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FOREWORD

This report was prepared in response to Senate Resolution No. 80, House Resclution
No. 123, and House Concurrent Resolution No. 115, 8.D. 1, which were adopted during the
Regular Session of 1992. The resolutions requested the Legislative Reference Bureau to
study the feasibility of implementing a phased retirement program for state and county
empioyees who are members of the Employees’ Retirement System. This report contains the
results of that study.

The data presented and the findings and recommendations made in this report could
not have been achieved without the assistance of the many persons who consented to be
interviewed and who responded to the Bureau's surveys and other requests for information.
We are especially gratefu! to the Employees’ Retirement System, the State Department of
Personnel Services, and the county personnel departments for their cooperation.

Samuel B. K. Chang
Director

November 1892
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Chapter 1

INTRODUCTION

Recent trends toward retirement before age sixty-five have created a number of
problems for American society. Among these: economic stresses on the social security and
private pension systems; diminished productivity caused by the loss of experienced workers;
rising health care costs for employers and government; and physical and mental heaith
problems for workers who prematurely forfeit their lifetime work roles for retirement.’

There is considerable debate over whether or not the trend toward earlier retirement
will continue or reverse itself. However, even if the trend is reversed, the maturation of the
baby boom generation will mean that large numbers of older workers will be reaching
retirement age in the next two decades. Employers, like the state and county governments
that have a large number of baby boomers in their workforces, could be adversely impacted
by the sudden deplietion of experienced workers in a compressed period of time.

Research, however, shows that due to the improved health status and longevity of
older persons, many are interested in delaying retirement to work longer in their current jobs
or reentering the job market after retirement to take on an easier, less stressful part-time job
to supplement their retirement income. Interestingly, research also shows that such
continued employment is often discouraged by pension plans which penalize delayed
retirement or by the absence of appropriate "bridge jobs" or flexible work arrangements
available to persons faced with the retirement question.2

Nearly one-third of the combined workforce of Hawaii's state and county governments
is comprised of persons age fifty or older. Accordingly, it can be anticipated that large
numoers of employees may be retiring in the next five o ten years. More disturbing,
however, is a finding in a recent demographic study of the state civil service workforce that
many mid-career employees are leaving the workforce, thereby decreasing the supply of
employees who can assume the responsibilities of retiring older workers.3 The concern for
the draining of knowledge and experience from the State's workforce as a result of a mass
exodus of older employees was the subject of discussion in the workgroup on Employee
Services and Labor Relations at the Civil Service Reform Conference held in October of 1991,
Among the recommendations offered by the workgroup to meet the challenges of twenty-first
century was a recommendation that a phased retirement program be developed and
implemented for state employees aimed at retaining quality employees who no longer wish to
work on a full-time basis.* As a follow-up to the conference recommendations, the Senate
and House adopted Senate Resolution No. 80 and House Resoclution No. 123, respectively,
and concurrently adopted House Concurrent Resolution No. 115, 8.D. 1, during the 1992
legisiative session requesting the Legislative Reference Bureau to conduct a study on the
feasibility of implementing a phased refirement program for Hawaii's state and county
employess. (Gee Appendices A and B for the taxt of the Senate and House Resolutions. The
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Concurrent Resolution in its final form was identical to the Senate Resoiution, so it is not
appended to this report) Aithough the Conference recommended a phased retirement
program only for state empioyees, the Legislature preferred to include county empioyees as
well in the Resolutions.d

This study examines the feasibility of implementing a phased retirement program for
Hawaii's state and county empioyees as a means of mitigating the impact of retirement by a
large segment of the empioyee population in the next five to ten years.

To carry cut this task, the Bureau reviewed pertinent literature and laws,; conducted
surveys of other states; state and county employers, employees, and unicns; and conducted
personal and telephone interviews.

ENDNOTES
1. Congress, Senate, Special Committee on Aging, Health and Extended Worklife: An Information Paper,
(U.S. GPO: Washington, D.C., 1985 p. HI.
2. See Joseph F. CQuinn, Richard V. Burkhauser, Daniel A, Meyers, Passing the Torch: The influence of

Economic [Incentives on Work and Retirtement, W.E. Upjohn Institute for Employment Research
(Kalamazoo: 1990); Peter B. Doeringer, Ed., Bridges to Retirement. Older Workers in a Changing Labor
Market, ILR Press, School of industrial and Labor Relations, Cornell University {Ithaca: 1990j, Benson
Rosen and Thomas H. Jerdee, "Retirement Policies: Evidence of the Need for Change", Human
Resource Management, Spring 1989, Vol. 28, Number 1, 87-103; and Joan L. Kelly, "What Went Wrong",
Personnel Journal, January 1990, 43-55.

3. See Hawaii, Social Science Research instifute, University of Hawaii. Civil Service Demaographic Analysis.
prepared for the Department of Personnel Services, (Monolulu: 1991).

4, Hawaii, Department of Personnel Services, Keeping the Best Reworking the Rest: Conference Findings
and Report (report of the Civil Service Reform Conference, October 22-23. 1991), undated, -5

5. interview with Kazuo Yamameotc, Chair, and Jenny Tobin, member, Employee Services and Labor
Retlations Workgroup, July 6, 1992

ra



Chapter 2

THE PHASED RETIREMENT CONCEPT

i. What is Phased Retirement?

"Phased retirement” in this report refers to a concept under which employees, when
they are eligibie for normal retirement, are allowed to work on a reduced work scheduie prior
to actual retirement. The concept evelved out of an altruistic concern that workers should be
aliowed a period of adjustment to ease the transition from fuil-time work to full retirement. In
helping older workers prepare for retirement, phased retirement has alse provided a means
for the training of new workers to succeed the outgoing workers and an incentive for oider
workers, who so desire, to remain in their jobs. This concept is also referred to as "partial”,
"graduai”, "fiexible", "tapered”, or "transitional” retirement.

in the private sector, phased retirement has been successfully implemented by a
variety of businesses and interest has been growing in recent years. In the public sector,
there is limited experience as well as interestl.

Phased retirement program provisions vary considerably depending on the program
intent. Many of the Eurcpean programs were designed 1o ease the transition of the oider
worker from full employment to full retirerment, but others were aimed at remedying a high
and persistant unemplocyment problem. More recent programs in the private sector have been
aimed at: (1) encouraging quality older workers to remain on the job longer; (2) providing
options for the growing number of older workers who want to continue working, but on a part-
time basis; and (3) reducing payroll costs by replacing high salaried older employeas with
tower salaried younger employess.

There is no singular mode! for phased retirement as the program must be designed
specifically to meet the needs of the employer and employees involved., Generally, phased
retirement programs include variations of the following basic components:

Eligibility - Most programs use eligibility for normal retirement as the criterion for
participation if the purpose and intent are to delay full retirement. Programs aimed at helping
the employee to bridge the gap between full employment and full retirement may set the
eiigibility a few months or years pefore normal retiremant,

Work Schedule - Programs differ widely as to the work schedules allowed in phased
retirement. The reduced work schedules may be in terms of a reduction of hours per day,
days per week, weeks per month, or months per year. Some programs provide a graduated
work schedule over a sst period of time in which the participant works less as the full
retirement date approaches. Others allow a range of partigl employment options while still
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others leave the decision to a case-Dy-case agreement between the employer and the
pariicipant.

Duration - Most programs limit participation to a period of ona to three years. Some
allow for participation during the last several months before retirement or for an indefinite
period until the participant decides to fully retire.

Compensation - Many of the private sector pregrams allow the participant to continue
to recaive full salary and benefits while in the phasing period. Some provide for a prorated
salary and retirement allowance which, when combined, is close or egual to the participant’s
full salary prior to entering the program. The public sector programs, on the other hand,
dsually limit the payment of a salary equivatent to the hours worked with some
supplementaticn by a partial pension or bonus payment.

It. The European Experience

A study on the European experience conducted by the Mational Council for Alternative
Work Patterns, Inc., provided a valuable information base from which American employers
could develop and implement phased retirement programs.! This section describes the major
findings from that study.

Recognizing that the bridge from work to retirement is often traumatic and painful, the
European community assumed a leading roie in the 1970's in the development of phased
retirement  programs. Employers, unions, and governments collectively called for
impiementation of phased retirement options for older workers. Tnroughout the late 1970's
and early 198C's phased retirement programs were implemented in the private as well as
public sectors. In 1982, the World Assembly on Aging endorsed a number of employment-
related policies among which were poiicies to encourage measures that ensure smooth
transition from active working life to retirement, that extend part-time or occasional work
opportunities beyond the highly technoicgical or administrative levels, and that provide the
skills training necessary to implement such extension of opportunities 2

The study found that programs involved all types of industries, different workforce
gizes, and both blue- and white-coliar empioyees. There was considerable variation in the
program provisions. Program duration varied anywhere from six months to five years. While
most programs provided for shorter workdays or workweeks, some offered extensions of
vacation time of up to cne month. Participation in most programs was based on the
pengionable retirement ages of the various state social security systems which varied from
fifty-five to sixty-four. Most grograms were voluntary, a few were mandatory. Some had a
service requirement of five, ten, or fifteen years. Some limited enrollment to particuiar
positions. A few programs that excluded managers and senior staff did so on the basis that
job responsibilities prectuded work-hour reductions or because they were not included in the
collective bargaining agreements that set up the program.3
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In most programs, the participant retained full wages and benefits despite a reduction
in work time and empioyers imposed certain requirements on the employes during
nonworking nours such as participation in preretrement sducation programs or involvement in
community service. Some provided reimbursement for fifty per cent of wages lost due to
reduced hours and one prorated salaries to hours worked, but participants accrued pension
credits and benefits as though their wages and salaries were unaffected. In most companies,
job modification was not necessary except for certain occupational categories {sales staff,
shift workers, managers, and senior-tevel employees).?

Some plans were initiated by corporate management without union input, but cthers
were negotiated in collective bargaining agreements. Sweden had a legisiatively mandated
nationwide plan which grew out of proposals made by the metal workers' union to the
government.5

Overall, European employers regarded phased retirement as having a positive impact
in the workplace. Several used the program for training, pairing older and younger workers
with decision-making authority transferred in stages (o the younger, incoming employee. Cost
did not seem 10 be an inhibiting factor. Most employers felt that the financial costs were
difficult to estimate but viewed the program expense as relatively low considering the benefit
derived for both employers and employees. Phased retirement costs were often regarded as
part of training expenses which are often offset by production gains or as part of the
retirement bhenefit package to reward dedicated service.® One employer reported that its
program cost was deliberately not caicutated since that would invite its elimination or at least
its alteration during any subsequent budget cutting process and the program was too valuable
to risk that.”

Major obstacles encountered by European empioyers in introducing phased retirement
included:8

(1) Insufficient thought given to hidden extra costs;
{2) Inadequate commitment by top management;
(3) insufficient thought given to solving production problems;

(4) Union opposition;
{5) Insufficient thought given to human problems and reactions;
6); Resistance from lower and middie management;

(7 Lack of briefing and/or training to show employees how to take advantage of
the greater flexibility; and
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(8) Lack of support from the workforce.

European executives stressed the importance of working with managers and union
representatives for harmonicus implementation, informing empioyees of the program, and
securing commitment of senior corporata personnsi.

Hl. The American Private Sector Experience

American interest in phased retirement heightened in the early 1980°s amid concerns
over the burgeoning eiderly population. One study noted that in the 1960's, early retirement
programs were encouraged as a means to make room for the influx of baby boomers entering
the labor force. The view then, was that it was cheaper to replace older or middis-aged
workers with younger workers rather than investing in retraining and retaining workers for a
longer term. However, as the life span of the eiderly increased, the costs of such ratirement
policies were being felt in the early 1980's, both in terms of sconomics and knowledge and
expertise. Employees often took the retirement option simply because it was there and
expected. Without retention options, employers began to lose valuable human resources.?
Policymakers and employers were encouraged to consider and develop flexible empioyment
and retiremeant policies to mest the neads of the aging workforce.

1985 Study by U.S. Senate Special Commiitee on Aging

The U.S. Senate Special Committee an Aging examined various innovative policies
and practices in private-sector companies regarding the employment of older worksrs.
Among the myriad of programs, the Special Committee found a few phased retirement
programs in a variety of manifestations with different arrangements for remuneration and
employee benefits 10

One thing evident in this study was that many of the companies did not limit their
offering of flexible options to only one program, such as phased retiremant. Instead, they
offered a variety of options in order to meet the varying needs of the composite workforce.
Many of the private-sector companies reviewed offered some type of program where retirees
could be rehired without loss of their pensions. Maost of these programs were imited to the
rehiring of certamn employess with critical skills as consultants on a part-time or temporary
basis. A few companies also established "retiree poois™ from which retireaes of all different
occupational groups could be rehired on a temporary basis, Brief descriptions of some of the
innovative programs reviewad by the Special Committee is provided below.

Corning Giass Works, a large manufacturer of giass and ceramic products for
industrial and consumer use, has a phased retirement program called the "40 per cent work
option"” which is available to certain salaried professionals at least fifty-eight years of age with
at least twenty years of service. The program was established as a means to control costs
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and to allow long-service employees to phase into full retirement. Participants are chosen by
management and had to te in a job that did not require replacement of another person on the
payroil. Participants can retire, collect their pension and continue working at 40 per cent time
at 40 per cent of their preretirement salary. Participants continue to receive full medicali
benefits, prorated vacation benefits, and earn merit increases on a prorated basis.
Participants can remain in the program until age sixiy-two. In 1982, of the 3,809 salaried
domestic management and professional employees in the company, fifty were selected and
thirty elected to participate . 1

Kolimorgen Corporation, a large manufacturer of precision optical instruments,
initiated a preretirement community service program in which an employee's work hours are
gradually reduced during the last twelve months of employment to donate voluntesr service to
the community. To be eligible, the empioyee must be eligible for retirement, that is, age sixty-
two with ten years of service. The preretirement year is divided into four quarters. During the
first quarter, the employee's workweek is reduced by one day which is spent in volunteer
service. An additional werkday is dropped each quarter until the employse works only one
day in the last quarter and does volunteer work for four days. There were four participants in
1981 and one in 198212

Mutual of New York, an international life insurance company, has a preretirement
leave program for full-time employees sixty-four ysars of age or older with at least ten years of
service. Two-thirds of the employees {those who retire prior to age sixty-five) are not eligible
for this program. The leave program, callad "hobby days", consists of one paid day oif a
week for the fifty-two weeks prior to retiremaent. An eligible empioyee must provide one year
notice of intent to retire. On the average fifteen to twenty employees are eligibie sach year
and all have chosen to participate 13

Polaroid Corporation, a large multinational manufacturer of instant cameras, fiim, and
related products, offers its employees a variety of options for flexible retirement. Rehearsal
retirement and tapering-off schedules are the two most commonly used. Rehearsal
retirement allows potential retirees an unpaid leave of absence of up to six months to
experience retirement before deciding whether or not o retire permanently. The employee
does not accrue any benefits during the leave, but may continue group insurance coverage by
paying the required premium. Under a tapering-off schedule, an employee may work on a
reduced work schedule for three to five years prior to ratirement. Employees continue to
receive full medical insurance and prorated pension credits and other benefits. 14

Teledyre Continental Motors, a manufacturer of tank engines, offers a "Golden
Bridge" program for employees {age fifty-eight for hourly employers and sixty for salaried
employees) with thirty years of credited service. The program, which is in the union centract,
provides increased vacation time, insurance and pension benefils, and surviving spouse
benefits for each year of participation. Between 19377 and 1983, 422 employees participated
with the average number fluctuating annually from a high of 243 in 1977 to0 a low of 199 in
1982, Most of the participants were the hourly factory workers 15
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The Travelers' Companies, a diversifiad financial services enterprise, established a
retiree job bank where retirees register with the job bank for fixed schedule and on-call part-
time positions and may work from eight to two hundred hours per month. Temporary
positions are available during seasonat periods of high workicad or when employees are on
legve. Each day in the home office about sixty-five positions are filled by the pooi.16

Varian Associates, a high technology research, development, and manufacturing firm
has a phased retirement program involving a reduced workweek for employees at least fifty-
five years old with five years of service who intend to retire within two years. The work
schedule varies as long as employges work at least twenty hours per week, Participation is
limited to three years. The company estimated that only five to ten per cent of eligible
employees pariicipate. While employees receive full medical and dental benefits, ail other
benefits are prorated. Employees in phased retirement are allowed to build up their
retirement accounts by making additional voluntary contributions before entering or while in
the program.1’

Other Studies

A recent survey of 521 of the largest corporations in the United States was conducted
for The Conference Board, a naticnal organization that provides confarences, research, and
other servicaes to employers. The survey found that more than 93 per cent of the firms offerad
some type of aiternative work schedule of which the most common arrangements were part-
time work and flextime. Nine per cent of the firms offered phased retirement. The ressarcher
conducting the survey noted that conditions in local labor markets, projected laber shoriages,
and increasing demands on employees to meet work-family needs have provided the
momentum for flexible work schedules. The researcher concluded that although companies
reported dramatic increases during the mid-13980's in the use of independent contraciors and
temporary workers, they expect to decrease the hiring of peopie off the regular payroll and
increase their use of flexible work arrangements that encourage valuabie employess to
continue working and that respond to their work-family needs.18

Another survey, sponsored by the American Society for Personnel Administration and
Commerce Cisaring House, of human resource perscnnel management professionals
revealed an interesting finding. Although flexible retirement policies are widely advocated by
experts and are frequently mentioned in literature regarding older workers, the survey found
that such policies are not in widespread use, nor does there appear {0 be great enthusiasm
far them. Top management support was perceived as lacking and current public policies
provided disincentives for both employees and emplovers.'® The social security earnings
penally; income taxes, and the ERISA reguiation suspending pension benefits to workers who
work for former employers more than forty hours a month are disincentives for the employee.
The ERISA requirement that empioyers provide pension benefit accrual for employess who
work more than 1000 hours a year and the requirement under the Tax Equity and Fiscal
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Responsibility Act that employers provide health insurance for employees who continue to
work beyond age sixty-five even though these employees are covered under Medicare, are
disincentives for the employer. The researchers analyzing the survey results indicated that
much more needs to be done on alternative public poiicies that remove the financial
disincentives and other obstacles in the path of developing flexible policies for the future 20

IV. The American Public Sector Experience

The Bureau surveyed the legislatures of the forty-nine other states to determine which
states had or were planning to implement a phased retirement program. Whiie the concept is
not new to public colieges and universities,2! the Bureau found that it was a relatively
unfamiiiar concept among state legisiatures. Of the thirty-seven states that responded to the
Bureau's inquiries, only three states, California, lowa, and Nevada reported having programs
that cover general pubiic employees, and one state, New York, reported having seriously
considered implementing a program. Most of the states have never considered the phased
retirement concept. Since the work schedules and working conditions of college and
university faculty differ greatly from general employees, this section deals only with the
general emplcyee programs of the foregoing states.

California's Partial Retirement Program

California’s program covers all employees except those in the University of California
and safety and patrol positions. Empioyses are eligible to participate when they qualify for
normal retirement. {See Appendix C for the text of the law and Appendix D for the program
guidelines.) The program is aimed at protecting the fiscal soundness of the retirement
system, increasing retirement options for employees, enhancing the quality of public service
by retaining longer the skill and expertise of senior employees, and indiractly reducing the
social costs of the premature departure of older workars from the iabor market.

An interested employee submits an application to the appointing authority requesting
participation in the program. Acceptance of the employee as a participant depends on
whether or not the employee and the appointing authority can mutuaily agree upon a reduced
work schedule. The participant's work schedule can be reduced by at feast 20 per cent but
not more than 60 per cent so that the participant is working at least 40 per cent but not more
than 80 per cent of full-time.?? The participant may elact to reduce the work schedule once
every fiscal year or increase the work schedule once every five years.

The participant receives a prorated salary and a prorated retirement allowance. |f the
participant works 40 per cent of fuil-time, the participant receives a salary equivalent to 40 per
cent of the fult-time salary for the position and 60 per cent of the participant's retirement
allowance calculated at the time of entry intg the program. The participant can remain in the
program indefinitely or return to full-time work if such work is available. The participant is
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considered an "empioyes” while in the phased retirement program and is entitied to most
employee benefits such as vacation, sick leave, health benefits, and pay increases.

Due to the bifurcated nature of the employee's income under partial service
retirement, the Department of Personnel Administration (DPA) and the California Public
Employees Retirement System (CPERS) jointly administer the program. The DPA has the
administrative responsibiiity; however, the CPERS has the responsibility for all aspsects relatad
to retirement.

in its 1992 repcrt to the Legislature, the DPA reported that interest in the program has
been much lower than anticipated. tnitially 4,000 eligible employees were identified as eligible
to participate; however, only seventy have participated since the program began on January
1, 1984. Forty have fully retired, three have died, one returned to full-time work, and twenty-
six remain active in the program.23 The DPA reported approximately $510,076 in salary
savings for fiscal year 1990-91 for the twenty-six employees and that the cngoing program
costs are minimal due to the small number of participants. The DPA recommended that the
Legislature repeal the law requiring the submission of an annual report to the Legislature 24

The CPERS attributes the low participation rate and apparent fack of interest to a law
which aflows retirees to return to work for not more than 120 days or 960 hours per year
without jeopardizing their pension.25 This amounts to nearly half-time employment. Back in
1969, the law limited work to sixty working days. In 1975, the law was changed to ninety
working days and in 1983 "or 720 hours” was added. Finally in 1989, the law was amended to
120 working days or 960 hours. The work schedule can be fuli-time or part-time as long as
the maximum number of days or hours is not exceeded. Aithough there is no ceiling on the
duration of participation, the statute clearly indicates that such employment is only for
emergencies or specialized work of limited duration. The CPERS contends that employees
view this method of reduced hours more beneficial than partial service retirement.

Unlike the DPA which reported minimal program cost due to the small number of
participants, the CPERS believes that the program is not cost-efficient since administration of
the program is mostly a manual process. Accordingly, the CPERS suggested that the partial
service retirement program be reviewed to determine whether it should be continued
considering the low participation rate.26

iowa's Phased Retirement Program

lowa's program was established for the purpose of cutting payroll costs by reducing its
workforce at the high end. (See Appendix E for the text of the law and applicable
Administrative Rules.) Eligibility under lowa's program is sixty years with twenty years of
service, the requirements for normal retirement. The participant remains in the program for
five years or less if the participant advances the retirement date. The participant receives a

10
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prorated salary and a bonus that is 10 per cent of the full-time salary and continues to receive
most employse benefits,

According to Jerry Groff of the lowa Department of Personnel, the program has not
been successful. Currently, there are only two participants and that number has varied little
since the program's incepticn. Because the program is intended to reduce the workforce,
backfilling of the pesition is not allowed and the appointing authority loses the position count
when the five-year period is over or earlier if the employee advances the retirement date.
State departments must authorize an employse's participation in the program and pay for any
attendant costs out of its appropriations. Since lowa has undergone repeated downsizing
efforts resuiting in numerous layoffs, departments have been unwilling or unable to voluntarity
cut back on fuil-time equivalents by approving empioyee participation.27 lowa attributes its
problems to the unwillingness of appointing authorities to participate because it means
reducing their staff and the concern of employees that the prorated service and salary credit
earned during the five-year period will reduce their final retirement benefit.

Nevada's Phase-in Program

Nevada's Public Empioyses’ Retirement Law provides for a phase-in program which
has been in existence since 1979. (See Appendix F for the text of the law.) The program
allows an employee 1o receive full service credit for part-time work if:

(1) The employee and employer enter into a contractual agreement which is
approved by the Public Employess’ Retirement Board;

(2) The employee will have reached the age and completed the years of service
necessary for retirement, without actuarial reduction of the employee's benefit,
at the expiration of the term of the agreement;

(3) Works haif-time or more, but less than full-time, according to the regular
schedule established by the empioyer for the employee's position;

4) And contributions to the retirement system are made based on the full-time
empicyment of the employee;

The agreemaent is limited to a five-year period and the employee must agree in writing
to forfeiture of service credit not earned by actual work in the gvent the employee returns to
full-time employment with any public employer at any time during the agreement period
{(except for elective office) or continues in part-time employment beyond the five-year period of
the agreament.

According the Nevada Public Employses’ Retirement System, the program has been
used very sparingly since its inception, mostly by professional staff of the University system

11
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prior to the establishment of a separate retirement system for University staff.  While
statist.cal data has not been comgpiled nor has there been any evaluation of the phase-in
program, it is estimated that in the last ten years, not more than twenty have participated in
the program. it is speculated that interest is low because employeas simply cannot afford or
do not want to work part-time despite the full service credit incentive, and that appointing
authorities may not be willing to allow such reduction in work schedules 28

Like California, Nevada laws allow the rehiring of retirees, however, on a mcre
restrictive basis as retirees cannot be rehired uniess they have been retired for at least ninety
days. Rehired retirees are also limited to earning not more than one-half of the average
salary of the retirement system’s membership which currently amounts to $14,000.29

New York's Proposed Phased Retirement Program

In 1983, the New York State Office for Aging conducted a study on the feasibility of
structuring phased retirement for New York state government employees. The study was
conducted as part of the State's effart {0 explore aiternative work options and schedules to
enhance the delivery of services to its citizenry by responding to the needs of the service
providers, the state employees. While various programs such as "job-sharing”, "voluntary
reduction-in-work scheduie", and "take off the summer" were initiated, those options did not
appeal to the older employees since they affected future retirement benefits. Phased
retirement was viewad as an option for the older workers. 30

The study was a comprehensive three-year process involving, among others, the
Office of Aging, Department of Civil Service, employee unions, the American Association of
Retired Persons, the Governor's Office of Employee Relations, and the Business Council of
New York. Despite recommendaticns that the state implement a phased retiremeant program
for New York state employeegs, a program has not been implemented 1o date. An agreement
on the final detaiis of the program could not be reached due to a variety of factors. The
employers and unions disagreed on such items as the amount of service credit a participant
should earn and the use of the full-time salary eguivalent for computing the final average
compensation for caiculating the final pension. The program required problematic changes to
the already complex retirement system law to accommodate what would amount 10 a new
class of members in the retirement system, Finally, a downturn in the Northeast economy
caused concern that the proposed program wouid be viewed negatively as a benefit to state
employees at a time when the economy was bad 3!

ENDNOTES
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Chapter 3

WORKFORCE DEMOGRAPHICS

{. The National Workforce

The Aging of the Baby Boom Generation

The baby beom generation consists of about 76 miilion persons born after World War
II, between 1946 and 1964, Researchers predict that the twenty-first century will see an
unprecedenied growth in the elderly population primarily due to the aging of the baby boom
generation. The Bureau of Census reported that nearly 31 million Americans in 1989 were
sixty-five years or older, and projects that this group will more than double, increasing to over
68 million by 2050.1 The first members of the baby boom generation will reach age fifty-five
by the year 2001 with the last reaching age fifty-five in 2013. Because of the size of the baby
boem population and its comparatively lower birth rate, a greater proportion of the civilian
labor force will be eligibie to retire during this period than at any point in American history.?
This increase in the retiree popufation means that if current retirement and empioyment
patterns continue, there will be a disproportionately small corps of younger workers o
generate the taxes to support the government pregrams and services on which retirees on
liimited income depend.

In a study conducted on the implications of the aging of postwar baby boomers as they
leave the labor force, researchers found that Americans are leaving the labor force earlier.?
There was a significant decline from 1968 to 1989 in the labor force participation of older men
and a relative decline for older women. Those who remain employed are more likely to be
working part-time.# Studying exit patterns of workers age fifty-eight to sixty-three from career
jobs, researchers found that the least likely transition was to part-time work on the career job,
but noted that it may have been because this option was generally not available to workers or
because workers chose o {eave in order ensure maximum pension benefits as some pension
plans inadequately reward continued work and discourage part-time work wheare the earnings
hase on which pension allowances are calculated is the last as opposed o the highest faw
years.>

Traditional retirement was most common in the unionized manufacturing sector, and
least common in construction, trade, and services. Nontraditional transitions, such as moving
to part-time or fuil-time work in another job or changing to part-time status in a carser job,
were maost requent among white-collar workers. Researchers predict an increase in part-time
and full-time work on new postcarger jobs due to the easing of social security employment
disincentives and the penalties realized by continuing in the career job.6

in ancther study conducted by the Employse Benefit Research Institute on the work
and retirament patterns of older workers it was found that:
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(1) Social security is likely to increase the frequency of postcarger empioyment
and partial retirement because these whe are under age seventy will reduce
their work hours to remain below the earnings test ceiiing;

(2) Defined benefit pension plans in which the actuarial value ¢f the pension is
frequently maximized at a time when the worker is fairly young provide strong
incentives for earlier retirament, but also may encourage gradual labor market
transitions whare workers move into bridge empioyment rather than withdraw
from the labor force;

(3 Neariy six in ten workers leave career employment before age sixty, 71 per
cent do so by age sixty-two, and fewer than 10 per cent remain in career
positions until age sixty-five. White males, coliege sducated persons, and
pension-covered workers remain in career employment longer. Career jobs are
not synonymous with lifetime empioyment.  Almost two-thirds of workers
remain in the labor force foilowing the end of their longest held job, and more
than one-third continue to work for ten years or more.”

As part of a series of reviews of the federal government’s ability to attract and retain
guality employees, the United States General Accounting Office (GAQO) examined the
implications of two widely noted 1987 reports regarding the changing workforce and the need
for employers to transform their human resource systems in response to those changes. The
GAQ emphasized the imgortance of developing workforce policies that respond to the
changing workforce demographics in order to gain a competitive edge in attracting and
retaining employees and improving productivity.8 The GAQ warned, however, that policies
should be carefully considered and should be tailored to the particular demographic
conditions of individual agencies and the needs of employees.® As to the expected increase
in the number of employees eligible for retirement in the first haif of the twenty-first century,
the GAO suggests that changes in employment conditions and policies may be needed to
encourage continued empioyment of older workers or 10 better accommodate their needs. 10

Retirees and Their Desire to Work

A survey by the American Association of Retired Persons (AARP) found that one-third
of its thirty million members were earning paychecks and one-third of the retirees wanted to
return to full- or part-time employment. The pool of older workers is a mosale of individuals
with different backgrounds, experience, skills, and interests. Tne poo! inciudes retirses who
are bored with retirement and looking for some structure in their lives; mid-life career
changers; those who are in need of health insurance coverage and building up retiremeant
security; those who receive social security benefits or other pension benefits, but who need to
suppiement their retirement income, and those looking for social and psychological benefits of
gainful employment. Some may be interested in fulltime employment, but most are
interested in part-time work and flexible hours 11

16
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{l. Hawaii's State and County Workforce

The Bureau is not able to provide precise demographic data on the state and county
workforce as there was no single source that had current data on all state and county
empioyees that could be easily exiracted for the purposes of this report. General data on age
and vyears of service for state employess were gbtained through the Information and
Communications Services Division {(ICSD) of the Department of Budgset and Finance with the
assistance of the Department of Personnel Services. Comparable data for county employees
wera cbtained through the county personnel departmenis; however, one county only provided
data on civil service employees because of the time involved in manually compliling the
information requested by the Bureau. Finally, specific demographic analyses of civil service
employees of the executive branch which amounts to about one-half of the public employee
group was obtained through a study prepared for the Department of Personnel Services by
the Sccial Science Research Institute of the University of Hawaii at Manoa. Despite this
assorted collection, the Bureau believes that the data herein provide a sufficient picture of the
State and county public employee population for the purposes of this study.

State Executive Branch Civil Service Workforce

in 1991, the Social Science Research Institute of the University of Hawaii conducted a
detailed analysis of demcgraphic data of the 21,554 civil service employess in the executive
branch for the Department of Personnel Services. 12 Since this group represents almost one-
half of the public employees in the Employees’ Retirement System, the analysis should be
reprasentative of the entire state and county public employes workforce and is useful for the
purposes of this study.

The study reported that age demographics show potential probiems in retirement and
workforce composition as baby boomers approach retirement and young workers enter the
labor markst. The retention of mid-career perscnnel and potential retirges will become a
major concern as with the disproportionately high number of older employees as well as
younger employees, Among state civil service employess, 60 per cent are female and 40 per
cent are maie,!3 with more females than males in officelclerical, paraprofessional, and
professional occupations. ' Males tend to remain in civil service for longer periods of time;
women have higher turnover and fewer years of service 1®

The study found that almost two-thirds (63.7 per cent) of the employees have less than
ten years of service. Those with less than five years make up 41.8 per cent of the civil
service and those with five to ning years, 21.9 per cent. Employees with ten to ningteen years
of sarvice totalled 268.2 per cent. This pattern showing a disproportionately high percentage of
smployees with less than ten years of service is attributed in parl to a significant increase in

17



PHASED RETIREMENT FOR PUBLIC EMPLOYEES

state civil service hires since 1986 and the higher than average turnover in age groups under
thirty-five. 16

The highest numbers of workers are in satary ranges (SR) 8, 9, 20, and 22; the length
of service of persons in SR-8 and below is relatively short. With the age of retirement of state
civil service emplcyees moving downward toward the fifty-five to fifty-nine range and the
refationship of length of service tc age, the SR-31, SR-3C, and SR-28 levels are clearly
vulnerable to the loss of seniority and expertise 17

Professionals {24 per cent), office and clerical (22 per cent), and service and
maintenance workers (20 per cent) are the largest cccupationai groups; however, the groups
most susceptible to the effects of retirement are officials and administrators with a median
age in the fifty to fifty-four range.'® Occupations most vuinerable to personnel depletion by
retirement age are service/maintenance with almost 42.7 per cent of the 4,368 employees
over fifty-five and and 61.1 per cent over fifty; skilled craftperscns with 29.1 per cent of 1,512
employees over fifty-tive and 44 .3 per cent over fifty; office/clerical with 27 .4 per cent of 4712
empioyees over fifty-five and 38.7 per cent over fifty; and officials/administrators with 23.8 per
cent of 289 employees over fifty-five and 46.3 per cent over fifty. 19

Departments with potential problems due 16 age demographics are the Department of
Accounting and General Services with 24.2 per cent of its 815 employees over fifty-five and
36.8 per cent over fifty; the Department of Education with 21.9 per cent of its 5,050
employees over fifty-five and 36.4 per cent over fifty; the University of Hawaii with 19.2 per
cent of its 1,631 employees over fifty-five and 31.4 per cent over fifty; and the Department of
Transportation with 19.0 per cent of its 2,107 employesas over fifty-five and 33.0 per cent over
fitty .20

Resignations show the trend of a definite increase in percentage while retiraments
decrease. If resignations continue to grow, there may be problems in maintaining quality of
service.2! Resignations are heavy in the age twenty-five to twenty-nine and thirty to thirty-
nine range while retirements are heavy in the fifty-five to fifty-nine range. The resignation
trend suggests that there is an increasing outflow of mid-career employess leaving for
personal reasons and better employment opportunities.

The Social Science Research institute alluded to recent reports about the federal civil
service describing a "quiet crisis” of twurnover and retention problems which threatens public
service.

The "quiet crisis” refers to a growing abandonment of government
service by employees when their experience base enables them to
strengthen government operations. It is 'quiet” because
resignation rates are not showing significant Increases, but
employees from the mid-career group, among whom may be the best

and brightest, are a gresater proportion of those leaving. This
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loss has been attributed to issues of pay, benefits, morale, and
advancement , 22

The Social Science Research Institute suggests that there is a corresponding crisis in
the state civil service as there i an increasing cutflow of mid-career workers ieaving for
personal reasons and better employment opportunities. This pattern among state civil service
empioyees s more proncuncead in the thirty-five to forty-four range which is part of the haby
boom population. Since Hawaii's age distribution is similar to the national picture, the effect
of the retiring baby boomers is expected to have a greater impact on government service than
any other group in previcus generaticns. The Social Security Administration expects this
effect to commence in 1996.23

The Aggregate Public Sector Workforce

Although the data obtained from the state and county personnel departments are not
as refined as that provided in the Sociai Science Institute’s analysis of the state civil service
workforce, they do provide a general picture of the aggregate state and county workforce,
including most of the noncivil service employees. As of July 15, 1992, the aggregate
workforce was nearly 54,000.24 Of that number, roughly 35,000 are civil service employaes
and 19,000 are either exempt from civil service or under a different personnel system such as
the Department of Education certificated personnel and the University of Hawaii Board of
Regents appointees (faculty and administrative, professional, technical empioyees). State
employees account for approximately 40,000 or nearly 75 per cent of Hawaii's public
employses.

Approximately 26 per cent of the public employee workforce is age fifty or over (see
Table 1). The problem of an aging workforce appears to be more of a problem at the State
rather than county level. For the State alone, the percentage is 28 per cent. The age thirty-
four and undsr group accounts for approximately 23 per cent. Over 65 per cent of the public
empioyee workforce falls in the age thirty-five to fifty-four category. As noted earlier in this
chapter, the federal workforce in this age range was nearly 60 per cent while the nonfederal
workforce was less than 40 per cent.

The compiled data revealed that the problem of a disproportionately high percentage
of emplioyees with less than ten years of service found in the state civil service workforce is
not as severe in the aggregate workforce, although the pattern is still evident. Nearly fifty-two
per cent of the aggregate workforce had less than ten years of service, of which 33.6 per cent
had less than five ysars of service (see Table 2). Employees with ten to nineieen years of
service totalled 25.2 per cent. Those with twenty or more years of service amountsd to 23.3
per cent compared to 10.2 per cent in the state civil service workforce.

19
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Employees in Active Service as of July 15, 1992

Table 1

By Age Groups®
Under 20 20-24 25-20 30-34 35-39 40-44 4549 50-54 55-59 60-64 65+ TOTAL

State 20 724 3115 4361 65876 7319 7569 5416 37302 1,843 565 40,110
% of Column (58.8)  (59.3) (67.4) (680) (713) (752) (79.1) (802) (79.7) (828) (816) (74.8)
% of Row (05) (18) (7.8) (109) (147) (182) (189) (135} (82) (46) (1.4)

Honolulu C & C 10 327 1066 1400 1607 1565 1382 935 579 282 101 9263
% of Column (29.4)  (26.8) (23.1) (220) (195) (16.1) (144) (139) (140) (127) (146) (17.3)
% of Row (0.1) (35) (115) (152) (173) (16.9) (149) (10.1) (63) (30} (1.1

Hawail 0 54 153 297 338 417 281 165 118 41 11 1875
% of Column (0.0) (44) (33) (47) (41) (43) (29 (24) (28 (18 (18) (3.5)
% of Row (0.0) (29) (82) (158) (180) (22.2) (150) (88 (63) {(22) (0.1)

Kauai** 2 26 84 g2 150 144 112 80 49 20 2 761
% of Column (59) 2.1 (18 (14) (18 (15 (120 (12) (12) (09 (0.3 (1.4)
% of Row (0.1) (3.4) (11.0) (12.1) (197) (189) (147) (105) (64) (26) (0.1)

Maui 2 91 203 251 268 287 229 156 95 39 13 1634
% of Column (5.9) (74) (44) (39) (33) (29) (24) (23) (23) (18 (19 (3.0)
% of Row (0.1) (56) (12.4) (154) (i6.4) (17.6) (140) (95) (58) (24) (0.1)

Column Total 34 1222 4621 6,410 8239 0732 0573 6752 4,143 2225 692 53,643
% of Row (06)  (228) (8.61) (11.95) (15.36) (18.14) (17.85) (1259) (7.72) (4.15) (1.29)

*Excludes student help,
**Does not include contractual or exempt empioyees.

temporary hires,

and substitute teachers,

Lource: Data compiled from information submitted to LRB by the state and county personnel offices.,
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Table 2

Employees in Active Service as of July 15, 1892

By Years of Service

Under 5 5-9 10-14 15-19 20-24 25-30 31+ TOTAL

State 13,415 7,129 5,421 4,402 5676 3,091 976 40,110
% of Column (74.4) (74.0) 71.7) (74.2) (76.2) (81.7) (77.8) (74.8)
% of Row (33.4) (17.8) (13.5) (11.0) (14.2) 7.7) (2.4)

Honolulu C & C 3,026 1,732 1,391 1,013 1,286 571 244 9,263
% ot Column (16.8) (18.1) (18.4) (17.1) (17.2) (15.1) (19.4) (17.3)
% of Row (32.7) (18.7) (15.0) (10.9) (13.9) (6.2) (2.6)

Hawail 652 341 347 235 219 68 13 1,875
% of Column (3.6) (35) (4.6) (4.0) (2.9) (1.8) (1.0) (3.5)
% of Row (34.8) (18.2) (18.5) (125 (11.7) (3.6) (0.7)

Kauai 225 137 170 92 117 14 6 761
% of Column (1.2) (1.4) (2.3) (1.5) (1.6) (0.4) (0.5) (1.4)
% of Row (29 6) (18.0) (22.3) {(12.1) (15.4) (1.8) (0.8)

Maui 720 291 227 189 153 38 16 1,634
% of Column (4.0) (3.0) (3.0) (3.2) (2.1) (1.0) (1.3) (3.0)
% of Row (44.0) (17.8) (13.9) (11.6) (9.4) (2.3) (1.0)

Column Total 18,038 9,630 7,556 5931 7.451 3,782 1,255 53,643
% of Row (33.6) (17.9) (14.1) (11.1) (13.9) (7.1) (2.3)

Source: Data compiled from information submitted to LRB by state and county personnel offices.
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it implications for Public Policy in Hawaii

The trend in retirement at earlier ages and the anticipated ballooning of the retirement
population in the next decade suggest that responsive human resource pianning for the
impending workforce changes is critical. Planning. however, should not only be based on
demographic trends, but should alsc address the specific needs of oider employess, of
particular occugational groups, and of the appointing authorities. In determining the feasibitity
of programs such as phased retirement, policymakers must consider a myriad of issues,
including but not fimited to: Whether or not empioyees really want to continue in their career
jobs or would they prefer new post-career jobs? Are there differences in the desire to
continue working in carser jobs betwsen general office personnel and public safety parsonne!
where physical and mental stresses on the job may be more intense? Wil there be a reversal
in the trend toward early retirement by employees in the noncontributory plan of the
retirement system who wiil be receiving lower pension allowances?

In view of the high percentage of employees at the age thirty-five to forty-nine range
and at the tess than ten years of service level, the more immeadiate problem in Hawaii is the
loss of mid-career personnel through resignations.  If this trend is allowed to continue, the
impact of retirement wiil be more severe as there wiil be insufficient numbers of mid-career
personnel to assume top-level positions vacated by retirees. Programs to retain empioyees
may be in order to avert continuity problems in the effective execution of governmental
operations.
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Chapter 4

RETIREMENT UNDER THE CURRENT SYSTEM

The Employees’ Retirement System

The Employeas’ Retirement System (ERS) consists of all state and county employees
except for per diem employees who elect to withdraw or not become members; legislators and
elected officers who elect not to be members; and part-iime and temporary employees
excluded by rules of the board of trustees.! The ERS has two benefit plans: contributory and
noncontributory. The contributory plan has been in effect since the inception of the ERS. In
1984, the Legisiature established the noncontributory pian which would apply to all new
employees hired after June 30, 1984, and employees in the contributory plan who elected to
join the new plan.? Excluded from the noncontributory plan are police officers, firefighters,
corrections officers, investigators of the departments of the Prosecuting Attarney and the
Attorney General, narcotics enforcement investigators, judges, elected officials, and persons
not covered by Social Security. Although the empiloyers contribute the same amount to the
ERS for both contributory and nonconiributcry members, contributory members contribute a
portion of their salary to the annuity savings fund while noncontributory members do not.
Accordingly, the pension allcwances are higher for contributory members. The
noncontributory plan was instituted on the assumption that employees could benefit more by
investing in their own annuity savings plans which would sarn more than the 4.5 per cent
interest that employee contributions to the ERS earned. Moreover, since contributions for
such annuity savings plans were deductible from income before taxes, the employee's take
home pay would be larger.

The ERS membership is categorized into three classes:

(1) Class A consists of contributory members who entered service prior to July 1,
1984, who are covered by Title I} of the Social Security Act for service
creditable under the ERS law; judges; elective officers; chief clerks, assistant
clerks, sergeant at arms, and assistant sergeant at arms of aither house of the
legisiature; department heads and deputies,; investigators of the department of
the attorney general; and narcotics enforcement investigators.

{2) Ctass C consists of all noncontributory members who entered service after
June 30, 1984, and those who entered service prior to July 1, 1984, but elected
to become a class C member; and

3 Class B members are all those who are neither class A or class C. Generally
speaking, these are employees who are not covered under the Social Security
Act.? Included in this catsgory are police officers, firefighters, and members
who, in 1957, elected not to join social security 4
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Class A mempers contribute 7.8 per cent of their salary to the ERS.5 They can retire
upon reaching age fifty-five if the member has at least five years of credited service.® The
retirement allowance is 2 per cent of the average final compensation (AFC) multiplied by the
years of service. Early retirement is permitied at any age if the member has at least twenty-
five years of service, but the member will be subject to a reduced benefit.?

A class C member can retire upon reaching age sixty-two if the member has at least
ten years of credited service or at age fifty-five if the member has thirty years of service.8 A
class C member is eligible for a reduced early retirement at age fifty-five if the member has at
least twenty years of credited service.? The reduction is 0.5 per cent for each month the
member is less than age sixty-two.10 If a class C member retires but later returns to service,
the member's benefits will be suspended untii the member again retires and a new allowance
is calculated. 1

Class A members who have at least ten years of credited service as a judge; elective
officer; or chief clerk, assistant clerk, sergeant at arms, or assistant sergeant at arms of the
legisiature, may retire at any age.'2 They receive a pension of 3.5 per cent of AFC as well as
an annuity for each year of such service in any of the foregoing positions up to a maximum of
75 per cent of the members average final compensation.’3 Legislators who attain age sixty-
five may retire and receive a retirement allowance while continuing in elective office.14

Police officers, firefighters, corrections officers, investigators of the departments of the
Prosecuting Atterney and the Attorney General, and narcotic enforcement investigators
contribute 12.2 per cent of their monthly salary'3 to the ERS instead of 7.8 per cent and they
can retire at age fifty-five with ten years of service or at any age with twenty-five years of
service. The retirement benefit is calculated at 2.5 per cent of AFC for each year of service
up to a maximum of 80 per cent of the member's AFC; provided the last five years consist of
service in any of these occupations. 18

Sewer workers in specified classifications may retire at any age and receive an
unreduced normat benefit (2 per cent of AFC) if they are credited with twenty-five years of
such service with the last five or more years in the eligible classification. 7

Besides the retirement aliowance, the ERS also offers disability and death benefits for
active members and free health pian coverage for retired mambers. (See Appendix G for a
chart illustrating the differences in benefits between the contributory and the noncontrisutory
plans.)

An employee who deiays refirement beyond the date of eligibility for normal service
retirement without any reduction in benefit, receives a higher retirement allowance since
extended employment generalty means increased service credit and a higher average final
compensation {assuming there are annual pay increases). Table 3 shows the percentage of
final average compensation a retiree gaing with the increass in years of service. The Table
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also clearly illustrates that the retirement benefit is far greater for the contributory member
and why the noncontributory member may be more inciined to delay retiremant to earn a
higher retirement allowance.

Table 3

Normal Retirement Benefits as Percentage
of Average Final Salary

Age at Retirement

Years of 55 62 or older
Service Contributory Noncontributory Contributory Noncontributory
5 10% " 10% *
10 200 * 2005 12.50%
15 30% - 30% 18.75%
20 40% - 40% 25.00%
25 50¢9 - 509 31.25%
30 80% 37.50% 60% 37.50%
35 70% 43.75% 70% 43.75%
40 80% 50.00% 80% 50.00%

*Under the noncontributory plan, normal retirement benefits are not payable if employee is age
55 and has less than 30 years of service. However, reduced early retirement benefits are payable
at age 55 if employee has 20 years of service, and vested benefits become payable at age 65 if
employee leaves employment before age 62 and has 10 years of service,

Source: Adapted from Hawaii, Employees’ Retirement System, Now You Have a Choice: Stay in
Present Contributory Betirernent Plan or Jein New Noncontributory BRetirement Plan, July
1984, 8.

The most obvious disadvantage to the employee for delaying retirement is that the
empioyee does not receive the "free” health plan coverage which is part of the retiremant
benefit.’® At the July 1, 1992 premium rate, employses pay in the range of $532.32 to
$692.64 per year for a seif only plan and $1,629.92 to $2,610.08 for a family plan, inciuding
drug, vision care, and dental coverage. A retiree’s pension is augmented by the savings
realtized from the free health care coverage. Becausse of the high and continually escalating
cost of health care, the free health plan coverage is a significant incentive for retirement.
Anocther disadvantage to delaying retirement is that the empioyee remains in a higher fax
brackst.
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The ERS Membership Data

As of March 31, 1991, there were 53,595 active employees in the ERS.1® Of that
number, 34,553 or 64.5 per cent, were rioncontributory members.  Contributory members
amounted o 19,042 or 355 par cent. When compared with noncontributory members,
contributory members tend to be older, with more years of service and higher salaries.20 As
time passes, the number of contributory members will be substantiaily smailer as those who
opted in 1984 to remain in the contributory plan retire, leaving only those who are required to
be contributory members, such as police officers, firefighters, corrections workers, and
elacted officials.

Of the total active members, 15,285, or 28.5 per cent, were age fifty and over.21
Approximately 531 noncontributory members and 4,453 contributory members were already
eligible for retirement.??  However, of those numbers, only 1,180 retired on service
retirement 23

Retirements under the ERS appear to average around 1,100 to 1,200 a year which
amounts to less than one-fourth of those eligitle to retire. Table 4 shows a comparison of the
number of members eligible to retire from 1985-1891 and the actual retirements for those
years. For actuarial valuation purposes, the assumed retirement age is sixty for general
employees, fifty-eight for teachers, and age fifty-three to fifty-five for police officers,
firefighters, and corrections cfficers. For noncontributory members, the assumed age is sixty-
four.24  From June 30, 1990, to March 31, 1991, the distribution by age of the 1,160 new
service retirees in 1991 and the percentage of new service retirees by age group over a five-
year pericd up to June 30, 1891, are displayed in Tables 5 and 6.

Social Security

The social security system was established by the enactment of the Social Security
Act of 1935 to provide a social insurance program tailored 1o meset the risks of old age and
unempioyment. The system is comprised of various benefit programs, of which the largest is
the Old-Age, Survivors, and Disability Insurance (OASDH). The OASDI, commonly referred to
as "social security” s an income-mamtenance program which provides monthly cash benefits
designed to replace, in part, the income a worker and the worker's family ioses when the
worker retires in old age, becomes severely disabled, or dies 2% Funds for the program come
from taxes paid by workers, along with matching funds paid by thelr employers, up to the
annuai taxable maximum (855,500 for social security and $130,200 for Medicare in 1992)
which is automatically adjusted as wages rise. Self-empioyed persons pay taxes on their
annual earnings up to the maximum at the combined employer-employze rate. The taxes
constitute more than ninety-five per cent of the program revenues.?8
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Table 4

Active Members Eligible to Retire
and Actual Number Retiring

1985 - 1991

% of Total Actual No. % of Total
Eligible % of Total Eligible % of Total Total Active Service Active

Year Contributory Contributory  Noncontributory Noncontributory  Eligible  Members Retirees Members
1985 4918 {18.4) 216 (1.1 5,134 (11.3} 1,244 (2.7
1986 4,963 (19.3) 175 (0.9) 5,138 (11.1) 1,177 (2.6)
1987 4,642 (19.4) 220 (1.0 4,862 (10.4) 1,690 (3.6)
1988 5,039 (21.7) 355 (1.4) 5,394 (11.1) 864 (1.8)
1989 5,030 (22.4) 410 (1.5) 5,440 (11.0) 1,130 (2.3)
1990 4,588 (23.0) 408 (1.3) 4,996 9.7) 1,225* (2.4)
1991 4,453 (23.4) 591 (1.7) 5,044 (9.4) 1,160 (2.2)

*This figure is for a 1%-month period.
**Thig figure is for a 9-month periad.

Source:

Employees’ Retirement System,
reports for yvears ending June 30,

Annual actuarial valuation
198S through June 30,
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Table 5

Service Retirees (1990-1991)

<55 55-59 60-65 65> All Ages
General Employees 16 298 275 152 741
Teachers 8 215 76 29 328
Police, Fire &
Corractions 63 25 3 0 91
Total 87 538 354 181 1,160

Source: Hawaii, Employees’ Retirement System of the State of Hawaii, Report of the Board of
Trustees on the Sixty-Sixth Annual Actuarial Valuation as of June 30, 1991, p. 3.

Table 6

Percentage of New Service Retirees by Age Group

<55 55-59 60-65 65> All Ages
1986-87 5.3% 47.0% 34.6% 13.1% 100%
1987-88 6.5% 43.9% 33.7% 15.9% 100%%
1988-89 6.9% 45.4% 31.2% 16.5% 100%
1989-90 7.8% 46.19% 31.9% 14.204 100%
1990-91 7.5% 46.4% 30.5% 15.6% 100%

Source: Hawaii, Empioyees’ Retirement System of the State of Hawaii, Beport of the Board of
Trustees on the Sixtv-Sixth Annual Actuarial Valuation as of June 30, 1991 p. 8.

A 18950 amendment to the Social Security Act extended coverage 10 state and local
employees who were not covered under a public retirement system. A subsequent
amendment in 1954 extendad coverage to empioyees covered by a public retirement system
on a group basis provided that ther emgployers would not reduce thelr retirement benefils.
Finaily, in 1958, the Act was amended to aliow a "divided retirement system™ approach to
eiecting coverage whereby those who wanted coverage could have it and those opposed to
coverage could reject it. As a result of an efection held in 1857, the ERS was split between
those who wanted sccial security {the present class A} and those who did not (the present
ciass B). All subsequent employses who became memboers of the ERS ware automatically
covered with the exception of police officers and firefighters who remained excluded 27

The ERS benefits are not integrated with social security and, therefore, are calculated

independently. A study conducted by Alexander Grant & Company in 1878 on the continued
participation in sccial security by ERS members noted that because benefits are calculated
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independently of each other, the total retirement benefits to a career empicyee could exceed
the payments required to maintain the employee's preretirement standard of tiving.#8
Accordingly, a contributory member who is age sixty-two with at least thirty years of service
could receive an ERS retirement allowance plus social security which together replaces 80,
90, or even 100 per cent of the member's pre-retirement final gross earnings depending on
the specific salary tevel. Such replacement rates can actually exceed the pre-retirement take-
home pay.29 OQbvicusly, with the noncontriputory system where the retirement benefit is
much lower, an employee would not be able to achieve such a high repiacement rate uniess
the employee has invested in other retirement benefit plans which in combination with the
ERS and social security benefits would equal what the empioyee would have received as a
contributery member.

To be sligibie for social security benefits, a worker must have been employed in a
position coveraed by social security for a specified time which is measured in social security
credits. An employee may acquire up to four credits per year, depending on annual earnings.
Beginning in 1991, one credit is acquired for each $540 in coverad earnings. 30 Generally, a
person is required to have forty quarters of covered work to be eligibie for coverage and must
be at least agse sixty-two. Benefits are based on the person’s lifetime earnings in covered
work. Monthly benefits are caiculated by computing the worker's average indexed monthly
earnings or average monthly wage 3! In 1989, the average monthly benefit for newly awarded
benefits were: $541 for a retired worker; $566 for a disabled worker, and $527 for
nondisabled widows and widowers 32

Table 7 shows the hypothetical monthly benefit amounts calculated by the Social
Security Administration which would would have been payable to covered workers claiming
benefits in January 1990.

Table 7

Hypothetical Social Security Benefit Amounts
January 1990

Wage Status Age 62 Age 85
Worker who had always earned--
an amcunt equal to 45% of average sarnings................. $351 $437
an amount equal to average wages in covered
MBI OYMIEME e $578 $720
the maximum subject to Social Security taxes.................. $774 $975

Source: Office of the Actuary, Social Security Administration,
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Although full benefits are provided to retirees at age sixty-five, many retire at age sixty-
two, but they are subject to a 20 per cent reduction in benefits. For every month after age
sixty-two that retirement is deferred, the 20 per cent penalty is reduced by 0.56 per cent (or
6.67 per cent a year) 50 that by age 65 there is no penalty 33 If a person delays retirement
after age 65, the person receives a delayed retirement credit of 3.8 of 1 per cent (or 4.5 per
cent for each fuil year} for each year no benefits are paid between age sixty-five and
seventy.3% This credit will increase to 5 per cent for workers attaining age sixty-two in 1993-
94 until it reaches 8 per cent for workers reaching age sixty-two in the year 2005 or iater.35
Retiress who work are limited to earning a specified amount after which the benefit amount is
reduced. For 1992, beneficiaries under age sixty-five receive a reduction in benefits of $1 for
every $2 of earnings cver $7,440 while peneficiaries aged sixty-five to sixty-nine receive g
reduction of $1 for every $3 over $10,200. After age seventy, there are no reductions.36
Beginning with the year 2000 the age for receiving full benefits will gradually increase from
age sixty-five 1o sixty-seven.37

Up to one-half of social security benefits may be subiect to income taxation for
persons whose income exceeds $32,000 for a married couple filing jointly, $0 for a married
individua! fiting separately who lived with spouse anytime during the year, and $25,000 for
individuals in alt other filing categories.38

Deferred Compensation and Other Annuity Savings Plans

in 1381, the Legisiature autnorized the State and counties 1o establish deferred
compensation plans for their employees in accordance with section 457 of the Internal
Revenue Code of 1954, as amended.3? As a result, empioyses have the opportunity to enroll
in an retirement plan which can supplement their ERS and social security incomes during
their retirement years. Annuity savings plans authorized under section 457 of the Internal
Revenue Code of 1854, as amended, typically provide for a deferral of income tax on a
persan's contributions to the plan. The maximum annual contribution is 33.33 per cent of the
participant's inciudable compensation or $7,500, whichever is lower, and withdrawals from a
person's account are permitted after the person reaches age fifty-nine and one-half. Early
withdrawal is subject to a penalty 40

Implications For Policy Considerations

When the noncontributery program commenced in January, 1985, approximately
16,600 employees whe were ERS members in the contributory plan glected to switch 1o the
noncontributory plan. As of March 31, 1985, of the 26,709 members in the contributory plan,
23,212 were those who elected to remain in that plan.#! These contributory members tended
to be the older employees who had many years of government service. The group had an
average age of forty-six, averags years of service of fourtesn and one-haif and an average
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salary of $22,890. As of March 31, 1891, the count was down to 14,685 and these
contributory plan members had an average age of forty-seven and one-half, average service
period of seventeen years, and an average salary of $34,654.42 As of March 31, 1991, 4,453,
or 23.4 per cent, of the entire contributory population were eligible for normal retirement.
Within the next decade most of those who opted for the contributory plan will retire. The
contributory employee group accounts for most of the eligible retirees every year and
employees in this group are probably less inclined to delay retirement because the incentives
to retire are greater for this group. Contributory members who have thirty or more years of
service upon retirement and are eligible for social security benefits will have a comfortable
retirement income level. They would n¢ longer have o contribute 8 per cent of their gross
salaries to the ERS, nor would they have to pay for their heaith plan coverage.

Changes in the social security law could mean that in the next century, workers will be
more inclined to work longer either because they will need the income or because the penalty
for earned income will not be as harsh. Noncontributory members will be impacted more by
those changes than contributory members.
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Chapter 5

ISSUES FOR CONSIDERATION

The phased retirement experiences of the European countries and the other states
offer vaiuable lessons for Hawali. European emplioyers reported that American employers
would have to consider the same issues they werg confronted with--economic and social costs
to the firm, production demands and preoductivity impact, administrative and managerial
hurdies, workforce utilization and morae, and future personnel needs.! The American
experiences in the public and private sectors point out the importance of acceptance of and
commitment to the program by employers, inciuding supervisory personnel, and employees.
A phased retirement program for all state and county employees will require extensive
planning discussions between the employers and the public employee unions prior to
implementation in order to identify potential problems affecting all employees or which may be
peculiar to a particular class of employees. This chapter covers those issues which should be
addressed before a decision on program implementation is made.

I. Impact on Employers and Employees

The employer benefits from a phased retirement program primarily through the
prolonged service of quality workers with extensive knowledge and experience and valuable
skills. Phased retirement also provides an opportunity to gradually adjust to unavailability of
an experienced employee and to effectively use the transitional period to train a prospective
replacement, experiment with or implement flexible work options such as job sharing, or
improve work force planning andg staff utilization. Employes morale can be positively affected
if there is minimal disruption caused by the retirement of an experienced employse and if
persons awaiting retirement feel that phased retirement is beneficial to them.

The greatest disadvantage to the employer is the additional administrative
responsibilities that accomparny phased retirement. Supervisors will have the added burden
of scheduling work to ensure appropriate coverage and production levels. In situations where
shift work is invoived, timekeeping and bookkeeping for overtime work can be problematic. If
the participation rate is high, there will be added administrative responsibility in terms of
scheduiing the work of several phasing empioyees within an office and caliculating the
phasing empioyeses' salaries and retirement allowances. The employer may experience
problems in filling vacancies, especialy if it is limited to compensating a new full-time hire
with the funds realized through salary savings from the phasing empioyes’s salary or to hiring
a part-time employee only for the hours not worked by the phasing employee. Depending on
limits imposed on the employer in hiring replacements, the employer may be paying more in
salaries and benefits for the phasing employee and the new employse than what was paid for
the phasing employse prior to participation in the program. Finally, morale and resentment
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problems could develop if other workers must assume additional responsibilities or if certain
employees are denied requests to participale.

Employees stand to benefit through phased retirement by having the opportunity to
work less than fuil-time, without a substantial cut in income. For an employee who wants to
work longer, phased retirement provides them the opportunity t0 extend the emplioyee’s work
fife with the same employer rather then having ¢ find another part-time job. A reduced work
schedule during the tast few years before full retirement also provides an older employee who
is weary from a long work life with increased ieisure time to spend with the family or to pursue
cther intgrests which in turn could result in a meore positive attitude toward work. Participation
in phased retirement acknowledges the employer's continued need for the empioyee’s
services and can, therefore, provide the empioyae with a sense of purpose and usefuiness up
t0 the last day of work before full retirament.

The disadvantages to the employee are primarily economic. The employee’s standard
of living could be affected if there is insufficient income resulting from a reduced work
schedule. Depending on the program design, an employee may als¢ experience a negative
impact on retirement and social security benefits. Often, an employee may find that it is more
economically beneficial to fuily retire from the current job, coilect the pension, and find some
cther part-time job. On the noneconomic side, the employee may experience a devaluation of
influence and status on the job due to the reduced work scheduie. If a supervisor is not adept
at scheduling work assignments, compression rather than reduction of responsibilities could
result and a phasing employee may find work even more stressful.

As the workforce changes, work opticns and policies must also change. The role of
the public employee union is to examine and advocate working arrangements which enhance
the quality and continuity of their members’ work lives. Major considerations for the unions
with respect 1o phased retirement include the nature of incentives offered, the overall impact
of the program on in-service and retirement benefits and working conditions, and equitable
treatment of employees as to participation.

Il. Program Design lssues

Job coverage and productivity - Phased retirement is intended to reduce work time,
nct compress a full-time work load into a shorter period of time. Accordingly, alternatives (0
fill the worklocad void created by a participant’s reduced hours mus{ be availabie sither
through job-sharing or other part-time hiring arrangements, the femporary reassignment of
staff and responsibilities, or the hiring of a full-time entry-leve! employee with the savings from
the participant's salary.

A determination must be made as to the parameters for the hiring of personnel to

cover the portion of the work schedule vacated by the participant. Shouléd the appointing
authority be allowed to hire part-lime personne! or entry leve! full-time personnel? If the
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program is aimed at saving money. hiring could be controlled by limiting compensation of the
new hire to the savings realized from the participant's salary. The impact on agency
operations and the workload of nonparticipating employeas must be taken inte account when
determining the hiring parameters for the program.

Status of Employee - A determination must be made regarding the status of the
participant either as an "empioyee” or "retiree” to ensure certain benefits. A new class of
"phased retirges™ or "partial service” would have to be statutoriiy recognized to authorize their
unique partial employment and partial retirement arrangements and protect their benefits,

Position Count - Appointing authorities would be hesitant to participate in a program
which could result in a reduction in their agency's position count. If the intent of the program
is to reduce payroll costs and positions are to be siiminated, employers must be provided with
some other incentive to participate.

Health/Safety Shift Employees - The scheduling of shift employees with reduced hours
can be problematic for certain health and safety positions such as nurses, poiice officers,
firefighters, and corrections officers. Employers, unions, and empioyees would have to agree
on terms and conditions for phased retirement that might be suitable for such work. The
application of any uniform allowance, auto allowance, shift differential, and overtime pay
would aiso have to be addressed.

Supervisory/Managerial Employees - Is it feasible for superviscry or high-level
managerial employees {0 work on a reduced schedule given their oversight responsibilities?
How high up the managerial ladder should phasing be allowed?

Pay Increases and Promotions - A determination must be made as {¢ whether or not
participants would be eligible for pay increases and promotions and under what conditions.

Morale - If job coverage and preductivity problems are not properly addressed, or if
employees believe participation is based on favoritism, employee morale can be adversely
affected. Hostility batween workers and supervisors, or co-workars and phasing employees
can develop. Production may be affecied and there may be an increase in grievance filings.

Service Credit - A determination must be made regarding the service credit earned by
the participant during the phasing period. If full service credit is earned by a person working
part-time, the employers would incur added cost for the higher retiremant allowances resulting
from the unsarned service credit.

Fiscal - All factors that could potentially impact the empigyer's cost should be
examined, e.g., additional salary for replacements or temporary hires; fringe benefits for two
employees rather than one during the phasing period; recruitment and training costs for
replacements; additiona! office space, equipment, etc.; increase in grievance filings by
employses disgruntled by denial of participation in program or by heavier workload resulting
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from participation of co-workers; incentives such as unearned service credit or unreduced
salary for reducad work schedule which have a price tag for the empioyers.

. Existing Options for Flexible Work Arrangements
Part-time Employment; Job Sharing

Employers currently have the flexibility of ¢ffering parf-time empioyment, including job
sharing, to their employses. Although the statutes do not explicitly prohibit empioyment of
employees for iess than haif-time, the laws relating to the Employees' Retirement System,?
Public Empioyses Health Fund 3 and collective bargaining# exclude from covarage employees
who are employed for less than half-time. Accordingly, persons who are employad less than
half-time do not receive the benefits of regular employees.

Job sharing has long beenr advocated by the Legisiature as a flexible work option for
public employees. In 1878 the first job-sharing pilot project was established in the
Department of Education for full-time, certificated teachers. In 1882, a pilot project was
established for lbrarians in the public library system, and later for library assistants and
technicians. In 1986 and 1988, piot projects were authorized for nurses in the Department of
Health, Finally, in 1989, the Legislature esiablished a four-year statewide job-sharing pilot
project covering the Offices of the Governor, Lieutenant Governor, all exscutive branch
depariments, the Judiciary, the Legislative Reference Bureau, the Office of the Auditor, and
the Office of the Ombudsman.

As a result of the early pilot projects, the Legislature established permaneant job-
sharing programs for fuil-time, tenured, certificated personnel (exciuding educational officers)
of the Department of Education and for full-time employees of the public fibraries in 1986. A
law establishing a permanent program in the Department of Health was veiced by the
Governor in 1990 on the greound that it would be better to wait for the results of the 1989 pilot
project.

When the first job-sharing pilot project was initiated, it was viewed as a means for
those nearing retirement to gradually reduce their workioad and ease the transition from full
employment to full retirement. However, senior employees did not want to work part-time
during their last few years before retirement when they are at the peak of their earning power.
During this time most senior employees try to maximiza their accumuiation of service credit
and their salaries in order 10 obtain a higher retirement allowance. Part-time work would
mean earning less service credit and lower salaries 5

The Legislative Auditor in its 1981 evaluation of the first pilot project noted that
participation of near retirees would be beneficial to the State where job-sharing teams are
composed of a near retires and a new hire. Greater cost savings would result since the near
retirea is likely at the higher end of the salary scale and a new hire is at the eniry level
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Moreover, the near retiree could assist in the orientation and training of the new hire. The
Auditor suggested that if encouraging near retirees o pariicipate in job sharing s continued
as a program cbjective, the Legisiature should consider and examine incentives to attract
thosa nearing retirement such as: (1) cash bonuses (to be funded from savings realized from
salary differentials of job-sharing teams); allowing the purchase of service credit by making
contributions based on fuli-time salaries; or (3) giving them a full year of service cradit for
each job-sharing year ©

After the first few months of the job sharing pilot protect authorized by Act 244, SLH
1989, the Auditor found that interest was iow. Reasons cited by empioyers for the lack of
interest included that employees need full-time salaries, employers prefer full-time workers,
certain types of work are not suited to job sharing, and other options are available to those
who might want to work part-time. The Auditor also noted that the job-sharing requirements
themselves, because they reduce administrative flexibility, may discourage agencies from
participating.’

Personal Contracts; Rehiring of Retirees

Currently, state and county employers are allowed 1o hire employees on a part-time or
coniractual pasis as the need arises and such arrangements are made on a case-by-case
basis. Occasionally, retirees who are already drawing a retirement allowance, are asked to
return to work on a contract. In such instances, the terms of the contract are drawn to ensure
that the retiree status is not jecpardized so that the retiree can continue to collect the
retirement allowance. The contract amount may be much lower that the employee's
preretirement salary; however, when the amount is added to the retirement allowance, the
retiree could be making as much if not more than the salary the retiree earned prior t0
retiring. While there are general guidelines for personal services contracts which must be
followed, there are no rules or guidelines for the rehiring of retirees.

The University of Hawali Early Incentive Retirement Program

Since 1983, the University of Hawail has had an incentive early retirement program
adopted by the Board of Regents (BOR).8 Under this BOR policy, all BOR appointees who
are eligible for retirement under the Employees' Retirement System may participate. An
agreement for an incentive early retirement program must be mutually agreeable among
individuals as to the terms and must mee! the test of being beneficial ¢ the University. An
agreement may provide for part-time work that does not exceed 40 per cent of full-time for a
period of up to three years. Since employees must retire to be eligible for participation, they
receive a fuil pension in addition to their part-time salary. They are also eligible for any
benefiis and privileges not inconsistent with their retirement status, state faws, and BOR
policies. Participants are paid salaries based on the salary received prior to retirement
proportionate to the reduced hours. While not specifically coverad in the policy guidelines,
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the University can hire another employee with the savings realized from the remainder of the
participants full salary. (See Appendix H for fuil text of the poticy guidelines.) Essentially,
this program is a formalized version of the practice empioyed by other state and county
ampioyers to rehire retirees on contracts.

The University has not compiled statistical data nor conducted an evaluation of this
program. However, an informal poll revealed thal since 1887, there have been a total of
eighty-eight participants, of which eighty were faculty, seven were administrative,
professional, technical personnel, and one was an executive managerial position.? The
program is deemed successful in providing the University with the flexibility of negotiating
contracts with those retirees who are difficult to replace. While extensions beyond the thres
years are allowed, it is only used on rare occasions where a replacement cannot be foung.'0

V. Early Retirement As a Budget Saving Option

Stuggish economies nationwide have driven eighteen states and hundreds of localities
to implement early retirement programs as a means of quickly trimming budgets and reducing
deficits.1? The incentives offered are varied and inciude a reduction of the minimum age or
years of service for retirement, the addition of a bonus of 5 to 10 per cent on the credit
calculated for years of service, lump-sum bonuses, or continued health insurance coverage
for a longer period of time during retirement. Savings are achieved to the extent that the
positions left vacant by retirees are not filled or are filled by younger, lower-paid new hires.
However, as employers have found that they lose good employees as well as deadwood,
socme have found it necsssary to rehire retirees on a temporary basis to ensure against
disruption in government services. Such temporary hires will reduce the amount of savings
the employer realizes. Washington State established strict guidelines by prohibiting the
rehiring of retirees as temporary or project empicyees on persenal service contracts, but
exceptions can stil be granted.'2

A troublesome area in early retirement programs i the long-term cost for health
benefits (for those iurisdictions that provide heaith care coverage for retirees) and pensions,
Empicyers face heavy and unfunded costs as the number of retirees increases. The Pension
Commission Clearinghouse warned two years ago that with the skyrocketing medical
coverage costs, paying health benefils to both retirees and their replacements could cost
more than the savings anticipated from an early retirement program. 13

If Hawaii follows the lead of other states and implements an early retirement program,

it will have a negative effect on a phased retirement program since the same emplicyses
would be eligible for both programs and most would choose early retirement.
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V. Impact on the Employees’ Retirement System

Administration of the Program

The primary concern of the Employees’ Retirement System (ERS) regarding
administration of a phased retirement program is the status of the participant. Whether the
participant is deemed an "empioyee” or a “retiree” would impact on the benefits provided by
the ERS, e.g., in-service disability and death benefits. Consequently, the participant's status
must be made clear in the law. The ERS is aiso concerned that the proposed program would
reqguire more administrative work in the processing of retirement papers. If participants are
aflowed to periodically increase or decrease their work hours, recalcuiation of salaries and
pension payments would be necessary. If participants are not aliowed to make any changss
once in the program, there is still a need for a second and final calculation of retirement
benefits when the participant goes into full retirement.

The ERS would have to work closely with the Department of Accounting and General
Services and the counties to effectively implement the dual payment process where a
participant receives separate prorated salary and pension checks.

Changes 1o the ERS Law

New category of members - The phased retirement concept would create a new
category of members under the Empioyees' Retirement System. The retirement sysiem law
would have to be amended {0 recognize this new category of members and to allow for the
status of "partial” retirement that would be created.

Employment of retirees - Retiress may raturn to service without jeopardizing their
retirement allowance if they return in positions which are ineligible for membership.14 Those
who return to service are precluded from receiving a retirement allowance during such period
if they come under the definition of "employee"” under the ERS law'S since membership for
those who meet that definition is mandatory.1¢

Section 88-73, Hawaii Revised Siatutes, allows a legislator who is at least sixty-five
years of age to retire and receive a service retirement allowance although the legisiator
continues to serve in that elective position. An Attorney Generai Opinion on this law heid that
any other relirant who reenters public service may not continue 1o receive a retirement
allowance during the period of re-empioyment.’7

A provision in the ERS law'8 currently requires a retirant who returns to employment
requiring membership to reenroll as an active member whereupon the retirant’s retirement
alfowance is to be suspended. That provision and other parts of the law would have to be
amended to specifically allow the partial retirement of a phasing employee and to allow that
empicyes 10 réceive a partial service retirement allowance,
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Service credit - Service credit in the ERS can only te sarned by persons who gualify
as members defined under the ERS law'9 and who are not specifically exciuded by statute.20
The law deilineates the situations under which credit for membership service can be earnad by
contributory and noncontributory members, respectively.2!  Finally, the law reguires the
suspension of a retirant’s retirement allowance if a retirant returns o employment which
requires active membership.22 All of these sections would have to be amended to allow a
phased retirement participant to receive a partial pension while continuing to woerk for the
State or a county and to earn service credit for the time worked.

Vi. Impact on the Public Employees Health Fund

The health fund law defines "employee” as a person who is employed by the State or
a county for at least three months in a position that is at least a 50 per cent full-time
squivalent.23 A "retired member” is an employee who has retired from active empioyment
and is currently receiving a retirement allowance from a state or county retirement system.24
A retired member who returns to work for the State or a county may continue to receive free
health fund benefits only if the member works in a 50 per cent or more full-lime equivalent
position for less than three consecutive months or in a less than 50 per cent fuli-time
equivalent position irrespective of the duration.

Since the Bureau's proposed model reguires that a participant already be eligible for
retirement, the Health Fund does not foresee significant problems with a phased retireament
program as long as the definitions of "empioyee” and "retired member” remain the same.25
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Chapter 6

SURVEYING THE NEED

To determine whether or not a phased retirement program is desirable for Hawaii state
and county employees, the Bureau surveyed the employers, employees, and the public
employee unions. This chapter reports the resuits of those surveys.

A Conceptual Model

For discussion purposes, the Bureau deveioped a conceptual mode! for a phased
retirement program it believed could be implemented for Hawaii's public employees. The
program mode! was based on the following assumptions:

(1

(2)

The goal of the program would be to provide an incentive for kKnowledgeable
and experienced employees to delay their retirement to avert situations where
pubiic programs and services are adversely impacted by retirement. The
incentive would be the ability to work part-time and draw a partial retirement
altowance which supplements the part-time salary.

The program would be aimed at those employees who would like to continue to
work but on a part-time bhasis and without a substantial cut in inceme.

The program as explained in the survey letters had the fcllowing components:

("

(2)

(3)

Eligibility - All employees who have the age and/or service to qualify for normatl
retirement under the Employee's Retirement Sysitem where the benefit is not
subject to reduction (age fifty-five with at least five years of service for
contributory members; age fifty-five with at least ten years of service or any age
with twenty-five years of service for police officers and firefighters; age sixty-
two with twenty-five years of service or age fifty-five or over with thirty years of
service for noncontributory members).  This criteria was selected since the
program is intended to delay an employee’s full retirement so that the employer
can continue to benefit from the employee’s service.

Duration - A participant would work under a reduced schedule for a period of
up to three years. Three years was chosen because the University of Hawaii's
experience with its early incentive retirement program indicates that three years
is a reasonable period.

Participation - Participation would be voluntary.  An employee desiring to
participate would submit a request to the appointing authority who approves the
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request based on operational considerations. The employee and appointing
authority must agree upon a work schedule. Criteria for denial by the
appointing authority and an appeal process would be estabiished. Agreement
between the employee and the employer is critical because the employer must
have conirol over the operational werkload and workschedule.

(4} Compensation - The participant would be paid a prorated salary and a prorated
ratirement allowance based on the reduced work schedule. For example, a
participant working 40 per cent of fuil-time would receive 40 per cent of the full-
time salary and 80 per cent of the retirement allowance. This idea of a partial
retirement allowance serves as the incentive for employees {0 delay retirement
since their income would not be as saverely cutl.

(5} Status of participant regarding benefits - a participant in a phased retirament
program would be considered an "employee if working 50 per cent of fuil-time
or more and would earn prorated vacation, sick leave, and service credits. A
participant working less than 50 per cent of full-time would be considered a
"retiree” and though ineligible for vacation, sick leave, and service credit,
would be receiving the free heaith plan coverage which is part of the retirement
bensfit package.

Using this model, the Bureau surveyed the public empioyers, public empioyees age
forty-five and over, and the unions to obtain their views with respect to the feasibility or
desirability of a phased retirement program for Hawaii's public employees.

The Employer Response

The Bureau surveyed a total of twenty-three emplioyers (state executive branch
departments, including the Department of Education and the University of Hawaii; the
Judiciary; and couniy personnel departments) to obtain the employer's viewpoint on phased
retirement. (See Appendix 1 for copy of the survey sent to state employers.) As could be
expected, the empiloyers are primarily concerned about operational and administrative
problems they anticipate in a phased retirement program. Many appeared to be supportive of
the proposed program; however, most still indicated that they wouid prefer 10 maintain the
existing practice of rehiring retirees on a part-time basis when the situation necessitates such
retention. The Bureau surmises that support of the proposed program may be due to the fact
that the "phased retirement” concept is unfamiliar to most, but they are open 1o new ideas. A
few respondents, however, felt strongly that the proposed moede! would not generate much
interest from employees ready to retire as there are no incentives for them to participate. One
noted that the proposed mode! appeared more beneficial to the employer than the employee.

When asked the extent of difficulty in finding replacements for senjor leval empioyeges
who retire, most responded scmetimes while oneg responded usually and three reported no
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difficulty. Most employers reported being moderately concerned with only one being sariously
concerned and one unconcerned about losing senior level employees who are knowledgeable
and experienced. Twc respondents noted that if there is an adeguale career ladder with a
built-in structure of progressive fraining and development within the department, the
availability of qualified replacements at various levels should not be a problem.

All but one emplioyer reported the practice of rehiring retired employses on an
emergency hire or consuitant basis. Retirees were usually hired because the appointing
authority was unable to find a qualified person to repiace the refiree or to complete an
impertant project. Other reasons for such hiring were 1o assist in training the replacement; 1o
ensure continuity of service prior to the hiring of a replacement; retiree wanted to continue
working but not on a full-time basis; and it was more cost-affective to rehire on part-time basis
or contract than o il the position,

Aill but three would prefer to maintain the current practice of rehiring retirees. Two
departments that would iike to maintain the current practice also belfieved that phased
retirement was a good idea that could be a useful option. One depariment suggested that
raducad hours are better "after” retirement while ancther suggested that phased retirement
would likely be seen as more beneficial to the empioyer rather than the worker. Another
suggested that employers should be prohibited from exceading the amount allocated to the
preretirement salary of the retiring employee when considering such contracts and hiring an
additional empioyee.

When askad abcut the job-sharing pilot program, all reported little or no experience in
job-sharing. For those with any experience, interest and participation has been minimal.

Most felt that additional staff would have 1o be hired to maintain current service if
phased retirement s implemented; howsever, they also anticipate a problem with
accommodations since office space is limited. One felt it would be difficult to find qualified
employses willing to assume and remain in part-time positions if hiring was limited to filiing
the time siot vacated by the phasing employee. Many felt it would be difficult to make
adjustments to work  schedules, One anticipated  operational problems  if
supervisory/management positions participated.

Four respondents felt there would be little participation because most employees of
retirement age want to maximize their potential earnings to ingrease their retiremant benefif
and current practice permits a retiree 1o accept a position on a part-time basis while at the
same time drawing a full pension,

Regarding the program components, most felt that the program should be limited to
two years and limited {0 a range of options with a minimum of 25 per cent and a maximum of
75 per cent of full-time 10 be determined on a case-by-case basis Dy an agreement between
the participant and the appointing authority.
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The Employse Hesponse

The Bureau surveyed 400 fulltime state and county employess, age forty-five and
over, who are active members of the Employees' Retirement System. (See Appendix J for
copy of the survey sent to employees.) A total of 210 responses were received, thus
providing a 53 per cent response rate with a sampling margin of errcr between +86 and +7
per cent. Although a larger number of responses would have been more desirable, the
Bureau is confident that tha responses are adeguately represantative of the targel group.

Of the 210 respondents, 176 or 83.8 per cent were slate employees and 32 or 15.2 per
cent were county employees. Inlerestingly, the respondents were svenly split between
contributory and noncontributory members.  The largest group of respondents was the
teachers which made up 27.1 per cent; followed by the white coliar workers (19.5 per cent);
and the professional, scientific personnel (14.8 per cent). While the overall response
appeared proportionate to the representation of these groups to the whole employee
popuiation, one group (the blue collar workers) was underrepresented. The Bureau cannot be
certain as 1o the reason since a stratified representative sampling was not made (o ensure
that each employee group was proportionately reprasented in the sample. MNeveriheless, a
fogical conciusion is that the blue collar employees may not have wanied o take the time to
read through the explanatory material and complete the survey.

A good portion {46.2 per cent) of the respondents felf in the salary range of $31,000 to
$45,000. Over 65 per cent of the respondents had sixteen or more years of service, so most
would ke eligible for retirement in the next ten years, if not already eligible.

When asked if they would be interested in a phased retirement program, 84 per cent
were not interested, 38 per cent were interested, and 21.9 per cent were not sure. Of those
interested, most (56 per cent) were nonconiributory members and from the white coilar
nonsupervisory, teachers, University faculty, and profession, scientific occupational groups.
Of those not interested, 45.2 per cent wanted to remain in their jobs on a fuil-time basis as
long as they could; 26.1 per cent wanted to find some other part-time job alter retirement; 7
per cent wanied to find some other full-time job after retirement; and 21.4 per cent just
wanted to retire. There was no significant correlation between interest in phased retirement
and salary level.

When asked to indicate what type of reduced schedule the respondent would be
interestad in, most (50.5 per cent) chose haif-time. As for the duration of participation, 27.1
per cent preferred three to five years, 19.5 per cent prefarred one to two years, and 19.5 per
cent preferred an indsfinite pericd. Regarding the co-worker participation in phased
retirament, 41.0 per cent would have no problem, 42.9 would not obiect as long as their
workload was not increased, and 8.1 per cent would not like it because they believe that
everyone should work fuli-time.
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The Union Response

The Bureau sent lefters 10 the six unions that are exclusive representatives under the
public sector collective bargaining law. (See Appendix K for a copy of the letter.) The union
response to the proposal for a phased retirement program was generally fukewarm. Only
three of the six unions provided a response. The Bureau attributes this unenthusiastic
response (o the following:

(1) Genera! unfamiliarity with the concept;

(2) Other priorities during this fiscally tight period when they are faced with
contract negotiations;

(3 The proposed model does not provide sufficient incentive for an empioyee 0
delay full retirement; and

(4) Current practice appears adeguate in meeling the employers’ demands for

retaining certain employees and is more beneficial to the employee than the
proposed model.
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Chapter 7

FINDINGS AND RECOMMENDATIONS

Findings

1. Phased retirement has experienced success in the private sector where the
employee raceives full compensation even if the work hours are reduced. in such instances,
the Denefits to both the employer and employee are evident. The smployee works less for the
same salary andfor benefits, feels needed and usefui, has a more positive attitude about
retiring, and therefore, is productive up to the last day of work and is more willing to train a
replacement,

2. Phasad retirement in the public sector has not achieved similar success as in the
private sector because empioyeés and employers generaily do not view the program as
particularly beneficial to them. Like the job-sharing program in state and county governments
where participation has been minimal, supervisors fear the additional administrative burdens
caused by having two bodies for one position and employees nearing retirement are
concerned about maximizing their retirement benefits by the higher salaries and additional
service credit earned during their final years of employment on g fuil-time tasis.

3. Incentives for employee participation must be present in a phased retirement
program, otherwise, participation will be disappointingly low. However, during fiscally austere
times, it would be difficult for government to offer cost-bearing incentives such as reduced
hours without a cut in safary or full-time service credit for part-tir e work, The only incentive
that can realistically be offered is an opporiunity to work at a reduced work schadule while
callecting a prorated salary plus a partial pension. Ordinarily, a persan warking haif-time
would only receive a salary for the hours worked.

4. A Kkey disincentive to participation in a phased retirement program is the loss of
eligibility for the free health pian coverage if the participant is not given retiree status.

5. The cost-effectiveness of phased retirement is difficult to ascertain. Phased
retirement can be cost-effective if restrictions are placed on the hiring of a replacement or a
part-time co-worker, or # job-sharing between an oider out-going worker and a younger
incoming worker can be maximized. Costs, however, can be increased with phased
retirement in situations where the employer pays for such things as uniform allowance,
mileage, fravel, and other costs, and the employsr must acquire more space, equipment, for
two empicyees per position.

6. Phased retirement does not appear (¢ have a broad enough appeal to various types

of employee groups so as to be an effective program to address the breadth of problems
posed by a changing workforce. Phased retirement may appeal to those who want to reduce
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their work schedule, but without much loss of income, and who are hesitant o take a chance
on retirement for fear of not peing able to find an approgriate pari-time job. This need for a
sustained income for a longer period of time beaycnd retirement eligibility is more apt to occur
with those in the noncontributory system rather than the contributory system when partial
salary and partial pensions are calculated. However, noncontributory members in the future
may feel compelled to continue to work full-time untit a much later age because their pensions

will be low.

Phased retirement would also appeal to those who are ready for retirement but would
be willing to delay their retirement for & few years to heip out the employer. However, such
employees would be better off if they retired and then resumed work under a a temporary
contractual arrangement with the empioyer.

7. The current dismal fiscal outiook nationally and for the State does not bode well for
empioyment in the future. Although studies show that many retirees want to work or may feel
compelled to work to maintain a decent standard of living, if the economy remains depressed
and unemployment continues to rise in the next few years, there will be fewer job
opportunitiss for retirees.  The trend nationally is toward implementing early retirement
programs that offer attractive bonuses aimed at reducing payrotl costs and creating jobs for
the younger unemployed. If an early retirement program is instituted in this State, there will
be tess interest in a phased retirement program as employees will find it more beneficial to
fully retire, collect a full pension, then seek a part-time job, not necessarily in government.

8. State and county employers currently have flexibility to allow empioyees o work
part-time or to rehire valuable employees who have retired. Although most older emplioyees
are not interested in part-time work prior to retirement, the current practice of rehiring retirees
on a temporary basis without jeopardizing their retirement benefits appears to be an effective
means of delaying the complete departure of senior employees with special knowledge and
skills from the state and county workforce. Typically. the retiree is hired at fulltime for a
duration of less than three months or for a longer duration at less than half-time status.

This method is beneficial to both the employee and the employer because the
employee is able to collect a full pension, maintain eligibility for the free health plan coverage,
and earn an additional salary. When an employer is able to contract for the temporary or part-
time services of a valued retiree, the employer has a lot morg flexibility in determining how
best to fill the operational void caused by the retirement of an experienced worker. Hiring a
full-time replacement can be delayed or a lower salaried replacement or temporary part-timer
can be hired if the budget is tight or an appropriate replacement cannot be found. A problem
with this practice is that there are no guidelines for this program. It is handled at the
discretion of the appointing authority and employees are generally not aware of this
alternative so those who need or want to reduce their work schedule without a substantial loss
of income, may not have access to this avenue. The University of Hawaii's incentive early
retirement program essentially accomplishes the same objectives, however, thera are written
guideiines for that program.
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9. There appears (o be a slight trend of retiremant at earlier ages among members of
the Empioyeses’ Retirement System (ERS). f this trend continues along with the growing
abandonment of government service by experienced mid-career employees, the State and
counties could be faced with a rapid depletion of experienced workers in the next ten years.
Whether or not there i3 a substantial increase in annuai retirements, there is a legitimate
concern about the large numbers of mid-career empicyess leaving government service.

10.  From the vear 2000, most of the ERS members ready to retire will be
noncontributory members. Those who did not invest in a supplemantal retirement plan wil
find it difficult to live on their ERS pensions and, conseguently, may delay retirement for as
fong as possible or retire and ook for another job 1o supplement their pensions. The
piausibility of this scenario becomes stronger as the penalty for working under the sociai
security law is diminished and older workers are encouraged to continue working beyond
retirement age. If this occurs, there may not be as much of a drain of knowledgeable and
experienced empioyees from the workforce. Many empicyees are still uncertain about what
they wilt do and will not make a decision until they are eligible for retirement and can actually
calculate their pension allowances. I is still unclear whether or not a mass exodus of senior
employees will occur in the next ten years since there is no means of predicting how the
noncontributory system may impact on retirement decisions.

11. The low participation rates in the California, lowa, and Nevada phased retirement
programs attest to the need for comprehensive planning and discussion among the
employers, employees, and unions to ensure that ali are in agreement with the concept and
the terms of the program. However, the current mood among these parties in this State can
be described as "indifferent” as phased retirement addresses a probiem that is not of
significant priority today.

Before the Legisiature considers amending the retirement system law to facilitate the
implementation of a phased retirement program, the employers and the employees ang their
unicns should at least regard the program seriously enough to meet and confer on the
concept. A phased retirement program could not be successful without a consensus among
the parties on the program goals, objectives, and design. The degree of difficulty in
administering a phased retirement program may differ among occupational groups and
operational functions. Where employees work ¢n a shift basis, the scheduling of part-timers
may pose additional burdens on the supervisory personnsl. Where the phasing employee is a
supervisor or administrator, how is the rank and authority of that position handled? These
types of concerns are better addressed in labor-management rather than legislative forums.

12. Implementation of a phased retirement program at this time does not appear to ba
feasible or desirable. There does not appear 10 be a pressing need among employers or an
overwhelming desire among employess for a phased retirement program as embodied in the
Senate and House Resolutions. The interviews and surveys revealsd that there is very little
knowledge and experience among government officials, unions, and employses concerning
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PHASED RETIREMENT FOR PUBLIC EMPLOYEES

the concept of partial retirement and partial employment.  Any intergst in the program
observed by the Bureau appears to stem from "curiosity” rather than an actual need.

Recommendations

1. The Legislature should not implement a phased retirement program at this time. If
the Legisiature is concerned about losing knowledgeable and experienced personnel, it
shouid consider formaiizing the current practice of rehiring retirees who have special
knowledge and skills through a statewide faw which specifies the conditions under which the
hiring of retirees is permissible and requiring the employers to develop appropriate guidelines.
The phased retirement concept should be kept on the back burner, however, in the event that
the employers and unions collectively believe that the flexibility offered in phased retirement
may be needed by those employees who cannot afford to retire as soon as they are eligible
and who may not have special knowledge and skills that the appointing authority may contract
for on a temporary basis. Further consideration of phased retirement should be in the context
of a holistic approach to flexible work options where it is only one of many different options
designed to meet the needs of the changing workfcrce.

2. The Legislature should encourage and support the Department of Personnel
Services and the counties in stepping-up efforts to improve the retention of mid-carger
personnel since such retention will mitigate the ioss of knowledgeable and experienced
workers to the state and county workforce.

3. The Department of Personnel Services, in conjunction with the Employees’
Retirement System, should conduct a study on noncontributory members to ascertain the
extent to which these emgployees have been saving for their retirement. [f it is found that
many have not invested in supplemental retirement plans, there may be a need in the future
for partial retirement where employees can work part-time and draw partial pension.
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Appendix A

SR.NO. SO

SIXTEENTH LEGISLATURE, 1992
STATE OF HAWAII MAR 1 2 1582

T —

SENATE RESOLUTION

REQUESTING A STUDY ON THE FEASIBILITY OF IMPLEMENTING "PEASED
RETIREMENT" IN THE PUBLIC SECTOR.

— e

WEEREAS, the ability of the State and the counties to
provide high quality services to the general public bears a close
relationship to their ability to successfully compete with the
private sector for the most gqualified workers; and

WHEREAS, the demographics of Eawaii's work force, including
public employees, are rapidly changing; and

WHEZREAS, currently, twenty-eight percent of the public work
force is £fifry years or older; and

WEEREAS, traditicnally, retirement benefits have been one of
the strongest incenti-—es for persons to choose a career in the
public sector; and

WHEREAS, retirement serves the interests of all parties by
rewarding a worker for dedicated service and at the same time
providing opportunities for younger individuals to enter public
service or obtain tangible recognition for meritorious service;
and

WHEEREAS, there are at present few alternatives to
traditional retirement, and programs such as job-sharing have
achieved minimal success and do not really meet the needs of
persons nearing retirement age or contemplating early retirement;
and

WHEREAS, "phased retirement," under which an employee is
permitted to gradually reduce work hours and collect
appropriately adiusted retirement benefits, is an alternative
that has received the ungualified endorsement of the Civil
Service Reform Conference comprised of representatives of the
State, the counties, and public¢ employee unions; and

WHEREAS, "phased retirement” might have a desirable impact
on public employment by allowing older workers to phase out their

RFS589% SR SMA
53



S.R.NO. FoO

retirement & few years early, thus providing space at lower
levels for new employees to enter public service or for internal
premotions; and

WHEREAS, implementation of "phased retirement” would require
adjustment of civil service laws, rules, and policies and would
impact on various public agencies; and

WEEREAS, before adopting "phased retirement,” the
Legislature needs to know what impact it would have on the
gquality of public employment, including the ability of the State
and ccunties to attract and retain qualified employees and the
effect the program would have on eligible employees and their
empioying agencies; now, therefore,

BE IT RESOLVED by the Senate of the Sixteenth Legislature of
the State of Eawali, Regular Session of 1992, that the
Legislative Reference Bureau is reguested to study and report on
the feasibility and anticipated impact of implementing "phased
retirement” in the public sector; and

BE IT FURTEER RESOLVED that thé Bureau, in conducting this
study, is recuested to consult with the Personnel and Finance
Directors of the State and counties; appropriate representatives
of the Judiciary, the Employees' Retirement System, and the
Public Employees Health Fund; and the exclusive representatives
of Ccllective Bargaining Units (1) through (13}; and

BE IT FURTHER RESQOLVED that the study shall include
recommendations regarding the eligibility requirements, specific
opticns for reduced hours of work, participant responsibilities,
ané compensation and benefits that would be appropriate should
the program be implemented: and

BE IT FURTEER RESOLVED that the Legislative Reference Bureau
is requested to submit to the Legislature a report of findings
and eca# endations pursuant to this Resolution prior to the
convening of the Regular Sessicn ¢f 1993; and
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S.R.NO. SO

BE IT FURTEER RESOLVED that certified copies of this
Resolution be transmitted to the Personnel and Finance Directors
of the State and the counties; the Judiciary; the Employees'
Retirement System; the Public Employees Bealth Fund:; and the
exclusive representatives of Collective Bargaining Units (1)
through (13). »

QFFERED BY: J:\“\-)
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HOUSE OF REPRESENTATIVES H ' R ' N O 1 l -2 3

SIXTEENTH LEGISLATURE, 1992
STATE OF HAWAILL

HOUSE RESOLUTION

REQUESTING A STUDY TO DETERMINE THE FEASIEILITY AND IMPACT OF
ESTAELISEING A PEASED RETIREMENT PROGRAM FOR STATE AND
COUNTY EMPLOYEES.

WHEREAS, the state and county governments, as employers,
wish to attract and retain good employees so that they may better
serve the public; and

WHEREAS, in order to attract and retain such emplovees, the
erxrlovers must be provided with various methods to respond to the
needs of a work force whose demographics are changing; and

WHEREAS, as of today, twenty-eight percent of the State’s
civil service work force is fifty years o¢ld and above; and

WHEREAS, an arez that should be explored is to provide
additional alternatives to traditional retirement; and

WHEREAS, present alternatives to traditional retirement,
such as job-sharing programs, where an employee may share a full-
time pesition with another employee, have experienced minimal
participation and may not fully meet the needs of an employee who
is centenmplating retirement; and

WHEREAS, phased retirement, under which an employee may be
permitted fc gradually reduce his or her hours ¢f work and
ccllect addusted retirement benefits, is cne such alternative;
and

WHEREXZS, phasged retirement was identified as a priority item
at the Civil Service Reform Conference, where representatives
frcm the State, counties, and unions met to discuss ways to
improve the civil service system; and

WHEREAS, such a program would involve changes to various
state laws, rules, and policies and have an impact on various
agencies; now, therefore,

BE IT RESOLVED by the House of Representatives of the
Sixteenth Legislature of the State of Hawaii, Regular Session of
1882, that the Legislative Reference Bureau, in cocperation with
the heads of the personnel agencies ¢f the geparate political
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durisdictions, including the Judiciary, the Employees’ Retirement
System of the State of Hawall, the Public Employees Health Fund,
and the public sector unions, is requested to conduct a study to
determine the feasibility and impact of establishing & phased
retirement program; and

BE IT FURTEER RESCLVED that the study include: determining
eligibility requirements, specifying the options for reduced
hours o¢f work, determining the responsibilities ¢of the
participants, as well as compensation and benefits; and

BE IT FURTHER RESCLVED that the legislative Reference Bureau
submit its findings and recommendations to the Legislature at
least twenty days prior to the convening cof the Regular Session
of 19%3; and

BE IT FURTEER RESCLVED that certified copies of this
Resclution be transmitted to the lLegislative Reference Bureau,
the heads of the perscnnel agencies of each separate political
jurisdictien, including the Judiciary, the Employees’ Retirement
System Administrator, and the Health Fund Administrator.

OFFERED BY: Lofb— 2




Appendix C

Deering’s Annotated California Code

GOVERNMENT CODE ‘§ 19996.33

ARTICLE 1.7
Reduced Worktime for Partial Service Retirement

fAdded by Stats 1983 ch 1258 § 1.5, effective September 30, 1983, operative January 1, 1984.]

Secticn

199%6.30. Citation of anticie

19996.31. Legisiative intent

19996.32. Eligibility for parucipation

19996.33. “Reduced worktime for partial service retirement”

19596.34, Policy; Intent

19996.35. Filing grievance

19996.36. Counting employees for purposss of personne! ceiling

19996.37. Priority to permanent employees voluntarily reducing worktime; Elections

19996.38. Conflict with memorandum of understanding

19996.39. Proportionally reduced compensation; Benefits

19996.40. Report to Legisiature

§ 19996.30. Citation of article
This article shall be known and may be cited as the “Partial Service Retirement Act.”
Added Stats 1983 ch 1238 § 1.5, effective September 36, 1983, operative January 1, 1984,

§ 19996.31. Legislative infent

It is the intent of the Legisiature in adopting this articie to pursue the foliowing objectives:

(a) Te protact the fiseal soundness of the Public Employess” Retirement System,

(5} To increase the number and kinds of retirement options available 10 wembers of the system.

{c) To enhance the quality of service to the general public by retaining longer, on the average, the skill
and expertise of our most experienced public servants.

(d) To reduce insofar as possible by this indirect means the social costs attributable to inappropriate or
premature severance of connection with the labor market by retiress.

(¢) Tc conduct and disseminate studies determining the extent to which the concepts embodied in this
article are effective in achieving such ohjectives in hopes that, if successful, the program established under
this article may be useful as a guide for extension of the concept to other retirement systems, public and
private.

Added Stats 1983 ch 1258 § 1.5, effective September 30, 1983, operative January 1, 1984,

§ 19996.32. Eligibility for participation

Any state employes, or Jegislative employes, who is a state miscellaneous or industrial member working
standard hours on & full-time basis, other than a university member, of the Public Employees’ Retirement
System and who is eligible to retire pursiant to Section 20953 may elect to participate in reduced worktime
for partial service retirement pitrsuant to this article, provided that the participation may be modified only
pursuant to Section 19996.37.

Added Stats 1982 cb 1258 § 1.5, effective September 30, 1983, operative January 1, 1984; Amended Stats 1984 ch 268
§ 27.11, effective June 30, 1984, Amended Stats 1989 ch 752 sec 1.

Amendments:

1984 Amendment: Added *, or legisiative employee,”.

1989 Amendment: (1) Added “or industrial” after “miscellansous™; and (2) substituted “is eligible to retire pursuant w©
Section 20953" for “has attained the age of 62 years and is eligible to retire pursuant o Article ! {commencing with
Section 20950) of Chapter § of Part 3",

Cross References:

Partizl retiremment tor service status spon written apphcation: Gov C § 20953

Reduced service retirement allowance: Gov C § 21251.14

Basic or special death benefits: Gov C § 21360,

Monthly sllowance payabie upon death of member: Gov C § 21365.51

§ 19996.33, “Reduced worktime for partial service retirement™

“Reduced worktime for partial service retirement” means any arrangement of werktime agreesble to both
the appointing authority and the employee which aggregates no less, on & monthly basis, than 2 20 percent
reduction nor more than a 60 percent reduction from what would in that classification be considered full-
time employment, combined with the concurrent payment of proportionaily reduced compensation and
proportionally reduced retirement benefits. As used in this section, and Section 1999637, “appointing
authority” means, with respect to legisiative employees, the Joint Rules Committes, the Joint Legisiative
Budget Comrmittes, the Joint Legislative Andit Committee, the Senste Rules Committes, and the Assembly
Ruies Committee,

Added Stats 1983 ch 1258 § 1.5, effective September 30, 1983, operative January 1, 1984 Amended Stats 1984 ch 144
§ 129, ok 268 § 1712, effestive Fune 30, 1934,

Amendments:

1984 Amendment: Added the last sentence (As amended by Stats 1984, ch 268, compared to the section s it reed prior
w1984, This section was aisc amended by &n eariier chapter, ch 144, See Gov C § 5605)

Beginping is _29‘92, ‘
% Gov O} ftatice indicase chanpes or sdditons. * % * indicte omiskbons. 47
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§ 19996.34 GOVERNMENT CODE

§ 19996.34, Policy; Intent

Tt 15 the policy of the state that reduced worktime for partial service retirement shall be made available 10
siate employees and legislative emplovees eligible pursuant to Section 19996.32 who do not desire 1o work
standard working hours of a full-time basis. Further, it is the intent of the Lagislature that nothing in this
act shall be used to reduce the number of full-time equivalency positions authorized to any department.
Added Siats 1983 ch 1258 § 1.5, effective Sepiember 30, 1983, operative January 1, 1984; Amended Stats 1984 ch 268
§ 2713, effective June 30, 1984,

Amendments: o
1984 Amendment: Added “apd legislative emplovess™ in the first sentence.

§ 19996.35. Filing grievance

{a} Any employee who is being coerced, or who has been required, by the appointing powsr, a supervisor,
or another empioyee, to involuntanly reduce his or her worktime for partial service retirement contrary to
the intent of this article, or who has been unreasonably denied the right to participate in this program, may
file a grievance in accordance with either the applicable memorandum of understanding or rules znd
regulations of the department.

(b} Nothing in this article shall impair the employment or employment rights or benefits of any employee.
Added Stass 1983 ch 1258 § 1.5, effective September 30, 1981, operative January 1, 1984,

§ 19996.36,. Counting emplovees for purposes of personnel ceiling

In counting the number of employees any state agency empioys for purposes of any personnel ceiling, an
employee employed on a reduced worktime basis for partial service retirernent shall be counted as & fraction
which is determined by dividing 40 hours into the average number of hours that an employee works each
week.

Added Stats 1983 ch 1258 § 1.5, effective September 30, 1983, operative January 1, 1984,

§ 19996.37. Priority to permanent employess voluntarily reducing worktime; Elections

(a) A permanent state employee or legislative employes who voluntarily reduces his or her worktime for
partial service retirement purssant to this article shall, vpon reguest and subject to subdivision (b), be given
priority for returning to a full-time work schedule to the extent that such full-time work is avaiiable;
provided, that any employee who so voluntarily returns to full-time work shall be ineligible for five years
thereafier to again participate pursuant to this article. The appointing authority may regquire a participating
employee to return to full-time employment only ¥ a state of emergency has been declared pursuant to
Section 8558 which affects the area of the state in which the employee works.

{b) A state employee or a legislative employee who is participating pursuant to this article in reduced
worktime for partial service retirernent may: (1) elect only once in each fiscal year to further reduce his or
her worktime; (2) elect only once in five years 1o increase his or her worktime to another less than full-
time schedule.

Added Stats 1983 ch 1258 § 1.5, effective September 30, 1983, operative January 1, 1984; Amended Stats 1934 ch 268
§ 27.14, cffective June 30, 1984,

Amendprents:

1984 Amendment; (1} Substituted “state employee or legisiative employse™ for “employze” ini the first sentence of subd
(2}, and (23 added “or 2 legislative employes™ in subd (b).

Cross References:

Status of participant in partial service retirement: Gov C § 20013.6

Participant in partial service retirement not excluded from retirement system: Gov C § 20334,

Reinstatement from partial retirement: Gov  § 21100.5

Pensions for members reinstated from partial service retirement: Gov C § 21251.15

§ 1999638, Conflict with memorandum of understanding

If the provisions of this article are in confiict with the provisions of 8 memorandum of understanding
reached pursuant to Section 3517.5, the memorandum of understanding shall be controlling without further
legislative action, except that if such provisions of a memorandum of understanding require the expenditure
of funds, the provisions shall not become effective unless approved by the Legislature in the annual Budget
Act.

Added Stats 1983 ch 1258 § 1.5, effective September 30, 1983, operative January I, 1984,

§ 19996.39. Proportionally reduced compensation; Benefits

Afl persons employed in reduced worktime positions for partial service retirement pursuant t this article,
shall receive proportionally reduced compensation and, on 2 pro rata basis, except for benefits provided
under the Public Employees” Medical and Hospital Care Act, the State Employees’ Dental Care Act, and
the California Dental Service program, all benefits customarily available to full-time empioyees of state
agencies in similar classes or positions. With regard 1o benefits provided under the Public Employees'
Medical and Hospital Care Aet, persons employed in reduced worktime positions for partial service
retirement shall receive the same benefits as are provided by law for employees under the same
eircumstances who are employed, full time. The department may, for purposes of administrative efficiency,
treat the class of partially retired employess as fully employed with respect 1o health care benefits, provided
that such administrative treatment does not impair the level of benefits 1o which the class would be entitied
if treated administratively another way,

Added Siats 1983 c¢h 1258 § 1.5, effective September 30, 1983, operative Japuary 1, 1984 Amended Stats 1984 oh 268
§ 27.15, effective June 30, 1984,

Beginning i 1992,
g8 iy tndicate changes or additions, * * * indicate amissions. {6 o T
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GOVERNMENT CODE § 19997.6

Amendments:

1984 Amendment: Substituted *, the State Employess’ Dental Care Act, and the California Dental Service program,” for
"and the State Employees Dental Care Act™ in the first sentence.

§ 19996.40. Report to Legislature

The department, in cooperation with the Public Employess' Retirement System, shall prepare and submit
to the Legslature, for referral to the appropriate policy and fiscal commitizes of each house, a report by
June 30 of the calendar year after this article becotnes effective, and a follow-up report by June 30, of every
even-numbered year thereafier. Such reports shall include, but not be limited to, the following:

(#) The extent that reduced worktime programs for partial service retirement are in use.

(b) The cost efflectiveness of reduced worktime programs for partial service retirement.

(¢} The actuarial impact of reduced worktime programs for partial service retirement.

(d) Recommendations on continuaticn of reduced worktime programs for partial service retitement and

suggesied statutory changes.
Added Stats 1983 ch 1258 § 1.5, effective Seprember 30, 1933, operative January 1, 1984,
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Appendix D

L 50,
8+'" rmargs Deukmelian, Governct

TO: PERSONNEL MANAGEMENT LIAISONS REFERENCE CODE: MM 90-02
EFFECTIVE DATE: September 24, 1989
EXPIRATION DATE: Indefinice
DATE OF 1SSUE: March: 20, 1990

THIS MEMORANDUM SHOULD BE DPISTRIBUTED TO:

Personnel Offlcers
Employee Relations Officers

THIS MEMORANDUM SUPERCEDES MMEB-21

SUBJECT: Adminiscrative Guideline for Paveial Service Retivement {Covern-
ment Code Sections 19996.30-19996,40)

This memorandum updates the Administracvive Guidelines for the Partial
Service Recirement Act (PSRA) originally {ssucd January 1, 1984, aAssembly
Bil1l 2363 amended Section 19994.32 of the Government Code, revising the age
and service eligibilicy requirements and providing fer State induscrial
recirement members te participate In the PSRA program.

The PSRA program offers voluntary partial service recirement to eligible
employees where feassible. PSRA employees are considered Lo be "sctive”
employecs with 8 reduced time base. The appointing authority has the
discretion to approve or deny an employee’'s reguest to reduce their werktime
for parcial service retirement,

FlexElect, the cafeteria benefict plan administered by the Department of
Personnel Administration (DPA) has been asdded to the list of benefics for
which the PSRA parcicipancs are eligible. PSRA cmployees’' benefits are the
same as allowed for full-time permanent employees.

The following guidelines apply to all permanent full-time employees excluded
from collecrive bargaining. Refer to cthe Memoranda of Understanding (MOU)
for represenced employees before applying these guidelines., Where provi-
sions of this law are in conflict with the provisions of an MOU reached
pursuant to Section 3317.5, the MOU shall be controlling.

If you have any guestions regarding this memorandum, please contact
Elizaberh Houser at {916) 124-0446, ATSS 454-0446,

7 ek

Frank Tanaka, Seniocr Sectlon Manager
lassification and Compensation Division

Attachment

DEPARTMENT OF PERSONNEL ADMINISTRATION
Manapement Memorandurr
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ADMINISTRATIVE CUIDELINES FCR THE

PARTIAL SERVICE RETIREMENT ACT

SB 922, Chapter 1258, Stats of 1983 enacted the Partial Service Retirement
Act {PSRA}. The Act allows certain employees te reduce thelr work time, on
a monthly basis, from net less than 20 percent to nor more than 60 percent
and also receive a partial retirement allowance. The Depariment of Person-
nel Administration (DPA) has the administrative responsibilicty for the PSRA;
however, each appointing power has the discretion te consider and approve
requests for employee participation in the PSRA to the extent thal necessary
work at the department will continue to be performed.

The following information is provided to explain the policy, eligibilicy
criceria, employee benefits and program restrictions contalned in the PSRA.

I. ELIGIBILITY CRITERIA

Full time State miscellaneous or industrial employves arve eligible to
request particlpation 1f they are:

A Credited with at least 20 years of state service and are either:
1. in the Firsc Tier retirement plan with an attalned age of 50
years or
Z. in the Second Tier retirement plan with an attained age of
55 years.
OR
B. Have the requlired years of service with the necessary attained

age for retirement under the First Tler or the Second Tier and
the sum of his/her age, when added to his/her service, equals or
exceeds 65 years, To qualify under this pattern the employee
must meet the minimum age and service credit requirements under
the applicable recirement plan. Under the First Tier plan the
minfmwn age 1s 50 and the minimum service credio is five years,
Under the Second Tier retirement plan the minimum sge is 55 and
the minimum service credit is ten years. (For example an aged 60
employee with 10 years of service would qualify under this
patrtern; however, an aged 45 employee with 20 years of service
would por qualify,)

Employees are por ellgible to particlpare [f:
1, They are employed by the Universicy of California.

2, They are classified as State safety or patrol members.
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IT.

111,

CHANGCE IN FRACTIORAL TIME BASE

The following are restrictions to chanpges In time base and must bLe
approved by the appolinting power:

A fractional time base can be further veduced once each fiscal
year.

A fractional time base can be increased once each five vears.

Employecs who receive department upproval to veluntarily return
to full time are ineligible to participate in the PSRA for five
vears. Participants can be required to return to full-time
employment by the eppointing power enly {f s state of emergency
i1s declared pursuant to Governmnent Code Section 8558 that affectsy
the area of the State in which the employee works,

EMPLOYEE BENEFITS

i

Employees participating in PSRA arc not considered "retired” unti]
they elect full revirement., Thercfore, beneflics are earned {n the
following manner:

HEALTH AND DEWNTAL BENEFITS: All participants, regardless of
fractional rime base are entitled to the same health and dental
benefits as ere provided by law for employees under the same
circumstances who are employved full tlue.

FLEXELECT BENEFITS: All participants, repardless of fractional
time base are eligible ro parcticipate in the FlexElect cafeteria
benefits program as provided by law for employees under the same
circumstances who are employed full time.

HOLIDAYS (includes Personal Hollday):

1. Compensation is the proportionate amount of the work day
based on time base. For example: & half-time employee
would receive four hours cempensation for each holiday in
the pay perlod.

2, Holiday credit for holidoys falllng on nonwork days is
eredited as excess hours; excess Time must be supplemented
for hollidays falling on an eight-hour werk day.

LIFE INSURANCE: The life insurance benefit {s provided to
employees who are members of PERS regardless of time base.

INDUSTRIAL DISABILITY LEAVE (IDL): Participsnts are eiigible for
1Dl regardless of thelr fractional time base.

NONTHDUSTRIAL DISABILITY INSURANCE (NDI): Particlpants are
eligible for NDI regardless of thelr fractional time base.
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Iv.

v,

MERIT AND SPECIAL IN-GRADE SALARY ADJUSTMENTS (MSA AND S515a):
Participants are elipible to receive a prorated amount of the MSA
or S51SA after completion of the required six or twelve months of
continuous service.

$ICK LEAVE: Sick leave is credited on a8 prorated basis on the
first day of the monthly pay period following completion of a
qualifying month; for example, & half-time employee receives four
hours sick leave credit each month,.

RETIREMENT CONTRIBUTIONS: Employees coordinated with Social
Security will continue to pay 5 percent of their total! monthly
salary in excess of $513.00 per month. Employees who are not
coordinated with Social Security will continue to pay & percent
of thelr total monthly salary in excess of §317.00 per month.

SERVICE RETIREMENT CREDIT: Service credlts are accumulated until
they equal one month of full-ctime service. for example, employces
working half-time (50 percent) must work two months to earn one
month of full-time service.

VACATION: Vacation is credited on pro rata basls on the [irst
day of the monthly pay period following & qualifying pay period.
For example, a half-time employee recelves half of the hours of
credit allowed per vacation group.

NOTE: Where provisions of this law are in conflict with the
provisions of a Memorandum of Understanding (MOU) reached
pursuant to Covernment Code Sectlon 3517.5, the MOU shall be
controlling.

METHOD OF PAYMENT

Partlicipants will recelve two warrants, onc warrant represents the
vetirement allowance and is issued from PERS., Retirement allowances
are recalculated only when the employee has a change in time base or
applies for service retirement,

The second warrant represents the corresponding portion of the full-
time monthly rate for the employee’s classification; participants are
taxed on the earned Income portion of the fractional time base; any
taxes and all payrcll deductions will be tvaken from this warrant, It
is the employee's responsibility to ensure there is enough net income
to cover any deductions,

EMPLOYEE STATUS

A Extension of probationary periods that may be required because of
the reduction of worktime feature must comply with State Person-
nel Board (SPB) Rule 3Z1.



B. Order of Layoff - Participants cannot routinely be subject to
layoff ahead of full-time employees; however, they are subject to
the same seniority and ether layoff considevations as full-time
employees in determining the order of layoflf.

C. Promotional Opportunities - Employees may compete in promotional
examinations for which they qualify; however, promoticnal oppor-
tunities could be affected {f employees limit themselves te part-
time eligibility in the exam,

D. Earned Income Credit - Employecs i{n this program that reduce
their gross income enough to qualify for Earned Income Credit
should contact the State Controller.

VI. APPLICATION

An application Form DPA-062 (Applicarion for Partial Service Retive-
ment} should be used by employees who have departmental approval for
participation. To ensure that the retirement allowance Is issued
concurrent with the firsc warrant reflecting the fractional time base,
employees should allow 45 to 60 davys for PERS to process the retirve-
ment application.

L]
™
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Ducrtumat gf Pariwnasl Agninigtraties

PRRTIAL SERYICE RITIREMENT APPLICATION
PraeGL? Lif¥)

APPLICAHTS SHIULD SUBHIT THIS FORM YO THE PUBLIC IWPIDYEES RETIRDIENT SYSTEM 4% DAYS BEFORE PARTIAL RETIREMENT 1§ 1O
BEGIN, PAMTIAL RETIRDMERT MUST BEGIN O THE 18T DAY OF A PAY PERI(D,

To:

BENEFITS DIVISION

PUBLIC EMPLOYEES RETIREMENT BYSTEM
P. Q. BOX 9427}1

BACRAMENTO, CA 94228-2711

$ HEREBY ELECT TO PARTICIPATE (M PARTIAL SERVICE RIVIRDMEWNT AS FOLLOWS:

1.

.

-

.

¥

SOCIAL SECURITY WNUMBER: 2. BIRTHDAY;

MONTH DAY YEAR

WML 4, HOME TELEMONE: o }
FiRST wIDDLE LAST

wORK TELEPHOIE : H

STREET/P. ©. BOX

oiry STATE P CO0E

ATTION | A TAKING {COMPLETE ONLY OME. A, B, OR C}
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Appendix E

Code of Iowa

78.30 Establishment of phased retirement
program.

There is established a voluntary employee phased
retirement incentive program {or full-time state em-
ployees who are at least sixty years of age ard have
completed at least twenty years as full-time stste
employees,

The phased retirement incentive program is a re-
tirement system for purposes of section 20.9, but is
not retirement for purposes of chapter 97A, 97B, or
602 or for the employees who are members of the
teechers insurance annuily association-college re-
tirement equity fund.

84 Acts, ch 1180, §i

79,31 Eligibility.

The phased retirement incentive program requires
that participants work & maximum of thirty-two
hours per week and a minimum of twenty hours per
week {or the first year after entering the program.
After the fourth year of participation in the program,
participants shall work g maximum of twenty hours
per week,

84 Acts, ch 1180, §2

78.32 Phased retirement program.

The phased retirement incentive program is a vol-
untary program that provides that an empioyes may
participate in the program for not more than five
vears and provides for the {ollowing:

i. Payment of a salary based upon the partici-
pant’s salary on a full-1ime basis reduced proportion-
ally by the number of hours of employment plus ten
percent of the budgeted full-time salary. A partici-
pant is eligible for cost of living increases granted to
sll state employees.

2. Continuation of eligibility by the participant
for membership in the state fife insurance program
with continuation of state payments at the rate paid
for full-time employees.

3. Continuation of eligibility by the participant
for membership in the state health or medical insur-
ance program and continuation of siate paymenis at
the rate paid for full-time employees,

4. Continustion of membership in the state em-
plovees disability insurance program. During the
five-year period, monthly earnings of the employee
for purposes of the disability insurance program
ennal the mavahiv earnines as if the particinan? were
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5. Accrual of vacation and sick jeave based upon
section 7G.1 as it applies to part-time employees.
B4 Acts, ch 1180, §3

79.33 Participation plan.

A state employee meeting the requirements of sec-
tion 79.31 may file a request to participate in the pro-
gram with the head of the employee's stale
department, agency, or commission. The employee
shall specify the number of hours per week the em-
pioyee intends to work for each of the five years of
participation. Participation in the program is depen-
dent upon the approval of the head of the depart-
ment, agency, or commission. The cost to the state
department, agency, or commission shall be paid
fram the funds appropriated to the department,
agency, or comnmission for salaries, support, mainte.
nance, and miscellaneous purposes.

Ar employee who participates in the program is
not eligible to return to state employment as a per-
manent full-time employee. Once an employee re-
duces the employee's hours of participation, that
employee shall not subsequently increase the hours
of participation.

B4 Acis, ch 1180, §4

78.34 Appropriation.

Annually after June 30 of each fiscal year, the de-
partment of personnel shall deterrsine the cost dur-
ing the preceding fiscal year to the lowa public
employees’ retirement fund of participation of state
employees in the phased retirement program. Annu-
aily, there is appropriated from the general fund of
the state to the lowa public employees’ retirement
fund an amount sufficient {o reimburse the retire-
ment fund for the costs of the phased retirement
program.

84 Acts, ch 1180, §5

79.35 and 79.36. Reserved.

78.37 Caollective bargaining sgreements.
Administrative rules adopted by the director of
the department of personnel pursusnt to this chap-
ter shall not supersede provisions of collective bat-
gaining agreements negotiated under chapter 20.
86 Acts, ch 1245, §240
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Administrative Rules
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CHAPTER 8

APPOINTMENTS
(Effective 12/10/86)

581—8.1(19A}) Filling vacancies. Unless otherwise provided for in these rules or the lowa
Code, the filling of all vacancies in the state personnel system shall be subject to the provi-
sions of these rules. Mo vacant position in the execulive branch shall be [illed unti] the posi-
tion has been classified in accordance with lowa Code chapter 19A and these rules.

An employee who has participated in the phased retirement program shall not be eligible
for permanent employment for hours in excess of those worked at the time of retirement. An
empioyee who has participated in the early retirement or early termination program shall not
be eligible for any state employment.

A person who has served as a conunissioner or board member of a regulatory agency shall
not be eligibie for employment with that agency until two years after termination of the
appomtment.

581--8.2(19A) Probationary appointment. Probationary appointments may be made only
to authorized and established positions unless these rules provide otherwise. Appointments
to positions covered by merit system provisions shall be made in accordance with Chapter 7
when apphicable.

§81—8.3{19A) Project appuintment. The director may approve z project appointment to
an unauthorized position when a particular job, project, grant, contract, or other employ-
ment situation is of limited duration or funding, provided funds are available. Certification
shall be in accordance with $81—Chapter 7 when applicable. Persons hired shali be given
cither probationary, intermilient, statutory, temporary, of parmanent status according to the
provisions of these rules and shall be subject 1o these rules and acquire benelits in accordance
with the status assigned. The initial appoinunent of an individual 10 any one particuiar project
will be approved for no more than one year. The director may extend the appointment. At
the expiration of (he appointment an employce with perinanent stafus may be transferred,
demoied, or promoted (0 an established position or to another project appointiment. Other-
wise, an employce covered by imerit system provisions shall be subject to a reduction in force;
an employee not covered by merit sysiem provisions shall be terminated,

581—K.4(19A) Provisional appointment. I[ the director is unable 1o certify the names of
at least six available applicants from a nonpromotional eligible list for a position covered by
merlit system provisions, an appointing authority may provisienally appoint a person who meets
the minimum qualifications for the class to fill the position pending the person’s examination,
certification and appointment from a nonpromotional eligible list.

No provisional probationary appointment shall be continued for more than 30 calendar days
after an adequate eligible list has been established, nor for more than a2 total of 180 calendar
days after the date of original appointment. No provisional intermittent appointment shall
be continued for more than 30 calendar days after an adequate eligible list has been estab-
lished, nor for more than a total of 120 calendar days after the date of appoiniment.

Successive provisional appointments shall not be permitted. An employee with provisional
status shall not be eligible for promotion, demotion, transfer, or reinstatement 10 any posi-
tion nor have reduction in foree or appeal rights, but provisional probationary employees shall
be eligible for vacation and sick leave and other empioyee benefits.

An employee shall receive credit for time spent in provisional status toward the period of
probationary status.

581--8.5(19A) Intermitfent appointment, Where the scheduling of work requires the sery-
ices of an employee(s} on an intermittent basis, selection shall be made in accordance with

subrule 7.3{2) when applicable.
An intermittent appointment may be made to established intermittent positions or to per-
manent positions, or on an overiap basis (0 unauthorized positions.
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Arn intermitient appointment shall not exceed 700 work hours in a fscal year. Hours
worked in noncontract classes during the period provided for seasonal appointment in rule
SE1—8.11{19A) shall not accumulate toward this 700-hour maximum, If appointed to a class
requiring certification from an  eligible list, intermittent employcss may continue
to work without recertification in the same class, under the same certification conditions for
the same appointing authority in succeeding years, Failure of ar appointee to work during
any succeeding year shall require recertification for appointment if the posilion is covered by
merit system provisions.

Where intermittent service immediately precedes a probationary appoiniment in the same
ciass in the same agency in which the intermittent service was performed, the current intermit-
tent service shall constitute 4 part of the probationary period and shall be credited to 2 maxi-
mum of 120 calendar days. Otherwise, intermitient service shall not be credited (oward the
probationary period. When intermittent service is credited toward the probationary period,
vacation and sick leave shall be given retroactively based on the number of hours worked dur-
ing the 120 calendar day period immediately preceding the probationary appointment. An
intermittent employee may be given a probationary appointiment in the same class, agency
and location, and under the same certification conditions without recertification.

The acceptance or refusal of an intermittent appointment shall not affect an applicant’s
standing on an eligible list nor eligibility for a probationary appointment. An intermittent
employee shall not be cligible (or any right of appeal, transfer, demotion, promotjon, rein-
statement, or other rights of position, nor be entitled to vacation, sick leave, or other benefits.

An intermittent employee in a contract class shall only be given another temporary type
of appointment to the extent that the total number of hours worked in ali temporary appoint-
ments in 2 {iscal year does not exceed 700, Prior to accruing 700 hours worked, the employee
shall either be given a probationary of permanent appointment, given a temporary appoint-
ment in 2 noncontract elass, or terminated.

581--8.6(19A) Reinsteiemenl. A {ormer permanent employee who separated for other than
just cause may be reinstaled with permanent, probationary, or intermittent slatus to any
class for which qualified at the discretion of an appointing authority, Reinstatement shall
not require certification from a list of eligibles. The period of reinstatement eligibility shail
be equal to the period of continuous state employment immediately prior to the employee’s
separation, 1o & maximum of two years. A {ormer permanent employes who is reinstated with
intermittent status shall continue to be eligible for reinstatemant with probationary or perma-
nent status during the balance of the original reinstatement period. Current employees are
not eligible for reinstatement,

An employee who has participated in the phased retirement program shall not be eligible
{or reinstatement (o petmanent employment for hours in excess of those worked at the time
of retirement. An employes who has participated in the early retirement or early termination
program shall not be eligible for reinstatement to any state employment.

A permanent employee occupying a position covered by merit system provisions that has
been changed to be not covered by merit system provisions shall be eligible {or reinstatement
to a merit system covered position while in the position not covered and for a period equal
to the period of the continuous state employment, not to exceed two {2) years, foliowing
separation from the position for other than just cause,

A permanent employes who demotes may at any time be reinstated to a position in the class
occupied prior to the demotion at the discretion of the appointing authority. Reinstatement
shall not require promotionsal certification from a [isi of eligibles. The employes shail be paid
in accordance with the rules on promotion in subrule 4,5(4).

5518 7(19A) Emergency sppoiniment. An appointing authority may make an emergency
appointment of & person 10 an unauthorized position without regard to other provisions of
these rules governing certification and selection. An employes with emergency status shall
work no more than 350 hours for any or all states agencies during a fiscal year. Hours worked
in noncontract classes during the period provided for seasonal empioyment in rule
5818 H{19A) shall not actumaulale toward this 350-hour maximum. An emergency employee
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CHAPTER {1
SEPARATIONS, DISCIPLINARY ACTIONS
AND REDPUCTIQN IN FORCE

581—11.1(19A) Separations.

11.1(1) Resignation, retiremeni, phased retirement, early retirement, or eurly termination,

a. To resign or retire in good sianding an employee must give the appointing authority at
jeast 14 calenduar days’ prior notice unless the appoiniing authority agrees to a shorier
period. A written notice of resignation or retirement shall be given by the empioyee 10 the
appointing authority, with a copy forwarded 3o the director by the appointing authority at
the same time. An employee who fails to give this prior notice may, at the request of the
appointing authority, be barred from certification or appointment t0 that agency for a period
of up to two yeurs, Resignation or retirement shall not be subject to appeal under Chapter
12 unless it is alieged that it was submitied under duress.

Empioyees who are absent from duty for three consecutive workdays without proper authori-
zation from the appointing authority may be considered (o have veiuntarily terminated
empioyment. The appointing authority shall notify the emiployee by regisiered letter {return
receipt requested) that they must return to work within two workdays foliowing receipt of
the notification or be removed from the payroll. If the appointing authority recéives notice
from the U.S. post office that the letter was undeliverable, the employee may be removed from
the payroll five days following receipt of that notice. The appointing authority shall consider
requests to review circumstances.

b, A full-time employee who is at least 60 years of age and who has completed at least 20
years a&$ a full-time employee may, with approval of the appointing authority, pariicipate in
the phased retirement program. The request for participation shall speci{y the number of hours
per week the empioyee intends 1o work for each year of the program.

Participants shall be in pay status a maximum of 32 hours per week and 2 minimum of
20 hours per week during the first four years in the program. Afier the completion of four
years in the program, participants shall be in pay status a maximum of 20 hours per week.
An employee may not increase the number of hours in pay status once a reduction has been
made. An employee may participate for a maximum of five years in the program.

An employee participating in the phased retirement program shali receive holiday pay and
accrue vacalion and sick leave on a pro rata basis in accordance with the number of hours
in pay status in the pay period. During the period of participation in the program, all other
benefits shall be commensurate with full-time employment.

Participation in the phased retirement prograrm shall serve as a written notice of intent to
retire on the date specified in the agreement uniess the employee retires, resigns, is discharged,
or receives Jong-term disability prior 1o that date. Participants are eligibile to elect early retire-
ment or carly termination incentives in lieu of completing the phased retirement agreement.

An employee who participates in the phased retirement progran: shall not be eligible to return
1o permanent employment for hours in excess of those worked at the time of retirement,

¢. Employees who received eariy retirement or early termination incentives provided by the
1986 lowa Acts, Senate File 2242, shall not be eligibie for further state employment.

d. Separation from employment for purposes of induction into military service shall be in
accordance with subrules 14.6(2) and 14.9(2).

e. A person who has served as a cormunissioner or board member of a regulatory agency
shall not be eligible for employment with that agency until two years alter termination of the
appointment.

11.42)  Expirasion of appointmen:, When an employee iy separated upon the expiration
of an appeiniment of limited duration, the appointing authority shall immediately report the
separation to the department on forms prescribed by the divector.



Appendix F

Nevada Revised Statutes

286.477 Credit for part-time employment; loss of credit.

1. Except as otherwise required as a result of NRS 286.537, an employee
may receive full service crednt for part-time employment if:

(2} The employce and his employer enter into 2n agreement covering his
part-time employment and the agreement is approved by the board;

{b) The employee will have reached the age and completed the years of
scrvice necessary for retirement, without actuarial reduction of his benefi, at
the expiration of the term of the agreement;

{c} The employee works haif time or more, but less than full time, accord-
ing to the regular schecdule established by the employer for his position;

(d) The employee and the employer make contributions equal to the lesser
of:

(1) The amount which a person serving on 2 full-time basis in the
position would contribute and which his employer would contribute for him;
or

(2) The amount which the emplovee and employer contributed during
the last 12 months of the employee’s full-time employment, adjusted to
include increases to offset higher costs of living provided to similarly situated
emplovees of the same public emplover;

(e} Employment ends on or before the fifth anniversary of the day on
which the agreement became effective; and

(f The employee agrees in writing 1o the forfeiture of credit provided in
subsection 2.

2. An employee loses all service credit which he did not earn by actual
work and which has accrued pursuant 1o this section if he:

(a} Returns to full-time empioyment in the service of any pubiic emplover
at any time afler beginning part-time work under the agreement, except for
full-time employment as an elected public officer as a resuit of appointment to
an elective office.

(b} Continues in his part-time empiovment beyond the fifth anniversary of
the day on which the agreement became effective.

(Added to NRS by 1979, 495; A 1981, 452; 1983, 481; 1991, 2363)



Appendix G

,’T EMPLOYEES RETIREMENT SYSTEM

PLAN STATEMENT

@;

Table 1

Provisions of Noncontributory and Contributory Benefit Plans

Employee Contributions

Normal Retirement
Eligibility .......... e

Benefit ... .. ... ... . ... ...

Early Retirement
Eligibilisy ..o is

Benefit ... .. .. i

Deferred Vesting
Eligibiliny................ 0.

Bemefit ... ... ... ...

Ordinary Disability
Eligibdlity ...

Benmefit ... . ... ...

Service-Connected Disability
Eligibility.. ...

Beneflit ... ... ... IR

Noncentributory Plan

No employee contributions

Age 62 & 10 years service OR
Age 55 & 30 years service

1Y% of average final compensa-
tion times years of service (Aver-
age final compensation or AFC
is an average of the highest
salaries during any three years
of credited service, excluding any
salary paid in lieu of vacation
or if System membership oc-
curred prior to I/1/71, AFC
may be an average of the highest
salaries during any five years of
credited service including any
salary paid in lies of vacation.)

Age 55 & 20 vears service

Normal benefit reduced 667 per
year under age 62

10 years service

Accrued normal benefit payabie
at age 65

10 years service

Accrued normal benefit

Any age or service

Accrued normal benefir, but
not less than 15% AFC
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Contributory Plan

7.8 of salary

Age 55 & S vears service

26 of average final compensa-
tion times yvears of service {Aver-
age final compensation or AFC
is an average of the highest
salaries during any three years
of credited service, excluding any
salary paid in Hieu of vacation
or if System membership oc-
curred prior to 1/1/71, AFC
may be an average of the highest
salaries during anv fivg years of
credited service including any
salary paid in lieu of vacation)

Any age & 25 years service

Normal benefit reduced $G per
vear under age 55 plus 44 per
vear under age 50

5 years service and contribu-
tions left in the Svstem

Accrued normal benefit pavable
at age 55

10 years service

13%% AFC for each full year of
service with a minimum of 306
AFC

Any age or service

Totally diszbled: lifetime pension
of 66-2/3¢ AFC plus annuity
Occupationally disabled: same
benefit (66-27/3¢ pension +
annuity} paid for 3 years and
then pension is reduced to
331739 AFC



PLAN STATEMENT

Table 1 {Continued)

QGrdinary Death
Eligibility

Benefit

Active employee at time of death
with at ieast [0 years of service

Surviving spouse and dependent

Active emplovee at time of death
with at ieast | vear of servige

Lump sum pavment of member's

accumulated contribution plus a
percentage of final vear's salary
Option 2 benefit if eligible for
retirement and one beneficiary
designated or Option 3 benefit if
not eligible for retirement, credited
with 10 vears of service and one
beneficiary designated

children receive pension equal to
a percentage of member’s ac-
crued normal benefit

Service-Connected Death
Eligibility
Benefit Surviving spouse and dependent
children receive pension equal to
a percentage of member’s accrued
normal benefit. based on mini-
mum accrued normal benefit of
[5¢ AFS

Any age or service Any age or service

Lump sum pavment of member's
accumulated contributions, plus
pension of 506 AFS to surviv-
ing spouse. dependent children
or dependent parents

The contributory plan provisions summarized above apply to teachers and most general employees
covered by that plan. Special provisions applicabie to certain groups of employees covered by the contributory
plan are cutlined below:

A) Police officers. firefighters. corrections officers, investigators of the Department of the Prosecuting
Attorney and the Attorney General. and narcoticenforcement investigators contribute [ 2,26 of their monthly
salary tothe System instead of 7.8%. These members may retire atage $5 with 10 years of service oratany age
with 25 vears of service and receive a retirement benefit of 2145 of average final compensation (AFC) for each
vear of such service up to 2 maximum of 806 AFC, provided the last 5 years is service in any of these
gccupations,

B) Judges and elected officers may retire at age 55 with at least 5 years of credited service eratany age
with at feast [0 years of credited service and receive a pension of 3% of AFC for cach vear of such servige
plus an annuily provided by contributions aliocable to the period of such service. This benefit cannot exceed
15¢ of the AFC,

C) Sewer waorkers in specified classifications who are members of either the contributery or
noncontributory plan, may retire atany age and receive an unreduced normal benefitif they are credited with
25 vears of such service with the last § or more years in the eligible classification.

Post Retirement Benefit
Every retirant’s basic retirement allowance is increased by 2% % on each July | following the calendar

vear of retirement. This camulative benefit is not compounded and increases each year by 214% of the basic
retirenent allowance without maximum limitation {216 of the basic retirement allowance the first vear, 3G
the second vear, 7145 the third vear, ¢1c.).

Taxation of Benefits
Rerirement benefits are subjeet to Federal income taxes butare exempt from Hawaii State income taxes.

Arrangements to initiate voluntary withholding of Federal income tax can be made at retirement.
The Retirement System also provides a 1099-R tax form on or before Janaury 31 of each year that enables
retirees to file thewr Federal income tax returns for the preceding year.



‘}EMPLOYEES' RETIREMENT SYSTEM PLAN STATEMENT
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Additional Benefits Available to Retired Members

Retirants are alsceligible for health and life insurance benefits [rom the Hawail Public Emplovees Health
Fund(Health Fund). Retirants credited with at leastten years of service. excluding sick leave credit qualify for
free medical insurance premiums: however, retirants with less than ten years must assume a portion of the
monthly premiums. Effective Julv 1. 1989, all disability retirants who retired after June 30, 1984 wath less than
10 vears of service also qualify for free medical insurance premiums. Free life insurance coverage and dental
coverage for dependents under age |9 are aiso available. Retiranis covered by the medical portion (Part B) of
Medicare are eligible to receive a reimbursement of the basic medicai coverage premiums if an application s
filed with the Health Fund Office.

An update of benefiis should be obiained from the Health Fund Office prior to retirement in the event
changes have occurred.

Applying for Benefits
A member must {ile a service retirement application with the Retirement System no less than 30 davs but

not more than 90 davs prior to the effective date of retirement. Once the application has been filed. cancellation
prior tothe effecrive date of retirement is permitted; however, the law requires mandatory retirement upon the
thirg application. Members residing on the neighborislands may obtain retirement appiication{orms from the
Department of Budget & Finance at the following locations:

Hawail District Office
101 Aupuni Street. Suite 203
Hiio. Hawaii 96720

Maui District Office
State Office Bidg.. No. 2
2264 Aupuni Street
Wailuku, Hawail 96793

Kauai Disirict Office
4829 liwt Read
Kapaa, Hawaii 96746

Counseling Service
Tt is the policy of the Retirement System to render every possible service to its members: however, as

thousands of inquiries are received and answered annually, in addition to the actual processing of claims and
benefits, present staff and facility appropriations restrict this activity 1o attending to the needs of members
whose immediate welfare is dependent upon the prompt settlement of benefits. As such., members without
serious intention of immediate retirement but who are interested in determining their benefit status. should
contact the Retirement System {or the worksheets and tables that will enable them to do their own calcu-
lations. Members who are definite about retirement should contact the Retirement System to request formal
estimates of their retirement benefits,

RETIREMENT OPTIONS
CONTRIBUTORY PLAN

MAXIMUM ALLOWANCE: The member receives a lifetime maximum allowance and at death, the
difference between the value of the member’s contributions at the time of retirement and the retirement
aliowance paid prior to death, as wel as the prorated amount {rom the iast payment vp 10 and including the
date of death, are paid to the designated beneficiary(ies) or estate.

OPTHON ONE: The member receives a reduced lifetime aliowance based on age and at death, the difference
between the initial insurance reserve and the retivement aliowance paid prior to death is paid to the designated
beneficiary{ies) or estate.

Source:  Martin E. Segal Company, Inc., Report of the Board of Trustees on the Sixty-Sixth
Annual Actuarial Valustion as of June 30, 1991, 16-18,
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Prepared by V.P. for

Administration
UNIVERSITY OF HAWAII
Marcn 1983
Revised October 1986
EXECUTIVE POLICY ~ ADMINISTRATION
P _1 of 2
E9.204 Incentive Early Retirement
I. Introduction
This Executive Policy implements Section 8-13c,
Incentive Early Retirement, of the Board of Regents
Bylaws and Policies and provides the guidelines
necessary for administrators to consider, review and
process, agreements to participate in the Incentive
Early Retirement Plan.
II. Objectives
To establish systemwide guidelines to administer
the Incentive Early Retirement Program.
III. Guidelines

Guidelines for Incentive Early Retirement (IER)
appointments shall be as follows:

A. All Board of Regents appointees, who are eligible
for retirement under existing Hawaii State
Employees Retirement Systen rules, may
participate in the University IER program.

B. Participation in the University IER program is
voluntary for eligible employees.

c. Given the variation in age, years of service, and
raetirement entitlements among employees who wish
to participate in the IER program, the IER plan
contracted between the University and its
employees will vary among individuals. However,
all agreements must:

1. be mutually agreeable as to terms;

2. meet the test o¢f being beneficlal to the

Uriiversity,

~q
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3. not exceed the egquivalent of .40 FTE in
post~retirement employment;

4. be contracted for no more than three (3)
Years.

D. A formal agreement between the University and the
employee 1is to be prepared setting forth the
provisions of the IER plan, including a
description of the services to be performed by
the employee and rate of compensation.

E. The IER commitment between the University and the
employee may be reduced or terminated by mutual
agreement of the parties.

F. The agreement shall also abide by the provisions
of the Board of Regents' Policy regarding
teaching assignments of instructional faculty.

G. Any extension o©f the IER agreement beyond the
allowable three years shall be based on the needs
of the University and shall be limited to one
year at a time.

H. Delegation: Vice Presidents, Chancellors, Manoa
Deans and Directors are delegated authority to
approve IER agreements on behalf of the
Universgity, provided that such agreements do not
extend three years beyond the date of the
participant!s retirement. Extensions (one year)
shall require the specific approval of the
respective Vice President or Chancellor.

Rights, Privileges, and Obligations

Consistent with the terms of their individual
agreenments and  except as otherwise specified,
personnel in the Incentive Early Retirement Program
shall enjoy the same rights and privileges and be
under the same cobligations applicable to faculty and
staff to the extent that these rights, privileges, and
obligations are not inconsistent with their retirement
status, the laws of the State of Hawaii and the
policies and regulations of the University of Hawaili.
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MEMURANICM OF AGREEMENT

TEIS AGREEMENT is made between the University of Eawaii
(University) and (Appointee)

{name) (rank)

of the
(Gepartment/unit) (school or college)

to provide the Arpointee part-time, post-retirement employment under the
University's Incentive Early Retirement Program.

The University and the Arpointee agree to the following:

(1) The Appointee shall retire fram the service of the State of
Rawaii under the applicable rules and procedures of the State
of Hawaii Employees’ Retirement System effective

{2) The Appointee will be reappointed (check one)

In the rank and salary rate in effect at time of
retirement for the period to
at FTE (maximum ,40)

at §. per month,
® 33

D As Lecturer with rank equivalency of ____.. . for the
period to

to teach __ .. credit hours per semester  {maximum six
credits per semester) at & per credit hour.

{3) The rate of compensation will be increased autcmatically if
the established rate for other Appointees is increased.

(4) The Apxointee's duties shall consist of :
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(5) The Appointee's salary shall be mid semi-monthly and subject
to applicable federal and state taxes.

(6) Unless a new Agreement is entered into, this Agreement shall
terminate on .

Recommended:

Aprointee Derartment/Unit

School/College

Approved for
University of Hawaii

Chanceller/Vice President

Date

Attachment

(Arpointee copy only)
Executive Policy E9.204

Distribution:
Original - BCR Employment
Copy with Attaciment - Appointee
Cther - As required by Campus
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Appendix |

PHASED RETIREMENT
SURVEY INSTRUCTIONS

This survey has been designed to obtain the opinions of appointing authorities of the State
and counties regarding the desirability of implementing a phased retirement program for state
and county empioyees who are members of the Employees’ Retirement System.

"Phased retirement” refers to a concept under which employees, when they are eligible for
retirement, are allowed to work on a reduced work schedule prior to full retirement. The concept
evolved out of a humanistic concern that workers should be allowed a period of adjustment to
ease the transition from full-time work to full retirement. In helping older workers prepare for
retirement, phased retirement has also provided a means for the training of new workers to
succeed the outgoing workers and an incentive for older workers, who so desire, to remain in their
jobs. While this concept has been very popular in the private sector and in coilleges and
universities (the University of Hawaii has such a program), only two states, California and lowa,
have enacted such a program for general public employees. The interest in the feasibility of a
program for Hawaii's public employees arises from a concern that with nearly thirty per cent of
the workiorce al age fifty or over, there will be a sudden depletion of skills, knowledge, and
expertise in government in the next five to ten years.

There is no single model program for phased retirement as the program design depends
on its intent. California's program differs substantially from lowa's, though both began in 1984,
California covers all employees except those in the University of California and safety and patrol
positions and employees are eligible to participate when they qualify for normal retirement. The
program is aimed at protecting the fiscal soundness of the retirement system, increasing
retirement options for employees, enhancing the quality of public service by retaining longer the
skill and expertise of senior employees, and indirectly reducing the social costs of the premature
departure of older workers from the labor market. The participant's work schedule can be set
anywhere from twenty to eighty per cent of fuli-time and can be reduced once every tiscal year or
increased once every five years. The participant receives a prorated salary and retirement
allowance and can remain in the program indefinitely or return to full-time work if such work is
available. The participant is considered an "employee" while in the phased retirement program
and is entitied to most emplioyee benefits such as vacation, sick leave, health benefits, and pay
increases.

fowa's program was established for the purpose of cutting payroll costs by reducing its
workforce at the high end. Eligibility under lowa's program is sixty years with twenty years of
service {(normal retirement is age sixty with twenty years of service). The participant remains in
the program for five years or less if the participant advances the retirement date. The participant
receives a prorated salary and a bonus that is ten per cent of the full-time salary and continues to
receive most employee benefits.
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Neither California nor lowa has experienced much success with their programs. In
California, retirees are aliowed to collect full retirement and work nearly half-lime; therefore,
employment as a retired annuitant is more beneficial to an employee than partial retirement.
lowa attributes its problems to the unwillingness of appointing authorities to participate because it
means reducing their staff and the concern of employees that the prorated service and salary
credit earned during the five-year period will reduce their retirement benefit.

The University of Hawaii's incentive early retirement program has been in place since
1983. Under this Board of Regents (BOR) policy, all BOR appointees who qualify for retirement
under the ERS are eligible to continue working on contract at not more than forty per cent of full-
time for a period of up to three years. The participant is retired and draws a full pension and is
eligible for any benefits and privileges not inconsistent with their retirement status, state laws,
and BOR policies. This practice has worked well for the University system since a new faculty
member can be hired with the sixty per cent savings from the retiree’s salary.

In considering the feasibility of a phased retirement program for Hawaii, there are many
issues to be resclved. in broad terms, the major issues are:

(1 The status of a participant -- f compensation is a combination of salary and
retirement allowance, the status of the participant raises many concerns. Whether
the participant is deemed an employee or a retiree, there will be impacts on
benefits regarding disability, death, vacation, sick leave, and the health fund.

@) The operational workload, service delivery -- If appointing authorities are not
allowed to hire additiona!l personnel to cover the portion of the work schedule
vacated by the participant, the impact on agency operations and the workload of
nonparticipating employees must be taken into account.

(3) The cost to an employee -- If an employee continues to work as an "employee”
beyond normal retirement, how does this status affect the employee’s retirement
plans such as deferred compensalion and social security and the payment of
taxes.

4) The benefits of such a program as compared to other alternatives -- Existing
mechanisms such as the hiring of retirees at less than half-time by contract and
job-sharing.

For discussion purposes, the following model for a phased retirement program for state
and county employees is proposed:

Eligibility -- All employees eligible for retirement under the Employees' Retirement System
(age fifty-five or over with twenty-five years of service for contributory members, twenty-five years
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of service for police officers and firefighters; age sixty or over with twenty-five years of service or
age fifty-five or over with thirty years of service for noncontributory members).

Duration -- An employee works under a reduced schedule for a period of up to three years.

Participation -- Participation is voluntary. An employee desiring to participate submits a
request o the appointing authority who approves the request based on operational
considerations. The employee and appointing authority must agree upon a work schedule.
Criteria for denial by the appointing authority and an appeal would be established.

Work schedule -- The work schedule would be limited to a minimum of twenty-five per
cent of full-time to a maximum of seventy-five per cent of full-time; however, once an employee
and appointing authority agree upon a schedule, that schedule cannot be changed for the three-
year phasing period.

Compensation -- The participant would be paid a prorated salary and a prorated
retirement allowance based on the reduced work schedule. For example, a participant working
forty per cent of full-time would receive forty per cent of the full-time salary and sixty per cent of
the retirement aillowance.

Status of participant regarding benefits - A participant in a phased retirement program
would be considered an "employee" if working fifty per cent of full-time or more and would earn
vacation, sick leave, and service credits. A participant working less than fifty per cent of full-time
would be considered a "retiree” and though ineligible for vacation, sick leave, and service credit,
would be receiving the free health plan coverage.

Please complete the attached survey as if the above model is the adopted program for
state and county employees. Please answer the questions by filling in the blank or c¢ircling the
number of the response that best describes your opinion. Do not circle more than one number per
question. After completing the survey, please use the preaddressed, stamped envelope to return
the survey by August 20, 1992,

Your assistance on this survey is very important and greatly appreciated. Thank you very
much.
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PHASED RETIREMENT
APPOINTING AUTHORITY OPINION SURVEY

Department:

Name of Person Completing Survey:

Phone No.

How many full-time employees are in your department?
Civil Service Noncivil Service

When an employee in a senior level position retires, do you have dilficulty finding an
appropriate successor?

a. Usually b. Sometimes c. No

Do you now have senior level positions occupied by persons 50 years of age or older
with no intermediate level employees in line to assume those senior level positions?

a. Yes, quite alot b. Yes, afew c. No

How concerned are you about the possibility of losing knowledgeable and experienced
senior employees in the next five years?

a. Seriously concerned b. Moderately concerned ¢. Not concerned
Have you ever re-hired an emplayee who retired?

Yes No

If the answer to #5 is yes:
a. How was that retired employee re-hired?

) Temporary employee working less than twenty hours per week.
) Consultant on a personal service contract.
) Emergency hire.
) Other

b.  Why was the retired employee re-hired?

) Unable to find qualitied person to repiace retiree.

) To complete an important project.

y  To assistin training replacement.

) More cost-effective to re-hire on part-time basis or contract than to fill
position.
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{5) Retired employee wanted to continue working but not on a fuli-time basis.
{6y Other

7. H the answer to #5 is no, was it due to:

Absence of a need 1o rehire.

Insufficient funds.

Absence of authority to contract such services

Concerns expressed by bargaining unit representatives regarding such practice.
Other. Please explain.

caoow

8. it a phased retirement program is made available as an option for all state and county
employees in the retirement system, would you prefer to continue the current praclice
(as indicated in #5} of re-hiring retired employees on an as needed basis?

Yes No

9. What has been your depariment's experience with the State's job-sharing pilot program
authorized by Act 244, Session Laws of Hawaii 19897

10. If a phased retirement program is made avalilable as an option for all state and county
employees in the retirement system, which of the following can be anticipated? (Circle
all applicable items))

a. There should be no problem as there are few employees in this department who
would be eligible for retirement and participation in the phased retirement
program at the same time.

b. It would be difficult to make adjustments 1o work schedules to ensure that there
is adequate workload coverage.

c. Additional staff wouid have to be hired to maintain current service.

d. If additional staff is hired, there would be a problem with accommodations as
office space is limited.
e.  Other

The following questions are aimed at your opinions regarding the design of a phased
retirement program for Hawaii.

11.  Enroliment gshould:

a.  Apply to all full-time employees.
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12.

13.

14.

15.

b.

Exclude certain job classes from participation. (Please indicate which classes and
why they should be excluded, e.g., police officers because of public safety or
nurses because they are in a shortage category.)

The period an employee is in phased retirement should be:

®aoow

Limited to two years

Limited to three years

Limited to five years

Unlimited and should end when the employee is ready for full retirement.
Other. Please explain.

The part-time work options should be:

Limited to half-time work for all participants.

Limited to a range of options with a minimum of 25% and a maximum of 75% ot
full-time to be determined on a case-by case basis by an agreement between the
participant and the appointing authority.

Limited only by a maximum ceiling to be set by law, with the actual work time
determined on a case-by-case basis between the participant and appointing
authority.

Should be left entirely to participant and appointing authority to determine on a
case-by-case basis.

The work schedule options should be:

Pooow

Limited to reduced workday.

Limited to reduced workweek.

Limited to reduced workmonth,

Limited to reduced workyear.

Left entirely to participant and appointing authority to determine on a case-by-
case basis.

General comments:




Appendix J

Samuei B. K. Chang
Cirector

Research (B808) 587-0666 ‘ "_\_M_,ﬂ_,/
Revisgr (808 587-0670 S A —
F {BOR) 587-0720
B e { LEGISLATIVE REFERENCE BUREAU
State of Hawak
State Capitol

HMonolulu, Hawaii 96813

September 16, 1932
4770-A

Dear State or County Empioyee:

Subject: Phased Retirement Study

The Legislative Reference Bureau is conducting a study on the feasibility of implementing
a phased retirement program for full-time employees who are active members of the Empioyees’
Retirement System. You are one of 400 state and county employees age 45 or over who have
been randomly selected by computer to complete the attached survey.

The purpose of this survey is to find out whether or not employees would participate in a
phased retirement program. For the purpose of answering guestions 14 through 17, the term
"phased retiremeart” refers to a program under which employees who are eligible for retirement
are allowaed to work on a reduced work schedule prior to full retirement. The program the LRB
belisves may be feasible for Hawaii would be as foilows:

(1) Eligibility -- All employees when they are eligible for normal retirement under the
Employees’ Retirement System

(2) Duration -- An employee works under a reduced schedule for a period of up to thres
years.

3) Participation -- Participation is voluntary. An employee desiring to participate
submits a request to the appointing authority who approves the request based on
operational considerations. The employee and appointing authority must agree
upeon a work schedule.

(4 Work schedule -- The work schedule would be limited to a minimum of 25% of full-
time to a maximum of 75% of fuil-time; however, once an empioyes and appointing
authority agree upon a schedule, that schedule cannot be changed for the three-
year phasing period,

{5) Compensation -- The participant would be paid a partial salary and a partial
retirement allowance based on the reduced work schedule. For example, a
participant working 40% of full-time would receive 40% of the full-time salary and
60% of the retirement aillowance.

{6) Status of participant regarding benefits - A participant in a phassd retirement

program would be considered an "employee” If working 50% of fulltime or more
and would earn vacahtion, sick leave, and service credit. A participant working less
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2. September 16, 1992

than 50% of full-time would be considered a "retiree” and though ineligible for
vacation, sick leave, and service credit, would be receiving free heaith plan
coveragse.

It should take you only about 5-10 minutes to complete the survey. When you are finished,
please use the enciosed self-addressed, stamped envelope and mail it back to us by

September 30, 1992. Your assistance is very important to our study. Thank you very much for
your cooperation.

Sincerely,

Director

SBKC:ay
Enc.
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LEGISLATIVE REFERENCE BUREAU
EMPLOYEE OPINION SURVEY ON RETIREMENT PLANS

Piease answer the questions below by circling the letter of the answer that best
describes you or your opinion. Do not circle more than one answer per question.

1. How old are you?
a. Under 45 years oid
h. 45-43 years oid
o} 50-54 years old
d. 55-53 years old
€. £60-64 years old
f. 85 years old and over
2. What type of empioyee ara you:
a. State
B. County
3. in what range is your annual salary?
a. Under $20,000
D. $20,000 - 25,0600
c. $26,000 - $30,000
d. $31,000 - $35,000
e. $36,000 - $4C,000
f. $41,000 - 845,000
g. 346,000 - $43,000
h. $50,000 - 855,000
i

$56,00C - $80,000
$61,000 - $65.000
k. 366,000 - $70,000
. 371,000 and over

[y
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Which employee unit do you belong to? (If your position is excluded from colfective
bargaining which unit would you be in i you were not excluded?)

Unit 1 (Nonsupervisory bilue collar)

Unit 2 (Supervisory blue coliar)

Unit 3 (Nonsupervisory white collar)

Unit 4 (Supervisory white collar)

Unit 5 (Teachers and other DOE personnel on same salary schedule)
Unit & (Educational officers and other personnel on same salary schedute)
Unit 7 {UR faculty)

Unit 8 (UH personnel other than faculty)

Unit 9 (Registered professional nurses)

Unit 10 {Institutional, health, and correctional workers)

Unit 11 (Firefighters)

Unit 12 (Police officers)

Unit 13 (Profassicnal and scientific employees other than registered
professional nurses)

- N e B IR =N <

How many total years of service do you have as a state and/or county employee”?

Less than 5 years
5-Q years

10 years

11-15 years

16-20 years

21-25 years

26-30 years

more than 30 years

Ta@ o 000w

How many years have you been with the department or agency you are in now?

Less than 5 years
5-10 years

11-15 ysars

16-20 years

21-25 years

26-3C years

more than 30 years

© ~o o000
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10.

11,

What is your status under the Employees’ Retirement System:

a. Contributory member - (I make monthly contributions to the retirement system)
b. Noncontributory member - (I do not make monthly contributions to the
retirement system)

What is your marital status?

a. Married
b. Not married

If you have children, will any of them still be in school or college when you are eligible
for retirement?

a. Yes
b. No

As best as you can estimate at this time, whern do you plan 1o retire from the State or
county?

Before age 55

At age 55

After 55 but before 62
At age 62

After 62 bu! before 65
At age 65

After age 65

@m0 aoosw

Are you looking forward to retirement?

Yes, definitely

Yes, for the most part

| have mixed feelings

No

| have not seriously thought about it

T aoomw
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a. If you circled a or D in question #11, what is the main reason for your answer?

(N | do not enicy my job

{2) | would fike to spend more time with my family and on my hobbies,
other interests, travel, etc.

{3) [ am financially secure, | do not have 10 work

{4) [ would like ¢ pursue a different career outside of government

(5) | would like to pursue a different career in government on a part-time
basis

{6) Other {pleass explain)

b. If you circled ¢ or d in guestion #11, what is the main reason for your answer?
(1) | iove my job
(2) | prefer to work to keep myself busy
(3) I would not have enough income if [ retire
(4} | have to work until my children complete their schooiing
(

5) Other (please explain)

How much planning have you done to ensure that you will have enough income upon
your retirement?

a. A lot

b. A little

c. Very littie
. None

When you are gligible for retirement, would you be interested in a phased retirement
program where instead of full retirement you would be aliowad to work part-time in the
same job you now have for three years before you fully retire? (See cover letter for
explanation of this program.)

a. Yes, definifely

b. Yes, depending on the work schedule

c. Not sure

a. No, [ want to remain in this job on a full-time basis as long as | am healthy and
able.

e. No, | weuld fully retire and find some other part-time job that is different from
my present iob

f, No, P would fully retire and find some other full-time job that is different from my
present job

g. No, iust want o relirg
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15.

16.

17.

if a "phased retirement” program 18 made available, and you are interested in
participating, which of the fellowing reduced wark schedules wouid you be most
interested in?

a. Quarter-time (25% of fuli-time)

k. Half-time (80% of fuill-time)

¢. Three-guarter-time (75% of {uli-time)
d. Other (please explain)

It you were & participant in a "phased retirement” program, how ong would you like to
remain in the program?

Until | quality tor social sacurity
1-2 years

3-5 years

Indefinitely

Q0o oW

it you would not be interested in participating, how would you feel about a co-worker
participating?

a. Okay, as long as my workload is not increased by my co-worker's reduced work
schedule.
It would not bother me.
I would not like i, | think everyone should work full-time or retire.

Thank you very much for your time. Piease mail this form in the envelope provided by
October 12, 1992.
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Appendix K

Samue! B. K. Chang
Director

Research {B0OB: 587-0866
Revisor (BOE: 587-0670
Fax {80E; 587.0720

LEGISLATIVE REFERENCE BUREAU
State of Hawalii

State Capito!

Honoluiu, Hawail 96813

July 30, 1992
4770A

Mr. Francis Kennedy

Business Manager

Hawaii Firefighters Association, Local 1463
2405 S. Beretania Street

Honclulu, Hawaii 96826

Dear Mr. Kennedy:

Pursuant to Senate Resclution No. 80 and HMouse Resolution No. 123, the Legislative
Reference Bureau (LRB) is conducting a study on the feasibility of implementing a phased
retirement program for state and county employees. (Copies of the resolutions are enclosed for
your information and files.)

The resolutions direct LRB to consult with the exclusive represeniatives of the thirteen
public sector collective bargaining unit.  As the researcher assigned 1o this study, | have
completed most of the background research on the "phased retirement” concept and am now in
the process of soliciting comments from the various parties listed in the resolution. The purpose
of this ietter is 1o cbtain your views on phased retirement for Hawaii's public empioyees.

To provide you with some background, "phased retirement” refers to a concept under
which empicyees, when thay are eligible for retirement, are aliowed to work on a reduced work
schedule prior to full retirement. The concept evolved out of a humanistic concern that workers
shouid be allowed a period of adiustment to ease the transition from full-time work to full
retirement. In helping older werkers prepare for retirement, phased retirement has also provided a
means for the training of new workers t¢ succeed the outgoing workers and an incentive for older
workers, who so desire, to remain in their jobs. While this concept has been very populfar in the
private sector and in colleges and universities (the University of Hawaii has such a programy), only
two states, California ang lowa, have enacted such a program for general public empioyees. The
interest in the feasibility of a program for Hawaii's public employees arises from a concern that
with nearly thirty per cent of the workforce at age fifty or over, there will be a sudden depletion of
skills, knowledge, and expertise in government in the next five 10 ten years.

There is no singie mode! program for phased retirement as the program design depends on
its intent. California's program differs substantially from lowa's, though both began in 1884,
California covers all employees except those in the University of California and safety and patrol
positions and employses are eligible to participate when they qualify for normal retirement. The
program is aimed at protecting the fiscal soundness of the retirement system, increasing
retirernent options for empioyees, enhancing the quality of public service by retaining longer the
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skill and expertise of senior employees, and indirectly reducing the social costs of the premature
departure of older workers from the labor markzt. The participant's work schedule can be set
anywhere from twenty 10 eighty per cent of full-time and can be reduced once every fiscal year or
increased once every five years. The participant receives a prorated salary and retirement
allowance andg can remain in the program indefinitely or return to fuli-time work if such work is
availabie. The participant is considered an "employee” while in the phased retirement program
anc is entitled to most employee benefits such as vacation, sick leave, health benefits, and pay
increases.

fowa's program was established for the purpose of cutting payroll costs by reducing its
workforce at the high end. tiigibility under lowa's program is sixty years with twenty years of
service {normal retirement is age sixty with twenty years of service). The participant remains in
the program for five years or less if the participant advances the retirement date. The participant
receives a prorated salary and a bonus that is ten per cent of the full-time salary andg ¢ontinues to
receive most emplioyee benefits.

Neithar California nor lowa have experienced much success with their programs. In
California, retirees are allowed to collect full retirement and work nearly half-time,; therefore,
employmsnt as a retired annuitant is more beneficial to an employee than partial retirement. fowa
attributes its problems to the unwillingness of appointing authorities to participate because it
means reducing their staff and the concern of employees that the prorated service ang salary
credit earned curing the five-year period will reduce their retirement benefit.

The University of Hawail's incentive early retirement program has been in place since
1883, Under this Board of Regents (BOR) policy, all BOR appcintees who gualify for retirement
under the ERS are eligiblie to continue working on contract at not more than forty per cent of fuil-
time for a period of up to three years. The participant is retired and draws a full pension and is
eligible for any bensfits and privileges not inconsistent with their retirement status, state laws, and
BOR poiicies. Tnis practice has worked well for the University system since a new facuity
member can be hired with the sixty per cent savings from the retiree's salary.

For discussion purposes, the following model for a phased retirement program for state
and county employees is proposec:

Eligibility - All employees eligibie for retirement under the Employees’ Retirement System
(age fitty-five or over with twenty-five years of service for contributory members; twenty-five years
of service for police officers and firefighters; age sixty or over with twenty-five years of service or
age fifty-five or over with thirty years of service for noncontributory members).

Duration - An empioyse works under a reduced schedule for a period of up to three years.

Participation - Participation is voluntary. An emplcyee desiring to participate submits a
request 10 the appointing authority who approves the request based on cperational considerations.
The employee and appointing authority must agree upon a werk schedule. Criteria for denial by
the appomting authority and an appeal would be established.

Work schedule - The work schedule would be limited to a minimum of twenty-five per cent
of full-time to a maximum of seventy-five per cent of full-time; however, once an employee and
appointing authority agree upon a schedule, that schedule cannot be changed for the three-year
phasing period.

Compensation - The participant would be paid a prorated salary and a prorated retirement
ailowance basedg on the reduced work schedule. For exampie, a participant working forty per cent
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of full-time would receive forty per cent of the full-time salary and sixty per cent of the retirement
allowance.

Status of participant regarding benefits - A participant in a phased retirement program
would be considered an "employee™ if working fifty per cent of fuli-time or more and would earn
vacation, sick leave, and service credits. A participant working less than fifty per cent of full-time
would be consigered a "retiree” and though ineligible for vacation, sick isave, and service cregit,
would be receving the free health plan coverage.

in considering the feasibility of a phased retirement program for Hawaii, there are many
issues to be resolved. In broad terms, the major 1ssues are:

(1) The status of a participant - Hf compensation is a combination of salary and
retirement aliowance, the status of the participant raises many concerns. Whether
the participant is deemed an empioyee or a retiree, there will be impacts on
benefits regarding disability, death, vacation, sick leave, and the health fund.

{2} The operational workioad; service delivery - If appointing authorities are not allowed
to hire additional personnel 1o cover the porticn of the work schedule vacated by the
participart, the impact on agency operations and the workload of nonparticipating
empioyees must be taken into account.

(3) The cost to an empioyee - i an employee continues to work as an "employeg”
beyond normal retirement, how does this status affect the employee’s retirement
plans such as deferred compensation and social security and the payment of taxes.

{4) The benefits of such a program as compared to other aiternatives - Existing
mechanisms such as the hiring of retirees at less than hali-time by contract and job-
sharing.

Given the brief information above, | would appreciate your views regarding phased
retirermsnt and how it can be beneficial or detrimental to your bargaining unit members. {f you
would prafer to respond by telephone or by a personal interview, please call me at 587-0666.

Thanx you very much for your time and assistance.

Sincerely,
W
Susan K. Claveria
Researcher

SKC:ay
Enc.



