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PREFACE 

The Advisory Commission on Intergovernmental Relations was 
established by Public Law 380, passed by the first session of the 
86th Congress and approved by the President September 24, 1959. 
Sec. 2 of the act sets forth the following declaration of purpose 
and specific responsibilities for the Commission: 

Sec. 2. Because the complexity of modern life 
intensifies the need in a federal form of government 
for the fullest cooperation and coordination of 
activities between the levels of government, and 
because population growth and scientific developments 
portend an increasingly complex society in future 
years, it is essential that an appropriate agency 
be established to give continuing attention to inter- 
governmental problems. 

* 
It is intended that the Commission, in the per- 

formance of its duties, will-- 

(I) bring together representatives of the 
Federal, State, and local governmnts for the con- 
sideration of common problems; 

(2) provide a forum for discussing the adminis- 
tration and coordination of Federal grant and other 
programs requiring intergovernmental cooperation; 

(3) give critical attention to the conditions 
and controls involved in the administration of 
Federal grant programs; 

(4) make available technical assistance to the 
executive and legislative branches of the Federal 
Government in the review of proposed legislation to 
determine its overall effect on the Federal system; 

(5) encourage discussion and study at an early 
stage of emerging public problems that are likely to 
require intergovernmental cooperation; 
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(6) recommend, within the framework of the Con- 
stitution, the most desirable allocation of governmental 
functions, responsibilities, and revenues among the 
several levels of government; and 

(7) recommend methods of coordinating and simplify- 
ing tax laws and administrative practices to achieve a 
more orderly and less competitive fiscal relationship 
between the levels of government and to reduce the 
burden of compliance for taxpayers. 

Pursuant to its statutory responsibilities, the Cormnission 
from time to time singles out for study and recommendation particular 
problems, the amelioration of which in the  omm mission's view would 
enhance cooperation among the different levels of government and 
thereby improve the effectiveness of the Federal system of govern- 
ment as established by the Constitution. 

One such problergso identified by the Commission,was the 
question of transferability of public employee retirement credits 
when such employees change employmenf from one unit of government 
to another, 

The Commission added this project to its work program on 
May 4, 1962. The project was strongly urged by prominent national 
organizations, individuals, and government officials who are in- 
terested in government efficiency and in improving the public 
service as a career, 

This report briefly examines the background of public 
employee retirement systems at all governmental levels. It reviews 
such retirement systems in regard to provisions governing the intra- 
state and interstate transferability of retirement credits, and 
presents alternative methods for achieving a greater degree of 
retirement credit transferability. 

This report was adopted at a meeting of the Commission on 
March 21-22, 1963. 

Frank Bane 
Chairman 



WORKING PROCEDURES OF THE COMMISSION 

This statement of the procedures followed by the Advisory 
Commission on Intergovernmental Relations is intended to assist 
the reader's consideration of this report. The Commission, made 
up of busy public officials and private persons occupying positions 
of major responsibility, must deal with diverse and specialized 
subjects. It is important, therefore, in evaluating reports and 
recommendations of the Commission to know the processes of con- 
sultation, criticism, and review to which particular reports are 
subjected. 

The duty of the Advisory Commission, under Public Law 86-380, 
is to give continuing attention to intergovernmental problems in 
Federal-State, Federal-local, and State-local, as well as interstate 
and interlocal relations. The ~omrnission's approach to this broad 
area of responsibility is to select specific, discrete intergovern- 
mental problems for analysis and policy recommendation. In some 
cases, matters proposed for study are introduced by individual 
members of the Commission; in other cases, public officials, pro- 
fessional organizations, or scholars propose projects. In still 
others, possible subjects are suggested by the staff. Frequently, 
two or more subjects compete for a single "slot" on the r om mission's 
work program. In such instances selection is by majority vote. 

Once a subject is placed on the work program, a staff 
member is assigned to it. In limited instances the study is 
contracted for with an expert in the field or a research organi- 
zation. The staff's job is to assemble and analyze the facts, 
identify the differing points of view involved, and develop a 
range of possible frequently alternative, policy considerations 
and recommendations which the Commission might wish to consider. 
This is all developed and set forth in a preliminary draft report 
containing (a) historical and factual background, (b) analysis of 
the issues, and (c) alternative solutions. 

The preliminary draft is reviewed within the staff of the 
Commission and after revision is placed before an informal group 
of "critics1' for searching review and criticism. In assembling 
these reviewers, care is taken to provide (a) expert knowledge 
and (b) a diversity of substantive and philosophical viewpoints. 
Additionally, representatives of the American Municipal Association, 
Council of State Governments, National Association of Counties, 



U. S. Conference of Mayors, U. S. Bureau of the Budget, and any 
Federal agencies directly concerned with the subject matter 
participate, along with the other "critics" in reviewing the 
draft. It should be emphasized that participation by an indivi- 
dual or organization in the review process does not imply in any 
way endorsement of the draft report. Criticisms and suggestions 
are presented; some may be adopted, others rejected by the 
Commission staff. 

The draft report is then revised by the staff in light " 

of criticisms and comments received and transmitted to the 
members of the Commission at least two weeks in advance of the 
meeting at which it is to be considered. 

In its formal consideration of the draft report, the 
Commission registers any general opinion it may have as to 
further staff work or other considerations which it believes 
warranted. However, most of the time available is devoted to 
a specific and detailed examination of conclusions and possible 
recommendations. Differences of opinion are aired, suggested 
revisions discussed, amendments considered and voted upon, and 
finally a recommendation adopted with individual dissents re- 
gistered. The report is then revised in the light of commission 
decisions and sent to the printer, with footnotes of dissent 
by individual members, if any, recorded as appropriate in the 
COPY 
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CHAPTER I 

INTRODUCTION 

Retirement and pension plans are not of recent origin. 
In fact, pensions of sorts are perhaps as old as government it- 
self, dating back to bygone eras when royal monarchs rewarded 
faithful soldiers and courtiers with grants of lands and treasure 
to sustain them in their old age. Modern retirement systems 
began in 1834 when the British Superannuation Act was passed. 
The first public retirement system in the United States was a 
police pension system, established in New York City in 1857. The 
first State to adopt a retirement system was Massachusetts in 
1911. Then, the United States Civil Service Retirement Act was 
passed in 1920. 11 

From these beginnings, involving only a few selected 
groups, retirement programs in the United States have had a 
phenomenal growth in the last 25 years. In 1935, the year the 
Social Security Act was passed, not more than 15 percent of the 
labor force had any retirement protection. Today, almost every 
worker is protected by at least one retirement program, whether 
it be a public employee plan, a private industrial or union plan, 
old-age, survivors, and disability insurance under Social Security, 
or a combination of these. About 9 out of every 10 workers are 
covered under Social Security. z/ Approximately 22 million employees 
in private industry, or about two-fifths of the total, are covered 
by private pension plans. These private pension plans number 
about 25,000. 31 On the public employment side, there are over 
2,200 retiremeTt systems for State and local government employees. 
These systems cover over four million persons. 41 The Federal - 

Address by Albert H. Aronson at International Conference of the 
Public Personnel Association, Montreal, Canada, October 1, 1957, 
p. 1. 

Proceedings of the Fourth Annual Social Security Conference, 
July, 1962, p. 149. 

A Brief Review of Employee Benefit Plans and Funds, president's 
Committee on Corporate Pensions, p. 1. 

Employee Retirement Systems of State and Local Governments, 
U. S. Bureau of the Census, U. S. Census of Governments, 1957 



Civil Service Retirement System provides retirement coverage for 
more than two million employees of the Federal Government. Thus, 
pension and retirement programs constitute a subject of wide magni- 
tude and affect almost every adult citizen in the United States. 

Retirement systems have advantages for the employees in- 
volved, the employer, and--in the case of public employee retirement 
systems--the public. If they did not offer advantages, retirement 
systems would not have become as extensive as they are at present. 
As will be discussed in Chapter 11, retirement system objectives 
need to be changed and modified as society, government, and employ- 
ment become increasingly complex. However, for the purposes of 
this study, a few of the most important principles or objectives 
of a retirement system have been taken from the Wisconsin   over nor's 
Retirement Study Commission Report of 1957, underscored, as 
follows: 5/ 

A. For the Employee-- 

1. Attract high grade personnel to enter and make 
such service a li£,e career. As will be shown 
later, this is one of the traditional objectives 
of retirement systems that causes the greatest 
difficulty in dealing with the concept of em- 
ployee mobility. Until the post-World War I1 
era, public employment generally offered better 
retirement provisions than private industry and 
thus had some advantage in competing for top 
people. However, this advantage generally has 
been lost for the public employer. Regarding 
this, Aronson points out that: 

Pension systems were established in the public service 
before they were established generally in industry. The 
relationship between public practice and industrial prac- 
tice with respect to retirement has undergone a marked 
shift over a generation. Before the advent of Social 
Security, public retirement plans, limited in extent and 
in benefits though they were, nevertheless represented 
an advantage in public employment under civil service 
over employment in industry. In part this compensated 
for lower public pay scales. Retirement plans constituted 
one of the major attractions of the public service in re- 
cruitment and retention of employees. 

51 Final Report, State of Wisconsin   over nor's Retirement Study - 
Commission, January 15, 1957, p. 11. 



Today the lag between pay in government and pay in 
industry persists, In fact, if one takes pay during the 
1930's as a basis, there is a greater disparity today. 
But now, instead of public retirement systems constitut- 
ing a major advantage of public employment, there is, 
often, perhaps generally, no advantage to the public 
servant in this respect. In fact, social security com- 
bined with supplemental company plans may be more 
attractive than the public retirement system alone. I 
should point out, however, that benefits under a number 
of public retirement plans are above the general average 
in industry. On the other hand, one could point to a 
few industrial patterns, including coverage under social 
security and company plans, which provide more generous 
benefits than any public system. This is certainly the 
case in some plans for executives. fi/ 

2. Permit the employee to leave the service before he 
becomes inefficient because of old age and disability. 
Until pension systems became so generally accepted as 
they are now, there were usually about two alterna- 
tives for elderly employees. They could either be 
kept on the payroll after they could no longer perform 
their assigned tasks, usually to the detriment of both 
the employer and the employee, or they could be re- 
lieved of their positions and left to their own 
devices. Modern social considerations dictate that 
some form of economic remuneration must be made avail- 
able for the retired worker. Thus, a phenomenal growth 
in the number of pension systems has resulted. 

3. Retire ill and superannuated persons in order that 
their positions may be filled with young, energetic 
persons. Better morale is maintained in an organi- 
zation if the younger staff members know they will 
have opportunities for promotion as a result of a 
scheduled retirement program. 

B. For the Employing Agency and the Taxpayer-- 

1. Promote economy and efficiency in service. The 
employer can maintain a smoother running organization 
if, by making regular systematic contributions, he 
has established a retirement fund whereby aging 
employees can be given economic security in retire- 
ment and thus not need to be kept on duty and on the 

61 Aronson, s. cit., p. 2. - 



payroll years beyond their usefulness. 

2. Stabilize employment. This is another of the 
traditional objectives that may need to be re- 
examined. 

3. Attract able personnel. At the present time, a 
reasonably good retirement system is a must for 
attracting able personnel. While top individuals 
won't use a retirement system as the sole criterion 
in selecting a position, an employer must provide 
a retirement program simply because virtually all 
employers do. 

4. Enable employees to provide for themselves and 
their dependents in case of old age, disability, 
or death. In the case of public employment, the 
taxpayer will come out ahead financially by con- 
tributing to a retirement fund, rather than having 
the employee hang onto his job past his usefulness 
and then receive old-age assistance which the tax- 
payer must provide in its entirety. 

5. The public will receive better services if super- 
annuated employees are retired in an orderly manner. 



THE PROBLEM 

Reason for the Study 

Many public administrators and agencies are finding the 
serious lack of provision for intergovernmental transferability 
of retirement rights to be a hindrance to personnel recruitment. 
Examples which indicate the concern about the problem follow. 

Dr. Leona Baumgartner, as Commissioner of Health for the 
City of New York, stated in a letter to the Twentieth Century 
Fund that: 

One of the most difficult and trying problems 
facing public health administrators today is the 
inability to recruit well-qualified professional 
staff.. . . 

I find, in talking to many people in public 
health, that a major factor in keeping them (people) 
where they are and preventing them from accepting 
other job offers is the great loss they would sustain 
in relation to pension benefits that have been built 
up over a period of years.... 

I believe that it is desirable from almost every 
standpoint that there be a freer interchange of 
personnel between jurisdictions. One state may have 
a surplus of talent in a given area; another, a 
deficit. The experiences gained in one governmental 
setting may be of significant value to an agency in 
another political or jurisdictional setting. Fre- 
quently, too, with a change in executive leadership 
of a community or state, it might be a happier situ- 
ation for many of the key administrative personnel 
if they were able to move more easily into another 
jurisdiction or level of governmental structures. 

An internal memorandum from the Bureau of Employment Security 
of the Department of Labor, in referring to recruitment difficulties, 



states that: 

...we do not get applications from people in 
States where they know that they would lose their 
rights to their State retirement and they cannot 
obtain credit under the Federal retirement system 
for their State work. About the only people who 
will apply for work with the Bureau from such States 
are those who have had only a few years service and, 
therefore, do not have the length of experience 
which would make them good Bureau employees. 

The Municipal Manpower Commission also found that: 

In the vast majority of states and urban govern- 
ments... retirement credits have turned into an 
anchor, and operate as a real deterrent to the easy 
interchange of middle and top-level APT (administra- 
tive, professional, technical) personnel. 71 

While many more such quotations could be listed, these should 
suffice to illustrate the concern about the problem that prompted the 
Advisory Commission on Intergovernmental Relations to undertake this 
study. 

Scope of the Study 

This report is concerned primarily with the "transferability" 
aspects of Federal, State, and local government retirement laws and 
policies. This, of course, includes Social Security and the Federal 
Civil Service Retirement System. These two systems, as well as a 
considerable number of State and local government retirement systems, 
have been examined chiefly to determine the extent to which they 
permit and encourage, or discourage, the transferability of retire- 
ment credits between systems. Both interstate and intrastate 
transferability will be considered. 

An attempt has been made to secure detailed information on 
the principal public employee retirement systems in each of the 50 
States, including the governing statutes, as well as State retire- 
ment cormnission and committee reports where appropriate. Either 
the legislative research agency or the State retirement department 
was contacted in each State. On the basis of information received 
from 48 States, it is believed that the pertinent provisions of a 

71 Government Manpower for Tomorrow's Cities, A Report of the - 
Municipal Manpower Commission, 1962, p. 78. 



sufficient number of retirement systems have been examined to provide 
an adequate basis for general appraisal of the transferability ques- 
tion. It is noted, however, that there is a dearth of published 
material on this subject. There appears to have been much discussion 
but little research on the problem. 

Conceptual Conflict Inherent in the Mobility Question 

To facilitate the mobility of public employees may, of itself, 
be at odds with the traditional concept that a principal objective of 
a retirement system is to retain personnel. Most employers, both 
public and private, have been sold on this as a reason for establish- 
ing retirement systems and later, for increasing benefits. It would 
appear that if greater employee mobility is to be tolerated, if not 
encouraged, some evolution in the concepts and objectives of retire- 
ment systems will be necessary. 

There are three important subject areas around which a case 
can be made for permitting a greater degree of transferability of 
retirement credits of public employees. These are the deferred com- 
pensation theory, the prevalence of a high degree of mobility of the 
population, and the fact that some governmental units or agencies 
may need personnel from another unit of government in order to 
initiate or to continue important programs. 

(1) Deferred Compensation 

Many authorities in the pension field agree that the granting 
of pensions was first thought of in consideration of and in remedy 
of poverty. In the case of veterans' pensions, they were considered 
to be rewards for heroic services rendered in time of war. Allevia- 
tion of poverty undoubtedly was a basic justification for the pension 
payments authorized under the Social Security Act. 

However, current thinking tends to emphasize that pension 
payments are in reality deferred compensation. A report on the 
Maine State Retirement System contains a typical statement of this 
point of view: 

In effect, the employer's contributions represent 
compensation that the employer could otherwise pay its 
employees but which is withheld and accumulated to be 
paid out to the employees during their years of retire- 
ment. This leads to the theory of pensions as deferred 
compensation. 81 

8/  Report to Legislative Recess Committee on Maine State Retirement - 
System and Social Security Coverage, by the consulting firm of 
Bowles, Andrews and Towne, 1954, p. 18. 



If this theory of deferred compensation is accepted by employers, 
it would appear that a more liberal attitude would follow as to 
the alternatives employees might be permitted to exercise in re- 
gard to their retirement credits. To pursue this further, it 
would seem that the use of retirement systems to retain employees 
is not consistent with the theory of deferred compensation. It 
will be pointed out later that funding considerations prohibit 
giving the employee unlimited freedom in transferring retirement 
credits, but it would appear, nevertheless, that he should have 
greater freedom than he does now. 

(2) Mobility 

It recently has been stated that "ours is a nation of semi- 
nomadic people." 91 In support of this statement it may be pointed 
out: 

... Of the 159 million persons 5 years old and 
over in the nation in 1960, 75 million had changed 
residence since 1955. Fourteen million, or about 
one-fifth of the movers, were living in a different 
State than 5 years before; another 14 million had 
moved across county lines within the same State, 
and the remaining 47 million had moved from one 
residence to another in the same county. $ 

Regarding mobility in occupations with which this report is 
concerned, the Research Division of the National Education Associa- 
tion found in a sample survey conducted in 1947-48 that 30 percent 
of the teachers questioned had served in more than one State. The 
sample covered 6,000 teachers throughout the nation. s/ The 
International City ~anagers' Association reports that for the past 
10 years, 70 to 80 percent of the city managers appointed in the 
United States came from outside the city of appointment. However, 
it is probable that the two professions cited here have a somewhat 
higher mobility rate than many of the other public service pro- 
fessions. 

9/ Adrian, Charles R., State and Local Governments, 1960, pp. 16-17. - 
10/ A Report on Manpower Requirements, Resources, Utilization, and - 

Traininq, U. S. Department of Labor, March, 1963, p. 55. 

11/ How to Provide Reciprocity in Teacher Retirement, Research - 
Division of the National Education Association, January, 1951, 
p. 10. 



Increasing need for public employee mobility should be 
considered by Federal, State, and local governments in devising 
and revising their retirement systems. Public employees should 
not be penalized by having their retirement benefits virtually 
wiped out when they transfer, often necessarily, if they are to 
progress up the career ladder of public service. Neither should 
the retirement benefits of a governmental unit be so arranged as 
to unduly discourage employee transfers. Obviously, there can 
be adverse effects for an employer with little or no turnover 
among his employees, as well as for employers with too much 
turnover. 

It should be pointed out that there is inconsistency between 
the fact that population in general is highly mobile and that a 
considerable number of public employees may likewise move, while 
at the same time there frequently are other public employees 
who have qualifications badly needed by another unit of govern- 
ment and yet refuse to transfer because of the loss of retirement 
credits they would suffer. 

(3) Increasing Interdependence of Governmental Units, 
Especially with Regard to Certain Personnel Categories. 

As the problems of government increase in complexity, largely 
because of population growth and the pace of technological change, 
some governmental units will find it increasingly difficult to 
initiate new programs and expand older programs on account of per- 
sonnel scarcities. Programs requiring public health personnel, 
engineers, scientists, teachers, and social workers, probably will 
have the greatest recruitment problems for the foreseeable future, 
An earlier quote from Dr. Baurngartner points up the idea of over- 
supply in one governmental unit and scarcity in another in the 
public health field. Discussions with educational and welfare 
officials have revealed similar findings in the fields of teaching 
and social work. Likewise, agricultural officials point out the 
same problem regarding Extension Service personnel and scientists 
in the State Experiment Stations. 

A. A. Weinberg, Chairman, Committee on Public Employee 
Retirement Administration of the Municipal Finance Officers Associa- 
tion, summarizes especially well the interdependence issue as it 
relates to public employee mobility. 

The increasing inter-dependence among the various 
levels of government, occurring during recent years, 
dictates the need for greater mobility within public 



administration. Mobility will tend to encourage 
employees of proved ability and experience, possessing 
special talents and skills, to continue to serve the 
public to the end that maximum efficiency in all 
governmental operations may be achieved. Public 
administration, therefore, must be viewed in its 
broadest aspects, without reference to geographical 
boundaries, rather than in terms of the particular 
state or local governmental unit. 121 

Also, writing in regard to the interest of the nation, the 
economy, and the individual, Mr. Robert M. Ball, now Commissioner 
of Social Security, stated: 

From the standpoint of the public interest and 
to promote the welfare of the individual, we should 
in general encourage workers to try out at better 
jobs in which they may be more productive. We 
should not put grave penalties in the way of enter- 
prise and initiative. z/ 

12/ Public Personnel Review, January, 1961, p. 55. - 
131 Ball, Robert M., Pensions in the United States, 1952, pp. 45-46. - 



CHAPTER I11 

STATE AND LOCAL GOVERNMENT EMPLOYEE RETIREMENT SYSTEMS 

Extent of Coverage 

According to the 1957 Census of Governments, there were 2,205 
State and local government retirement systems. Of this number, 147 
systems were administered by State governments and accounted for 
about three-fourths of the total membership. The remaining 2,058 
systems were locally administered and nearly nine-tenths of these 
were operated by municipalities. Over 4 million of the approximately 
6.3 million State and local government employees were covered by 
public employee retirement systems in 1957. 141 Nearly 4.2 million 
State and local employees are covered by Social Security, and over 
2.9 million are currently covered by Social Security and a public 
employee retirement system. u/ As a result of this widespread 
public employee retirement coverage, it is reasonably safe to 
assume that practically all full-time State and local employees, 
with the exception of some elected officials, are covered either by 
Social Security or by a public employee retirement system, or both. 

Pattern of Existing Operations 

The following hypothetical case is presented to illustrate 
the meaning or usage of terminology appearing in the report. 

Mr. Civil Servant (CS) graduated from college at age 22 and 
accepted employment with the State government of Arizona. As a 
result of his employment with the State of Arizona, CS had dual 
retirement coverage. He had retirement coverage under both Social 
Security and the Arizona State Retirement System. The cost to the 
employee for this coverage at the present time would be 3-1/2 percent 
of his total salary for the State retirement plan and 3-518 percent 
of the first $4,800 of his salary for Social Security coverage. 

14/ U. S. Census of Governments, op. cit. - 
151 State and Local Government Employment Covered by OASDI, - 

Department of Health, Education, and Welfare, Social Security 
Administration, July, 1962, p. 4. 



The cos t  t o  the  employer i s  exac t ly  t h e  same as  f o r  the  employee, 
Since the  Arizona re t i rement  system approaches being a  funded- 
system, the  S t a t e  con t r ibu t ions  t o  t h e  S t a t e  re t i rement  system a r e  
deposited each month, and the  s t a t e ' s  con t r ibu t ion  t o  the  Soc ia l  
Secur i ty  account of CS i s  a l s o  provided. "Under f u l l y  funded p lans ,  
f o r  each por t ion  of s e rv ice  rendered the  (employer) by the  employee, 
a  sum i s  s e t  a s ide  t o  provide a  re t i rement  income r e l a t e d  t o  t h a t  
serv ice .  A f u l l y  funded plan might be defined a s  one under which, 
i f  i t  were t o  be closed out a t  any time, enough money would a l r eady  
have been paid i n t o  i t  t o  meet a l l  the  ob l iga t ions  f o r  a l l  b e n e f i t s  
accrued under the  plan from i t s  incept ion  t o  i t s  termination." 161 
On the  o the r  hand, a  s t r i c t l y  nonfunded plan r equ i re s  no c o n t r i -  
but ions by e i t h e r  t he  employer o r  t he  employee during t h e  employee's 
period of serv ice .  The nonfunded p lan  might even be described a s  
a  "buy now--pay l a t e r t 1  p lan  s ince  the  funds f o r  paying the  r e t i r e -  
ment b e n e f i t s  must be r a i s e d  a f t e r  t he  employee has r e t i r e d .  Then 

- - 

t he re  i s  t h e  p a r t i a l l y  funded plan which ranges somewhere between 
the  funded and nonfunded plans.  "The l a rge  major i ty  of publ ic ly  
administered re t i rement  systems c a l l  f o r  cu r ren t  funding and in -  
vestment of employee cont r ibut ions .  Many of these  plans do not  
f u l l y  fund employer cont r ibut ions ."  111 

Afte r  M r .  CS had been employed by t h e  S t a t e  government f o r  
t h ree  yea r s ,  he decided t o  accept a  teaching pos i t i on  i n  the  public  
school system of F l a g s t a f f ,  Arizona. The Arizona S t a t e  Retirement 
System covers both S t a t e  employees and public  school teachers .  
Af ter  t h ree  years  teaching i n  Arizona, M r .  CS decided t o  accept  a  
pos i t i on  wi th  the  S t a t e  government of Indiana.  Since the  Arizona 
system has a  ves t ing  provis ion  a f t e r  f i v e  years  s e r v i c e ,  M r .  CS 
decided t o  leave h i s  con t r ibu t ions  i n  the  system. Vesting i s  "the 
provision f o r  uncondit ional  ownership of a l l  re t i rement  and 
survivor  b e n e f i t s  purchased f o r  the  employee by h i s  own and h i s  
employer's cont r ibut ions ."  181 As a r e s u l t  of t h i s  ves t ing  provi- 
s ion ,  CS can leave h i s  con t r ibu t ions  f o r  h i s  s i x  years  se rv ice  i n  
t h e  Arizona system and rece ive  a  commensurate pension a t  age 60 
covering t h i s  serv ice .  This i s  r e fe r r ed  t o  a s  a  defer red  bene f i t .  
CS could a l s o  have withdrawn h i s  con t r ibu t ions  wi th  i n t e r e s t .  How- 
ever ,  t h i s  would not  have been advantageous s ince  he could not  
purchase c r e d i t  i n  the  Indiana system. 

16/ Greenough, W. C. and King, F. P. , Retirement and Insurance Plans - 
i n  American~.Colleges, Columbia Univers i ty  P res s ,  New York, 1959, 
pp. 89-90. 

Greenough and King, i b i d .  

18/ Greenough and King, i b i d ,  p. 71. - 



After eight years of service with the State of Indiana, 
in which CS had dual coverage (State system plus Social Security), 
he accepted a job with the State government of Colorado. Since 
the State of Indiana did not provide for vesting until the com- 
pletion of 10 years service, and the Public Employees' Retirement 
Association of Colorado did not provide for the purchase of retirement 
credit for out-of-State service, CS withdrew his contributions with 
interest from the Indiana system and used these funds for current 
expenses. After five years of service with the State of Colorado, 
CS accepted a position with the State of South Carolina. South 
Carolina permits the purchase of retirement credit for out-of-State 
service, but CS decided to leave his contributions in the Colorado 
system which provides for a deferred benefit at age 65. South 
Carolina also provided dual coverage for State employees. After 
serving 16 years with the State of South Carolina, CS accepted a 
high-level job with the Federal Government. Since he needed four 
more years service to meet the South Carolina vesting requirement 
of 20 years, he withdrew his contributions. The Federal Government 
does not permit the direct purchase of retirement credit for State 
government service, and CS did not take advantage of the opportunity 
to make voluntary contributions to the Federal Civil Service Retire- 
ment System in order to increase his retirement annuity. At age 
65, CS retired after eight years service with the Federal Govern- 
ment. 

When CS began totalling the number of years for which he 
had retirement credit, he found that in addition to Social Security 
benefits he would receive retirement benefits from public employee 
retirement systems for only 19 years of his 43 years of public em- 
ployment. He received deferred benefits from the Arizona and 
Colorado retirement systems based on six and five years service, 
respectively, and he received an annuity from the Federal Civil 
Service Retirement System for eight years service. 

State Provisions Governing Employee Transfer 

There are several provisions of retirement systems which 
either contribute directly to retirement credit preservation in 
the case of employee transfer or are related thereto. These are 
vesting, reciprocal arrangements for transfer between retirement 
systems within a State, provisions for purchase of retirement 
credit for public service (to other public jurisdictions), the 
degree to which retirement systems are funded, and whether or not 
retirement systems permit the employee to withdraw his contributions 
with interest when he leaves the system. 



Most of the public employee retirement systems reviewed 
during the course of this study have vesting provisions. However, 
as Table I indicates, these provisions range from immediate vesting 
in the Wisconsin ~eachers' Fund to the 27-year service requirement 
in the Arkansas ~eachers' Retirement System. The California State 
~m~loyee's Retirement System vests when the employee's contribution 
reaches $500, which is generally less than two years. A summary 
of vesting provisions of the 60 systems in Table I that have 
specific time requirements is as follows: 

27 years 
25 years 
20 years 
18 years 
16 years 
15 years 
10 years 
5 years 

- - 1 system 
- o 7 systems 
-- 16 systems 
I I 1 system 
-- 1 system 
-- 8 systems 
-- 18 systems 
O w  8 systems 

Thus, a majority of these systems require 15 or more years service 
for vesting. It is probably safe to assume that the remainder of 
the public employee retirement systems that provide for vesting 
would fall into much the same pattern as these 60 systems. In summary, 
lengthy service requirements for vesting sometimes inhibit public 
employee mobility when it is desirable in the public interest. 

Many States have provision for the reciprocal intrastate 
transfer of employees between some of their public employee retire- 
ment systems, yet few States have such provision for all employee 
retirement systems in the State. Table I1 shows that 19 States 
provide for employee transferability between at least two retirement 
systems. However, most of these provisions are between State teachers' 
and State employees' systems and between State teachers' and local 
teachers' systems. Only seven States have intrastate reciprocal 
provisions which enable virtually all public employees and public 
employee retirement systems in the State to participate. Of course, 
the 11 States that have only one major public employee retirement 
system for State and local employees and teachers permit consider- 
able employee mobility within the State. Legislation would be 
needed in all States except the seven with widespread reciprocity 
and the two with single systems in the State, if employees in all 
States are to be-permitted to transfer between public employee 
retirement systems within the State without loss of retirement 
credit. 

Whether or not a system is funded and whether an employee 
can withdraw his contributions with interest may have an important 
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TABLE I 

Number of Years Required for Vesting in State-Administered 
Retirement Systems 

1 / State- 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 

Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 

Single 
State 

2/  Sys ten+ 

State 
Teachers 
Sys t em 

State 
and 
Local 

Employees 

2o 41 
Immediate- 

State 
Administered 

Sys tem 
for Local 
Employees 



TABLE I 
(continued) 

Number of  Years Required f o r  Vesting i n  State-Adminis tered 
Retirement Systems 

S t a t e  
Administered 

Sys tem 
f o r  Local 
Employees 

1/ There a r e  appa ren t ly  no v e s t i n g  p rov i s ions  i n  t h e  s t a t ewide  systems i n  - 
t hose  s t a t e s  f o r  which t h e r e  a r e  no l i s t i n g s .  

Sys tem 
f o r  

S t a t e  
Employees 

Only 

2&/ 
- 
- 
- 
- 
- 
- 
- 
- 
- 

15 
- 
- 
- 

- 
- 
- 7 1  
5- 

11 S ta t e -  

New York 
North Caro l ina  
North Dakota 
Ohio 
Oklahoma 

Oregon 
Pennsylvania 
Rhode I s l a n d  
South Caro l ina  
South Dakota 

Tennessee 
Texas 
Utah 
Vermont 
V i rg in i a  

Washing ton 
West V i rg in i a  
Wisconsin 
Wyoming 

S t a t e  
Teachers 

System 

- 
- ! 

25 
5 

20 

- 
- 
- 
- 

20 

- 
- 

10 
- 
- 

- 
20 

Immediate 
- 

2/  S i n g l e  S t a t e  system coverage inc ludes  S t a t e  and l o c a l  employees and - 
t e ache r s .  

S ing l e  
S t a t e  
syste&/ 

- 
- 
- 
- 
- 

10 - 
10 
20 
- 

- 
- 
- 
- 

15 

- 
- 
- 
- 

S t a t e  
and 

Local 
Employees 

15  
- 
- 
5 - 
- 
- 
- 
- 
- 

20 
- 
- 

10 
- 

- 
20 

8 /  - - 

3/  Vesting when age of employee and number of yea r s  s e r v i c e  t o t a l  75. - 
4 /  Vesting a f t e r  employee c o n t r i b u t i o n s  t o t a l  $500. - 
5 /  Vesting a t  age 48 i f  employee has  a t  l e a s t  e i g h t  y e a r s  s e r v i c e .  - 
6 /  Also v e s t i n g  a t  age 50 wi th  15 y e a r s  s e r v i c e .  - 
7/ Teachers a r e  covered by same system a s  S t a t e  employees. - 
8/ Vesting when both  employer 's  and employee's c o n t r i b u t i o n s  a r e  s u f f i c i e n t  - 

t o  provide  f o r  monthly pension of $10 a t  r e t i r emen t  age ,  

- 17 - 



TABLE I1 

Intrastate Reciprocity Provisions of State-Administered 
Retirement Systems 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 21 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

- 

Single 
None 

Between 
at Least 
2 Systems 

Widespread 
Reciprocity 



TABLE I1 
(Continued) 

I n t r a s t a t e  Rec ip roc i ty  P rov i s ions  of State-Adminis tered 
Ret i rement  Systems 

S t a t e  

New Mexico 
New York 
North Caro l ina  
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode I s l a n d  
South Caro l ina  

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

V i rg in i a  
Washington 
West V i rg in i a  
~ i s ' c o n s  i n  
Wyoming 

S ing le  
S t a t e  

11 Sys t e w  
None 

--- - -- - - 

Between 
a t  Leas t  
2 Systems 

Widespread 
Rec ip roc i ty  

S ing le  S t a t e  system coverage inc ludes  S t a t e  and l o c a l  employees and 
t eache r s .  While l e g a l l y  t h e r e  may be  no p rov i s ions  f o r  r e c i p r o c i t y  
i n  t he se  systems, by t h e  very n a t u r e  of t h e  s i n g l e  system t h e r e  can 
be  cons iderab le  t r a n s f e r  w i t h i n  t he  system. 

Information not  ob ta ined ,  

There i s  only one r e t i r emen t  system i n  t h e  S t a t e .  

No gene ra l  S t a t e  r e t i r emen t  system. 

A s  a  gene ra l  r u l e  t h e r e  a r e  no r e c i p r o c a l  arrangements i n  V i r g i n i a ,  
bu t  on occasion arrangement has  been made w i t h  s p e c i a l  r e t i r emen t  
sys  terns. 

The s i n g l e  S t a t e  system i n  Wyoming does no t  p rovide  coverage f o r  
l o c a l  employees. 



bearing on the arrangements that can be worked out to provide 
for the protection of employee retirement credit. The State re- 
tirement systems which are reported on divide into 22 funded and 
19 partially funded. Whether an employee can withdraw his con- 
tributions with interest when he departs from a system is important 
because if interest is granted it will enable the employee to 
purchase more credit in a new system if the system permits such 
purchase. Of the State employee systems reported on in Table 111, 
28 systems grant interest on the withdrawal of contributions and 
9 do not grant interest. 

Provision for the purchase of retirement credit for out- 
of-State public service, as well as vesting, is another method for 
the preservation of retirement benefits upon transfer from one 
State to another. This option is more realistic if the surrendering 
State permits withdrawal of employee contributions as described 
earlier. This provision is available in the State teachers' retire- 
ment systems of 28 States, as indicated by Table IV. In most of 
these systems, the employee may make the purchase by paying both 
the employer's and the employee's share with interest for the 
number of years purchased. The purchase of credit is not nearly 
so widespread in State employees' retirement systems as in teachers' 
systems. Only three State employee systems provide for the purchase 
of out-of-State credit, as shown hy Table IV. In the statutes, 
regulations, and handbooks of the State systems examined, there was 
an absence of mention of out-of-State purchase. This absence gener- 
ally can be construed to mean that such purchase is not permitted. 

Multiplicity of State and Local Retirement Systems 

Nearly 68 percent of the 2,205 State and local government 
retirement systems have a membership of less than 100. Many of 
these systems are operating on an unsound financial basis. In 
1961, the Illinois Public ~mployees' Pension Laws Commission made 
the following observation regarding the problem: 

The most serious contributing factor to the 
disorderly pension policy in Illinois is the 
multiplicity of pension funds which exist under 
the established legislative pattern, embracing 
304 individual units, the largest number of 
pension funds of any state in the United States. 
Pension funds, having memberships of less than 
1,500 participants, number 289 in Illinois, or 
more than 95 percent of the total number of 
pension funds in operation. These funds should 



be consolidated with larger units now in operation, 
or by means of new statewide pension funds. The 
conditions governing the operation of small pension 
funds preclude their proper administration under 
recognized principles and standards. The underlying 
structure of these funds is basically defective and 
can only be cured by consolidation. This is the 
only permanent remedy. 191 

While the situation regarding multiplicity of pension plans 
may be more serious in Illinois than elsewhere, much of the above 
quotation applies to a number of other States as well. In the area 
of pension system multiplicity, local governments are greater 
offenders in permitting small unsound pension systems to operate 
than are State governments. Forty-one of the 45 States that 
administer general public employee pension systems permit local. 
government participation in State systems, either in the general 
State system or a State administered system for local employees. 
Local governing bodies often have not taken maximum advantage of the 
opportunity to participate in State retirement systems to the extent 
desirable from the standpoint of economy of administration and sound 
financial practice in pension funds. Local governments have failed 
to join in the State retirement systems largely because of local and 
vested interests that oppose any tampering with local pension 
systems. The Illinois Public Employees' Pension Commission found 
that the representatives and employees of numerous municipal retire- 
ment systems in the State were not interested in a proposal for 
consolidation, regardless of assurances given against any loss or 
impairment of pension rights. a/ The States do not appear to have 
provided the necessary leadership in encouraging pension fund con- 
solidation. 

Use of Social Security 

The Social Security Act originally provided retirement coverage 
only for employees working in industry and commerce and other non-public 
employment. This was about 60 percent of the total working force. The 

19/ Report of the Illinois Public Employees Pension Laws Commission, - 
1961, p. 18. 

20/ Illinois Public Employees' Pension Laws Commission, op. cit., p. 82. - 



TABLE 111 

Financial Aspects of State Employment Retirement Systems 
Affecting Withdrawal of Employee Contributions 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 21 
Florida 
Georgia 

Hawa i i 
Idaho 41 
Illinois 
Indiana 
Iowa 

Kansas 
Keqtucky 

3 1  Louisiana - 
Maine 
Maryland 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

Montana 
4 /  Nebraska - 

Nevada 
New Hampshire 
New Jersey 

Funding 
of 

11 System - 

Funded 
Par tially 
Partially 
Funded 
Funded 

Par tially 
Partially 

- 
31 

partially 

Funded - 
Par tially 
Partially 
Funded 

Partially 
Par tially - 
Funded 
Funded 

Partially 
Partially 
Partially 
Funded 
Funded 

Partially 
- 

Partially 
Funded 
Funded 

Employee Contributions 
Withdrawn With or 
Without Interest 
Upon Departure 21 

With interest 
With interest 
With interest 

Without interest 
With interest 

Without interest 
Without interest - 
Without interest 
With interest 

With interest - 
Without interest 
With interest 
With interest 

With interest 
With interest 

- 
With interest 
With interest 

With interest 
With interest 

31 
With interest 
With interest 

Without interest 

Without interest 
With interest 
With interest 



TABLE 111 
(continued) 

Financial Aspects of State Employment Retirement Systems 
Affecting Withdrawal of Employee Contributions 

State 

New Mexico 
New York 
North Carolina 
North Dakota 41 
Ohio 

Oklahoma &/ 
Oregon 
~enns~lvaniaz/ 
Rhode Island 
South Carolina 

South Dakota k /  
Tennessee 
Texas 
Utah 
Vermont 

Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

Funding 
of 

1 / System - 

Funded 
Funded 
Funded 

- 
Partially 

- 
Funded 

- 
Funded 

Par tially 

- 
Funded 

Par tially 
Funded 
Funded 

Funded 
Funded 
Funded 

Partially 
Partially 

Employee Contributions 
Withdrawn With or 
Without Interest 
Upon Departure .Z/ 

With interest 
31 

With interest - 
With interest 

Without interest 
31 - 
- 

With interest 
With interest 

31 
With interest 

With interest 
With interest 
With interest 
With interest 

Without interest 

11 Determinations on funding were made on the basis of the following - 
criteria: Funded-current payments by both employer and employee 
to meet all incurred obligations; nonfunded --no payments made 
until employee retires; partially funded-- employee contributions 
are generally on a current basis, but employer's are not, or are 
only partially paid for prior service. 

2/ Source: Survey of State Retirement Systems, 1962, National Associ- - 
ation of State Retirement Administrators. 

3/  Information not obtained. - 
41 No general State employees' retirement system, - 



TABLE IV 

State System Provisions for Purchase of Out-of-State 
Retirement Credit--Number of Years 1/ 

State 

- Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Florida 
Georgia 
Idaho 

Illinois 
Indiana 
Kansas 
Kentucky 
Maine 

Massachusetts 
Michigan 
Missouri 
Montana 
Nebraska 

New Jersey 
New Mexico 
New York 
North Dakota 
Ohio 

Pennsylvania 
Rhode Island 
South Carolina 
Texas 
Vermont 

Virginia 
Washing ton 
West Virginia 
Wisconsin 
Wyoming 

State 
Employees 
Sys t ems 

none 
none 
none 
none 
none 

none - 
- 

no limit 

41 
no-l imi t 

none - 
% SC service 

- 
none 

none 
- 
- 
- 

none 

State 
Teachers 

21 Systems - 
none 
10 

3/  - 
10 
none 

31 - 
10 
10 
10 

no limit 

10 
5 
10 
7 

no limit 

3/ - 
4 
15 

2/5ths of total 
3/ - 

(Footnotes on Following Page) 

- 24 - 



TABLE IV - FOOTNOTES 

1/ It is reasonably safe to assume that there is no provision for - 
purchase of credit in States not listed. In the descriptive 
materials regarding these particular States there was no mention 
of out-of-State purchase. 

2/ Basic source: Proceedings of the Thirty-eighth Annual Meeting, - 
National Council on Teacher Retirement of the National Education 
Association, 1960, pp. 83, 89-92. 

3/  Same system covers both State employees and teachers. - 

4 /  No general State system for State employees, - 



1950 amendments t o  t h e  Soc ia l  Secur i ty  Act, which provided t h e  
f i r s t  major extension of coverage, brought i n t o  t h e  program, 
among o ther  groups, employees of t h e  Federal ,  S t a t e ,  and l o c a l  
governments who d id  not  have s t a f f  re t i rement  system protec t ion .  
Amendments i n  1954 and 1956 extended Soc ia l  Secur i ty  coverage t o  
S t a t e  and l o c a l  employees who were a l ready members of re t i rement  
systems. Neither t h e  1950 amendments nor t h e  l a t e r  amendments made 
Soc ia l  Secur i ty  compulsory. As t h e  Direc tor  of t h e  Bureau of 
Old-Age and Survivors Insurance of t h e  Soc ia l  Secur i ty  Administra- 
t i o n ,  has pointed out:  

General ly speaking, coverage i s  a v a i l a b l e  t o  
most employees of S t a t e  and l o c a l  governments and 
nonprof i t  o rganiza t ions  on a  group-elect ive bas is .  
I n  some cases when coverage i s  arranged f o r  a  
group, a l l  employees must be covered. I n  o t h e r s ,  
only employees d e s i r i n g  coverage a r e  covered; 
however, once t h i s  group i s  covered, a l l  newly 
h i r e d  employees i n  t h i s  group a r e  covered on a  
compulsory bas i s .  Coverage i n  each group w i l l  
thus  eventua l ly  be complete. a/ 

Under t h e  e x i s t i n g  law, only about 10 percent of t h e  t o t a l  
labor  fo rce  i n  t h e  United S t a t e s  i s  excluded from Soc ia l  Securi ty.  
Among those  excluded a r e  employees covered under t h e  Federal  C i v i l  
Service Retirement System and those  under c e r t a i n  S t a t e  and l o c a l  
government re t i rement  systems. 

About 60 percent of a l l  S t a t e  and l o c a l  employees a r e  
covered by Soc ia l  Secur i ty .  Soc ia l  Secur i ty  coverage i s  provided 
f o r  some publ ic  employees i n  a l l  S t a t e s .  I n  providing re t i rement  
coverage f o r  S t a t e  employees, f i v e  S t a t e s  r e l y  s o l e l y  on Soc ia l  
Secur i ty ,  38 S t a t e s  have t h e i r  S t a t e  re t i rement  systems combined i n  
some way w i t h  Soc ia l  Secur i ty  and t h e  remaining seven S t a t e s  have 
some group o r  groups of publ ic  employees covered by Soc ia l  Securi ty.  

The ex ten t  t o  which S t a t e  and l o c a l  governments provide Soc ia l  
Secur i ty  coverage f o r  t h e i r  employees a s  of October 1962, i s  shown i n  
Table V. While t h e  percentage of S t a t e  and l o c a l  employees covered 
by Soc ia l  Secur i ty  tends t o  increase  s l i g h t l y  from year t o  year ,  t h e  
inc rease  i n  t h e  number of employees covered i n  r ecen t  years  a c t u a l l y  
i s  j u s t  a  t r i c k l e  and t h e r e  w i l l  not  be any b ig  flow of S t a t e  and 
l o c a l  publ ic  employee coverage again unless  a  l a r g e  p a r t  of t h e  S t a t e s  
and groups of publ ic  employees not  c u r r e n t l y  covered a v a i l  themselves 
of Socia l  Secur i ty  coverage. 

211 Christgau, Vic tor ,  Soc ia l  Secur i ty  Bu l l e t in ,  August, 1960, p. 22. - 



TABLE V 

Percentage of S t a t e  and Local Government 
Employees Covered by Soc i a l  S e c u r i t y  

October,  1962 

I Number of S t a t e s  

Source: S t a t e  and Local Government Covered by OASDI, A Quar te r ly  
S t a t i s t i c a l  Report,  Department of Heal th ,  Education, and 
Welfare ,  Soc i a l  S e c u r i t y  Adminis t ra t ion ,  October,  1962, 
p ,  ii. 

Approximate percent  
of employment 

covered 
( cu r r en t  es t imates )  

To ta l  

None . . e . . . . e . . . e . e . . .  

Less  than 20.... . . . . . .  
20-39 e . . e . e o m m e o m e m . .  

40-59 O . . O O o e e e O e e m m . O  

60-79 . e . . . . O . . . . . . O . .  

80 o r  more . . . . e m . e 0 . .  

80-89 .........coo.... 

90 o r  more .........me 

1/ Alaska, Connect icut ,  and Rhode I s l a n d  have no county governments. - 

21 S o c i a l  Secu r i t y  o f f i c i a l s  adv i se  t h a t  a  few p u b l i c  employees i n  - 
Ohio have r e c e n t l y  been provided w i t h  OASDI coverage, This  
development i n  Ohio i s  not  r e f l e c t e d  i n  t h e  t a b l e .  

To ta l  

50 

21 
1 - 
2 
6 
3 

10 
28 

7 
21 

Type of Government 

S t a t e  

50 

1 
6 
1 
- 
3 

39 
14  
25 

County 

47 - 11 

2 
2 
0 
2 
3 

38 
5 

33 

Other  
Local 

Government 

50 

1 
3 
7 
6  
8  

25 
5 

20 



Teachers Insurance and Annuity Association 

Among a l l  U. S. l i b e r a l  a r t s  co l leges  and u n i v e r s i t i e s ,  
publ ic  and p r i v a t e ,  approximately two-thirds p a r t i c i p a t e  i n  t h e  
TIAA re t i rement  system. Since t h i s  system o f f e r s  a  so lu t ion  t o  
t h e  employee mobi l i ty  problem f o r  t h e  groups i t  covers ,  i t  i s  
discussed i n  t h i s  r epor t .  T I M  grew out of s t u d i e s  by t h e  
Carnegie Corporation and t h e  Carnegie Foundation f o r  t h e  Advance- 
ment of Teaching and was e s t ab l i shed  i n  1918 f o r  t h e  purpose of 
providing re t i rement  and insurance b e n e f i t s  f o r  s t a f f  members of 
co l l eges ,  u n i v e r s i t i e s ,  independent schools ,  and o ther  nonprof i t  
educat ional  and s c i e n t i f i c  i n s t i t u t i o n s .  TIAA i s  a  l imi t ed  
e l i g i b i l i t y ,  nonprofi t  o rganiza t ion  which provides l i f e  i n su r -  
ance, major medical expense insurance,  and t o t a l  and permanent 
d i s a b i l i t y  income insurance,  as  we l l  a s  re t i rement  annuity plans. 
This  r e p o r t  i s  concerned only wi th  t h e  re t i rement  annuity phase. 

I n  1962, TIAA had 140,000 annuity pol icyholders  and t o t a l  
a s s e t s  of $867 mi l l ion .  There were nea r ly  1,200 p a r t i c i p a t i n g  
organiza t ions  which included over 600 co l l eges  and u n i v e r s i t i e s  
and over 500 o ther  educat ional  organiza t ions .  Examples of t h e  
o ther  organiza t ions ,  i n  add i t ion  t o  nonprof i t  junior  co l l eges  and 
independent schools ,  inc lude  t h e  National  Bureau of Economic 
Research, t h e  Brookings I n s t i t u t i o n ,  t h e  Socia l  Science Research 
Council, t h e  Committee f o r  Economic Development, t h e  Associat ion 
of American Colleges, t h e  American Council on Education, t h e  
American Associat ion of Univers i ty  Professors ,  t h e  Brookhaven, 
Argonne, and Oak Ridge National  Labora tor ies ,  t h e  RAND Corporation, 
and t h e  Carnegie, Rockefe l le r ,  and Ford Foundations. 

The TIAA re t i rement  plans work e s s e n t i a l l y  a s  follows: t h e  
employee jo ins  t h e  s t a f f  of t h e  u n i v e r s i t y  o r  o ther  educat ional  
organiza t ion  t h a t  p a r t i c i p a t e s  i n  t h e  TIAA system. Universi ty 
r egu la t ions  determine t h e  wai t ing  period before  p a r t i c i p a t i o n  i n  
the  re t i rement  p lan  begins, t h e  con t r ibu t ion  r a t e ,  how t h e  con t r ib -  
u t ion  i s  shared between employer and employee, and t h e  re t i rement  
age. When t h e  employee becomes e l i g i b l e  f o r  p a r t i c i p a t i o n ,  a T I M  
annuity con t rac t  i s  i ssued  t o  t h e  employee and h i s  con t r ibu t ions  
and those  of h i s  employer a r e  f u l l y  vested i n  him from t h e  day t h e  
f i r s t  premium i s  paid. Under t h i s  arrangement f o r  immediate f u l l  
ves t ing ,  t h e r e  a r e  no provisions f o r  cash surrender  o r  loan va lues  
f o r  t h e  indiv idual .  The employer and employee con t r ibu t ions ,  and 
t h e i r  earn ings ,  a r e  understood t o  be f o r  t h e  s o l e  purpose of pro- 
v id ing  re t i rement  b e n e f i t s  o r ,  i n  case  t h e  ind iv idua l  d i e s  before  
r e t i r i n g ,  a  dea th  bene f i t  f o r  h i s  survivors .  The employee never 
f o r f e i t s  t h e  employer con t r ibu t ions  and t h e i r  earnings.  "Benefits 



promised in return for premiums already paid are not affected by 
suspension of premium payments. Whether premiums are continued 
or not, whether the policyholder remains in academic work or not, 
whether the employing institution continues to share in premiums 
or not--none of these alternatives has any effect on benefits 
purchased by premiums already paid." a/ As can be seen, this 
type retirement plan offers a highly satisfactory solution to the 
employee mobility problem for the nearly 1,200 institutions and 
the 140,000 academic-type policyholders who participate in TIM. 

In addition to the regular guaranteed annuity programs of 
TIAA, a companion organization established in 1952, the College 
Retirement Equities Fund (CREF), provides a variable annuity for 
participants in TIAA plans. One-fourth, one-third, or one-half of 
total annuity premiums may be paid to CREF, whose retirement bene- 
fits are based on investments in comon stocks. a/ The balance of 
premiums goes to the TIAA fixed-dpllar annuity, based on the fixed 
returns of mortgage and security investments. The purpose of the 
combined fixed and variable annuity system is to provide a retire- 
ment income that is more responsive to changes in the cost of living 
than a fixed-dollar annuity alone and less volatile than a variable 
annuity alone. This objective is summarized in the report of the 
economic study that preceded the development of CREF: 

Contributions to a retirement plan that are 
invested partly in debt obligations and partly 
in common stocks through an Equities Fund pro- 
viding lifetime unit annuities offer promise of 
supplying retirement income that is at once 
reasonably free from violent fluctuations in 
amount and from serious depreciation through 
price level changes. &/ 

The operation of the CREF program is divided into two phases-. 
accumulation and distribution. Under the accumulation phase, the 
participant is credited with a number of accumulation units for each 
premium paid. The number of units credited to him depends upon the 

22/ Greenough and King, op. cit., pp. 35-36. - 
231 Ibid, p?. 37-42. - 
24/ Greenough, William C., A New Approach to Retirement Income, - 

New York, TIM, 1952, p. 14. 



current value of the accumulation unit, the value being determined 
each month by dividing the current market value of all common 
stocks in CREF's accumulation fund by the total number of accumu- 
lation units outstanding. These units represent the individual's 
share in the ownership of the diversified, high-quality common 
stocks in which investments are made. The value of an individual's 
CREF accumulation rises and falls with the monthly change in the 
value of the accumulation unit. Dividends that CREF receives are 
reinvested and apportioned to participants before retirement as 
additional accumulation units. 

When retirement begins, the accumulation units are converted 
into annuity units. The CREF retirement income is expressed not as 
a fixed number of dollars, but as a fixed number of annuity units 
payable each year for life. The dollar value of the annuity is set 
for a year at a time. The most important factor in determining the 
annual change is the change in market prices of CREF's common stocks. 
Other factors are dividend income, expenses of operation and mortality 
experience. 
component of 

Summary 

(1) 

The accompanying TIAA annuity provides the fixed-dollar 
the combined fixed and variable annuities. 

Practically all of the roughly 6.3 million full-time 
employees of State and local governments are covered 
by some type of retirement system--around 1.4 million 
by Social Security alone; 2.9 million by both Social 
Security and a State or local retirement system; and 
2 million by a State or local retirement system alone. 

Most State systems require 15 or more years of service 
before the employee is eligible to draw an annuity 
upon reaching retirement age--i.e., before "vesting." 

Eleven of the 50 States have State, local, and school 
employee retirement integrated into a single Statewide 
retirement system. While there is no statutory pro- 
vision for reciprocity in these States, the single 
State system by its very nature permits considerable 
transfer. 

Seven States permit widespread intrasta:~ ~eciprocity 
of retirement rights in moving from one unit or level 
of government to another within the State. Nineteen 
States provide for some reciprocity, while most of the 
other 24 States provide for no reciprocity, other than 
within the single State systems mentioned above. 



(5) In about half the teacher retirement systems, 
interstate transferability is provided through 
the purchase of credit in the new system. 

( 6 )  The multiplicity of public employee retirement 
systems in many States presents a serious obstacle 
to sound pension planning, as well as to the trans- 
ferability of retirement credits. 

(7) TIAA offers State and local institutions of higher 
learning a satisfactory means of providing for 
employee transferability without loss of retirement 
credit. About 25 percent of these institutions 
participate in TIAA. 2J/ 

(8) The foregoing situation while, in general, permissive 
of some transferability of retirement rights, on the 
whole constitutes a maze of contradicting and compli- 
cating provisions which tend to restrict very 
significantly the intrastate and interstate mobility 
of public employees. 

25/ Greenough and King, op. cit., p. 42. - 





CKAPTER IV 

FEDEML CIVIL SERVICE RETIREMENT AND SOCIAL SECURITY 

Federal Civil Service Retirement System 

The Federal Civil Service Retirement System over the years has 
served primarily as a staff retirement system for Federal Civil Service 
employees in the Executive Branch and has been rather zealously guarded 
in this respect by employee organizations, the Bureau of the Budget, 
and the U. S. Civil Service Commission. Notable exceptions to this 
policy have been the inclusion of such groups as Members of Congress, 
legislative employees, and certain agricultural employees stationed 
in the States and counties. Proposals have been made as recently as 
the current session of the 88th Congress to extend this retirement 
coverage further and to grant retirement credit for service not usually 
considered to be wholly Federal service, but none of these has been 
adopted. 

As this suggests, the federal system has been most strict in 
its refusal to grant retirement credit for other than Federal service. 
No retirement credit is granted Federal employees for previous service 
rendered in State or local governments. There is no provision for the 
direct purchase of retirement credit for prior service outside the 
Federal Government. The federal system provides the employee of five 
or more years service with the option of withdrawing his 6% percent 
contribution without interest or receiving a deferred benefit at age 
62. The employee who separates from Federal employment prior to 
attaining five years service has no other choice but to withdraw his 
contribution with interest. 

While there is no provision in the federal system for the 
purchase of retirement credit for prior public service, there is 
provision for the "bargain" purchase of additional annuity. If the 
employee desires to make this purchase, the procedure is as follows: 

In addition to the mandatory 6% percent deduc- 
tion from salary, voluntary contributions may be 
made by the employee. Deposits must be in multiples 
of $25, and the total may not exceed 10 percent of 
all basic salary to date of retirement. These con- 
tributions earn compound interest at 3 percent. 



Upon an employee's separation for immediate 
annuity, each $100 in the accrued account (volun- 
tary contributions plus interest) will purchase an 
additional annuity of $7 plus 20 cents for each 
full year the employee is over age 55 at the time 
he retires. If, for example, he retires at age 
70, the increase in the regular annuity would be 
$10. Generally, this formula results in an 
actuarial "bargain" for the employee. g/ 

This purchase of retirement credit is available to all 
employees covered by the Federal Civil Service Retirement System. 
Civil Service Commission officials advise that employees do not 
make extensive use of this provision. 

Coordination of Civil Service Retirement System and Social Security 

For almost a decade there has been considerable discussion 
and study of the possibility of combining Social Security and the 
Federal Civil Service Retirement System in some manner. The Chairman 
of the U. S. Civil Service Commission has pointed out that "Commission 
leadership has, since 1956, been on record as favoring full coordi- 
nation in order to facilitate mobility of employment between govern- 
ment and private industry, and to provide adequate survivor protection 
to the families of short-service Federal employees." =/ Under draft 
legislation submitted to the Congress in 1956, it was proposed simply 
to coordinate the retirement system and Social Security, dividing 
contributions between the two systems. Retirement benefits under the 
Civil Service System would have been reduced for those employees who 
also received Social Security payment. No Congressional action was 
taken on this proposal. 

In 1960, the Civil Service Commission voiced no objection to 
a proposal to transfer credits and funds from the Retirement Fund to 
the Social Security system for those employees lacking the five years 
service necessary to qualify for deferred retirement benefits. The 
Commission believed that this plan was inadequate, but thought that 
it was possibly a step in the direction of coordination of the two 
systems. However, the Department of Health, Education, and Welfare 
opposed this proposal. 

26/ Jones, John P., Civil Service Retirement Program, 1959, U. S. - 
Department of Health, Education, and Welfare, Social Security 
Administration, July, 1959, p. 8. 

27/  Statement of John W. Macy before Legislative Subcommittee of House - 
Post Office and Civil Service Committee, July 13, 1962, p. 5. 



Proposed legislation in the form of H. R. 10706 was introduced 
in the 2nd session of the 87th Congress which would have provided 
for the interchange of retirement credits between the Civil Service 
system and the Social Security system. Briefly, this bill would 
have enabled the Federal employee to transfer retirement credits 
between the two systems to make u, any inadequacy he might have in 
qualifying for retirement Lenefits under eifler system. Under this 
proposal, funds could be transferred both ways between the two 
systems as the particular employee situation required. However, 
the Civil Service Commission definitely opposed transfer of Social 
Security credits and funds to the Retirement Fund, largely because 
of its belief that the retirement relationship between the Federal 
Government and the employees would be interfered with. A House 
subcommittee hearing was held on this bill, along with several 
other somewhat related bills, but no other action was taken. 

Civil Service Commission Chairman Macy summarized the latest 
thinking on coordinating the two systems in July, 1962, as follows: 

We (the U. S. Civil Service Commission) are 
currently cooperating with the Department of Health, 
Education, and Welfare in an effort to develop and 
present a fully workable coordination plan. We are 
considering two possibilities which have developed 
since 1956. One would offer each present employee 
a one-time choice of coming under a coordinated 
system or of continuing in an unchanged staff re- 
tirement plan. The second would reduce the retire- 
ment annuity only with respect to service performed 
after the effective date of coordination. 28/ - 

Problems Relating to Providing Retirement Credit for Federal-State 
Service 

There are two questions involving Federal agencies and 
employees which are so closely related to the public employee re- 
tirement credit transferability problem that they must be considered 
in this report. First is the question of whether Federal employees 
who complete at least five years of Federal service covered by the 
Federal Civil Service Retirement Act should, upon compliance with 
certain specifications, be granted retirement credit for previous 
service in Federal-State cooperative programs. Chiefly involved 
in this issue have been such agencies as the Department of Agricul- 
ture and its employees participating in Federal-State cooperative 
programs in extension, research, and conservation activities; the 
Department of Labor and Bureau of Employment Security employees 
who at one time or another were engaged in Federal-State cooperative 
programs as employees of State Employment Security agencies; and the 

281 Macy, =. cit., p. 6. - 



Department of Health, Education, and Welfare and its employees who 
have been involved in Federal-State cooperative public welfare 
programs. This does not exhaust the list of agencies involved. 
In fact, Mr. Macy points out that there are "some 80-odd known 
Federal-State programs'' similar to those for which retirement 
coverage has been proposed. 291 

Bills to grant retirement credit to some group of Federal 
employees for previous State and local service in Federal-State 
cooperative programs have been introduced in every Congress since 
1949, except the 82nd Congress. These bills have had varying de- 
grees of success from no legislative action to a Presidential 
veto, to the overriding of a Presidential veto. Mr. Macy summarizes 
the major happenings in this legislative area, as follows: 

The (Civil Service) Commission notes that S. 1041, 
a bill to credit certain State service under the Re- 
tirement Act, was approved by the 84th Congress but 
vetoed by the President under date of August 12, 1955. 
Briefly, the White House memorandum of disapproval 
stated that the bill was not approved because it 
would (1) make improper use of Federal funds to pay 
for service never received by it, (2) result in an 
unsound shifting of fiscal responsibility from State 
to Federal government, (3) set an undesirable pre- 
cedent, and (4) constitute an unsound approach to 
the desirable goal of increased employee mobility. 
It is also noted that on July 1, 1960, the legisla- 
tive body, notwithstanding Commission opposition and 
Presidential veto, accorded employees of agricultural 
stabilization and conservation county committees the 
benefits of the Civil Service Retirement Act, Federal 
~mployees' Group Life Insurance Act, and the Federal 
Employees Health Benefits Act. z/ 

Several similar bills were introduced in the 87th Congress, 
of which H. R. 3258 was typical. This bill essentially provided 
that Federal employees who have been covered by the Civil Service 
Retirement system for at least five years may purchase additional 

29/ U. S. Congress, Hearings Before the Committee on Post Office - 
and Civil Service, House of Representatives, 87th Congress, 
2nd session, June 6, 13, and 20, 1962, p. 63. 

301 U. S. Congress, Hearings, ibid. - 



retirement credit for prior State or local employment in a 
Federal-State cooperative program which was financed in part 
by Federal funds. It provided that the employee may make this 
purchase by paying his contribution with interest for the 
appropriate number of years. Retirement credit may not be 
purchased for any years that are already credited in a State 
or local retirement system. Hearings were held on H. R. 3258 
as well as similar bills during the 2nd session of the 87th 
Congress. Such proposals were favorably reported by the Post 
Office and Civil Service Committees of both Houses, but did 
not reach the floor in either House. 

The second question involving the Federal Civil Service 
system, which relates to retirement credit transferability, con- 
cerns the interchange of personnel between the Federal Government 
and the States. This problem also chiefly concerns the Department 
of Agriculture among the Federal agencies, but it has implications 
for other Federal agencies. The center of this problem is Public 
Law 918, 84th Congress, which authorizes the interchange of 
personnel between the Department of Agriculture and the States. 
The objectives of the program are to "aid in the dissemination 
of useful information on subjects connected with agriculture and 
to provide a means whereby the United States Department of Agri- 
culture and the several States may better cooperate in problems 
arising as a result of the interrelationships of their work in 
the field of Agriculture." - 311 

After the enactment of Public Law 918, it was soon dis- 
covered that there were restrictions in many States affecting 
the interchange of personnel with the Federal Government. Con- 
sequently, the Department of Agriculture, at the request of the 
Joint Land-Grant College- Department of Agriculture Committee 
on Training for Government Service, arranged with the Public 
Personnel Association to conduct a survey to determine the legal 
barriers in the States to the use of Public Law 918. Among other 
things, but most closely related to this report, the Public 
Personnel Association survey found that employee retirement rights 
in 20 States would be lost or suspended as a result of participation 
by employees in the interchange program. The survey found that in 
three States an employee who accepted Federal employment as a part 
of the interchange program could retain his retirement rights by 
continuing to pay his contribution into the State retirement 
system. 2 

- 31/ U. S. Department of Agriculture Letter to the Presidents of 
Land-Grant Institutions, October 31, 1958, p. 1. 

321 U. S. Department of Agriculture Letter, %. cit., p. 3. - 
37 - 



In the hope of securing greater State participation in the 
interchange program, the Department of Agriculture, in cooperation 
with the Committee on Suggested State Legislation of the Council 
of State Governments, prepared suggested uniform State legislation 
which would provide for greater ease of transferring employees 
back and forth between the States and the Department of Agriculture 
for periods 
prepared by 

up to two years. According to a paper on this matter, 
the Department, the proposed State law: 

... authorizes the State to cooperate actively 
with the Federal Government in carrying out the 
employee interchange program. It provides two 
methods whereby this exchange can be accomplished 
with respect to State employees. They can be 
considered on detail to regular work assignments 
of the State, in which case they shall be entitled 
to the same salary and benefits to which they 
would otherwise be entitled and remain employees 
of the State for all purposes except with respect 
to supervision of their duties. Such supervision 
during the period of detail is to be covered by 
agreement between the State and this Department. 
As an alternative, State employees may be placed 
in a status of leave of absence from their posi- 
tions in the State, to be carried on leave without 
pay, except in circumstances considered by the 
State to justify the granting of annual leave or 
other time off with pay to the extent authorized 
by law. Employees who are in a leave of absence 
status would have the same rights, benefits, and 
obligations as employees generally in such status 
except that they would be entitled to be credited 
with the period of such assignment toward benefits 
as State employees. 

The same technique is provided for handling the 
interchange with respect to Department employees 
who are assigned to the State. =/ 

However, the Committee on Suggested State Legislation did 
not approve the original proposal of the Department. The Committee 
directed the Council staff to explore the desirability and need of 
a general State interchange act. As finally approved, the suggested 
"State Employee Interchange Act" authorizes employee interchange 

331 U. S. Department of Agriculture, Suggested Uniform State Legis- - 
lation, p. 2. 



among and between all levels of governmento-a recognition of the 
value of at least a temporary mobility of public employees. The 
suggested "State Employee Interchange Act" is included in the 
Program of Suggested State Legislation, 1963 of the Council of 
State Governments. 





CUPTER V 

ALTERNATIVE METHODS FOR THE TRANSFER OF RETIREMENT CREDITS 

There are several alternative possibflities for achieving a 
greater degree of transferability of public employee retirement 
credit among Federal, State, and local governments. Although there 
probably is no one solution that is completely satisfactory and 
acceptable for all public employees and public employee retirement 
systems, the methods discussed here would reduce measurably the 
employee's loss of retirement benefits when he changes jobs. Most 
of the following methods or variations of them could be used to 
facilitate either intrastate or interstate transferability of retire- 
ment credits. However, each method has limitations and other 
difficulties associated therewith. 

(1) Reciprocal transfer of contributions between retirement 
funds. 

There are two particular aspects of this alternative. First, 
the employee could be allowed to withdraw his contributions to the 
retirement system, with or without interest, and to transfer these 
contributions to the retirement system which covers his new position. 
The acquiring retirement system would accept these funds and grant 
the employee back retirement credit for his service in another govern- 
mental unit. What might be problematical for this device is whether 
there is constitutional or statutory conflict when a State or local 
government assumes a previous financial obligation of another juris- 
diction. Some teachers' retirement systems do permit purchase of 
back retirement credit if the employee pays only the share he would 
have paid had he been in the system. Other States do not permit this 
type of purchase. Also, a sizeable financial burden is assumed by 
the receiving jurisdiction if the transferring employee has had long 
prior service in a high salary bracket. 

Secondly, the employee leaving a retirement system could be 
allowed to withdraw not only his contributions, with or without 
interest, but also the contributions of the employer and transfer 
both to the acquiring retirement system. The acquiring system would 
either grant the employee retirement credit for his total number of 
previous years service or grant him credit for whatever number of 
years service the transferred amount would purchase in the receiving 



system. Actuaries advise that it is extremely difficult, if not 
impossible, to ascertain in most retirement systems precisely how 
much the employer has contributed. In systems where the employer 
contributes a straight percentage as the employee does, it is dif- 
ficult to compute the employer's share because there are other costs, 
including administrative costs which the employer must bear. And, 
in those systems where the benefit schedules, qualifying conditions, 
and other policy standards are complex, the task of computing the 
employer's share is even more formidable. 

Deferred retirement benefits. 

As indicated previously, a high percentage of public employee 
retirement systems provide for a deferred benefit. The service 
requirements for a deferred benefit generally range from 5 to 25 
years. The age requirement generally falls somewhere between 50 and 
65. In some systems the vesting provision provides for a reduced 
annuity when the deferred benefit option is exercised, while in others 
there is no such reduction. The way the deferred benefit option works 
is, simply, when the employee fulfills the minimum number of years 
service required by the system, he may accept employment elsewhere, 
and if he does not withdraw his contributions he will receive an annuity 
upon reaching the retirement age specified by the system. 

Many students of the problem of retirement credit transferability 
see a reduced service requirement for vesting as the only practical 
solution to the problem, one that could gain widespread acceptance. 
This is true in part because no transfer of funds is required. The 
National Education Association, recognizing the desirability of the 
five-year vesting provision and the feasibility of its acceptance by 
legislative bodies and retirement system administrators, included the 
following statement in its resolutions at the 1962 Convention in Denver: 

The National Education Association urges that all 
State teachers retirement laws provide for full vesting 
of retirement rights after not more than five years of 
creditable service, thereby making possible more 
liberal provisions for deferred annuities for teachers 
who move from one State or locality to another. J4/ 

34/  Platform and Resolutions, National Educaticn Association, Denver, - 
Colorado, July, 1962, p. 60. 



Disadvantages to the employee which five-year vesting presents 
are that many retirement systems base retirement pay on the highest 
average salary for a fixed number of consecutive years, such as the 
highest five-year salary, which in most cases occurs immediately 
prior to retirement, and that some systems figure deferred benefits 
at reduced rates. Nevertheless, this alternative enables the employee 
to receive benefits from employer contributions which he would not get 
if he withdrew his own contributions upon leaving the system. 

Mr. Robert J. Meyers, Chief Actuary of the Social Security 
Administration, further points out limitation of the vesting approach as 
applied to plans that determine pensions on a "final salary" or "high 
salaryt1 basis. He states: 

... salaries tend to increase with age--and 
also usually with the passage of time due to the 
rise in the general earnings level-- so that pieces 
of vested benefits, when added together, produce a 
lower result than if all service were continuous 
under one plan, because the various pieces are 
based on lower final salaries. =/ 

In spite of this limitation, Mr. Meyers goes on to point out 
"that people will generally transfer from one employer to another only 
when better circumstances (including salary) are available" and that 
"the higher salary opportunities for the transferring employee mean 
higher retirement benefits per se and thus tend to offset the reduction 
that occurst1 when total vested benefits are figured in more than one 
retirement system. %/ 

It can be concluded from almost every viewpoint that the vest- 
ing-deferred benefit concept is a considerable help in preserving pension 
rights when individuals transfer, and it is perhaps the most feasible 
approach from a practical administrative standpoint. 

(3) Purchase of credit for prior service in another retirement 
system. 

Under this alternative the employee is permitted to purchase 
retirement credit in the acquiring retirement system for service 
rendered under a previous system. Generally, there is provision that 

35/ Meyers, Robert J., Memorandum on "Effects of Transferring on Pension - 
Amounts When Vesting Provisions Apply," January 15, 1963 

3 6 /  Ibid. - 



an employee cannot purchase credit for service for which he will 
receive a deferred benefit in a previous system. If the employee is 
to purchase retirement credit for previous service, the acquiring 
retirement system may require the employee to pay either the share he 
would have paid had he been a member of the system or both his share 
and the employer's share. These payments may be required either with 
or without interest. As indicated previously, there are some retire- 
ment systems which permit the employee to purchase credit by paying 
only the employee's share, while others require the employee to pay 
both his own and the employer's share. 

In some States, this approach would face the same obstacle as 
noted for the transfer of contributions. If the State or local 
government is required to assume any obligation for the employee's 
prior service, then a constitutional or statutory question may be 
raised in some States and a financial question in many others. This 
alternative has some merit and is relatively free from administrative 
problems if it can be squared with actuarial considerations and with 
legal provisions. 

(4) Extension of Social Security to all public employees. 

As mentioned earlier, about 60 percent of the State and local 
government employees in the nation have Social Security coverage. 
This is now available to virtually all State and local employees if 
desired by the employees, their employing agencies and retirement 
organizations, and approved by the appropriate legislative bodies. 
Social Security obviously helps to facilitate employee mobility in that 
it provides for immediate vesting, and the employee can maintain his 
retirement credits regardless of where he is employed. Social Security 
provides a base retirement allowance for the employee, and while it 
does not completely solve his retirement financial problems, it un- 
doubtedly makes him somewhat less conscious of the loss of other 
retirement benefits which may be involved in changing positions. 
Rather than looking upon the extension of Social Security as an 
alternative solution to the transferability problem, it should be 
assessed as a supplement to the other possible solutions presented 
here. 

(5) A reciprocal arrangement in which each retirement system 
pays its proportionate share of the employee's retirement benefits. 

Systems of this type exist in Michigan and Illinois. Under 
this alternative the retirement systems in the State or nation, 
depending upon the scope of arrangement, would enter into agreement 



to pay their share of the employee's retirement benefit, providing 
the employee had served the agreed upon ninimum service in the system. 
In Illinois, the requirement in each system is two years service; in 
Michigan, the requirement in each system is five years service. Under 
this alternative, no funds are transferred between retirement systems 
when the employee transfers. Each system pays its proportionate share 
to the employee or to the retirement system from which the employee 
retires when he reaches retirement age, based on his service in each 
system. The employee is permitted to utilize his number of years 
service in any of the reciprocal systems in order to qualify for 
retirement in the final system. The employee is not allowed to receive 
retirement benefits from one reciprocal system while still employed by 
another reciprocal system. 

The essential difference between the two laws is that the 
Michigan law provides that the employee upon retirement receives only 
proportionate benefits from each system on the same basis as if he 
had retired from the system. In addition to this same type provision, 
the Illinois law also has an alternative formula which provides that: 

... if the employee pays to the system under which 
retirement occurs prior to the date his retirement 
annuity begins, an amount equal to 1 per cent of 
the actual full-time rate of salary on the date of 
separation from service under each of the other 
systems, multiplied by the number of years of pen- 
sion credits in each of these systems which are 
considered by the system under which retirement 
occurs in determining the retirement annuity pay- 
able under this section and for which contributions 
were made by the employee. 

The system under which retirement occurs shall 
calculate and pay a retirement annuity based upon 
the combined pension credits under all systems 
participating under this section, using the final 
average salary and formula prescribed by the system 
under which retirement occurs. 3 _ ~ /  

The most appropriate excerpts of the Reciprocal Retirement Acts 
of Michigan and Illinois are included in Appendices A and B, respec- 
tively. 

3 L /  State of Illinois Retirement Systems Reciprocal Act of July 11, 
1955, Section 5.1, as amended by Acts of June 12 and August 9, 1961. 



This alternative would appear to be a highly satisfactory 
solution to the intrastate transferability problem for the special 
reason that no transfer of funds between systems is involved upon the 
employee's transfer. Of course, wide participation by a large number 
of the retirement systems of the State is the key to the success of 
such a provision. In both Illinois and Michigan the different retire- 
ment systems participate at their own option. It would seem that the 
chief reason retirement systems would not participate in such a 
reciprocal arrangement is their reliance on the philosophy that the 
major purpose of a retirement system is to retain employees in their 
positions. Where this attitude prevails, there is hostility toward 
both intrastate and interstate transferability. Since the great 
majority of State public employee retirement systems do not provide 
for vesting for less than 10 years service, it surely would be dif- 
ficult to persuade these systems to provide a portion of a departed 
employee's retirement benefit if he had only worked for the State for 
no more than five years. Furthermore, widespread acceptance would be 
essential for the operation of this alternative on an interstate basis, 
and this likely would be difficult to achieve, 

It is probable that the Michigan Reciprocal Retirement Act 
would conform with overall constitutional and statutory provisions in 
all of the States. However, there might be some question about such 
conformance in the case of the Illinois law because of the assumption 
of past obligations by the final retirement system under the alterna- 
tive quoted above. It has met the legal test in Illinois. In fact, 
the Judges' Retirement System there participates in the Reciprocal Act. 
However, there is the possibility that a similar law might not fare so 
well in all other States. 

( 6 )  An employee's retirement credits remain in the initial 
system and future employers pay into this system. 

This system exists in Kentucky. As it operates on an intra- 
state basis, the employee who completes more than five years service 
in either the Kentucky ~mployees' Retirement System or the Teachers' 
Retirement System and then transfers to employment covered by the 
County Employees' System may retain coverage in his original system. 
Both the employee and the County Employees' System make contributions 
to the original retirement system. This arrangement apparently works 
very well on a limited scale, since all the retirement programs in- 
volved are State administered systems. However, even in Kentucky this 
alternative involves only the three systems mentioned above and only 
those employees who transfzr to the County Employees' System. 



In some instances this alternative would improve the retire- 
ment credit transferability situation. It would appear that it would 
be highly acceptable in States where the great majority of public 
employees are covered by State administered retirement systems. How- 
ever, actuaries continue to warn of the difficulties involved in the 
transfer of funds between retirement systems. There would be practi- 
cal difficulties involved, such as determining the employer's share 
of the contributions under certain funding conditions. There might be 
legal questions involved, especially in regard to interstate transfer 
of funds. Finally, political questions would be involved because most 
States would not relish the idea of making contributions to a specific 
retirement system in an out-of-State governmental unit. There are 
other alternatives which would be more compatible for the interstate 
reciprocity situation. 

(7) A nationwide retirement association or system which would 
provide for full vesting without qualifying period. 

There are at least two ways in which a system of this type 
could be established and operated. They are discussed as follows: 

(a) Establishment of a nationwide retirement system for 
public employees with private funds which would operate 
in a manner similar to TIAA. TIAA's charter and entire 
history have confirmed its limited eligibility and its 
concentration in the field of higher education. It is 
not likely that TIAA or its participating colleges 
would be willing to consider amendment of its charter 
to provide for the participation of employees outside 
the field of higher education and closely related 
activities. So, public employees cannot look forward 
to participation in TIAA. Nor is there present indi- 
cation of any movement to initiate a general nation- 
wide public employee retirement system with the use of 
private funds. 

Assuming there were such a movement, what would 
be the prospects for government and public employee 
participation in the program? Many employees might be inter- 
ested in participating in a program of this nature because 
it offers a rather attractive retirement plan. On the 
other hand, State and local governments might not be 
enthusiastic about such a program for several reasons. 
The immediate vesting provision would relieve the 
employer of any hold on the employee's services such 
as a five-year vesting arrangement, for example, 



provides. It is quite likely that immediate vesting 
might make the employee too mobile to please employ- 
ers. In fact, a State municipal league director 
advises "that several State legislators (in his State) 
were quite critical of this (TIAA) arrangement, point- 
ing out that this means that present faculty members 
(of the State university) will find it more advantageous 
to move out of the State because of this immediate vest- 
ing." It should be remembered that public employees in 
general are a different group, comprising varying actuarial 
risks as distinguished from the select groups of employees 
currently covered by TIAA. Also, a number of State and 
local governments do not approve of placing funds in 
organizations which are certain to invest these funds out- 
side the State, especially when they may believe that 
their present retirement systems are adequate. 

(b) Establishment by the Federal Government of a corpora- 
tion to provide retirement coverage for public employees 
similar to TIAA coverage. While TIAA is a nonprofit 
organization which was established by private funds, the 
Federal Government could finance and administer a similar 
plan for public employees. Many of the same arguments as 
advanced in the case of TIAA could be made for and against 
the establishment of a Federal corporation designed to 
provide the same type coverage for public employees. 
About the only difference is the injection of Federal Gov- 
ernment participation. There is no doubt that such a 
plan is workable and that it would provide for mobility. 
The questions are: would Congress legislate for such a 
corporation for public employees in preferance to private 
employees; and would State and local governments par- 
ticipate in such a program if it were not compulsory? 
At this time, the answers to both appear negative. It 
would be difficult to justify Federal financial par- 
ticipation in the area of public employment when similar 
retirement transferability problems exist outside the 
public arena and governments have not made maximum use 
of Social Security. The acceptance of such a program 
by State and local governments would likely be slow, 
judging from the fact that about 25 percent of the pub- 
lic college and university faculties are covered by 
TIAA and about 60 percent of State and local employees 
are covered by Social Security. 



CHAPTER VI 

CONCLUSIONS AND RE COMMENDATIONS 

Modern economic conditions require that individuals plan 
for an adequate income upon retirement. Consequently, provision 
of an adequate retirement system is a "must" for any employer 
desiring to attract competent employees, and especially is this 
true for the public employer who so frequently seems to be at a 
disadvantage in the competition with private industry for quali- 
fied personnel. 

As indicated earlier, government as an employer today 
must be considered in its broadest aspects rather than in terms 
of a particular unit or agency of government. This is true because 
of the increasing interdependence among levels of government. 
Governing bodies, retirement officials, and employee groups at 
various levels of government frequently believe they are serving 
the best interests of their employees and of their governmental 
units by hindering the transfer of retirement credits in order to 
discourage employees from seeking positions elsewhere. However, 
in the long run this policy may very well be wrong in terms of the 
self interest of employing agencies, because it is entirely possible, 
in connection with both interstate and intrastate mobility that a 
balance of migration between governmental units may ultimately be 
achieved, thus avoiding inconvenience for any unit of government in 
the recruitment and retention of employees or in the financing of 
pensions. 

In general, the Advisory Commission subscribes to this broad 
view of government in regard to retirement programs, while at the 
same time recognizing that the transferability of retirement rights 
rests on somewhat of a paradox--namely, that government employees 
generally are relatively mobile, yet many often refuse to leave one 
position for another where they are more urgently needed because of 
the resultant loss in retirement credits. Regardless of how diverg- 
ent these employee actions may seem, both tendencies are apparent. 
Many government employees probably move from one governmental unit 
to another without great concern over the loss of retirement credits. 
Others do not move because they wish to preserve their retirement 
benefits in their entirety. 



In formulating policy recommendations in this field, the 
Commission has taken into consideration the wide disparities in 
resources among governmental jurisdictions throughout the nation. 
Also taken into account is the belief that a certain amount of 
employee mobility is desirable; that while excessive employee 
turnover should not be encouraged, retirement program provisions 
that tend to prohibit mobility by causing the forfeiture of re- 
tirement benefits should be eliminated. Provision should be made 
for an employee to change jobs without suffering any major loss 
of retirement credits. The Commission believes that this is still 
another problem area of intergovernmental relations in which State 
and local governments should act to mitigate the problem, else the 
Federal Government will be increasingly importuned to assume 
responsibility under an alleged "national interest." In the long 
run, public employers and employees at all levels of government-. 
Federal, State, and local--will benefit from a better program for 
the preservation of retirement credits of employees who transfer 
from one governmental unit to another. The Commission therefore 
submits the following recommendations especially for the considera- 
tion of State and local governments. 

Expansion of Retirement System Coverage 

The Commission recommends that public employees of all units 
of government be provided coverage by a staff retirement system. 

Forty-one of the 50 States provide retirement plans in which 
local governments participate either on an optional or a mandatory 
basis. This may be through local participation in the State employees' 
plan or through local participation in a State administered retirement 
plan for local government employees. State employees in five States 
have Social Security coverage only. State employees in seven States 
are covered by a State retirement program only. In 38 States, State 
retirement programs and Social Security are combined in some fashion. 
Teachers in all 50 States have retirement coverage either by a combined 
State retirement system, a State teachers' system, or a local teacherst 
retirement system. 

In light of the extent to which State and local governments 
already provide retirement plans for their employees in addition to 
Social Security coverage, the Commission believes that the quality of 
administration in State and local governments would be greatly 
strengthened if public employees at all levels of government were 



covered by a public employee retirement system. If this is to be 
accomplished, five States need to establish retirement plans for 
State employees with the option for local governments to partici- 
pate if they desire to do so; those States that do not now have 
provision in their retirement plans for local participation 
should make the necessary provisions to provide for participation 
at the option of the local unit of government; and those local 
units of government that do not now avail themselves of the 
opportunity to provide retirement coverage for their employees by 
participating in a State system should do so. Social Security 
coverage does not provide sufficient retirement benefits to 
enable governmental units that use Social Security alone to 
compete for top personnel with those public and private employers 
that provide both Social Security and other retirement benefits. 

Consolidation of Separate Retirement Systems 

The Commission recommends that States in which numerous 
small public employee retirement systems operate examine the 
situation and provide the necessary leadership for merging these 
systems where feasible. 

The Commission believes that many State and local govern- 
ments could greatly strengthen their public employee retirement 
systems and, at the same time, make inroads on the transferability 
problem by consolidating many of the separate systems currently in 
operation. The fact that over two-thirds of the 2,205 State and 
local retirement systems have a membership of less than 100 is suf- 
ficient to illustrate the extent of the problem. It is difficult 
to operate such small systems on a sound financial basis. In fact, 
some authorities in the field believe that public pension systems 
with less than 1,500 members should be merged. While the Advisory 
Commission does not propose any specific numerical size as desirable 
for public employee retirement systems, it nevertheless believes that 
the multiplicity of pension systems presents a fundamentally important 
problem to which State and local governments and retirement groups 
must address themselves. If this is not done, then employees run the 
risk of losing pension dollars and governments risk losing competent 
employees and failure to recruit new ones. 



I n t r a s t a t e  Reciproci ty 

The Commission recommends t h a t  S t a t e s  which do not  now 
have an i n t r a s t a t e  r e c i p r o c a l  re t i rement  law enact  such l e g i s l a -  
t i o n  i n  order  t o  provide f o r  a  considerable measure of preserva t ion  
and con t inu i ty  of re t i rement  c r e d i t s  f o r  public  employees who 
t r a n s f e r  employment between covered u n i t s  of government wi th in  
t h e  S ta t e .  

Exceptions t o  t h i s ,  of course,  would be S t a t e s  which have 
only one publ ic  employee re t i rement  system i n  t h e  S t a t e  where 
t r a n s f e r a b i l i t y  i s  afforded automatical ly.  The Commission recog- 
n i zes  t h a t  t h e r e  i s  no one so lu t ion  t h a t  w i l l  apply equal ly  we l l  
t o  a l l  S t a t e s ,  For example, l e g a l  provisions now d i f f e r  i n  t h e  
S t a t e s  which provide f o r  i n t r a s t a t e  r e c i p r o c i t y  of re t i rement  
c r e d i t .  Each law apparent ly  i s  working we l l  i n  t h e  p a r t i c u l a r  
S t a t e  involved. I n  New York, t h e  law provides f u l l y  f o r  t h e  
r e c i p r o c a l  t r a n s f e r  of con t r ibu t ions  between d i f f e r e n t  re t i rement  
funds. I n  Michigan and I l l i n o i s ,  each re t i rement  system p a r t i c i -  
pa t ing  i n  t h e  r e c i p r o c a l  a c t  pays i t s  por t ion  of t h e  employee's 
re t i rement  b e n e f i t s  when he r e t i r e s .  I n  Kentucky, t h e  r e c i p r o c a l  
a c t  provides t h a t  t h e  employees and h i s  acquir ing re t i rement  system 
w i l l  cont inue t o  make con t r ibu t ions  t o  t h e  employee's previous 
re t i rement  system, i f  t h e  employee has over f i v e  years  se rv ice  i n  
t h e  previous system, This arrangement opera tes  on a  very l i m i t e d i  
bas i s  i n  Kentucky. 

There i s  room f o r  v a r i a t i o n  i n  l e g i s l a t i o n  of t h i s  type t o  
meet i nd iv idua l  S t a t e  needs and s i t u a t i o n s .  However, t h e  Commission 
be l ieves  t h a t  a  r e c i p r o c a l  re t i rement  a c t ,  such a s  t h e  Michigan Act 
(see Appendix A) o r  t h e  I l l i n o i s  Act (see Appendix B) provides t h e  
most s a t i s f a c t o r y  so lu t ion  t o  t h e  i n t r a s t a t e  t r a n s f e r a b i l i t y  problem 
i n  the  absence of a  s i n g l e  system. I n  order  t o  implement i n t r a s t a t e  
r e c i p r o c i t y  provisions of a  s i m i l a r  na ture ,  a  S t a t e  should have an 
enabling a c t  t o  permit a l l  public  employee re t i rement  systems i n  t h e  
S t a t e  t o  p a r t i c i p a t e  i n  t h e  r e c i p r o c a l  arrangement on a  voluntary  bas i s .  
Essen t i a l ly ,  such a  law would provide t h a t  each system would pay i t s  
propor t ionate  share  of t h e  re t i rement  b e n e f i t s  of each employee who 
served a  spec i f i ed  number of years  wi th  t h e  system and then r e t i r e d  
from another r e c i p r o c a l  system. The I l l i n o i s  Act, i n  addi t ion ,  has 
an a l t e r n a t i v e  formula f o r  permit t ing t h e  employee t o  depos i t  i n  the  
account of t h e  re t i rement  system from which he i s  t o  r e t i r e  an amount 
equal t o  one percent of t h e  annual s a l a r y  f o r  every year he i s  t o  
rece ive  c r e d i t ,  then upon making t h i s  depos i t  t h e  employee w i l l  r ece ive  
an annuity computed as  i f  he had spent  h i s  e n t i r e  ca ree r  i n  t h e  f i n a l  



reciprocal retirement system. This alternative necessarily requires 
the final system to assume an added obligation for previous service 
by the employee to other jurisdictions within the State. While this 
provision has met the legal test in Illinois, it might not do so in 
all other States. Some version of these two acts should provide the 
vehicle to solve the intrastate mobility problem. These reciprocal 
arrangements have the advantage of not requiring the losing system 
to transfer funds upon the transfer of the employee. The losing 
system pays to the employee or to the final system upon the employee's 
retirement the same amount as if the employee had retired from the 
system itself. 

Both of these laws provide for voluntary rather than compul- 
sory participation by the public retirement system. However, if the 
purpose is to be accomplished, all public employee retirement systems 
in the State must participate. States should by education, leader- 
ship, and example in the State administered retirement systems 
encourage all local retirement systems to participate in the reciprocal 
act once it becomes law. Then, if participation by the major local 
retirement systems is not forthcoming after a reasonable length of 
time, States may wish to consider making local participation mandatory. 

Early Vesting 

The Commission recommends that the employee's benefits be 
vested when he has completed a period of service of not more than five 
years in the system and that the employee be granted a deferred retire- 
ment annuity at the normal retirement age, providing he does not 
withdraw his contributions to the retirement fund when he leaves 
employment covered by the fund. 

A majority of the retirement systems examined during the 
course of this study have vesting provisions. However, the number 
of years required for vesting ranges from immediate vesting to a 
27-year requirement. 

The National Education Association is on record supporting 
vesting after five years service. The Federal Civil Service Retire- 
ment System provides for vesting after five years service. Such a service 
requirement is reasonable for both the employer and the employee. 
Assuming that the employee has received training for his position, 
he should have the training more than "paid off," so to speak, in 
five years. The possible disadvantage of vesting to the employee is 
that many retirement systems compute deferred benefits at a considerably 



reduced rate from those granted at the normal retirement age. 
Nevertheless, vesting does make it possible for the employee 
to receive benefits from the employer's contributions which he 
cannot do if he withdraws his contributions when he leaves a 
retirement system. In the view of the Commission, early vesting 
offers the most satisfactory solution to the interstate transfer- 
ability problem that is practicable at the present time. 

The Commission has received suggestions that the vesting 
provision be made compulsory for the employee. That is, after a 
specified time period of employment, such as five years, or when 
the employee reaches a certain age, such as 40 years, the employee 
would no longer be permitted to withdraw his contributions, but 
would be required to accept the deferred benefit. This suggestion 
stems out of the fact that many employees who change positions 
withdraw their contributions to retirement systems rather than 
leaving the contributions in order to receive deferred benefits. 
Then, employees generally do not purchase retirement credit in 
those systems that offer such an alternative. Consequently, the 
employee may reach the end of his career and find that he has 
accumulated very few years of retirement credit. The Commission 
recognizes that this is a "freedom of choice" issue, involving the 
question as to whether the employee is to have some control over 
his own contributions. The problem is of sufficient importance 
that it should be considered by State and local governments in con- 
nection with a five-year vesting proposal. 

Extension of Social Security Coverage 

The Commission suggests that units of government not now 
covered under Social Security review the situation and give careful 
consideration to the possible advantages of extending Social Security 
to their employees. 

Social Security provides a base retirement coverage through 
which benefits cannot be lost through job transfers among any employers 
offering this coverage. Retirement systems provide the additional 
supplement needed by the retired public employee to maintain a reason- 
able standard of living. Some retirement credits earned in a public 
employee retirement system may be lost through transfers regardless 
of how good the reciprocal arrangements may be. 

At the State and local government levels, over 4.1 million of 
the more than 6.3 million public employees are covered by Social 
Security. Over 2.9 million State and local employees are covered 



by both S o c i a l  Secur i ty  and a publ ic  employee re t i rement  system. 
Some publ ic  employees i n  each of t h e  50 S t a t e s  a r e  covered by Soc ia l  
Securi ty.  A t  t h e  Federal  l e v e l ,  t h e  C i v i l  Serv ice  Comiss ion  
i s  on record favoring extension of Socia l  Secur i ty  coverage t o  
Federal  c i v i l i a n  employees, wi th  t h e  C i v i l  Service Retirement 
System continuing a s  t h e  s t a f f  re t i rement  plan wi th  some ad jus t -  
ment s. 

The Question of a  National  System and Other Considerations 

The Commission has considered a  number of o the r  poss ib l e  
a l t e r n a t i v e s  a s  remedies f o r  t h e  re t i rement  c r e d i t  t r a n s f e r a b i l i t y  
problem. While some of these  have mer i t ,  never the less ,  t h e  Cornrnis- 
s ion  does not consider  them t o  be gene ra l ly  f e a s i b l e .  Among t h e  
most widely mentioned of t h e s e  a l t e r n a t i v e s  i s  t h e  proposal f o r  a  
nationwide governmental o r  non-governmental corpora t ion  which would 
provide re t i rement  coverage f o r  publ ic  employees. 9 A corpora t ion  
of t h i s  type might be s i m i l a r  t o  t h e  Teachers Insurance and Annuity 
Association. It should be pointed out t h a t  TIAA i s  doing a  most com- 
mendable job i n  i t s  present  a reas  of coverage and has provided a 
s o l u t i o n  t o  t h e  t r a n s f e r a b i l i t y  problem f o r  those  covered. However, 
TIAA l a r g e l y  l i m i t s  i t s  se rv ices  t o  t h e  f i e l d  of higher  educat ion 
and t h e r e  seems t o  be no reason t o  be l i eve  t h a t  T I M  coverage w i l l  
be extended t o  genera l  publ ic  employment. 

E s s e n t i a l l y ,  t h e  Commission's doubts as t o  the  f e a s i b i l i t y  
of a  nationwide system a r e  based on t h e  following cons idera t ions :  
(1) such a  nationwide "retirement pool" would r e q u i r e  an i n i t i a l  
in fus ion  of a  f a i r l y  l a r g e  sum of money--either from p r i v a t e  phi lan-  
t h r o p i c  sources o r  from t h e  Federal  Government; (2)  t h e r e  does not  
appear t o  be a  s u f f i c i e n t l y  s t rong  o r  urgent demand f o r  such a  
nationwide system a s  would a t t r a c t  i n i t i a l  p r i v a t e  loans o r  g ran t s  
of the  magnitude requi red;  and (3) Federal  funding would be very 
d i f f i c u l t  t o  j u s t i f y ,  

There a r e  a t  l e a s t  t h r e e  ind ica t ions  t h a t  a  widespread demand 
f o r  n a t i o n a l  pooling i s  not  present :  (1) governments have not  made 
maximum use  of Soc ia l  Secur i ty  f o r  publ ic  employee coverage. About 
60 percent of S t a t e  and l o c a l  government employees a r e  covered by 

381 See A Report of t h e  Municipal Manpower Commission, op. c i t . ,  - 
p. 116. 



Socia l  Secur i ty  even though t h i s  coverage has been a v a i l a b l e  f o r  
nea r ly  a  decade; (2) about 25 percent of publ ic  supported un ive r s i -  
t i e s  c u r r e n t l y  p a r t i c i p a t e  i n  t h e  TIAA f o r  t h e i r  personnel,  although 
t h i s  program was e s t ab l i shed  i n  1918; and (3) unless  t h e  n a t i o n a l  
system made S t a t e  and l o c a l  p a r t i c i p a t i o n  mandatory, t h e r e  i s  l i t t l e  
reason t o  be l i eve  t h a t  such p a r t i c i p a t i o n  would be g r e a t e r  than has 
occurred under Soc ia l  Securi ty.  Some S t a t e s  s t i l l  a r e  r e l u c t a n t  t o  
provide T I M  coverage f o r  S t a t e  co l l ege  and u n i v e r s i t y  f a c u l t i e s .  
Compulsory p a r t i c i p a t i o n  would not  be des i r ab le .  

Federal  f i n a n c i a l  p a r t i c i p a t i o n  i n  a  n a t i o n a l  pooling of 
S t a t e  and l o c a l  government re t i rement  c r e d i t s  could hard ly  be 
j u s t i f i e d  t o  any g r e a t e r  ex tent  than s i m i l a r  Federal  a c t i o n  wi th  
regard t o  t h e  many p r i v a t e  pension plans i n  t h e  p r i v a t e  s e c t o r  of 
t he  na t iona l  economy. 

However, i f  var ious  groups of publ ic  employees f i n d  i t  
f e a s i b l e  i n  t h e  f u t u r e  t o  form a  TIM-type arrangement, t h i s  might 
he lp  f u r t h e r  t o  so lve  t h e  t r a n s f e r a b i l i t y  problem. 

The Commission has considered a  poss ib l e  a l t e r n a t i v e  which 
would permit t h e  purchase of re t i rement  c r e d i t  f o r  previous publ ic  
se rv ice  and does not be l i eve  t h i s  t o  be an adequate so lu t ion  f o r  
t h e  t r a n s f e r a b i l i t y  problem. The Commission recognizes t h a t  some 
publ ic  employee re t i rement  systems may f i n d  such an a l t e r n a t i v e  t o  
be use fu l ,  and, where t h i s  i s  t r u e ,  t h e  Commission does not suggest 
i t s  abandonment. However, a s  a  matter  of p r a c t i c a l  and genera l  
app l i ca t ion ,  t h i s  a l t e r n a t i v e  i s  faced wi th  d i f f i c u l t y .  F i r s t ,  t h e  
s t a t u t o r y  o r  l e g a l  quest ion of whether t h e  acquir ing re t i rement  
system can assume ob l iga t ion  f o r  pas t  s e rv ice  rendered by t h e  
employee t o  another governmental u n i t  f r equen t ly  a r i s e s .  Thus, i n  
some S t a t e s  t h e  purchase of c r e d i t  i s  not  l e g a l l y  acceptable.  
Second, i f  t h e  employee i s  requi red  t o  pay both h i s  share  and t h e  
employer 's share  f o r  re t i rement  c r e d i t  f o r  previous se rv ice ,  t h e  
cos t  becomes prohib i t ive .  I n  f a c t ,  adminis t ra tors  of re t i rement  
systems which permit t h e  purchase of c r e d i t  po in t  out t h a t  most 
employees do not  a v a i l  themselves of t h e  opportuni ty t o  purchase 
c r e d i t  when it e x i s t s .  Also, i f  t h e  employee i s  not  requi red  t o  pay 
both shares ,  a c t u a r i a l  problems a r i s e  f o r  t h e  re t i rement  system t o  
which he t r a n s f e r s .  

The Commission would point  out t h a t  an arrangement between 
u n i t s  of government providing f o r  r e c i p r o c a l  t r a n s f e r  of con t r ibu t ions  
between re t i rement  funds i s  i n  some cases a  workable a l t e r n a t i v e .  
However, t h e  Commission does not  be l i eve  t h a t  t h i s  i s  a s  f e a s i b l e  a s  
t h e  o the r s  s e t  f o r t h  o r  t h a t  it i s  needed i f  t h e  o ther  a l t e r n a t i v e s  



were adopted generally. The Commission takes this position because 
of the practical financial and legal problems involved in gaining 
acceptance for such a system and in the administration of it once 
adopted. 

The Commission is aware that an alternative whereby an 
employee's retirement credits remain in the initial system and 
future employers, as well as the employee, pay into the system is 
in some cases workable. Under this alternative, after the employee 
has acquired a specified number of years, five for example, in a 
public employee system, and then transfers to another reciprocal 
public employee system, the acquiring retirement system and the 
employee will continue to pay into the initial system. This arrange- 
ment is used to a limited extent in Kentucky. One of the important 
reasons why this apparently works well is that the retirement systems 
participating are State systems. The Commission does not believe 
that widespread adoption of this alternative is desirable because 
of the administrative problems involved. 

The Commission believes that if the recommendations set 
forth in this report are followed by all levels of government the 
problem of protecting public employee retirement credits from loss 
through transfers will be substantially alleviated. 





APPENDIX A 

S t a t e  of Michigan, 71st  Leg i s l a tu re ,  Regular Session of 1961, 
Act No. 88, Public  Acts of 1961 

Sec. 1. This  a c t  s h a l l  be known and may be c i t e d  a s  the  
" rec iproca l  re t i rement  a c t  ." 

Sec, 2. (Def in i t ions)  

Sec. 3. (1) Any municipal u n i t ,  which covers i t s  employees 
under re t i rement  systems, by a major i ty  vote  of i t s  governing body, 
may e l e c t  t o  adopt the  provisions of t h i s  a c t  f o r  i t s  employees 
covered under re t i rement  systems. 

(2) Any s t a t e  u n i t ,  by a  major i ty  vote  of i t s  govern- 
ing  body, may e l e c t  t o  have t h e  provis ions  of t h i s  a c t  made app l i -  
cab le  t o  i t s  members, 

(3) The governing body of a  municipal o r  s t a t e  u n i t ,  
w i th in  10 days a f t e r  i t  e l e c t s  t o  come under the  provisions of t h i s  
a c t ,  s h a l l  f i l e  w r i t t e n  c e r t i f i c a t i o n  of i t s  a c t i o n  wi th  the  sec re -  
t a r y  of s t a t e .  Upon the  f i l i n g  of the  c e r t i f i c a t i o n  the  municipal 
u n i t  o r  s t a t e  u n i t  s h a l l  be a  r ec ip roca l  u n i t .  The s e c r e t a r y  of 
s t a t e  s h a l l  maintain a  l i s t  of r ec ip roca l  u n i t s ,  which l i s t  s h a l l  
be a v a i l a b l e  t o  any municipal u n i t  and s t a t e  u n i t  reques t ing  a 
COPY 

(4) The provisions of t h i s  a c t ,  when adopted by a  
municipal o r  s t a t e  u n i t  s h a l l  be e f f e c t i v e  f o r  the u n i t  i n  add i t ion  
t o  the provisions of c h a r t e r ,  ordinance, r e s o l u t i o n  o r  s t a t e  law 
governing the  re t i rement  systems f o r  the  r ec ip roca l  u n i t ,  a s  t h e  
provisions of c h a r t e r ,  ordinance, r e s o l u t i o n  o r  s t a t e  a c t  a r e  i n  
force  and a s  amended. 

Sec. 4. A member of a  r ec ip roca l  re t i rement  system who 
leaves t h e  employ of a  r ec ip roca l  u n i t ,  he re in  c a l l e d  the  preceding 
r ec ip roca l  u n i t ,  e n t e r s  the  employee of another  r ec ip roca l  u n i t ,  
he re in  c a l l e d  the  succeeding r ec ip roca l  u n i t ,  and becomes a  
member of the  succeeding r ec ip roca l  u n i t ' s  r e c i p r o c a l  re t i rement  
system, s h a l l  be e n t i t l e d  t o  a  re t i rement  allowance payable by the  
preceding r ec ip roca l  u n i t ' s  r ec ip roca l  re t i rement  system i f :  



(a )  He has 5 o r  more years  of c red i t ed  se rv ice  i n  
force  acquired i n  the  employ of the  preceding r ec ip roca l  un i t .  

(b) He does not withdraw h i s  accumulated depos i t s  
from the preceding r ec ip roca l  u n i t ' s  r ec ip roca l  re t i rement  system. 

(c)  He e n t e r s  the  employ of the  succeeding r ec ip roca l  
u n i t  wi th in  5 years  a f t e r  the  da te  he leaves the  employ of the  
preceding r ec ip roca l  u n i t .  

(d) He has no break i n  employment with any govern- 
mental u n i t  f o r  a  period longer than 5 years .  

(e)  H i s  c r ed i t ed  se rv ice  i n  force  with the  preceding 
r ec ip roca l  re t i rement  systems acquired i n  the  employ of the pre- 
ceding r ec ip roca l  u n i t s  plus h i s  c red i t ed  se rv ice  acquired i n  the  
employ of the  r ec ip roca l  re t i rement  system from which he r e t i r e s  
equals  o r  exceeds the  minimum c r e d i t e d  se rv ice  requi red  f o r  age 
and se rv ice  re t i rement  i n  the  r ec ip roca l  re t i rement  system from 
which he r e t i r e s .  H i s  c r ed i t ed  se rv ice  acquired a s  a  member of 
t he  r ec ip roca l  system from which he r e t i r e s  s h a l l  be not l e s s  
than 5 years .  

( f )  H i s  re t i rement  allowance payable by any preceding 
r ec ip roca l  re t i rement  system s h a l l  be determined, a t  the  time he 
ceased t o  be a  member of the  preceding r ec ip roca l  re t i rement  
system, upon the bas i s  of the  re t i rement  allowance formula of t he  
preceding r ec ip roca l  re t i rement  system, h i s  c red i t ed  se rv ice  i n  
force  i n  the  sa id  preceding r ec ip roca l  re t i rement  system, and h i s  
f i n a l  average s a l a r y  a t  t h a t  time. 

(g) H i s  re t i rement  allowance payable by any preceding 
r ec ip roca l  re t i rement  system, s h a l l  begin the  f i r s t  day of the  
calendar  month next following the  month he f i l e s  h i s  app l i ca t ion  
wi th  the  governing body of the  preceding r ec ip roca l  re t i rement  
system a f t e r  h i s  at ta inment  of age 60 years.  The re t i rement  
allowance s h a l l  not  begin p r i o r  t o  h i s  at ta inment  of the  minimum 
age f o r  age and se rv ice  re t i rement  requi red  i n  the  preceding 
r ec ip roca l  re t i rement  system, o r  p r i o r  t o  the  da te  he r e t i r e s  
from the  l a s t  r ec ip roca l  u n i t  i n  which he i s  employed with a  
re t i rement  allowance payable by the  r ec ip roca l  u n i t ' s  r ec ip roca l  
re t i rement  system, whichever i s  l a t e r .  

Sec. 5. A member of a  r ec ip roca l  re t i rement  system, who 
has 5  or  more years  of c red i t ed  se rv ice  acquired a s  a  member of 
the  system and who has a t t a i n e d  the age but has not  met the  
se rv ice  requirements f o r  age and se rv ice  re t i rement  s h a l l  be 



e n t i t l e d  t o  use h i s  c r e d i t e d  se rv ice  i n  force  acquired i n  the  
preceding r ec ip roca l  re t i rement  system i n  meeting the  se rv ice  
requirements of the  system from which he r e t i r e s .  Credi ted 
se rv ice  acquired i n  a  preceding r ec ip roca l  re t i rement  system 
s h a l l  not  be used i n  determining the  amount of h i s  re t i rement  
allowance payable by the  r ec ip roca l  re t i rement  system from 
which he r e t i r e s ;  h i s  re t i rement  allowance payable from the  
r ec ip roca l  re t i rement  system from which he r e t i r e s  s h a l l  be 
based only upon h i s  c red i t ed  se rv ice  i n  force  i n  t h a t  system. 





APPENDIX B 

Text of the Retirement Systems 
Reciprocal Act of Illinois 

"An act to establish continuity and preservation of pension credit 
for employees in Governmental service in the State of Illinois", 
approved July 11, 1955, edited to include all changes made to 
and including 1961. 

Be it enacted by the People of the State of Illinois repre- 
sented in the General Assembly: 

SECTION 1. There is established a plan for the continuity 
and preservation of pension credit, in accordance with the provisions 
hereof, in the case of employees transferring employment from one 
governmental unit to another governmental unit, if such employees 
shall have acquired such credit in any established retirement system 
or pension fund maintained by any such governmental unit. The pur- 
pose of this plan is to assure full and continuous pension credit for 
all service rendered by a person in public employment which service is 
covered by a retirement system or pension fund. 

The acceptance of the provisions of this Act, with the excep- 
tion of Section 10, shall be optional with any eligible employee who 
is a member of a retirement system covered by this Act, or in the 
event of his death, with his widow. 

SECTION 2. (~efinitions) 

SECTION 3. Any employee who has withdrawn or withdraws from 
the service of one employer and then or later enters the service of 
another employer covered by the provisions of this Act, and who has 
not forfeited his pension credit in the retirement system maintained 
by the employer from whose service he has withdrawn, shall be entitled 
to a proportional retirement annuity, and the widow of any such employee 
shall be entitled to a widow's annuity, computed as stated herein, for 
the periods of credited service in each retirement system, notwith- 
standing that the employee may not have fulfilled the minimum service 
requirement prescribed by any retirement system for the receipt of a 
retirement annuity. If a retirement system provides no refund of con- 
tributions, the pension credit in the case of any employee who shall 
have participated in such system shall be considered effective for the 
purposes of this Act. 



Eligibility for a proportional retirement annuity or widow's 
annuity in each retirement system under the provisions of this Act 
shall be determined by taking into account the entire length of 
service of the employee for which he has been granted pension credit 
under all retirement systems participating under this Act, provided 
that in order to qualify for either proportional annuity from any of 
such retirement systems the employee must have a combined pension 
credit at least equal to the longest minimum qualifying period pre- 
scribed by any of the retirement systems involved in the combined 
pension credits. 

Interest on pension credit shall continue to accumulate in 
accordance with the provisions of the Act governing the retirement 
system in which the same has been established during the time an 
employee is in the service of another employer, on the assumption 
such employee, for interest purposes for pension credit, is contin- 
uing in the service covered by such retirement system. 

SECTION 4. The provisions of this Act shall be applicable 
and limited only to a retirement annuity and widow's annuity, and to 
the pension credit established for such purposes. Any death benefit, 
ordinary disability benefit, duty disability benefit, accidental 
disability benefit, supplemental annuity, or any other type of annuity 
or benefit provided by any retirement system, not included in the 
definition of retirement annuity and widow's annuity shall not be 
affected by the provisions hereof. 

SECTION 5. Upon retirement in the retirement system to which 
the employee last made contributions, a proportional retirement annuity 
shall be computed by each retirement system in which pension credit has 
been established by the employee on the basis of salary and service 
credits under each system. Such computations shall be in accordance 
with the formula or method prescribed by each such system and in effect 
at the date of the employee's latest withdrawal from the service of the 
employer maintaining such retirement system, except as modified by this 
Act. 

If, at the date of retirement, the employee shall have attained 
the age prescribed for the receipt of a minimum retirement annuity 
under any retirement system subject to the provisions of this Act which 
prescribes a minimum retirement annuity, in which he has a pension 
credit, and his combined pension credit in all retirement systems par- 
ticipating under this Act is sufficient to meet the service qualifica- 
tion prescribed in the applicable retirement system for the receipt of 
a minimum retirement annuity, the employee shall have the option of 



receiving the proportional retirement annuity based upon the minimum 
annuity formula applicable in each such system. 

If any proportional retirement annuity is calculated upon the 
basis of the average salary of an employee for a specified number of 
years of service, and the employee has to his credit in a system fewer 
years than the prescribed number, the actual number of years of credited 
service in the retirement system computing the proportional annuity 
shall be used as the basis for such calculation. 

If (1) a minimum annuity formula available for the completion 
of a specified minimum period of service under the retirement system 
provides a definite sum or percentage of average compensation for com- 
pletion of such minimum service, in addition to a certain percentage 
of average compensation for each year of service, and (2) the employee 
has not received credit in the retirement system for the minimum number 
of years required to qualify for such minimum benefit formula, and 
(3) the combined pension credits under all systems are equal to or more 
than the period of service prescribed in the system for the receipt of 
a minimum annuity, the employee shall be entitled to that portion of 
the definite sum or percentage of average compensation which his service 
in such retirement system bears to the minimum service required by that 
system to qualify for such minimum formula. 

SECTION 5.1. Notwithstanding the provisions of the other 
sections of this Act, or the acts governing those retirement systems 
covered by this Act, the alternative formula prescribed in this section 
for calculation and payment of the retirement annuity, shall be appli- 
cable in lieu of the formula prescribed in the other sections of this 
Act, if the employee pays to the system under which retirement occurs 
prior to the date his retirement annuity begins, an amount equal to 1 
per cent of the actual annual full-time rate of salary on the date of 
separation from service under each of the other systems, multiplied by 
the number of years of pension credits in each of these systems which 
are considered by the system under which retirement occurs in deter- 
mining the retirement annuity payable under this section and for which 
contributions were made by the employee. 

The system under which retirement occurs shall calculate and 
pay a retirement annuity based upon the combined pension credits unde~ 
all systems participating under this section, using the final average 
salary and formula prescribed by the system under which retirement 
occurs. Service rendered prior to a break in employment of more than 
12 months under governmental units covered by the retirement systems 
which are subject to this Act, shall not be considered, by the system 



under which retirement occurs, in determining the retirement annuity 
payable under this section. If an employee is concurrently employed 
by governmental units covered by two or more systems participating 
under this section during a period of service which is used in deter- 
mining the average salary on which his annuity is based, his earning 
credits under all of these systems during the period of concurrent 
employment shall be considered by the system under which retirement 
occurs in computing his final average salary. 

If an employee who becomes entitled to retirement benefits 
under this section, has elected a reversionary annuity under any of 
the systems participating under this section and in which he has 
pension credits, the system under which retirement occurs shall reduce 
the retirement annuity otherwise payable under this section, by the 
actuarial equivalent of the amount required to provide the reversionary 
annuity. This actuarial equivalent shall be determined by and in 
accordance with the actuarial tables of the system under which the 
election of reversionary annuity is made. 

Each of the other systems participating under this section in 
which the employee has pension credits, shall assume a portion of the 
annuity liability by paying at least annually to the system under which 
retirement occurs, the amount of the proportional retirement annuity 
which would otherwise have been payable under the other sections of 
this Act, and the employee concerned shall, by the acceptance of the 
retirement annuity payable under this section, waive and forfeit the 
right to receive such proportional retirement annuity from such other 
systems. If the minimum age requirement of the system under which the 
retirement occurs is lower than that of any of the other systems in 
which the employee has pension credits, the payment by such other sys- 
tem to the system under which retirement occurs shall be eferred until 
the minimum age requirement of such other system has been met. 

For the purpose of this section, the system under which retire- 
ment occurs shall be the system to which this section applies and in 
which the employee contributes on or after the effective date of this 
amendatory Act of 1961 and to which the employee last contributes for 
a period of four or more years. If the employee contributes concurrently 
to two or more of such systems during this period, the system under which 
retirement occurs shall be that system under which he has the greatest 
earnings credits during the period of concurrent employment, or if he has 
equal earnings credits under these systems during this period, the system 
under which he has the longest period of pension credits. 

This section shall not apply to any retirement system which has 
accepted the provisions of this Act, if the act governing this system 



specifically excludes the application of this section. If any system 
is so excluded from the application of this section, service and 
earnings credits under this system shall be disregarded by the system 
under which retirement occurs in determining the retirement annuity 
payable under this section, and the system which is so excluded shall 
pay to the employee a proportiona7 annuity in accordance with the 
other sections of this :- - I . ,  

This section shall be applicable only to the employee or 
participant who is in service, on or after the effective date of this 
amendatory Act of 1961, as a contributing member of a system to which 
this section applies. 

The alternative formula prescribed in this section shall be 
used only in determining the retirement annuity, and it shall not be 
applicable to widow's annuity as defined in this Act or to other 
types of benefits. 

SECTION 6. The provisions governing a retirement annuity, with 
the exception of those contained in Section 5.1, shall be applicable 
to a widow's annuity. Appropriate credits shall be established for 
widow's annuity purposes at the date of retirement of an employee in 
the case of any retirement system providing a widow's annuity for which 
an employee has established pension credit, according to the same con- 
ditions that govern a retirement annuity, and subject to the same 
limitations and restrictions herein prescribed for a retirement annuity. 
If a retirement system has no widow's annuity benefit, no pension credit 
for qualifying purposes for such benefit or otherwise shall be considered 
on account of such system under the provisions hereof. 

SECTION 7. If the minimum qualifying age of retirement in any 
of the retirement systems is lower than the minimum age of retirement 
in any of the other retirement systems which are to provide a propor- 
tional retirement annuity, or proportional widow's annuity, payments 
by such other system shall be deferred until the employee or widow has 
attained the minimum age of retirement prescribed for such system. 

SECTION 8. If the measure of pension credit in any retirement 
system for a retirement annuity or widow's annuity is apportioned upon 
the basis of length of service rendered by an employee, the combined 
service under all retirement systems in which the employee has estab- 
lished service credit shall be effective in establishing such vesting 
of pension credit in any retirement system. 

SECTION 9. Any employee who shall have waived, by the accept- 
ance of a refund, his pension credit in any retirement system which 



has accepted the provisions of this Act, may have his pension credit 
reinstated by repayment of the refund, including interest from the 
date of refund to the date of repayment, to the retirement system 
from which he received the refund provided (1) such retirement system 
is authorized by law to receive such repayments, and (2) such employee 
has completed at least 2 years of service subsequent to the date of 
the last refund received by the employee under a retirement system 
which has subscribed to the provisions of this Act. Each retirement 
system shall consider pension credits under all retirement systems 
which have subscribed to the provisions of this Act, in determining 
whether the employee meets the service requirements under the system 
for repayment of a refund. 

The repayment of a refund under this section shall not be 
considered as an election to accept the provisions of the other sec- 
tions of this Act. 

SECTION 10. In the event the combined retirement annuities 
or widow's annuity exceeds the highest maximum annuity prescribed by 
any retirement system in which an employee has established pension 
credit, the respective retirement annuities or widow's annuities pay- 
able by the several retirement systems shall be reduced proportionately 
according to the ratio which the amount of each proportional annuity 
bears to the aggregate of all such annuities. 

If a widow's annuity is payable by two or more systems and the 
widow or other survivor elects to waive the widow's annuity under any 
of these systems and accept a lump sum payment or other death benefit 
in lieu of the widow's annuity, the systems under which the widow's 
annuity benefits become payable, shall, for the purpose of reducing 
the combined widow's annuity within the limitation prescribed in this 
section, assume that the widow or other survivor had been entitled to 
a life annuity which was the actuarial equivalent of the amount of such 
lump sum payment or other death benefit. The determination of this 
life annuity shall be made by and in accordance with the actuarial 
tables of the system under which lump sum or other death benefit is 
payable. Only those systems which pay monthly widow's annuity benefits, 
shall make the adjustment required under this section. 

SECTION 11. Any employee who is concurrently employed by 
employers under two or more of said systems shall be entitled to estab- 
lish a pension credit in accordance with the provisions of each system, 
provided that if such concurrent employment results in a duplication of 
credits, each of the systems involved in such concurrent employment 
shall reduce the service credit for the period of concurrent employment 



to its full time equivalent, using as a basis for such adjustment the 
earnings credited for each employaent. 

SECTION 12. In no event shall pension credit for the same 
period of service rendered by an employee be accredited more than once 
in one or more retirement systems. 

SECTION 13. Each retirement system shall submit to the other 
retirement systems, upon request, a report, properly certified, regard- 
ing the length of service rendered for the purpose of establishing the 
employee's eligibility for retirement and any other pertinent infor- 
mation as may be necessary in the administration of this Act and to 
effectuate the provisions hereof. 

It shall be the duty and responsibility of an employee having 
pension credit in any retirement system to make available such infor- 
mation or any other required data relating thereto, to the retirement 
system in which he last finds himself, in order that such pension 
credit may be applied in the manner herein provided. A retirement 
system subject to the provisions hereof shall be under no obligation 
or responsibility to initiate any inquiry or investigation for the pur- 
pose of establishing pension credit in the case of any employee, in the 
absence of a request from the employee, accompanied by sufficient facts 
bearing upon such credit which the employee may have accumulated. 

Two or more retirement systems subject to the provisions hereof 
may agree, at the time of retirement of an employee or when a widow's 
annuity becomes payable, to have the retirement system under which the 
employee retires or a widow's annuity becomes payable to pay currently 
the combined amounts of the proportional payments on account of the 
retirement annuity or widow's annuity. Such agreement shall be evidenced 
by a written document between two or more retirement systems in the form 
agreed upon between them. At the end of each fiscal year of the last 
retirement system, reimbursement thereto shall be made by the other 
retirement systems providing proportional annuities of the amount paid 
on their account by the last retirement system. Such arrangement shall 
be optional with the several retirement systems. If no such arrangement 
is made, each retirement system shall pay its own proportional annuities 
to the beneficiaries entitled thereto. Widow's annuity payments shall be 
made by or on account of any retirement system only where widow's annui- 
ties are applicable and are provided. 

SECTION 14. The provisions of this Act shall apply only to those 
retirement systems which have accepted the provisions of this Act, as 
specified in the respective Acts governing such systems. 



SECTION 15. This Act shall be known as the "Retirement 
Systems Reciprocal Act". 



APPENDIX C 

SUMMARY OF PUBLIC EMPLOYEE RETIREMlENT PROVISIONS IN 
EACH OF THE 50 STATES 

This appendix presents a brief summary of the public employee 
retirement situation in each of the States from which a reasonable 
amount of information could be obtained. Those aspects are emphasized 
which have a direct relation or are closely related to retirement 
credit transferability. In some instances the material regarding a 
particular State is somewhat skeletal. In spite of the fact that the 
State summaries are brief, the material is presented in this manner 
because of the belief that this part of the report can serve as a 
point of departure for those individuals and organizations desiring 
to delve further into their particular State situation and to attempt 
to apply thereto some of the policy considerations set forth in this 
report. 

The material presented here has been summarized largely from 
the following sources: correspondence from State legislative service 
agencies, State retirement system and municipal league officials; the 
individual State statutes pertaining to the retirement systems; reports 
of State commissions and committees established to study the retire- 
ment systems; informational handbooks on particular retirement systems; 
the 1957 Census of Governments volume entitled Employee-Retirement 
Systems of State and Local Governments; the 1960 Proceedings of the 
Annual Meeting of the National Council on Teacher Retirement of the 
National Education Association; Quarterly Statistical Reports on State 
and Local Government Employment covered by OASDI by the Bureau of 
Old-Age and Survivors Insurance of the Social Security Administration; 
and the 1962 Survey of State Retirement Systems by the National Associ- 
ation of State Retirement Administrators. The figures used from the 
1957 Census of Governments regarding membership in the various retire- 
ment systems obviously are out of date. However, these data are used 
to demonstrate how in some States, one, two, or a very few systems have 
the great preponderance of public employee retirement system membership. 
The State summaries follow: 

There are two major retirement systems in this State. These are 
the Employees' Retirement System whose membership is comprised of State 
employees and local nonschool employees and the Teachers' Retirement 
System. There is arrangement for local units of government to bring 
their employees under the State administered system. The 1957 figures 
indicate that out of the more than 50,000 members of retirement systems 



in the State, these two systems had over 46,000 of the members. 
Twelve local systems shared the remaining 4,000 employees. Both of 
the major systems provide for a deferred benefit at aze 60 after the 
completion of 25 years service. There is provision for retirement 
credit transferability between the two major systems in the State. 
There is no arrangement for interstate reciprocity, not even for 
purchase of out-of-State retirement credit in either system. If an 
employee ceases to be a public employee, he may withdraw his contrib- 
ution with varying amounts of interest depending on the number of years 
service. The Employees' Retirement System is a fully funded system. 

Alaska 

There are two systems in Alaska. These are the Public Employees' 
Retirement System and the Teachers' Retirement System. Membership in 
the Public Employees' System is composed of State employees and local 
employees whose governing bodies have elected to participate in the 
system. The only provisions in the systems relating to employee mobility 
are the provision in the Public Employees' act which provides for a 
deferred benefit for the employee at age 65, "if his employment is termi- 
nated on or after the date on which his attained age and credited service 
total at least seventy-five (75) yearst' and the provision in the Teachers' 
system which provides that 10 years credit for out-of-State service may 
be purchased. In the Employees' system, an employee leaving the system 
may withdraw his contribution with varying amounts of interest. The 
Public Employees' system is funded except for prior service costs which 
will be liquidated by year 2000. 

Arizona 

The Arizona State Retirement System is the major retirement system 
in the State. Its membership is composed of all State employees, includ- 
ing those of universities and colleges, public school teachers, and local 
employees whose governing bodies elect to join the system. Phoenix and 
Tucson do not participate in this system. In 1957, the Arizona State 
system had 28,000 of the total retirement system membership of over 30,000. 
The other 20 systems in the State shared the remaining 3,000 members. 
The Arizona State system has a vesting provision which provides that the 
employee will receive a deferred benefit at age 60 if he has completed 
five or more years of service. There is no provision for intrastate or 
interstate reciprocity. If the employee leaves his employment with less 
than five years service, his contribution is returned with interest. The 
system approaches the fully funded concept. 

Arkansas 

The two major retirement systems in the State are the Teachers' 
Retirement System and the State Employees' Retirement System, which 
consists of three divisions (a) State employees, (b) County employees, 
and (c) Municipal Employees. The Teachers' system has a vesting provision 



which provides for a deferred benefit at age 60 if 27 years service 
has been completed, The only provision in the systems for intra- 
state reciprocity is that employees may transfer their retirement 
coverage when moving from one division of the State Employees' system 
to another. The Teachers' system permits the purchase of credit for 
out-of-State service at the rate of one year for every subsequent two 
years of Arkansas service. A maximum of 10 years of out-of-State 
service may be credited. The cost of this purchase includes the 
contributions of both the employer and the employee plus three and 
one-half percent simple interest. The State Employees' system is 
fully funded. An employee leaving employment covered by the State 
Employees' system may withdraw his contributions. 

California 

The two major public employee retirement systems in the State 
are the State Employees' Retirement System and the State Teachers' 
Retirement System. Membership in the State Employees' Retirement 
System includes State employees, nonacademic employees of the 
University of California, the employees of the State colleges, the 
classified employees of all public schools (excluding teachers), 
the employees of over 150 cities, 28 counties, and some hundred other 
public agencies. Both of the above systems have vesting provisions. 
The requirement in the State Employees' system for a deferred benefit 
at age 55 is that the employee must have contributed $500 to the 
system or must have 20 years service. In the Teachers' system the 
requirement for a deferred benefit at age 55 is the completion of five 
years service. There is no provision in either the State Employees' 
or the State Teachers' systems for the purchase of out-of-State credit. 

The State Employees' system enters into contract with local 
units of government to provide retirement coverage for the local 
employees. This contractual arrangement is optional to the local 
governmental unit. Before agreeing to provide retirement coverage, 
the State system conducts a valuation of the local government retire- 
ment situation, then adjusts costs to the employees and the employer 
accordingly. Every four years the State conducts an investigation and 
valuation of each unit of government covered and changes rates if 
necessary. There is provision for employee transfer among the units 
of government covered by this system without loss of retirement credits 
to the individual. When an employee reaches retirement age and has the 
qualifying number of years in the system, his allowance is calculated 
on his highest three-year average salary regardless of in what unit of 
government or combination of units it was achieved. Then, the costs 
are pro-rated to the employers. There is a reciprocal retirement act 
in the State which permits independent public employee retirement 
systems to participate in reciprocal arrangements among themselves and 



with the State Employees' system at their own option. Twenty-three 
counties participate under the same reciprocal conditions as exist 
within the State system. There is reciprocity between the State 
Employees' system and the State Teachers' system, but it goes only 
to recognition of final compensation. The State Employees' system 
approaches the fully-funded concept. A n  employee leaving employment 
covered by the State Employees' system may withdraw his contributions 
with interest. 

Colorado 

The Public Employees' Retirement Association is the major 
retirement system in the State. Its membership is comprised of 
State employees, employees in some cities, and public school teachers. 
The City and County of Denver school district employees have their 
own retirement system which is the only other retirement system of 
significant size in the State. In 1957, the Public Employees' 
System had nearly 25,000 members, the Denver school system had nearly 
5,000 members, and the remaining 2,000 retirement system members in 
the State belonged to 12 other systems. The Public Employees' System 
has a vesting provision which provides a deferred benefit at age 65 
for those employees having five years creditable service. The only 
type of retirement credit transfer provided for in the Public 
Employees' system is among the elements of the system itself. There 
are no interstate transfer provisions. 

Connecticut 

The two major public employee retirement systems in the State 
are the State Employees' Retirement System and the Teachers' Retire- 
ment System. In 1957, these systems had 22,000 and 20,000 members 
respectively as compared to 15,000 members in the 62 other public 
employee retirement systems in the State. Teachers changing from 
employment covered by the Employees' system to that covered by the 
Teachers' system may transfer retirement credits. Teachers may purchase 
retirement credit for up to 10 years for out-of-State teaching service. 
This purchase must be made within five years of entry in the system. 
A n  employee leaving employment covered by the Employees' system may 
withdraw his contributions without interest. The State Employees' 
Retirement System is a partially-funded system. 



Delaware 

Significant information regarding public employee retire- 
ment systems in this State was not obtained. 

Florida 

The State and County Officers and Employees Retirement 
System and the ~eachers' Retirement System are the two major 
retirement systems in the State. According to 1957 figures, there 
were 44,000 members of the State and county system and 33,000 
members of the Teachers' system. The remaining 19,000 members 
of retirement systems in the State belonged to 73 other systems. 
Both of the major systems have vesting provisions. The State and 
county system provides for a deferred benefit at age 60 if 10 
years of creditable service have been completed. The Teachers' 
system provides for a deferred benefit at age 55 if 10 years of 
service have been completed. The State and county system has a 
reciprocal arrangement with the Supreme and Circuit Court Judges' 
systems and for municipal employees involved in functions for 
which a county assumes responsibility. Teachers may purchase 
retirement credit for out-of-State service not to exceed 10 years. 
In order to purchase out-of-State credit, the teacher must pay 
eight percent of his out-of-State salary, plus three and one-half 
percent accumulated interest thereon. 

Georgia 

The two major retirement systems in the State are the 
Employees1 Retirement System and the ~eachers' Retirement System. 
The membership in the Employees' system is composed of State employees 
and local employees under a State Merit System of Personnel Adminis- 
tration. Both systems have vesting provisions. The Teachers' system 
provides for a deferred benefit to be paid at age 60 if 20 years of 
service have been completed. The Employees' system provides for a 
deferred benefit at age 60 if 18 years of service have been completed. 
There is provision for reciprocal transfer of retirement credits 
between the two systems. The Employees' system has no provision for 
for intersate reciprocity. The Teachers' system permits purchase of 
up to 10 years credit for out-of-State service for teachers who have 
come from systems that have similar provisions. The cost for this 
purchase is eight percent of the salary earned during these years 
plus three and one-half percent accumulated interest. Employees 
leaving these systems may withdraw their contributions at any time. 
No interest is allowed with less than five years service. The 
Employees1 system approaches the fully-funded concept. 



Hawaii 

The State has one system, the Employees' Retirement System 
of Hawaii, which covers State and local employees and teachers. 
In 1957 the membership was over 20,000. There is a vesting pro- 
vision which provides a deferred benefit at age 55 with the 
completion of five years service. There are no reciprocal 
arrangements in the system. However, this does not impede intra- 
state transferability because of the wide membership coverage of 
the system. An employee who leaves employment covered by the 
Employees' system may withdraw his contributions with interest. 
The system is funded. 

Idaho 

The only major retirement system in the State is the Teachers' 
Retirement System. The 1957 figures show that the Teachers' system 
had over 7,100 members out of about 7,600 retirement system members 
in the State. The remaining 500 members belonged to six other systems. 
The system provides for no intrastate reciprocity. Complete credit 
for out-of-State service may be purchased by a teacher providing he 
pays the entire cost. The State of Idaho makes no contribution for 
benefits for out-of-State service. 

The 1961 session of the Idaho legislation appropriated funds 
for the studies needed prior to the establishment of a State employees' 
retirement system. Since both political parties have endorsed a 
retirement system, it appears that a system is well on the way to 
adopt ion. 

Illinois 

Three of the largest public employee retirement systems in the 
State are the State Employees' Retirement System, the State Teachers' 
Retirement System, and the Chicago ~eachers' Retirement System. Each 
of these systems has a vesting provision. The State ~mployees' system 
provides for a deferred benefit at age 60 with the completion of 10 
years service. This applies if the employee leaves service before 
age 55. However, if the employee leaves service after age 55, he may 
rece ive  a deferred b e n e f i t  a t  age 60 with e igh t  years service. The 
State Teachers' system provides that the employee may receive a 
deferred benefit at age 60 with 15 years service or at age 55 with 
the completion of 20 years service. The Chicago Teachers' system 
provides for a deferred benefit at age 65 with the completion of 10 



years service, if the employee departs employment after age 55. 
However, if the employee has 20 years service, he may receive a 
deferred benefit at age 55. Retirement credit for out-of-State 
service may be purchased in the above two teachers' retirement 
systems. In the Chicago system there is no limit to the total 
number of years of such service that may be purchased provided 
that three-fifths of the total service is in the Chicago system 
and that the last five years are rendered in the Chicago system. 
In the State Teachers' system, retirement credit for out-of-State 
service may be purchased up to a maximum of 10 years. The State 
Employees' system is a partially-funded retirement system. 

A "Retirement Systems Reciprocal Act" was passed in Illinois 
in 1955. All public employee retirement systems in the State may 
participate at their own option. Not less than two years service in 
a system is recognized toward retirement benefits. When an employee 
reaches retirement age, he may use his number of years service 
compiled in reciprocal systems to qualify in the reciprocal system 
from which he wishes to retire, providing he has the two years 
minimum in each system. The employee's total number of years in 
all reciprocal systems must equal the minimum number of years 
required for retirement in any one of the systems. Each system 
pays its share of the employee's retirement benefit based on his 
number of years and earnings in the system. As of February 28, 1961, 
there were 13 public employee retirement systems in the State partici- 
pating under this reciprocal act. 

Indiana 

The State ~eachers' Retirement System and the Public Employees' 
Retirement System have the great majority of the public employee retire- 
ment system membership in the State. The 1957 figures gave the 
Teachers' system a membership of 42,000 and the Public Employees' system 
31,000. The remaining 8,000 members belonged to 113 other systems. 
The Public Employees' system has provision for a deferred benefit at 
age 65 if the employee has 10 years creditable service. Under the 
Teachers' system, the employee can receive a deferred benefit at age 
50 with 15 years service or at age 65 with 10 years service. There 
is complete reciprocity between the two systems. The only provision 
relating to intersate reciprocity is in the Teachers' system which 
permits purchase of out-of-State credit of eight years service or one 
out-of-State year for every three years of Indiana service, whichever 
is greater. An employee leaving employment covered by the Public 
Employees' system may withdraw his contributions with interest. 



Iowa - 

c l u  
Pub 

The Pub l i c  Employees' Retirement System i s  by f a r  t h e  l a r g e s t  
l i c  employee r e t i r emen t  system i n  t h e  S t a t e .  I t s  membership i n -  
.des S t a t e ,  county and c i t y  employees, and t e a c h e r s .  I n  1957, t h e  
l i c  Employees' system covered 89,000 of t h e  93,000 r e t i r emen t  

system members i n  t h e  S t a t e .  Sixty-seven systems covered t h e  remain- 
i n g  4,000 employees. The Pub l i c  Employees' system has  a v e s t i n g  
p rov i s ion  which provides  a de f e r r ed  b e n e f i t  f o r  t h e  employee a t  age  
55 i f  he  leaves  t h e  system a t  age 48 and has  a t  l e a s t  e i g h t  yea r s  
s e r v i c e .  Members of t h i s  system may t r a n s f e r  from p o s i t i o n  t o  p o s i t i o n  
without  l o s s  of r e t i r emen t  c r e d i t .  However, t h i s  i s  t h e  only p rov i s ion  
resembling r e c i p r o c i t y  t h a t  t h e  system h a s .  I f  a n  employee l e aves  
employment covered by t h e  system, he  may withdraw h i s  c o n t r i b u t i o n s  
wi th  i n t e r e s t .  The Publ ic  Employees' system i s  a funded system. 

Kansas 

The Kansas Pub l i c  Employees' Retirement System provides  r e t i r e -  
ment coverage f o r  a l l  S t a t e  employees and f o r  county,  c i t y ,  township,  
and s p e c i a l  d i s t r i c t  employees who a r e  covered by S o c i a l  S e c u r i t y  bu t  
by no o t h e r  pub l i c  employee r e t i r emen t  system. There i s  a v e s t i n g  pro-  
v i s i o n  i n  t h i s  system which provides  f o r  a d e f e r r e d  b e n e f i t  a t  age 65 
wi th  t h e  completion of 10 y e a r s  s e r v i c e .  The on ly  r e t i r emen t  c r e d i t  
t r a n s f e r a b i l i t y  provided by t h e  system p e r t a i n s  t o  those  employees who 
t r a n s f e r  among t h e  va r ious  elements of t h e  system. I f  an  employee 
s e p a r a t e s  from s e r v i c e  covered by t h e  Pub l i c  Employees' system, h e  may 
withdraw h i s  c o n t r i b u t i o n s  wi th  i n t e r e s t .  

Kentucky 

There a r e  t h r e e  major pub l i c  employee r e t i r emen t  systems i n  t h e  
S t a t e .  They a r e :  t h e  Pub l i c  Employees' Retirement System, cover ing  
S t a t e  employees; t he  County Employees' Retirement System; and t h e  
Teachers '  Retirement System. There a r e  v e s t i n g  p rov i s ions  i n  t h e  Publ ic  
Employees' and Teachers '  systems which provide f o r  a d e f e r r e d  b e n e f i t  
f o r  t h e  employee a t  age 60 i f  20 yea r s  of s e r v i c e  have been completed. 
There a r e  r e c i p r o c i t y  p rov i s ions  i n  t h e  t h r e e  systems which provide t h a t  
i f  an employee changes employment from t h a t  covered by t h e  Pub l i c  
Employees' o r  Teachers '  systems t o  t h a t  covered by t h e  County Employees' 
system a f t e r  f i v e  yea r s  of employment, he  may s t a y  i n  t h e  o r i g i n a l  r e -  
t i rement  system, and t h e  acqu i r i ng  employer, a s  w e l l  a s  t h e  employee, 
w i l l  pay i n t o  t h i s  system. The only p rov i s ion  resembling i n t e r s t a t e  
r e c i p r o c i t y  i s  t h a t  of t h e  Teachers '  system which permi t s  employees 
t o  purchase r e t i r emen t  c r e d i t  f o r  up t o  e i g h t  yea r s  of ou t -o f -S t a t e  
t each ing  s e r v i c e .  To do t h i s ,  t h e  employee must pay i n t o  t h e  fund t h e  
amount he  would have pa id  had he  been employed i n  Kentucky p lu s  t h r e e  
percen t  compound i n t e r e s t .  Upon leav ing  employment of any of t h e  above 
t h r e e  systems, t h e  employee may withdraw h i s  c o n t r i b u t i o n s  wi th  i n t e r e s t .  
The Pub l i c  Employees' system approaches t h e  funded concept .  



Louisiana 

The two largest retirement systems in the State are the State 
Employeesf Retirement System, which covers State employees only, and 
the State Teachers' Retirement System. In 1957, the State Employees' 
system had a membership of 26,000 and the Teachers' system had over 
25,000 members. The remaining 19,000 public retirement system members 
were covered by 31 other systems. Both systems have vesting provisions 
which provide for deferred benefits at age 60. The State Employees' 
system requires 15 years service and the Teachers' system requires 10 
years service for the deferred benefit. There is provision for recip- 
rocal transfer of retirement credits between these two systems. The 
Teachersf system has provision for purchase of retirement credit for 
out-of-State service. 

Maine 

The Maine State Retirement System is the only major public employee 
retirement system in the State. This system provides coverage for State 
and local employees and for teachers. In 1957, this system provided 
coverage for 19,631 of the 19,769 public employees who had retirement 
coverage other than Social Security. The remaining 138 employees were 
covered by four locally administered retirement systems. There is a 
vesting provision in the State system which provides for a deferred bene- 
fit at age 60 with the completion of 10 years service. The nature of the 
public employee retirement situation in Maine is such that there is intra- 
state reciprocity for all public employees except the slightly more than 
100 that do not participate in the State system. Retirement credit for 
out-of-state service may be purchased in this system apparently for an 
unlimited number of years. An employee leaving employment covered by 
this system may withdraw his contributions with not less than three-fourths 
of the accumulated interest. This system is a funded system. 

Maryland 

The State of Maryland administers three public employee 
retirement systems. These systems are the State Employeesf Retire- 
ment System for State and local employees, the Teachers' Retirement 
System, and the State Police Retirement System. In 1957, membership 
in these systems was 24,500, 17,000, and 400, respectively. Two 
other important public employee retirement systems which have 
reciprocal transfer arrangements are the Baltinore City employeesf 
system and the Baltimore County employees' system. Membership in 
these systems in 1957 was 21,500 and 1,700, respectively. The 
remaining 4,000 retirement system members belonged to six other 
systems. The five systems specifically mentioned above qualify for 
participation in the intrastate reciprocal retirement credit transfer 
provision in the State retirement law. Other public employee retirement 



systems in the State operated on an actuarial basis may also partic- 
ipate. The State ~mployees' and the Teachers' systems provide for 
retirement upon the completion of 30 years service or upon reaching 
age 60. An employee who leaves employment covered by the State 
Employees' system may withdraw his contributions with interest. 
The State ~mplo~ees' system is a funded system. 

Massachusetts 

The two largest public employee retirement systems in the 
State are the State Employees' Retirement System for State employees 
only and the Teachers' Retirement System. These systems each had a 
membership of over 32,000 in 1957. There is complete reciprocity 
in regard to transferability of retirement credits between city, 
town, county, State, and teacher retirement systems. The State 
~mplo~ees' system provides for retirement upon the completion of 
20 years service or upon reaching age 55. The Teachers' system 
provides for an annuity at any age after the completion of 20 years 
service. Retirement credit for up to 10 years of out-of-State 
service may be purchased in the Teachers' system. An employee 
leaving employment covered by the State Employees' system may 
withdraw his contribution with interest. The State Employees' 
system is a partially-funded system. 

Michigan 

The two largest State administered public employee retire- 
ment systems in the State are the State Employees' Retirement System 
and the Public School Employees' Retirement System. Both of these 
systems have vesting provisions which are essentially the same. An 
employee may leave either system after completing 25 years service 
and receive a deferred benefit at age 60. There is also provision 
for vesting in both systems with the double requirement of age 50 
and 15 years service. Both systems provide that an employee who has 
completed 10 years service and reaches age 60 while on the job may 
begin receiving retirement benefits. And, an employee who has com- 
pleted 15 years service and reaches age 55 while on the job may begin 
receiving retirement benefits. 

The Legislature of the State of Michigan passed an intrastate 
reciprocal retirement act which became law on May 23, 1961. Any public 
employee retirement system in the State by its own option may partic- 
ipate in the reciprocal arrangement provided by this act. Reciprocity 
under this act essentially works as follows: The employee may leave a 



participating system after five years service and transfer to another 
participating system where he must also remain for at least five 
years before transferring or retiring. Upon reaching retirement 
age, the employee will receive retirement allowances from all 
participating systems in which he has a minimum of five years 
service. If the employee reaches retirement age in a reciprocal 
system and has at least the five year minimum service requirement, 
he may use prior service years in other reciprocal systems to meet 
the service requirement in the system from which he is retiring. 
This does not increase the employee's benefits. It merely provides 
the needed service requirement. The Public School ~mployees' 
Retirement System and the Detroit Teachers' Retirement System are 
the only systems in the State which permit purchases of retirement 
credit for out-of-State service. As much as 15 years of out-of-State 
credit may be purchased in the Public School system and 10 years in 
the Detroit system. When an employee separates from employment 
covered by the State Employees' system, he may withdraw his contrib- 
utions with interest. The State Employees' system is a partially 
funded system. 

Minnesota 

The three largest retirement systems in the State are the 
State Employees' Retirement Association, the Public Employees' 
Retirement Association which covers local government employees, and 
the Teachers' Retirement Association. The combined membership in 
these three systems in 1957 was approximately 78,000 as compared to 
the total public employee retirement system membership of about 
92,000. The remaining 14,000 employees were covered by 49 other 
retirement systems. There is reciprocal arrangement among the three 
systems mentioned above which provides that employees may move 
between the three systems and not suffer loss of retirement benefits. 
The State Employees' and the Public Employees' systems have vesting 
provisions which provide for a deferred benefit at age 65 after the 
completion of 10 years service. If an employee separates from 
service covered by the State Employees' system, he may withdraw his 
accumulated contributions. Under present financing this system should 
be fully funded within 15 to 20 years. 

Mississippi 

The Public Employees' Retirement System is the only major 
retirement system in the State. This system provides mandatory 
coverage for all State employees and schools and colleges, and optional 



coverage for employees of local subdivisions. In 1957, this 
system had a membership of 52,500 compared to the total State 
public employee retirement system membership of 53,631. The 
remaining 1,131 employees were covered by 16 other retirement 
systems. The only reciprocity arrangement that the above named 
system participates in is with the Mississippi Highway Patrol 
Retirement System. If an employee separates from employment 
covered by the Public Employees' system, he may withdraw his 
contributions with interest. The Public ~mplo~ees' system is a 
funded system. 

Missouri 

The four largest public employee retirement systems in 
the State are the State Employees' Retirement System for State 
employees only, the State Teachers' Retirement System, the Kansas 
City Teachers' Retirement System, and the St. Louis Teachers' 
Retirement System. Each of these has a vesting provision. 
Deferred benefits are paid as follows: in the State Employees' 
system at age 65 with 15 years service; in the St. Louis Teachers' 
system at age 60 with 10 years service; in the State Teachers' 
system at age 60 with 20 years service; and in the Kansas City 
Teachers' system at age 60 with 25 years service. There is complete 
intrastate reciprocity between the three teachers' systems in the 
State. Retirement credit for out-of-State service may also be 
purchased in the teachers' systems. An employee who leaves employ- 
ment covered by the State ~mployees' system may withdraw his 
contribution with interest. The State Employees' system is a 
funded system. 

Montana 

The two major public employee retirement systems in the 
State are the Public Employees' Retirement System which covers State 
and local employees and the State Teachers' Retirement System. In 
1957, these two systems had a combined membership of 23,330 out of 
the total State public employee retirement system membership of 
23,958. The remaining 628 employees were covered by 23 other systems. 
Both of the major systems have provision for deferred benefits at 
age 60 with the completion of 10 years service. There is provision 
for intrastate transferability between these two major public employee 
retirement systems. In the ~eachers' system, up to 10 years of 
out-of-State retirement credit may be purchased. If an employee 
separates from employment covered by the Public Employees' system, 
he may withdraw his contributions without interest. The Public 
~mployees' system is financed primarily on a pay-as-you-go basis. 



Nebraska 

There is no general State administered public employee 
retirement system in this State. Significant information regarding 
the teachers' retirement system was not obtained. 

Nevada 

The Public Employees' Retirement System is the only public 
retirement system in the State. This system covers State and local 
employees and teachers. There is a vesting provision which provides 
for a deferred benefit at age 60 with the completion of 25 years 
service. The system has no provision for reciprocal transfer of 
retirement credits. When an employee leaves the system, he may 
withdraw his contributions without interest. The Public Employees' 
system is a partially funded system. 

New Hampshire 

There are four State administered retirement systems in 
the State. These are the State Employees' Retirement System 
covering State and local employees, the Teachers' Retirement System, 
the Firemen's Retirement System, and the Policemen's Retirement 
System. In 1957, these four systems covered all of the State's 
approximately 10,500 public retirement system members, except about 
100 who belonged to another system. There is complete reciprocity 
between the four State administered retirement systems. If an 
employee leaves employment covered by one of the four above systems, 
he may withdraw his accumulated contributions. The State Employees' 
system is a funded system. 

New Jersey 

The two largest retirement systems in the State are the 
Public Employees' Retirement System covering State and local 
employees and the Teachers' Retirement System. In 1957, the Public 
Employees' system had nearly 43,000 members and the Teachers' system 
had over 46,000 members. Both of these systems have vesting pro- 
visions which provide for deferred benefits at age 60 with 20 years 
service. There is provision for intrastate transfer of retirement 
credits among the State administered public employee retirement 
systems, including the two mentioned above and those covering police 
and firemen. Using 1957 figures, there were about 9,000 employees 



not covered by State administered employee retirement systems out 
of a total of over 112,000 covered employees in the State. Teachers 
may purchase credit for up to 10 years of out-of-State service. The 
cost of this is based on the attained age and salary of the individual 
at the date of purchase. An employee who leaves employment covered by 
the Teachers' system and the Public Employees' system may withdraw 
his contributions with or without interest depending on the number of 
years of service. The Public Employees' system is a fully funded 
system. 

New Mexico 

In April, 1957, the Public Employees' Retirement System which 
covers State and local employees with its over 10,800 members covered 
all public employees who were members of a retirement system, except 
23. In July, 1957, the Educational Retirement System covering public 
school teachers and employees was established. This system now has 
more than 13,000 members. Both systems have vesting provisions. The 
Public Employees' system provides for a deferred benefit at age 60 
with the completion of 10 years service. The Educational system 
provides a deferred benefit at age 60 with 15 years service. Teachers 
may purchase up to five years retirement credit for out-of-State 
service. To make this purchase, the teacher must pay 10-1/2 percent 
of his salary at the time of application for each year of credit 
plus 3-1/2 percent interest compounded annually. Employees leaving 
employment covered by either of the above systems may withdraw their 
contributions plus interest. The Public Employees' system is funded 
on a retirement reserve basis. 

New York 

The four major public employee retirement systems in the State 
are the State Employees' Retirement System which covers State and 
local employees, the State Teachers' Retirement System, the New York 
City ~ m ~ l o ~ e e s '  Retirement System, and the New York City Teachers' 
Retirement System. In 1957, these four systems had a combined 
membership of about 438,000 compared to the total public employee 
retirement system membership in the State of 489,000. The remaining 
51,000 employees were covered by 53 other retirement systems. The 
State Employees' system has a vesting provision which provides for a 
deferred benefit at age 60 with the completion of 15 years service. 
Retirement credit for out-of-State service may be purchased in both 
of the above teachers' retirement systems. This credit shall not 
exceed 15 years in the New York City Teachers' system and 10 years in 



the State Teachers' system. The State Teachers' system contains a 
provision for the reciprocal transfer of both the employer's and 
employee's contributions to any out-of-State teachers' retirement 
fund that will enter into such an agreement. No other retirement 
system has agreed to enter into such arrangement. An employee who 
separates from employment covered by the State Employees' system 
may withdraw his contributions. The State Employees' system is a 
funded system. 

There is an intrastate reciprocal retirement act in New York 
in which all public employee retirement systems operating on an 
actuarial basis may participate. The four systems mentioned above 
participate in this intrastate arrangement. Under this agreement, 
an employee transferring from one reciprocal unit to another may 
transfer his accredited service, his contributions to the retirement 
system, and the reserves contributed by the employment unit. The 
employee after having acquired three years in a reciprocal system 
may retire from the system under the same conditions and with the 
same requirements as if he had always been covered by the system. 

North Carolina 

The two major retirement systems in the State are the 
Teachers' and State Employees Retirement System and the Local 
Government Employees Retirement System. Both are State administered. 
In 1957, membership in the two systems was 72,000 and 9,000, re- 
spectively. The other 13 public employee retirement systems in the 
State had a total membership of about 5,000. The two main systems 
have vesting provisions which provide for a deferred benefit at age 
60 with the completion of 20 years service. The only reciprocal 
arrangement in the systems permits employees changing from local 
employment to State employment to transfer contributions and credit 
from the Local system to the Teachers' and State system. Employees 
separating from employment covered by either system may withdraw 
their contribution with one-half interest if they have less than 20 
years service. Both systems are funded. 

North Dakota 

There is no general State administered public employee retire- 
ment system for State and local employees in the State. The State 
administered public employee retirement system for State LIC: local 
employees was abolished when Social Security was adopted for these 
employees. There are State administered public employee retirement 



systems for teachers, judges, highway patrolmen, and personnel of 
the Unemployment Compensation Division. There is no provision in 
any of these systems for intrastate transferability of retirement 
credits. The only provision resembling an interstate transfer- 
ability provision is that in the Teachers' system which permits 
purchase of up to seven years retirement credit for out-of-State 
service. The Teachersf system also has a vesting provision which 
provides a deferred benefit at age 55 with the completion of 25 
years service. 

Ohio 

There are three major public employee retirement systems 
in the State. These are the Public Employeesf Retirement System 
covering State and local employees, the State Teachers' Retirement 
System, and School Employeesf Retirement System. Using 1957 figures, 
these three systems covered all of the 275,000 public employee retire- 
ment system members except about 21,000 who belonged to 259 other 
systems. There is complete reciprocity for the transfer of retirement 
credits among these three systems. Employees who are members of 
other public employee retirement systems in the State-and transfer 
to employment covered by any of the above three systems may receive 
retirement credit in any of the three systems by transferring both 
the employer's and employee's contribution to the acquiring system. 
Full credit will be received by the employee only if the contributions 
transferred are equal to those which would have been received by the 
appropriate retirement fund had the employee always been a member of 
the fund. Unlimited retirement credit for out-of-State service may 
be purchased in any of the above three systems. However, the acquiring 
employer makes no contribution for out-of-State service. All three 
systems have a vesting provision which provides for a deferred benefit 
at age 60 after completion of five years service. An employee leaving 
employment covered by any of the three major systems may withdraw his 
contribution with interest. The Public Employees' system approaches 
the fully funded concept. 

Oklahoma 

There is no general State administered public employee retire- 
ment system in this State. Significant information regarding the 
teachers' retirement system was not obtained. 



Oregon 

The Public Employees' Retirement System which covers State 
and local employees and teachers is the major public employee 
retirement system in the State. In 1957, this system had a 
membership of over 48,000, compared to a total State public 
employee retirement membership of 53,600. The remaining 5,600 
employees were covered by five other retirement systems. There 
is a vesting privilege in the Public Employees' system after 10 
years service which provides a deferred benefit at age 60. This 
system has no reciprocity regarding retirement credit transfer with 
any other system. If an employee leaves service covered by the 
Public Employees' system before age 60, he may withdraw his con- 
tributions. This retirement system is a funded system. 

Pennsylvania 

There are three State administered public employee retire- 
ment systems in the State. These are the State ~mployees' Retirement 
System, the Public School Employees' Retirement System, and the 
Municipal Employees' Retirement System. There is provision for 
intrastate retirement credit transferability between the State 
Employees' system and the Public School system. There is also 
provision for intermunicipal transfer of retirement credits in the 
Municipal Employees' system. At present there is no provision for 
retirement credit transfer between the State Employees' system and 
the Municipal Employees' system. The Public School ~mployees' 
Retirement System permits the purchase of retirement credits for 
up to 10 years of out-of-State service. To do this, the employee 
must pay his own contribution and an equal amount as the equivalent 
of the employer's share. 

Rhode Island 

The ~mployees' Retirement System of Rhode Island is the 
major public employee retirement system in the State. This system 
has separate divisions for State employees, teachers, and municipal 
employees. There is a vesting provision in each of the divisions 
which provides for a deferred benefit at age 60 with the completion 
of 10 years service. Teachers may purchase retirement credit for as 
much as 10 years of out-of-State service. This purchase may be made 
by paying in lump sum 10 percent of the first year's salary in Rhode 
Island for each year of out-of-State service to be credited. An 
employee leaving employment covered by the Employees' Retirement 
System of Rhode Island may withdraw his contributions without interest. 
The Employees' system is a funded system. 



South Carolina 

The South Carolina Retirement System covers State and local 
employees and teachers. In 1957, this system covered all public 
employees in the State who had retirement coverage except about 400 
firemen who belonged to four local retirement systems. The State 
administered system has a vesting provision which provides a 
deferred benefit at age 60 with the completion of 20 years service. 
A public employee from outside the State assuming employment in 
South Carolina covered by the State retirement system may purchase 
out-of-State retirement credit equal to one-half his South Carolina 
service by paying both the employer's and employee's share of the 
cost without interest. Upon leaving service covered by the Retire- 
ment system, the employee may withdraw his contributions. 

South Dakota 

There is no general State administered retirement system 
for State and local employees. There are four State administered 
limited coverage retirement systems. These are the Law Enforcement 
Officers' System, the Teachers' Retirement System, the Judges' 
Retirement System, and a retirement system for the civilian employees 
of the National Guard. All other salaried, full-time State personnel 
are covered by Social Security. There is no provision for retirement 
credit transferability in any of the State administered systems. The 
employee's total retirement credit in the Teachers' system vests after 
20 years service or at age 62, whichever comes first. Employee 
contributions to the Teachers' system may be withdrawn whenever the 
employee leaves employment covered by this system. There are several 
municipal retirement systems in the State for policemen and firemen, 
which have no provision for retirement credit transfer. 

Tennessee 

The two largest retirement systems in the State are the State 
Retirement System which covers State employees, teachers who elect to 
transfer to this system, and employees of the political subdivisions 
and the ~eachers' Retirement System. There is a vesting provision 
in the State Retirement System which provides for a deferred benefit 
at age 55 with the completion of 20 years service. The State system 
has intrastate reciprocity arrangements with the Teachers System, 
Judges' System, and the Attorney Generals' System. An employee who 
separates from employment covered by the State system may withdraw 
his contributions with interest if he has completed five years service, 
without interest if he has completed less than five years service. 
The State Retirement System is a funded system. 



Texas - 
There are two major public employee retirement systems in 

the State. These are the Employees' Retirement System for State 
Employees only and the Teachers' Retirement System. In 1957, 
these systems had 34,000 and 134,000 members, respectively. The 
remaining 25,000 public employee retirement system members were 
covered by 60 other retirement systems. Both of the above systems 
have vesting provisions. The Employees' system provides for a 
deferred benefit at age 60 with 15 years service. The Teachers' 
system provides a deferred benefit for employees with various 
combinations of age and length of service. Perhaps the most 
significant is the attainment of 55 years of age and the completion 
of 15 years service at the same time. There is provision for 
retirement credit transferability between the Employees' system 
and the Teachers' system. Retirement credit for out-of-State 
service may be purchased in the ~eachers' system. The teachers 
may do this by paying into the retirement fund 12 percent of the 
annual compensation of the first year in Texas for each year of 
out-of-State retirement credit purchased. Out-of-State credit may 
be purchased at the rate of one year for every two years of Texas 
service, not to exceed a total of 10 years. An employee covered 
by the Teachers' system may withdraw his contributions with interest 
upon leaving employment covered by the system. It is anticipated 
that the Employees' system will be fully funded between 1980 and 1985. 

Utah - 
Significant information regarding public employee retirement 

systems in this State was not obtained. 

Vermont 

There are three State administered public employee retirement 
systems in the State. These are the Employees' Retirement System for 
State and local employees, the Teachers' Retirement System, and the 
State Police and Motor Vehicle Inspectors' Retirement System. In 
1957 these three systems covered all of the 6,000 public employee 
retirement system members except 375 who were covered by a municipal 
system. There is provision for intrastate transfer of retirement 
credit among the three State administered systems, but no provision 
for interstate transferability. There is a vesting provision in the 
Employees' system which provides for a deferred benefit at age 65 with 
the completion of 10 years service. An employee leaving employment 
covered by the Employees' system may withdraw his contribution with 
two-thirds of the accumulated interest. The Employees' system is a 
funded system. 



Virginia 

The Supplemental Retirement System covering State and local 
employees and teachers is the major public employee retirement 
system in the State. In 1957, this system covered 63,000 public 
employees. Thirteen other public employee retirement systems 
covered the remaining 14,000 public employees who had coverage. 
There is provision for intrastate transferability of retirement 
credit for employees changing employment within the Supplemental 
system. The only other retirement credit transfer is for employees 
of a special State retirement system, such as the police system, who 
transfer to employment covered by the Supplemental system. There is 
no provision for interstate transferability, nor is there provision 
for purchase of retirement 'credit for out-of-State service in the 
Supplemental system. There is a vesting provision in the Supple- 
mental system which provides for a deferred benefit at age 60 with 
the completion of 15 years service. An employee who leaves employ- 
ment covered by the Supplemental system may withdraw his contributions 
with interest, The Supplemental system is a funded system. 

Washington 

The State Employees' Retirement System which covers State 
and local employees and the State Teachers' Retirement System are the 
two major public employee retirement systems in the State. In 1957, 
these systems each had a membership of over 25,000 employees. The 
other 15,000 public employees having retirement coverage were covered 
by 44 systems. There is provision for intrastate transferability of 
retirement credits among the various retirement systems in the State, 
including the two major ones. The statute on intrastate transfera- 
bility is permissive rather than compulsory, and the final determination 
on this rests with the board of each retirement system. The only 
provision relating to intrastate transferability is that in the 
Teachers' system which permits the employee to purchase a maximum of 
four years retirement credit for out-of-State teaching service. When 
an employee leaves employment covered by the State Employees' system, 
he may withdraw his contributions with interest. The State Employees' 
system is a fully funded system. 

West Virginia 

The two major public employee retirement systems in the State 
are the Public Employees' Retirement System which covers State and 
local employees and the State Teachers' Retirement System. Both of 
these systems have vesting provisions. Both systems require 20 years 



service. The State Employees' system provides the deferred benefit 
at age 65, the Teachers' system at age 60. The only intrastate 
transfer of retirement credit is within the Public Employees' system. 
The Teachers' system permits purchase of out-of-State credit which 
will give the employee up to a total of 20 years credit if the 
employee has at least five years service in the State. If the 
employee leaves employment covered by the Public Employees' system 
after five or more years service, he may withdraw his contributions 
with three percent interest. If he has less than five years service, 
no interest is granted. The Public ~mployees' system is a funded 
system. 

Wisconsin 

The three major public employee retirement systems in the 
State are the Wisconsin Retirement Fund which covers State and local 
employees, the State Teachers1 Retirement System, and the Milwaukee 
Teachers' Retirement Fund. In 1957, these three systems had a com- 
bined membership of about 78,000. Total public retirement system 
membership in the State was nearly 96,000. The remaining 18,000 
employees were covered by 63 other retirement systems. The 
Wisconsin Retirement Fund provides for immediate vesting of both 
the employer's and employee's contributions upon entry of the 
employee into the system, and a deferred benefit will be paid at 
age 55 regardless of length of service if the employee's account is 
sufficient to provide a monthly annuity of $10. The State Teachers' 
system provides for immediate vesting of both the employer's and the 
employee's contributions and will provide an annuity at age 50 
regardless of number of years service. The Milwaukee Teachers' 
system has a vesting provision which provides for a deferred benefit 
at age 55 with the completion of 10 years service. The Wisconsin 
Retirement Fund has no reciprocal arrangement for retirement credit 
transfer with any other retirement system. An employee who separates 
from employment covered by the Wisconsin Retirement Fund may withdraw 
his contributions with interest. This Fund is a funded system except 
for prior service credits which are being liquidated. 

Wyoming 

The State Retirement System which covers State employees and 
teachers is the only major public employee retirement system in the 
State. The 1957 figures show that this system had 8,000 members out 
of a total of 8,260 for all eight systems in the State. The remaining 
260 employees belonged to police, fire, and judges' retirement systems. 



There is a vesting provision in the State system which provides 
for a deferred benefit at age 60 with the completion of five years 
service. There are no provisions for intrastate or interstate 
reciprocity in any of the retirement systems in the State, not 
even for purchase of out-of-State teaching credit. Since State 
employees and teachers are both members of the same system, this 
permits some transferability without loss of retirement credits. 
An employee leaving employment covered by the State system may 
withdraw his contributions without interest. 
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