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PREFACE 

During the past 2 years, many local governments hav!! opted to 
pull out of the social security system. Others arc now giving considera­
tion to terminating coverage for their employees. 

But at tpe same time, more governmental workers' job~ are covered 
wider social security than at any time in history. Nearly 8.7 million 
governmental employees now pay into the socinl security system. In 
return, t.bey nre building credits tows.rd retirement, clisnbility, sur­
vivor, and hospitnl protection for themselves ond their families. 

The committee is concerned, however, about the increased number 
of governmentnl units electing to terminate coverage, particularly in 
terms of the finnncinl effect on the system. And the committee is 
especially concerned about the impnct of this decision upon inclividunl 
workers and their families. 

Social sccmity is clearly the economic mainstay for Llw vast majority 
of olclar Americlllls. In nll likelihoocl, it will conLinue to be for the fore­
seen.ble futme. Quite clearly then, termination of social security cover­
age cnn be n risky decision for government employees.' 

To obtnin more in-depth inforn·ation about the effect of these 
notions, the committee hns called upon its stnff to prepnre this wor.h."ing 
paper. ~ In nddition, technical nssistance and other information was 
provided by Mr. Gnry Good, nn Execut.ive Development Fellow with 
the Social ~ecurity Adrninistrntion. In this assignment, 1'fr. Good dis­
played the highest degree of impartiality, fairness, and professionalism 
iu examining relevant issues rclo.tcd to locnl govcrn ruent termination 
of social security covern~e. The committee extends its heartfelt thanks 
to 1vfr. Good for his nss1stn.nce. 

1 The June 10i6 C?clltlon of the Nntlonnl Retlrecl Tooch<!rs Assoclntlon-,\mcrlcnn Assoc l11-
t lo11 of Retired Persons lcglslntl\·e report Nnld: 

"Tcrmlnnllon or soclnl aC?curlly purtktpntlon cnn be risky for certn tn current nn<l futuro· 
public employees. Fnllure to continue socia l s~nrlty contributions conlcl result lu n loss o:' 
Insured stntus (or dlsnblllty bcnctlts nnrl couhl Riso tm11nlr currently Insured st11tus for 
ccrtnln survlrnr benl!flts. 11111111 sum dend1 11nymc11ts nm! ehronk rcnnl cllscnsc protectlor. 
uodf.'r the l1ospltnl tnsu rnncc progrnm. 

"f'urthcrmorc, due to lntlntlonnr~· prcssurf.'~. cou~ldernblr. douht l'Xl~ts 111< h> th<' future 
1lm.11dnl nblllt~· of public cmplo~·cc rctl rcltlcnt systems to 1•rO\'hlc rl'tlrc111011t Income security 
compnrnblc to thnt pro1·tdf.'d under the nl!dnl sccnrlt~· s)·str.rn. :\lnny 1111hllc employee retire· 
ment systems woultl 11rohnbly not be lln1111cl111ly stroni: enough to bMr the costs or provhllni: 
IJcncnts Jlbcrnllil'd nud c'l:tcndcd to 1111 1•qul\·ntl!nt dt•grcc 118 that of soclnl security nod 
mcdlcnr11." 

• 'l'he snmul••: The counnl ttcc obtnltml n copy of nil Stntc nr.d locnl i:o1·crnment s;ro1111s 
thnt hn,·e lli~-J 11otlcc to te rmlnntc i;octnl sccurlh· conrng1• through nrccm1bcr :11. l!lii. A 
I0·11ercc11t rJ111dom s11 rnl1lr of the grou11a t<'rrn lnntlng CO\'Crngc l'tl'ccth·c 1lurlni: 1!177 (15 
out or UH) wni; sclccte1. Bnch group wns tlum contncted by telephone. '.l'he groups selccietl 
wl!rc : 

Cnllfornln: (l) Cit ,· or Dixon, (2l Trncy Hurni Count)· Fire Pro tection Dl'trlct, 1:1) 
:'>!nrlnn Fire Protection District, (4) Cit\' of l!olllni: Tilll l·:stntr~. (!i) Elk Gro\'C Fire 
Prot1•cllo11 Distri ct. IG) So11011111 Count)· · Wntcr District. 17) City of l~ount11l11 Vnllr~·. 
OH 8011011111 \'nllc>· County l:inn lmtlon Dist ri ct. (0) UI~ llenr Vnllcy Hccrcntlon 111ul l'n rk 
District. 

Geor.:ln: (10) ;\[lorrny County Bonr<I ofEclncnt lon. 
Loulslnnn: (11) •rown or Hnynesvlllc. (12) Town of llf11rl01g11ln, (1:J) City of Plnqucmtne. 
Missouri: (H) City oC Nor tllwoods. 
T!'XUS: (lU) UNI Hl\'Cr County Schools. 

(Ill) 



The doou'ment provides clear and convincing e'<idence that the im­
port.ant dt>.dsion-whether to continue or te11ninate social security 
coverage-is oftentimes \nade in a haphazard manner. The decision­
making process 1s frequently based upon incomplete, inaccumte, or 
que.stionable information. Many workers and local gove11un<mt officials 
have failed t'> take into account tho.total impact-both immedinte and 
in the future-of their actions. In a very real sense1 some workers are 
playing· a dangerous game ,of Russian roulette with their future eco­
nom~c ~ecurity ns well as their f11milies~ well-being. The decision to 
maxmuze take-home pay now may be at the cost of losing future 
retirement, disability, survivor, and hospital protection. ' 

Unfortunately, info11nation about social security's future protec­
tion has not been readily avitilable. A precise explanation a.bout present 
benefits is ordinarily fairly ensy to obtain. But projections itbout 
future benefits were even clifficult for 'the staff to obtain. ·One of the 
recommendations in pa.it 7 is dire-eted specifically at this problem. 

The working paper makes n.n importn.nt contribution in other ways 
by: analyzing the reasons for the increased pllllouts from social secu­
rity; identifying major considerations in deciding whether to ter­
minate coverage; providing examples of the scoprc and value of social 
security prote.ction; recommending 1idministrative and legislative ac­
tions to improve social security. 

Finally, this working paper can serve as n useful chocklist. for gov­
ernment workers and officials in giving itppropriafo consideration to 
relevant factors in determining " :icther they shop Id continue social 
security cover11ge. 

FRANK CHURCH, Chairman, 
Specuu Oomnni8sion on Aging. 
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INTRODUCTION 

NEW YORI~ WILL QUIT SOCIAL SECURITY 1 

NEw Yoim, Mnrch 2i (UPI)-New York City fornrnlly 
notified till. Fede1·i1l Go,·ernmcnt today it intends to pull 
most, municipn.J nm ployees out of the Social Securit,y System 
in 2 yenrs in whnt would be the largest withclrnwal from the 
system in its history. 

In mnking tht.) ·rcqufrecl 2 yen ts' notification, Mayor Abm­
hnm D. 13eumc noted that the.city could change its mind d111·­
iug- thnt pet'iocl and remain int.he.system. 

The pullout, if made, would snbstn.ntinlly reduce sociul 
security benefits for nbont 150,000 current city employees nnd 
make new employees ineligible. Retired city wot'lrnrs would 
not be n ffccted. 

Several mnnicipnlities h:we withclrn wn their cmployC'C'S 
from the system in recent yen.rs. but none as lnr~c ns New 
York. 

In negotiations with t.hc city, Fedeml oflicials reportedly 
\"igorousl.r opposed :~ New York pullout. A withdrawn] b.r 
New York would mean n. loss to the svstem of more than $400 
million nnnunlly. The system alreacly~hns an estimated benefit 
1leficitof $1.G billion thisyenr. 

Benmc 1-rnvc March :n, 19i8, ns the tentatirn termination 
elate. 

With n. p111lo11t, the city would save an csf imnted $200 mil­
lion in nnmml contributions, Benmc said. Howe,·cr, sc,·cml 
m1111icipnl union lenders hnrn. indicated they would clemnud 
increased contributions to existing pension progrnms in thC'. 
event of nn end fo socia 1 security. · 

Employ<•es would end thei1· contributions, too, under a p11ll-
011t. Ench wou lcl find his pit.ychcck fattened by nbo11t $!)00 
yc1Lrly. 
' "I 'wouhl like to em phasize that termination of covcrn.tre 
wou ld not. affect vested rights of city cmployN•s unclm· l lH\ 
social sl'cmit y progrn m," RNtmc sn id. 

The de<'ision to withclrnw would be iITcrncable. On<'<' a 11111-
nicipality withclmws from the system, it is prohibited from 
1·C't11ming. 

The mayor's notification affects only mnyorn 1 agcn<'ics. 
Bcnmc snicl he hns nsked tlrn heacls of the nonmnym·al n~en­
cics, s11ch ns th<' bonr<l of E mcation, to make simil111· 
notifications. 

t Ncwspnpl!r nrtlcl!!, the Wnshlngton Post, ~·ul!sdny, :lfnr. 23. 1970. 

(1) 



If n.11 six of thcso nonmnyoral agencies complied, the m11n­
bor of n.ffcctcd city workers would bo about 230,000. 

"The notice filed tocliiy docs not constitute nctunl hmninu­
~.on of covcmgc," llcnmc sn.icl. "'l'h1\.t decision will be mnclc 
following t11c most rigorous nncl thorough analysis of I-his 
mattc.r, us well ns t.he question of nltcrrnite means of provid­
ing disability insurnncc, during t.11e next 2 yen.rs." 

All of New York City's moves to pull itself out of finnncin.l sf,rnits 
is nnt.ionnl ncws. But on the same dny thnt the ·wnshington Post m­
portccl ~fay,.or Bemne's nnno1mr.ement, OBS Evening News reported 
thnt other locnl governments hn.ve n.lready dropped out of sociiil secu­
rity. Their decisions received far less attention thn.n N('w York's, but 
the two •rnws stories 011 Mnrch 23 illustrate thnt more nnd more locnl 
governments at·~ electing to terminate socinl security coverage. 

As of ,J mm l !l7:j t.here were 12.39 million employees of State nncl loc.n] 
governments; 70 percent of theso cmploy~s-8.6} rnillion-,,·erc cov­
cr~cl by socinl S.!cu rity. Of the employees not. cnvercd, only nbout .045 
m 1 Ilion n re not coYered because their social security covcrngc. hns bee11 
terminated. 

Nearly 4,0 porce11t of n ll noticcs to drop social secndty coverngc hnve 
been filed in the past 2 yenrs. D espite this upsmge, the proportion o:f 
Stnte nnd Jocn.l govel'llment employees covered by socinl security is 
growing; 68 percent were covered ns of June 19'73. The 2-percent in­
ercnse as of .Tune 197:j r epresents 1.12 mil1ion employees. 

Some of the employees whose coverage would be terminntecl arc 
looking fonv1trcl to more tnke-home pn.y. Some local government ad­
ministrators arc looking forward to less payroll expense. For employ­
ees whoso socin.l sccurit,y will be repln,ccd with n new stn.ff pension plnn, 
many nre looking forwn.rcl to n.n earlier retirement nge for benefits. 

Y ct, the voluntary terminntion of social security is causing concern. 
As the "r ashington Post article indicates, pa.rt of the conce~·n is about 
the loss of rnvenue to the social security system. But the principnl 
concern of the Sennte Committee on Aging flo"'s from its primary 
responsibility: to examine n.ll matters pertaining to problems n.ncl 
opportunities of older Americn.ns. Specifically~ this working paper 
addresses t.hc concern thnt voluntnry termination o:f socinl secmity 
wil I reduce the employees' ovemll benefit protect.ion and lend to in­
creased depeudency on others in t he foture. 
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Part 1 

BACKGROUND. 
' . 

Most State o.nd Jocal govemment employoos now work in john cov­
orecl by soeial security. From Juno 1961 to June 1975 the number of 
State nnd local govenunent employees with social security coverage 
more than cll'ublecl, incre,'ls ing from approximately 3 million to almost 
8.7 million. 

Seven out rof ten Stnto ttnd locn.1 govem~ncnt employees ru-e covuretl 
under social security. This is down slightly from tho 1967 high .when 
"77.2 pcrr.ent of all such employees had social security coverage. 

The following gr11.ph shows thnt the mn.jol'ity of St.ate and locnl 
goverrunent employee'; are in jobs covered by social security. The 
nmn!Jers within. the ·bn.rs show tho proportion of employoos in covered 
jobs. 

'fhe drop betwf'.en J une 1967 and June 1970 was because of increases 
in employment in several very l'opnlous Stat~s which hu.vc relatively 
few of their govf:lrnmcnt.al entities under social securit,y. 

NUMBER OF STATE ANO LOCAL EMPLOYEES 
IN JOBS COVERED BY SOCIAL SECURITY 

MILLIONS OF EMPLOvtES 
13 

12 

11 

10 

3 -

2 -

1 -
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!Juno) 

H·481 0 • ? G - 2 

D TOTAL EMPLOYED 

~TOTAL COVERED 

1!164 
(Juno) 

1917 
IJun• I 
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A. THE LAW: TERMINATION OF SocrAL Sr.cumrr CoVEnAGF. 

'l'he Social Security Act permits termination of coverage for ern­
ployee.s of St.ate n.nd local governments. 'l'he State must give 2 yea.rs' 
advance notice of its desire to terminate social security coverage of 
the employees of n. political subdivision. Such notice cannot be given 
until after the coverage hns been in effect for n.t least 5 yen.rs. Once 
coverage has boon terminated it can never again be provided for any 
present or future employee of that political subdivision. 

Employees cannot individun.lly termin1Lte coverage. That action 
must be taken by the S~nte. No employee vote or l'efel'endum fa 
required. · 

Covern.~e was not mn.<le compulsory for these employees because of 
the constitutional problems that were foreseen if the socin.l secudty 
law were to require the employer tn.x on the States nnd polit.icnl subdi­
visions. Therefore, coveruge was extended on n g~·oHp voluntal'y basis. 
with provision for te11ninati0n: · · 

B. Tun)UNATIOxs ox THE Ursw1xG 

In recent years there has boon a substantia.1 increase in the number 
of government employees in units filing notices of termination. Nearly 
:n,ooo State nnd local government employees hncl their covcmg-e te1·­
minated by June 30, 19W. Latest figures revea.1 that potentially 469,000 
employees may terminate their social soourity coverage from July 1, 
1975, to Apl'il 1, 1978. This represents a fifteenfold incrc.usc, compared 
with the terminations be,fore ,Tune 30, 1975. 

Virtually all of the terminations h~we been concentrated in four 
States: New York, Califomia, Louisiana, a.ncl Alaska. 'In New York 
alone, 362,000 employees are n.ffected-the vast majority of whom w01·k 
for New York City. About 90 percent of the employees in New York 
City are now coverec. by social security. 
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NUMBER Of STATE AND LOCAL GOVEliNMENT EMPLOYEES WHOSE SOCIAL SECURITY COVERAGE Will HAVE 
BEF.N TERMINATED BY APR. I, 1978, COMPARED WITH NUMBER 01' COVER£:> EMPLOYEES IN CALENDAR 
QUARTER ENDING IN JUNE 30, 197S-BY STATE 

State 

Alabama ... ··---------- ____ ·--- ____ .... ........ . •• __ 
Alaska •.•••.. --·--· ____ · ----· •• ____ .... ---·._ ....... . 
Arizona .••• --------·-··---·-·-----· . ••. __ __ ------ ... . 
Arkansas ............. ·----- •• ---·-· ..•• ·-------•• ___ _ 
California •• ____ .......... _ ••••• ••••••. • _ •••.••••• __ •• 
Colorado •.. ____ •••••• __ •.•••••••••• __ : ••• __ •.•••. ___ _ 
ConnecticU\. __ ••.•• ____ •••••••• ----•••• __ , _ •• ·-··--. _ 
Delaware •.••. __ .••••••• __ .......................... __ 
Florida ..... ____ ••••••••.• --•••••••••••••• __ •••••• __ . ~ 

~::iii~:::::: ::: ::::::: :: :::::::::::::: :::::::::::::: 
Idaho . .••••••••••••••••• ,. .•.••••••••• -·---· •••••••••• 
Illinois ..................... --·-•••. __ ................ . 
Indiana •••••••••••• -·---· ........................... _ 
Iowa •••••••••••• -----· .... .. ···--- ...... ------·--· --
Kan 1as. __ ••••••••• ---- --•. -· -·-· •. ---·-· .... --.... --

~;~i~~~~~:: ::: : :: :: :: :: :: :: :: : : :: ::--·: :: :: :: :: :: : : :: 
Maine ............... ·--·- · ••.• -- •••• ---- -- ----·--- --

~=~~~~~!~its:::::::::::::: :::: :: :::::::: :: :::::::::: 

~l~r~)0~~!~~~ ~~ ~ ~ ~~ ~~ ~~ ~~ ~~~~ ~~ ~ ~ ~~ ~~ ~~ ~ ~ ~~ ~~ ~~ ~~~~ ~ ~ 
Montana ••• ••• _ •••••••• --•••• - .•••••••.•• --••••• --· --
llebraska •••••••• ---- •• ---· -- - .•••••• __ •• __ ·--- -- •• _. 
Nevada.--- --•••• ----•• ---· -- •• -- -- -- ------•• -· -· -- -­
New Hampshire ••••••••••• __ --·-··------------------·· 

~:: ~~irlo:::: :::::::: :::::: :::::: :::: :::: :: :::_ .::: 
New York------------·· •. -- ------ -- ---- -- .. ·----- .••• North Carolina •••••. __ •••• ----_ __ ____ •• ------- ______ _ 
North Dakota ........................................ . 
Ohio ••••• ···-- --- -- •• ---- -------···---- ------ -- -- ·- .• Oklahoma ........ __ •• ___ ___ .... : ___ .• ------·- •..• ___ _ 

~i~~~~~~~-::: :: :: :::: :: : : :: :: :: :: :: ::·:: :: :: :: :: :: :: 
Rhode Island ................... -·----•••••• __ •••••.•• 
South Carolina •••• __ ••••••••••••••••••••.••••••••.•••• 
South Dakota ••.••••••••••••••••••••••••.••.•• ··--•••• 
Tennessee •••• _ •••••••••••••• --•••••• -••• -- ......... . 
Texas ........ ............ .... -- --•• -· ---· •• -· ·-·--· · • 
Utah .•••••. ---·-------- .• -·. --- ---·-· -·--- ----· -- -· •• 
Vermont ••••••• ••.••• -- -· -- -- -- -·-- -· -- -- -- •· . .. • -- --

~~lr?~~~~~~~ ~~ ~~;I~; ;;f; ~; ;; ;~ ;; ;; Iii;;; j i~ ; ii~ f i 
Wyoming·-·- ---------···- ·----·-···· -----···· --·- · ·-· 

Tola I. ..... __ ..............•........•........ .. 

Number of em· 
proyees for whom 

coverase was 
lflminate prior 
to June 30, 1975 

0 
0 
0 
0 

13, 124 
848 

0 
0 
0 

563 
0 
0 
I 

270 
0 
0 
4 

9, 699 
31 ., 
3j 
0 
0 
0 
0 
0 
0 

347 
Q 
0 
0 
0 
0 
0 
ll 
0 
0 
0 
0 
0 
0 
0 

153 
t., 42g 

0 
0 
0 

I, 036 
0 
0 
0 

30, 532 

Number of em· 
Total number of ploye<:s for whom 

covered emplcytiss coverace will have 
in calendar been terminated 

~uarter ending from July I, 1975 
une 30, 1975 • to Apr. I, 1978 • 

2Z2, 553 0 
28, IOI 12,649 

140, 257 0 
107, 266 0 
567, 050 61, 634 
43, 972 239 
98, 760 0 
34, 753 0 
3~. 172 0 
268, 776 2,840 
38.421 0 
61,637 0 

242, 012 0 
274, 372 0 
186, 206 0 
149, 134 0 
129, 846 0 
87, 391 24, 718 
25,016 439 

253, 419 0 
114 0 

506, 616 3 
173, 853 0 
139, 457 0 
212, 323 68 
53,690 0 

115, 947 0 
2, 547 ~ 

48, 924 0 
435, 513 0 
69, 629 0 

I, 126,381 362, oog 
325, 457 
44, 147 0 
3,250 0 

153, 331 0 
153, 125 17 
695, 556 0 
233, 385 0 

40, 074 0 
17Z, 898 0 
35,041 0 

203, 029 0 
425, 538 3,85~ 
79, 860 
29, 562 0 

306, 586 0 
II, 878 0 

247, 820 526 
101, 756 0 
272, 539 0 
31, 768 0 

9, 810, 708 468, 992 

1 Takes account of all covered employees in the calendar quarler. When an employee leaves his Job and another 
employee fills the vacancy both em~l~yees aro counted. A representative number ol employ~ts in State and IOC!!I employ­
ment at one point in time during this calendar quarter would be about 8,670,000. 

•Takes account of notices of termination that were filed between Apr. I, 1973 and M3r. 31, 1976. 

Source; Social Security Adrninislralion. 



Part 2 

WHY 'l'ERMINATIONS HAVE INCREASED 

The number of State and local governments electing to terminate 
social security co,·erage is clearly on the upswing. Perhaps the most 
notable example occurred inMarclt when New York City-t.Jrn N1ttion's 
largest local unit of go\•ernment-filed a notice with the Department 
of Hen.1th, Education, and Welfare to terminate cover?.ge. This would 
represent the largest withdrawal in the entire history of the program. 

To obtain more detailed information about the terminations through­
out the Nation, the committee staff has conducted an in-depth analysis 
of the reasons influencing the decisionmaking process. Among the 
major reasons cited: 

A. E:\lrLOYEES' DESIRE FOR ~foRE T,\KE-HoxE PAY 

Pressure to drop social security coverage is quite oftl'n injtiated by 
employees. They typically want more ta.kc-home pay to cope with 
inflation. In addition, m:my younger employees are more co11c1~rned 
with meeting current living expenses than with retirement income in 
the later years. Some localities' pny increases have not kept pace with 
infln.tion. Thus, younger workers opt for a. raise in their t41ke-home 
pay by reducing their payroll deductions. 

B. FINANCES OF LocAL GovEH::'li~rENTS 

Employees are not the only ones cn.ught in a money squeeze. M:nny 
Stnte a.nd Jocnl governments nre financinlly hard pressed. Sorr.c.-such 
as New York City-have been on the verge of bankruptcy. This situa­
tion influenced New York City's decision to file a. notice of intent to 
terminate social security coverage. Inflnt.ion is also intensifying the' 
bmlgetnry squeeze for other State nnd local governments. The cost of 
furnishing governmental services has inct"eased dramatically. This is 
frcqucnt.ly accomp:mied by u denmnd for more services. Vi1tua.lly n 1l 
groups hastened to point out that, while the cost of government is ll!), 
tnxpa.yers a.m more :rncl moro reluctant to pay a,ddition:il ta.xcs. 

As n result, several local govcl'!lmcnt adm inistrators bclie\·ed it is 
esscntinl to consider a11 nlterna.tives to cut costs-including dropping 
their socin1 sccul'ity coverage. 

C. "SocL\L SECURITY Is GOING Bnon:E" 

News accounts about the financial condition of social security hnYe 
prO\•ided a. catalyst for nin.ny employees to consider terminating their 
co\•erage. '\Viclesprcad reports of t.he j)rojccted exhaustion of social 
sccnritv trnst fonds in the H>SO's have been trn.nslnted to menn benefits 
will cciise at thnt time. 

(6) 



As a result,.a v9tc fot· terll)ination of c~verage has ~en viewed as 
cn11ing tl halt to throwing good mom\)' a.way on n. bankrnpt ssstem. 

D. Soc11\L SEcunrrr 'FA:\"'ES 'Vn,1, CoNTr~m: 'fo R1sE 

Few ndmi.nistrntors shared the pessimism of some employees that 
social security would go broke. They-along with mnny employees, 
upon rcftcction-realizecl that our Nation would not allow social 
security checks to stop. But they n.Jso realized that, to cot·rcct the .finnn­
cin.1 p1:oblem of great~r out.go than income to the program, social 
sccur1t.y t .. 'lxes may. be mcrett.sed. Or, some other a.ltcrnat1ye. wo11Jc1 be 
approved which would increase. theii· payroll costs. 

One of the most difficult budgetary problems nt the local level, ad­
ministrators reported, is unscheduled rising expenses. Because social 
security tax levels are beyond local contr?l, dropping social security 
was soon us n, wa.y to achieve more static and buclgetable expendi­
tures. [Sec subsection n for additional discussion of nuances of local 
govcnunents .] 

E. "E11rrL-OYEES 'Vru, BE ELrnrnr.E ron SocrA1~ SEcun1Tr, REo.rnor,Ess~ ' 

Many older employees had found that they already met the require· 
ments for "fully insured stn.tus" 1 under socia.J secunty, which c.ntitlcs 
them to at least som\! reti1·cment, sul'vivol'S, and hospitnl i. i.:.·,mrnccs. 
(The amount of monthly retirement or snnh-ors' benefits, Jwmwer, 
will be reduced bec.'tuse y~\.l'S of no creditable C.'lmings will he n ver­
agecl into these wol'kers' 11 fctime n vcrnge en rnings.) 

Many older workers, however, vote for termmation of coverage be­
en.use the.y will receive at least some benefits. 

Younger employees often '1'cro repo1tecl to be highly optimist ic thnt 
they would gn.in enough socinJ security work credits for eventua.J eligi­
bility through moonlighting or work ttftel' retirement. Some will also 
leiwe the Gove111ment and obtain sufficient qun.rters of conm1gc to 
qun.lify for benefits. Indeed, the lit.era tu re from sevcml shdf rct.ircment 
systems nlso banked on employees being eligible for minimum social 
security benefits. 

Tho "formula, for computing monthly socin.1 securi ty benefits nh;o 
provides n.n incentive for some. Government workers to opt fo1· ter­
minating coverngc. Benefits iu·o weighte1l to the ndva.ntage of people 
with low lifot.inm ca.mings cove.1'<.'.<l 11ncler socin,l security. In some 
cases this occurs becmtse n wol'lrnr mny hn,ve an in-and-out pattern of 
cornrecl employment, or been.US(" he or she nmy 1Hn·e worked in non­
co,·erecl employment. 

Some groups took (1a.rn to cxpla.in t.o cornmiUec. staff thnt employee~ 
wero unswayed hy tho fact. tha.t they already were fully insured ui1cler 
socia.1 sccnl'it.y. Others said this was n majoi- factor in the voting. All 
groups seemed well o.wu.ro of tho fully insured status rnl11. in t.hc socinl 
securit.y ln.w. 

1 To lie Cully lnsnr<><l 11 worker must hn,·c co,·crecl Pnrnlni:s In n sntllclent number or 
qunrt••rfl rqunf to tho numhPr or •:nlc111l11 r ye11r1111rter J!lr.O (<>r I.hi' yenr the worl:cr r~nehed 
2 1, 1£ lnt~rl 1111 to the full ~·enr In which he or she becumc 11lsnbled, d lr<I, or renchr.cl retire· 
111N1t 111:£>. llowe ,·<>r. 11 wo1 kcr cnnnot be fu11r Jnijurccl with f1>wer thnn s ix 11unrtcrs or 
conrng!!. No worker, thoui;h. wlll need more tlmn 40 qunrters c.f eo1·crt1i;(•. 



· F. "REPLACEMENT Pr,.\Ns WrLL PAY l\fonE" 

Almost all of the groups planned to roplnce the socin.1 security bene­
fits with a· different plan. Retirement benefit.s under the replacement 
pla.ns genera.Uy wero higher than social soomity nmounts. 'l'ypicnlly, 
though, the replacement plans paid less survivors nnd disnbiJlty bene­
fits and offered no prepaid hospital insurance for retirc<l nnd disabled 
workers n.nd family members 65 and over. · 

')nly a few of the plans tied their benefit amounts to the cost of 
living. Many hn.d no cost-of-living adjustment. Others had special 
limitations, such as an annual 2-percent limit on the increase. Other 
phins allowed cost-of-Jiving increases only if fund reserves were suf­
ficient. Still ot-her plans ma.de the increases arnilab)('. only to employees 
who retired after tL specified recent date. 

G. "THESE PEOPLE DoN'T K NOW 1V1:IA'l' THEY'RE VOTIXG Fon" 

This quotation from a local government ndministrntor illustrates a 
sentiment \•oiced by many. Before the votes, employees did not have 
any independently prepai-ed evaluations of social securit.y or the pro­
posed replacement plan. Information necessnry for infonne<l judg­
ments was therefore lacking. 
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Pa.rt 3 

VALUE O~ SOCIAL SECURITY 

Cuntrn.1 to the issue of lccn.1 government ~ermination of socinl secu­
rity is the value of soeial security pl'Otection. As stated in (>Mt 2, many 
Gvvernmcnt employees nro deciding to drop social security coverage 
bnsccl upon incomplete- and oftentimes inaccurate:-infonnation. 

Today mtmy Americans '\•iew social se.curity as a retirement program 
for older workers. But it is much more. Socia.I security is also family 
securiLJ', protecting workers nml their families from Joss .of earnings 
becauso of dea.t.h, ret,irernent, or disability. In addition, today's work­
ers are building hospital insnrn.nce protection under medicare for 
themseh·es and their SJ 0ous<:>s. About 61 percent of all people getting 
monthly cnsh benefits arc retired workers and their spouses. 

To provide more detn.ile<l informn,tion about the value n.n<l scope of 
social security protection, this working paper incor(>orates Senator 
Dick Clark's i\Iay 11, 1976: statement in the Congressional Record on 
this subject: 

VALUE OF SOCIAL SECURITY PROTECTION 

Mr. CLA1uc Mr. President, the social security program is 
one of tho Nation's most. ynlued institutions. One out of every 
seven Am<:>ricans receb·cs n monthly socin.l security chccfr. 
These benefits replace, in pa.rt, the earnings thnt have been 
lost been use of retirmncnt, dent.h, or disability. In adclitio11, 
meclicn.re protection is prodded when people reach ();) or 
hn.ve been disnbled for 2 years, ot· suffer from end-stage rennl 
cliseuse. 

In ::dl, soc.in] sccm·ity cu1·1·ently pnys more thnn $7.a billion 
in benefits ench month. 

Thn,t fnct. is diflicuH. to put. into proper context. This 
amount-$7.a billion ii month-is useful in mcnsming social 
security's o\•erall impact on the economy, but it docs not. 
fuHy illustrate tlm rnlne of the protect.ion prO\ricled for incli­
\1hli1al families. A few key facts, it seems to 1:w, woulcl make 
this point. 

sunv1vons INSUHANCJ·~ l'HOTEC'fIOX 

8Ul'\°irn1s protection, for example, ii:: an important, part 
of socia.J security. Socio.I security montnly benefits n1·e pnicl 
lO It cleccnsed workl'r's: 

Unma1Ticcl child ren under 18-undcr 22 if full-time 
sl 11clcnts. 

Unmn.rriccl son or d:mghtcr 18 or over who wns severely 
clisnbfocl before 2~ and continues to be clisablecl. 

Widow or dependent, widower (iO or olcle1-. 
(0) 



W'idow, widower, or divorced wife if cnrin:tr for the 
worker's child uncfor 18-or tlisn.blcd-who receives n. child~s 
insura.nce benefit. · 

'Widow or dependent widower !iO or olcler who becomes 
clisabled not Inter t han 7 yP.n.rs nfter the worker's den.th or, in 
the cnsc of n. widow, within 7 years nit.cl' she stops recei,·in~ 
checks ns 11 widow c.n.rinq- fot· the worker's children. 

Dependent pnrents 62 nnd older. . 
Dh·orcecl wHe 60 or older if the rntit'ringe lusted 20 con­

secutive years or more. 
Disnbled clivorcecl wife 50 or older if the marriage Jnsf:ed 

n.t. lenst 20 c-0nsccnt ivc years and if she becomes disabled 
within the 7-veiw period ·described for disabled widows. 

Grandchildren who were Ji \•in~ with and depende11t on. 
the worker and whosa parents arc disnhlecl or decensed. 

Ninety-five ont of e\·cry one hnndred chiJclren nnder 18 
nncl their mothers h:wc snrdvorshi p protect ion if the. father 
were to die. 

The vnlne of socinl security snl'\'frors p·rotcct,i0n for a 
family with young children clepm1ds ln,rgely on: First, the 
number n.ncl nge of the children; and second, the ctnmings of 
the wodwr'. For exnmple, in tho cnse of n. yonn~ w0rkel' with 
a.vernge monthly ent'nings of $600 who dies in micl-19iG Jen\' · 
ing n. wife ag-ed 32 and t.wo children ngecl :-\and !i. the pr<'scnt 
val11e of soCinl security benefits that will be 1)n.id to that 
family ove1· t.he yenrs-nssurning that the children attend 
school until they 1:each age 22-is$1H.520. And, it is g·nnran­
teecl inflation-proof. 

DISABILITY INSURANCE PROTECTION 

Disnbi lit.v prot ect.ion is nnothc1· importitJ' ~ pat't of social 
security. Monthly social secnrit.y disability benefits nm pnid 
to disnblccl workc1-s nncl the worker's: 

Unm:nTiecl child1·en 18-0I' under 22 if full .time student. 
UnmntTied children 18 OI' over who were se,·erely clisnhl<'cl 

before 22 nnd who. contim1e to be disabled. · 
1Yi,·es 01· dependent husbitnds 62 or ove1'. 
"\Vin's under 62 who care for n. covered worke1·~s child 

under 18-or disnblcd-who received n. hcncfit bnsed on the 
retired 01· disahlccl worker's cn1·ni11~. 

Divorced wives 02 or older if the mnninge lasted 20 con­
secnt.ivc :wnrs 01· more. 

Grandchildren who nre JiYing- with nnrl dependent on the 
worker ancl whose parents n1·e disnblcd or dccensed. 

Four 011t of fh'e ndults hn.vc disability protection uncle!' 
socin.1 security in t.he e\•ent. of the brcnclwinncr'~ long-term 
disability, either ns .insured workers or ns dependents of 
insured wot·kers. 

The pl'ese11t, vnl 11e of t.hn socinl secnl'it.y s11rvivo1·s 11ncl dis­
ability pl'otection is nbont fpllG,aso for n. mnn who: 

Bcc01nes disnblcd in mid-l!}iG nt age ~m; 
Hns n. wife :32 nncl two children nged a nnd i.l; 



~Hns ,iiverage·monthly.earnings of $600 ;.nnd· 
Dies n.fted>eing disabled for,5, yen.rs. -, . · .,,1-, 
These benefits n:l'e nlso1intlntion-p,mof. . • , . . . 
If tbe dis!J.,bled.1workcr. in. this exurra1)Ie cHes,,aftet; being 

. clisn.blc<l. for 20 rn.the1: thnn. r-i yen l's, tlae present vnh1c is 11bo11t 
$13'{,140. . 

?trEDIOARE HOSPITAL INSURANCE PROTECTION 

At a.gc 651 me.dicr.re hospital insurn.nce protection, nuto­
mnticnlly goes with eligibipty to social security or .railroad 
retil'cment benefits for workers, dependents, or survivors. 
Also eligible for hos1)itnl insurance arc disabled people under 
65 who h!lvc been continually entitled to social sccurit.y or rnil­
ron.cl retirement benefits on the basis of n. disability for 2 years. 
Insu1·ecl workers nnd their dependents who hnvc end-stngc 
renal disease nre eligible n.lso. Fin11lly, people 65 and over 
who u.n\ not eligible urnler any of these provisions .c.1111 buy 
medicnrc hospital insurance ·protection, cuncntly for $40 n 
month. It will go up to $45 f'11is ,July. _ 

Three types of care provicl~d by participating organizations 
arc cove1·ecl: inpatient hospital cnre, posthospitnl cxt!)nded 
care, and posthospitn.l home henlth services. . 

Inpatient hospitnl care is covered for up to 90 days in n 
benefit period. A benefit period st:u'ts when n person enters n. 
hospitn1 and ends when the patient hns been out of a hospital 
or ski11ecl 1111rsing home for fiO consecutive clnys. Medicare now 
pa.ys nll hut t·hc iirst $104 of the cost of co,·erecl services for the 
first 60 days. If hospitalization lasts longer than 60 days, the 
medicnrc beneficiary pnys a $26 daily coinsurance charge for 
the next 30 dnys. In ndclition, n. lifetime reserve of 60 days of 
inpatient hospital benefits is a.vailablc to beneficiaries who 
have used up the 90 days of benefits in n. benefit period. Herc 
again, t.hc patient must, pay ·n, $:12 dn.ily coinsurance charge. 

'fhc second, post hospital extcnrlecl care, is co,·ered for up to 
100 dnys in n bcnt>fit, pcdo•l if the care is begun shortly-gen­
erally within 'H cln~·s-aftcr n ho~pit!ll stny of at least 3 clnys. 
i'\foclicn.1·e pays all coverecl costs for the first 20 dnys and, after 
the 20th day·! pays all bu1· $1:3 n day. The sen-ices covered arc 
the skilled n11 1·sin,!(or rch11bilitntio11 scn·ices provided daily to 
inpatients of ski llecl nursing homes. 

The thircl t.ypc of cnrc covered by hospital insurnnce is post­
hospital home health serrices. 1\fodicnrc pnys for covered 
smTicci:; in foll. Up to 100 ,·isits by nms<>s, physical t.herapists, 
nn<l other health personnel arc corcrecl if furnished within a 
yen1· n ftc1· discharge from a ·l10spital-n Her 11t; lea8t a a-dny 
stny-or from n. c0Ye1·ecl stny in a. skilled nnrsing facility. A 
plnn of home health cnr<> 11rnst be prodded by n. doctor. 

The rn lnc of hospital' !1ismn11cc protection depends, of 
t'011rsc, on n person's stnt<" of health. A person who enjoys 
continuing good health will strrncl to receive less benefits than 
thn 1n·crn::r<~. A person who is not. thnt fort1111nte. on t·hc other 
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hand, could receive•substnntially more.thnn 'the average.~For 
fiscal year 1975 covered inpatient cn.l'C in short-stay liospit'11s 
ncc0tlntcd for 95 percent of.tho totnl hospital insurnrice bene­
fits paid. The· iiverngc short:stay·hospital benefit wns $1,062. 
The ·nvcm,ire number of covered dn.ys of ·cnre fo1· tihese stays 
wns 10.7. The n.vern.ge lifetime vnlue of hospital insurance 
benefits that cnn be expected to be pnid for n. couple, both 
reaching 65 now, is $2,l,000. 

H erc is nnothcr way to illnstrnte tho rnlue of meclicnrc's 
hospitnl insnrnnce protection: 12 percent of aged beneficiaries 
n.re expected to receive benefits for hospital services in excess 
of $1,000 in fiscal ycnr Hl7G. Four pct·cent are expected to 
receive more than $a,ooo in benefits. The following chart shows 
ndclitionnl exnmples. 

Pcrce1daoo 
o/ aged 

Rcimbmsement greater than- 7Je11cfici11rics $(}___________________________________________ 23 

$250 ----------·~----!------------------------ 20 
$500--------------------~-------------------- 16 
$750 ---'----------- --------------------------- 14 

~~:~~~ ======================================= 1~ $3,000--------------------------~------------ . 4 $5,000_______________________________________ 2 

Thus., medicnre hospital insurance is there when yon renlly 
need it .. 

"llff:OICAltE smTI.E"llnJNTi\RY MEDJGAI. INSURANOE rnOTECTION 

Medicn1·e's snpplementnl'y medical iJ1surnncc plnn opemtes 
somewhat differently. Unlike the l'est of socinl security, work­
ers do not contribute townl'd mcdicnl insm·n.ncc p1·otcction 
clul'ing theil' workinA" years. People 65 nnd ovc1·--1nnd people 
under 65 who nrc eligible for hospital insmnnce-who sign 
up for medicnl ins11rni1cc: pny monthly premiums for this }>l'O­
tcct.ion. The cur rent premium is $6.70 n mont.h; it wi11 incrense 
to $7.20 f'l1is .Tuly. The Govemment more thnn matches the 
amount of prcmhun to meet the full cost of the progrnm . 

. Now. the Gm·ernment's monthly sha re is $8.30. This .Tuly it 
wi ll be $14.20, nbout twice whnt each beneficiary will pny. 

There is nn nnnun.J cleduct.ible of $60. After the dccluct.ible 
is met, the plnn pnys 80 percent. of the rensonnble chnrge for 
covered servi.ces. Special limitations apply ro psychintriC cnrc 
nnd services of independently pmcf'.icing physical thcmpists. 

Physicinns' nnd snrgcons' sc1·,·iccs arc co\•erecl in the ho11se. 
ofli ce, clinic, nncl lwspitnl. 011tpntient. hospital services 111·e 
co,·crad if furnished by participating- hospitnls-ol' by non­
pa.rticipnti11i:r hospitnls'for emergency ontpntient services. 

Home health scrrices- the snme as CO\'ered in medicnre's 
hospif·al ins11rn11ce-nre nlso co\·e1·ed under the modienl in­
snrnnc<>. plnn, for up f·o 100 \'isits inn cnll'nclnr year. Thu plnn 



pnys the full nmount, l'ather than 80. percent of rensonnble 
cost, of home hcnltl1 services. No prior hospitnlizntion is 
required. 1, ., 

Examples of other covered health services include ont­
pnticnt phy~icnl thernpy nnd speech pathology serrices, ding­
nostic tests, r'2ntnl 1mcl purchase of dnrnbJc medicnl equip-
ment, and cerfain umbnlnnce services. . 

The vnhie of medical insumnce pl'Otection also depends on 
n pcr~<m's state of health. The average benefi t pn.icl per bill 
was $48 in fiscal yen.r 1!)7:1. Over three-fourths of the medical 
insumnce bills arc pnicl for doctors' sen-ices. Over 1 in 10 bills 
is for outpatient hospitnl sct'\'ices. . 

H ere is nnothcr wny to illust.rn.te the Ynlue of meclicnre~s 
meclicnl insm:n.ncc protect.ion: 10 percent of aged beneficinl'ies 
nrc expected to receive medical insnrnnce benefits in exc~ss 
of $500 in fiscal year H.>76; 5 percent are expected to recei\'C 
more thnn $1,000 in. benefits. The fol lowing chart shows aclcli ­
tionnl exnmplcs. 

PEROEN'rAOE OP AGED ENROLLEES 

Rcimb111'Sement ·g1·enter tlum- Pcrw•t 

$0--------------------------------------------- f>4 
$100------------------------------------------- nl $200___________________________________________ 21 

$300------------------------------------------- 16 
$400----------------------------------------··-- 12 $500_________________________________ __________ 10 
$750 ___________________________ : _______________ 6 

$1,000_________________________________________ 5 

Thus, meclicnre medical insurance is also there when you 
really need it. 

JIETIREJ\.IEN'r INSURAXCE PROTECTIOX 

I hn.\'O plllllOScly foft 11ntil lnst the mustm.tion of the \'ll.lue 
of socinl sec\1rity rl.'tireml.'nt benefits. Many people t hink of 
social secnl'ity ns 0 11 ly n rct.irement plan, but it is much more. 
It is nlso family security. In fact, only nbout ()1 percent of nll 
people getting monthly cash benefits are retired workers nncl 
thcir spouses. 

Social sccm·ity retirement benefits a.re paid to retired work­
e>.t'S nt. G2 or oldci-, aml t.hcir dependents. The same l'lllcs npply 
for dependents under both the disnbility nncl retirement 
progmrns. 

NiM out of 10 people aged ()5 ot· ornr either recei\'C social 
security retir<'mcnt benefits 01· would recci\·e them if t.hl'y 01· 
their spouses were not working. By 198:>, nbout 94 pcrcnnt. of 
the ngccl populntion will bc eligiblc for benefits; tho propor­
tion is expected to bc 96 to 98 percent by tho year 2000. 

The rnlue of socin 1 sccm·it~· protect.ion is $8ii,200 in the cnSC' 
of n, worker who-

Rcnches nge G5 upon retiring iJ1 ,f nnuary 1976 ; 
H as a wife who renchcs 62 in the snmc month; n.nd 
H as a:rerngc monthly earnings of $585. 



This figure includes the vnlue of some·survfvoi·'s nrotectfon 
for t.lrn wife, since the probability is thn.t tho worker wi11 d ie 
before. her. 01ice nga.iu, th.is protedion is b1flntion-proof. 

For people l'enching 65 n.nd retiring ill the future, the \•a.Jue 
is, of cou rse, inuch higlre1·~ ·Let me n.gnin use the exmnple of the 
worker nnd his wife who :ire now ngecl 35 11.nd 32. In the yenr 
2005, they will be ()5 and 62. Assuming t.he worker i·etires then, 
tho vnlno of their social security retirement protection includ­
ing the wife's su rvivor protection will be about $159,700 in 
1976 do JI a rs. 

This \'ttluation is based on the actnat:inl asstimptions in­
cluded in the l'epott of the 1975 boa rel of trnstees of the social 
security trnst funds. It assumes the same proportion of wage 
replacement as exists under present lnw in January 1!)76. It 
fmthm· assumes t hnt. the. worker will cam the maximum saln.ry 
counted towarcl social security. That amount .is $15,300 this 
year 1tnd is expected to be about $26,500 in 200:>, using con­
stant clolln.rs. 

Constant dollars-that is, 1V76 dollars-are used because 
the number of 200!) dol1ars is expected to be significnnt1y 
ltigher because of inflation. I wa.nt to keep n11 the illustrations 
ns consistent ns possible for comparison purposes; using 1976 
clo11nrs helps do that. 

WORK CREDITS REQUIRED 

Before workers and theil· families can get retirement, sur­
\irnrs, disability, 01· hospital insurance protection, the workers 
must earn a. certain amount of social secudty work credits. For 
each 3-month cnleuclnr qnnrter that It worker is paid $i>O or 
more in 1t job cornrecl by social security, he or she receives one 
work credit. Self-employed workers get four credits for r.ach 
yen.r they hn ve a. net profit of $4.00 or more. 

The amount of work credit needed depends on the worker's 
age. Fm· retirement and hospital insurance protection, n. 
worker reaching nge G2 in 1976 needs 2:> cl'edits. He or she 'vill 
need 28 credits if 62 in 1970, 32 ct·edits if G2 in 198~, and 40 
cr('d it's if G2 in 19fH or later. 

For survivors protection, a, worker born iifter 1929 win need 
13 credits if ho or she dies at ngc 35, 20 credits if nt nge 4·2, 
nnd 28 credits if nt, nge 50. 

For disability protection, w1wkcrs who become. disabled at 
nge 31 or Inter ncerl as many credits its they wonld need if they 
reached 62 in the. year they hr.come disabled. In addition , 
though, they need 20 credits in the 10-year period just before 
they become disnblecl. The ndditfonnl credits are not needed 
if the worker becomes blind. 

Httving enough credits means onl_y that, workers and their 
families can become eligible for checks. But. t.he amount of the 
checks depends on t,he worker's n.vcr:igc carninJ!S over n. period 
of ycm":> from jobs rornred b.r socinl sc1~u rit.y. The higl1cr th<>, 
eamillJ!S. the hi1.!11er the benefits. 
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:"<EEO f'Oll AOlHTIO:-JAf, PROTECTION 

A finnl hnportnnt. point: Most peoplo belicwc it is wise to 
supplement their social security protection wjth other in­
surnncc or pe11sio11s. \\Tc mt1st remember that prices will rise 
in the f utme. Although social security benefits will increase 
wit.h the cost of lfring, it is not, too likely-in my opinion­
tlia.t there will be. any siznble future increase in the propor­
tion of earnings replaced by social security benefits. So plan-
11ing for some supplc.ment seems to me to be prudent. 

Fin:dly, it should be emphasized that social security was 
ne,·er intended to be the sole source for replacing lost earnings 
hecnuse of death, retirement, or disability. 

It, of course, provides valuabJe protection. And for most 
older Americans, social securi ty is their primary source of 
support. But quite clearly, social security benefits should be 
supplemented by private pensions, insnmnce, sa ''in gs, or other 
forms of protection. 

The above. statement by Senator Dick Clark appeared in the Oon­
gl'essional Record of l\fay 11, 1976, page 86866. 

Chart 1 shows n.verngc monthly benefits for some selected family 
grnups. 

The benefits pn.icl to clisnbled wol'kers do 11ot ordinarily include 
reduce.cl benefits, and n. liighct· percentage of disabled workers than 
retired workers have their benefits computcrl on morn recent, and 
therefore higher. average earni11f._rs. These facts explain, nt least in 
pn.rt, why the average benefit fol' <lisnblecl workers is hi~het· thnn the 
iwel'a.ge for rctil'ccl workers-:~~'i2 as com parcel with $22•1 for J um• 
l!)i{i. 

A wifo's benefit beginninl! at ot· af ter age 65 is equal to one-hnlf 
of the a.mount her husband- would get. if he retired at n~c fi:). The 
average benefit for 1\ worker nncl his wife is $:372. 

CHART 1 
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An aged widow's benefit beginning at or after nge 65 is 100 percent 
of the benefit lier husbn.nd wns getting or would hn.ve gotten if lie 
retired at age 65. The amount of u. widow's benefit depends on her, age 
at the t ime she starts getting benefits and whetlwr her husbnnd got 
reduced retirement benefits. The benefit for a wirlow who $tarts getting 
benefits n.t or after n.ge 65 and ·whose husband <lid not get reduced 
benefits js 100 percent of her husband's unreduced benefit amount. All 
other widows-those who start getting benefits before nge 65 (benefits 
payn.ble as eal'ly as age 60) Ol' whose husband got reduced benefits­
get less than 100 percent. The average benefit for aged widows is $208. 

Several factors affect the amount of benefits for family g roups con­
sisting of several people. A child's benefit is 50 percent of the worker's 
unreduced benefit if the worker is alive, and 75 percent if the worker 
is dead. Also, there is n. limit on the monthly family benefit payable 
on the basis of a.n insured worker's enrnil. ' record. The maximum 
family benefits rn.11ge iJ; amount from 150 '1>ercent of t.11e minimum 
unreduced benefit for :i worker to 175 percent of the maximum un­
reduced benefit under the ln.w. Under the automatic pro\risions in the 
ln.w, the family maximums will be increuserl by the smne percentage 
as benefits are increased. 

'Dhe benefit for n dependent ·pn,rent of u. deceased worker is 821h 
percent of the worker's benefit if there is one pnrent: :rnd 7:3 percent 
each if there are two pa.rents. 

CHAAT2 
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Part 4 

EXA.!iIPLES OF· BENEFITS OF STAFF 
RETIREl\fENT PLANS 

Government employees should consider several factors in determin­
ing whether to ,·otC' for the termination or co'ntin-.iation of social secu­
rity coverage. A major considemtion, of course, is the present. and 
futnre value of_ retirement benefits uncler rnrious plans. But there arc 
many other factors that must also be appropriately weighed: including: 

How does the disnbilit.)1 co,·ernge of the nltemative plan compare 
with social security's covernge 1 . 

Is there pr0\·is10n ·for smTi vor benefits f01· the worker's wife or 
fnmily? 

Is there an automatic cost-of-Jiving adjustment 1~1echanism to mnko 
retirement benefits inflation-proof? 

1Yhat. type of pro\"ision is macle for medical protection for the 
retiree~ 

A. PAROCHtAr, EMPLOYEES' RETIRE~rnN-r SYsn:M o ..- Louis IAXA 

There are two basic versions of this plan. The "regular" plan is 
coordinated with social security. The more liberal "supplemental" plau 
is designed to replace social security benefit protection. 

The plan's publication "Summary of Principal Features" is re­
printed in appendix 1) p. 34. 

B. C11uFonx1,\ Funr.Ic E~rrLOYEES' R.1-;TmE)rnXT Sysn;M-Yrio A'I' 
Am~ 60 

This ~plnn also has two ,·ersions-one coordinntecl with social secu­
rity, the other not coordinntecl. 

The plan's "Questions nn<l Answers" pamphlet is reprinted in ap­
pendix 2. p. 40. 

c.. HIGllUGIITS OF OTl!En PJ.,\XS 

The com mi ttee hns also cxn111i11ed n. m1mbe1· o'f other rcprC'sentnf·ivc 
plnns. ,\ mong thl~ major :fent.nrcs: 

(a.) Rc•tiremcnt nge is we11 below 65. l\lost plans studied provided for 
reducecl brncfits at eithcl' ngc fiO OI' fill. The lowcl' retirement ages 
applied to police and fire employees, nncl t lieir benefits were rclntively 
more liberal. 

(b) Hest.ricted cost-of-lidng- incn~nscs. :illost pla.ns studied did not 
automnt ically incJ"cnsc benefits with risrs in the cost of living. For those 
t.hat. clid, a 2-percc>nt. a. year ceilin~ on f.11c incrcnses wns common. 

(l:) Sm·,·iyorship protection for young families is meager. What 
(17) 



most p1ans term survivors benefits applies only to surviving spouses 
of workers who ham already retired. Typically, the retiring workel' 
is given sevei.·al options regarding how benefits are to be computed. 
The two ma.jor options are (1) benefits pnynb1e on1y while the worker 
lives and (2) benefits at n. reduced rate payable to the worker with 
benefits to continue to the surviving spouse. Employee contributions 
with interest a.re paid to designated bcnefici:Lries in case of denth beforo 
retirement age: Many local governments provide a group Jife insur­
ance policy for employees. Ten thousand dollars is a typical umount. 

(d) Health insurance after retirement is nonexistent. No plan 
studied p1·0\•ided prep11icl hospital or medical insurnnr.e after retire­
ment. l\fost )oca l governments did provide g1·oup health policies for 
active employees. 

(e) Earnin~ ]imitations apply only to work covered by the plan. 
All p1ans studied had provisions that reduce or stop benefits if the 
retiree works in employment covered l?y.the plnn. Other work, ho.wever,. 
docs not affect the benefits. · . '. . 

(£) Disability benefits vary wide1y. Disability benefits for fire and 
police employees were quite libem1 in the plans studied. On tlie other 
hand, these be11efits were Yery restrictive in other plans, all of which 
covered non fire and police employees. 



Part 5 
' . 

HOW SOME T~RMINATION DECISIONS 
~!ERE REACHED 

Local governmental tenninnti~n of social security coverage has in­
crensed nrn.rkedly during the past year. To provide insight conccrn­
in~ .how th.ese decisions were reached by employees and Gove!·nment 
officinls, this part focuses on four case studies. 

A. DIXON' CALIF. 

The city of Dixon has 25 employees covered by social security. Its 
coverage will terminate 1\farch 31, H>77, unless the notice of termina­
tion is withdrawn . 
. '.l'he ·idea o·f terminating social security covl'rage originated with the 
employees. Ten of the employees are over 40 years old , with the 
average age between 20 :mcl 35. There is very little turnover. Only 
three employees have tenninated employment in the past 2 years. 
The vote was 24 for te11nination with 1 abstention. 

The basic concern of the employees was the 5.85-porcent payroll 
tll'x deduction. Other concer11s centered on future increases in the tax 
rate and whether the system would go broke. 

The director of fomnce for the city assured the employee:; t.ha.t the 
social security system would not go broke. Because he did not have 
information about future benefit rates for social security, he ·himself 
l'stimatcd the fut.ul'e l:xmefits under social security, nncl the proposed 
replncement plan, assuming n. 5-percent-per-yenr inflation rate. 

Current mid future cost wns the primary employee considernt ion. 
Under the replacement plan, the empl'lycr contribution will be con­
siderably more than the employees' shnre. The umployer share \\'ill 
be 23 percent for snfety employees nnd 21 percent fo1· nll others. 

R. }'fmmAY CoUN'JT RoAm> OP EnucNr10x: GF.onmA 

The board of education has bet.ween 200 nncl 220 employees. Many 
of the tenchers hncl been asking school board oflicials about social 
security's financial strength. Dui·in~ meetings the possibility of tcr 
minn.ting social sec11 rity coverage nlso was mentioned. Many of the 
employeru; have worked for 15 ·to ·20 years 11ndcr social security. 
Turnover is reln.ti vcly low since four ont of CVCl'~' fi\'C employees a.r·c 
hometown people. ' 

In addition to social security, ttnchers nrci covered under a Statl' 
teachers pension plnn. Because 

0

of the fl-pl'rcent. pnyroll decluction for 
the State plan and income tax withholdin,!!', the :i.85-pcrccnt. social 
sccnrit.y deduetion seemed too burdensome to most of the employees. 

C19) 



Several straw votes were tnken.' About 95 percent voted to terminate 
social security. . . . 

Present pln.ns nre to return the employm·'s portion of the socinl 
security tax to the employees, thus incren.sing tnkc home prty b~r 11.70 
percent . · 

J_,ocal bond refcrondmns do not pnss and prncticn.1ly everyone jr; 
opposed to more taxes, nc<:orcling ~o the school supcri1itende1~t. 

Employees believe their benefits under the State pension plnn nrt'o 
adequate. Retirement benefits arc 80 percei1t of the employees! hig-lrns t. 
5 years' enrnin~rs. DisnbiJity benefits are provided nft(}r 10 ycnrs of 
work credit. En<:h employee is provided n $10.000 Ji fe insurance policy 
and gronp health insurance be,nefi.ts while employed. . 

The superintendent believed the social security law should provide 
an option whereby employees who want to retain social !>ecnritY cover­
age could do so regardless of the wishes of the mn.joritv. Ho also 
thought it would be desirable for tlie State to have a plnn that would 
tn.ke social security benefits into account and provide additional benc· 
fits on top of social securi.ty. 

c. PJ, ,\QUEJIUNE, LA. 

None of the 120 employees of the city voiced objections when the 
city, after several meetings with them, decided to terminate social 
security covem.ge. The city will cha~e ton. more liberal version of t.lw 
1\fonicipal Employees Retirement ;:,ystem of I,onisinnn. Employees 
believe they will get more benefits unrler t.hat. plan thnn from social 
security. · 

Some employees had rend about sociil.l security going broke, and that 
helped them mnke their decision. Rnt social security was dropped 
primnrily because the replacement plan pro\•idecl gt·enter benefits. Ex­
cept for the young employt~es, almost nll are fully insurecl undcr social 
security. 

The mayor pointed out tltat there is tremendous mobility among 
cit.y employees. Except for the "old henrls," employees work nbout 7 or 
8 years a.nd tlu•n nccept new, nonmunicipnl jobs. The city's pay sen.le 
used to be sirrnificnntly low('.r thnn that in the nearby construction 
industry. Although city salaries lrn.ve incrensecl, the new retirement 
system. with the yen rs of service reqnirmnents and higher benefits, will 
oo nn incenti,rc for employeP.s to remain on the city payroll. 

D. HA TXF.SVJJ,J41':, LA. 

'f.he 26 employees of the town g-ave their n.pprovn.l to drop social 
security coverngu and replace it with the more liberal version of the 
Municipal Employees Ret.ircment System. of Lonisinnn. A relnt.ively 
smnll number of the employees will be covered by the :Mnniciprll Police 
Employ('es Retirement System of Louisiana. 

At n. roundtable d iscussion meet.in,!! of the Louisiana Municipal 
Associntion, the iclen. of dropping socinl secnrity wns mised .. Mnny 
other towns in Lo11isinna hnd already <lone that. 



21 

The town clcl'k d1~scribed tho finnncinl situntio11 of the town nnd tho 
tensons for dropping socinl sccul'it; very cleal'ly nnd forcefully: 

(a) Soci:Ll security costs will l"iso in tho fntum. The town will fi nd it 
difficult to budget for these expc11ditures. Hnynesville needs tL JeveJ 
cost retirement system that town pltumers cnn project and count on. 

( b) Citizens want more nnd more town services but don't want to 
increase tnxes. People must rcnlir.c thnt they must p1iy for the services 
tl~wm~ . 

(c) The town cn.n't change socinl S<?c11rit.y's cost nnd hns·uo influence 
over it. Rising costs have bacn forced on the town by Wnshington. 
Social security is ju~t one exnmple of Federal interferenc~ with peo­
ple's money. The rising cont of social i:ecurity is going to break the 
country. 

( d) The replncement plans will give more in benefits. 
(e) There was some concern tlrnt socinl security is going broke. 
(f) The town wns not directly covered by socinl security. The social 

security ta.x iin-oices must be pnid to the public employees' board. The 
town was an unwanted stepchild from the beginning. 



Part 6 

CONSIDERATIONS OF STATE AND 
LOOAL GOVERNMENTS 

In deciding whether to withdmw from social security, Stntc or 
local governments should considci· seveml factors, such ns: 

'Vhnt are the advantages and disndvnntnges nf social security cover­
age compared with other types of plnns? 

'Vhnt is the likelihood of future improvements for socinl security. 
in contrast to other forms of retirement, disn.bility, survivor, or hospi~ 
tnl protection? 

How does the cost of social security protection compnre with similar 
forms of retirement, disability, survivor, and medical protection? 

Governmeutnl employe~ should give approprinte consicleratio11 '"o 
those factol's, as well as others. 

A. BASIC CIIOICES 

'Vhen a State 01· local government elects to continue in or withdraw 
from the socin.1 security system, it hns cs.5entiu.1ly four bnsic choices: 

(1) Coordinate social security protection with n staff retirement 
plnu; 

(2) Replnce social security with a new staff pension.; 
(3) Rely entirely on n staff pension plan; or 
(4) Have no plnn. · 
1. Oo01•dinate.-Some gro1P ; have coot·clinntecl the benefits of their 

staff retirement plnn wit.h the benefits of social security. Under this 
method, the staff plan u.grees to pay be:1efits in addition to social secu­
rity, up to a predetermined level. For example, thnt leve1 could be 80 
percent of the employees' n.veru.g-e sn.ln.ry during their high 5 yen.l's of 
earnings, i·ith additionnl provision that social security's cost-of-livinl! 
increases be pnssed through to the disabled or retired employees nnd 
their families. · 

Additional provisions could be mnde to prO\·icfo nn earlier retil'e­
ment age, a retirement n~e different for polic~ nnd fire employees thnn 
for other employees, and supplemental hospital nncl mechcnl benefits. 

2. Replace.-Other groups have decided to rcplncc socin I secnrity 
benefits with n. new stn.ff pension plnn. Under this method. a locnl 
government cnn estn.blish n. staff plan with henr.fits compnrnble ro 
social sccmity; but lmcler local contl'ol nncl direction. 

3. Rvtciin tlie oxistinq staff 7>la.11.-Some g-roups have dropped socinl 
secnrity and. rather t.hit.n replncing it. rely on n, preexisting noncoordi­
nnted staff plnn. This is usunllv clone becn11sP of finnncinl pressmes on 
employers nncl local g1·oups, irncl because the existing plnn benefits 
nrc thouJrht to be suflicient prntection. 

(22) 



4. Ha.ve ·1w. 11la11.-1'his, is mre]y a choice, nlthough it's sometimC'.s 
an unintended result when some employees are not e1igil>Jc for mem­
bership in the stn.ff plan and socia,J security covm:nge is dropped. 

B. B})Nl:Frr Co111rAn,\DlLlTY OP REr[ .. \Ct!lllEN'l' Pr,,\NS 

AJmost all of the replacement pJnns studied offet· higher benefits 
at retirement. Most hn.ve Jower retirement age th an the nge 65 (62 for 
reduced benefits) for socin] security. The replacement plans typica1ly 
do not reduce benefits be.cansc of work after retirement, unless the 
work is covered by t.l1e st.aff retirement plan. (Social sectirity retire­
ment benefits a re reduced $1 for en.ch $2 of earnings over $2,760, except 
that full benefits nre paid for every month earnings are $230 or less, 
regardless of the yearly total.) 

However, the replacement plans studied are significnntly weaker 
tbn.n social security in hospital insurance protection , survivors protec· 
tion, and disn.bility protection. A mn.jor exception is disability prot.ec­
tion for police and fire mnployees. Theil" disability benefits are awarded 
under rules that hnve been criticizerl as too f!ener011s. 

None of the plans studied hns prepaid hospital insurance for people 
G5 ancl over or disabled. Social secmity has such protection ns a part of 
medicare. 

Very few of the plnns offer compa.rabJe benefits for survivors. Par­
ticularly wenk are benefits for y<inng families in the event of the denth 
of the worker before retirement age. 

C. CosT-OF-L1vnw l:-;r,m,Asr.s 

Most of the replacement plans do not tie their benefits to the cost of 
living. Those that ha Ye an escalntor clause limit the percentage increase 
in l>cnefi.ts to nn annual len>.1 thnt is low compared to n.nticipntecl infla­
tion rates. A 2-percent-per-yenr limitntion is common. 

The result is thnt, while retirement benefits n re higher thnn socinl 
security benefits ini.inlly, replacement benefit nmounts will erode over 
time. Assuming an annual 5-percent rnte of inflation, socinl security 
would i11crc11sn abont Ci3 percent by th~ encl of n. 10-yenr period. A 2-
percent limitation would reduce the iMrense to nbont 22 percent-a. 
tH· percent loss in the purchasing power of the benefits. 

D. VF.STING 

Vesting is the pension-related term used to identify the permnnent 
right to benefits. The period for vesting is the lcngt.h of t.imP- nn em­
ployee must work before obtaining the ril!ht to benefits. The period 
for ,·csting usnnlly wns 5 years in the replacement plnns studfod. If 
employment terminates befo!'e vesting, all pln,11s studied p11y back the 
coutributions of the employee, plus intel'est. No benefits are paid unless 
vesting occurs. · 

·For shol't-term employees, then, t.Jw.stnff plnn becomes nothing more 
thnn IL forced snvin,!!S account. No ext.m benefit will be pnicl upon pre­
mature death, disnbility1 01· retirement. Reen use few peopk invest th~ir 
refunds iu insurn nce or annuities, the result r.nn be complete depend­
ency on others if one of these events occurs. 



Socio.I security vesting is llh yeurs for s1mrivor benefits, 5 years of 
covered work in the last 10 years for disability benefits, and no more 
than 10 yenrg fo1: retirement benefits . [See part 3 for a more detailed 
description of social security vesting.] 

See appendix 3 for discussion ·of this and other issues by Mr. David 
H. Doty, city manager, Bella.ire, Tex. 

E. ?onTABILrrr 

Portability is the term used to describe the situation where work 
credits for pension vesting under one job can be carried to other jobs. 
If work credits nre portable, a worker can lllO\'e from job to job n.nd 
build credits toward benefits from one-or coordinated-staff plans. 
Work in a job for 3 years, itself not enough for vesting, could be car­
ried over to work in another j9b for 2 more yen.rs, ref'· 'ting in vesting 
under a 5-year arrangement. 

As could be expected, portability of staff phtn work credits is vet-y 
limited. Some common limitations were found. They include portn­
bility of credit from one plan to a.nother only for other staff plans listed 
in the provisions of the first plan, or within a certain time limit, or only 
upon approval of the plan covering the new job. 

Social security work credits are fully portablr., which means that 
work in any job covered by social security counts town.rd vesting; 9 
out of 10 jobs in the country are covered by social security. 

F. DESIRABILITY OF LocAr, GoVERNMEN'r EMPI..OYMENT 

Once a. locn.1 government terminates its social security coverage, it 
cannot go back into the system. 

Over the years, prospective employees who do not want their social 
security protection reduced by noncovered eamings mny choose em­
ployment with locnl gove-.:-nments that luwe N10i1· jobs covered by 
social security. Conversely, employees who have worked in local go\:_ 
ernment jobs not covered by socinl secmity mn.y wish to limit their 
employment to ;.!Overnments with similnrly 11oncovered jobs. Tims, the 
free mobility of labor conl<l be impaired-with 9 out of 10 job hunters 
seeking employment in social security-covered jobs, nncl 1 out of 10 
seeking employment in noncovered jobs. 

G. EPFEC'l' OF TEnMINNJ'ING SocL\I, SEcuntTY Cov1mAGE ON PnE~IENT 
EMPLOYEES 

Present employees can bt'. divided into two gt·ouris: those with ,·estec1 
sor.in.l secmity rights nnd those without. 

The employees with vested rights will 'be eligible for social security 
retirement, hospital, n.nd survivors benefits. Disnbility benefit pl'Otec­
tion will censo after 5 vears of terminntion. 

But even with vested ·rights, the amo1mt of monthly benefits will 
constantly clccrcnse after termination. This is because the bllnefit 
a.mount 1s computed on covered earnings ovc1· n person's working 
lifetime. 



Social security' pamphlet 76-10065, "Your Stnke in Social Security 
ns n Public Employee," January 1976, illustraws it t.hfa wa.y: · ' • 

Take John M., for example, who was 50 in ,January i975, 
when. his State CO\'ernge group's termination of socinl security 
became 'effective. At thnt time, John had more than 10 years 
of. coverage so ·he'll be permanently ins'urecl for retirement 
and survivors benefits and meclicare. 

John has maximum CO\'erecl earnings each year thmugh 
HJ74, but not from 1975 up to 1990, when he'll retire at 65. 
So his social security check will be $507 n. month (under cur­
rent estimafos). If lie had kept his social security co\·erage, l1e 
wou1d have gotten about $1,023 n. month in social security 
benefits. 

The other group of present employeEs-those without enou~h work 
credit for ,·esting-will not be eligible for benefits without additional 
work under social security. 'While it is common to hear that these 
wot·kers-usnally younirer ones-will moonlight and work after retire­
ment to- ga in work credits, family obligations, the ·lnbor market, and 
the employee's health or stamina may "·ork against these mnbitions 
and assumptions. . · 
If employees •vjthout nsted social security C'.ligibility in fact gain 

enough work credit for vesting, the amount of t11eir benefits will suffer 
from n. redu'.!t.ion similar to the one described for employees who 
al ready have vested rights. 

Futme employees wiJl not be represented in any referendum by 
employees to t<mninnte social security covernge. But they definitely 
will oo affected by the outcome. If a. State or local go\•emment's 
coverage is terminated, future employees' work will not count toward 
social security protection. 

As n rC'sult, the pension rights of these employees will be seriously 
impaired (l) if they do not work ·under th'} Stnte 01· local plan long 
enough for vested rights, (2) if the staff plan does not provide com­
parnbl~ benefits1 or (3) if t·hey withclrn.w their contributions to the 
staff plnn when they le:we the State or locn1 employment. 

I. FrxAxC::rAr, S·rnF.XGTrr 01" Onn:n Pr.,\XS 

The Employee Retirement Income Security Act of 1974 (ERISA) , 
which protl·cts the rjghts of participants a1ul bC'neficiarics of prirntc 
pension plans. does not covet· Stntc or focal g"O\'Cl'llmcnt employees. 
ERTSA contnins, instead, n. mnnclate to engage in an in-depth study 
of '"OYermnentnl pension systems. . 

'.fhe l'C'nsion Tnsk Force of the Snbco1m111 Uee on Labor Standards 
of the House Education and Lnbo1· Commi ttee hns rC'lcasccl its interim 
staff rcnot·t. It rcnchccl these tcntnti rn conclusions : 

(1) Bccnusc public pension plans :tl'c not subject to the cpmlificn­
tion pro,·isions of t.hc Internal Revenue Code, 01· the p1·otcction of 
other Federal law, mlmy public plans lurk the participation, non­
discrimination, clisqunlificd person, ancl other snfogrnmls t·hnl· arn 
inhcrunt in private plans. 



. (2) Th~ nbsence of nny externlil independent revie.w of public pen­
sio1t pJnns hns permitted the existence of a l1igh degree of 'employer 
control of plnn nsset.s, which carries un attendnnt potentinl for nbuse. 

(3) In general, public pension plans do not nppeat· to be OJ>ernted 
within the generaHy accepted finnncial nncl accounting proeedure•: 
applicable. ~o private plans. . ' 

( 4) As n. general policy, the practice of using the nssets of mu11ici­
pnl and State retirement funds to finnnce local government operations 
significantly impairs tJ1c stability of public pension plnns. 

(5) Given the nnture of public pension plans themselves, plus cJn­
flicting .and confusing St.ate statutes, constitutional provisions! r111d 
court interpretations, a grent deal of legnl uncertninty exists as to the 
rights of plan part.icipnnts, the standards goveming the conduct of 
plan officials, nnd the remedies a.vn.ilnble to aggrieved participants. 

(6) Public retirement ·systems in genernl suffer from serious de­
ficiencies in the area of plan disclosures to pnrticipnnts nncl benefici­
nries of informntion central to n full understanding of the provisions 
and operntion of the plan. This nbsence of disclosure has produced n 
situntion where pnrticipnnts nncl beneficiaries seldom know with nny 
accuracy exnctly whnt their pension entitlements arc, and how they 
cnn object to nny practices of tl1e i>lan i1n-olYing the management of the 
ussl'ts of their pension fund. 

J. TAx-FnEf~ BE::-or:FITS 

Social secmity benefits n.re not subject to Fcdernl income tnx. Ben­
efits from other plans arc taxable once the am01mt of employee contri­
butions is repaid. Retired Government pensioners, though, mny qunlify 
for tax relief under bhe retirement income credit.1 For some people, the 
tax-exempt stntus of social security cnn be nn important considcrntion. 

K. Lrn:Er,mooo OF FuTmrn I:i\u1nOVEMt:NTS ix Socr.u. SEcuntTT 

The socinl security system hns been improved numerous times since 
its ennct.ment in 1935. It undoubtedly will continue to be improved in 
the futme. Increased benefit protection can be of ~rent importtrncc 
to beneficiaries in the future, as n. hedge ngainst inflation. 

1 The retirement Income credit was ennctecl In 1954 to provide Government pensioners 
or nnnultnnts with comp.unble tnx relier ns soclnl s~curlty IJcnellclnrles who nrc not tnxc1l 
on their IJencllts. Pcr~ons with little or no soclnl securi ty co~·erni:c cnn cln lm 11 1().perccnt 
credit on their qunllfylni: retirement lncoml.': pensions, nnnultles, Interest, d lvlflerul~. 
or rent. 

The credit Is 1ii percent or the lesser of: (l) A tnxpnycr's qunur~•lng retirement Income. 
or (2) $1,5:H ($2.2SG for n joint return where both t1u:pnyers nre Gr; or older ) minus the 
totnl of nontnicnblc pensions (such ns soclnl security beneOts or rn.llrood retirement 
nnnultles) nnfl l'nrrwcl ln1:ome (de11cndlni: upon the tnxpny~r'!I ni;c 111111 If the tRXl'll.\·er 
IN under 62, the $1,524 tli:urc Is reduced by the nmount of enrncd Income In cicccss of $900. 
For persons nt lenst 62 yen rs old but less thnn 72. this nmount Is re1luced by onc·hnlt o( 
the enrncd Income In exr.ess oC $1.200 up lo $1.700. plus the total nmount over $1,700. Per· 
sons 72 nml O'l'er nre not subject to the corned Income llmltnllon\. 

Under the 'l'nx Reform Act of lll7G-whlch the Rouse nnd Sennte hn1l pnssr.d ns of this 
wrltlng--U1c rctlrt'mcnt Income credit woulfl be rc11lncc1l by n llH>ercent elderly crc<llt for 
pcrsonil 65 or older. 'l'hls 15·t•eceut credit cnn be clnlmed ou up to $2.500 Income for sln11lc 
pcr~ons ni:ctl (15 or older 1111d for n mnrrlrd co1111lc llllni: jointly Ir only one s11ousc Is tl5 
or oltkr . In the cnHe of n rnnrrlrd co1111lr. llllni; Jointly with both spo11~c11 G5 or older. the 
mnxl11111111 11111111111t for '11lr>IY1Dg the credit would be :ii3,71:i-O. 'l'hesc 111nxlm11111 nmount~. how· 
~\·l'r, wonl1I hr. redncc1I b~· t1u:-cicem11t prnslon Income (e.g., soclnl sf'Curlty). In 111l1lltlou. 
tho mm:lmum 1111101111ts for nppllcntlon or. the credit would he rcduccrl by $1 for t>nch S2 or 
111IJ11~tc•! i:ros~ lncom<' In cicc1•ss of s1.r.oo for n single t1Crson nn1l $10.000 for n :nnrrlml 
couple flllns:: Joint!~·. The new el1lrrly crl.'fllt would bf' uppllcnble for enrned Income. Thr 
requirement of ciirnlng $600 over 10 yen rs would be cllmlnnted. 



It is also possible thl\.t changes will be made to restrict in some 
fashion t.11e benefits protection of people with very limited work cover­
nge under . social security. The modification in the minimum benelil', 
described in pnrt 7 of this repo1t, is nn example. 

L. Possmu,1n- 01" GEXERAT, TAx REVENUE FnrANClNG 

There is more and more discussion about using the income tax to 
collect part of the social security funds needed in the future. 

Under present Jaw, employers and .employees each pay 5.85 per­
cent on the first $15,300 of annual enmrngs. Self-employee! people pny 
7.90 percent on the first $15,300 of net income. Only people \vorking 
in jobs co.-ered by social security pa.y into the 'system. 

Under the proposals, n.11 people with taxable income would pn.y into 
social security through the income tax. If a person were not working 
in covered en;ployment, no benefit rights would accrne because. of this 
payment of tnxes. 

Supporters of such proposals point out tlrnt the present social secu­
rity tax rate could be reduced if all jobs were co\rered by the program. 
This is because some people with noncoYered jobs collect benefits as 
a result of moonlightin~ or working after their retirement. Since 
mn.ny of these people colic.ct a.rtificinlly high benefits, the supporters 
contend that general revenue financing would make the system more 
equitable for n.11. 



.. 
.. 

Part 7 

AD~IINISTR.A.TIVE AND IJEGISLA'l'IVE RECO:M-
1\fENDATIONS AND CONSIDERATIONS 

In most c~ses, no nctuarin.l cvnfoatlon is mncle to compal'e the <.'m­
ployees' fntul'e 'benefit protection under a replnccment pl:tn with 
that provided by social security. When an c.:vnluntion is, made, it often­
times iaiJs to examine many bf the considel'11tions describe-el h1 part 6 
of this 'report. Typically, the evaluations have· not been made b:r 
independent nctunries. · 

Quite frequently, this causes two signifiC'a.nt deficiencies: 
(1) A fai~ure to consider sun1ivors, cfombility, and hospital insur­

ance protection; and 
{2) A failure t.o connider future effe~ts of automa.tic increases in 

benefits, othe1· automatic provisions of rncial security, and .the prob­
ability of future legislative improvemcr.ts in social secmity. 

A. I NDEPJ~NmrnT EvALUATIO?• OF REPLAC:EMEXT Pr.ANS 

A comprehensive actuarial comparison seems essential before in­
formed judgments cnn be made. And nt the least, it seems to be p111dent 
public policy to hn.ve those comparisons made by qua.lified actuaries 
who nro not employed by or otherwise associated with n.n insurance 
company, a staff pension plan, or other organization that hns a mate­
rial interest in the outcome. 

Therefore, it is recommended thnt a resolution be intl'Odncecl to 
express the sense of the Congress that State and local governments 
contemplating terminn.tion of social securit.y coverage: 

(1) Require un actuaria.l evaluation of any snch replacement plan; 
(2) Provide t.llnt the evnluation be condncled by an "enrolled ac­

tuary," as that testing and qnnlificution program is established under 
the Employee Retil'ement Income Securi ty Act of Hl7+ (ERIS.A) ; 

(3) Restrict the eva lnation to those enrolled actun.rics who a re not. 
employecl ot· otherwise associated with nl'ganizntinns wit.h ii materin l 
interest in the outcome; nnd 

(4) Require cvnluntion of benefit strnctlll'e, cmtitlement. factors, 
vesting, po!'tahility; cvnl untion of present uncl future benefit. amounts: 
cost, funding, replacement ratios; comparison of essential benefit p1·0-
tect.ion; a.ucl evaluntion of other factors. 

B. A cTuAnrAr, EvAr.uNrrox 01·· Soc1.u. S1-:cm1nT 

A similn.1· C\'a.luntion of the social securitv pro~rnm also wonlcl be 
necessary lmfore informed judgments could be made. It would be 
uuplicntive nncl wasteful, howeve1., f·o require ench State nncl local 
government. to contmct for nn evnlnntion of the same nnt.ionwicle 
progrnm. 

(28) 
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Therefore, this proposed resolution would: 
(1) Invite lilrn Secretaries of Treasury, Ln.bor, n.nd Henlth, Educa­

tion, nnd "\Volfnre to hn.ve prepn recl nn nct.nnrinl evn hllltion of socinl 
security, covering the snmc factors ns nre reqnil'Cd fo1· the rcplnccmcnt 
pln.ns; . 

(2) Update. the evn.lun.tion report whenever npprnprinte, but nt lenst 
a11n11nlly; nncl · 

(3) Furnish copies of the report to St:nl:c ancl local govcrnnrnnt offi­
cials, employees, and interested members of the public, upon request. 

C. NoTICt~ OP Rr:suLTS 01t EvALUATION 

Infonned judgment nlso requires noi ice. Therefore, this proposed 
reso111tion 'vouH call for: 

(1) Copies of both cvnlnations be given to nll employees inrnked ; 
and 

(2) A copy of the replncl'.ment plnn evaluation be furnished to a. 
person designated by t.he Secretary of Hen Ith, Ecl11cntion, and lYelfnre. 

D. EMPI~on:t; Rr:FlmExnuM 

In most cases, the Stnte and local govel'nment groups which huYe 
Jilecl notic(l to t(ll·minate social ~.ecurity co,·emgc have conclnctcd em­
ployee referendums. Bnt, as in Xew Yo1·k Citis cnse, there have been 
nntnble exceptions. The mnttet' of economic ~•ecnrity in olcl nge, afte1; 
:i worker's clisublement, ancl a.ftcr n. worker's den.th, is fundnmentn.l to 
the Xntion 's welfare. 

Therefore, tho proposed rrsolntion would : 
(l) Provide t.hnt tel'minntion of covrrngc. would not be effective 

unless appron~·d by n majol'ity of rrnployees affected; nnd . 
(2) Provide Hint the reforend11111 he h<'ld only nfter ncleqrnt te tune 

has been prm·iclccl for employees to study nncl compnr~ the nctunrin1 
e'·nlnntions, including time for clarifying meetings, but not less thnn 
60 dnys after employees hnvc r~ceh·cd both evaluations. 

E. Ci-:nTH'1c.vrro~ m· Bl-:XF.FIT Pno·n;cTro:-r Co;\rrAn,rnrrxt'Y 

I t would be a. hollow gain indeed for employees to replace· their 
social security protection with :t plan which initially offers benefits 
compnrnble to 01· greater than social security, but which erode by com­
parison in t·he future. Simi·lnrly, it won]cl be detrimeuta.1 to replace 
social security with n. plan tlmt olfo1·s retirement benefits equal to or 
g 1·cnter than social security, but. has limited-or no-survivors, <lisa­
bnity, or hospital insnrnnce protection. 

The. public welfare would be ill served to hnve lnrge numbers of peo­
ple depencfont on others in old nge or after clenth or clisnblcment. Yet, 
this would be the inescnpn.ble result for many, if lnrge numbers of 
employees hnd only menger pension protect.ion. 

Essential benefit prot.ection must be mnintninecl for Stnte nnd local 
gO\·ernment employees. Otherwise, society will eventmdly cxpel'icnc•~ 
even grentcr welfare costs. Thnt is n for bleaker nlternnti\'e than 
assuring tltnt. employees nre gaining- essential protection d11rin1r their 
workin.g- careers. 
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Thcr~fore, tlrn llroposcd resolution would e11courng<>. Stntc nnd locnl 
governments to: . . · · 
· (1) Specify thnt social security covci·nge couJd ·bc t~rmi11nfod only 
if the Governor of the Stntc 01· tlie chie:f execut;ivc of .the-local gove111-
mentn;J group .certifies thnt essentinl benefit protection under the 
replncement pl~tn would bent fonst equnl to the entire social security 
benefi t, protection; 

(2) S pecify thnt, for purposes of the certifimtion, the benefit p1·0-
tc.ction bt>. compared: At the onset of the rcplnccrnent plnn; 5 y1>n.rs 
11.fter the onset; and ~O ;yen rs after the onset. 

For these periods, the benefit compnrisons will be made for enrninJ.,rs 
Jewels, with work during ng-l?s 25 through 64, nt: The Federnl minimum 
wn~e ; the nationwide meclinri earnings level ; nnd the maximum con­
tribution base under :;ocinl security. 

The proposed resolution woulcl nfao define "essentinl benefit pro­
tection" by il1ustrntiJ1~ the totnl benefits which would be expected to 
be paid under the fo11owing circumstances: 

Ret:rcment benefits fot· (a) it worker at age 65; (b) n. worker 62. a 
"~fo 5!), n.ncl an tmmn tTiecl child aged 15; and ( c) n worker 6n and n 
wife 62. 

Disn.bilit:r benefits for (a) a worker n.t age 3il; (b) n. worker n.ge ~i) 
wit.h a wifo 32 and two t:hiklren. n~cs 3 and 5, n.nd ( c) n wori:..-.r nge 50 
with n. wife 47 and two unmarried children nae<l 15 nml 17. 

Sunrivors benefits for (a.) a, widow age 32 'vith two children nges 3 
and 5 , (b) dependent pn.rents n.t;cs 65 n.nd 62, nnd ( c) a widow age 4ri 
wit,h tihree unmarried chililren a.gcs 11, 16, n.nd 18. 

Hospitn.l benefits for (a.) a dis:~blecl worker n.ge 35; (b) n. worker 
n.t a.go 65, n.nd ( c) n. worker 65 :ind wife 62. 

F. MoorFICATION oi,· :Mrn1Mullr REKEFlTS Uxr>En SoOJAL StcumTY 

Tho present minimum social security benefit paid ton. worker at 65 
is $107.fJO. It is pnicl to workers with nvernge yearly enmings after 
1950 of $923 c-r less. Originally intcnclecl in t.hn law to provide renson­
n.bly ndeqnafo benefits to workc.rs with (}Xtremely low lifetime en.mings, 
the provision hns opernted more and more to the advuntn.gc of people 
who have reliecl primn.rily on employment not CO\'e.red by socinl S<'CU­
ritv for their livelihood . 

.i\ s n result of moonlighting or work after ret.irement, mn11y Stnte 
nnd local government employees !inve become entitled to the n1·tificinlly 
high minimum benefits. Thel'e hns been consiclemble concern about the 
windfall this represents. 

Elovcn percent of nll beneficiaries receive benefits bnsc<l on this 
minimum. 

In the lv7~ amendments to social security, n. "special" minimum 
benef:t wns introduced into the system. The special minimum is cl.e­
signed to help people who had low ean1in1:,rs for many years. ·workers 
who reach 6:i in 197G and qun lif-y fo1· n specinl minimum benefit re­
ceive $1ii3 a. month with 27 yen rs of co\·ernge, or $180 n month wi~h i30 
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cir more yenrs of coverng~.1 'l'he special minimum benefit, however, is 
not tied to _!,he cost of Jiving. S. 650, int~duced by Senator Frank 
Church on Fcbrunry 11, 1975, woulcl }_>l'Ovide this automatic adjust-
ment. ' 
· H the regular minimum benefit. were "frozen" nt $1071.90, over time 

the 1ut.ificin.lly hieh portion of the benefits wo~1ld wash out. In the 
futme, then, the .1e11efits could be computed strictly according to the 
benefit formula, ~ild would be increased ns the cost-of-living increases. 

At tho same time, t:Jhe careful attention-which hns been pa.id in past 
years to the regular minimum benefit-could be shifted to the specinl 
minimum benefit. It, then, would become the ·primary vehicle within 
tho social secnrity system for nssnring rensonnbly ndequnte benefits 
for people with 1ow lifetime earnings. The ·benefit structure, thus, 
would be tuned more finely to accomplish whnt hns, in fnct, alwnys 
been the purpose of a "minimum benefit" nnder socinl security. · 

At the same time, the supplemental security income program could 
operate more us it wns inteuded-to backstop efficiently the social se­
curity system with needs-related payments to those people whose 
a.ttn.chment to the labor force has t111ly been extremely casual or 
inte11nitfont. 

G. :M:ooIFICNrroN OF SocrAJ, SECUJUTY FINANCING 

Socin.1 security is now financed by a payroll tnx on the first $15,300 
of earnings. The maximum amount of cai·nings tn.xed (called the tax 
bnse) increases automatica.lly as wages increase. Employees nnd em­
ployers each pay 5.85 percent of earnings within the tax hase toward 
social security. Self-employed people pay 7.90 percent. 

The tax rate is scheduled to incrense in 1978 for employees and 
employors each nncl for the self-employed to 6.05 percent and 8.10 
percent, respectively; in 1D81 to 6.30 percent and 8.35 percent, respec­
tively; in 1986 to 6.45 percent nnd 8.50 percent, respectively, und in 
2011 to 7.4.5 percent n.nd 8.50 percent, rcspectivcJy. 

The 1976 annual reports of the board of t.rnstees of the social secu­
l'ity tl'llst funds identify a need for additional financing. In the H)90's 
the payroll tnx necessil.ry to finance monthly cash nnd hospitn.1 in­
surn.nce benefits will increase drnmaticnlly. The percent of payroll 
needed in addition to the increases in the rates nlrendy scheduled in 
the htw will be 2.77 pet·cent in 1990 and 1).51 percent in 2000. These 
figures nre based on the reports' intermediate cost assumptions. They 
assume no change is made in the ta.xablc base beyond the llntomntic 
increases u.lrendy ti part of the lnw. 

t The R~clnl minimum benefit Is computed hy m111tl11Jylug $9 by n worker'ij number of 
yen r~ In CO\'('rll•l l'rnpto\·mr.nt In c•xccs!I oC 10 yen rs 1111 to 30 yNtr~. 'J'hlR 11rucluceK 11 "11ech1I 
minimum benefit of $180 n month for n worker ret.lrlns nt nse 05 (or dls11blcd) who hns 
hl'\'11 l'llllll<l\' ccl for :SO \•l'nrs u1ulcr ~oclnl 11ec11rlty \'IJ\'('rftJ:e. This benefit Is pnlcl ns 1111 
nltl'rnntl\'C 'to the rcguinr benefits In cnRcS where n higher benefit would result. Onl~· n 
1<111111! 11ro11ortlon of ~oclnl ~ccurlly lwncHlclnrlcs uow rccc?l\'e thn 11prclnl min imum 111011tl1ly 
hencllt. In nlmost nil ('nses. nn lndll'lclunl's rcgulnr sodnl srcurlty bcnPftt Is srenter thnn 
the spcclul 111lnlmum. Tn orclcr to qunllfy for 11 yMr'11 corerni;e unclcr the spcclnl mini­
mum, n p~rson must hnve enrnlngs cqnnl to nt lenst one-fourth of the mnlCiiili1111 wns:n 
llnsc for thnt yc11r, In nlmost nil cnscs the rcgulnr hcrncfit bnscd on these enrnlngs woutci 
be grl'nll'r thnn lh~ s11~clnl minimum benefit. 



'rhe additional tnx rate nee<led-2.77 percent ih 1::>90 nnd 5".'51 per­
cent ih 2000-woulcl be divided among emp1oyccs, employers, nnd the 
self-employed. In 1990 emp]oyees 'nnd employers each 'could expect to 
pay ttbout 7.85 pcwcent. In 2000 they conld.expect n. social security tnx 
mte of about 9.20 percent. · · · · 

Mn.ny questions arc being asked in light of these projected cost's. 
'l'ho debate on this issue focuses on whether genernl rernnues should 
be used .at some future time to help defray the costs of social security. 

Those who support genernl re,1enue finn.hcing cite the regressive 'tnx 
st.111cture of socinl secnl'.ity (thaL is, the tnx hits people with low in­
come the lmrclest) 1 the inequity of some people in jobs not· covered 
by the system receiving nrtificia.lly :high benefits nonetheless. nnd the 
precedents in ot.her countries where worker-employer-government co11-
t.ribntions finitnco social insurance. Opponents believe general revenue 
finiw1cing would lend to exnminations into individual's i>ersonn.l finan­
cial worth, thereby changin~ social security to a system paying benefits 
bnsecl on need. In uddition, th~y cite the inequity of having higher p:Ucl 
and n.oncovercd workers contributing to n. system from whic11 they 
would derive only un indirect benefit. 

The gencrnl revenue financing debate is certain to grow in intensity 
ns future socinl security costs increase. There arc about 145 cosponsors 
to H.R. 33, introduced by Mr. ,Jumes A. Burke, chairman of the Socinl 
Security Subcommittee of tl1e Honse Ways nml Means Committee. 
H .R. 3i3 would finance social secmity pnrtially through general 
re.venues. 

H. l\foorrICA'rroN OF COVERAGE AonEEME~Ts 

The resolution suggested curlier in this part would cover points A 
through E nnd would not modify the existing coverage agreements 
between the Stntes and the Federal Government. 

There are ii number of ndditionn1 possibilities if ngreements are to 
be modified. 

Independent a.etuarial evaluation of proposed replacement planP 
could be mandated. 

Results of evnluntions of social security und' proposed replacement 
plans couhl be required to he given to all affected employees nnd 
other interested groups. 

Certification of benefit protection compnrability could be manduted. 
The curr·r.nt provision for termination of coverage after n 2-yeni· 

notice could he el iminatecl. 
All of thm;e rnise q11estions concerning wh<'ther the Feclernl Govern­

ment has the legal right to 1tlter \tnilaternHy the State agreements. 
Elimination of the termination provision nJso mises the constitutional 
question of Fedcrnl tnxntion of Stntes. Given t he scope and nntme 
of these questions, the probability of devising wn~1s to chan1re Stat<' 
a~reements seems slim indeed. 

T. AmnNH\TRA'rIVJ-~ Possrnrr.nn:s 

Been.use so mnny decisions to terminate covern~c seem to be based 
on shortsightec1. incorrect, nnd incomplet.c consiclcrntions of the im­
plic1Ltions of termilllltion. additionnl nclministrat.ive steps 1u·c needed. 

The Social Sec111·ity Administration (SSA) ·hns withhelc1 tnkin~ 



an aggressive- perhaps even t~n nctive-role in the, tmminntion of 
covernge issue. Its field personnel are traine.d to pl'occss clnims rnthm· 
tluin to discuss considerntions nbo ... t terminntion. But SSA is now 
training selected field employees in the termination of coverage is.c.;ue. 
Both steps seem appropriate. 

\Vithout legislnt1ve action nnd remaining completely objective, SSA 
could tighten its tics with State nnd Jocni govemments so it would 
learn of groups in the en.rly stnge of consideration. SSA could identify 
tho key points for those groups nncl assist them in obtaining relcv1111t 
datn.. It could pl'ovide the infotinntion called for in points B nncl B 
of this pnrt. 

Those, and nny ndditionnl steps to assist Stnte nnd local govel'll­
ments in nrl'ivinir n.t informed decisions, appear to bG totally n.ppl'O· 
J>l'inte .tctions for SSA t-0 take. 



APPENDIXES 

Appendix 1 

PAROCHIAL EMPLOYEES' RETIR.Ei)!ENT SYSTEM 
OF LOUISIANA 

Smnr,rnY OF PnrxcIPAL FENl'Um:s 

ACT !!Ou OF l 95!! 

Amended by nets 508 nncl 708 of 1954. net 4-18 of 1 !)5G, net 216 of 1958. 
net ·H7 of 1960. net 392 of 1962. net 83 of 1964, net S3 of H>t35, net 212 of 
1966, net 184. net 538. and net 525 of 1968. act 65. net 363. net 36 of Hl70. 
net 115 of 10il, net I Gfl of 1971, net 172 of 1971. net 4G of lD72. act 47 of 
1972, nncl net 183 of l!li!3. net. 411, net. 302, nnd net 644 of mu, net 396: 
net. 618, and act 548of1!)75. 

AD:ltIXTSTJlATlOX 

This retirement system is opcmted by n bonrd of trustees, n sccrctnry­
m1rnn,{rer, an nctnnry: nncl n, legnl nddsor, the latter being- the nttorney 
:!Oneml. Tho secrct~ll',\'-111nnngc1· is nn ex officio member of the bour<I: ns 
is thn president of the Police ,Jury Association of Louisinnn. The four 
other members nre elected by menrbers of the retirement system for 
4-yen.r stnggcrccl terms. so thnt. one nH'mber is elcctecl cnch );en r. Ench 
member is- required to tnke nn ont.h of olT.ee like other public oflicinls. 
)foetings are, helcl qnnrlerly. 

The cost of operntion. including sn lnri<'!;~ printini:r. telephone, trn \'cl , 
nn<l so forth. is borne by tho parishes o:· bonrcls pnrtiripnting. This 
nclministrntfre foe iR assessed nnnnnlly in .Tan111tt',\' ns follows: $11 per 
111C'mbc1· for the fhst 10 members; SS.:10 per nwmbl'r for the next DO 
m<.'mbe1·s: $-1 pt'r mcnalwr for· the next 100 members ; nncl $2 per mem­
brr for n 11m·cr200 mcmb<:rs. 

All employees of pnrishcs as of .Tnnunry 1, 1Dr>3, who clicl not sign 
it nonmcmbcrship form hr April 1.1D!i3, nm members. Thisnlso npplil'S 
to police jurors. All l'll1Jlloyces hired by nn.r pnl'ish or bonrcl i:ubjcct 
to this lnw nfter .Tnm1111·y 1, lfl!i3. shnll bc:::omc rn<'mbt'rs on elate of 
employment without choic<'. pt'O\'i<ling they earn on'I' $100 pc1· month, 
nncl nrn not over :'iO yen rs of nJic. This includes former employees who 
ham returned to scrric<', whether or not they hn\'l\ tukcn n refund of 
contribution~. No pl'ior scn·icc is nllo\•·erl employe<'S rehi red nftcr 
l'nking- 1t rPf1111<1 u11til !i years of eontin11011s service is completed. The 
1·cfund nmonnt, plus interest, must be pnicl into the system to clnirn 
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this prior scr,·ice. Police jurors elected since Jnnuary 1: 1953, cannot 
exceed age 50, and enroll in the system. Employees of special tax.in~ 
districts mn.y enroll under special agreement with the board. 

CA"'"CELLATION OF MElIDERSHU' 

Membership in this system is canceled only by death! resignntion, or 
retirement. Those leaving the system who have less t han 10 years of 
sen·ice may leave their money on deposit for 5 years. A refund is 
mandatory after G yen rs. Those with 10 or more years of service sho11lcl 
leiwe their money in the system and draw deferred benefits. 

EMPLOYEE PAYMENTS 

The secretary-treasurer or other payroll o.tlicers shnU deduct 4 per­
cent of all wa~es in excess of $100 per m1.>11tb. Employees, nt their 
option, may pt\5· on total wages-not skippmg the first $100--0r may 
make a lump-sum payment or regular periodic payments O\'er and 
nbo,·c the 4- percent outlined abo,·c. These paymeu ts,'howevcr, are not. 
matched. A separate schedule of benefits is provided for these un­
matrhecl contl'ibutions. 

All emplo)1ee deductions are reported l>y the lQt,11 of the month fol ­
lowin~ the close of the quarter. Quarterly reports and remittances, 
thcrctore, arc delinquent after April 10, .Tu1y 10, October 10, nncl 
January 10. Each member has a sepamte account to which his pay­
ments are credited. 

E:\Il'L01'Elt PA "'L'ICF.NTS 

The sheriff in en.ch and cvcr_y pn.rish except the parishes of East 
Baton Rouge ancl Orleans shall remit one-qun1ter of 1 percent of 
tota.l t1\.xcs collected ns a. matching fund. This money goes into the 
Pension Accumulation Fnnd, 1tnd is never refunded. A pro-rata share 
ma.y be trru1sferred to other systems under our reciprocity agreement 
with them to cover employees changing jobs. 

mmur.An RETIREMENT 

At least. 10 years of service is required to qualify for any type of 
retirement benefits. Normal retirement nge is 62, although one ma.y 
retire at age 55 with 30 or more yen.rs of sen·icc. Ea1·zy retirmnent is 
permissible at age 60, but unless the mCJ11l>c1· hns over ~O )'cars of 
service, n. penalty of 3 percent per yc1tr is assessed for each year under 
age 62. 

One mny retire on the mn.ximnm pnyablc during life. which mnkes 
no provfaion for the survivors, or he may take n, reduced 111lownncc, 
which will prO\'icle monthly benefits at his dcnth to his survivors. 

'Two fnctors ~Oi'ern the ninount of benefits: (1) numlXlr of yen rs of 
se.rvicc, nncl (2) nmo11nt of a.vcrngc salary for the lx-st 36 consecutive 
months. 

Exnmple: A member nge (i2 with :32 yen rs of service applies for 
maximum retirement l>cncfit.s. During the best !16 consccutivl! montlls 
tho member cnrncd $21.125. This amounts to $7,o.!Uii per yenr, lmt wo 
must deduct $1,200 which we skipped in salnry. 'J'his le1wcs n net 



annu~l incoml\ 'for ·retirement pu~J)oses ~f ,p,~41:67. ~y 'mu.ltiplyinµ: 
.02 ·times 32 we find ·thnt the member ,1s entitled to 64 percent of 
$5,841.67, or $3,708.66 per year.· This amounts to '$311.55 per month, 
plus social security benefits. 

This same formula is used to figure a.11 retircmeuts with two excep­
tions : (1) net 65 of 19'70 p laced n. ceiling on benefits <?f $30 per month 
for encl1 year of service: nnd (2) when. fignring disabi lity .benefits, 
you do not deduct $11200 from average nnnunl · snlnry fot· .the best 
36 consecutive months. ' 

DISABILITY RETIRE.UE~iT 

If one becomes totally disabled, nnd it seems to be permanent , he 
me.y apply for disability benefi ts up to n.ge 60. After nge 60, he must 
tn.H;o reguln.r retirement. The disability benefits are more liberal than 
the regular service retirements, since 've do not deduct $1,200 from 
a.vcrage n.nmrnl salary before applying the percentage of wn.g-es. Credit 
is given f~n· years up to age 60,. just us t:liough the employee hil.d 
reached t.lint age, regardless of his nge nt time of clisn.bility. The 
biggP...st disnclYantnge, however, is thnt no opt.ions a.re nvailn.blc a1id. at 
death, all benefits cease. Our medical board certifies those eligible 
for disnbility. 

SOCIAL SECUHITY 

All benefits described in this booklet. nre over nnd above nny socinl 
sccurit.y benefits. \Ve urge yon to contact yonr closest social security 
omce for details of that coverage. 

SUl'l'LE:'\rnXTAf, HE'l'JllK'\rn::\T BENEPI'l'S 

Act i'i38 of l!>GS nllows parishes nnd bonrds t.o stop pn.ying socinl 
secu ri ty ta xes after giving 2 years notice to Public Employees' Bonrd. 
Act 44-1 of 1974 prnvidcs for ndditionnl benefits and contribntions 
from both the employer nnd t.11e employee for those members who n.re 
covered by the snpplementnl retirement plan. Pol ice juries nncl bonrds 
agree to mnkc employer contributions eonal to 5.85 percent of nll 
salary of each employee \ID to fi,!!'C 70, nnd it agr~es to collect from the 
employees and remit to this retirement system nn nmonnt equal to 
ii.Sii pcrcmt. of all 1mln.1·y of each employee nnnrterly. A~l employees 
covered nnder this agreement receive nn addit ional annmty of 1 per­
cent of nvera1.re compensntion for each yrnr of creditable service 
enrne<l, plus $36 foi· cnch such yenr. Benefits nndc1· this a,!!t'eement 
when combined with t.hc benefits ·nndcr the rt>gnlar plan shall not 
excct>d 100 pci·ccnt of the nyeragc of this highest 3 consecutive ye1u·s 
snlnry. This act. f!Harnntecg thnt, employees under the supplcn!entnl 
system will not receive less thn.n they would hnrc had they cont11111cd 
under socinl !'lecnrity. It further pr0\1icles thnl~ any employee roverccl 
u'mlct· this s11pplcmcntnl retirement plan mny, under ce1·tnin condi­
tions~ bo cnf·itlc>cl to eitrlie1· retirement. as follows: Any emplo,Ycc who 
has ~O ycnrs of erNlitnhle sC'rvice, regardless of ngc, or any employee 
who has attnineil age 5fi with 2;1 yen.rs o'f creclitnble sel'\·icl!, shn 11 be 
entitled to 1·ctin•rnc11t without any reduction for snch cnl'iicr reti re­
ment. 
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lllLJTAJtY SERVICE 

Any pel'son who has been n. membel' of the system for at .Jcast 2 years 
any time subsequent to August 1, 1953, who served on active dnty in 
thn ..:\ m1ed Forces of the United Stn.tes, shnll be entitled to sen-ice. 
excluding that duty under the Reserve Forces Act, not to exceed 4 
years! provided thnt ·he pays into the retirement system nn amount. 
equal to the cont.ributions which woukl ha\·e been required based on 
his curl'ent snlnl'y, plus interest thereon of 2 percent compoundecl 
nnnnally from date of membership until date paid. The amount to be so 
paid mny be pnicl in one lump sum or instn.llments provided nll such 
instnllrnents shall be paid not ·Intel' thnn 4 years after becoming n 
member. 

COST·OF·T~tVING ALLOWANCJ-: 

A cost-of-lidng n.llownncc is provided for those members l'etirecl 
prior to ,Jn)y 1, 19i3. The benefit is pnid from interest cnrninhrs on 
inYestments of the system in excess of normal reqltirements, in nn 
nmount not to exceed 2 percent of the original benefit for ench year 
of retirement, nncl is pnicl annually. 

SUMM,\RY Ol' AJ\CENJ))IBNTS 

Act 508 of Hl54 made col'oners nncl their nssistnnts eligible for memher­
sl1ip in this retirement system. 

Act 4:4-8 of l!HiG nllows full retirement beuefits (no penn.lt.y) for those 
nge 60 with 30 or more yen rs of service, with penalty of 3 percent 
to npply for each yenr"uw1~l' age 60: also pl'ovides option No. 2 
benefits for widows of those who die with 20 or more yen rs of serv­
ice, nnd such widow is not eligible for socinJ security. 

Act 21G of l!)i'iS reduces clisnbility benefits by the nmonnt of socinl 
security pn,yments when he or she becomes eligible fo1· socinl 
security (this becomes the snme as n son •ice reti remcnt) ; nlso 
rcqui res employees retmning to service who ha vc taken n. refund 
of contl'ibutions to remain on the iob for 5 yen.rs before becomin~ 
clil!ible to repny this nmonnt, and clnim credit. for service period 
forfeited by snicl refund; nlso provides for the purchase of nu 
ndditionnl nnnnity by co\·ering the first $1,200 of wnges. 

Act, 417 of Hl60 n llows 11p to 10 yen rs prior service credit with ·Stn.te .')f 
T_,onisinna (sec net. 115 of 1971); provides option No. 2 benefits 
for widows rcipudless of their eligibility fo1· socinl security bene­
fits for rest of Iler life, if her husbnnd hns 20 01· more yen rs service. 

Act 8!-l of Hl<H: eliminated the P ension R eserve Fund from our system. 
This lenves five fnnds for nccotmting p11rposes: Annuity sndngs 
:fund, nnnnity reserve, pension nccmnnlnt.ion fund, disability re­
scnc, nncl expense fund. 

Act 83 of Hl6ii pro,·idcs retired employees mn.y be retninecl on 25 per­
cent of wngcs or $1.200 pew yen r, whiche\'Cl' is gren.tcr, on n tcm­
porn.ry bnsis; nlso provides for membership of employees of other 
tnxing districts such ns hospitnl cfo;tl'icts, mid allows one member 
of the bon rd of trustees to be rntil'ecl. 
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Act 212 of l!>GG increnses benefits by one-third by rnisin1r the rnte from 
11h to 2 percenf. for ench :venr of crrclitnble service, with nn nnnuity 
equnl to 2 percent of $1.200 fo r each yenr of creditnble ser vice, this 
amount to be pn icl only if the parish wl1ere the member is employed 
pnys to tho retirement s~1stem. either in n Jump-sum or in nnn unl 
contributions, nn nmmmt determined by the svstcm's nct11nrv to be 
necessnr~r to pl'ovide this nddi tional benefit (optionnl bnsis). 

Act 184 of 1968 nllows up to 2 percent cost -of-livinsr ndjustmcnt for 
ench yenr one ltns been retired prior to .Tuly 27, 19GG. 

Act 538 of 1968 provides parish with power to cnncel socinl sccu r it.y 
by 1070, nnd f·o come under supplementary benefits in Pn1·ochinl 
Employees' Retirement System. · 

Act. 52!'> of HJGS provides 'f v• dunl memberships in nct11ariallv fonclerl , 
public-snpportccl retirement systems, wlterebv any em1)loy.ee, nfter 
10 years of se rvice inn system. mny trn11sfc1· his credits.to nnof·her 
system on approYnl of both bonrcls of trustees. At retirement, t ime, 
tho Inst system will reti1·e him. nncl ench sysfom will pnv its pro­
rntii shnrc. (State E mnlovee's Retirement Svstem, Tenchet'S' Re­
tirement Svstem, nncl School Employees' R etirement System ex­
cludl'cl nt their request) . 

Act. Gf, of l!l'iO rnises tlrn ceilin,!! on benefits from $'.?.!'> to $ao pe1· month 
fo1· ench yenr of crrditnble ser vice. 

Act afia of 1970 allmYs n membcl' who has not will1rlrnwn his contl'i­
lmtions, nnd who hns become an emnloyee of the Supl'cme Comt. 
Co11l't of Ap penls, or anv other court, to contin11e ns n member of 
Pnrochinl Employees' Retirement. System, prodrlin!! the comt. 
thl'Ollf!h its clrrk. 11nclertnke the obl igation of em ployer as defined 
by net 205 of 1!>52. 

Act aG of 1!)70 pcnnits trnnsfo1· vf ctwlits onlY bctw<'cn Stnte. munic·­
ipn.l. or nnroc:hi al employees' retirement systems for which he 
mccti:; eli,:ribility re<Juirements. upon npprornl of both bonrcls of 
trustees: nt 1·ctiremcnt t ime, the svstem to which he lnst belon~;; 
will comn11te h is benefits. and ask the first system nlso to cmnm1te 
his bmcfits, nncl the fo1·mcr system will pny its nro-rntn sh11ro 
nnn11nlly to the system under which he retires. (Onr bonrcl clis­
np[~l'Oves.) 

.Act 115 of ]!)71 incr cnsed mnximmn State service creel it. to l 2 yen1·s. 

Act JG!) of 1971 provides rlrnnl!c in membership of honrcl of trustees : 
to mnkc tho mn.ximum benefit retroactfre to persons nlr~nch re­
tired: to increase the expense fund: to limit membership to those 
employees e111·nin1? more thnn $1,200 per year, nncl to provide 
for retirement nt age 55 with 30 yca1·s servfoe. 

Act 172 o f l!J71 provides thnt nny })ari:::h mny J1rovide supplementni~r 
ret irement. benefits which shnll bc in addition to those pt'0\1ided by 
t.hc pnrochinl em ployecs' retirement syslcm nn<l membc~ship in 
such a snp}llrmentnry retirement plan shall not affect then· mem­
bership in this system. 

Act ·~G nncl net .n of U>72 provide::: fo1· t ransfer bebveen Stn.t.<',, mnnici · 
pnl , or pnrochinl retirement. systems. 
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Act 183 of 1973 provides for retirement nt nj!C 62 computed on earnings 
for best consecuth·c 36 mont11s; discont.inues interest on member's 
contributions; e~· mpts retirement benefits from State income tnx; 
ndmitted to membership certnin elcded officials previously ineligi­
ble been.use of uge, nnd chnnged procedures for electing members 
of hon.rd of trustees. 

Act 441o·f1974 to provide for the purchnse of militnry service credit; 
immcdinte membership in t he system nt dnte of employment; to 
provide thn.t no retired member shall receive in retirement benefits 
nn amount less thnn the nmount of his contrihutions; defines nn 
~mployoo of the pnrish; provides for a cost-of-living ad justment 
for those persons who i·etired before July 1, 1973 ;·additional as­
sessments for administrative purposes; nnd to pro\ride for nddi­
tionnl benefits for contributions from employer nncl employee for 
those members in the supplemental retirement plnn. 

Act 302 of lfl74 t.o n11ow certn.in members to convert nccrued annual 
and sick leave to retirement credit. 

Act 644 of H>74 to include any coroner, his nssistnnts nnd employees ns 
e.ligible for entrance into the retirement system . 

.Act 396 of HJ75 to provide for retirement nnd membership under cer­
tnin conditions; to provide for expense contributions to the supple­
mental system ; to provide for vesting after 10 yen rs of creditable 
ser\'ice: to proYide for pn.yment of interest on back contributions; 
to provide for a Jimit on disability benefits: to pl'ovide for retire­
mcmt under the supplemental phrn with less than 10 years of 
crcdituble service; nnd to provide a termination dote for ngree­
ments to pnrticipnte in the supplementnl plan. 

Act r.1s ot 1!)75 authorizes purchase of ct-edit in this system for certain 
elected oflicinJs. 

Act 548 of 1975 to permit tt·nnsfor between public retirement systems. 
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INTRODUCTION 
~: 

This pamphlet .is meant to familiarize,_you with .the Public Empioyces' 
Retirement System. We cannot hope to answer all of your questions in a 
short booklet, but we do have Area Offices set up just for:. that purpose with 
trained personnel to :ms~cr many of your retirement que_stions. Don't 
hesitate to get in rouch with them if you have a problem. You will find their 
addresses listed .t the back of the booklet. 

These people will also be traveling to your a_rea periodically to hold 
interviews. We recommend that you have an interview before retiring, to 
help you with some of the important choices which you will have to make.· 
So, if you arc nearing retirement age, or if you just want to know more about 
the System, contact your personnel office and they will arrange an appoint­
ment for you. Cr, write directly to the Arca Office nearest you and we will 
let you know when we will be in your area and can give you an inten·iew. 

While reading.this material, remember that we are governed by the "Pub­
lic Employees' Retirement Law" and it is the basis of all of our decisions. 
The statements in this booklet are general and simplified as much as possi­
ble while still being accurate ._The Retireme.nt Law is sometimes very com­
plex, but when there is a conflict, any decision wili have to be based on the 
law and not this booklet. 

GETTING FAMILIAR WITH PERS 

What Is PERS And Who Belongs To It? 
PERS stands for the Public Employees' Retirement System. Your em­

ployer has made a contract with the System to provide you with a paFkagc 
of benefits. For example, if you become injured or sick so that you cannot 
continue working at your job, you may be able to collect disability retire­
ment. Or, if you die, this System may help to provide for your family. This 
applies whether you are still working or already retired at the time of death. 
Jn addition, this System helps you to build up a fund from which you may 
receive monthly payments after your retirement. 

Some specific benefits are optional-meaning that your employer may or 
may not have chosen to provide them. Optional benefits arc clearly marked 
in this booklet. If you have a question about whether a particular benefit 
applies to you, just check with your Personnel Office. 

The fact that you are called a "local miscellaneous member" tells us two 
things. First, you an! employed by a public agency such as a city, county, 
special district or other local agency rather rhan the State of California. 
Second, most members are called "miscellaneous". This merely means th:it 



you are not a "safety member", a special classification for those 'involved in 
law enforcement or thr. protection of public safety or in a position designat­
ed by law as a "safety member" position. 

T 

How Does Sociol Security Figure ln1 
Many members under this formula are also contributing part of their 

paycnecks to Social Securi ty. If you are, you need io know whether this will 
affect your PERS contributions: (f your PERS service is "coordinated" with 
Social Security, you will contribute less to the Retirement System than 
those members not covered by Social Security and your allowance from us 
will be correspondingly less. But your PERS coverage may be "supplemen­
tal" to your Social Security. This means that you will pay the full amount 
of'Retirement System contributions and you will receive the full benefit, 
just as though you had not been paying into Social Security. You will, of 
course, sti ll be eligible for your Social Security benefits. Check with your 
Personnel Office if yciu are not sure which situation applies to you. 

Who Pays For These 8enefits1 
I. YOUR CONTRtBUTlONS-As a member of PERS, a portioi:i of 

your monthly pay will be deducted to put into the Retirement fund. If you 
are not coordinated wir.h Soria I Security (either you do not pay into Social 
Security or your PERS contributions are supplemental to your Social Secu­
rity), each month 7% of your earnings will be contributed to PERS. If you 
are coordinated with Social Security, you will contribute 7% of your 
monthly salary in exce:1s of $133.33. This docs not include overtime. The 
money which you contil' ibute earns interest for you, currently 5% percent 
compounded annually. 

2. YOUR EMPLOYER'S CONTRIBUTIONS- To guarantee the pay­
ment of your benefits, your employer will pay for you at least as much as 
you do. 
· 3. INVESTMENTS--PERS invests the money it receives from you and 
your employer. The income from these investments helps to pay for your 
benefits. 

Do I lose My Contributions If I leave My Job Before I Retire~ 

I. REFUNDS-The money you contribute and the interest credited on 
it arc youn. If you permanently leave your job and do not take a position 
with another agency covered by PERS, you may request a refund of your 
money from the System. To avoid confusion, this should be referred to as 
a refund and not just "ret irement money" when communicating with our 
offices, When you leave your job, for any reason, you will be given a Report 
of Separation to fill out. On this form is a place to indicate whether or not 
you want a refund. If you have less than 5 years of service and your separa­
tion from employment covered by PERS is permanent, you must accept a 
refund. You will receive interest through the las,t June 30th that PERS has 
you r contributions. Normal contributions made by the employer on your 
behalf are not refundable. 
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2. LEAVING YOUR CON~fRIBUTIONS-lf you have at least five 
years of ·PERS credited service, you may ·choose nor to withdraw your 
money, even though you are leaving your job. It will continue 10 earn 
interest and you may withdraw it at any later date. Or, if you leave the 
money in until you reach retirement age, you may apply fo r a monthly 
retirement allowance. 

Whot If I Loter Rejoin PERS? 
After you have withdrawn your contributions, if ycu return to your old 

job or take a new job covered by PERS, you will again become a member. 
Then you have the option of putting back, with interest, any money you 
withdrew. If you do this, you will again get credit for those years of service. 
If you do nor pay back the contributions, you will start fresh under the 
System as a new member. For more information on how to redeposit your 
money, see our separate pamphlet called "Service Credit''. 

Con I Remain A Member 0{ PERS If I Move To Another Job? 
Under certain circumstances you can continue your membership in 

PERS even if you leave your job. Almost all jobs for the State are covered 
by PERS. Many cities, counties and other public agencies have contracts 
with PERS which make their employees members. In addition to this, 
PERS has an agreement with many counties and other public agencies with 
local independent retirement systems so that you would not lose your PERS 
credit if you go to work for them and you lea\·e your money with PERS. 
This is commonly called "Reciprocity". 

LET'S TALK MORE SPECIFICALLY ABOUT THESE BENEFITS 

RETIREMENT 

When Moy I Retire? 
To be eligible for sen·ice retirement anytime before age 67, you must have 

at least 5 years of PERS credited sen•ice. You may retire as early as age 50, 
effective January I, 1976, with a discount in your allowance. The amount 
of your monthly allowance will continue 10 increase the later you retire. 
You must retire no later than the first of the month following your 67th 
birthday, even though you may have less than 5 years credited service. 

How Much Will My Retirement Allowance Be? 
I. FINAL COMPENSATION-To figure out how much your retire­

ment a,llowance will be, you need IO know your "final compensation". This 
usually means the average monthly pay rate during your '3st three years of 
work. If you think there was another period of three conse.:utive years when 
your average pay rate was higher, you should note this on your Retirement 
Application. Then we will use whiche\·er "final compensation" is higher. 
For some agencies a one year period, instead of three, is used to figure the 
final compensation. 



2. BASIC FORMULA-There is a basic formula for•figuring how much 
your ·retirement·allowance will be. These.are the.things.you need 'to •know 
to do the figuring: · 

a) The number of your· years of PERS credited service (see your PERS 
annual statement). 

b) The percent of pay you are entitled to for each year of.service. This 
is determined by your age at retirement. See Table A below for the amount 
that applie~ to you. 

c) Your "final compensation". 

TABLE A 

Age of retirement 

. . 

1

50. ---- - -- -- -- . - ---- -- - -- -- -
51 ••••••• : ••• -- ------ - -- -- --

"Eficcti\0C Janunr I, 52 •••••••••••••••••••••••••• 1976 53 _________________________ _ 

5-l •• -- - --- - ---- -------- --- - • 

55 _____ -• ---- -• ----- ---- --- -
56. - - - - - - - - - - - - . - - - - - - - - - - - . 
57. -- -- - ------- - ------ -- ----
58 ••• -- . -- ..•. : •. -- -- -- -----
59. --- - --- - -- . - - - . - - --- - -- .. 
60 •• -- -· -- ------- - --- . ------61 _________________________ _ 

62..; - -- - --- - -- . - -- --- - -- -- -
63-67 •. - -- ------ ----- -- - - -- -

'Percent per year of ser\'icc 

~fale 

1.026 
1.092 
1.162 
1.238 
1.322 

1.412 
1.510 
1.616 
1.734 
1.862 
2.000 
2.134 
2.272 
2.418 

Female 

1.092 
1.156 
·1.224 
1.296 
1.376 

t.460 
1.552 
1.650 
1.758 
1.874 
2.000 
2.128 
2.262 
2.400 

We have rounded these figures off for your convenience. The percentage~ 
actually increase for each quarter year of age. Therefore, it may be to your 
advantage to retire either on·your birthday, 3 months later, 6 months later, 
or 9 months later, to get the full benefit of your age. 

WORKING THE FORMULA-With this information, j•ou too can 
work the retirement formula. 

Number or years or ser\"icc X % per year (from Table /\) = % offinal compensation which 
you arc clisiblc for as an allow­
ance 

First let's Toke An Example And See How It Works 
Pete Peers has been working under PERS for 26 years. I-le wants to re.tire 

atage 56 and Table A tells. us thatthisentitles him to 1.510% per year. Using 
our form ula, we ca_n figure out what Pete's retirement allowance will be. 

STEP #1 
26 

(Years service) 
x l.51% 

(Per rear) 
39.26% 

(Percent of final compcnSltion 
payable) 
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Pete's agency uses a three year period to figure final compensation. 
During the last three years before retirement, these are Pete's earnings. 

O ne year his salary was $900 a month. The next year he got a raise to $1,000. 
The year before his retirement his salary was $1, I 00. If we take the average 
of these three figures, we can sec that c' .. te's final compensation was $1,000. 
He may receive 39.26% of this as a retirement allowance. 

STEP il2 
Sl,00) 

(fin31 com pen f3tion) 
x 39.26<:(, 

(Percent or 6n31 compenu­
tion) 

sm.lo 
C\lon1hlr :c1iremen1 3ll•J\\"· 
3nccl 

But, if Pete's retirement had been coordinated with Social Sccuritv, he 
would have contributed a little less ro PERS. Therefore, we will figur'e his 
reti rement differently. 

5866.67 
(Final compensation) 

(-SIJJ .33) 

X 39.2<><:; SH0.25 
(Percent of final compcnsa· C\lonthlr retirement allow-
tion) anccl 

NOW '(OU WORK THE FORMULA 
STEP #1 

---------- x ----- ----
~umber or rurs ol scn·ice ~o per rear which you arc en­

titled to-(find this in Table 
:\) 

~ c of your final compensation 
,~·hich rou ma~· receh·e as a re­
tirement allowance 

For your convenience, Tables B (Male) and C (Female) in the back of 
this pamphlet (see pages 17-18) pro,·ides the answer to Step I for most 
members. 

STEP #2 

If you 2re .\"ot coordinated with Social Security, figure 

---------- x = ll ________ _ 
Your final compensation % ol final compens3t ion (th" Your monthh' retirement al· 

answer lrom Step !1) luwancc · 

If you are coordinated with Social Security, you paid less in PERS contri· 
but ions so you must reduce your final compensation by $13 3.33 before you 
figure Step #2. Your formu la becomes: 

---------- x -· = ~---------
Your final compensation 

- 5133.33 
':o of fiMI comrcnsation (the Your monthlr retirement al-
answcr from Step •I l l•>wancc 

If you have a combination of service, that is, some of your PERS credited 
service was coordinated with Social Security coverage and some of it was 
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not, then your retirement allowance will be figured taking this into account. 
PERS can do a calculation for you if you are considering retirement. This 

will tell you approximately what your retirement allowance will be and 
what options arc available to you. Just write to Public Employees' Reti re­
ment System, Benefits D ivision. P.O. Box !953, Sacramento, California 
95809, and include this information: Name, Social Security Number, pro­
spccti\'e Retirement Date, mailing address. your beneficiary's Date of Birth 
and his/her relationship (for example, spouse). 

We try to provide this information as promptly as possible. H owever, at 
times our w->rkload is so great that some delay nccurs, so we hope you will 
bear with us. Priority in giving estimates always goes to those who arc close 

, to retirement. 

What .s "Service Credit"? 
In calculating your retirement allowance, you had to use the number of 

years of service. Basically. this is just the number of ye:irs that you arc 
credited with under PERS. However, you may be entitled to extra service 
credit to figure into your retirement fo rmula. Forexample, l\•l ilitary Sen•ice 
may sometimes give you credit. If you have unused sick leave when you 
retire, this may Le credited as service if your agency provides this benefit. 
There are other possible additions which are explained in a separate pam­
phlet on "Service Credit". 

Anv credit that \"OU receive for service before the date on which your 
agency came under PERS is called " prior service". Credit gi,•en for ~vork 
after th:H date is "current service". 

What Is A "Temporary Annuity"? 
A " temporary annuity" is aimed at making early retirement possible for 

those who could not otherwise do so. This plan prO\·ides a temporary 
monthly payment to add to your retirement allowance unti l you reach the 
age when you can begin receiving Social Security benefits. FfJr more infor­
mation on who qualifies and the cost and benefits under this plan, sec our 
scpar:ite pamphlet called "T emrorary Annuity". 

Who! About The Rising Cost of livin 3? 
With rising prices, it is sometimes difficult to get by on a fixed income. 

T hat is why a special provision has been built into you r reti rement plan to 
allow for a cost of living increase. This is :i yearly adjustment you do not 
have 10 apply for. It wi ll autom:nic:1lly Le applied to your account if appro­
priate. The first adjustment will be made in the second calendar year follow­
ing your reti rement. Currently, these inc,·cascs arc limited ton maximum 
annual adjustment of 2% for most agencies. Some agencies have amended 
their contrncts to make tht: maximum ::innual adjustment 5%. 

DISABILITY 

What If I Cannot Work Because Of Injury Or Illness~ 
You must have at least fi\'e years of sen·ice 10 qualify for disabi li ty retire-
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ment: If you arc considering applying for disability, you should request a 
copy of our separate pamphlet called "Ordinary Disability". 

DEATH BENEFITS 

Who Is My "Beneficiary"~ 

For some of the death benefits, you have a right to name anyone you 
choose as your beneficiary. If you name a beneficiary and then marry, annul 
or dissolve your marriage. have a child or adopt a child, you should check 
with PERS about updating your beneficiary designation. Otherwise, the 
beneficiary you named may no longer be eligible. If you do not choose 
another beneficiary, the law provides that death benefits payable will go to 

I) Your spouse. 
2) Your children (if no spouse). 
3) Your parents (if none of the above) . In some cases, parents must be 

fina ncially dependent to qualify. 
4) Your estate (if none of the abo\•e). 

For some death benefits only specific family members are eligible. 

What If I Die Before I Retire? 
If you should die before you retire, PERS provides severa l benefits fer 

your family or a beneficiary n:imed by you. Since there may be choices to 
make, you should discuss these with your beneficiary. 

I. Basic Death Benefit 
Under this benefit your contributions, with interest, will be returned to 

your beneficiary. Your beneficiary will also receive one month of your 
average salary for each year of credited current service which you have. 
There is a maximum payment of six months' salary. 

2. 19S9 Survil'or Benefit-( Monthly Allowance) (Not all agencies offer 
this benefit) 

Only members not covered under Social Security may have this coverage. 
If you are covered under the 1959 Survivor Benefit, you wi ll notice a $2 
deduction from your monthly paycheck or a lesser amount if you are paid 
more than once a month. This benefit consists of a monthly allowance 
which may be paid to your surviving spouse and children. 

a) A spouse is eligible if he/she has not remarried and has eligible chi l­
dren, or has reached age 62 if female, or 65 if male. 

b) Your children arc eligible if they arc under age 18 and unmarried, or 
under 22, unmarried and full-time students. 

If you are covered, your survivors may receive one of thesc monthly 
allowances: 

I. An eligible surviving spouse, until remarriage, with two 
or more eligible children .............................................................................. $430 



. 
2. Or three eJjgible children only .... , .......... : ....... : .................................. $430 
3. An eligible surviving spouse-with one eligible .child .. : ................. $360 
4. Or two eligible children only ............................................................. $360 
;, On~ eligible child only ........................................................................ ·$180 
6. A surviving widow at age 62 or widower at age 65, until 

remarriage ..................................................................... ................................... $180 
7. Dependent parents may also be eligible if there are none of the 

above ........................................................................................................ $180 each 
This benefit may be paid along with the Basic Death Benefit previously 

described. 

3. J9f7 Survivor Beneli't-(Momhly Allowance} 
This applies only if you arc eligible for retirement at the time of death 

(have reached age 50, effective January I, 1976, with at least 5 year~ of 
service}. It is a monthly allowance equal to one-half of what your unmodi­
fied retirem'!nt allowance would have been if you had retired on the date 
of your death. 

The beneficiaries eligible to receive this after your death are: 
a) Your surviving spouse, if you were married at least one year before 

death. Your spouse cannot receive this benefit if remarried. 
b} If you do not have an eligible spouse, your unmarried children may 

collect this benefi , until the youngest reaches age 18. 

' 
If your beneficiary is eligible for this benefit and the Basic Death Benefit, 

only one of them will be paid. H owever, either of them may be paid with 
the 1959 Survivor Benefit. 

What Could My Beneficiary Receive If I Die Before Retirement~ 
If you are not eligible for retirement at the time of death (under the 

minimum retirement age or less than 5 years of credited service}: 

I) Refund of Cc>ntributions 

~j Un tC'I ; 1x months pay 

3) :'\lonthly allowance for spouse :ind children 
(S!SO to $-130) 

} Basic Death Benefit 

or 

If you arc co\·ered by the 1959 Survivor 
Benefit 

If you arc eligible for retirement at the time of death (haw reached the 
minimum retirement age and have at least 5 years of credited service}, your 
eligible beneficiary may receive the benefits listed above or this combina-
tion: · 

I ) ;.Ionthlr payment of one-hair unmodified 
retirement allowance to spouse and chil­
d:en 

2) "lonthly allowance for fpouse and children 
(SlSO to !1430) 

1 

J 
} 

1937 Sun·h·or Benefit 

II you arc covered by the 1959 Survivor 
Benefit 



Is My Family Protected If I Die. Aftor Retiramenn. 
There is a $500 Retired Member Death Benefit (sec page \4). If your 

employer provides it in the PERS contract, you .will also be covered by the 
Survivor Continuance. In addition, you may choose to provide one of the 
optional settlements which are explained later in this section. 

Survivor Continuanet 1Monthly Allowanc&) 
Not all agencies offer this benefit. This benefit provides that part of your 

monthly retirement allowance will be con'tinued to your eligible survivor. 
Your spouse will be eligible if you were married to each other at least one 
year before retirement. Your spouse may receive this monthly allowance 
until death or remarriage. If there is no eligible spouse, this benefit may go 
to your unmarried children tinder age 18. The allowance will continue until 
the youngest unmarried child reaches 18. If there is no eligible surviving 
spouse or children, the benefit will be paid to qualifying dependent parents. 
These :ire the only people eligible to receive the Survivor Continuance. If 
you are nor coordinated with Social Security, the Continuance will amount 
to Yi of your unmodified retirement allowance. If you are coordi nated with 
Social Security, the Continuance will be X of your unmodified allowance. 
If you have a combination of service under PERS with the State or local 
public agency or some: time covered and some ~ime not covered by Social 
Security, special consideration will have to be given to figure the amount 
of your Survivor Continuance. 

Optional Settlements 
When you retire with an allowance, you may, of course, take the highest 

unmodified amount for which you are eligible. On the other hand, you may 
want to take a smaller allowance and provide some -.dditional securit~· for 
your family or other beneficiary. If you have survivors who may receive the 
Survivor Continuance described above, you will only be dealing with part 
of your allowance in figuring options 2, 3 and 4 below. H you are coordinat­
ed with Social Security, you would be able' to modify Y. of your allowilnce 
since X is set aside for the Survi•1or Continuance. If you arc not coordinated 
with Social Security, have eligible survivors, and your agency offers the 
Survivor Continuance, you may modify Yi of your allowance. If you do not 
have any eligible survivors and you retire, or if your agency does not offer 
the Survivor Continuance, you may modify your full allowance to provide 
for anyone you choose. In figuring Options 2, 3 and 4, the sex and age of 
you and your beneficiary will have to be taken into consideration. You 
should keep in mind that your beneficiary under these options may be 
anyone, not necessarily a family member. This does not have to be the same 
person who will receive your other benefits. 

OPTION #1 
Under this or.tion you take a reduction in your retirement allowance. In 

return for this, your surviving beneficiary will receive whatever is left of 
your contributions at the time of your death. How much is left will depend 
mainly on how long you have been retired. Each month when you' receive 



your retirement allowanc'!, a portion of it comes directly:f rom your contri­
butions. So .the lump sum which .you have on account gets smaller .each 
month. Under Option # 1, whatever you have left at the time c f your death 
is payable to your surviving beneficiary. · 

OPTION #2 
This option reqGir(!S the largest monthly reduction in your allowance. 

But, in return, when you die your· surviving·heneficiary will receive the 
same modified amount you w~re getting for his/her life. 

,, . . 
. £~:ample #I: Without Survivor Cominuance--

Pe~e Peers is retiring at age 60 with a $350 unmodified allowance. His 
agency._dces not offe.r the Survivor Continuance, so he will modify the 
\\-'.hole amount to provide for his 55 year old wi(e. He takes a reduction of 
$94.50, which makes his modifiecl retirement allowance $255.50. His wife 
will be eligible for this same amount each month afu;r his death,. if she 
survives him. 

Example # 2: With a }{Survivor Continuance­
(Not covered by Social Security) 

Sid Service is retiring at age 55 with a $300 unmodified allowance. His 
agency offers the Survivor Continuance and, since Sid is not coordinated 
with Social Security, this will be Yi of his unmodified allowance, or $150. 
To provide more security for his 57 year old wife, Sid chooses Option # 2. 
He takes a reduction of $28.80 on his remaining $150. This makes the 
modified part of his allowance $121.20. 

For his life he will now be receiving: 

$t5o.oo· 
+ 121.20 

$271.20 

Ear-marked for fut ~re Survivor Continuance 
Modified portion for life 

TOTAL MONTHLY ALLOWANCE 
He has now guaranteed that his wife, if she survives him, will receive the 

same modified amount of $121.20. She will also receive the Survivor Con­
tinuance of $150.00 until she remarries. 

After his death, Sid's wife will receive: 

$150.00 
+ 121.20 

Survivor Continuance, until remarriage 
Modified portion for life 

$271.20 TOTAL MONTHL./ ALLOWANCE 
This means that both Sid and his wife are entitled to $271.20, He will 

recc!ive it 1.mtil his death and at that time his wife will become eligible. 

Examplt.• #.I: With a}{ Survivor Continuance-;­
(All service covered by Social Security) 

Joe Bene':its is ,·etiring at age 58 with a $400 unmodified allowance. His 



wife, w~o he. wants to provide for;' is age 54. She may receive a Survivor 
Continuance of Y. of Joe's unmodified allowance, or $100. Therr.fore, Joe can 
modify the remaining X of his allowance, which is $300. On this amount hi' 
rakes a reduction of $75.00, making it $225.00. 

For his life he will now receive: 

$100.00 
+225.00 

Ear-marked for future Survivor Continu:rnce 
Modified portion fcir life 

$325.00 TOTAL MONTHLY ALLOWANCE 
He has now guaranteed that his wife, if she survives him, will receive the 

same modified amount of $225 upon his death. She will also receive the 
Survivor Continuance of $100 until she remarries. 

After his death, Joe's wife will receive: 

$100.00 
+225.00 

$325.00 

OPTION #3 

Sur\'ivor Continuance until remarriage 
Modified portion for life 

TOTAL MONTHLY ALLOWANCE 

This requires less of a reduction than Option # 2, but it provides less for 
the beneficiary. The payment to the beneficiary will be one-half of the 
modified part of the monthly retirement allowance. 

Example #I: i·f'irhout Survfror Continuanct' 
Pete Peers is retiring at age 60 with a $350 unmodified allowance. His 

agency does not offer the Survivor Con.tinuance, su he will modify the 
whole amount to pro\•idc for his 55 year old wife. :-le takes a reduction of 
$54.60, which makes his modified retirement allowance $295.40. His wife 
will be eligible for halfof thi'> amount, or $147.70 each m:)nth after his death, 
if she survives him. 

Example # 2: Wirh a }{Survivor Continuancl'­
(Not covered by Social Security) 

Sid is retiring at age 55 with a $300 unmorlified allowance. His agency 
offers the Survivor Continuance and, since Sid is not coordinated with 
Soda! Security, this will be Yi of his unmodified allowal)ce, or $150. To 
provide more security for his 57 year old wife, Sid chooses Option # 3. He 
takes a reduction of $15.'JO on his remaining $150. This makes the modified 
part of his allowance $1H.IO. 

For his life h: will now be receiving: 

$150.00 
+ 134.10 

Ear-marked for future Survivor Continuance 
Modified portion for life 

$284.10 TOTAL MONTHLY ALLOWANCE 
He has now guaranteed that his wife, if she survives him, will receive Yi 



of the modified amount, or $67.05. She will also receive the Survivor Con­
tinuance of $150 until she remarries. 

After his death, Sid's wife will receive: 

$1.50.00 
+67.05 

$217.05 

Survivor Continuance until remarriage 
Yi of modified portion for life 

TOTAL MONTHLY ALLOWANCE 

E:'famplc # J: With a Y. Survivor Continuance­
(All service coordin'a;ed with Social Securi ty) 

Joe Benefits is retiring at age ;8, with a $400 unmodified allowance. His 
wife, who he wants to provide for, is age 54. She may receive a Survivor 
Continu:.ince of Y. of Joe's unmodified allowance, or $100. Therefore, Joe can 
modify the remaining Y. of his allowance, which is $300. On this amount, 
he takes a reduction of $42.90, making it $257.10. 

For his life he will now receive: 

$100.00 
+257.10 

$357.10 

Ear-marked for future Survivor Continuance 
Modified portion for life 

T OTAL MONTHLY ALLOWANCE 

He has now guaranteed that his wife, if she survives him, will receive Yi 
of the $257.10 modified por tion, or $128.55. 

After his death, Joe's wife will receive: 

$100.00 
+ 128.55 

$228.55 

OPTION # 4 

Survivor Continuance, until remarriage 
Yi of m1.-dificd port ion for life 

TOT AL MONTHLY ALLOWANCE 

This option can be tailor made to fit your ~pecial needs. It lets you leave 
a certain amount for the beneficiary of your choice. T he- plan must be equal 
to the other options in cost to your employer. This cakes into accou nt many 
elements, such as the life expectancy of you and your beneficiary. If you arc 
considering an Option #4, contact PERS for assistance in setting up an 
acceptable plan. All Option 4's must be approved by the PERS Board of 
Administration. 

Retired Member Death Benefit 

Regardless of what allowance you choose, you are covered by this benefit. 
Upon your death after retirement, $500 will be paid to your beneficiary. 

HOW DO I APPLY FOR THESE SENEFITS1 

Retirement 

I. Get a copy of Form 369 from your Personnel Office. This is the Ap-
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plication For Retirement you need to complete and mail to the System. To 
ensure timely processing, it should be received by the Retirement System 
at least 90 days before you intend to retire. 

2. If you intend to select either Options 2, 3 or 4, you may need to present 
proof of your beneficiary's date of birth. If your beneficiary is your spouse, 
you will need to provide your marriage license. 

3. About one month before your retirement date, you should receive 
Form 898, Election of Retirement and Beneficiary Designation. Read this 
form carefully and fill it out completely. You will be asked to choose 
whether you want one of the four Optional Settlements. Then sign it, have 
it notarized and return it promptly through the mail to PERS headquarters 
i.n Sacramento. 

DEATH BENEFITS 
1. If you die while still working, your employer will notify PERS. If you 

are retired at the time of death, a family memb\!r or a fric:id shoult;I ootify 
PERS by a letter or a phone call. 

2. Your beneficiary will receive an affidavit from. PERS with a request 
for a certified copy of the death certificate and a newspaper clipping an­
nouncing the death. 

THINGS TO REMEMBER WHEN YOU GET READY TO RETIRc 
I. HEALTH INSURANCE-Before you retire, check into the possibil­

ity of keeping your present health insurance or getting a new plan. It is 
important that you do this before your retirement date, since retired people 
sometimes find it difficult to get health insurance. 

2. TAXES-Make an appointment with an IRS Agent and a representa­
tive of the State Franchise Tax Board, or your private tax consultant. They 
can explain the situation regarding the taxability of your retirement allow­
ance. 

3. SOCIAL SECURITY-If you have been contributing to Social Secu­
rity, you should check with your local Social Security office and see what 
your benefits may be. 

WHAT ABOUT WORKING AFTER RETIREMENT? 
It is sometimes possible to come back to your old job or to take a new State 

or Public Agency position after retirement. PERS must agree to reinstate 
you before you begin work with any agency covered by the System. You 
will have to meet health, age, and other ,·equirements to be reinstated. When 
you return to work, you will stop receiving your retirement allowance until 
you retire again. Then we will re-figure your allowance, adding your new 
years of service. There is also a provision which allows you to work up to 
90 days in a calendar year (effective January I, 1976) without it affecting 
your retirement. 



tCT'S EXPLAIN SOME OF THE TERMS 

BASIC FOR~vtULA-This is the fo rm1J!a we use to figure your unmodi­
fied (highest) retirement allowance. You will find it explained on Page 6. 

BENEFICIARY-A benefa.iary is a perso.n who will re<:ei,·e PERS bene­
fits in case of your d-::r.~!. See Page 9. 

DISABILITY-You are unable to perform the duties of you r job due w 
an illn-: ~~ or injury.·See Page 8. 

F INAL COt-.t PENSATIO~-This is an importanr figure used in cal­
culating your retirement allowance. It means the highest average monthly 
pay earnable by you during a ccmin period of time. For employees of some 
agencies we use a twelve month period to figure final compensation. an<l for 
others a 36 month period. 

MODIFIED-You mav modifv (reduce) vour retirement 311owance to 
provide extra security fo~ your beneficiary. 'fhis means that you receive a 
smaller allowance for the rest of your life. Sec "Optional Settlements", Page 
11. 

RECIPROCITY-This is an agreement between PERS. m:lny counties 
and other public agencies with local independent retirement systems. It 
provides that if you go to work under any of.them and lea,·e your money 
with PERS, vou will not lose rnur PERS credit. • 

.SERV ICE.CREDIT-Basically. this is credit for the number of years you 
have worked under PERS. See Page 8. There are some additional types of 
service credit which 3rc explained in :i sep:irate pamphlet on that subject. 

UNMODIFIED RETIREMENT ALLOWANCE-This is the max­
imum retirement allowance payable to you by the System without tak ing 
into account the effect of any option you might choose. · 
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Whom Do I Contact If I Have Further Questionsl 
You may write directly to these addresses, or you may arrange an inter­

view with Area Office Representatives who travel to your area regularly. 
To set up an interview, contact your Personnel Office, or write to the Area 
Office nearest you. 

los Angeles Areo Office 
Room 4005 
107 South Broadway 
Los Angeles, CA 9001 2 
Telephone: '(213) 620-4410 

Son Bernordino Office 
Room 446, State Building 
303 West Third Street 
San Bernardino, CA 92401 
Telephone: (714) 383-4431 

ADDRESSES OF AREA OFFICES 

Socromenlo Ar"o Office 
P.O. Box 1953 
Sacr.imento, CA 95809 
Telephone: (916) 322-SISO 

PERS HEADQUARTERS is locoted ol: • 
1416 9th Street 
Sacramento, CA 95814 

Moiling Addros: 
P.O. Box 19H 
Sacramento, CA 95809 

Son Froncisco Areo Offico 
I Ith Floor 
100 \'an Ness A\'enuc: 
San ' Francisco, CA 94102 
Telephone: ( 41 S) SS7·0582 

Son Diego Office 
Room 5068, State Building 
I JSO Front Street 
S3n Diego, CA 92101 
Telephone: (714) 2J6-76H 
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Appendix 3 

' I 

LETTER FROM DAVID H. DOTY, CITY MANAGER, BELL­
AIRE, TEX.; TO GARY GOOD, SENATE SPECIAL COM­
MITTEE ON AGING, DATED APRIL 13, 1976 

DEAR Mn. Gooo: There are two primary reasons for t!ie city of 
Bellaire's interest in seeking to resume social security coverage for 
its employees. . 

First, we partidpate in the Texas Munici,t>al Retirement System 
which has a re}atively Jong-term vesting period and is transferable 
only to other participating agencies. An employee who comes to us 
from private industry or a municipality wluch does not participate 
in the Texas Municipal Retirem~nt System cannot transfer retire­
ment benefits. Likewise, an employee leaving our service, going to 
private industry, or n. nonparticipating city, will Jose retirement 
benefits. · · 

The second reason that we attempted to reestablish social security 
coverage is 11 firm staff relief that somewhere in the future-probably 
not too distant-taxes assessed by the National Government will be 
used to suppo1·t social security retirement benefits; thus, employees of 
agencies that do not participate will ·be excluded from the benefits 
their tax dollars are helping to provide. 

Should you wish more mformntion with regard to these matters, 
please contact me. 

Sincerely yours, 
DAVID H. DOTY, City Manager. 

(58) 
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A LASKA l?usuc E MPLOYEES }!ssoctATION .... .... ............... ............ , ..... ...... . 
STATE ttEAOQUARTERS: 130 SEWARD STREET, SUITE 5()3, JUl1£AU, ALASKA ~180 1 • Tr.1.El'110Ul: 190/1 !>!!~ · IJll 

March 1977 

Dear State Employee: 

Enclosed is a report p1·epared by the l\laska Public Efll'>loyees l\ssociation 
regarding an issue of vHal interest to all stale en,pl rJyces. With the 
help of concerned members across the state , APEi\ has in tensively revie1~ed 
the question of the State of Alnska's withdrawal from the Social Security 
syste111. After eight months of study, it is our conclusion that state 
employees will greatly benefit from Social Security withdrawal if the funds 
1~hich are curreritly contributed to that system Me re-invested elsewhere. 

This report contains ..i comparison of Social Security benefits with those 
of the Pub 1 i c Employees' Retirement System as we 11 as a 1 is t of recorm1ended 
improvements to the P. E. R. S. made rv~) ib le through the i nves tn1en t of former 
Social Security contributions. Most of the questions you may have regarding 
the future of Social Security, its funding problems. and the real worth of 
the benefits it promises , are answered in this study. We feel confident 
that when you have read this report and studied the issues you will agree 
that withdrawal from Social Security is a wise decision. 

l\t the request of APEA, legislation has been introduced requiring that the 
decision concerning continued participation in the Social Security system 
be left to state employees. If it is successful, that legislation 1·1lll 
establish an employee referendum to determine the issue and will secure all 
contributions to the Social Security system, both the employer's and the 
employees' , for future investment in other retirement systems. 

The advisory ballot included at the beginning of this report is designed 
to demonstrate the conce1·n of state employees regarding this issue. When 
you have reviewed the facts, please mark your 'llot , tear out, and drop 
in the nearest mailbox. No postage is nece~·~- , Reconmendations corres­
ponding to the questions on the ballot are c. , J ined on pages 15-17, 24-25 , 
30. 34-38, 39-40. 

Please do not delay. The option to withdraw frvm Social Security is a 
once-in-a-1 ifetime opportunity to pl'ovide :;ubs tantia 1 security for your 
retirement years. If you would lil:e more information on the subject or 
1~ould like to organize a special meeting to discuss the issue, contact 
APEA Headquarters. r--

Sinc;w; d/--7 _) 
~chael ~rray , Jr , 

Chairman 
APEA Committee on Soci a l Security Withdrawal 
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ALASKA PUBLIC EMPLOYEES ASSOC!AT!Ofl 

REPORT 

TO ALL EMPLOYEES OF THE STATE OF ALASY.A CONCERfllllG THE DESIRABILITY 

OF WITHDRAWAL FROM THE SOCIAL SECURITY SYSTEM; 

AND 

A BALLOT WHEREBY EMPLOYEES OF THE STATE OF ALASKA MA.I Al'VISE 

THE ALASKA PUBLIC EMPLOYEES ASSOC IATIOfl: 

1\. WHETHER PUBLIC EMPLOYEES t4ANT TO OPT-OUT 

OF THE SOC !AL SECURITY SYSTEM; 

B. WHAT BEtlEFITS, IF AllY, SHOULD BE IMPROVED 

WHICH MAY BE LOST TO SOME EMPLOYE ES BECAUSE 

OF IHTHORAWAL FROM TllE SOCIAL SECURITY SYSTEM. 



PLEASE TEAR OUT, FOLO, ANO MAIL. 

ADVISORY BALLOT 

Check One 

) Member of General Government Unit 

) Supervisory Unf t 

) Other Bargaining Unit 

) Not Organized 

Do you favor withdrawal from the Social Security System. yes ( no ( ) 

If you voted yes tu the first question; is your vote based on the condition that 

the money which the State of Alaska and the employees of the State of Alaska are 

contributing to Social Security be used to improve the benefits of the Public 

Employees Retirement System. yes ( ) no ( ) 

Please indicate order of priority: First priority mark #1; second priority mark §2 ; 

third priority mark !J , etc. If you are opposed to any item mark no, note 

additional corrinents on back of ballot. 

( ) Increase retirement compensation to 2~: for each year of credited service. 

All state employees become eligible for retirement after 20 years credited service. 

Equal benefits for occupational/non-occupational d~ath & disability. 

( ) Increase death & disability benefits to 50~ of monthly earnings. 

( ) Extend death & disability benefits to employees who lfave state service. 

( ) Provide death and disability insurance for temporary employees. 

PLEASE TEAR OUT. FOl.D. 4ND MAIL. 
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March 1977 

Dear State Employee: 

Enclosed is a report prepared by the Alaska Public Fmployees Association 
regarding dn issue of vital interest to al 1 state employees. \Hth the 
help of concerned members across the state, APEA has intensf\'ely reviewed 
the question of the State of Alaska's withdrawal from the Social Security 
system. After eight months of study, it is our conclusion that state 
employees will greatly benefit from Social Security withdrawal if the funds 
which are currently contributed to that system are re-i nvested elsewhere. 

This report contains a comparison of Social Security benefits with those 
of the Public Employees' Retirement System as well as a list of rccot1J11ended 
improvements to the P.E.R.S. made possible through the invest~ent of former 
Social Security contributions. Most of the questions you may have regarding 
the future of Social Security, its funding problems, and the real worth of 
the benefits it promises, are answered in this study. We feel confident 
that 11hen you have read this report and studied the issues you will agree 
that withdrawal from Social Security is a wise decision. 

At the request of APEA, legislation has been introduced requiring that the 
decision concerning continued participation in the Social Security system 
be left to state employees. If it is successful, that legislation will 
establish an employee referendum to detennlne the issue and will secure ~11 
contributions to the Social Security system, both the employer's and the 
employees', for future investment 1n other retirement systems. 

The advisory ballot included at the beginning of this report is designed 
to demons trate the concern of state employees regarding this issue . When 
you have reviewed the facts, please mark your ballot, tear out, and drop 
in the nearest mailbox. No postage is necessary. Recofl'IT'endations corres­
ponding to the questions on the ballot are contair.ed on pages 15-17, 24-25, 
JO, 34-38, 39-40. 

Please do not delay. The option to withdraw from Social Security is a 
once- i n-a-1 if et in:e opportunity to pro vi de subs tan ti a 1 security for your 
retirement years. If you would like more information on the subject or 
would like to organize a special meeting to discuss the issue, contact 
APEi\ Headquarters. ( 

s1nce'.:1y,_c../J1;/d---J \ 
{)/~// --/ 

Michael ~rray, Jr. 
Chai rtnan 
/\PEA Convnf ttee on Socia 1 Sccuri ty Withdrawa 1 
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ALASKA PUBLIC EMPLOYEES ASSOCIATIOll 

REPORT 

TO ALL EMPLOYEES OF TllE STATE OF ALASKA COllCERtlHIG THE DESIRABILITY 

OF WITHDRAWAL FROM THE SOCIAL SECURITY SYSTEM; 

AllD 

A BALLOT WHEREBY EMPLOYEES OF THE STATE OF ALASKA MAY ADVISE 

THE ALASKA PUBLIC EMPLOYEES ASSOC IATIOll: 

A. WHETHER PUBLIC EMPLOYEES llAllT TO OPT-OUT 

OF THE SOCIAL SECURITY SYSTEM; 

B. WHAT BENEFITS, IF AllY. SHOULD BE IMPROVED 

WH ICH MAY BE LOST TO SOME EMPLOYEES BECAUSE 

OF \HTHDRAWAL FROM THE SOCIAL SECURITY SYSTEM. 
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PLEASE TEAR OUT, FOLD, AND MA IL. 

ADVISORY BALLOT 

Check One 

) Member of General Government Unit 

) Supervisory Unit 

) Other Bargaining Unit 

) Not Organized 

Do you favor withdrawal from the Social Security System. yes ( no ( ) 

If you voted yes tu the first question; is your vote based on the ~indftion that 

the money which the State of Alaska and the employees of the State of Alaska are 

contributing to Social Security be used to improve the benefits of the Public 

Employees Retirement System. yes ( ) no ( ) 

Please indicate order of priority: First priority mark 11; second priority mark il2; 

third priority mark ilJ , P.tc. If you are opposed to any item mark no, note 

additional comments on back of ballot. 

( ) Increase retirement compensation to 2~% for each year of credited service. 

All state employees become eligible for retirement after 20 years credited service. 

Equal benefits for occupational/non-occupational d~ath & disability. 

( ) Increase death & disability benefits to 50% of monthly earnings. 

( ) Extend death & disability benefits to employees who leave state service. 

( ) Provide death and disability insurance for temporary employees. 

PLEASE TEAR OUT._ FOLD._A~. 
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Ill STORY 

Being the rP.presentative of the largest group of state employees , llPEA has 

over the years received considerable input from these employees and others 

expressing thrir desire to 1~ithdraw from the Social Security system. With this 

in mind, llPEI\ negotiators entered into an agreement with the State of Al~~ka 

to jointly conduct a study t o determine the desireability of terminating par­

ticipation in the Social Security system for employees of the State of Alaska. 

The result of this agreement is the report rlrepared by Wil 1 iam M. Mercer, and 

is referred to hereafter as the Mercer Rt:!port. 

The federal l aw which establist.es the Social Security system prc.vides thdt ii 

public employer may 1tithdraw from the Social Security system after two years 

ad•1ance notifica'tion of withdrawal is given. The State of Alaska gave such 

notfficat•ion in Oece1Pber, 1975 and, unless the State advises the Social Security 

Administration otherwise, the employees of the State of Alaska will not make 

contributions to that system afte1• Oecemoer, 1977. 

This report is not intended to be an in-depth study of t~c Social Security system 

but, rather, to make reconvnenda ti ons based on the Mercer Report, a report prepared 

by the prorcssfonal staff of APEA, information published by the Social Security 

Administration, the Public Employees Retirement System, the U.S. Senate Subcommittee 

on Aging, and other information gathered concerning other public employ<!rS who 

have ~1ithdrawn from the Socia 1 Securl ty sys tern. More importantly, however, this 

report a l so contains a ballot 1·1hich gives the em11loyees of the State of l\laska 

what may very well be a once-in-a-lifetime opportunity to express their wants 



and needs concerning their future security and retirement. 

The informa tion collected from this ballot 11ili be used, as much a· is practical, 

to formulate a list of priorities for the purpose of drafting legislation that 

will effectuate tho::epriorities. APEA's main lobbyin9 effort during the lg77 

session of the legislature ~1il I be the passage of this legislation. If the employees 

of the State of Alaska actually do opt-out of the Social Security system, assuming 

that they vote to withdraw, the benefit they may derive from that action wi 11 depend 

greatly on the success or failure of this legislation. 

II 



FOREWORD 

Why do so many employees ~1ent to withdraw fron the Social Security systemi' 

A recent survey conducted by APEA showed that 2/3 of the approximately lSO'J 

employees 1·1ho responded •o that survey \'/anted to "opt-out " of Social Security. 

Why is tt:is? ls the system really that bad? There is no question that somP. 

employees want to opt-out because they think th~ t the system is "going broke." 

Others want to opt-out because they think that after they l~ve established their 

40 qui\rter cl igibil ity they ~1i ll be eligible fer the maximu;n benefits provided by 

Social Security; for those employees there is no point to pouring more money into 

the system since they think they will not get any r.iore out of it. 

Both of these groups of employees arc mistaken. In the first place, the system 

can never go broke. It is, quite literally, as strong as the U.S. Government 

itself. Or, to put it auother way, it is as strong as the government's ability 

to collect taxes. What this means is that the government will simply raise 

Social Security taxes whenever the system needs more mont>y to fund the programs 

it provides. As for the second group of employees who think they need only "40 

quarters In," this report should clarify many of the;r misconceptions. However, 

it is safe to assume that the majority of employees who want to opt-out of Social 

Security do so because they feel they would receive greater benefits at retire­

ment if the money that both they and the State are presently contributln9 to 

Social Security was invested, Instead , in the Puhl ic Employees Retirement System. 

\'here is no question that Social Security taxes are certain to Increase drama­

tically in the future now that the taxable wage base is tied to the Consumer Price 

1. 



Index. The tax (currently 5.85%) on the taxable wage base is also certain to 

increase. Although benefits are also tied to the Consumer Price Index, what 

these benefits will cost in the way of Social Security taxes to individuals 

cannot now be accurately predicted, With this "double indexing" of the Social 

Security benefit formula, some actuaries have projected Social Security benefit 

costs under the r.urrent system will reach as high as 3()X to 50% of taxable pay 

in the years 2020 to 2050, That is, for many of us, eight to twelve times what 

we are now paying. Mr. A.II. Robertson, Chief Actuary of the Social Security 

Administration, in a speech he gave in October , 1975, said that, •·Based or. 

current projections of income to the Social Security system and benefit payouts, 

the current Social Security tax rates are insufficient to thl.' extent that the 

Social Security Trust Fund could bl? depleted by 1982." 

TllE MAXIMUM BENEFIT PAYABLE TO AN lllOiVIOUAL WHO RETIRED AT AGE 65 !ti 1976 WAS 

$364 PER MONTll. THE ~POUSE OF Tlll\T HlDIVIOUAL WOULD RECEIVE 50% OF THAT BENEFIT, 

Al.SO AT AGE 65. 

It is difficult to imagine how anyone could live on this ar.1ount of money today. 

/!everthe 1 ess, many do, a llhough l t is co:m1on kn01·1l edge that the standard of 

living among retired persons , living entirely on Social Security, is one of the 

lowest In the United States . The mon thly check from Social Security is barely 

enough to provide shelter for these individuals, let alone fooJ or any luxuries. 

So it fs little wonder many of them end up living out their lives in some old-age 

home or turning their Social Security checks over to some other institution so 

they can survive. It Is a national disgrace that 1·1e, a nation of incredible 

wealth, systematically do this to our p.wcnls and grandparents. Perhaps, con­

sciously or subconsciously, this is 1;hy ma ny people want to get out of Social 

2. 



Security. As most work~rs are unable to accumulate enough wealth during their 

wor~ing years to er.able the~ to maintain their standard of living after ret:re­

ment, it would be prudent indeed for any worker to take adnntage of an opportunity 

that •1111 assist him in providing security for his retirement. 

Such an opportunity is now at hand. If the employees of the State of Alaska 

withdraw from the Social Security system and, if the money that both the employees 

and the State are now paying into Social Security is reinvested in the Public 

Employees Retirement system, retirement benefits from P.E.R.S. can be substantially 

improved. 

All EMPLOYEE l\HO RETIRED FRO!·I STATE SER'llCE AFTER 30 YEARS WOULD RECEIVE 75:! OF 

THE AVERAGE OF ms THREE HIGll YfARS' EAR::rnGs IF TllE BEllEFIT FORMULA WERE Irl-

CREASEO TO 2-1/2X. All EMPLOYEE WHO RETIRED AF TER 20 YEARS' SERVICE WOULD 

RECCIVE so~ . 

What may be even more important, especially to young employees, is that under 

the P.l..R.S. t hey are eligible for a pension whilrt they are still relatively 

young. An increased bene, it formula could provide the r.ieans for these en:ployees 

to advance their education or to pursue other careers. In any case, it 1>ould 

provide any career employee a benefit which would allow him to retire with the 

confidence of knowing that his future is secure. 

3. 



COMPARISO:I OF FUTU?.E P.ETIREMEUT BEllEFITS 

PUBLIC E:-lPLOYEES RETIRH:E1iT SYSTEM/SOCIAL SECURITY SYSTEM 

We do not get a realistic picture of what retirerr<?n t benefits are worth if we 

co:npare future Social Security benefits 11ith future P.E.R.S. benefits. The 

numbers that these kind of projections produce are so inflated, few are able 

to recognize their relative value . l/evertheless, because the Mercer ilcport 

contains a table (sec page 10 of this report) slio1~ing "estimated future morithly 

Socia l Security retirement benefits at age 65", it is necessary ~1hen consid("'ing 

withdrawal from Social Security, that employees be able to make a comparison 

bcb:cen those benefits and what benefits they could receil·e from the P.£.R.S. 

in the future in the event of wl thdrawa 1 from Social Security. 

With lllis in mind, the Cormiittce has included in this report a table (shown on 

page 7 ) showing estimated future monthly P.E.R.S. retirement benefits at age 55, 

However, it must be noted that these beneiits are based on a 2-1/2:: benefit formula, 

(the present benefit fornru la is 2:'. ) and that these benefits would apply only to 

thos~"hypothclical employees" listed in the two columns to the left of the table. 

Also, il should be noted that these beneiiLs are based on ~he assumption Lhat 

salaries will increase al the annual rate of 6~ . The 6~ figure was used to 

parallel the assumption 111adc in the l·:ercer Report, i.e . that future increases 

in Lhc taxable wage base would be at the annual r.lle of 6°.. (As explained else­

where in this report the taxable wage base is the maximum i1mount of annual 

earnings subjei.:t to Soci<1l Security tax. Ho1~ 111uch that a111ount \~ill be increased 

\ S determined by the 1wcra9i:? increase in wages of workers from one year lo the 

next.) 
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EXPLAllATIOll OF FUTURE RETIP.rnEllT BCllEFITS 

WhEn first examining the table showing "Estimated Future Monthly P.E.R.S. 

Retirement Benefits at Age 55", most people find it difficult to a.::cept the:> fact 

that these numbers represent a realistic projection of ~:hat it will cost for 

employees who retire in the future to maintain the same level of retirement 

benefits as employees who are retiring now. Although these numbers are based 

on an increased benefit formula, it must be emphasized that most l'IOrkers who 

receive these benefits in the future will not be eligible to receive Social 

Security benefits based on state service. That is, of course, assuming that 

the State of Alaska withdraws from the Social Security system. It must also be 

noted that. the cost of providing the increased benefit formula will be paid for 

with the money that is presently going into the Social Security system, and will 

not be an additional cost to either the e~~loyees or the State of Alaska. In 

view of the fact that neither the employees or the Sate of Alaska have any control 

over what future Social Security costs ~/ill be , withdrawal from that system should 

result in a savings to both the employees and employer. 

When examining future retirement benefits of the P.E.R.S.
1 

it may be useful lo 

show whnt those benefits are worth in 1977 dollars. Pagl! 6 of this report shows 

estimated monthly P.E.R.S. retirement benC!fits at age 55, 11ith a 2-l/2Z benefit 

fomiula, for employC!es who are eligible for retirement now. It can be assumed 

that these benefits have a relative value! equal to the future P.E.R .S. benefits 

shown on page 7. 

5. 
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ESTll·V1TED CURREllT l·:O:ITHL Y P. E. R. S. RETJilEfl,EflT 8Et:EF IT 

AT AGE 55 ~llTH 2-112;; BCllEFIT FOm·:Ut A 

Est. P.E.R.S. Est. P.E.R.S. Est. P.E.R.S E~ t. P. E. R. S . 

Re ti rer.1en t Relirement Retirement Retirement 

benefit benefit benefit benefit 

3 high yr. 3 high yr. 3 high yr. 3 high yr. 

average ave1·age average average 

515 ,300/xr $20,000/>:r $25 1000, lr S30,000/yr 

$159.38 $208.33 $260.'12 $312. 50 

$318.75 $416.67 $520.83 $625.00 

$478.13 S625.00 $781.25 5937.50 

$637.50 $833.33 51041.67 $1250.00 

S7g6,88 $1041.67 $1302.08 $1562.50 

$956.25 $1250.00 $1562.50 $1875.00 

Assumptions: 

( 1) 2-112,; benefit formula "X" 3 high year average 

(2) Employee does not elect survivor option 
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"'"' Est. P.E.R.S. Est. P.E.R.S. Est. P.E.R.S. U'I .... Retirement Retirement Retirement 0 OJ 

"' benefit benefit benefit "'"' ... Current salary Current salary Ct.rrent salary "'., 
"'"' Sl5,300/yr S20,000/F S25,000/~r >-

5 $201.21 S263.02 S32B. 77 

10 S538.52 $703.95 $879.94 

15 $1081.00 S1413.07 51766.33 

20 $1928.82 $2521. 33 $3151.67 

25 $3226.50 $4217.65 $5272.06 

30 $5181.35 $6773.00 $8466. 25 

Assumptions: 

(1) Future salary increases at annual rate of 6%. 

(2) 2-1/2% benefit formula "X" 3 high year avera9e 

(3) Employee becomes age 55 while in : tc service. 

(4) Employee does not elect survivor option. 

Est. P.E.R.S. 
Retirement 

benefit 
Current salary 
SJ0.000/~r 

S394.52 

$1055.93 

$2119.60 

$3782.00 

$6326.47 

$10,159.50 

Note: llhen comparing P.E.R.S. retirement beneiits to those of Social Security, 

it should be noted: 

"' "'"' OJ 
>,OJ 
0 Cl 

..... "' a. 
E"' w OJ 

E 
.... 0 
"'v OJ OJ 
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1982 

1987 

1992 
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2002 
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(1) That full Social Security retirement benefits do not begin until age 65. 

(2) That most employees 1~il1 r~ceive a Social Security retirement benefit 

at age 65 at so1ne level, in addition to the P. E.R.S. benefit. 

(3) That Social Security benefits are not subject to federal t.ix. 

(4) That P.E.R.S. benefits arc not ~subject to state and local taxes in Alaska. 

(5) That P.E.R.S. benefits arc not subject to federal tax until after 

retirement benefits paid to an indiv16ual exceed the indivldual•s 
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(5) contributions to lhc P.E.R.S. system. 

(6) That many employees 1·1111 be in higher salary Nnges before retirement 

age because of promotions. 

(7) Employees who retire at age 55 under P .E .R.S . will receive payments 

from that sys tern for JO years ( 120 months) before Socia 1 Security 

benefits begin. That is , for employees with 30 years' service whose 

current salary is $15,300: $5181.35 x 120 months = $621,762.00 before 

Social Security benefits begin. For employees whose currenl salary is 

$30,000 : Sl0,159.50 x 120 months ~ Sl ,219,140.00 before Social Securily 

benefits begin. With a 4t annual cost of living adjustment, these 

10 year totals would be increased by 1q0;:: . An employee whose current 

agt is 25 and who is currently earning $15 ,JOO annually, and who retires 

from the P.E .R.S. at age SS at SSlBl.35 per n:onth, would be receiving 

$7670 per rr.onth at age 65 if a 4'A annual, post- retirement, cost of living 

adjustment were in effect 1~hen he retired. 

Included in this report is a table from tl1e Mercer Report showing esl imated monthly 

Social Security retirement benefits al age 65. Al though it is safe to assume that 

the Social Security benefits sho•"n in that lable are correct, based on the assumptions 

made, it ~:ould have becn helpful if more information had been provided concerning 

Assumption F.5, ie. "All workers remain eligible for Social Security benefit at 

sor.ie level." For instunce: Line 1, Current aye 30 , in the column showing "Estimated 

Social Security Retirement Benefit - r Termination from OASDI {$400, to an individual/ 

$600 with spouse benefit), 

The table sho1~s that the worker termin;ited frc.m Social Security at age 30. /\t 

that time he could have had as many as ICJ or 12 years in the Sociai SPcurity 

system while working for the st<1le. He could ti1cn have continued 11orkin9 for the 
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state , after termination from Social Security, for another 20 years and retired 

under the P.E.R.S. at age 50. The que5tion is: did that employe«? then go to 

work for an employer who was in the Social Security syst!?m? If he did, he would 

gain 15 more years of Social Security cr«?dits. The next logical questiC'n is: 

how many years did this worker contribute to the Social Secu1 :ty system and when, 

during his career, did he make the contributions which entitled him to a S400.00 

retirement benefit? 

9. 



WILLIAMM 
MERCER 

Table l 

Estimated Monthly Social Secur ity Re t irement Benefit 
At Age 65 

r.s ti mated Estimated Social Secu-

Social Security Socia 1 Security rity Retire-

Retirement !lene- Retirement Bene- ment Benefit 
Lost in 

Socio l Security 
Re:tircrnent 
Benefit Lost -
~Ii lh Spouse 

Currcnl fit - Continua- fit - Termination 
tion in 01\SOI From Of1SOI Termination Oenetit 

,..-
~£._ 

$ 3,1\24 s 5,136 
30 $ 3,824 $ 400/S600~ 

35 $ 2, 793 s 578/$867* s 2,215 s 3,323 

40 s 1,960 $ 595/$092* s 1,373 $ 2,050 

45 $ 1,1\23 S 545/S8t7 • s 878 s 1,317 

50 $ 1,060 s 499/$748* $ 569 s 854 

•with spouse's benefit 

Assumptions 
(1) Future increases in \\age base al the annual rate of 6~. 
(2) Future incrNscs in the cost of living at tlie annual 

rat~ of •\'~ . 

(3) Spouse is sum<? i'ge as 1·mrker. 

(4) Worker ' s earnings in all years equal or exceed the 11age 

base. 

(5) fill 1-101·l:crs rc:nain el igil>le for Social Sccut'i ty benefit 
al so1r.e level. 

In cou:pa ring lhe Licn~fils of the altcrnalive progrums to 
lhost? of Soci~ 1 Sr,uri ~Y, lh·l col u:i n hc,,lli!d "Soci .l l Security 
Retirc1H•nt Bcncfil Lost - \lilh Spciu.;2 G~nefll" should lie used. 
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When c:onsidering withdrarldl from the Social Security system, the question of 

portability invariably arises. That is, that benefit accrual is fully portable 

for employees ~1ho ~o from one employer to another, so long as those employers 

participate in the Social Security system. Whereas, under the P.E.R.S., when 

employees leave state service benefit accrual stops, although they stil l may be 

eligible to receive retirement and death benefits. It sh.,uld be rooted that, 

currently under the P.E.R.S., any ell'ployee ~1ho leaves state service before 

reaching retirP.meffc agP. and who has at least 5 years of credited service ;~i1 1 

still be eligible for a retirement pension at age SO or 55 if he has not with­

drawn his contributiens from the system (i .e. a deferred, vested member). His 

retirement benefit will be based on his years of credited service. 

It should also be noted that, should this same employee die before retirement 

and after leaving state service, the surviving spouse may, at his or her dis­

cretion , receive either the lump sum death benefit or the 50~ joint and survivor 

option, based upon the deceased employee's credited service . In addition, any 

person who is receiving a retirement benefit from the P.E.R.S. is also entitled 

to major medical insurance coverage. But they do not accrue credited 

service when they leave state employment and they are not eli9ible for any dis­

ability benefit after leaving state service. 

However, under the latest revisions in the P.E.R.S., the death and disability 

benefits for employees who either die or become disabled while in state service 

and ~;hose death or disability resulted from occuputional cuuses , are not oased 

on credited service . In the case of death, the surviving spouse will receive 

40% of the deceased employee's monthly eurnings at the time of death, until such 

time, if the deceased spouse had 1 ived, he 1~ould have been el lgible to retire. 

At that time the surviving spouse wil 1 receive the nonnal retit"cmcnt pensic:i.~ ....... · ..-.. -
4

-- .. ~· ................ -- .. 

11 . 



based on the deceased employee's three high-year earnings, with service credit 

up to his ret·:rement age, had he l ived. 

In the case of disability , the disabled employee also receives 40: of his current 

monthly salary until he is eligible for retirement. Ai that time, he receives the 

normal retil'EJment benefit based on his earnings at the time of disablement. The 

period of disability constitutes credited service. 

It is the c,pinion of this col'M!ittec that if the State of Alasl:a withdraws from 

the Social Security system and if the recomnendations described elsewhere in 

this report concerning death and disability benefi ts' affecting employees who 

leave state service are implemented, employees who leave state service will have 

adequate death and disability protection if they are not covercc! by Social 

Security and until such time as they may be eligible to receive these benefits 

from Social Security. 

Another area of concern for some people is that the federal Government will 

change the law 1~hich allows public employers to withdraw from Social Security 

or they will use genera l fund revenues to support the benefits of the Social 

Security system. The reason the f'edcra l Government a 1101~s public cmp 1 oyers a 

choice in participating in Socia 1 Security is due to the filct that it is 

questionable 1~hether it is constitutional for the Federal Government to force 

public employers to belong. Even if the law is changed, it is doubtfu1 whether 

it would ilpply to public employers who had already withdrawn. 

lls to the question of using general fund revenues to support Social Security 

benefits; this is quite possible. If this occurred after the State of Alaska 

witlldrew from the Social Security system, pub i ic employees would, ill fact, be 
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paying for som!! Social Security benefits by virtue of the fact that they pay 

federal taxes. If this were to happen, it is fairly safe to assur.:e that tongress 

would, at the same time, make some benefits available to individuals ~:ho are 

not in the system, especially when one considers that ther!! are so many federal 

empioyees, and they are ~l in the Social Security system. 

As previously noted in this report, Social Security benefits are no'll tied to the 

Consumer Price Index. This was done , of course , to prevent inflation from re­

ducin9 the buyi ng power of retired wor~ers living on Social Security. flow that 

this featur'? has been in effect for several years, there has been considerable 

concern expressed in the U.S. Congress about the cost of ~aintainir.g that pro­

vision . Thus. there is so~:e pcssibility that Congress might put a limit on how 

much Sociel Security benefits will be increased due to inflation. 

The fact that there is no automatic cost of living allowance built into P.E.R.S. 

benefits after retirement must be considered in regard to withdrawal from Social 

Security. It shoul d be noted, however, that there is a provision in the P.E.R.S. 

whereby the Cor.,ni ssioner of Administration rnay authorize a cost of livin9 adjust­

ment for persons receiving benefits from the P.E.R.S .• provided the financial 

condition of the retirement fund can permit it. 

There is no question but thH the cost of Social Security is going to increase 

substantially from no1~ on, and it should not have to lie pointed out that both the 

emp 1 oyee and the e111p loyer will pay the cost . In the event of wilhJraw11 l from the 

Soc la l Security system, it 1vou 1 d not lie too opt imi s tic to assume that any savings 

to both the employees and the State would be used to provide cost of living 

adjustments to rcUrcd employees. 
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I 

THE BOTTOM LlrlE 

STRUCTURE OF THE SOCIAL SECURITY BEllEFIT FORMULA: 

It is almost impossible to read anything about the Social Security system which 

doesn't express grave concern about the future of that system. There is no 

question but that the basic cause of this concern is the Social Security benefit 

formula. For many years it has been apparent that reti red workers living on 

Social Security were one of the poorest classes of people in the United States. 

These people living on "fixed incomes" were going from bad to worse as each year 

went by because of increases in the cost of living. Finally, in 1972 , Congress 

revised the Social Security law and established an automatic cost of living 

adjustment on Social Security retirement benefits by tying those brnerits to the 

Consumo·Price Index which reflects rises in the cost of living. At the same 

time, they also tied the taxable wage base to the benefit increases; that is, 

whenever retirement benefits are raised due to inflation, the taxable 11agc base is 

automatically increased by the same percentage that the average wages of the 

workers who are contributing to the system have increased, since the last in­

crease in the taxable wage base. 

Coincidentally, whenever the taxable wage base increases, the "average monthly 

wage" also incr<?clses and since the monthly benefits payable to an individual at 

retirement age is determined from a "schedule" based on "th~ aver.1qe monthly 

wage", it also follcws that as the average monthly wage increases , retirement 

benefits <1lso increase. This is '.~hilt is meant by "doub1e indexing" of the beru!flt 

formula. That is, both the taxable wage base and the benefit are indcx1:d. Or to 

put it another way, they arc .1lready scheduled. 
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However , neither the method of increasing the wage base , or the amount that 

retirement benefits are scheduled (indexed) to increase are Integrated into 

any formula that will generate the revenue required to pay for these benefits. 

Although the tax rate which is currently 5.85% is schedul ed to increase to 

6.05i in lg78, 6.Jor. in 1981, 6.45% in 1986 and to 7.45% in 2011, the Social 

Security Administration has stated that the tax rates are insufficient to fund 

the benefits. 

Another concern is the fact that the taxable wage base is increar, ing at a greater 

rate than are the wages of many of the worl:ers who are contributing to the system, 

and that every year more and more wor~ers are not earning the maximum wage subject 

to Social Security tar.. 

Of course, if the tax rates increase as scheduled and double-indexing of the benefit 

formula continues, the inequities ~1hich already exist in the system will be greatly 

increased. That is, that 1~orkcrs who earn the maximum wages subject to Social 

Security taxes wi 11 be paying for an even greater share of the benefits pa id to 

wurl:ers who do not earn the ma.dmum amount subject to Socia 1 Security tax. By 

comparison , the retire~ent benefit; paid to a worker under the P.E.R.S. are 

directly proportional to what that worker pays into the system. 

In vie1·1 of the fact that a worker rr~y retire from t:ic P.E.R.S. as early as age 

50, or even earlier in m~ny cases ; and 

---because that worker will almost certainly ret1 1 n to work for an employer 

who is in the Social Security system; and . 
-··-because relircr.ient benefits for career crnployccs arc substantially greater 
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from the P.E.R.S. and will be even more so if the benefit formula is in­

creased to replace any retirement benefit that may be lost lo stale employees 

after withdrawal from the Social Security system; and 

---because short term staff employees would lose little, if any, Social 

Security retirement benefit; and 

---because the Social Securily retirement system contains numerous inequities 

which are discriminatory; and 

---more importantly, because the cost of Social Security is certain to increase 

at a greater rate than benefits will be improved; 

THI s CQl.~·HTTEE CAii Fiim 110 REASOrl OF SUFF IC I EflT COllCERU TO CAUSE STATE EMPLOYEES 

TO VOTE AGAlflST WITHORA'rlAL FROM THE SOCIAL SELURl'i"Y SYSTEM. 
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RECO:·mllDATIO:lS Ill GEllERAL 

I. It is recolllllended that the employees of the State of Alaska vote "yes" to 

the question "Should the employees of the State of Alaska terminate their 

participation in the Social Security system?", on the condition that the 

State of Alaska contribute a sum of money .to the Pub lic Employees Retir<?­

ment System equal to, or greater than , the sum that the State is currently 

contributing to the Social Security syslem on behalf of ils employees. 

Such money shall be used, as much as is practical, to improv<? and/or 

replace those ben<?fits which r.iay be lost to er.:ployees because of their 

non-par t icipation in the Social Security system, or as otherwise determined 

by the tally of th<? Advisory Ballot accompanying this report. 

II. I t is also recorrrnended that th<? employees of the State contribute to the 

Public Employees Retirement system at least part ~f the money they are 

currently contributing to the Social Security system. Such amount shall 

be det ~rm · ned, as much as is practical, by the tally of the Advisory Ballot. 
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FACTons WHICll MlJST BE COllSIOERED BEFORE VOTlllG TO WJTllORAl4 FROM 

TllE SOCIAL SECURITY SYSTEM 

BENEFITS: (A) RETIREMEllT 

(8) SURV IVORS ' BENEFIT 

(C) OEATH & OISABILITY BENEFITS 

(0) MEDICAL BE/IEFIT 

The following discussion describes what bene!its are provided by Social Security 

and how withdrawal from the Social Security system may affect state employees' 

eligibility for these benefits Th Is discuss ion a 1 so describes what benefits 

these employees may be eligible to receive from the P.E.R.S . Also included here 

are reco.'1111endat ions for improve:nent and/or replacement of benefits which may 

either be lost or decreased for some employees becau~e ot withdrawal from the 

Social Security system. 

JA} RETIREMElff 

1. SOCIAL SECU~ITY 

---The normal 1·etirement age for workers r.overed by Social Security is 65 years. 

A worker m~y rotirc at age 62 wilh a penalty of 5/9 of 1:: for each rnon t h that 

he retires before his 65th tJirthday. 

---To be "fully insured," a worker must have one "quarter of coverage" for each 

year after 1950 (or , if later, the year he reaches age 21) or befort the year 

death occurs or , if earlier, the year he reached age 62. 
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---The maximum number of "quarter's of coverage" required is 40. The minimum 

number required fs 6. A quarter of coverage is a calendar quarter in which 

a worker has earned at least $50 in wages for employment covered under this Jaw. 

---The "taxable ~1age base" is the maximum amount of annual earnings subject 

to Social Security tax anq used to calculate the average monthly wage. The 

taxable wage base in 1976 was $15,300. The Social Secul'ity tax in 1976 was 

5.85% x $15,300 = $895. 

---The monthly rcti remenl benefit payable to an individual at full retirement 

age is dC?termined from a "schedule" based on the "average monthly wage." 

---The "averagC? monthly Nage" is th!! average wage subject to Social Security 

·tax carnC?d by a worrer over his carC?er after 1950. 

---The "Primary Insurance Amount" is the monthly benefit payable to an individual 

at full retirement age before application of any delayed retirement credit. 

Such amount is dete1mined from a ~chC?dule based on the Average Monthly \./age. 

This means that an employee's earnings {up to the maximum taxable wage) fer e1ch 

year after 1950 or, ff later, th!! year he reaches 21 , up to the year he is 62 , 

are total ed and then divided by that number of years. (If an employee becoin\!s 21 

years of age a ftcr 1950 , that is 4 I years unt i1 he becomes 62. It is a 1 so 164 

quarters of coverage: 41 x 4 = 164.) There is a provision in the law to drop 

from this total the five lowest ea:-ning years. which means that the average monthly 

wage is based on 36 years of employ r.ient Thal may be important, especially if, 

in those yC?ars . the contribution to Social Security was SO. The result of all 

thr. addition, subtraction and division is (when the total is divided by 12 months) 

the "average monthly wage." 

The maximum average ntonthiy wage possible up to 1976 was $585. The maximum retire­

ment benefit, payable to an individual who retired before June 1976, was $364. 
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( 1. e, primary lnsur~nce amount.) If t~'? average monthly wage was one-ha 1 f of 

the maximum possible (l/:? of ~!i85) or approximately $293, the t.cnefit from Social 

Security would be S2,J. That ls 70% of the average monthly wage, whereas S364, the 

maximum benefit, is only 62). of $585. In this "lay, Social Security retirement 

ben~flts are far w~re profitable for those workers who do not earn the maximum 

amount su~ject to Social Security tax. 

lllFE 'S BENEFIT 

A wife or dependent husband of a retired worker rec.-1ves "li of the spouse's 

benefit at age 65 . A wiie may receive this benefi ~ at age 62, but her benefit 

wil \ be reduced by 25/36 of 1% fr•r each month before· she is 65 years old that 

she receives the benefit. A wife may receive her benefit at any age if she is 

caring for a child entitled to a child's benefit. Payments cease when either 

spouse dies , or when they are divorced after less than 20 years of marria!je, or 

there is no child cntit' ~d ' ~ a child's benefit and the wife is under age 62. 

c1mo•s nrnm1 . 
Every child of a worker who is entitled to a retirement benefit \\'ill receive so: 
of the worker's btnefit uri til age 18, or age 22 if the child is a full-time stu­

dent. Payments cease when the chiid either dies, is married, or is no longer a 

studen t . If the child ' s benefit is based on his being disabled , the benefit stops 

the third month following the month he ceases to be disabled. 

There is also a maximum limit that Soci al Security will pay to any family. That 

li111it is approximately 180"1. of the retirement benefit. For 1976 that figure ~1as 

180% x S364 = 5655. 
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llEOUCEO BEllEFITS BASED 011 EARil!NGS 

Social Security retirement benefits are reduced Sl .00 for every S2.00 earned 

in excess of S2760 in any year. However, benefits are not reduced in any 

month in which earnings are less th"ln S230. The maximum earnings limit is 

subject to possible increa3e every year based on increases in the taxable 

wage base. 

Income earned from stocl: dividends, interest on savings , other pensfons, 

annuities, tJ ''l or loss from the sale of capitol assets, gifts or inheritances, 

or rEntal incc..ne, unless yoiJ are a real estate dealer, are not coun•p!f as earned 

incorr.e. 
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TO SUl·IW1RIZE 

A worker needs at least six (6) quarters of coverage, but not more than 40 quarters 

o-f coverage, to be eligible for a Social Security retirement benefit. The 

amount of that benefit is determined by the employee 's "avr.rage monthly wage." 

Because the taxable wage base is much greater during the worker's later years, 

his average monthly wage will be higher if he earns quarters of coverage ,just 

before reaching age 65. 

The-. Social Security retirement benefit formula favors worl:ers i~ the lowest 

incorr.~ bracket; that is, those workf!rs get a higher return on thei1· money · .. ,.•n 

do 1~orl:ers in higher income brad:ets. The taxable wage base on which Social 

Security contributions are ba~ed is currently SlS , 300. By 1980, · ·ed on 

assumptions regarding wage increases, it is scheduled t<' climb to S21,600. 

There is also a bill under consideration by the U.S. House Social Security Sub­

committee which will fur ther increase the taxable wage base to S2S,OOO without 

any !JUarantec that benefits 1~i1 I be raised proportionately. This trend will 

have a greater impact on Alaskans thdn on workers in other states since wages 

are higher here. 

Many 1~mployees in state service are either already vested in Social Security 

or wil 1 becomc vested in that system in th2 fu ture, regardle~s of Alaska·~ 

withdrawal from the program, because a high percentage of state employees work 

for th~ State for 1 ess than four years. Ho1~ever, some employees , brcause of 

their 'lo~g-term employment with the State of l\lc\.ka af ter l'lithdrawal from the 

Soci.:1 Security system, wi11 lose some Social Security retirement benefit. 
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This may happen to an employee who is vested in Social Security before ~he s• -.t•: 

~1ithdraws from that system but who continues in state employment for some t " ,,· 

(possibly 10 or 20 years) after withdrawal from Social Security, and who does 

not contribute to Social Security after leaving state service. 

If an employee retires under P.E ~.S . , the Social Security retirement benefit 

that he would receive would be t.ased on the "average mcnt.hly wage" he earned 

while he was contributing to the Social Security system. It follows, then, 

that the employee would receive a smaller Social Security retirement benefit at 

age 65 than he would have received had he remained i~ that system until his re­

tirement age. This is true since the "average monthly wage" would have been 

higher if the employee had contributed to Social Security during his highest­

earning years of employment. 

However, if that employee left state service at age 40 or 50 or even 55 years of 

age (regardless of wheth!"r he received a r~tiremcn t benefit from P.E.R.S.), and 

if he then went to work for an employer covered by the Social Security system, 

that worker would then add quarters of coverage to his Social Security earnings 

which would increase his average monthly wase. This is especially true at this 

time because the tax ab 1 e wage base wil 1 normally be much higher during a worker's 

later yeJrs of employment. Consequently, an employee who leaves the Social 

Security system and later returns to it may receive, on retirement, a benefit 

only slightly reduced. 

Also, it must be pointed out that s'ngle workers and married working women pay 

into the Social Security system for retirement benefits they may never receive. 
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That ls, single worl:ers pay for spouse and child benefits that they cannot 

possibly collect because they are not married. Also, a married working woman 

pays for full benefits but she can only receive 50% of her husband's benefit 

unless he dies. At that time she receives her own, or his full benefit , which-

ever is greater . 

{A) RETIRtMEllT 

2. P.E.R.S. 

Unlike the s~~ial Security system , the retirement benefit that an employee 

receives from the Public Em) loyees Retirement System is directly proportional 

to what that employee pays into the system. State employees are cuo·rently 

contributing four and one-qua:-ter percr:nt of their earnings to the P.E.R.S. 

An employee is vested in this system after five years service. The benefit 

formula is. 2% X number of years of service X the average of t hree consecu-

tive high yea• earnings . Normal retirement age after vesting is 55 years, 

with an option for retirement at age 50. An employee who elects to retire 

before his 55tl. hirthday will lose 1/2 of l t of his normal benefit for each 

month that he l'Ctires bl!fore his SS th birthd,,y. That is to say, a 6% penalty 

for each yNr of early retfrcir.ent. Also, it !hould be noted t!iat any efllployee 

may retire without peni.lty after 30 years of service regardless of age, except 

that peace officers . f i remen , correctic..1al officers, and Fish and Game field 

biologists and technicians may retire after 20 years of service without penalty , 

regardles5 of age. 
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It is also ~1orth noting that teachers and other employees who are required to 

hold a teaching certificate have their own retirement system. This system is 

the "Teachers Retirement System" and thesn employees may retire without penalty 

after 20 years of service regardless of age. 

Employees who retfre from state service under the P.E.R.S. may elect , at their 

at their own option, any one of thn.e survivor options. Ordinarily, upon death 

after retirement, there will be no continuing benefit for the ~pouse unless 

the employee applies for it 30 days prior to retirement . Under each of thes? 

options, normal retirement benefits are actuarially reduced, with the spouse 

continuing to receive payment after the employee's death in accordance with 

the plan that is chosen. 

An employee wh(\ retires and wants to provide a continuing benefit to the 

spouse in th( event of his own death may elect: 

A. 751 j oint and survivor option; or 

B. 501 joint and survivor option; or 

C. 66 and 2/33 last survivor option. 

An 'Jmployee who elects eithC?r (A) or (B) above will have his normal retirement 

benr:fi t actuarla lly r.~duccd bolsed on the age ?f the spouse at the time of the 

employee's retirement. Upon the em;iloyee's death, the spouse will receive 

either 75% or 50Z. of his reduced pensio. ior life, t1h ichever was chosen before 

retirement. 

An employee who elects (C) above will have his normoll retirement reduced also 

but, upon the death of either employee or spouse, the survivor receives 6G and 

2/3% of the reduced benefit for life. 
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The difference between {C) and either (A) or (B) is that retirement benefits 

under (A) and (B) will not change on the death of the spouse. llo11ever, under 

option (C), either survivor receives 66 and 2/3% of the reduced bencfi t. 

In selecting any of these options, an employee should ~eep two general prin­

ciples in mind: {a) the lower the age of the spouse at the time the employee 

retires , the greater the reduction in the normal retirement benefit; and (Ii) 

the lower the continuing payments to the spouse, the smaller the reduction will 

be to normal retirement benefits . 

Another option is also available under the P.E.R.S. called the "level incom~ 

option," ~1hereby employees who retire under the P.E.R.S. before they are eligible 

for Social Security retirement benefits, mc!J have their P.E.R .S . benefit in­

creased until their Social Securi ty benefit payments begin. At that point, 

the P.E.R.S. benefit will be reduced proportionately. The result is a more 

"1eve1 income" throughout the retirement years. 

It should be noted that any employ~e who leaves state service may withdraw all 

of his contribution plus interest from the system. Of course , il he does this 

he will not be eligible for any benefits. Additionally, there is a provision 

in the P.E.R.S. regulations whereby any employee who leaves state service and 

withdraws his contributions may be reinstated in the system at a later date 

without penalty, if he \Jays b~ck his contributions plus interest. 
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(B) SOCl/\L SECURITY SURVIVORS ' BEUEFIT 

1. OEATll BE!IEFIT 

A widow or dependent widower (who received at least half of his support from 

his wife) will receive at age 65 100% of the "primary insurance amount" the 

deceased spouse would have recehcd at normal retirement age had he lived. 

The survivor may receive this benefit at age 60 with a penally reduction of 

approximately 1/l of 1% for each month that the survivor receives the benefit 

beftire she or he attains age t>S. This benefit stops when the survwing spouse 

dies. 

A widow not entitled to a widow's benefit may be entitled to a mother's benefi t. 

(A widow must oe at least 60 yt.ws old to receive a widow's benefit or 50 years 

of age H disabled.) A mother's benefit is puyable to the widow of a worl:er who 

dies while fully insui·ed (40 quarters of coverage) or currently insured (6 

quarters of co1erage in the 13 quarters period ending with the quarter in which 

the death of the worker occur1·cd ) provided lhe widow is: 

(a) not married 

(b) not' entitled to widow' s benefit 

(c) has in her care a child of her cle.:eased 

husband entitled to a child's benefit. 

I\ woman need not be age 60 to qualify for a mother's benefit. The mother's 

benefit is equal to 3/4 of the "primary insurance amount" the deceased spouse 

would have received at normal retirement, had he lived. The mother's bene . it 

ceases when she dies or remarries , or becomes entitled to a widow's benefit , or 

no longer has a child who is entitled to a child's benefit. 
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Social Security also provides a child's benefit for children under 18 years of 

age or 22 years of age, if the child is a student. Eligibility requirements 

and benefits are similar to a mother's benefit. That is the ~1orker who dies 

must be fully or currently insured. 

Parents are 2lso eligible for a Social Security benefit "if they are dependent 

(receive 1/2 of their support) on a worker who dies. For the parent to be 

eligible, the worker who dies must he fu.1y insured. 

In addition to the benefits already mentioned, Social Security pays a one-time 

lump sum benefit of $255.00 to the widow or widower of a worker who dies 1~hile 

fully or currently insured. 

MAXIMUM LIMIT OF FAMILY BENEFITS 

The total monthly benefit payable to any family from Social Security is approxi­

mately 180~ of the primary insurance amount. 

(B) P.E.R.S. SURVIVOR BENEFITS 

OEATH BENEFIT 

If an employee's death is the result of non-occupational causes, and if he 

has at least five years of service, his beneficiary m~y eh:ct a lump sum death 

benefit or the 50% joint and ·survivor option, based on credited service. If 

death occurs before he has one year of service, his beneficiary will receive 

a refund of his contribution, plus interest. 
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LUMP SUM CEATH llEtlE~IT (Non-occupational Cause) 

After one year of service, but less than five years of s~rvice , an employee's 

beneficiary will receive $1000,00 plus Sl00.00 for each year of service up to 

the time of his death, plus the balance of his contributions to the fund. 

50% JOINT SURVIVOR OPJIOll (llon-occupatlonal Cause) 

After 'five years of service, an employee's beneficiary will receive 50% of: 

2% X the average of his thre~ high consecutive years' earnings X the number 

of years service he had until the time of his death. This amount is subject 

to actuarial reduction which is based on the age of the beneficiary or bene­

ficiaries. 

Additional death benefits are payable to Leneficiaries of ~mployees in the 

P.E.R.S. who are covered by medical insurance and/or collective bargaining 

agreements. In nost cases, these benefits are lump sum payments. 

P.E.R.S. DEATH BENEFIT BEFOnE RETIRH~EllT 

If death is a rP.sult of occupational causes in the performance of an employee ' s 

duties while in state service, the surviving ~pouse ~ill receive 40% of the 

decea~ed employee's monthly compensation at the time of death, until such time, 

1f the d~ceased employee had lived, he would have been eligible to retire. At 

that time the surviving spouse will receive the normal retirement pension ~~sed 

on the deceased employee's 3 high year earnings, with service credit~? to his 

retirement age, h~d he lived. If there is no surviving spouse, the pension will 

be paid to surviving children who are under 19 yi a: s of age or 23 years of age . 
ff full-time students. Payments cease when there is no surviving spouse or child , 
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To be eligible to receive any death benefit from Social Security, a widow must 

be at least 60 years old unless she has a child who is entitled to a child's 

benefit. Even then her deceased spouse must have died while "fully" or "currt!ntly" 

1nsured. 

In the event the State of Alaska withdraws from th~ Solial Security system , 

the employees most likely to lose this benefit are empluyees who are not vested 

under Social Security and who die while in state ~ervice. These employees may 

often be young people who may very well have children. Unless these emnloyees 

have been in state service for a considerable number of years , their benefit 

under the P.E.R.S. would be less than what they could receive from Social Security 

had they been covered by that system. It is assumed the employee dies from non­

occupational causes. 

RECOMMENDATION: 

It is recommended that should the State Qf Alaska withdraw from the Social Security 

system, the following revision be made in the P.E.R.S.: 

Beneficiaries of employees who have five years or more of crt!dited service, who 

die ~ihile in state service before retin nent, and whose death results from non­

or~upational causes, sh~ll be provided the same death benefit as provided when 

death is a result of occupational causes. 

The above recommendations will certainly provide greater benefits to bene­

ficiaries of empooyees who die while in stat ~ service than are provided from 

Social Security. This is especially true 1·1hen one considers that under Social 

Security the surviving wife must be 65 years·old to get a full benefit unless 
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she has dependent children. Also, the husbdnd will get nothing from Social 

Security if his working wife dies and he was not dependent on her while she 

was alive. 

Under the P.E.R.S. a spouse will receive a pension regardless of his or her 

age and whether or not he or she was dependent. 

Ii should be noted that under P.E.R .S., if there is no surviving spous~. this 

same pension will go to a surviving minor or minors (equally divided) until they 

ar" age 19 or 23, if full time st•1dents . 

(C) SOCIAL SECURITY DISABILITY BENEFIT 

To be eligible to receive any disability benefit from Social Security an 

individual must be unable to engage in any substantial gainf~l activity by 

reason of medically determined physicdl or mental impairment which can be 

expected to result in death, or has lasted, or can be expected to last, for 

a continuous period of not less than 12 months. In addition, a worker must be 

"fully insured" , that is, have 40 quarters of coverage (ten years) and also 

have had not less than 20 quarters of coverage (S years) during the ten years 

prior to becoming disabled. llowever, special exceptions apply in the casP. of 

individuals •iho become disabled prior to age 31 and in the case of the blind. 

Individuals who become disabled before age 24 need 6 quarters of coverage in the 

13 .iuarter period ending 1~ith the quarter disability occurs. Individuals who 

become dis~bled between age 24 and age 30 need credit for half the period 

between age 21 and the time disability occurs. 
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Tho disability benefit payable frum Social Security is based on average earnings 

subject to Social Security tax after 1950 with provisions for excluding lowest 

earning years based on age. The mon~hly benefit is appro1imately equal to the 

normal retirement benefit computed as though the worker had attained retirement 

age. · A wcrker must wait 5 months before he receives any disability payment. 

The wife or dependent husband of a disabled worker receives 50% of the spouse's 

benefit at age 62. A wife may receive a so;. bMefit i' t any age if she is caring 

for a child entitled to a child's benefit. A child of a disabled work~r is en­

ti tled to a 50% benefit also, if he is under 18 years old or 23 years old, if he 

is a student. 

Maximum family benefit is approximately 175~ of the disabled worker ' s normal 

retirement benefit. 

(C) P.E.R.S. OISABILlTY OENEFIT 

Eliyibility: 

If an employee incurs a physical or ment,11 condition \\hich permanently prevents 

him from satisfactorily performing the duties of his position, or any other 

position for which he is qualified by education and training and which is made 

available by his employer, and if he is not eligible to retire: 

r:on-occupational disabi lity (with 5 or more years credited service) 

Benefit: 2Z X (the average of the 3 consecuti'le high year earnings) 

X number of years credited service. 
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OR 

Occupational disability (no minimum service requirement) 

Benefit: 40% of current monthly earnings while disabled or until employee 

is eligible for a retirement benefit. Service credit granted 

for entire period of occupational disability when Lomputing 

retirement benefit. Upon the death of a retired employee who 

is receiving or is entitled to receive an occupational disability 

pension, a surviving spouse's pension equal to 40% of his average 

monthly compensation shall be paid to the surviving spouse. If 

there is no survivingspouse, the survivor's pension shall be 

paid in equal parts to his children who are under 19 years of 

age or, if full -time students, under 23 years of age. On the 

date normal retirement would have occ~rred if the employee had 

lived, monthly payments shall equal the monthly amount of the 

norma 1 retirement benefit to which. the emp 1 oyce, had he lived 

and continued his employment until his normal retirement date, 

would have been entitled with an average monthly compensation as 

existed at his death and the credited service to which he would 

have been entitled. 

It should be noted that under Social Security there is no distincticn between 

occupational and non-occupational disability, but in order to receive any 

benefit a worker must have 40 quarters of coverage (10 years) and half of this 

must be in the 10 years prior to becoming disabled . (Unless under 31 years of age.) 

In other words, "fully insured" employees in state service now, who are eligible 

for.a Social Security disability benefit, if they become disabled , would still .. 
br. eligible for that benefit for five years aft.er withdrawal from the Social 
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Security system. They would also receive a disability benefit from P.E.R.S. 

RECOM:mlDATI 011 

It is therefore re .. or .. 1ended that, should the State of Alaska withdraH from the 

Social Security system, the following revision be made in P.E.R .S .: 

Employees in state service who become disabled af.ter completing 5 or more years 

of credited service and when such disability has resul ted from non-occupational 

causes shall be provided the same disability benefit as provided when disability 

has resulted from occupational causes. 

The most difficult situation that we have to deal with is: Should the P.E.R.S. 

provide a death or disability benefit to survivors or dependents of individuals 

who either die or become disabled after they leave state service but may not be 

eligible for death or disability benefits from Social Security because of the 

State's wi thdrawa 1 from that system? 

When ans1~ering this question, it should be remembered that even under Social 

Securitj' a worker must be both "fUlly'' and "disability" insured in order for 

him or his dependents to be elirible to receive any disability benefit. In the 

ca~e of cfo3th, a worker must be either "folly" or "currently" insured, fo r his 

dependents to be eligible for death benefits. 

Nevertheless, there are undoubtedly so:ne employees 1·1ho are presently eligible 

for Social Security death ,1nd disability benefits who will lose eligibility 

for some of these benefits after they lC!ave state sC!rvice and after the Stale 

has withdrawn from the Social Security system, 
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For example, let us assume: 

1. A worker who is fully insured under Social Security leaves 

state service and then dies. What benefits are lost? 

(a) The widow or widower of a dependent worker wil~ lose 

no eligibility for retirement benefits at age 65 be­

cause of ~1ithdrawa l from Social Security. 

(b) The widow will still be eligible for a mother's or a child's 

benefit. 

2. A worker who is fully insured under Social Security leaves state 

service and then becomes disabled. 

(a) The worker or his dependents will lose no disability benefits 

if the worker had 20 quarters of coverage durina the 10-year 

period priar to becoming disabled. That is to say , a fully 

insured worl:er is still eligible for Social Security disability 

benefits fe r fi vP. years after he stops contributions to that 

system. 

Sunmarizing the above examples, we find that the benefits lost to fully insured 

individuals 11ho leave stale service after withdrawal from the Social Security 

system depends on their "disability" insured status. If these individuals, after 

leaving state service, 90 to work for an employer who is in the Social Security 

system, and if they had lost their "disability" insured status by the time they 

left s ta tc scrvi cc, they would agu in be "disability" i nsurcd under Social Security 
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in 5 years if 31 years of age or older. If under age 31, they may be again 

eligible in only 1-1/2 years depending on age. 

Another question that must be considered is the problem of employees who leave 

state service and are not covered by Social Security. 

For instance: An employee enters state service after Alaska withdraws from 

Social Security and never contributes anything to that system. There are two 

major concerns regarding these employees: 

l. Many of these employees who leave state service will have 

dependents who need protection; and 

2. What meaningful protert·ion can the: P.E.R.S. provide for these 

employees that is fair and equitable, not only to tho!t!employees 

who leave state service but to the rest who stay with the state. 

RECOMMEllDAT I ON 

This Convnittee recommends that in the event the State of Alaska withtlra1~s from 

Social Security system and, if the majority of employees , as indicated by the 

tally of the Advisory Ballot accompanying this : eport, vote to provide death 

and disability protection for employees who leave state service before retire­

ment, the following revisions be made in the P.E.R.S.: 

When considering the follo1-1ing recomendations it should be 

remembered that employees in state service pay for these 

benefits every month. 

Employees who, after completing at least five years of creditet! service Jnd 

who then leave stute service, shall remain r:ligible for death and dis·~-~ility: 

benefils from the P.E.R.S. for a period not to exceed ten years from the 
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