions (Kreinin 1982, p. 37).

--While Michigan State University’s incentive plan was
developed during the turmoil following a declaration of -
financial crisis by the institution’s board of trustees aiid the
announcement of plans to terminate 100 tenured and eight
tenure-stream faculty (Kreinin 1982, p. 37), Adelphi Uni-

versity provided an early retirement plan that appears to

have the support of faculty (Heller 1984, p. 17). Adelphi’s

plan provided three options, the miost popular of which
involved faculty whose age and years of teaching service
added to 65 or over. Faculty meeting that criterion and.
choosing to retire early receive a percentage of their sal-

ary, decreasing annually over five years, as well as full _
benefits. Other options include the “‘repurchase’ of a ten-

ured contract and a three-year unpaid leave of absence..
Twenty-eight faculty members participated in the program
the first year, with the majority taking the full early retire-

ment option. Sixteen faculty signed up for the program the
second year (p. 17).

52

65



- Rhodes College in Memphis; Tennessee; offered a-
limited-term incentive ecarly retirement program that has
proven to be highly successful in meeting institutional -
needs (American Council on Education 1986). Faced with a
tenure rate of about 87 percent in 1981 that restricted the
flexibility the college felt it needed to plan effectively for
the 1980s and 1990s, the institution; with significant input

from faculty, developed a dual option program: One option

provided faculty members who were age 62 or younger
with a severance payment of 150 percent of salary. The -
percentage of salary for the severance payment declined as
the age of the faculty member choosing early retirement
increased. The other option was phased retirement that
permitted the faculty to retire bt to continue teaching for

up.to 40 percent of a normial load.

- -Rhodes College’s program was introduced 16 1aﬁuary

1983 and provided for a five-month enrollmc..¢ window
during which faculty could contract for immediate or-
deferred early retirement. As x result of the offering, by
December 1985 a total of seven faculty members had
retired early under the severance pay option; and another
nine contracted for early retirement between 1986 and
1995. When these retiremments are added to the nine faculty
members who are scheduled for mandatory retirement by

1995, 30 percent of the college’s total facuity will have
ktii;ed ihélz-yﬁ’ﬁé:@j R oo - I
A number of institutions have developed early retire-

ment programs with the dual objectives of ificreasing flexi-

bility in staffing while at the same time seeking to reduce
staff. A university in the northeast implemented an incen-

tive program with these twin objectives and has classified

the program a success (Clevenger and Chronister 1986, pp.

10-18). Adopted in 1982 and established for a five-year
enroliment period; the program provides incentive pay-
ments for faculty members between the ages of 62 and 69
with 10 years of service who retire early. Faciilty closest to
age 62 receive the highest incentive payments; with the

amount of the payment reduced the closer to age 69 the
faculty member chooses to retire.

- The institution has reported a participation rate higher
than initially expected but not at a leve] deemed disadvan-
tageous to the university. Whereas approximately 10 per-
cent of eligible faculty retired early the year before imple-
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mentation of the progra.m the rate mcreased to 29 21 zmd
25 percent during the first three-years of the incentive

offerings (Clevenger and Chronister 1986, p. 16). These -

participation rates have permitted the universii;' to create

some financial savings by reducing staff while at the same

time reallocating a limited number of entry-level positions.

The opportunity for partial employment as the basis of

an early retireffient program is an important consideration

for many faculty contemplating retirement. -Although many
institutions offer such an option to prospectlve early retir-

ees; the requirement of partial employment in one institu-

tional program has not been a deterrent to faculty. An -

institution in the northwest has a rcqmrcment of pamal em-

ployment as the basis for its early retirement program

becaiise of state iegulations. The program, which has 2.

threshold age for: c‘tmbdlty of 62 was lmplemented in 1980

1 10 faculty members aymlcdjhemsglves of the opportunity
to retire early (Clevenger and Chronister 1986, pp. 19-25).

Although faculty members are eligible for reemployment
at a 40 percent effort and salary level until age 70; actual

faculty participation in reemployment drops to less than 26
to 30 percent of faculty retirees after their third year of

early retirement. The only drawback to the program from

the perspective of the institutiori is that the institution has

lost a number of faculty considered outstanding scholars

that the institution would rather not have lost (Clevenger

and Chronister 1986, p. 24).
A number of systemw1de mcentlve earl" retlrement pro-

was the case in 1982 in the state of Washmgton when Sec-

ond Substitute House Bill 124 was passed. According to

the preamble of the bill:

The legislature has determined it is in lhe best mterest of
the state to temporarily provide for a special early retire-
ment benefit which would enable certain employees to
leave state service. It is the intent of the legislature that
the lower level of employment achieved through. the utili-

zation of this special early retirement be maintained by




the agency or polmcal subd‘ ivision by whom the reurmg
employee was empfoyed (Carbone 1983, p. 1):

- Under the incentive. eatly retirement pl plan developed fer

lugher education personnel within the state system, college

and university employees who were members of the teach-

ers’ retirement system or the publlc employees’ retirement

system who had five years of service credit and were age
55 could retire under the program; if they had 25 years of
service, they could-retire at any age. Members who were
participants-in the TIAA/CREF retirement plan could -

retire regardless of age if they. had 25 years of service; if
they were 55 years of age with 10 years of service in TIAA/

CREF, they were eligible to retire under the incentive plan
(Carbone 1983, p. 2). Employees who miet these r require-
ments were given an eight-month enrollment period during
which they could efiroll in the program(p.1).

A study of the impact of the special retirement program

on commitnity college. personne[cdmpg;ed data on early
and regular retirees during the period when the early retire-
ment option was made available to staff. The program was
available to all eligible community college staff; 85 staff.

members took advantage of the offzring, of whom 37 (43. 5

percent) were faculty members.. - During the same period,

159 other employees retired under the regular retirement

plan, 73 (45.9 percent) of whom were faculty members

{Carbone 1983, p. 4). Based upon the goals of the special

retirement program as set forth in the preamble to the leg-

islation, the program was deemed a success from the per-

spective of reducing staff. The assessment of the financial
implications of the program is a bit less sanguine. Compen-
sation savings from faculty early retircments were more
likely to result in cost reductions for the system because of
the tendency within the colleges to replacz full-time retir-
ees with part-time personnel (p. 3). The longer-term costs-

to the state may offset these immediate savings because of

the payment of pension benefits to the early retirees for a

longer period of time. This factor is especnally applicable to
nonfaculty personnel, who tend to retire at the earliest pos-
sible Opportumty, an opportunity provided by the specual

program (p. 4). ]
- Against this baekdmpof generaily favomble assessments

of the effectiveness of early retirement programs, it muist be

as the basis of

an early
i-éizi'emem )
program is an
important -

cansdemaon

contemplatmg

retirement.
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do not suppan this ,’ 'on(Chmmsterand Trainer
1985a; Clevenger and Chronister 1986; Kepple 1984).

Eﬂectivm o!Prognm TbanulIty lherspecﬁve S

If participation is the criterion for the effectiveness of early
retirertient programs, the programs « described in: the pre-
ceding section could be interred to be effective from the
perspective of individual faculty iiiéiiib’ei‘s Thé éﬂ‘e'ctiV’eZ

perspective, l"owevér; as not been the sub;ect ofa sxgmﬁ

cant amount of research: The effectiveness of the progxatns

although ‘economics is . fundamental consideration (Palmer
1984, p.23). - - -

A 1977 study of early retirees from four universities
found that 93 percent of the 42 retirees who were inter- -
viewed in:cated that they were satisfied, or very satisfied;

with their decision (Kell and Patton 1978, p. 175). Eighty-

eight percent of the retirees reported that they were well_

off financially. Further, a majority of the respondents had
remained professionally active after retirement, and 71 per-
cent had been employed at one time or arother during
retirement (p. 176). And 90 percent of the retired faculty -
members interviewed would make the same decision again;
81 percent felt very satisfied with the provmons of the

early retirement program offered by their institutions..

The potential negative impact of early reiirement on the

retirement annuity is a reason that a number of faculiy -
mmembers choose not to participate in incentive early retire-
ment progmms Unless the earﬂ retxrement _program mcen-

reduceda—nnmty payments faculty in defined contnbutlon

retirement programs, such as TIAA/CREF, will face _ _

severely reduced annuity payments. A faculty member at

Muhlenberg College in Pennsylvania figured that if he took

advanitage of the program offered by :%at institution at age
60, he would receive $100,000 from the college over five
years and $9,600 annually for 20 years from- TIAA/CREF,
whereas if he worked until age 65, the annuity would be

about $20,000 per year for 20 years (Palmer 1984, p. 24).-

The potential decrease in the amount of retirement annuity
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income is & critical concern for manypotcnnai eariy retir-

ees; it is in fact one of the variables that has been cited as a

deterrent to participation in sucﬁprograms

__Another expressed deterrent to participation in early

retirement programs for a number of eligible faculty-mem-

bers is the loss.of contact with students. As one such eligi-

ble faculty member stated, ‘‘My studerits keep me alive. It

would be a deprivation not to see them’’ (Palmer_ 1984, p.
23). This statement reflects onie of the reasons that a num-
ber of incentive programs provide for partial employment

as an option. Such an option provides faculty with both an

econonuc and a professional incentive for participation.

Actual and Potential Problems in
Incentive Retirement Programs =~
The potential loss of distirgiished facaliy whc probably

would not be lost in the absence of tiie inicentive program

is an issue that insticuiions cor: ‘emplating offering early

retirement programs must consider. With an incentive pro-

gram that jnust feave i~ optnon of participation in the p pro-
gram to faculty's i tnoga.xve, it is very difficult for an insti-
tution iy arget. the facuity it wonts to take advantage of the

progrars. -Urae efiect of the New York. program was the
reported loss of a aumber of distinguished faculty members

who ‘were considacred the strengths of their departments
(Ingalls 1985). .

_ At one institution, the early retmement program penmts

the institution to delay the early retirement of a faculty mem-
ber for up to 12 months, at no loss of benefits to the individ-

ual, if it is in-the interest of the university {Clevenger and

Chronister 1986; p. 12) ‘Many incentive programs include

program statements that provide, ‘‘in the interest of the insti-

tution,” the right to defer faculty members’ participation for

a period of time or the right to parucnpate at-all. -

_ The faculty early retiremient ificentive. plan thatis

mcluded as part-of the colle:tive bargaining égreement at

Marymount College in Tarrytown, New York, includes

two statements in the section dealing ylth eligibiiity for -

participation that are especially specific in setting forth the
institution’s interests.

42 AFc aculty Member's pamclpatwn in rhe Plan must
result in a net savings to the College during the Incen-

tive Payment Period-
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 4-3 Eligible Faculty Members may elect 1o participate
in the Plan and the option to initiate the election rests

solely with the Faculty Member. However, hotwithstand-
ing anything 1o the contrary contained in the Plan, the-
College has the absolute right to reject that election; the
College’s rejection shall be final and unreviewable; and
shall not be subject to any of the grievance or arbitration
provisions contained in the collective bargaining agree-
ment (AAUP 1984; p. 35).

. These statements very clearly set forth the fact that the
inistitution retains tr:» rigt - to choose those who participate
from among those wt. - - eligible and thase who apply to
participate. It is further specified in section 4-7; which refers
to the fact that *‘. . . no employee of the College shall .

become a participan: wwiess he or she is one of a select group
of management or highly compensated employees of the Col-
lege” (p. 36). The agreement further reserves the right for the
college to delay implementation of a faculty member’s entry

into the program for one year after the individual has been
approved for participation (. 36). ... . -
" The voluntary nature of such programs for faculty is a

requirement that is dictated by the Age Discrimination in
Employment Act. It has been possible, however, for insti-
tutions to target 9§fiéiﬁ,§6pulatibﬁ§,6f faculty as eligible

for early retirement without violating regulations governing
" Ti:» targeting of populations of faculty as eligible for par-
ticipation in an early retirement program is possible when
such targeting is consistent with institutional objectives
and ADEA and when the option to participate resides with
the select faculty cohort. One institution used a priority. -
system to specify the departments in which the need was
greatest to reduce staff. The priority system was designed
to give highest priority to interested faculty who were in
the most overstaffed departments: Within *he funding cap
established to support the incentives se: 5su th for the pro--
gram; if more faculty applied for the program than the bud-
get could support; the faculty were to be ranked by mearns

of a weighting system related directly to the degree of

overstaffing ini the departments. The higher the -‘zgree of
overstaffing of the department in which a faculty member

taught, the greater the possibility of carly retirement for
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faculty members from that unit. Sinice the implementation
of this program, beginning with the 1983-84 academic
year, the priority system had been invoked in only one
year because, except for that year, the number of appli-
cants for the program has not exceeded the funding cap
(Clevenger and Chronister 1986, pp. 27-34), - - -

- The program offered by Michigan State University in
1981-82 can be classified as a targeted incentive plan ___
because the incentives were offered to faculty whose posi-

tions were subject to termination bccause they were mem-
bers of schools or academic programs that were subject to
elimination (Kreinin 1982, p. 37). -

- A second type of targeting evident in institutional plans
involves designating faculty members in certain age groups
as desirable candidates for early retirement and building
incentives so that retirement before or after the target age

is financially iess attractive (Clevenger and Chronister
1986). One institution calctilates the amount of the early

retirement incentive payment based upon a scale that uses
factors consisting of the number of years of service and the
age at early retirement. The maximum incentive payment a
faculty member can collect is 50 percent of his or her last
annual salary before early retirement. For example; a fac-

ulty member choosing to retire at age 62 with 25 years of
service would receive the maximum incentive. If the retire-
ment is delayed until age 65, the maximum payment would

be reduced to 41 percent, because the incentive payment -

declines by 3 percent per year beyond the threshold age of
62. The payment also declines as the number of years of

service declines. This particular institution appears to be
satisfied with the program, noting that 83 faculty members
had chosen to participate during the first three years it _was

offered. When viewed from the perspective of participation
by eligible faculty, the rate varied from 21 and 29 percent
per year across-the three years (p: 16\ ) -

- Institutions also have the option.in their program offer-

ings to open a *‘window”’ for faculty participation that is

constrained to a specific age and a period of time during
which faculty must choose to eniroll in the program or for-
feit the right to partizipate. As an example; the State Uni-
versity System’s early retirement program provided by the

Board of Regents in Florida, which was in effect from 1983
to 1985, included such a stipulation (Turnbull 1986). Fac-
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ulty who had accrued at least 10 years of creditable service
and who were 62 years of age or older during the 1984-85.
year were required to enroll in the program before May 31,
1985; or forfeit the nght to future participation. Such a stip-
ulation does not require » participation in-an incentive early

retirement program but does set institutional {or state)

parameters for those faculty who do choose to participate.

The Florida program provided half-time employment for
faculty a< one-of the benefits.- A

A progiam developed in 1980 to assist anin-  tion with a
goal of reallocating resources has proven (o be successful -
(Clevenger and Chronister 1986, p. 19). The program, whicki

uses part-time employment as one of its incentives because_

of state restrictions on payments that can be made to faculty.

has had an average of 25 faculty participate each year, with

the exception of one year. That participation rate has been_

higher than expected. The program provides for early retire-
ment beginning at age 62 with a- reerployment option for up
to 40 percent time until age 7C. Irdividuals participating in

the program have, on average, veen. retinng at age 6% or 65

(Clevenger and Chronister 1986, p. 23).

Program Modnf..,atlons N

In view of the dynamic nature Of lnstltutlons of hlgher edu-
cation and the changmg environment in which they func-
tion; constant review of policies that affect personnel -
seems appropriate and necessary. Although the- -majority of

programs discussed in_the study of early, pariial; and

phased retirement programs in public higher education
(Chronister and Trainer 1985a) had been established s since

about the time of the effective date of the amendments to

ADEA (July 1, 1982), many of the programs had been
adjusted subsequent to the|r mmal |mplementat|on Eleven

reurement prbgrams had been adjusted with the stated

purpose of making them more attractive to faculty and/or

to address a new institutional objective. ____

-A common- modnﬁcatmn mvo!ved changing the ageat

whick a faculty member is eligible to participate: Age 55
was most commonly-identified as the new threshold. In
several instances, this age became a-permanent adjust-
ment; butm one instance an institution’s plan was changed

for one year only to age 55 by state action; from which the
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(see also Clevenger and Chronister 1986, p. 19). Anocher

frequently cited adjustimient is to use years of service pius
age as a criterion in the determination of eligibility.

- In keeping with the need to make programs more attrac-
tive to faculty; changes to partial and phased retiremment

programs include such actions as making employment
options more flexible and increasing the income that can be
carned. One institution that vased the half-time salary on
the average of the salary for tiie last three years modified
the percentage from-50 percast to 60 percent as a mearns of
having it more closely approximate one-half of the last
year's salary. Another adjustment a number of institutions
adopted was to lower the age at which a faculty member
could begin to participate in the program. Each modifica-
tion can be viewed as benefiting faculty.

- Two institutions participating in another study cited
were desigried to increase institutional benefits. In both
cases, it involved reducing the number of years a faculty
member could be employed: The intent, as specified by ofie
respondent, was to promote the earlier appointment of new
faculty members (Chronister and Trainer 1985a, p. 31).

- _Institutions that provide incentive early retirement

opportunities for faculty or an ongoing basis will also need

to monitor the programs on a continuing basis. This contin-
ual monitoring and assessment should be a function of the

institution’s desire to ascertain whether the program is
meeting the purposes for which it was established. ,
Changes in institutional circumstances and environmental

changes that might affect faculty decisions can necessitate
changes in program incentives—or even the advisability of

continuing to offer the program. A number of institutions
specify a required review of a program at sclected times

and the establishment of a program for a defined number of
years (Chronister and Trainer 1985b; Clevengar and Chron-
ister 1986).
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CONCLUSIONS AND RECOMMENDATIONS

In 1974, the then-current literature on incentive early

retirement programs ‘‘seem(ed) to create the impression, if

not the illusion, that widespread application of early retire-

ment plans is professionally essential, personally urgent,
educationally desirable; and financially feasible’’ (Jenny

1974, p. 7). In the years since then, evidence has continued
to build in support of the use of incentive early retirement

programs to meet a number of higher education’s faculty
staffing and financial problems.
—Clearly; incentive early retirement programs have

become increasingly popular on college. and university.
campuses as management tools to assist in dealing with
problems of overstaffing, financial constraints, high tenure
rates, the need to reallocate resources; the inability to hire
new staff, and the inability to respond to students’ chang-

ing curricular preferences.. . .
_ Both institutions and early retirees generally favorably

evaluate their incentive prograis. It is still incertain what

impact these programs will have on higher education as a
whole, but it is certain that properly structured programs.
can and have dramatically affected the staffing patterns at

individual institutions: Incentive early retirement programs

cannot be dismissed lightly as a passing fad, nor should

the; be viewed as a continuing resolution to management’s
poor decision making. S
- It is quite clear that incentive early retirement programs
are shaped and ccntrolled by federal statutes and regula-

tions dealing with age discrimination, protection of retire-
ment income for employees; and IRS stipuiiions on tax-_
able income; therefore, any institution planning to develop

an incentive program to facilitate early retirement of fac-_
ulty and staff must be aware of such giiidelines and restric-
tions. To these regulations must be added relevant state

statutes regarding retirement and the use of state funds in
suppart of betiefits by public insfitutions.... . .
_ Although this monograph reports a number of generally-

positive institional experiences about the effectiveness of
such programs, a number of cautions are in order. First, to a

large degree, the success of an inceritive program designed t6
facilitate the early retirement of faculty is a funiction of the

problem the program is designed to alleviate, the age struc-
ture of the faculty to who it is addressed, the nature of the
incentives provided to faculty, and external social and eco-

i::; z;:,;;i@i

institutions.
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T, ,,ﬁ,,’,,’ia m a,E.ect E,, ,,iti ,i;, e .T,tie i ,df
the program is a function of the culture of thcmmpus Fail-

ure to recognize this observation will reduce the program’s
potential effectiveness. -~ .

- Second, the literature s suggests severai steps that institu-

tions should take to assust faculty in plzmnmg for. retIre-

ease the adjustment to hfe wnthout work (Cox and Russell
1982, p. 1), but retirement for academics does not neces-

sarily involve terminating their role; as faculty have the

ability to pursue the same interests and style of life after .

retirement (p. 7). The desire of many faculty who are can-

didates for early retirement to retain an affiliation with the

college or university after retirement is one factor that cre-
ates the nexd to provide continued institutional services as
incentives. i formal early retirement programs. - - --
__. An effective planning program for faculty and staff is
important to the success of early retirement programs .
Preretirement counschngmtnﬁlyencnumgcs senior fac-

ulty to amsnder the financial andpe'sonai optmn&at retire-

And attention should be given to the person szlected to
administer the program. An individual who has the trust
and respect of the faculty is much more likely to success-

fully negotiate and explain the options available.

Third, incentive early retirement programs do not neces-

s2n1y pay for themselves. Programs under which each retir-
ing faculty member is immediately replaced have difficuity -

generating savings in salary and fringe | benediis in an amount
equivalent to the-amount-necessary to also cover Costs of the
incentive plan. The fact that many institutions are using-
incentive early retirement programs to increasc academic-
quality and flexibility rather than to reduce costs has implica-

tions for the cost effectiveness of such offerings:

_It is also important to use strategies to dev?eiopandasscss

alternative approaches to dealing with the institutional prob-
lems that will provide decision makers with the best resolu-

tion of those problems. Incentive early retirement programs
are not a panacza and may not be the best long-term resolu-

tion. The provision of incentives for faculty to retire early is

a short-term strategy for reducing tenure ratios only if the _
distribution of faculty age is suck: that the incentive program
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addresses that msué(ﬁo;l:nﬁ;lm) Kﬁlﬁccntwe prograii

does not resolve a continuing problem of poor decision mak-

ing about personnel appointments and retention: More cost-
cffective means are available to address such problems. If
high tenure ratios are the cause of a problem, then the tenure
ii:'iii i@i 0uk Eﬁiﬁfiji;:; o ol z

. Early retirement programs are viewed as a fairand
humane way to terminate faculty, but they are neither fair
nor humane if they do not address faculty members’ eco-
nomic, professional, and personal concerns (Gross 1977b,

p-754). A critical concern for those faculty considering
taking retirement before a regularly established retirement
age or the mandatory age is protecting and maintaining the
value of income after retirement; that is. ‘maintaining an

acceptable standard of living over the entire retirement

period. This criterion involves not only establishing an ade-

quate initial benefit but also protecting the benefit against

the effects of inflation (Commission on College Retirement
1986, p. 12. . o

~ Although formal incentive early retirement programs

have existed on college and university campuses for sev-

eral decades, increased impetus in support of their devel-
opment was provided by the 1978 amendmieiits to ADEA;

which raised the age of protected employees from 65 to 70-
Passage of the 1986 amiendments to ADEA abolished man-
datory retirement by reason of age: Although the amend-

ments provide higher cducation with a seven-year exemp-

tion to the uncapping of retirement for tenured faciilty, the
exemption is repealed at about the time when colleges and
universities face their most crucial staffing problems.

- A number of factors that colleges and universities are
just now beginning to address have become increasingly
significant. Wiien the 1978 amendments were passed,

higher education was given an exemption for four years to
develop programs to accommodate the effects of tenure
systems on staffing and retirement patterns. The most sig-
nificant change that has taken place since then has been the
growth in the numbcr of institutions offering incentive
early retirement prozrains. Interest has also increased in
the development of post-tenure evaluation of faculty as a
means of removing nonproductive and incompetent faculty
(Licata 1986, p. 15).
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_An increased impetus for further development of pro-
gramsIoLpﬁsL -tenure review and incentive early retire-_

ment programs_can be expected as a. result of the uncap-

ping of retirement by.reason of age. The development of

incentive retirement programs will be shaped extensively

by the recent Tax Refcrm Act and by sections included in

the Omnibus Budget Reconcnliation Actof 1986. . .

_ It is interesting to note that a 1 higher education was

glven ‘a four-year exception | to the 1978 amendments, approx-
imately 85 percent of TIAA/CREF institutions did not invoke
the exception that permitted them to retain a retirement age
earlier than 70 (Calvin 1984, p: 4): Even though the institu-

tions ¢ ld not invoke the exceptlon,ithe average age (65) of

retiree.: did not increase significantly (p: 4)- -

_Whether the abolition of mandatory retlrement W|Il ,,,,,
engender the same type of response from colleges and uni-
versities might be a measure of their degree of concern

with the lack of an age-related termmatlon-oﬁemploymeni

date for faculty: An important variable in the decision- -

making process is the significantly larger proportion of the

total faculty who will be 55 years of age and older begin-

ning in-1994. This fact alone should cause institutions to.

recognize the need to take action-on other personnel poli-_
cies—faculty evaluation relating-to continued employment,

the structure of retirement | benefit programs, health insur-

ance coverage, and personncl management activities de-

signed to enhance flexibility of staffing.
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