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Members 
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Over the past decade, the Legislature has adopted several early retirement incentive 
programs whose primary aim is to save money by inducing public employees to retire 
early. In June 1994, the Legislative Audit Commission directed us to determine whether, 
in fact, the benefits of the programs have exceeded the costs. 

Most public employers rated early retirement programs positively. But we found that 
many of the participants in state early retirement programs would probably have retired 
soon anyway and that, for most groups of employees, the programs' salary savings were 
probably less than the costs. We think that early retirement incentive programs can 
produce tangible net benefits for the state only if they are carefully designed and properly 
targeted. 

We received the full cooperation of the Minnesota State Retirement System, the Public 
Employees Retirement Association, and the Teachers Retirement Association. We also 
were assisted by the staff of the Legislative Commission on Pensions and Retirement. 
This report was researched and written by Dan Jacobson and Elliot Long, with assistance 
from Carrie Meyerhoff. 
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Early Retirement Incentives 
EXECUTIVE SUMMARY 

I
n recent years, the Minnesota Legislature has offered a variety of early retire
ment incentives for public employees, including state, city, county, and school 
district employees. Early retirement incentives are designed to reduce salary 

expenses, avoid layoffs, or increase productivity. Supporters of early retirement 
incentives contend that the public saves money by inducing older, higher paid em
ployees to retire and replacing them with lower paid workers or leaving the posi
tions vacant. Critics argue that the benefits do not last long and question whether 
the benefits justify the costs. 

Our study examines statewide early retirement incentives that have been used 
since 1980. It focuses on the costs and benefits of the early retirement incentive 
established in 1993, the most recent statewide incentive. We asked: 

• How have early retirement incentives been used in Minnesota? Who 
has participated in recent incentive programs? How did the 1993 
incentive program affect the timing of retirements? 

• What are the public costs of the 1993 incentive program? 

• What are the public benefits of the 1993 incentive, including salary 
savings, layoffs avoided, and organizational benefits? How do salary 
savings compare with costs? 

• Are early retirement incentives appropriately targeted and financed? 
What are the implications of demographic changes for early 
retirement incentives? 

To answer these questions, we analyzed data on retirement trends and costs from 
the three state retirement associations and the actuary for the Legislative Commis
sion on Pensions and Retirement. We also surveyed and interViewed officials 
from state agencies, schools, cities, and counties. 
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RECENT EARLY RETIREMENT 
INCENTIVES 

In recent years, the Legislature has established two types of early retirement incen
tives: (1) employer-paid health insurance until age 65 (when citizens become eligi
ble for Medicare) and (2) higher pension payments. In 1990, 1991, and 1992, the 
state offered employer-paid health insurance until age 65 to eligible employees 
who retired between the ages of 55 and 65. 

In 1993, the Legislature established a more generous incentive that provided 
higher pensions and/or employer-paid health insurance until age 65. Participation 
was mandatory for state agencies, but was optional for counties and cities. School 
districts were required to offer the incentive to teachers, but could choose whether 
to offer the incentive to other staff. 

The early retirement incentives offered in 1993 varied among employers and re
tirement plans. Eligible state employees covered by the General State Employees 
Retirement Plan could choose to: (1) continue their health insurance until age 65 
or (2) receive a higher pension. This second option would increase a retiree's pena 

sion by about 15 to 19 percent. For example, a state employee who retired at age 
65 under the 1993 incentive program (with 30 years of service and an average sal
ary of $36,000) would receive a pension of$18,900, instead of the normal 
$16,200. 

Eligible county, city, and school district employees covered by the Public Employ
ees Retirement Plan could choose between these two incentives, provided they 
were both offered. Participating local governments could offer either incentive or 
both. Public school teachers covered by state or local teacher retirement funds re
ceived both higher pensions and employer-paid health insurance, though the pen
sion increase was about 60 percent smaller than that received by other early 
retirees with the same salary history and years of service. 

IMPACT OF THE 1993 INCENTIVE ON 
RETIREMENTS 

The costs and benefits of early retirement incentives depend on the extent to 
which incentives cause employees to retire earlier than they otherwise would re
tire. For each of the three major public retirement funds, we compared the actual 
number of retirements which occurred during the year spanning the 1993 incen
tive with the "expected" number of retirements based on the experience of the pre
ceding three years._ Our estimates take into account changes in the number of 
employees and their age distribution. However, it is not possible to take into ac
count other factors that might affect retirement rates. Thus, our estimates should 
be viewed as approximate. We estimate that: 
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The 1993 
incentive 
program 
probably cost 
over $100 
million, or 
more than 
$25,000 per 
retiree. 

• Roughly one-half of employees who participated in the 1993 incentive 
program would have retired during the same year had the incentive 
not been offered. 

We also estimated how long retirees would have kept worldng had there not been 
an incentive. Given the high degree of uncertainty, we made high and low esti
mates of the time retirees would have kept working. We estimate that: 

xi 

• The 1993 incentive probably induced participants to retire an average 
of 0.5 years to 1.7 years earlier than they would have retired without 
the incentive. 

COST OF THE 1993 INCENTIVE 

The public costs of the 1993 incentive include the liability incurred by the retire
ment funds to finance higher pensions and the cost to employers to finance health 
insurance. Our cost estimates are based on the difference in the present value of 
retirees' pensions with and without the incentive. We estimate that: 

• The cost of the 1993 incentive is between S101 million and S132 million. 

These figures include about $82 million to $113 million in retirement fund costs at
tributable to the pension incentive. The range in cost reflects the uncertainty in es
timates of how the incentive program affects the timing of retirements. In 
addition, the health insurance incentive will cost employers about $19 million. 
The proportion of cost directly paid by employers varies widely. Cities, counties, 
and schools will directly pay only 2 percent of the program's total costs for mem
bers of the Public Employees Retirement Association (PERA), whereas schools 
and colleges will pay about 32 percent of the incentive's cost for members of the 
Teachers Retirement Association. The reason that employers will pay such a 
small percentage of the cost for PERA members is that most employers offered 
the pension incentive but not the health incentive to PERA members. We estimate 
that: 

• The average cost per retiree under the 1993 incentive program is 
about S25,500 to $33,500. 

The cost per retiree is highest for school district teachers and administrators 
($29,800 to $39,900), followed by state employees ($28,600 to $35,000), and city, 
county, and school district employees who are members of the Public Employees 
Retirement Association ($21,800 to $29,700). The cost is highest for teachers be
cause they received both the pension and the health incentive. The main reason 
that the cost is lowest for PERA members is that their average salary is lower than 
the average salary of other public employees. 
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SALARY SAVINGS CO:MPARED WITH COST 

One of the major objectives of early retirement incentives is to help employers 
save salary expenses. Early retirement incentives can provide salary savings if re
tirees are replaced with lower paid employees or retirees' positions are held va
cant. The most that an early retirement incentive could save would be an 
employee's earnings between the time of early retirement and the time at which 
the employee would have otherwise retired. 

We found that early retirees were replaced by lower-paid employees, but the aver
age salary savings are considerably less than the average cost per retiree under the 
1993 incentive program. Furthennore, overall salary savings could exceed total 
costs only if a high percentage of retirees' positions were kept vacant. We esti
mate that salary savings would exceed costs only if employers kept open more 
than 69 percent of the positions vacated by retiring PERA members. Similarly, 59 
percent of state employee positions and 36 percent of TRA member positions 
would have to be left vacant in order for salary savings to equal the cost of the 
1993 incentive program. These percentages are based on mid-range estimates of 
how much the 1993 incentive program affected the timing of retirements. 

We reviewed employment trends for public employees and surveyed employers 
about whether they refilled retirees positions. We conclude that: 

• The overall public costs ofthe 1993 incentive program probably 
exceed the salary savings, although savings may be greater than costs 
where public employers need to make significant staff reductions. 

It is necessary to keep a high percentage of retirees' positions vacant in order for 
salary savings to exceed costs. However, employment trends suggest that this is 
unlikely in schools and counties. Eighty-three percent of public school teachers 
are in school districts in which the number of teachers increased between 1993 
and 1994. About 92 percent of counties experienced growing employment be
tween 1988 and 1992. Together, schools and counties had about two-thirds of the 
1993 incentive's participants. 

We found that the proportion of early retirees' positions that were kept vacant was 
considerably less than that required to cover the cost of the incentive program for 
schools, counties, and cities. The proportion of positions left vacant was 6 percent 
for school administrators, 11 percent for school district employees covered by 
PERA (those who do not hold a teaching license), 22 percent for county employ
ees, and 31 percent for city employees. 

The benefits of the 1993 early retirement program may have exceeded the costs 
for two large state agencies that together account for nearly half of the state's early 
retirees: the Minnesota Department of Transportation (MnDOT) and the Depart
ment of Human Services (DHS). Both agencies needed to achieve significant re
ductions in payroll in the 1994-95 biennium. MnDOT's budget required holding 
more positions vacant than could be accomplished without making many layoffs. 
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DHS had very limited hiring flexibility because it could not layoff employees 
even though it was closing certain programs. 

AVOIDING LAYOFFS 

xiii 

Another purpose of early retirement incentives is to enable employers to avoid lay~ 
offs. Layoffs are costly to organizations as well as to the people involved. We sur
veyed public agencies to find out how many layoffs were made by public 
employers between 1991 and 1994, and how many layoffs were avoided because 
of the 1993 early retirement incentives. We found that most public employers did 
not make any layoffs in the years from 1991 to 1994. The percentage of school 
districts, cities, and counties with no layoffs is over 90 percent in most years, and 
is below 80 percent in only one year. In addition: 

• Most employers said they did not avoid any layoffs because of the 1993 
incentive. 

In our survey, 96 percent of counties and 88 percent of cities said they avoided no 
layoffs as a result of the 1993 incentive. About 69 percent of school districts said 
they avoided no layoffs of teachers, and 84 percent said they avoided no layoffs of 
other district employees. 

The employment trend in state government differs somewhat from those in local 
government and schools. Employment in state government has not grown, in con
trast to school district and county government. More departments made layoffs 
during the 1991-1994 period, and a few departments in state government, includ
ing the two largest, the departments of Transportation and Human Services, 
needed to reduce staffing levels and create job vacancies in order to stay within 
their budgets. Still, most departments did not make any layoffs between 1991 and 
1994, nor did they report that they avoided layoffs as a result of early retirements. 

OTHERBENEflTSTOE~LOYERS 

We surveyed state agencies, counties, cities, and school districts to find out how 
personnel directors felt about early retirement incentives. We found that: 

• On the whole, employers evaluated the early retirement incentives 
positively. 

Three-quarters of employers or more said that the overall impact of the incentives 
is positive. Most personnel administrators in state government and in cities, coun
ties and school districts said that early retirement incentives have produced salary 
savings. Personnel administrators were more likely to feel that there was a produc
tivity or quality gain than a loss, particularly for teachers. About two-thirds of 
school administrators felt that the early retirement program improved the quality 
of teachers, while only 6 percent felt that there was a loss in quality. Administra-
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tors for state agencies and cities were about ten times more likely to report a pro
ductivity gain than a loss, though about half of these administrators felt there was 
no change. County personnel administrators were the least likely to feel that there 
was a productivity gain. Only 15 percent felt there was a gain, while 11 percent 
felt there was a loss and 74 percent felt there was no change. Of course, as we 
have noted, most of the cost of the early retirement incentives is not directly borne 
by employers; they benefit from early retirement incentives but do not directly 
bear the full cost. 

CONCLUSIONS AND RECOMMENDATIONS 

Early retirement incentives are popular with employers and produce tangible bene
fits. We conclude that early retirement incentives have a useful function in spe
cific circumstances, but that these conditions are not typical or widespread. 
Offering an expensive option to employers who do not need it is not cost effective. 
The problem with offering incentives like those offered in 1993 is that it is doubt
ful that benefits outweigh the cost, and the cost is considerable. 

It is helpful to keep in mind that an estimated half of all early retirees would have 
retired anyway in the same year they took early retirement. Many others would 
have retired in the next year or two. Early retirement does not create employee at
trition, it borrows it from the near future. The beneficial use of early retirement in
centives would appear to be restricted to situations where an employer is facing a 
one-time need to cut back or reorganize. This means that frequent repetition of 
early retirement incentives is not likely to be cost effective. 

An argument against targeting early retirement incentives is that it is inequitable 
because it treats similar groups of public employees differently. However, broad 
early retirement incentives such as the 1993 incentive program are inequitable be
cause they grant higher benefits to employees who retire during a particular time 
at the expense of employers and employees who must finance these incentives in 
the future. Future employees may have to help finance early retirement incentives 
for current retirees, but may not receive these incentives when they retire. As a re
sult, we recommend that: 

• Future early retirement incentives should be targeted so that the 
benefits to public employers will be high in relation to costs. 

Benefits are likely to be high in relation to costs if an employer needs to reduce 
staffing levels beyond that pennitted by normal attrition, which is around 9 per
cent per year in public employment. Certainly the closure of residential treatment 
centers places the Department of Human Services in this situation. The Depart
ment of Human Services has negotiated memoranda of understanding with its pub
lic employee unions that permit other severance -arrangements that are not 
available to all state employees. Such a mechanism could be used to permit early 
retirement incentives in specific circumstances. 
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Furthennore, we conclude that the present method of financing early retirement in
centives is flawed. For most retirees, the higher pensions in the 1993 incentive are 
financed by statewide retirement funds. To the extent that these costs increase the 
unfunded liability of retirement funds, they are financed by all employees and em
ployers covered by these funds over the next 25 years. This arrangement is unde
sirable for several reasons. First, it is unfair to employers who choose not to 
participate because they still must pay their share of the cost of the higher pen
sions offered by other employers. Second, it gives employers an incentive to par
ticipate regardless of whether they believe the benefits outweigh the costs. 
Finally, participating employers get the benefit now and leave the financing bur
den to employers and employees in the future. Some of the benefits of early retire
ment are subjective and difficult to measure from a distance. Therefore, 
employers are in the best position to weigh the costs and benefits of early retire
ment incentives. We recommend that: 

• Early retirement incentives should be financed by employers at the 
time of early retirement. 

If an employer is undergoing a major one-time reorganization, it may be that spe
cial funding has to be provided specifically for this purpose. In any case, future 
generations should not be burdened by the cost of higher pensions for the present 
generation of retirees beyond the unfunded liabilities that already exist. The demo
graphic structure of Minnesota and the United States is changing in a direction 
that makes it unwise to further require future workers to pay for current retirees. 



 



Introduction 

State policy makers have been looking for ways to cut government expenses 
as painlessly as possible. Advocates of early retirement incentives contend 
that incentives are an effective way to reduce government expenses because 

they reduce salary expenses, avoid layoffs, and improve productivity. Incentives 
are popular among employees and employers. 

The Legislature established early retirement incentives in four consecutive years 
beginning in 1990. In 1993, the Legislature established an incentive that was 
more generous than the previous incentives. It provided higher retirement benefits 
and/or employer-paid health insurance to eligible public employees, including 
state, school district, county, and city employees. 

The frequent use of early retirement incentives has generated questions about their 
efficiency and effectiveness. Critics argue that the benefits do not last long and 
question whether the benefits justify the costs. They contend that many employ
ees who take advantage of early retirement incentives would have retired anyway. 

As a result of these concerns, the Legislative Audit Commission directed our of
fice to study early retirement incentives in Minnesota. Estimates of costs and 
benefits of these incentives have been made prior to their enactment, but little fol
low-up research has been conducted. Our study is the first major follow-up study 
of an early retirement incentive since the Department of Finance study on the Rule 
of85 in 1986.1 Our study addressed the following questions: 

• How have early retirement incentives been used in Minnesota? Who 
has participated in recent incentive programs? How much did the 
1993 incentive program affect the timing of retirements? 

• What are the public costs of the 1993 incentive program? 

• What are the public benefits ofthe 1993 incentive program, including 
salary savings, layoffs avoided, and organizational benefits? How do 
salary savings compare with costs? 

1 Department of Finance, An Evaluation of the Rule-of-85, (St. Paul, 1986). 
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• Are early retirement incentives appropriately financed and targeted? 
What are the implications of demographic changes for early 
retirement incentives? 

To answer these questions, we interviewed retirement association officials, and 
surveyed and interviewed personnel directors from state agencies, school districts, 
counties, and cities. To analyze how early retirement incentives influence retire
ments, we examined retirement trends since 1980. To estimate the cost of the 
1993 early retirement incentive, we obtained cost data from the retirement associa
tions on each participant under this incentive. Our survey of employers who par
ticipated in the 1993 incentive asked about layoffs avoided, salary savings, and 
other organizational benefits. We also looked at employment trends and future 
demographic trends. 

Our study focuses on the costs and benefits of the 1993 incentive program. We 
compare salary savings and costs, but we do not place a dollar value on other bene
fits such as avoiding layoffs and improving productivity. 

Our report contains six chapters. The first chapter briefly describes the retirement 
plans used bymost public employees and early retirement incentives that have 
been used since 1980. The second chapter examines retirement trends and how 
they are influenced by early retirement incentives. We estimate how many partici
pants in the 1993 incentive program would have retired in the same year had there 
been no incentive. We also estimate how long participants would have kept work
ing without the incentive. In the third chapter, we estimate the public cost of the 
1993 incentive. The fourth chapter compares salary savings with the cost oftbe 
1993 incentive program. The fifth chapter examines the benefits to the employer 
of the 1993 incentive, including layoffs avoided and other organizational benefits. 
Finally, the sixth chapter summarizes our major findings and makes recommenda
tions. It also discusses demographic trends to provide context for future early re
tirement policy. 



Background 
CHAPTER! 

I
n recent years, the Minnesota Legislature has offered a variety of early retire
ment incentives to public employees. In addition, many school districts and 
some cities and counties have provided early retirement incentives in collec

tive bargaining agreements. Types of early retirement incentives used in Minne
sota include (1) employer-paid health benefits between retirement and age 65, (2) 
lump-sum payments by the employer, and (3) higher retirement benefits. 

This chapter describes the early retirement incentives offered to public employees 
in Minnesota. To understand the incentives, we also briefly describe the major re
tirement plans for Minnesota's public employees. We asked: 

• What retirement benefits do Minnesota's public employees receive? 

• What early retirement incentives have been offered to public 
employees since 1980? 

• How are early retirement incentives financed? 

• Who has been eligible for early retirement incentives? How many 
employees participated? What'are the characteristics of early retirees? 

MINNESOTA'S RETIRE:MENT SYSTEM 
FOR PUBLIC EMPLOYEES 

Most public employees in Minnesota are covered by one of three major retirement 
plans. The General State Employees Retirement Plan, administered by the Minne
sota State Retirement System (MSRS), covers about 49,000 state employees. The 
Public Employees Retirement Plan, administered by the Public Employees Retire
ment Association (PERA), covers about 118,000 local government employees, in
cluding city and county employees and school district employees who do not have 
a teaching license. The Teachers Retirement Plan, administered by the Teachers 
Retirement Association (TRA), covers about 67,000 active teachers and other li
censed staff employed by school districts, community colleges, technical colleges, 
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state universities, and miscellaneous educational institutions. 1 TRA does not 
cover teachers employed by school districts in Minneapolis, St. Paul, and Duluth, 
each of which has its own teacher retirement plan. Nor does TRA cover faculty of 
the University of Minnesota. 

Our report focuses on the early retirement incentives offered to employees cov
ered by these three retirement plans. We do not examine plans for police officers 
and fire fighters, who were not eligible for recent incentives offered to most other 
public employees in the state. In this section, we describe the retirement benefits 
provided by the three major retirement plans. 

Retirement Benefits 

Minnesota's three major public retirement plans have two types of members: coor
dinated system members and basic system members. Most members are coordi
nated system members whose benefits are coordinated with Social Security. Basic 
system members include some members ofTRA and PERA who are not covered 
by Social Security. These basic members receive higher retirement benefits under 
their retirement plan and make higher contributions (along with the employer) to 
the retirement fund. The basic system of membership is being phased out and all 
new employees must be coordinated members. 

Figure 1.1 summarizes how retirement benefits are detennined under the three ma
jor retirement plans. Under each plan, retirement benefits are based on the em
ployee's age at retirement, years of service, and high-5-average salary (the highest 
average annual salary attained during five successive years). Most employees 
who retire when they are 65 or older receive 1.5 percent of their high-5-average 
salary for each year of service (basic members receive 2.5 percent per year of serv
ice instead of 1.5 percent). TRA members who retire after May 1994 receive an 
additional .13 percent of their high-5-average salary per year of service (e.g. 1.63 
percent instead of 1.5 percent of average salary per year of service). 

As Figure 1.1 shows, employees who retire before they reach age 65 receive a re
duced benefit according to the "level formula" or the "step formula", whichever 
benefit is greater. Under the level formula, benefits for early retirees are reduced 
according to the amount determined by the actuary to compensate the fund for the 
extra time that benefits are expected to be paid when an employee retires early. In 
contrast, the step formula tier of benefits is like a permanent early retirement in
centive in that it may reduce the penalty for retiring early, especially for those who 
qualify for the "Rule of90" (age plus years of service totals 90 or more) or have at 
least 30 years of service. 

The Rule of 90 typically reduces the early retirement penalty for eligible employ
ees who are 62 and under. The closer the retiree's age is to 55, the greater is the 
benefit of the Rule of 90. For example, an employee who qualifies for the Rule of 
90 (with 26 or more years of service) and retires at 64 would receive a higher bene-

1 Teachers flISt employed by state universities or community colleges after June 30, 1989 are not 
covered by the TRA retirement plan nor are teachers who choose to be covered by the Individual Re
tirement ACCOWlt Plan administered by the State University and Community College Boards. 
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Figure 1.1: Retirement Benefit Formulae Used by the Three Major 
Public Employee Retirement Plans 

COORDINATED SYSTEM MEMBERS (those with social security coverage) who were first hired before 
July 1, 1989 receive a retirement benefit determined according to the level formula or the step formula, 
whichever is greater: 

Level Formula 

1.5 % of high-5-average salary for each year of qualified service with an actuarial reduction 
(typically 4 or 5 percent per year that the retirement age is below 65) if the employee retires 
before age 65. Selected reduction factors for the State Employees Retirement Fund are as 
follows: 

Step Formula 

Age 

55 
58 
60 
62 

Reduction Factor 

40.5% 
31.8 
24.7 
16.3 

1.0% of high-5-average salary for the first ten years of qualified service and 1.5% of average 
salary for each subsequent year of qualified service with a reduction of 3 percent per year 
that the retirement age is below 65. 

30 Years of Service: If the retiree has 30 or more years of service, the reduction is 3 percent 
per year that the retirement age is below 62 (instead of 65). 

Rule of 90: If the retiree qualifies for the Rule of 90 (age plus years of service equals at least 
90), there is no reduction for retiring early under the step formula. 

Retirement benefits for members who were first hired after June 30, 1989 must be based on the 
level formula. Actuarial reductions would be taken if the employee retires before the retirement age 
for full social security benefits (currently 65, but scheduled to increase gradually to 67). . 

Effective for retirements after May 1994, TRA members receive an additional .13 percent of high-S
average salary per year of service (e.g.: 1.63% instead of 1.5%). 

BASIC SYSTEM MEMBERS (those without social security coverage) receive 2.5% and/or 2.0% instead 
of the 1.5% and/or 1.0% shown for coordinated system members. 

fit under the level fonnula than under the step fonnula. This employee would re
ceive no benefit by qualifying for the Rule of90. However, an employee who re
tires at age 60 and qualifies for the Rule of 90 (with 30 years of service) would 
receive a benefit that is about 18 percent higher than the benefit detennined under 
the level fonnula. 

To illustrate how retiring early affects a person's retirement benefits, Table 1.1 
shows how the annual retirement benefit changes with retirement age for a state 
employee who eams $40,000 per year and has only 27 years of service at age 55. 
In the example, we assume that the employee's salary increases at the same rate as 
inflation, and thus does not change in constant dollars. At age 65, the employee 
would have 37 years of service and upon retirement would receive a benefit of 
$22,200 (1.5 percent of average sala!)' per year of service). We found: 
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Table 1.1: An Example of How Retirement Benefits are Affected by When 
an Employee Retires 

Annual Retirement Benefit 
High-5-

Age at Service Average Percent Change 
Retirement (in Years) Salary Benefit Formula Used from Previous Year 

55 27 $40,000 $9,940 Step 
56 28 40,000 10,804 Step 8.7% 
57 29 40,000 11,704 Step 8.3 
58 30 40,000 14,080 Step (30 Years) 20.3 

59 31 40,000 16,600 Step (Rule of 90) 17.9 
60 32 40,000 17,200 Step (Rule of 90) 3.6 
61 33 40,000 17,800 Step (Rule of 90) 3.5 
62 34 40,000 18,400 Step (Rule of 90) 3.4 

63 35 40,000 19,000 Step (Rule of 90) 3.3 
64 36 40,000 20,261 Level 6.6 
65 37 40,000 22,200 Level 9.6 
66 38 40,000 22,800 Level 2.7 

67 39 40,000 23,400 Level 2.6 
68 40 40,000 24,000 Level 2.6 
69 41 40,000 24,600 Level 2.5 
70 42 40,000 25,200 Level 2.4 

Note: We assume that the employee's salary increases at the rate of inflation. Figures are in constant dollars. 

Source: Program Evaluation Division analysis based on retirement formula used by the General State Employees Retirement Plan and 
the Public Employees Retirement Plan. 

Ordinarily, 
early 
retirement 
causes a benefit 
reduction. 
Early 
retirement 
incentives 
reduce or 
eliminate the 
reduction. 

• Retirement before age 60 substantially reduces a retiree's annual 
benefit, particularly if the retiree does not qualify for the Rule of 90 
and has less than 30 years of service. 

If the employee retires at age 55, the annual benefit would be $9,940, less than 
half of the benefit that could be obtained by waiting to retire at age 65. The bene
fit is much lower at age 55 because of the early retirement penalty and the fact that 
the years of service equals 27 years instead of37 years. An early retirement incen
tive would have to be very large to make up most of the reduction in benefits due 
to retiring at age 55 instead of65. 

Table 1.1 also shows how much the benefit increases by working one more year 
before retiring. Initially, retirement benefits increase by 8 or 9 percent per year. 
But when the employee reaches 30 years of service, the early retirement penalty is 
reduced and the retirement benefit increases by 20 percent. The following year, 
the employee qualifies for the Rule of 90, further reducing the early retirement 
penalty, and benefits rise by another 18 percent. 

• Retirement benefits increase slowly with additional years of work after 
an employee qualifies for the Rule of 90 or after reaching 65 years of 
age. 
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Early 
retirement 
incentives have 
been offered 
frequently 
during the 
1980s and 
1990s. 

After qualifying for the Rule of 90, continuing to wOlle increases retirement bene
fits by only about 3 percent per year. After reaching age 65, benefits increase by 
only 2 or 3 percent per year. Thus, the current benefit structure provides the 
strongest incentive to retire to these two groups (those qualifying for the Rule of 
90 and those 65 or older). Studies conducted by the pension commission actuary 
show that these two groups have the highest retirement rates. 

Employees with service covered by two or more designated public retirement 
plans can combine the service for purposes of calculating their retirement benefit. 
Fourteen public retirement plans designated in statute provide combined service 
annuities, including the three major plans discussed above. 

EARLY RETIREMENT INCENTIVES 
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State legislation offered employer-paid health benefits until age 65 to eligible em
ployees who retired early in 1982, 1990, 1991,1992, and 1993. From April 1984 
through June 1987, the state eliminated early retirement penalties for employees 
whose age and years of service totaled at least 85 (under the Rule of85). In 1993, 
the state also offered increased retirement benefits to eligible employees who re
tired during specified time periods. These incentives are described below and are 
summarized in Figure 1.2. 

1982 Incentive 

The state offered employer-paid health benefits until age 65 to state employees 
who retired between March 23 and May 21,1982, were between 60 and 65 years 
old, and had at least 20 years of service. State employees covered by the MSRS 
correctional retirement plan or highway patrol retirement plan were eligible if they 
were between 55 and 65. This incentive was not offered to employees oflocal 
governments. 

The Rule of 85 

The Rule of 85 eliminated early retirement penalties for public employees whose 
age and years of service totaled at least 85. It applied to state, city, coun~ and 
school district employees who retired between April 1984 and June 1987.~ 

Early Retirement Incentives in 1990, 1991, and 
1992 

As in 1982, the state offered continued health insurance coverage until age 65 for 
eligible employees who retired during two to three month periods in 1990, 1991, 
and 1992. In 1990, only state employees who were between 55 and 65 years of 

2 To qualify for the Rule of 85, an employee's age plus years of service had to equal or exceed 85 
by Jan. 1,1987. 
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Figure 1.2: Early Retirement Incentives in Minnesota 

General 
State Employees Public Employees Teachers 

Incentive Retirement Plan Retirement Plan Retirement Plan 

TEMPORARY INCENTIVES 

1993: employer-paid Mandatory for state Optional for employers. Mandatory for all 
health benefits until agencies. U of M and . Participating employers school districts, techni-
65 and/or higher MTC chose not to partici- could offer either incentive cal colleges, commu-
pension benefit. pate. or both. nity colleges, and 

state universities. 
Employees could If offered, employees 
choose health or pen- could choose one incen- Retirees from K-12 
sian incentive. ~ive. system received both 

health and penSion in-
centives. College fac-
ulty could choose one 
incentive. 

1992: employer- Mandatory for state Optional for employers. Optional for employ-
paid health benefits agencies. Low participation. ers. 
until 65. 

1991: employer- Mandatory for state Optional for employers. Not offered. 
paid health benefits agencies. Low participation. 
until 65. 

1990: employer-paid Mandatory for state Not offered. Not offered. 
health benefits until agencies. 
65. 

1984-87: Rule of 85: Applied to all eligible em- Applied to all eligible em- Applied to all eligible 
eliminated early re- ployees. ployees. employees. 
tirement penalty if 
age + years of serv-
ice was at least 85. 

1982: employer-paid Mandatory for state Not offered. Not offered. 
health benefits until agencies. 
65. 

PERMANENT INCENTIVES 

Rule of 90: reduces 
ear1y retirement pen-
alty if age + years of 
service is at least 90. 

Effective 1989 for all eli- Effective 1982 for all eligi- Effective 1989 for all 
gible employees. ble employees. eligible employees. 

age and had at least 25 years of state service could participate. In 1991 and 1992, 
those eligible included state employees and, at the discretion oflocal govern
ments, city, county, and school district employees (school district employees were 
not eligible in 1991). To be eligible, an employee needed to be between 55 and 65 
years of age and have at least 25 years of qualified service. 

In 1990, 1991, and 1992, state law prohibited employees from receiving both the 
above health benefit incentive and an early retirement incentive con~ed in their 
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Many 
employers at 
the state and 
local level 
participated in 
the 1993 early 
retirement 
incentive 
program. 

The 1993 
incentive 
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insurance, or in 
some cases, 
both. 

employers' collective bargaining agreements or personnel plans. In such cases, 
employees had to select the incentive they preferred. 

The 1993 Early Retirement Incentive 
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In 1993, the Legislature established an early retirement incentive that included 
higher retirement benefits and/or employer-paid health benefits until age 65. Par
ticipants included state, city, county, and school district employees. To be eligible, 
an employee needed to be employed by a participating employer, retire between 
May 17, 1993 and January 31, 1994, and (1) be at least 55 years of age and have 
at least 25 years of qualified public service, or (2) be at least 65 years of age and 
have at least one year of service. 

The Legislature mandated participation by "all state agencies if the commissioner 
of employee relations and the commissioner of finance certified that layoffs in any 
of the agencies would occur without the incentives.,,3 Subsequently, both commis
sioners certified that there would be layoffs without the incentives. K-12 school 
districts were mandated to offer the incentive to eligible teachers and other li
censed staff covered by one of the state's teachers retirement funds. However, 
school districts could choose whether to offer the incentive to employees covered 
by the public employees retirement fund (those without teaching licenses). Par
ticipation was also optional for city and county employers, the University of Min
nesota, and vanous other agencies, including the Metropolitan Transit 
Commission. Neither the University of Minnesota nor the Transit Commission 
chose to participate. 

The benefits offered under the 1993 incentive varied among employers and retire
ment plans. Eligible state employees covered by the General State Employees Re
tirement Plan could choose to either (1) continue their health insurance until age 
65 or (2) receive a higher pension benefit by increasing the benefit fonnula's mul
tiplier from 1.5 to 1.75 percent ofhigh~5-average salary per year of service (or 
from 1.0 to 1.25 percent under the step fonnula). The increased multiplier applies 
only to the first 30 years of service .. 

This pension option increased pension benefits for most participants by between 
15 and 19 percent. For example, an employee who retired at 65 with 33 years of 
service would receive a benefit of 57 percent (30 times 1.75 percent plus 3 times 
1.5 percent) of the employee's high-5-average annual salary. This enhanced bene
fit is about 15 percent higher than the nonnal benefit (49.5 percent of average sal
ary). 

Employees covered by the Public Employees Retirement Plan (primarily city, 
county, and non-licensed school employees) could also choose between these two 
benefits, provided their employer chose to offer both incentives. These employers 
could offer both incentives, one of the incentives, or neither incentive. 

3 Minn. Laws (1993) Ch. 192, Sec. 108, Subd. 1. 
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retire early. 

EARLY RETIREMENT INCENTIVES 

Eligible teachers employed by K-12 school districts received both benefits (em
ployees who were 65 years of age or older received the higher retirement benefit 
only), but they received a smaller benefit increase than other participants (the for
mula's multiplier percentage increased by .1 percentage points instead of .25 per
centage points). Eligible teachers employed by state universities, community 
colleges or technical colleges and covered by the Teachers Retirement Association 
could choose one of the two incentives. As with other TRA members, they re
ceived the smaller retirement benefit increase (.1 percent of average salary per 
year of service). 

Legislation enacted in 1994 provided the same incentive as the 1993 incentive to 
employees inadvertently left out of the 1993 law, including employees of county 
and municipal hospitals and certain local elected officials. To qualify, these em
ployees had to retire between April 30 and July 15, 1994. 

Local Early Retirement Incentives 

School districts, counties, and cities may offer their own early retirement incen
tives, though they may not increase the retirement benefits paid by retirement asso
ciations. The two types of incentives that have frequently been used are: (1) 
lump-sum cash payments upon retirement and (2) employer-paid health insurance. 
To examine what types of incentives are used by local governments, we surveyed 
a sample of school districts, counties, and cities. The survey is described in Ap
pendixA. 

We found that about 90 percent of school districts offered teachers cash payments 
as an incentive to retire early. Only one county and no city in our survey sample 
offered a lump-sum early retirement incentive. 

Under these local incentive programs, school districts paid an average (including 
participants who received no payment in the average) of$21,000 per teacher and 
$31,000 per adrninistrator.4 These incentive programs use a sliding scale, under 
which the amount paid declines as the retirement age increases. For most dis
tricts, the incentive payment begins to decline between the ages of 56 and 60 and 
reaches 0 at age 65. Our review of teacher contracts indicates that teachers who 
retired under the 1993 incentive program would have received about $2,000 less 
from their school districts' incentive programs had they retired one year later. 
Many districts base the incentive payment only on age. Other districts base the 
payment on age and years of service, unused sick days, or salary. 

Many school districts, counties, and cities have their own programs that provide 
employer-paid health insurance to early retirees. We found that about 68 percent 
of teachers who retired under the 1993 incentive program were from districts that 
offered some employer-paid health benefits to early retirees. The corresponding 
percentages for county and city retirees were 60 and 43 percent respectively. Our 
review of teacher contracts in our sample school districts indicates that about 17 
percent of early retirees were in districts that provide early retirees with the same 

4 These figures are based on teachers and administrators who participated in the 1993 early retire-
ment incentive program. . 
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health benefits as active teachers. About 51 percent were in districts that provide 
more limited coverage than they do for active teachers, such as paying for single 
coverage but not family coverage. 

FINANCING OF EARLY RETIRE:MENT 
INCENTIVES 
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The financing of early retirement incentives varies with the type of incentive. 
Health benefits for early retirees have been paid by the employer. However, the 
pension benefit increases contained in the 1993 incentive program and the Rule of 
85 are paid by the retirement funds. Eventually, these costs are passed on to em
ployers and/or employees in the fonn of higher contribution mtes (or possibly, 
they could jeopardize future benefit improvements). Under current law, unfunded 
liabilities of pension funds are amortized over a 25 year period (to the year 2020). 
As a result, to the extent that early retirement incentives increase the unfunded li
ability of a retirement fund, the cost will be spread over a 25 year period. 

• The financing of the 1993 early retirement incentive gave local 
governments an incentive to offer the increased pension benefit even if 
the benefits to the employer did not outweigh the total cost. 

The three major public retirement funds involved in the 1993 incentive and the 
Rule of 85 incentive are statewide funds. While participation by counties, cities, 
and schools (with respect to PERA members) was optional under the 1993 incen
tive, each employer would ultimately pay for the pension benefit increase offered 
by others regardless of whether it participated. Thus it may be in an employer's 
self interest to offer the increased pension benefit even if the employer does not be
lieve that the benefits outweigh the costs. 

EMPLOYER PARTICIPATION 

The Legislature allowed public employers to offer early retiremerit incentives in 
1993, but it did not mandate participation by all employers. To find out which em
ployers participated in the 1993 early retirement incentive, we examined employer 
data for retirees who received the incentive. However, these data are limited since 
it is possible that some employers offered the incentive without any employees tak
ing advantage of the offer. Thus our estimates of employer participation rates for 
the 1993 incentive are probably conservative estimates of the actual mtes. To esti
mate employer participation in previous incentive programs, we used our survey 
of employers who participated in the 1993 incentive. 

Our analysis focuses on employers for 'whom participation was optional. Cities, 
counties, and schools could choose whether to offer the incentive to employees 
covered by the Public Employees Retirement Plan. State agencies were mandated 
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to participate and schools were mandated to offer the incentive to TRA members. 
We found that: 

• Employers chose to offer the 1993 incentive to a large majority of city, 
county, and school district employees covered by the Public Employees 
Retirement Plan. 

At least 94 percent of counties and 64 percent of Minnesota's cities with a popula
tion of 10,000 or more offered the 1993 incentive to their employees. Minneapo
lis was the only city out of the largest 7 cities that did not participate in the 
program. Unlike other cities, Minneapolis employees are covered by their own re
tirement fund-the Minneapolis Employees Retirement Fund. Forty-five of the 47 
school districts with more than 4,000 students, serving 59 percent of the state's 
public students, chose to offer the incentive to PERA members. 

• Most counties, cities, and school districts offered the increased annuity 
option to employees covered by the Public Employees Retirement 
Plan, but most employers did not offer the health benefit. 

All of the employers who had an employee retire under the 1993 incentive offered 
the annuity option. As mentioned above, we do not know how many other em
ployers offered the annuity option without any employees taking advantage of the 
offer. Thus, at least 94 percent of counties offered the annuity option, as did at 
least 64 percent of cities with populations over 10,000, and 96 percent of school 
districts with more than 4,000 students. 

Our survey of a sample of school districts, cities, and counties that participated in 
the 1993 incentive asked whether they offered the health option. We found that 
among participating employers, about 83 percent of counties and 84 percent of cit
ies offered the annuity option only. About 17 percent of counties and 16 percent 
of cities offered both the annuity and the health options. About 69 percent of par
ticipating school districts with more than 4,000 students offered only the annuity 
option to PERA members, while 31 percent offered both options. 

One reason that many local governments offered the annuity option but not the 
health option may be that local governments bear the direct cost of the health op
tion but not the annuity option. Another possible reason is that some local govern
ments have their own health benefit incentives. 

• Substantially fewer counties, cities, and schools participated in the 
1991 and 1992 early retirement incentive program (health benefit 
only) than in the 1993 incentive program. 

Our survey of cities indicates that among cities with a population over 10,000, the 
percent that offered the early retirement incentive was about 10 percent in 1991 
and 1992. These rates are substantially lower than the 64 percent participation 
rate for the 1993 incentive. Among cities with a population over 2,000, our survey 
indicates that about 7 percent offered the 1991 incentive and about 13 percent of
fered the 1992 incentive. 
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Among counties, our survey ,indicates that about 12 percent participated in 1991 
and 18 percent in 1992, considerably lower than the 94 percent that participated in 
1993. Again, one reason for the higher participation in 1993 is that the employer 
did not bear the direct cost of the pension benefit component of the 1993 incen
tive, whereas employers paid the full cost of the 1991 and 1992 incentives. 

All school districts were mandated to offer the 1993 incentive to TRA members, 
while about 56 percent offered the 1992 incentive to TRA members and about 26 
percent offered the 1992 incentive to PERA members. School district employees 
were not eligible for the 1991 incentive. 

EMPLOYEE PARTICIPATION 

In this section, we look at the employees who participated in the 1993 incentive. 
We examine how many eligible employees took advantage of the incentive, which 
incentive option they selected, and the characteristics of participants, including 
their ages, salaries, and years of service. 

Employee Participation Rates 

To detennine what percent of eligible employees retired under the 1993 incentive, 
we obtained lists of members who weJ:e eligible for the incentive and lists of par
ticipants from the three major retirement associations. Many participants received 
combined service annuities (that is, they received service credit from two or more 
retirement funds) and were listed in more than one fund. To avoid counting indi
viduals more than once, we included retirees with the last fund in which they were 
a member. Table 1.2 presents the number and percent of eligible employees who 
retired under the 1993 incentive for different employee groups. We found that: 

• About one third of eligible employees participated in the 1993 early 
retirement incentive program. 

Thirty-seven percent of eligible state employees retired under the 1993 incentive 
program. Participation rates were slightly lower for TRA (35 percent) and PERA 
(34 percent). 

Participation rates did not vary much among different types of employers. Among 
eligible PERA members, the rates were 36 percent for county employees, 34 per
cent for city employees, and 33 percent for school district non-licensed staff. 
Among eligible TRA members, 38 percent of eligible college faculty retired under 
the incentive program, only slightly higher than the rate for school teachers and ad
ministrators (35 percent). 

• State employees were more likely to retire under the 1993 incentive 
program than under those in 1990, 1991, or 1992. 
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Table 1.2: Participation Rates for the 1993 Early Retirement Incentive 
Program 

Number of Number of 
Eligible Active 
Active Employees Percent 

Retirement Plan Covered Employees Employees Participating Participating 

General State State Employees (mostly) 1,736 651 37% 
Employees 
Retirement Plan 

Teachers School District Teachers and Other 4,029 1,410 35 
Retirement Plan Licensed Staff (does not include 

Minneapolis, st. Paul, Duluth) 

Faculty of State Universities, Community 648 248 38 
Colleges, and Technical Colleges 

Public Employees City Employees 1,285 433 34 
Retirement Plan County Employees 1,424 521 37 

School Non-Licensed Employees 2,018 660 33 
Other 128 23 18 

Note: This table does not include 267 school teachers and other licensed staff who retired from Minneapolis, St. Paul, and Duluth. 

Source: Data provided by the Minnesota State Retirement System, the Teachers Retirement Association, and the Public Employees Re
tirement Association. 

More than half 
of state 
employees 
retiring at age 
58 or less chose 
health 
insurance 
coverage over a 
larger pension. 

The total number of state employees retiring under the 1993 incentive was about 
651, compared with 369 for the 1990 incentive, 265 for the 1991 incentive, and 
194 for the 1992 incentive. In part, these differences are due to different eligibil
ity criteria. Employees who were 65 years of age or older were eligible for the 
1993 incentive, but not for the previous incentives. There were about 406 state 
employees under 65 years of age who retired under the 1993 incentive. 

Type of Incentive Received by Participants 

Some public employees could select between the two options offered under the 
1993 early retirement incentive, including state employees, college faculty cov
ered by TRA, and some local government employees covered by PERA. Table 
1.3 shows the incentive option selected by state employees of different age catego
ries. We found that: 

• Most state employees who retired under the 1993 incentive program 
chose the annuity option, but most retirees between 55 and 58 chose 
the health benefit. 

Overall, 24 percent of state employees chose the health benefit. However, 
younger retirees were more likely to choose the health benefit than older retirees. 
Fifty-seven percent of state employees who retired when they were 58 or younger 
chose the health benefit, compared with 26 percent for those who were 59 to 61 
years of age, and 9 percent for those who were 62 to 64. Employees who were 65 
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Table 1.3: Type of Incentive Chosen by State 
Employees of Different Ages 

Number Choosing Percent Choosing 

Annuity Health Annuity Health 
Age Number Option Option Option Option 

55-58 141 60 81 43% 57% 
59-61 170 105 65 62 38 
62-64 105 96 9 91 9 
65+ 235 235 0 100 0 

Total 651 496 155 76% 24% 

Note: Retirees who had service with two or more funds are included with the fund in which they were 
active at retirement. 

Sources: Program Evaluation Division analysis of data provided by the Minnesota State Retirement 
System. 

or older were not eligible for the health option. These results are not surprising 
since those who retire close to age 65 would get the benefit for only a few years, 
while they would receive the increased annuity for the rest of their lives. 

• Very few local government employees (covered by PERA) who retired 
under the 1993 incentive program chose the health benefit, in large 
part because few local governments offered the health option. 

Only two percent of retirees from the public employees retirement fund chose the 
health option. As we showed earlier, most cities and counties did not offer the 
health option. 

Characteristics of Early Retirees 

Table 1.4 summarizes the retirement ages of those who retired under the 1993 in
centive. Unlike previous early retirement incentives, employees who were 65 or 
older were eligible for the 1993 incentive. The percentage of early retirees who 
were 65 or older was 44 percent for PERA members and 36 percent for state em
ployees, but only 7 percent for teachers and other licensed staff. Forty-four per
cent of teacher participants were between 55 and 58 years of age. The younger 
ages of teacher participants reflects the fact that teachers normally retire much ear
lier than other public employees. 

Table 1.5 presents the average salary and years of service of persons who retired 
underthe 1993 incentive program. On average, employees who retired when they 
were under 65 years of age had about 31 years of service and average salaries 
ranging from $31,500 for PERA members to $42,400 for TRA members. Retirees 
who were 65 years of age or older had fewer years of service and lower salaries, 
particularly for those covered by the Public Employees Retirement Plan. PERA 
members who were 65 or older had, on average, just 18.9 years of service and a 
salary of $19,600, considerably lower than younger retirees. 
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Table 1.4: Retirement Ages of Early Retirees, 1993 
Incentive 

Percent of Ear1X Retirees 

General State Public 
Employees Employees Teachers 
Retirement Retirement Retirement 

Age Plan Plan Plan 

55-58 22% 18% 44% 
59-61 26 20 35 
62-64 16 18 14 
65 & Over 36 44 7 

Number of Retirees 651 1,637 1,658 

Note: Retirees who had service with two or more funds are Included with the fund In which they were 
active at retirement. 

Sources: Program Evaluation Division analysis of data provided by the Minnesota State Retirement 
System, the Public Employees Retirement Association, and the Teachers Retirement Association. 

Table 1.5: Average Salary and Years of Service of 
Early Retirees Under the 1993 Early Retirement 
Incentive 

General State Public Teachers 
Employees Employees Retirement 
Retirement Retirement Plan 

Plan Plan (K-12l 
NUMBER OF RETIREES 

Under 65 416 909 1,337 
65 & Over 235 728 73 
Total 651 1,637 1,410 

AVERAGE YEARS OF SERVICE 
Under 65 31.7 30.5 32.1 
65 & Over 22.0 18.9 29.0 
Total 28.2 25.3 31.9 

AVERAGE SALARY 
Under 65 $37,400 $31,500 $42,400 
65 & Over 34,400 19,600 40,000 
Total 36,300 26,200 42,300 

Note: Retirees who had service with two or more funds are Included with the fund In which they were 
active at retirement. 

Sources: Program Evaluation Division analysis of data provided by the Minnesota State Retirement 
System, the Public Employees Retirement Association, and the Teachers Retirement Association. 



Effect of Early Retirement 
Incentives on Retirements 
CHAPTER 2 

The costs and benefits of early retirement incentives depend on the extent to 
which the incentives induce employees to retire earlier than they otherwise 
would retire. Those who would have retired at the same time without the 

incentive increase costs but do not yield any salary savings for their employers be
yond what would have been obtained without the incentive. In this chapter, we 
ask: 

• How have statewide early retirement incentives during the 1980s and 
1990s affected retirement rates? 

• How many retirements under the 1993 incentive program would have 
occurred without the incentive? 

• How long would have employees who retired under the 1993 incentive 
program kept working without the incentive? 

To answer these questions, we examined retirement trends for the three major re
tirement plans: the General State Employees Retirement Plan (administered by 
MSRS), the Public Employees Retirement Plan, and the Teachers Retirement 
Plan. To estimate the effects of early retirement incentives over the past 15 years, 
we compared retirement rates (retirements as a percent of employees 55 or older) 
in the years before and after the incentives' enactments. We obtained retirement 
rates by fiscal year from 1980 to 1994 for the Public Employees Retirement Plan, 
from 1982 to 1994 for the Teachers Retirement Plan, and from 1987 to 1994 for 
the General State Employees Retirement Plan. While employee age data were not 
available for the state plan prior to 1987, we did obtain the number of retirements 
by fiscal year from 1978 to 1994. 

To analyze the effects of the 1993 early retirement incentive, we obtained more de
tailed retirement data (broken down by employee's age and Rule-of-90 eligibility 
status) for the last five years (fiscal years 1990-94) for each of the three major re
tirement plans. 

It is important to recognize that retirement trends are affected by a number of fac
tors besides early retirement incentives, including ages of employees, their Rule
of-90 eligibility status, their health, their financial resources, and their attitude 
towards retirement. Retirement rates fluctuate from year to year because of these 
and other factors. We can take into account changes in age and Rule-of-90 status, 
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but not other factors. As a resul~ it is not possible to precisely measure the effects 
of early retirement incentives. While these factors vary from year to year, they are 
more likely to cause large distortions when comparing retirement rates across dec
ades. For example, people can more easily afford to retire early today than they 
could 30 years ago, but the change in financial resources of potential retirees 
changes gradually. It is doubtful that there is much difference in financial re
sources between two consecutive years. 

RETIRE:MENT RATES FROM 1980 TO 1994 

Table 2.1 and Figures 2.1 through 2.3 show how retirement rates (the percent of 
active members 55 and over who retire) changed for each retirement fund. Figure 
2.4 shows how the number of retirements of state employees changed from fiscal 
years 1978 to 1994. We found: 

• For each major public employee retirement plan, there were large 
increases in retirement rates when the Rule of 85 was introduced and 
when the 1993 early retirement incentive was introduced. 

Table 2.1: Trends in Retirement Rates, Fiscal Years 1980-94 

General State Employees Public Employees Teachers 
Retirement Plan Retirement Plan Retirement Plan 

Number Percent of Number Percent of Number Percent of 
Fiscal of Employees of Employees of Employees 
Year Retirements 55 & Over Retirements 55 & Over Retirements 55 & Over 

1980 653 1,096 7.0% 
1981 764 1,256 7.2 718 
1982 946 1,242 6.9 794 10.7% 
1983 667 1,276 7.5 917 11.8 
1984 759 1,169 7.1 1,063 15.0 
1985 920 1,585 9.8 1,201 16.5 
1986 824 1,487 9.6 1,169 19.9 
1987 872 14.5% 1,588 10.4 1,214 20.2 
1988 863 13.9 1,574 10.5 735 12.0 
1989 549 9.5 1,343 8.8 817 12.3 
1990 683 11.5 1,635 10.4 1,085 15.0 
1991 896 14.9 1,659 10.4 1,299 17.3 
1992 896 14.3 1,745 10.0 1,407 17.5 
1993 735 11.9 1,667 9.4 1,923 23.5 
1994 1,036 16.7 2,506 13.7 1,656 20.6 

Note: Retirements Include only employees who were active Immediately prior to retirement for the General State Employees Retirement 
PI!!n and the Public Employees Retirement Plan. For the Teachers Retirement Plan, retirements inclUde active and Inactive employees be-
cause we could not obtain comparable data on active employees over this time period. 

Source: Program Evaluation Division analysis of data provided by the Minnesota Stale Retirement System, the Public Employees Retire-
ment Association, and the Teachers Retirement Association. 
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Retirement 
rates for 
teachers were 
highest when 
the Rule of 85 
and the 1993 
incentive 
programs were 
in effect 

Figure 2.1 shows that prior to the Rule of 85 (fiscal years 1982 and 1983), 10 to 
12 percent ofTRA members 55 and over retired annually. After the Rule of 85 be
came effective in April 1984, retirement rates rose to 15 percent in 1984 and 
climbed to 20 percent in 1987. After the Rule of 85 ended in July 1987, retire
ment rates dropped to 12 percent (fiscal years 1988 and 1989). Retirement rates 
reached anew peak of24 percent during the 1993 early retirement incentive. 

Figure 2.1: TRA Retirement Trends 

Percent of Active Members 55 or Over 

25%.-----------------------------------~ 

20%+------

15%+----

10% 

5% 

1986 1988 990 
Fiscal Year 

Note: Retirements include active and inactive members who retired because we could not obtain 
comparable data on active members during this time period. 

Source: Program Evaluation Division analysis of data provided by the Teachers Retirement Asso-
ciation. . 

Figure 2.2 shows that retirement rates for employees covered by the Public Em
ployees Retirement Plan increased from 7 percent to 10 percent after the Rule of 
85 was enacted. After the 1993 incentive was enacted, retirement rates went up 
from about 10 percent during fiscal years 1990-93 to 14 percent in fiscal year 
1994. 

Note that the effects of early retirement incentives tend to show up earlier for 
teachers than they do for other public employees. Retirement association data on 
retirees who took advantage of the 1993 incentive show that most participating 
teachers retired in fiscal year 1993, whereas most participants from PERA and 
MSRS retired during fiscal year 1994. In addition, according to retirement asso
ciation officials, even though the Rule of 85 expired at the end of fiscal year 1987, 
many members ofPERA and MSRS who took advantage of the Rule of 85 were 
processed in fiscal year 1988 because they waited until the deadline to retire. 

Figure 2.4 shows the trend in the number of retirements by state employees from 
fiscal years 1978 to 1994. LaIge increases in retirements occurred after the 1982 
incentive, the Rule of85, and the 1993 incentive. There was also a large increase 
in fiscal year 1991 following the 1990 health incentive, though some of this in-
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Figure 2.2: PERA Retirement Trends 

Percent of Active Members 55 or Over 
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Note: Data include retirements by members of the Public Employees Retirement Plan. 

Source: Program Evaluation Division analysis of data provided by the Public Employees Retire
ment Association. 

Figure 2.3: Trends in State Employee Retirement 
Rates 

Percent of Active Members 55 or Over 
20%.---------------------------------------~ 

15%+---------------------

10% 

5% 

0% 
1987 1988 1989 1990 1991 1992 1993 1994 

Fiscal Year 
Source: Program Evaluation Division analysis of data provided by the Minnesota State Retire
ment Association. 
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State employee 
retirement 
rates tapered 
off in fiscal 
year 1993, the 
third 
consecutive 
year that the 
health 
incentive was 
offered. 

Figure 2.4: Trends in the Number of State 
Employee Retirements 

Number of Retirements 
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Fiscal Year 
Source: Program Evaluation Division analysis of data provided by the Minnesota State Retirement 
System. 

crease might be because the number of retirements was below average in fiscal 
year 1990. 

Retirements declined substantially after the end of the Rule of 85. The number of 
retirements dropped from 863 in fiscal year 1988 (the last year with Rule-of-85 re
tirements) to 549 in fiscal year 1989 (or from 13.9 percent to 9.5 percent of em
ployees 55 and over). Retirements also tapered off during fiscal year 1993, the 
third consecutive year that the health incentive was offered. 

EFFECTS OF THE 1993 INCENTIVE 
PROGRAM 

To estimate the number of retirements induced by the 1993 early retirement incen
tive for MSRS and PERA employees, we compared actual retirements for fiscal 
year 1994 with the expected number of retirements based on the retirement rates 
(by age and Rule-of-90 eligibility) for the period prior to the incentive.1 Forexam
pIe, in fiscal year 1994, there were 781 state employees who were 60 or 61 and 
were not eligible for the Rule of90. Ninety-one of these employees retired during 
fiscal year 1994. During fiscal years 1991 through 1993, an average of8.7 per
cent of state employees with the same age and Rule-of-90 status retired per year. 
Thus, the "expected" number of retirements for fiscal year 1994 would be 8.7 per
cent of781, or 68. The difference between the actual number of retirements and 

1 While the incentive began during fiscal year 1993 (May 17, 1993), few members of MSRS or 
PERA who retired under the 1993 incentive actually retired during fiscal year 1993. 
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the expected nwnber is 23, which represents the estimated effect of the 1993 incen
tive for this particular group. Appendix B describes our estimates in more detail. 

Measuring the effect of the 1993 incentive is problematic for state employees be
cause it is difficult to find a recent base period that has not been affected by a pre
vious early retirement incentive. High retirement rates in fiscal years 1987 and 
1988 probably were caused by the Rule of85. Low retirement rates in fiscal years 
1989 and 1990 may also be caused by the Rule of 85 since employees who nor
mally would have retired during this period may have retired earlier to take advan
tage of the Rule of85. The three health insurance incentives during the early 
1990s probably raised retirements during fiscal years 1991, 1992, and 1993. As a 
result, we used two base periods: (1) fiscal year 1990, which had lower than aver
age retirement rates and (2) the three year average for fiscal years 1991 through 
1993, when rates were higher than average. The "nonnal" retirement rates are 
probably between the retirement rates calculated from these two base periods. 

For TRA, we also compared actual retirements with the number expected based 
on retirement rates for the previous three years. We used different reporting peri
ods in order to bracket the entire incentive window.2 

Table 2.2 presents our estimates of how many employees retired because of the 
1993 early retirement incentive. 

• We estimate that roughly half ofthe retirees under the 1993 early 
retirement incentive program would have retired in the same year 
without the incentive program. 

We estimate that about 50 percent of state employees who retired under the 1993 
incentive would have retired without the incentive. Our corresponding estimates 
are 45 percent for teachers and 57 percent for local government employees cov
ered by the public employees retirement fund. 

HOW MUCH EARLIER DID E:MPLOYEES 
RETIRE BECAUSE OF THE 1993 
INCENTIVE PROGRAM? 

We just showed that about half of the early retirees would have retired in the same 
year even if the 1993 incentive were not offered. To detennine the effect of the 
1993 program, we must also estimate when the other half of the early retirees 
would have retired without the incentive program. We do not have direct empiri-

2 Teachers and other licensed staff employed by local school districts were eligible if they retired 
between May 15 and July 21, 1993. We compared the munber of retirements during the incentive 
period with the expected nwnber based on avernge retirement rates for the same time period during 
the three previous years (1990-92). Other members oflRA (primarily teachers employed by state 
universities, community colleges, and technical colleges) were eligible for the 1993 incentive if they 
retired between May 17,1993 and January 31, 1994. To estimate the effect of the 1993 incentive on 
retirements for this group, we compared actual retirements during the year ending March 16, 1994 
with expected retirements based on the previous three years. 



EFFECT OF EARLY RETIREMENT INCENTIVES ON RETIREMENTS 23 

Table 2.2: Effect of 1993 Early Retirement Incentive on Retirements 

Active Members who Retired Under the 1993 Early Retirement Incentive 

General State Employees 
Retirement Plan 

Public Employees Teachers 
Low Estimate High Estimate Retirement Plan Retirement Plan 

Base Period FY 1991-93 FY 1990 FY 1991-93 1990-92 

Number of Retirees 
Under 1993 Incentive 651 651 1,637 1,658 

Estimated Number V\lho: 
Retired Because of Incentive 214 392 702 912 

Would Have Retired in the 
Same Year Anyway 436 258 935 746 

Estimated Percent That 
Would Have Retired Anyway 67% 40% 57% 45% 

Note: Retirees who had service with two or more funds are included with the fund in which they were active at retirement. 

Sources: Program Evaluation Division analysis of data provided by the Minnesota State Retirement System, the Public Employees Retire
ment Association, the Teachers Retirement Association, and the actuary for the Legislative Commission on Pensions and Retirement. 

cal evidence on when these retirees would have retired without the incentive. 
However, we can estimate when they would have retired if we assume they would 
have retired at the same rate as other employees having the same age and Rule-of-
90 status. We believe this would be a high estimate of how long they would have 
kept working because, as some personnel directors observed, employees who 
were planning to retire in the near future were more likely to take the incentive 
than those who did not have imminent retirement plans. Thus, we also made a 
low estimate based on the assumption that those who would not have retired dur
ing the same year were it not for the incentive would have retired one year later. 
Appendix C describes how we made our high and low estimates in more detail. 

Table 2.3 presents our low and high estimates of how much earlier incentive par
ticipants retired because of the 1993 incentive. We estimate that: 

• The 1993 incentive program induced participants to retire an average 
of 0.5 to 1.7 years earlier than they would have retired without the 
incentive program. 

We estimate that the 1993 incentive induced state employee participants to retire, 
on average, from 0.5 to 1.7 years earlier than they would have retired without the 
incentive. Corresponding low and high estimates are 0.43 to 1.5 years for retirees 
from the Public Employees Retirement Plan, and 0.55 to 1. 8 years for employees 
retiring under the Teachers Retirement Plan. 
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Table 2.3: How Much Earlier Did Participants Retire 
Because of the 1993 Incentive? 

Number of Participants 

Low Estimate 

High Estimate 

High Estimate 
by Age Category 

55-58 
59-61 
62-64 
65 & Over 

General State 
Employees 
Retirement 

Plan 

651 

0.5 

1.7 

2.4 
1.6 
1.5 
1.4 

Estimated Effect in Years 

Public 
Employees 
Retirement 

Plan 

1,637 

0.43 

1.5 

1.9 
1.4 
1.2 
1.4 

Teachers 
Retirement 

Plan 
(K-12) 

1,410 

0.55 

1.8 

2.2 
1.6 
1.3 
1.0 

Total 

3,698 

0.5 

1.7 

Note: Retirees who had service with two or more funds are included with the fund in which they were 
active at retirement. 

Sources: Program Evaluation Division analysis of data provided by the Minnesota State Retirement 
System, the Public Employees Retirement Association, the Teachers Retirement Association, and the 
actuary for the Legislative Commission on Pensions and Retirement. 

Table 2.3 shows that the incentive may have affected the timing of retirements to a 
greater extent for participants between 55 and 58 than for older participants. For 
example, based on our high estimates, the effect of the 1993 incentive was 2.4 
years for state employee participants between 55 and 58 years of age, compared 
with l.4 to l.6 years for the other age categories. 



Cost of the 1993 Incentive 
Program 
CHAPTER 3 

T
here are two main costs of early retirement incentives: (1) the additionalli
ability incurred by retirement funds to finance retirement benefits for early 
retirees and (2) the additional costs paid by employers to finance health in

surance and/or lump sum payments for early retirees. This chapter examines the 
cost of the 1993 incentive for retirees under the state's three major public retire
ment funds: the State Employees Retirement Fund, the Public Employees Retire
ment Fund, and the Teachers Retirement Fund. We asked: 

• What is the cost of the 1993 early retirement incentive program? 
What is the cost per retiree? 

• How much is paid by the retirement funds? How much is directly 
paid by employers? 

• What are the costs of the pension benefit and health benefit 
components? 

METHOD 

This section describes the method we used to estimate the cost of the 1993 early 
retirement incentive. First, we describe how we estimated the cost to the retire
ment funds of the pension incentive option. Second, we describe how we esti
mated the cost of the health benefit option. Finally, we discuss some cost issues 
involving local early retirement incentives. 

Estimating the Cost to the Retirement Funds 

To estimate the cost of early retirement incentives to the retirement funds, we ob
tained retirement data. for each member who retired under the 1993 incentive from 
the three major retirement funds and the teacher retirement funds for the Minnea
polis, St. Paul, and Duluth school districts. To obtain needed infonnation for retir
ees who had service from two or more funds, we matched computer files of 
participants from each retirement fund. 
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For each participant, we obtained the actual amount transferred to the post-retire
ment fund, which represents the present value of the retiree's retirement benefits 
measured at the time of retirement. We also obtained the amount (as estimated by 
the retirement associations) that would have been transferred if the employee 
would have retired without the incentive. The difference between these two 
amounts is a rough estimate of the cost of early retirement incentives. Many pre
vious studies, including the Rule-of-85 study by the Department of Finance, used 
this measure to estimate the cost of early retirement incentives. 1 

This method is accurate if participants would have retired at the same time were 
the incentive not offered. However, if participants had kept working, their annual 
benefits would be higher due to salary increases, additional years of service, and 
reductions in early retirement penalties. On the other hand, the retirement fund 
would receive additional contributions and could avoid making annuity payments 
while employees keep working. In addition, employees lose post-retirement bene
fit increases while working. 

Our study examined the combined effect of these factors. We estimated the pre
sent value of each retiree's benefits under each of the following assumptions: the 
retiree would have retired at the same time without the incentive, or alternatively, 
the retiree would have kept working for one, two, three, or five more years with
out the incentive. Under each assumption, we calculated the retiree's new benefit 
based on additional year(s) of service and higher salary, taking into account any 
changes in early retirement penalties (such as qualifying for the Rule of 90 be
cause of additional service and higher age). In each case we used a discount rate 
of 8.5 percent per year, a salary increase of 5.25 percent per year, and a post retire
ment annuity increase of 3.5 percent per year. These assumptions are consistent 
with the assumptions used by the pension commission's actuary to detennine the 
retirement funds' financial status. 

We then estimated the cost of the incentive to the retirement funds by subtracting 
the present value of the retiree's benefits without the incentive from the present 
value of the benefits with the incentive and adding the present value of additional 
contributions made by the employer and employee to the retirement fund, had the 
retiree kept working. 

To estimate the average cost for all early retirees, we made low and high cost esti
mates based on the same assumptions we used in Chapter 2 regarding how long 
employees would have kept working without the incentive. For example, under 
our low estimate, we assumed that half of state employees would have retired at 
the same time without the incentive and half would have retired one year later. 
Under our high estimate, we assumed that 50 percent would have retired at the 
same time, 14 percent one year later, 10 percent two years later, and so forth, with 
the average time equal to 1.7 years. We describe this method in more detail in Ap
pendixD. 

Our cost estimates ignore the effect of the recent increase in retirement benefits 
for members of the Teachers Retirement Association who retired after May 1994. 

1 Minnesota Depar1ment of Finance, An Evaluation of the Rule-of-85, (St Paul, 1986). 
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There is 
considerable 
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The pension benefit multiplier was increased by .13 percent of average salary per 
year of service, slightly higher than the increase under the 1993 incentive. As a re
sult, teachers who retired under the 1993 incentive would have received higher 
pension benefits had they waited another year before retiring. This would signifi
cantly reduce our estimate of the 1993 incentive's cost. We ignored this effect in 
our cost estimates in order to make our estimates useful to policy makers consider
ing future early retirement incentives. Significant increases in the retirement bene
fit fonnula do not usually occur one year after an early retirement incentive. 
Ignoring the effect of the recent benefit increase on the cost of the 1993 incentive 
makes it more likely that our estimates reflect what the costs would be under nor
mal circumstances. 

It is important to recognize that there are several assumptions that must be made 
to estimate the cost of early retirement incentives. We made high and low esti
mates that reflect the uncertainty in our assumptions about how long retirees 
would have kept working without the incentive, but there is uncertainty in other as
sumptions as well, including how much their salaries would have increased, how 
many would have retired anyway without the incentive, and how much their annui
ties would increase after retirement. Given the uncertainty in each of these as
sumptions, it is impossible to precisely measure the actual cost. 

Estimating Employer Costs 

The primary employer cost of the 1993 incentive is the cost of continuing health 
insurance until the retiree reaches the age of 65. To estimate this cost for state 
agencies, we obtained from the Department of Employee Relations the annual 
cost of premiums paid on behalf of early retirees in 1993. To estimate the cost for 
school districts, we obtained annual health premium cost data from our survey of 
school districts. For school districts in our sample, we obtained the premium cost 
for each member of the Teachers Retirement Association who retired under the 
1993 incentive. We did not obtain from employers the cost of providing health 
benefits to members of the Public Employees Retirement Association because so 
few of these members received the health benefit incentive (only 2 percent). We 
also did not obtain the premium cost for college teachers covered by TRA. In
stead, we used the average annual premium cost for state employees and teachers.2 

2 The premiwn cost of health insurance may Wlderestimate the actual cost of providing health care 
to early retirees. Premiwn costs paid by the state and local school districts are group mtes based on 
the experience of public employees of all ages. The state does not keep track of the costs for differ
ent age groups. Since health care costS for those between 55 and 65 Wldoubtedly are higher than the 
cost for YOWlger employees, the premiwn cost could be viewed as a low estimate of the actual cost. 
However, our review of school district contracts indicates that most school districts that do not nor
mally pay the health premiums of early retirees do allow early retirees to continue their health insur
ance coverage so long as the retiree pays the group policy premiwn. Thus, for these districts, the ad
ditional cost is in fact the premiwn amoWlt For state agencies, it is not clear whether the 1993 in
centive increased or decreased the nwnber of people over 55 in the state employee insurance pooL 
On the one hand, many state employees who choose the health incentive will be covered by state in
surance longer than they otherwise would be covered. On the other hand, the pension incentive in
duced many older employees to retire earlier than they otherwise would have retired, reducing the 
amoWlt of time they are covered by state health insurance. As a result, we consider the premiwn 
amoWlt to be a reasonable cost estimate. 
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To estimate the present value of future health benefits that early retirees would re
ceive under the early retirement incentive, we multiplied the annual cost times the 
number of years the retiree was below 65. We assumed that health premium costs 
would increase at 8.5 percent per year, the discount rate we used in our analysis. 

Many school districts have their own programs that provide employer-paid health 
insurance to early retirees. To estimate the additional cost to employers caused by 
the 1993 incentive, one needs to estimate how much of the health benefit cost 
would have been paid by the school districts anyway. Our survey of school dis
tricts found that about 68 percent of teachers who retired early were in districts 
that offered some employer-paid health benefits. Our review of school district 
teacher contracts indicates that about 17 percent of early retirees were in districts 
that provide early retirees with the same health benefits as active teachers. About 
51 percent were in districts that provide more limited coverage than they do for ac
tive teachers, such as paying for single coverage but not family coverage. As a 
rough estimate, we assumed that 50 percent of the cost would have been paid for 
by schools were it not for the incentive. 

COST OF THE 1993 INCENTIVE PROGRAM 

Table 3.1 presents our low and high estimates of the cost of the 1993 incentive pro
gram. As we discussed above, these low and high estimates reflect the uncertainty 
regarding how long retirees would have kept working without the incentive. We 
estimate that: 

• The 1993 early retirement incentive program cost about S101 million 
to S132 million, including about $82 million to S113 million in 
retirement fund costs and about S19 million in employer costs. 

We estimate that the 1993 incentive cost about $42 million to $56 million for 
teachers and other licensed staff covered by TRA, about $36 million to $49 mil
lion for local government employees covered by PERA, about $19 million to $23 
million for state employees, and about $5 million for college faculty covered by 
TRA. 

There are two components to the cost of the 1993 early retirement incentive: the 
extra cost due to the increase in benefits and the extra cost due to the fact that 
some employees retired earlier than they otherwise would have. The extra cost to 
the retirement funds directly attributable to the higher pension benefit is about $69 
million. The cost due to the incentive inducing employees to retire earlier than 
they otherwise would is about $13 million to $44 million. The difference reflects 
the uncertainty of how much earlier the incentive induces employees to retire. 

The main reason that costs increase as the time by which employees retire early in
creases is that a high percentage of early retirees are either at least 65 years old or 
are eligible for the Rule of90. For example, 33 percent of state employees who 
selected the pension option retired under the Rule of 90 and 47 percent were 65 or 
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Table 3.1: Estimated Cost of the 1993 Early Retirement Incentive Program 

State Public 
Employees Employees Teachers Retirement Fund 
Retirement Retirement 

Fund Fund (K-12) (College) Total 

Number of Early Retirees 651 1,667 1,410 248 3,976 

Estimated Cost to: 
Retirement Funds 

Low Estimate $15,200,000 $35,100,000 $29,000,000 $2,900,000 $82,800,000 
High Estimate 19,400,000 47,900,000 43,200,000 No Estimate 114,300,000 

Employers 3,380,000 660,000 13,060,000 1,660,000 18,760,000 

Total Cost 
Low Estimate 18,600,000 35,800,000 42,000,000 4,500,000 100,900,000 
High Estimate 22;800,000 48,600,000 56,300,000 No Estimate 132,200,000 

Percent of Cost Paid by1: 
Retirement Funds 82% 98% 69% 63% 82% 
Employers 18 2 31 37 18 

Cost Per Retiree 
Low Estimate $28,600 $21,800 $29,800 $18,200 $25,600 
High Estimate 35,000 29,700 39,900 No Estimate 33,500 

Note: This table does not Include the costs for teachers retiring from Minneapolis, St. Paul, and Duluth school districts. Retirees who had 
service with two or more funds are Included with the fund In which they were active at retirement. For these ·combined service annui-
tants,· cost estimates include costs to ail retirement funds. 

Sources: Program Evaluation Division analysis of data provided by the Minnesota State Retirement System, the Public Employees Retire
ment Association, the Teachers Retirement Association, the aduary for the Legislative Commission on Pensions and Retirement, the De
partment of Employee Relations, and our survey of school distrids. 

1 Percents are based on the low estimate of the cost to the retirement funds. 

Most of the 
cost of the 1993 
incentive 
program was 
bomebythe 
state's three 
major 
retirement 
funds. 

older. As we showed in Chapter 1, the Rule of90 can substantially reduce the pen
alty for retiring early. In fact, the earlier that the retirement occurs, the greater is 
the impact of the Rule of 90 on retirement benefits. By causing more people who 
qualify for the Rule of 90 to retire early, the incentive program increases costs to 
the retirement funds. Similarly, we showed in Chapter 1 that retirement benefits 
increase slowly as employees continue working past 65. The retirement benefits 
of employees who retire when they are older than 65 are not adjusted for the fact 
that they will receive benefits for a shorter time period. As a result, by inducing 
employees over 65 to retire earlier than they otherwise would have, the incentive 
increases costs to the retirement funds. 

Overall, about 81 percent of the cost was borne by the retirement funds and 19 per
cent by the employers (based on our low estimate of the cost to the retirement 
funds). This percentage varied among the retirement funds. The percentage paid 
by retirement funds ranged from 98 percent for PERA members to 68 percent for 
TRA members. One reason that PERA paid such a high percentage of the cost is 
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that most cities, counties, and schools offered the higher pension benefit option 
but not the health option to PERA members. 

• We estimate that the average cost per retiree of the 1993 incentive 
program is between $25,600 and $33,500. 

The cost per retiree is highest for school district teachers ($29,800 to $39,900), fol
lowed by state employees ($28,600 to $35,000), city, county, and school employ
ees covered by PERA ($21,800 to $29,700), and college faculty ($18,200). The 
cost is highest for teachers because they were the only group to receive both a 
higher pension benefit and a health insurance benefit under the 1993 incentive. 
College faculty had the lowest cost because they received one benefit and those 
who chose the pension benefit received a smaller increase (.1 percent of average 
salary per year of service instead of .25 percent). Members of PERA tended to 
have lower costs because, as we showed in Chapter 1, they had lower salaries and 
fewer years of service than other public employees. 

Tables 3.2 and 3.3 show the costs of the pension benefit and health benefit options 
respectively. Overall, 3,682 retirees received the higher pension benefit under the 
1993 incentive program.3 A total of 1,601 retirees received the health benefit, in
cluding 264 who chose the health option and 1,337 who received both options. 
We found that: 

• The cost of the pension benefit is higher than the cost of the health 
insurance benefit under the 1993 incentive program. 

The average cost per retiree of the pension benefit incentive is about $22,300 to 
$30,800, compared with $19,900 for the health benefit incentive. As we discussed 
above, we assumed that if the 1993 incentive did not exist, schools would have 
paid about half of the health incentive cost for teachers under their own health 
benefit programs. Thus, the additional health benefit cost imposed on employers 
by the 1993 incentive would be about $11,700 per retiree. 

The cost of the pension benefit incentive is $30,700 to $39,100 per retiree for state 
employees, well above the average cost for other public employees. The cost is 
higher for state retirees than for teachers because of the higher increase in the pen
sion multiplier. It is higher than the cost for PERA members because state retirees 
had higher salaries. 

Unlike previous incentives, the 1993 incentive extended eligibility- to employees 
who retired after age 65. In Chapter 2, we showed that participants in the 1993 in
centive who were under 65 probably would have kept working longer had there 
been no incentive than would those 65 and over. As a result, potential salary sav
ings are probably greater for employees who retired when they were under 65. 
However, the cost of the pension incentive is considerably higher for retirees who 
were under 65 than for those who were 65 or older. State employees and PERA 
members together account for about 90 percent of incentive participants who 

3 These figures do not include about 267 TRA members from Minneapolis, St. Paul, and Duluth 
who retired under the 1993 incentive program_ 
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Table 3.2: Estimated Cost to the Retirement Funds of the Pension 
Component of the 1993 Incentive Program 

State Public 
Employees Employees Teachers Retirement Fund 
Retirement Retirement 

Fund Fund {K-12} {College} Total 

NUMBER OF RETIREES 
Under 65 261 879 1,337 130 2,607 
65 & Over 235 728 73 39 1,075 
Total 496 1,607 1,410 169 3,682 

COST PER RETIREE 
Low Cost Estimate 

Under 65 $37,700 $29,600 $20,600 $17,600 $25,200 
65 & Over 22,900 12,400 19,800 14,900 15,300 
Total 30,700 21,800 20,500 17,000 22,300 

High Cost Estimate 
Under 65 47,100 40,000 30,900 No Estimate 35,000 
65 & Over 30,200 17,400 25,300 No Estimate 20,700 
Total 39,100 29,800 30,700 No Estimate 30,800 

TOTAL COST 
Low Estimate 15,200,000 35,100,000 29,000,000 2,900,000 82,200,000 
High Estimate 19,400,000 47,900,000 43,200,000 No Estimate 113,400,000 

Note: This table does not include the costs for teachers retiring from Minneapolis, Sl. Paul, and Duluth school districts. Retirees who had 
service with two or more funds are included with the fund in which they were active at retirement. For these ·combined service annui
tants,· cost estimates include costs to all retirement funds. 

Sources: Program Evaluation Division analysis of data provided by the Minnesota State Retirement System, the Public Employees Retire
ment Association, the Teachers Retirement Association, and the aduary for the Legislative Commission on Pensions and Retirement. 

Table 3.3: Estimated Cost to Employers of the Health Benefit Component 
of the 1993 Early Retirement Incentive Program 

State Public 
Employees Employees Teachers Retirement Fund 
Retirement Retirement 

Fund Fund {K-12} {College} Total 

Number of Retirees 155 30 1,337 79 1,601 
Average Age 58.8 58.6 59.2 58.9 59.1 
Average Years Until 65 6.2 6.4 5.8 6.1 5.9 
Average Annual Health Cost $3,522 $3,445 $3,368 $3,445 $3,369 
Average Cost Per Retiree $21,800 $22,000 $19,500 $21,000 $19,900 
Total Cost $3,380,000 $660,000 $26,120,000 $1,660,000 $31,820,000 

Estimated Portion That Would $0 $0 $13,060,000 $0 $13,060,000 
Have Been Paid Under 
Employers' Existing Incentives 

Additional Cost to Employer $3,380,000 $660,000 $13,060,000 $1,660,000 $18,760,000 

Note: This table does not Include the costs for teachers retiring from Minneapolis, St. Paul, and Duluth school districts. Retirees who had 
service with two or more funds are included with the fund in which they were active at retirement. 

Sources: Program Evaluation Division analysis of data provided by the Minnesota State Retirement System, the Public Employees Retire
ment Association, the Teachers Retirement Association, the Department of Employee Relations, and our survey of school districts. 
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retired when they were 65 or older. Based on the high cost estimate, the average 
cost was $40,000 for PERA members under 65, more than twice as high as the 
cost for those over 65 ($17,400). The cost for state employees under 65 ($47,100) 
is 56 percent higher than the cost for those who are 65 or older. Thus, while the 
benefits of inducing employees over 65 to retire may be lower, the costs are also 
lower. 



Salary Savings Compared with 
the Cost of the 1993 Incentive 
Program 
CHAPTER 4 

It is not 
possible to 
precisely 
measure salary 
savings caused 
by early 
retirement 
incentives. 

I
n this chapter, we examine salary savings caused by the 1993 incentive and 
compare them with the incentive's cost to employers and retirement funds. It 
is important to recognize that salary savings are only one of the benefits of 

early retirement incentives. Other potential benefits include avoiding layoffs, im
proved productivity, and more productive activity by early retirees who switch to 
the private sector. In Chapter 5, we examine whether the 1993 incentive program 
avoided layoffs and improved productivity, but we do not attempt to measure the 
dollar value of these benefits. Furthermore, we do not examine whether early re
tirements improved the economy by stimulating activity in the private sector. Nev
ertheless, we think it is useful to examine how costs compare with salary savings, 
one of the major objectives of early retirement incentives. We ask: 

• How much salary savings resulted from the 1993 early retirement 
incentive program? 

• How do salary savings compare with the cost of the 1993 incentive 
program? 

To answer these questions, we obtained lists of early retirees from the retirement 
associations and asked personnel administrators from a sample of school districts, 
counties, and cities to tell us what happened to eachjob vacated through the 1993 
early retirement program. When the job was refilled, we obtained information on 
the salary of the replacement employee. In the case of teachers, we requested the 
average salary of newly hired teachers from each school district in our sample. 
We also used the results of a similar survey of state agencies conducted by the De
partment of Employee Relations. In addition, we examined employment trends of 
state agencies, school districts, counties, and cities. 

There are two types of salary savings that may occur as a result of an early retire
ment incentive: (1) savings that occur because the retiree is replaced with a lower
paid employee, and (2) savings that occur while the position is held vacant or 
eliminated. In either case, the amount of savings depends on how long the retiree 
would have kept working without the incentive. 

It is not possible to precisely measure salary savings for severnl reasons. First, 
there is uncertainty concerning how long employees would have kept working had 
there been no incentive. Second, holding a position vacant does not necessarily 
mean that the employer reduces its salary expenses. It is normal for public em-
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ployers to hold some positions vacant when employees leave in order to save 
money, reallocate workers, or find a replacement. Since most retirees who partici
pate in an incentive program would have retired soon anyway, the effect oftempo
rarily holding early retirees' positions vacant is to obtain salary savings earlier 
than otherwise would be possible. As a result, we did not include salary savings 
between the retirement date and the date the position was refilled. I 

It is also possible that an employer may keep an early retiree's position vacant, but 
use the salary dollars to create a new position or fill a different vacancy. These 
changes may improve the agency's productivity, but do not necessarily reduce its 
salary expenses. As a result, we also examined employment trends of public agen
cies to assess the impact of early retirement programs on agency stafflevels. 

Another reason that it is difficult to measure salary savings is that a position may 
be filled by an employee from the same organization, which creates another va
cancy that mayor may not be refilled. In our case studies of state agencies, we 
found that many positions were filled through promotion, which created other va
cancies. We did not ask agency personnel to determine these chain reaction ef
fects because it often would be a difficult task. 

In summary, measuring salary savings based on whether a position was refilled 
provides only a general indication of salary savings. As a result, it is important to 
also examine trends in public employment levels. If the number of employees is 
growing in a particular organization, it is unlikely that early retirement incentives 
will significantly reduce salary expenses by creating vacant positions. 

The 1993 early retirement program required state agencies to obtain approval by 
the Department of Employee Relations (DOER) in order to refill any position dur
ing the biennium ending June 30, 1995, except for correctional guards and persons 
who provide direct patient care in state institutions. The Commissioner of Em
ployee Relations instructed agency heads to carefully evaluate the need to refill 
each position and submit a memorandum justifying the decision. To refill posi
tions in schools, counties, and cities, the governing body must give its approval. 

We reviewed DOER's compilation of requests by state agencies, which range 
from a few sentences to a few pages. They often mention the need to handle the 
agency workload, and the fact that the request has been the result of a specific 
analysis of staffing needs. DOER called for additional information in some cases, 
but ultimately left the decision to refill positions to individual agencies, and did 
not disapprove any agency requests. 

1 For the same reason, we did not include severance payments made to early retirees as a cost of 
early retirement incentive programs. The only way that incentive programs affect severance pay
ments is that employers must make the severance payments at an earlier time than they otherwise 
would. 
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Early retirees 
were replaced 
by lower-paid 
employees, but 
only for 
teachers was 
the salary 
savings 
significant. 

SAVINGS DUE TO REPLACEMENT OF 
RETIREES WITH LOWER-PAID 
EMPLOYEES 

Table 4.1 shows the estimated salary difference between the final salary of work
ers retiring under early retirement provisions and the employees hired to replace 
them. In each case, the average salary of replacement employees is lower than the 
salary of retirees, but only in the case of teachers is there a major difference. The 
average salary of teachers (covered by TRA) who participated in the 1993 incen
tive program was about $18,200 higher than the average salary of new teachers. 
Other salary differences were about $3,100 for state employees, $4,200 for city 
employees, $5,300 for county employees, and $2,800 for school employees cov
ered by PERA. 

Table 4.1: Salary Comparison, Early Retirees Compared to Replacements 
Average Average 
Salary at Salary of Salary Cases 

Retirement ReQlacements Difference (unweightedl 

TRA 
School Administrators $63,807 $60,094 $3,713 75 
Classroom Teachers 42,667 24,435 18,232 574 

MSRS 
State Employees 40,266 37,131 3,135 203 

PERA 
City Employees 34,705 30,507 4,198 143 
County Employees 35,174 29,877 5,297 294 
School District Employees 19,194 16,402 2,792 222 

Note: Figures are based on weighted data and reftect only positions that were refilled. 

Source: Program Evaluation Division survey and Department of Employee Relations survey. 

Table 4.2 illustrates potential salary savings due to a teacher retiring one year ear
lier than planned because of the incentive. The average salary of a teacher at re
tirement was about $49,400, including employer costs for social security and 
retirement contributions, compared with $28,300 for new teachers. Thus, if the 
teacher would have taught for another year without the incentive, the district 
would have saved $21,100 in the first year. However, in subsequent years, the 
early retirement would likely cause the district to have higher salary expenses be
cause the replacement teacher would have an additional year of experience. For 
example, if the district pays second year teachers 3 percent more than it pays first 
year teachers, it would pay an additional $850 in salary and fringe benefit ex
penses in the second year. As Table 4.2 shows, the cumulative savings keep de
clining as long as the replacement teacher remains, reaching about $15,000 after 8 
years, and about $8,000 after 16 years. When the replacement teacher leaves, the 
cumulative savings will increase, after which it will again decline. . 
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Table 4.2: Illustration of Salary Savings Due to a Teacher Retiring One 
Year Earlier Than Planned 

Salary Salary 
Discounteda __ and Fringe and Fringe 

Benefrts if Benefrts if 
Teacher Retires Teacher Retires Salary Cumulative Salary Cumulative 

Year After Year 0 After Year 1 Savings Savings Savings Savings 

0 $49,400 $49,400 
1 28,300 49,647 $21,347 $21,347 $21,000 $21,000 
2 29,149 28,300 (849) 20,498 (808) 20,192 
3 30,023 29,149 (874) 19,624 (806) 19,386 
4 30,924 30,023 (901) 18,723 (803) 18,583 
5 31,852 30,924 (928) 17,795 (800) 17,782 
6 32,807 31,852 (956) 16,840 (798) 16,985 
7 33,792 32,807 (984) 15,855 (795) 16,189 
8 34,805 33,792 (1,014) 14,842 (793) 15,397 
9 35,850 34,805 (1,044) 13,797 (790) 14,606 
10 36,925 35,850 (1,075) 12,722 (788) 13,819 
11 38,033 36,925 (1,108) 11,614 (785) 13,034 
12 38,793 38,033 (761) 10,854 (522) 12,512 
13 39,569 38,793 (776) 10,078 (515) 11,997 
14 40,361 39,569 (791) 9,286 (508) 11,489 
15 41,168 40,361 (807) 8,479 (502) 10,987 
16 41,991 41,168 (823) 7,656 (495) 10,492 
17 42,621 41,991 (630) 7,026 (367) 10,125 
18 43,261 42,621 (639) 6,386 (360) 9,765 
19 43,909 43,261 (649) 5,738 (354) 9,411 
20 44,568 43,909 (659) 5,079 (348) 9,063 
21 45,237 44,568 (669) 4,410 (341) 8,722 
22 45,689 45,237 (452) 3,958 (224) 8,499 
23 46,146 45,689 (457) 3,501 (218) 8,280 
24 46,607 46,146 (461) 3,040 (214) 8,067 
25 47,073 46,607 (466) 2,574 (209) 7,858 
26 47,544 47,073 (471) 2,103 (204) 7,654 
27 28,300 47,544 19,244 21,347 8,071 15,725 
28 29,149 28,300 (849) 20,498 (345) 15,380 
29 30,023 29,149 (874) 19,624 (343) 15,037 
30 30,924 30,023 (901) 18,723 (342) 14,694 
31 31,852 30,924 (928) 17,795 (341) 14,353 
32 32,807 31,852 (956) 16,840 (340) 14,013 
33 33,792 32,807 (984) 15,855 (339) 13,674 
34 34,805 33,792 (1,014) 14,842 (338) 13,336 

Note: Figures are in constant dollars. 

Assumptions: 
Salaries increase by an inflation factor (5.0%) and an experience factor (3% for the first ten years, 2% for the next five years, 1.5% for 
years 16 through 20, 1 % for years 21 through 25, and 0.5% for years 26 through 30). 

Salary and fringe benefits of teacher who retires under the incentive: $49,400. 

Salary and fringe benefits of replacement teachers: $28,300. 

-n.ese figures are discounted at 8.5 percent to be consistent with the discount rate used in the cost estimates. Since the salary figures in 
the other columns are adjusted by 5.0 percent, the figures in this column are adjusted by an additional 3.33 percent. 
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Average salary 
savings due to 
replacing 
retirees with 
lower-paid 
employees was 
considerably 
less than the 
average cost of 
the 1993 
incentive 
program. 

The actual savings depends on a variety of factors, including how long replace
ments keep working, what year savings are measured, and the district's salary 
schedule. Our 1991 study on teacher compensation found that the turnover rate 
for public school district teachers is low (about seven percent in 1989).2 This indi
cates that if the turnover rate does not change significantly, average teacher tenure 
would be greater than ten years. 

To estimate the long-run salary savings, we estimated the cumulative salary sav
ings year-by-year for 50 years based on different assumptions about average 
teacher tenure, ranging from 10 to 13 years.3 We assumed that the district's salary 
schedule initially increased by 3 percent per year, and gradually tapered off, con
sistent with teacher salary schedules in 1989.4 To be consistent with our cost esti
mates, we calculated the present value of salary savings at the time of retirement 
based on a discount rate of 8.5 percent. We found that in the long run (defined as 
years 11 through 50) the average year-end cumulative savings ranged from 
$12,000 to $15,000. In the following discussion, we assume that replacing retired 
teachers with lower-paid teachers saves school districts $15,000 for each year that 
a retired teacher would have wolked without the incentive. 

Table 4.3 compares potential salary savings with the cost of the 1993 incentive un
der our low, middle, and high estimates of the average additional time that retirees 
would have wolked without the incentive. Overall, we found that: 

• Salary savings from replacing retirees with lower-paid employees do 
not, by themselves, exceed the cost of the 1993 incentive •. 

For state employees and PERA members, the salary savings due to replacing retir
ees with lower-paid employees is less than 25 percent of the incentive's cost. For 
public K-12 school districts, salary savings due to retirements ofTRAmembers 
are higher, but even under our high savings estimate, are less than the cost. 

SALARY SAVINGS DUE TO HOLDING 
RETIREES' POSITIONS VACANT 

Ifan early retiree's position is held vacant, the most salary savings that could be 
obtained would be the salary and fringe benefits during the time that the retiree 
would have kept wotking had there not been an incentive. Table 4.3 shows that: 

2 Office of the Legislative Auditor, Teacher Compensation, (St. Paul, 1991). 

3 We used six assumptions: (1) the fust replacement teacher would be employed for 2 years. the 
second teacher would be employed for 26 years, the third teacher for 10 years. and the fourth replace- r 

ment teacher for 2 years. Thereafter we repeated the same tenure pattern. (2) the first through fourth 
replacement teachers had tenures of 3 years. 10 years, 1 year, and 31 years; (3) replacement teach. 
ers had tenures oft year, 31 years, 3 years, 10 years; (4) 26 years, 2 years, 10 years; (5) 10 years, 2 
years, 26 years; (6) 10 years, 26 years, 2 years. 

4 We asswned that teacher salaries increased by 3 percent per year for the fIrSt ten years, 2 percent 
per year for the next five years, 1.5 percent for years 16 through 20,1 percentforyears 21 through 
25, and 0.5 percent for years 26 through 30. 
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Table 4.3: Comparison of Costs and Salary Savings for the 1993 
Incentive Program 

Potential 
SalalY Savings With: 

How Much Earlier Average Percent With 
Participants Retired Estimated Salary Replacement "No Replacement" 
Due to Incentive Cost Per and at ~ower No That is Necessary 

On years) Retiree Fringe SalalY Replacement To Break Even 

STATE EMPLOYEES RETIREMENT FUND 
Low Estimate 0.50 $28,600 $46,157 $1,881 $23,078 not possible 
Mid Estimate 1.10 31,800 46,157 4,138 50,777 59% 
High Estimate 1.70 35,000 46,157 6,395 78,467 40% 

PUBLIC EMPLOYEES RETIREMENT FUND 
Low Estimate 0.43 21,800 35,040 2,086 15,067 not possible 
Mid Estimate 1.00 25,750 35,040 4,850 35,040 69% 
High Estimate 1.50 29,700 35,040 7,276 52,560 50% 

TEACHERS RETIREMENT FUND 
Low Estimate 0.55 29,800 56,056 7,566 30,831 96% 
Mid Estimate 1.20 34,850 56,056 16,507 67,267 36% 
High Estimate 1.80 39,900 56,056 24,760 100,901 20% 

Note: Cost includes cost to the retirement associations and employers. We assumed that fringe benefits equaled 20 percent of salary, ex
cept that we used 23 percent for TRA members. 

Source: Program Evaluation Division analysis of data provided by the Minnesota State Retirement System, the Public Employees Retire
ment Association, the Teachers Retirement Association, the actuary for the Legislative Commission on Pensions and Retirement, the De
partment of Employee Relations, and our survey of school districts, counties, and cities. 

• A high percentage of early retirees' positions would have to be held 
vacant in order for salary savings to exceed the 1993 incentive's cost to 
the retirement funds and employers. 

Under our middle estimates, the percentage of early retirees' positions that would 
have to be kept open in order to cover the cost of the incentive is about 69 percent 
for PERA members, 59 percent for state employees, and 36 percent for TRA mem
bers. For example, state employees who retired under the 1993 incentive had aver
age salary and fringe benefits of about $46,157. If, on average, state employees 
were induced to retire 1.1 years earlier by the incentive, the potential salary sav
ings would be $50,772 per retiree if their positions were kept vacant, and $4,138 if 
they were replaced. Since the average cost per early retiree is about $31,800, 
about 59 percent of the early retirees' positions would need to be kept vacant to 
cover the cost. 

Even under our high estimate of how long early retirees would have kept working 
without the incentive, a significant percentage of early retirees' positions would 
have to be kept open in order to cover the cost of the incentive (50 percent for 
PERA, 40 percent for state employees, and 20 percent for teachers). Under our 
low estimate for both state employees and PERA members, the cost per retiree is 
higher than the salary saVings regardless of how many retirees were replaced. 
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Employment 
trends suggest 
that salary 
savings may 
not exceed the 
public costs of 
the 1993 
incentive 
program for 
schools and 
counties. 

Overall, employment trends presented in Chapter 5 and our survey results suggest 
that it is unreasonable to expect this many vacancies to be created by the early re
tirement program. Statewide, employment levels have recently been growing in 
schools and counties. In fact, 83 percent of public school teachers were in school 
districts with growing employment levels between 1993 and 1994. While we do 
not have county employment data for 1993 or 1994, about 92 percent of county 
employees were in counties with growing employment between 1988 and 1992. 
Altogether, schools and counties had about two-thirds of the participants under the 
1993 early retirement incentive. 

Employment trends suggest that the early retirement incentives were more likely 
to reduce positions in state agencies than counties or schools. About two-thirds of 
state employees were in state agencies that were cutting back the number of full
time employees between 1993 and 1994. Overall employment for state agencies 
declined by about 2 percent between 1993 and 1994 (full-time employment de
elined by 3 percent). 

Table 4.4 presents our survey results on the status of positions vacated through the 
1993 early retirement program. We found that the percentage of retirees' positions 
that were left vacant was considerably less than the percentage required to cover 
the cost of the incentive program for schools, counties, and cities. The percentage 
of retirees' positions left vacant was about 6 percent for school administrators, 11 
percent for school PERA members, 22 percent for county employees, and 31 per
cent for city employees. 

Table 4.4: Status of Positions Vacated by 1993 Early Retirees, Fall 1994 

POSITION REFILLED 
OR CONTRACTED OUT 

Refilled, Same Classification 

Licensed 
School 

Administrators 

89.7% 
Refilled, Different Classification 4.1 
Contracted Out 0.0 

POSITION VACANT 
OR ELIMINATED 

Duties Reassigned 4.8 
Job Eliminated 1.4 

Total 100.0% 

Number of Cases 98 
(unweighted) 

Type of Early Retiree 

Non-Licensed 
School 

Employees 

84.9% 
3.3 
0.5 

8.1 
3.3 

100.1% 

275 

City 
Employees 

59.4 
8.5 
1.5 

28.5 
2.1 

100.0% 

261 

Note: Percentage distribution based on weighted frequencies. 

Source: Program Evaluation Division survey and Department of Employee Relations survey. 

County 
Employees 

71.2% 
4.2 
2.1 

18.6 
3.8 

99.9% 

396 

State 
Employees 

35.6% 
3.0 
0.2 

48.1 
13.1 

100.0% 

540 
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Some state 
agencies may 
have held 
enough 
retirees' 
positions 
vacant to cover 
the cost of the 
incentive 
program. 

EARLY RETIREMENT INCENTIVES 

State agencies kept open a higher percent of retirees' positions. About 61 percent 
of positions vacated by early retirement of state employees were kept open, which 
is slightly more than our mid-range estimate of the percent required to cover the 
cost of the program. However, the vacancy data may overstate salary savings for 
two reasons. First, state agencies may use the salary dollars from these vacancies 
to fill other vacancies or create new positions. In such cases, the incentive pro
gram may provide greater personnel flexibility, but not salary savings. Second, 
the position status data were based on the status as of August 1994, less than a 
year after most incentive participants retired. Personnel managers from several 
state agencies told us that they were planning to refill some of their vacancies in 
the near future. Thus our estimates may overstate actual salary savings. 

While there are a number oflirnitations to these position-status data, they are con
sistent with the employment trend data. We conclude that: 

• Overall, it is doubtful that salary savings from the 1993 incentive 
program exceed the cost to retirement funds and employers. 

It should be recognized that early retirement incentives can produce significant sal
ary savings in agencies facing large staff reductions. In Chapter 5, we examine 
case studies of two state agencies (the Department of Human Services and the De
partment of Transportation) that made large staff reductions. 



Benefits to Employers 
CHAPTERS 

I
n addition to salary savings, the potential benefits of early retirement include 
avoiding layoffs, improving productivity, and increasing opportunities for job 
mobility and promotion. Of course, employee turnover of any kind presents 

these opportunities, but nonnal retirements and attrition may not occur when they 
are needed to forestall layoffs or pennit hiring of more productive or appropriately 
trained workers. Layoffs are painful to the organizations and people involved and 
induce certain costs in severance pay and unemployment benefits that voluntary re
tirements do not. Also, early retirements concentrated in a short period of time 
may present employers with a chance to make more extensive staffing or organiza
tional changes than would ordinarily be possible in a comparable period. 

As we saw in Chapter 3, the cost of early retirement incentives such as those of
fered in 1993 is significant. The incentives do not make sense unless the benefits 
to employers are significant as well. In this chapter, we ask: 

• What is the impact of early retirements on employee or agency 
productivity? 

• Do early retirements provide opportunities for mobility or promotion? 

• ' To what extent have early retirements substituted for layoffs? 

• What proportion of public employment is in school districts, units of 
local government, and state agencies with growing employment levels? 

When evaluating early retirement incentives, it is helpful to keep in mind that an
nual turnover in public employment in recent years is around 8 to 9 percent. This 
does not guarantee that attrition will occur when and where an employer would 
want it to occur~ it does mean that on the whole, public employers have some flexi
bility to make staffing changes or cuts without making layoffs. As we will show, 
employment conditions vary considerably across state government and around the 
state. 

While many policy makers assume that early retirement will produce a net benefit 
for employers, early retirements also carry a potential downside. It may be that 
the most highly experienced and productive employees leave as a result of retire
ment incentives or that replacements are difficult to find or need extensive train-
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We surveyed 
personnel 
administrators 
in order to 
learn their 
views on early 
retirement 
incentives. 
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ing. We inquired about the negative consequences of early retirement and present 
data on these points as well. 

In order to address these issues, we surveyed personnel administrators around the 
state and asked them about their views and observations on the positive and nega
tive effects of early retirement incentives. We inquired specifically about how 
many layoffs were made by each employer in recent years, and how many layoffs 

. were avoided by early retirements. Finally, we examined data on population, en
rollment and employment trends in school districts and state, city, and county gov
ernment in recent years. The utility of early retirement incentives can be expected 
to differ between employers with a growing or shrinking work force. We sur
veyed representative samples of school districts, cities, and counties. We also sur
veyed all state executive branch agencies with early retirees. Appendix A presents 
a description of the samples we used. In every case our response rate was over 85 
percent. 

E:MPLOYER OPINIONS AND ESTIMATES 

We asked personnel managers in state and local government and in school districts 
a series of questions on the positive and negative aspects of early retirement incen
tives and the usefulness of early retirement incentives in meeting budget con
straints and avoiding layoffs. We were interested both in opinions and in specific 
factual information. 

As Table 5.1 shows, a strong majority of school district personnel administrators 
agreed that early retirement incentives for teachers and other TRA members re
sulted in meaningful salary savings.1 About 84 percent agreed that meaningful 
savings were achieved, and 16 percent disagreed. Interestingly, a much smaller 
percentage of the same personnel administrators said that early retirements re
sulted in salary savings in the case of other school district employees. These em
ployees are members of PERA. A slight majority of administrators disagreed with 
the statement that early retirement incentives resulted in meaningful salary savings 
in the case of non-licensed school district employees. A majority of administrators 
in the cities and counties and roughly half of the state administrators we surveyed 
agreed that meaningful salary savings were achieved. 

These figures are consistent with the salary data for replacement workers we pre
sented in the last chapter. Salary differences between retiring and replacement 
teachers are much larger than the differences between other school district employ
ees or employees of state, county, and city government. Our interpretation is that 
administrators were aware of these differences as they responded to the question 
on salary savings. 

1 A copy of the questionnaire we sent to local employers and state agency personnel managers is 
included in Appendix A. 
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Table 5.1: Personnel Managers' Views on Whether the 
1993 Early Retirement Program Produced Meaningful 
Salary Savings 

School Districts 
State 

TRA PERA Cities Counties Agencies 

Agree 83.7% 46.2% 65.0% 75.7% 51.9% 
Disagree 16.3 53.8 35.0 24.3 48.1 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 

Number of Cases 79 68 44 47 27 
(unweighted) 

Note: Personnel managers were asked about their agreement with the following statement: ·On the 
whole, earty retirements resulted in meaningful salary savings." 

Percentage distribution based on weighted frequencies. 

Source: Program Evaluation Division survey. 

Effect on Job Mobility and Promotion 

We asked personnel managers about the impact of the 1993 early retirement incen
tive program on opportunities for job promotion and mobility. As Table 5.2 
shows, between 44 and 59 percent of school district, city, and county personnel ad
ministrators agreed that early retirement incentives help to create opportunities for 
promotion and mobility. About 67 percent of personnel administrators in state 
agencies agreed as well. More state and city personnel administrators saw this 
benefit than administrators in schools or counties. As we will see later, state and 

Table 5.2: Personnel Managers'Views on Whether the 
1993 Early Retirement Program Created Opportunities 
for Job Mobility and Promotion 

School Districts 
State 

TRA PERA Cities Counties Agencies 

Agree 47.8% 45.9% 59.0% 44.1% 66.7% 
Disagree 52.2 54.1 41.0 55.9 33.3 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 

Number of Cases 79 69 44 46 27 
(unweighted) 

Note: Personnel managers were asked about their agreement with the following statement: "Earty re
tirement incentives created opportunities for promotion or mobility that were overdue." 

Percentage distribution based on weighted frequencies. 

Source: Program Evaluation Division survey. 
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city government employment has not been increasing in recent years, while school 
district and county employment is growing quite rapidly. There is probably 
greater opportunity for mobility and promotion in growing organizations. 

Effect on Productivity 

Many expect early retirement incentives to improve the productivity of the work 
force. Although there is some reluctance to articulate this purpose, there is a clear 
understanding that in any organization some long-term employees will cease to be 
as productive as they were, or will lack the skills that are a normal part of contem
porary training in many fields. Of course, some long-term workers are highly ex
perienced and productive. 

Which type of worker responds to early retirement incentives is a question of 
some importance. Some suggest that highly productive workers who could easily 
get another job will be the first to respond, or that it will be difficult or expensive 
to replace retiring employees who have years of training and experience in the job. 
Alternatively, it may be people who are ready to retire because they have lost inter
est in work or are in ill health that are most likely to retire. 

We did not ask retirees why they retired, but we did ask personnel administrators 
about the impact of early retirement on productivity. Only a small minority of per
sonnel administrators report a loss of productivity as a result of early retirements. 
More felt there was at least some improvement in productivity as a result of early 
retirements in their organizations than felt there was a loss of productivity. As in 
the case of the other measures reported here, responses vary between school dis
tricts and other local units. Table 5.3 shows that 28 percent of school district per
sonnel directors felt that the early retirement of teachers (and other TRA 
members) caused a significant improvement in productivity, and an additional 38 

Table 5.3: Personnel Managers' Assessment of the Impact of the 1993 
Early Retirement Program on Employee Productivity 

School Districts 
State 

TRA PERA Cities Counties Agencies 

Significant Improvement 28.4% 6.4% 16.0% 5.6% 14.8% 
Some Improvement 38.0 28.7 34.0 9.7 25.9 
No Change 27.9 56.7 45.1 73.6 55.6 
Some Loss of Productivity 5.8 3.2 4.9 11.1 3.7 
Significant Loss of Productivity ~ ~ ~ ~ ~ 

Total 100.1% 100.1% 100.0% 100.0% 100.0% 

Number of Cases 79 69 44 48 27 
(unweighted) 

Note: For PERA and MSRS members, personnel managers were asked: "Please describe the effect of the 1993 early retirement incen
tives on the productivity of employees in your departmenUcity/county/district." For TRA members, school district personnel managers 
were asked: ·Please describe the effect of early retirements on teacher quality." 

Percentage distribution based on weighted frequencies. 

Source: Program Evaluation Division survey. 
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percent said there was some improvement. Only 6 percent felt there was some 
loss of productivity, and 28 percent felt there was no change. The same personnel 
directors felt that productivity improvements occurred but to a lesser extent for 
their non-professional employees as a result of early retirement. In this case 6 per
cent said there was a significant productivity improvement and an additional 29 
percent said there was some improvement compared to a total of 8 percent who 
said there was at least some loss of productivity. 

A similar pattern holds for state and city government. County administrators were 
less likely to feel that there was a productivity gain. At each level of government, 
however, more administrators felt there was a productivity gain than felt there was 
a loss, although half or more administrators in counties and state agencies felt 
there was no change in productivity as a result of the retirements. 

Budget Savings 

We also asked personnel administrators if they agreed with the statement that the 
1993 early retirement incentive program helped them resolve a difficult budget 
situation. As Table 5.4 shows, about 40 percent of school district administrators 
agreed with the statement in connection with TRA retirements, and 23 percent 
agreed in reference to their employees covered by PERA. Half of administrators 
in state agencies, and fewer than half in local government agreed that early retire
ment incentives solved a difficult budget situation. 

Negative Effects 

In our initial interviews we learned that early retirement incentives sometimes 
cause employers problems in planning for staffing needs. Employers do not 

Table 5.4: Personnel Managers'Views on Whether the 
1993 Early Retirement Program Helped Solve a 
Difficult Budget Situation 

School Districts 
State 

TRA PERA Cities Counties Agencies 

Agree 39.5% 22.9% 26.7% 32.4% 50.0% 
Disagree 60.5 77.1 73.3 67.6 50.0 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 

Number of Cases 75 69 44 47 26 
(unweighted) 

Note: Personnel managers were asked about their agreement with the following statement: -Early re
tirements helped solve a difficult budget situatlon: 

Percentage distribution based on weighted frequencies. 

Source: Program Evaluation Division survey. 
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ordinarily know who is going to respond to the incentives. If the program is 
authorized by the Legislature in May, becomes effective in July, and stays in effect 
for half a year, employers may not have adequate time to educate their employees 
on the opportunity to take early retirement. They also may be hard pressed to re
cruit replacements. This issue was discussed by several administrators and 
seemed to us to be the issue with the best chance of emerging as having a signifi
cant negative effect. However, as Table 5.5 shows, only a very small percentage 
of personnel administrators for public employers in Minnesota thought this was a 
problem. 

Table 5.5: Personnel Managers' Views on Whether the 
1993 Early Retirement Program Caused Difficult 
Planning Problems 

School Districts 
State 

TRA PERA Cities Counties Agencies 

Agree 3.5% 1.3% 9.9% 4.2% 0.0% 
Disagree 96.5 98.7 90.1 95.8 100.0 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 

Number of Cases 79 69 44 48 27. 
(unweighted) 

Note: Personnel managers were asked about their agreement with the following statement: "Early re
tirement incentives created difficult problems in planning for future staffing needs." 

Percentage distribution based on weighted frequencies. 

Source: Program Evaluation Division survey. 

Overall 1m pact 

We also asked personnel administrators to assess the overall impact of early retire
ment incentives. As shown in Table 5.6, all but a small minority said that the ef
fect was either generally positive or strongly positive. As we have seen, school 
district personnel administrators are the most positive when responding to ques
tions about teacher retirements. Early retirement is much more deeply established 
as a normal practice and expectation among teachers than it is for either other 
school employees or other public employees. Many school districts offer substan
tial early retirement incentives of their own. And our survey data are consistent 
with the concept that personnel managers expect teachers to retire by the time they 
reach 55 or 60 years of age. 
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Table 5.6: Personnel Managers' Assessment of the 
Overall Impact of the 1993 Early Retirement Program 

School Districts 
State 

TRA PERA Cities Counties Agencies 

Strongly Positive 30.2% 12.2% 20.5% 21.2% 20.8% 
Generally Positive 67.8 77.0 67.1 75.8 79.2 
Generally Negative 2.0 10.8 12.3 3.0 0.0 
Strongly Negative ~ ~ ~ --..JlQ ---..M 

Total 100.0% 100.0% 99.9% 100.0% 100.0% 

Number of Cases 76 63 44 45 24 
(unweighted) 

Note: Personnel managers were asked: "Taking everything into consideration, how would you evalu-
ate the impact of the 1993 early retirement incentives on your departmenUdistricUcity/county?" 

Percentage distribution based on weighted frequencies. 

Source: Program Evaluation Division survey. 

EFFECTIVENESS IN AVOIDING LAYOFFS 

One of the basic pmposes of early retirement incentives is to allow public employ
ers to achieve budget reductions and reductions in force without making layoffs. 
We asked each employer for data on layoffs during recent years and how many 
layoffs were avoided because of the 1993 early retirement incentive program. We 
found: 

• Most employers reported that they did not avoid any layoffs or 
terminations as a result of the 1993 incentive program. 

As Table 5.7 shows, between 58 and 96 percent of employers said they avoided no 
layoffs. Very few local employers reported that they avoided more than four lay
offs. No county or city employers had more than three layoffs and only about six 
percent of school districts said they avoided four or more layoffs or tenninatioDS. 

The case of state government is somewhat different. Fifty-eight percent of state 
agencies avoided no layoffs, but a couple of departments said they avoided more 
than 25 layoffs as a result of the 1993 incentives. We discuss the situation facing 
these departments later in the chapter. 

We also asked personnel administrators to estimate how many layoffs they actu
ally made each year from 1991 to 1994. We found: 

• The vast majority of public employers did not have any layoffs in a 
given year. A majority did not have any layoffs during the entire 
period. 
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Table 5.7: Personnel Managers' Estimates of Layoffs 
and Terminations Avoided Due to the 1993 Early 
Retirement Program 

~QbQQI Oistri~s 

:rnA EEBA Cities CQunties State Agencies 

None 68.9% 83.8% 88.3% 95.8% None 57.7% 
1 6.1 7.1 10.5 2.8 1-5 30.8 
2 9.7 5.9 0.0 0.0 6-10 3.8 
3 8.7 0.6 1.2 1.4 11-25 0.0 
4 or more M 2..6. M M 26-50 3.8 

51 or more II 

Total 99.9% 100.0% 100.0% 100.0% Total 99.9% 

Number 75 66 44 48 26 
of Cases 
(unweighted) 

Note: Personnel managers were asked: ·Please estimate the number of layoffs and terminations you 
avoided as a result of the 1993 incentive.· For TRA members, respondents were instructed: "Do not in
clude teachers who were laid off over the summer but recalled at the beginning of the following school 
year." 

Percentage distribution based on weighted frequencies. 

Source: Program Evaluation Division survey. 

Table 5.8 shows that (with the exception of state government) 77 to 99 percent of 
employers across the years shown did not make any layoffs. Between 88 and 94 
percent of school districts did not layoffPERA members any year between 1991 
and 1994, and between 77 and 87 percent did not layoff any teachers. Statistics 
for cities and counties present a similar picture. More than 90 percent of city and 
county personnel administrators said they did not layoff anyone between 1991 
and 1994, with the exception of cities in 1992 where 82 percent said they made no 
layoffs. Early retirement incentives were in effect in some jurisdictions during the 
period, however the prevalence of layoffs shows no clear relationship to the exist
ence of incentive programs and is hugely due to other factors such as growth in 
employment and changes in the work load.2 

We conclude that early retirement incentives have been offered to many employ
ers who did not need to layoff any employees in the early 1990s. While the situ
ations of individual local employers are not uniform, the generalization can be 

2 Table 5.8 presents layoff data for a period of time when some public employers offered early re
tirement incentives, and these incentives could have affected the numbers in Table 5.7. However, 
few local employers offered incentives in 1991 and 1992. School district employees were not eligi
ble in 1991. Our survey found that about 7 percent of cities over 2,000 offered an incentive in 1991 
and 13 percent offered an incentive in 1992. About 12 percent of counties participated in 1991 and 
18 percent participated in 1992. The major incentive that is the focus of our report was offered in 
the second half of 1993, and as Chapter 1 discusses in greater detail, most school districts, cities, and 
counties participated. 
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Table 5.8: Personnel Managers' Estimates of Layoffs, 
1991 to 1994 

1m. .1.S.92 ~ ~ 
SCHOOL DISTRICTS 

TRA 
None 87.4% 81.8% 86.6% 77.0% 
1 5.7 9.1 5.9 6.8 
2 2.9 2.1 6.0 7.9 
3 0.6 4.8 0.0 0.5 
40r more --M --2..1 ---1..§ --.U 
Total 100.0% 99.9% 100.1% 100.1% 

Number of Cases 65 67 69 71 
(unweighted) 

PERA 
None 92.8% 93.6% 92.4% 88.3% 
1 4.3 . 5.7 5.6 4.8 
2 1.4 0.0 0.7 2.1 
3 0.0 0.0 0.0 0.7 
40r more ~ --.a.z ~ ~ 
Total 99.9% 100.0% 100.1% 100.0% 

Most public Number of Cases 60 61 61 62 

employers have (unweighted) 

not laid off CIT1ES 
employees in None 90.7% 81.8% 97.3% 94.2% 

1 4.0 7.8 2.7 0.0 
recent years. 2 5.3 3.9 0.0 2.6 

3 0.0 0.0 0.0 2.6 
40r more --2.Q -..M --2.Q -Il.§ 
Total 100.0% 100.0% 100.0% 100.0% 

Number of Cases 40 41 40 41 
(unweighted) 

COUNTIES 
None 92.8% 91.2% 94.2% 98.6% 
1 4.3 5.9 4.3 1.4 
2 0.0 0.0 1.4 0.0 
3 0.0 2.9 0.0 0.0 
40r more -2.i --2.Q --2.Q --2.Q 
Total 100.0% 100.0% 99.9% 100.0% 

Number of cases 46 45 46 46 
(unweighted) 

STATE AGENCIES 
None 64.0% 73.1% 63.0% 59.3% 
1 -5 12.0 11.5 29.6 25.9 
6 -10 8.0 11.6 3.7 3.7 
11 - 25 12.0 0.0 0.0 7.4 
26-50 4.0 3.8 0.0 0.0 
51 and over --2.Q --2.Q ~ ~ 
Total 100.0% 100.0% 100.0% 100.0% 

Number of Cases 25 26 27 27 
(unweighted) 

Note: Percentage distribution based on weighted frequencies. 

Source: Program Evaluation Division survey. 
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made that one of the major problems that early retirement incentives are supposed 
to address was not widespread during this period. 

As Tables 5.7 and 5.8 show, however, conditions facing state agencies were differ
ent. As noted, more than half of the 26 state agencies said that no layoffs were 
avoided by early retirements, and somewhat more than this said that they did not 
actually experience layoffs in any given year between 1991 and 1994. But a few 
state agencies did layoff significant numbers of workers, and a couple of agencies 
did avoid a significant number oflayoffs. The two state departments most af
fected by the threat oflayoffs or other terminations were the Department ofHu
man Services and the Minnesota Department of Transportation. These 
departments are discussed in greater detail later in the chapter, but the fact that 
each department has both made layoffs and left open positions vacated by early re
tirement provides fairly clear evidence that the early retirement option has served 
an important purpose in these cases. 

TRENDS IN PUBLIC EMPLOYMENT 

Another way of looking at the issue of the need for early retirement incentives is 
to look at employment growth trends among public employers in recent years. Of 
particular interest is the question of how many employers are growing and 
whether the growth is among employers with a large share of all public employ
ees. Ifpublic employers are growing, and have more employees at the end of the 
year than at the beginning, they should have considerable flexibility to make staff
ing changes without the use of early retirement incentives. This does not mean 
that early retirement incentives have no utility in such circumstances. Even a 
growing employer may have an outmoded job that will cease to be performed 
when the incumbent retires, to the benefit of the organization and taxpayer. How
ever, on the basis of the cost estimates and analyses presented in the last two chap
ters, we doubt if early retirement is a net benefit to most growing employers. 

Statistics on this point show that public employment as a whole is growing al
though not all employers are sharing in this growth. The data we have on trends 
in public employment come from several sources, and no single source is ideal. 
Table 5.9 presents data on active members of the pension systems affected by the 
1993 incentives.3 

Table 5.9 shows that active membership in the TRA Teachers Retirement Fund, 
the PERA Public Employees Retirement Fund, and the MSRS State Employees' 
Retirement Fund is growing.4 Active members are those who are working and 
making pension contributions. The rate of growth between June 1993 and June 
1994 was 1.1 percent for state employees, 4.6 for PERA members (local govem-

3 Not all members were offered early retirement incentives in 1993. This is the most inclusive 
data source, but breakdowns by employer or employer type are not available. 

4 In the report and in the next pages, we refer to members of the retirement associations, when. 
strictly speaking this is not always the same group as those enrolled in particular plans or covered in 
particular fund accounting or actuarial reports. Data limitations make it difficult to present the expe
rience of exactly the group offered early retirement incentives. 
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Table 5.9: Change in Active Membership of Retirement 
Associations, 1993 to 1994 

Public State 
Teachers Employees Employees 

Retirement Retirement Retiremenet 
Fund Fund .EY.m!. 

Active Members, June 30, 1993 65,268 114,932 48,830 
Additions 7,111 14,288 4,922 
Deletions 

Service Retirements (1,404) (2,506) (996) 
other Terminations (4,440) (6,467) (3,803) 

Active Members, June 30, 1994a 66,525 120,199 49,365 

Growth Rate 1.93% 4.58% 1.10% 
Turnover Rate 8.95% 7.81% 9.83% 
Retirement Rate 2.15% 2.18% 2.04% 

Sources: Retirement Fund Actuarial Valuation reports. 

arotals reflect minor data adjustments used in the actuarial valuation reports. 

ment and non-licensed school district employees) and 1.9 percent for TRA mem
bers. 

The annual turnover rate for public employees ranged from 7.8 percent for PERA 
members to 9.0 percent for TRA members and 9.8 percent for state employees in 
MSRS. The retirement rate is somewhat over 2 percent for each group. Table 5.9 
does not present data on growth, retirement, and turnover for earlier years, but 
these data are very similar. The rates do not change much from year to year. 
PERA membership numbers include both school district and local government em
ployees, and TRA members included Community College and State University 
Faculty in addition to the approximately 54,000 professional school district em
ployees in the school districts represented by those we sampled. 

Active membership in the retirement associations does not match up perfectly 
with the employee groups who were offered early retirement incentives in 1993. 
In the case of MSRS, the biggest difference is that University of Minnesota Civil 
Service employees were not offered the incentive, but are included in Table 5.9. 
In Table 5.10 we present data from the State Department of Employee Relations 
on about 30,000 state employees that more closely represent the group eligible for 
early retirement incentives in 1993. Table 5.10 shows employment levels for both 
full-time state employees and total state employees for several points in time. It 
also shows data on school district licensed employees for several years, and city 
and county employees for the most recent years for which data were available. 

The growth rate we compute using DOER data for state executive employment 
alone is -1.7 percent between January 1993 and January 1994 and this compares 
fairly closely to the 1.10 rate for all state employees. And the growth rate for TRA 
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Table 5.10: Employment Trends, 1982-94 
ErnQIQ~rneDt Cbang~ ill Ernglo~m~lll 

1982 1990 ·1993 1994 1990101994 19~31Q 1~~~ 

STATE AGENCIES 
Full-lime 28,081 30,597 31,164 30,260 -1.10% -2.90% 
Total 32,380 39,211 40,538 39,847 1.62% -1.70% 

SCHOOL DISTRICTS 
Classroom Teachers 43,121 45,554 46,826 8.59% 2.79% 
All Licensed Employees 49,674 52,369 53,710 8.12% 2.56% 

1988 1990 1992 1988 to 1992 1990 tQ 1992 
COUNTY 

FUll-lime 24,105 25,659 26,178 8.60% 2.02% 

CITY 
Full-lime 17,519 17,536 17,356 -0.93% -1.03% 

Sources: Department of Employee Relations, Department of Education, and State Auditor. 

State 
employment 
was up slightly 
in the 1990s, 
but off a little 
between 1993 
and 1994. 
School district 
professional 
employment 
has grown. 

members is 2.6 percent between school years 1993-94 and 1994-95 using State 
Department of Education data. This compares fairly closely to 1.93 percent for all 
TRA members. 

The incomplete data we have on city and county employment shows a slight de
cline for cities and an increase for counties between 1990 and 1992 the latest year 
for which we have data. All in all, the data sets are reasonably consistent. 

If employment is growing or staying close to even, early retirement incentives 
may be of questionable value. Nonnal attrition ranges from 7.8 percent to 9.8 per
cent in recent years. This level of tum over allows employers at least some degree 
of flexibility to reduce the work force or to shift resources around. 

Tables 5.11 through 5.14 show, first, what percent of employers are facing employ
ment growth or decline, and second, how many workers are employed in state 
agencies, school districts and cities and counties with a growing work force. 

State Government 

Most state agencies experienced declining employment in the year ending January 
1994. Table 5.11 shows that growing agencies employed 33 percent of workers 
and declining departments employed two-thirds. About 28 percent of state em
ployment was in agencies whose employment levels declined at least two percent. 
Early retirement incentives may not be needed to avoid layoffs or hiring gridlock 
even in agencies with declining employment since annual turnover in state em
ployment is about 9.8 percent, and retirement represents about two percentage 
points of this turnover. As we saw earlier, 59 to 73 percent of state agencies made 
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Table 5.11: Distribution of State Agencies by Change 
in Full-Time Employment, 1993 to 1994 

Eull-Time !;mgloy:meoi 

Cumulative 
Emgl0:iment Change Agencies ~umber Percent EerQgot 

More than 5% decline 3 1,020 3.37% 3.37% 
-4.9 to -2.0% 5 7,514 24.83 28.20 
-1.9 to 0 9 11,680 38.60 66.80 
0.1t01.9 1 1,898 6.27 73.07 
2.0 to 4.9 6 4,324 14.29 87.36 
Over 5.0% 3 3,82~ 12.64 100.0% 

Total 28 30,260 100.0% 

Source: Department of Employee Relations. 

no layoffs in a given year between 1991 and 1994. Also, as we pointed out earlier, 
upwards of one-half of people who took early retirement in 1993 would have re
tired anyway without the incentives. 

School Districts 

Table 5.12 presents comparable data on the change in professional employment in 
school districts between the 1992-93 and 1993-94 school years, and it shows that 
about 36 percent of school districts faced declining professional employment 
while the rest were growing. However, most of the declining districts were small, 
so that only 16.6 percent of total professional employment worked in districts that 
lost employment between 1993 and 1994, the period in which state early retire-

Table 5.12: Distribution of School Districts by Change 
in Professional Employment, 1992-93 to 1993-94 

licensed Emgloy:ees 

School Cumulative 
!;mgloy:ment Change Districts Number Percent Ee[ceni 

More than 4% decline 77 4,192 8.11% 8.11% 
-3.9% to -2% 25 1,936 3.75 11.86 
-1.9% to -0.1% 34 2,426 4.69 16.55 

0 3 27 0.05 16.61 
0.1% to 1.9% 71 11,544 22.34 38.94 
2.0% to 3.9% 50 9,971 19.30 58.24 
4.0% to 5.9% 44 12,382 23.96 82.20 
6.0% to 7.9% 30 3,747 7.25 89.45 
8.0% to 9.9% 12 1,855 3.59 93.04 
10% and over 33 3,595 6.96 100.00% 

All Districts 379 51,675 100.00% 

Source: Department of Education. 
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ment incentives were offered. Most teachers and other school employees were 
working in growing districts. 

The offer of early retirement was undoubtedly appreciated by eligible employees, 
but not widely needed by employers to reduce the work force. As Table 5.12 
shows, about 12 percent of teachers and other licensed employees worked for dis
tricts where the professional work force declined by two percent or more. As Ta
ble 5.9 showed, the retirement rate among TRA members for the year ending June 
30, 1994 was 2.2 percent and the turnover rate was nine percent. Data previously 
reviewed showed that only a few of our sampled districts had to make layoffs in 
recent years. We conclude that: 

• Few school districts needed state-paid early retirement incentives to 
avoid layoffs or other serious consequences that early retirement 
incentives were designed to forestall. 

Cities and Counties 

Table 5.13 presents data on employment growth in cities and counties. Seventeen 
counties experienced a decline in full-time employment between 1988 and 1992. 
(We do not have more recent data, so, of necessity, we assume that the pattern of 
current or future employment growth will be similar.) These counties together em
ploy about 8.0 percent of county employees in the state. Clearly, most county em
ployers are facing growth, not decline, and are not facing the prospect of 
widespread layoffs or general reductions in force. 

We present data for cities, but the usefulness of this information is limited by the 
unavailability of employment data for most cities, and the questionable quality of 
the statistics that are available. The data we have is for 188 larger cities, and these 

Table 5.13: Distribution of Cities and Counties by 
Change in Employment, 1988-92 

Employment Change 

COUNTIES 
Declining Employment 
Stable or Increasing Employment 
Total 

CITIES 
Declining Employment 
Stable or Increasing Employment 
Total 

Source: State Auditor. 

Number 

17 
10 
87 

53 
1M 
188 

Percent of 
Employees 

8.0% 
~ 
100.0% 

46.5% 
~ 
100.0% 
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cities account for all but 61 city early retirees out of a total of 433.5 Based on data 
for 188 cities, about 46 percent of city employment is in cities with declining em
ployment levels between 1988 and 1992. Twenty-eight percent of cities experi
enced declines, but these tend to be larger cities so they account for a higher share 
of total employment. (The statistics also exclude Minneapolis where many em
ployees and virtually all retirees are members of the Minneapolis Employees Re
tirement Fund, not PERA. Minneapolis did not offer the 1993 incentive program.) 

The city data suggest that there are cities that are in the process of carrying out sig
nificant staffing reductions, but even here, the majority of cities do not face declin
ing employment. As we saw in Table 5.9, PERAmembership was up 4.6 percent 
between 1993 and 1994. These numbers include school district and county em
ployment as well as city employees. Since we know that school enrollment and 
employment is growing, and county human services and corrections programs are 
growing, it is likely that city employment is not growing as fast. 

We conclude that: 

• Many employers at the state and local level eligible to offer early 
retirement incentives are not facing conditions that justify the 
incentives. 

Our surveys showed that employers appreciate the incentives and say they helped 
save money, solve budget problems, and improve productivity. But the enhanced 
annuities chosen by most retirees are not paid for by employers so they can afford 
to focus on the positive aspects of the program. 

INDIVIDUAL CASE STUDIES 

The following sections describe the experience of individual state agencies. with 
the 1993 early retirement incentive program. We present a brief discussion of the 
impact of early retirement incentives in the following state agencies: Administra
tion, Agriculture, Health, Human Services, and Transportation. In our view, these 
examples show: 

• Early retirement incentives are at least somewhat useful everywhere, 
and of considerable importance to agencies undergoing significant 
reorganization and down-sizing. 

We also believe that these cases demonstrate the difficulty of measuring salary sav
ings. For most agencies, we think salary savings are primarily due to prior budget 
decisions and would occur with or without the early retirement incentives. 

5 The data come from the State Auditor who amlUally compiles financial data along with some 
other data on local governments such as employment and population statistics. But these data are 
only as good as the data that cities keep, and the quality is mixed. 
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Table 5.14 presents a distribution of early retirees by the state agency they worked 
for at the time of retirement, along with the number of people in each department 
and recent employment change in each department. As Table 5.14 shows, two de-
partments, Human Services and Transportation, account for nearly half of all early 
retirees. Many depaltments, including fairly large departments like the Pollution 
Control Agency, have only one early retiree. 

Table 5.14: State Agency Employment, 1990-94 
Change in Emglo)lment 

Early Emglo)lment, 1994 1990-1994 1993-1994 
Retirees 

Agencies 1993 Full-lime Total Full-Time Total Eyll-Tlm~ JQtgJ 

Administration 21 771 840 3.1% 0.5% -4.5% -7.0% 
Agriculture 13 390 503 6.8 4.6 -1.3 0.8 
Commerce 5 239 257 9.1 16.3 -0.8 0.8 
Community Colleges 19 1,898 4,037 9.5 8.2 1.1 1.3 
Corrections 19 2,529 2,728 29.9 27.0 5.9 5.7 
Economic Security 53 1,824 2,071 -2.4 0.6 2.2 3.4 
Education 1 326 374 -10.7 -11.0 -1.2 1.4 
Employee Relations 1 145 176 -5.8 -11.1 -10.5 -8.3 
Finance 3 103 154 -12.0 26.2 -2.8 25.2 
Health 7 891 1,064 16.6 22.9 2.4 6.6 
HECB 2 58 64 -7.9 -12.3 -4.9 -3.0 
Housing Finance 0 125 152 5.9 9.4 -1.6 2.7 
Human Rights 1 55 65 -14.1 -5.8 -8.3 3.2 
Human Services 107 4,937 7,047 -12.8 -6.6 -3.4 2.0 
Labor and Industry 4 338 386 11.2 8.7 4.6 3.2 
Military Affairs 9 296 341 -5.4 -16.2 -2.0 -2.3 
Natural Resources 38 1,917 2,293 11.8 4.4 -1.4 -0.8 
Office of StrategiC and 

Long Range Planning 0 57 93 -38.7 -21.2 72.7 66.1 
Pollution Control 1 706 805 25.4 32.8 4.9 4.8 
Public Safety 35 1,645 1,777 -2.7 -2.6 -2.6 -2.3 
Public Service 2 123 129 4.2 -3.7 2.5 -2.3 
Revenue 21 1,075 1,253 -0.1 6.5 10.3 9.4 
State Universities 27 3,722 5,949 -1.6 9.3 -1.0 -1.5 
Trade and Economic 

Development 2 173 229 -6.5 -18.2 -1.1 -5.4 
Transportation 207 4,492 4,952 -1.4 -2.0 -1.0 -1.6 
Veterans Affairsa 8 442 708 8.3 22.1 4.7 10.8 
Zoological Gardens 0 163 260 18.1 16.6 7.2 0.4 
All othersb 45 820 1,140 -44.1 -40.3 -52.8 -49.9 

Total 651 30,260 39,847 -1.1% 1.6% -2.9% -1.7% 

Sources: Data provided by Department of Employee Relations and the Minnesota State Retirement System. 

aFor 1994, "Veterans Homes· and "Veterans Benefits and Services· combined and listed as ·VeteransAffairs." 

bBecause figures were not available for ail years, employment figures do not Include the following: Higher Education Board, Attomey Gen-
eral, State Auditor, Gambling Control Board, Govemor's Office, IRRRB, Pari-Mutual Racing Board, State Board of Technical Colleges, and 
the State Lottery Board. 
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While we earlier reported survey results for state agencies as a group, the agencies 
vary greatly in size and in their need to reduce staffing levels. The two lrugest de
partments, Human Services and Transportation, for different reasons, needed to 
promote a greater level of attrition than would normally occur. MnDOT needed to 
hold open hundreds of positions to meet budget constraints and avoid layoffs. 
DHS was in the process of closing treatment centers and finding jobs for displaced 
workers, but was constrained against making layoffs outside its central office be
cause of requirements enacted as part of the laws closing several residential treat
ment centers. 

The departments of Agriculture, Health, and Administration were facing condi
tions that are probably common in state government, including changes in manage
ment, fluctuating workloads, changes in technology and the need for new skills. 
While all three made some positive use of the early retirement incentives, it seems 
reasonable to suppose that they could have solved the problems they faced with 
the opportunities provided through normal attrition. Closer examination of these 
departments reaffirms a conclusion that early retirement incentives ought to be tar
geted to employers facing a critical need to reorganize or down-size in a short pe
riod of time and beyond the level permitted by ordinary turnover. In the typical 
department, staff reductions will not finance the additional cost of early retire
ments. 

Department of Agriculture 

Full-time unlimited employment in the Department of Agriculture declined 
slightly between January of 1993 and January of 1994, from 395 workers to 390. 
Total employment went up a little, from 499 to 503 workers. (Total employment 
includes temporary or seasonal full-time employees as well as part-time or inter
mittent workers.) The department's total employment has remained around 500 
during the 1990s, up a little from a decade ago. The department's 1994-95 budget 
lays out a plan to reduce its staffing level by 11.7 positions during each year of the 
biennium. Total department appropriations declined from $23.7 million in fiscal 
year 1994 to $22.6 million in fiscal year 1995. As part of its budget proposal, the 
department anticipated being able to make these reductions through attrition and 
retirements during the 1994-95 biennium. The staff complement was scheduled to 
decline from 598 positions at the start ofFY 1994 to 584 positions by the end of 
FY 1995. 

Thus the Agriculture Department was not facing an extraordinary problem requir
ing the need for major layoffs at the start of fiscal year 1994 when new incentives 
to take early retirement were offered to state employees. We examine this depart
ment in some detail because it represents a chance to examine the impact of early 
retirement incentives in an organization with a stable employment base over a 
fairly long period of time. This is the situation characterizing many state agencies. 
Total executive branch unclassified state employment changed little during the 
1990s. Full-time employment for the state was 30,597 in 1990 and 30,260 in 
1994. 
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The Agriculture Department does not operate in a static environment, however. 
Factors outside the department's control affect its workload. According to the de
partment, the cool weather and relatively poor grain harvest of 1993 led to a low 
level of inter-state and international grain shipments requiring grain inspections. 
As a result, the workload of the department's grain inspectors declined and the 
need for as many regional offices as the department maintained became problem
atic. 

The Department of Agriculture is small enough and early retirees few enough for 
us to understand the consequences of each early retirement on how work was or
ganized in the department and to what extent financial savings accrued to the de
partment as a result of the retirements. 

Fourteen people in the Department of Agriculture took early retirement between 
July 1993 and January 1994. In Agriculture, seven of the 14 positions vacated by 
early retirees were refilled by the end of August 1994. (We know the status of 
most state government positions vacated through early retirement as of this date 
because our data come from a DOER survey with an August 1994 cutoff date). In 
the case of the jobs that were refilled, all but one replacement employee earned a 
salary below that of the departing workers, although the salary savings measured 
this way are small. Aggregating the seven positions, a total of about $9.10 per 
hour was saved because the salary of the new employees was somewhat lower 
than the salary of the retired employees. The seven positions were vacant an aver
age of 65 days so there was some temporary savings from this as well. The sav
ings is temporary, because a similar vacant period would probably occur after a 
nonnal retirement. Of course, vacation and severance pay was due upon retire
ment and this amounts to more than $125,000 that has to be paid sooner than it 
would otherwise be due. In the case of the Department of Agriculture, the interest 
on this obligation is around $5,000 at 4.5 percent per year. 

By November 1994, the date we gathered data from the Agriculture Department, 
the disposition of all the positions vacated through early retirement was fairly 
clear. Replacements had been found for two more positions, but in Agriculture, a 
number of vacancies that the department intends to keep open for the foreseeable 
future were achieved through retirement. The retirements occurred between Au
gust 1993 through January 1994 and our data are current as of November 1994. 
The reasons for a declining workload, according to the department, include a rela
tively poor grain harvest in 1993 and a long-tenn trend to fewer farms. The de
partment estimates that six employees were laid offin 1993 and that it avoided 
three to five layoffs or tenninations due to the early retirement program. 

Early retirees are not necessarily less than 65 years of age. Six of the depart
ment's early retirees were over 65 years of age and one was 73. Without the early 
retirement incentives, these workers might have stayed on. However, it is also 
possible that they or others would have retired anyway, or even that they kept 
working somewhat longer than they otherwise would have in the hope that the 
state would enact the incentives that some were anticipating. Less generous early 
retirement incentives had been enacted in each of the previous two years. State 
employees under 65 can elect either an enhanced annuity or insurance coverage 
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until the age of 65. Employees over 65 have no choice and those close to 65 usu
ally opt for the enhanced annuity. Only five of the Agriculture Department's early 
retirees were younger than 63, and 12 of 14 took the annuity option. 

We asked all departments a series of questions about the 1993 early retirement in
centive, and the Agriculture Department's personnel office is quite positive about 
the program. Retirements in Grain Inspection helped solve problems induced by 
declining workloads, although several supervisory retirements created a short
tenn supervisory vacuum. The department believes the early retirements helped 
save money, helped improve productivity and created opportunities for promotion 
and mobility, and helped avoid a few layoffs. While their assessment is positive, 
the magnitude of savings was small, and the department needed the salary savings 
to fund severance pay. The Agriculture Department has a lot oflong-tenn employ
ees and did not find it difficult to move experienced replacements into the posi
tions vacated through retirement. 

Department of Administration 

The Department of Administration had 771 full-time employees in January 1994, 
down from 807 full-time employees in January 1993, a decline of 4.5 percent. To
tal employment in the department was down about 7 percent to 840 between 1993 
and 1994. The department's fiscal year 1995 appropriation was $27.2 million, 
down from $28.3 million in fiscal year 1994. MSRS records identify 19 people in 
the department who opted for early retirement during the 1993 window. 

The Department of Administration had a declining work force in 1993. As we 
have noted, a condition of declining employment improves the chance that poten
tial benefits (to the employer) of early retirement will be realized and the negative 
consequences will be minimized. Among the possible benefits of early retirement 
are salary savings, replacement of outmoded skills, and consolidation and reOIgani
zation of positions that are not needed but impossible to do anything about while 
there is an incumbent with many years of tenure in the job. 

This is, in fact, a fair description of what happened in the wake of early retire
ments in the Department of Administration. Most of the people who took early re
tirement worked for two divisions within the Department of Administration. Eight 
retirees worked for Intertech, the state's computer services provider, and seven 
worked for the Facilities Management Bureau. Intertech has undergone fundamen
tal change in the last few years as a consequence of changing policy and technol
ogy. The skills appropriate to the computer services function are different today 
than they were ten years ago. The Facilities Management Bureau is responsible 
for plant management, building codes and standards, building management, and re
lated functions. One of the early retirees was the Plant Management Director, and 
this created an opportunity for the new director to consider whether the positions 
vacated within this division should be refilled. 

Nine of the 19 people choosing early retirement in the Department of Administra
tion were 65 years of age or older. Eight were below the age of 62. Four of the 19 
chose the health insurance option while 15 chose the enhanced annuity. The 
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health insurance benefit tenninates at age 65, so it usually makes sense only to 
those with at least several years of eligibility. There were five retirees below the 
age of 60 and all worked for Intertech. 

As in the case of the Agriculture Department, we looked more closely at what hap
pened to the job duties perfonned by each of the retirees. Seven of the 19 retirees 
were replaced by the end of August 1994 with employees hired into the same posi
tion held by the retiree. The job duties of the remainder of the positions vacated 
through retirement were either eliminated or held open for the time being. 

In the seven cases where the position was refilled, a total hourly savings of$15.59 
was realized. Most replacements were hired for a few dollars an hour less than the 
workers they replaced. This is very typical of replacement salaries across state 

government. One of the positions was vacant for up to 101 days, although several 
positions were filled right away. Assuming fringe benefit costs of20 percent of 
salary, a total of about $20,600 for the seven positions was achieved in salary sav
ings because several positions were held open for a time. Assuming the agency ex
perienced some costs in recruiting replacements and in paying accumulated 
vacation and other severance pay and other tennination costs sooner than it other
wise would have, there was probably minimal salary savings from these positions. 
Also, this type of temporary vacancy would have occurred when nonnal retire
ment was taken. 

However, there were 12 positions that were unfilled as of September 1994, and 
significant salary savings accrued as a result. These 12 positions account for over 
$600,000 in salary costs per year. However, this number overstates the true sav
ings considerably as a consideration of individual cases reveals, partly because 
some hiring has occurred behind the vacancies and because some of the positions 
are not pennanently canceled. 

We asked the department about possible positive and negative effects of early re
tirement and about the number of layoffs or other tenninations avoided by early re
tirements. Department of Administration personnel administrators, like nearly all 
personnel officers in state government, are clearly positive about the 1993 early re
tirement incentives. They say the incentives resulted in meaningful salary sav
ings, created promotional opportunities, helped avoid layoffs, helped solve budget 
problems, and did not create serious planning problems. 

The Department of Human Services 

The Department of Human Services is responsible for a far-ranging program of di
rect delivery and regulation of human services across the state. In recent years, 
the department's budget has ranged from $3.0 billion in fiscal year 1991 to $4.6 
billion budgeted for fiscal year 1995. 

The department has more employees than any other, but it has been engaged in a 
program of treatment center closures and reductions that have required significant 
reductions in its work force. The Moose Lake Regional Treatment Center is 
scheduled to close in June of this year and the Faribault Treatment Center is sched-
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uled to be closed in 1998. The Developmental Disabilities programs in Regional 
Treatment Centers are being eliminated or reduced around the state as their clients 
are now served by community facilities. 

The department's staffing levels have been declining in recent years, as measured 
by full-time employment or total employment. Total employment was 7,541 in 
January 1990 and 7,047 in January 1994. Full-time employment was 5,659 in 
January 1990 and 4,937 in January 1991 based on head-count data from the De
partment of Employee Relations. Between January 1993 and January 1994, full
time employment declined an additional 3.4 percent, although total employment 
(including part-time, intennittent, temporary or seasonal employment) went up a 
little. This is the period that corresponds most closely with the 1993 early retire
ment opportunity. 

The 1994-95 budget document provides a count of authorized positions (not the 
same as the head-countdata cited above), of6,021 in FY 1993 and 5,087 positions 
were proposed for fiscal 1995. 

While the Department of Human Services is facing the need to reduce its work 
force substantially, the department is constrained by legislation from laying off 
staff except from the central office. Jobs have to be found for those whose posi
tions in the treatment centers. are eliminated. The department has negotiated sev
eral memoranda of understanding with the unions representing its workers that 
have permitted the offer of severance pay and other special benefits to employees 
willing to leave. The department offers an enhanced severance option that pays a 
severance benefit ofS7,500 and treats voluntary departures as eligible forunem
ployment benefits. 

We asked DHS a variety of questions about its experience with early retirement 
programs both through a mail survey and personal interviews, and we obtained 
some data on each individual retiree. The department considers the early retire
ment incentives to have helped avoid layoffs, to have resulted in meaningful sal
ary savings, and to have helped meet budget constraints. They did not find that 
the incentives created a significant planning problem, nor did the incentives create 
promotional opportunities. In summary, the department found that the 1993 early 
retirement incentive was timely and useful to them. 

Approximately 112 people employed by DHS retired under the 1993 incentive. 
We do not have a count of how many people were eligible to take early retirement 
in DHS, although statewide about a third of eligible workers retired under the 
1993 incentive. We do not have complete information on all early retirees, but of 
the 82 positions vacated through early retirement in response to the 1993 incentive 
on which we do have data, 15 jobs appear to have been eliminated, 12 were re
filled, using the same classification, 8 more were filled using a different job classi
fication, and in the remaining cases, the job duties were reassigned. (Whether 
jobs were refilled or reassigned, other vacancies could have been created or elimi
nated as a consequence, so there is no way of estimating the salary savings. But, 
it is clear that in the case of DHS, significant salary savings did occur as a result 
of the retirements.) 
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Our survey asked each department to estimate the number oflayoffs it made in the 
last four years, and DHS reports 21, 27, 52, and 71 layoffs made in 1991 through 
1994. It estimates that the 1993 early retirement incentives allowed it to avoid 35 
layoffs. As noted, DHS is constrained by law from making layoffs except in the 
central office, and is constrained from filling vacancies while department employ
ees who are scheduled to lose their treatment center jobs bid on vacancies created 
elsewhere in the department. To the extent that DHS can solve its problem 
through early retirement, it is able to avoid the continuing cost of gridlock created 
by downsizing without layoffs, or the ability to refill vacancies when some other 
department employee could, with training, qualify for the job. 

DHS has the second highest number of early retirees in response to the 1993 incen
tive. It stands as a clear example of a state agency faced with the immediate need 
to downsize as residential treatment services and programs are closed or reduced. 
It is certainly a department in which it makes sense to offer early retirement incen
tives; even with the incentives, the department is facing the difficult task of plac
ing employees whose jobs at the treatment centers were eliminated. It is also clear 
that early retirement incentives will not solve DHS's problem, and for this reason, 
DHS has other programs designed to reduce its work force. 

The agreement between public employee unions and the department demonstrates 
that it is possible to target incentives to specific departments, to the mutual benefit 
of both employees and employers. The requirement that early retirement incen
tives need to be offered to everyone or no one guarantees that early retirement will 
be offered in circumstances where it is either not helpful or not needed. As Chap
ter 2 of this report demonstrates, around one half of all early retirees in 1993 
would have retired anyway, without special incentives. Thus early retirement in
centives are most appropriate in departments facing critical circumstances. Argu
ably, DHS in the 1990s is such a department. 

Minnesota Department of Transportation 

According to its budget proposal for 1994-95, the Minnesota Department of Trans
portation entered the 1994-95 biennium anticipating flat highway user revenues 
and declining federal revenues. The department anticipated a significant revenue 
shortfall over the previous biennium, and planned to maintain a 9.5 percent va
cancy rate in fiscal year 1994 and a 13 percent rate in 1995 in order to achieve 
needed salary savings. 

In January 1994, MnDOT employed 4,492 full-time unlimited employees and a to
tal of 4,952 employees. These numbers were down 0.99 percent and 1.65 percent 



BENEFITS TO EMPLOYERS 63 

MnDOThad 
more early 
retirees than 
any other state 
agency. 

MnDOT 
needed to keep 
many positions 
open in order 
to stay within 
its 1995 budget. 

from one year earlier.6 MnDOT employs quite a few seasonal workers and has 
some flexibility when faced with the need to achieve salary savings other than us
ing layoffs, a tool it prefers to avoid if at all possible. MnDOT reports, in fact, 
making only one or two layoffs each year during the four year period ending in 
1994. But the department feels that the early retirement incentives made it possi
ble to avoid up to 100 layoffs in 1994. 

MnDOT had 206 employees take early retirement in response to the 1993 pro
gram. According to MnDOT, 624 were eligible to retire. According to the person
nel office, about 120 would have retired anyway leaving 89 vacancies that would 
not otherwise have occurred. 

We examined what happened to the positions vacated in MnDOT through early re
tirement, and as of Fall 1993, about 23 percent had been refilled and 76 percent 
were left open. Even allowing for some imprecision in the data, and it should be 
viewed with caution, it is clear that MnDOT used many vacancies created through 
early retirement to avoid layoffs or other salary saving techniques like not recall
ing seasonal workers. 

It is clear from these statistics that MnDOT had to hold positions open in order to 
obtain the salary savings needed to meet its budget. The personnel office does say 
that some highly skilled employees left as a result of the incentives, but that other 
departures offered a chance to improve productivity. The biggest point is that lay
offs were avoided in a department that regards layoffs as a last resort. 

Department of Health 

The Minnesota Department of Health has grown in recent years. Its full-time staff 
increased by about 17 percent between 1990 and 1994 to 891 employees in Janu
ary 1994. Between 1993 and 1994, its full-time employment grew 2.4 percent and 
total employment grew 6.6 percent. According to its personnel office, the depart
ment is continuing to add staffin a couple of areas. 

The experience of the health department is instructive. It shows that in a fairly 
large department, the 1993 early retirement incentives can have minimal impact. 
In the Health Department about 20 people were estimated by the personnel office 
to be eligible out of a work force of about 1,100 and six people took advantage of 
the incentives. 

The department felt it was useful to take a close look at each of the positions va
cated through early retirement, and as a result, they upgraded one, left another va
cant, reassigned the duties in a third, and refilled the remainder at a similar salary. 
All in all, the department appears to have eliminated one supervisory position. All 
but one of the retirees took the health insurance option. 

6 These numbers come from the Department of Employee Relations and are from the data set used 
throughout this report. MnOOT reports somewhat different numbers, 4,390 full time employees in 
1994 and 4610 in 1993, a five percent decline. These numbers could be more accurate. 
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The Health Department had a few layoffs in the past, and four in 1993. It believes 
it avoided one layoff because of early retirements. Otherwise, the department is in 
favor of early retirement incentives, and expresses the view that retirement incen
tives should become a pennanent program. 

Many departments, like the Department of Health, had only a few early retire
ments. Health is representative of many for whom the early retirements offer an 
opportunity to examine staffing needs, but do not have a major impact because 
few positions are affected. Among the state agencies with less than five early re
tirements are the Department of Education, the Pollution Control Agency, the De
partment of Employee Relations, the Department of Finance, and the Department 
of Human Rights. As our survey results have shown, most personnel administra
tors evaluate the early retirement incentives positively, but this must be under
stood in the context of the minor impact, positive or negative, that a few 
retirement decisions can have in a large agency with significant retirements and 
other attrition occurring anyway. 

Case Studies Summary 

The experience of five departments of state government described above makes it 
clear to us why most employers regard 1993 early retirement incentive program 
quite favorably. Each department was able to accomplish some useful staffing 
changes, and no department experienced a net loss of productive workers. Each 
department was holding open some positions, and the two largest departments of 
state government were able to achieve meaningful salary savings and avoid lay
offs or other problems. 

But public employers cannot fully evaluate whether the benefits of early retire
ment incentives outweigh the costs since they do not bear the full cost of retire
ment incentives (although many are quite knowledgeable about the issue). Given 
the fact that early retirement incentives are a useful tool in some settings, we think 
they should be targeted to where they are needed, and their cost should be borne 
by the agencies or employers that are realizing the benefit. 
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Recommendations 
CHAPTER 6 

This chapter summarizes our major findings and makes two recommenda
tions designed to improve the effectiveness and economy of early retire
ment incentives. It concludes with a brief discussion of the context for 

early retirement policy decisions. In our view, decisions about early retirement in
centives should not rest solely on the costs and benefits of the incentives them
selves, but on other aspects of the state's retirement policy and on the 
demographic conditions that will affect the financing of retirement benefits in the 
future. 

SUMMARY OF PREVIOUS FINDINGS AND 
RECOMMENDATIONS 

Our major findings are: 

• Employers like early retirement incentives and the additional staffing 
flexibility they produce. 

• Most public employers are growing and do not face hiring gridlock or 
the need to make layoffs. 

• About half of all early retirees would probably have retired in the 
same year they took early retirement if the incentive were not offered. 

• The cost of early retirement incentives is significant, over 5100 million 
in the case of the 1993 incentive program. 

• Some public employers in Minnesota face conditions where they need 
more turnover than normal attrition offers in order to carry out 
significant organizational changes and work force reductions. 

• In the case of the 1993 incentives, local employers pay for other 
employers' early retirements whether or not they opt to participate in 
the program. Employers do not pay for the cost of early retirements 
at the time they occur; the cost is financed through future employer 
and employee contributions. 
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• It is highly unlikely that salary savings can offset the cost of early 
retirement incentives. 

On the basis of these findings, we conclude that early retirement incentives have a 
useful function in specific circumstances, but that these conditions are not typical 
or widespread. Therefore, offering an expensive option to employers who do not 
need it, and offering enhanced benefits to retirees who would retire anyway, is not 
cost effective. 

As a result, we recommend that: 

• Future early retirement incentives should be targeted to employers 
facing conditions that make it likely that incentive benefits will be high 
in relation to costs. 

These conditions include the need to reduce staffing levels beyond that permitted 
by normal attrition. We are aware of the practical and legal impediments of target
ing early retjrement incentives. Employee associations have worked to extend nar
rowly targeted incentives to broader groups under the rugument that it is unfair to 
offer a benefit to one group and not another. But we believe there are serious ques
tions about the equity of retirement incentives such as the 1993 program, which 
benefits current employees and is paid for by future workers. 

Public employee unions may agree to the use of early retirement incentives in spe
cific employment settings if the alternative is layoffs. For example, under several 
memoranda of understanding, the Department of Human Services is currently able 
to offer severance pay to certain DHS employees that is unavailable to other state 
employees represented by the same unions. A similar mechanism could be used to 
selectively offer early retirement incentives. 

We conclude that use of early retirement incentives should be restricted to employ
ment conditions which require a choice between employee terminations or early 
retirements. As we briefly discuss later in this chapter, Minnesota public em
ployee retirement benefits are not particularly high compared to public employee 
retirement benefits around the country. By ruguing against early retirement bene
fits we are not making an rugument against or for enhanced general benefits fi
nanced in advance. 

Finally, we conclude that the present method of financing early retirement incen
tives is flawed. Some employers pay for the incentives whether or not they partici
pate. All participating employers get the benefit now and leave the financing 
burden to future employers and employees. Some of the benefits of early retire
ment are subjective and difficult to measure from a distance. Employers are in the 
best position to weigh the costs and benefits of early retirement incentives. Conse
quently, we recommend that: 

• The cost of early retirement incentives should be paid by employers at 
the time the early retirements are taken. 



CONCLUSIONS AND RECOMMENDATIONS 67 

We recognize that if an employer is facing conditions that require staffing cuts, it 
may be impossible to finance the cost of early retirement. But, as our report has 
shown, early retirement is offered to many who would have retired anyway, and to 
others who plan on retiring in the fairly near future. If an employer is undergoing 
a major one-time reorganization, it may be that special funding has to be provided 
specifically for this purpose. In any case, future generations should not be encum
bered by the cost of retirement annuities or benefits for the present generation of 
retirees beyond the unfunded liabilities that already exist. As we will see in the 
next section, the demographic structure of Minnesota and the United States is 
changing in a direction that makes it unwise to further require current workers to 
pay for current retirees. Current workers have their hands full paying for their 
own retirement benefits. 

CONTEXT FOR POLICY DECISIONS 

Legislative decisions on early retirement incentives need to consider the broader 
public interest. Almost certainly, policy makers will consider factors other than 
early retirement benefits and costs. As context for legislative decisions on early re
tirement, we offer a brief discussion of several other factors than may be judged 
gennane to the debate, even though there is no direct or necessary connection to 
the specific issue. First we present a brief comparison of Minnesota's public em
ployee pension benefits to those of other public employee pension systems. It 
may be of interest to know how pension benefits as a whole compare nationally, 
when deciding the merits of enhanced benefits for the purpose of inducing early re
tirement. 

Second, there are profound yet predictable demographic changes that are under
way that color the debate over retirement policy. Again, these have no necessary 
connection with Minnesota's early retirement debate, but they are worth keeping 
in mind as the pro's and con's of early retirement incentives are evaluated in the 
future. 

Minnesota Retirement Benefits Com pared with 
Other Public Employee Retirement Benefits 

It is not our purpose to make a thorough comparison ofPERA, MSRS, and TRA 
benefits to those of other public employee pension systems, but in an evaluation of 
early retirement incentives such as those offered in the early 1990s, it is useful to 
examine, in general tenns, how Minnesota public employee benefits compare with 
public employee pension systems around the country. Specifically, it is of interest 
to know if early retirement incentives such as those offered in the early 1990s 
cause Minnesota's public employee pension benefits to rise to a lIwel where they 
are out ofline with the pension benefits offered through public employee pension 
systems around the nation. 
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There are many dimensions on which pension systems can be compared. Pension 
benefits in systems like MSRS, PERA and TRA and many other public employee 
pension systems are based on years of service, final average salary and an annual 
factor that is multiplied by years of service, and then by final average salary to de
tennine pension benefits. Systems may be compared on various characteristics in
cluding the size of the annual multiplier, the number of years on which the final 
average salary is based, the fonnula for computing post-retirement benefits, the 
years required for vesting, and the level of employee and employer contributions. 

The best source of comparative infonnation on public employee pension benefits 
that we know of is the Wisconsin Retirement Research Committee, an agency of 
the Wisconsin Legislature that carries out an annual survey of public employee 
pension systems. In our 1991 report on State Investment Perfonnance,1 we pre
sented some comparative data drawn from the Wisconsin survey and it is pre
sented again in Table 6.1. 

Table 6.1 shows that the three major Minnesota pension plans rank near the bot- . 
tom of comparable plans in the size of the initial pension.2 Part of the reason is 
that Minnesota's employee and employer contributions are lower than contribu
tions in other systems. Minnesota public employee unions have called for higher 
employer and employee contributions and benefits, and contributions were re
cently raised for TRA members. 3 

Table 6.1: Initial Pensions for Public Employees, 1990 

State Local Public 
Government Government School 
Employees Employees Teachers2 

Minnesota Pension $16,360 $16,360 $16,360 
Median Pension Among All States 1 19,100 19,790 19,100 

Minnesota Rank 32 of 37 270f30 29 of 34 

Minnesota Pension as % of 
National Median 86% 83% 86% 

Source: Office of the Legislative Auditor 1991 Report: state Investment Performance, p. 70, from the 
\Msconsin Retirement Research Committee, 1990 Comparative Study of Major Public Employee Retire
ment Systems. 

1The comparison excludes plans without Social Security coverage. Initial pensions were calculated 
based on 30 years of service, an age of 65 at retirement, a final salary of $40,000, and salary In
creases of five percent annually In the years prior to retirement. 

2TRA employee contributions and benefits were raised in 1994. 

1 State Investment Performance, Prognun Evaluation Division, Office of the Legislative Auditor, 
State of Minnesota, Apri11991. 

2 Minnesota's post-retirement increases have been higher than most states in recent years however. 

3 Coming Up Short: An Analysis of Public Employee Pension Plans, As Compared to Other 
States. 1993 Published by Eight Public Employee Associations and Unions. 
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The 1993 retirement incentive program offered (to state and local government em
ployees) a choice of health coverage to age 65 or an enhanced annuity of 0.25 per
centage points per year of service in addition to the regular amount of 1.5 percent 
offinal average salary per year of service. In the case ofTRAmembers, the 1993 
incentive included both health insurance to age 65 and an increased annuity of 0.1 
percent per year of final average salary. The 1994 Wisconsin Retirement Research 
Committee survey collected data on multiplier amounts and these are presented in 
Table 6.2 which shows that only 12 of 61 surveyed public employee plans coordi
nated with social security have an annual multiplier as low as Minnesota's 1.5 per
cent. In 1994,33 of61 plans had multipliers over 1.7 percent. Even with an 
enhanced annuity that raises the multiplier from 1.5 percent to 1.75 percent of fi
nal average salary (the enhanced annuity benefit of the 1993 incentive) Minne
sota's annual multiplier is well below the average of the coordinated plans 
surveyed in 1992 and 1994 by the Wisconsin Retirement Research Committee. 

Table 6.2: Annual Multiplier Comparison 1992 and 
1994 

formula MuHiplier 

1.1%to1.3% 
1.3+% to 1.5% 
1.5+% to 1.7% 
1.7+% to 1.9% 
1.9% to 2.1 % 
2.1+% 

1992 Survey 

5 plans 
9 plans 

19 plans 
6 plans 

19 plans 
4 plans 

1994 Survey 

5 plans 
7 plans 

16 plans 
9 plans 

20 plans 
4 plans 

Source: Wsconsin Retirement Research Committee, 1994 Comparative study of Major Public Em
ployee Pension Systems, p. 14. 

While the foregoing is a cursory. analysis of a complicated subject, it does not ap
pear that early retirement incentives sweeten Minnesota's major public employee 
retirement system benefits to the point that they are out of line with comparable 
state or local public employee pension plans. A case can be made for higher em
ployee and employer contributions and higher retirement benefits, since, as we 
will see in the next section, future demographic conditions will not be favorable 
for transfers from current workers to current retirees. 

Labor Force Trends 

The issue of early retirement incentives needs to be considered in light of recent 
trends in the age of retirement and.projections for the future. At the same time 
that early retirement has become more popular, the age required for collecting full 
social security benefits is set to rise in steps from 65 to 67, for people born after 
1937. The normal age for full social security benefits is now 66 for people born in 
1943 and 67 for people born in 1960 or later. The normal age for retirement from 
state employment (thus full benefits) is now tied to the normal age for full social 
security benefits for employees hired since 1989. The issue can be raised whether 
it makes sense to simultaneously raise the age of retirement and reduce it through 
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early retirement incentives. In any case, the effort required for funding social secu
rity depends on the ratio of active, contributing wolkers to retirees. Assuming that 
most early retiees do leave the labor force, continuation of early retirement incen
tives runs counter to the system's funding requirements in the future when fewer 
wolkers will be supporting proportionately more retirees. 

Labor Force Participation 

Labor force participation at ages 55 and over has been declining for several dec
ades. This reflects the increased affluence of cohorts approaching retirement age 
over this period, and improved social security and health insurance benefits as 
well as other factors. The entrance of women and the baby boom cohorts into the 
labor mal'ket has resulted in a relative labor surplus. The trends in labor force par
ticipation are shown in Table 6.3 using data from the Bureau of Labor Statistics 
(BLS). Labor force participation has declined sharply for men aged 55 to 65 and 
65 plus, and stayed about the same for women since the 1970s. As Table 6.3 
shows, labor force participation for men 55 and over went from 49.3 percent in 
1975 to 39.3 percent in 1990. It is projected to reverse this decline and increase to 
41.8 percent by 2005. 

Forces leading to a decline in participation for older women have been counterbal
anced by sharply growing labor force participation for women as a whole. But, 
older women's labor force participation stayed level between 1975 and 1990 at 

Table 6.3: Civilian Labor Force Participation Rates by 
Sex and Age, 1975 and 1990, and Moderate Growth 
Projection to 2005 

Participation Annual Growth Rate 

Gro.uQ ill 199Q 2QO.5 1975-90 1990-2005 

Tolal, 16 years and over 61.2% 66.4% 69.0% 0.5% 0.3% 
16 to 24 64.6 67.3 69.5 .3 .2 
25 to 54 74.1 83.5 87.3 .8 .3 
55 and over 34.6 30.2 34.6 -.9 .9 

Men, 16 years and over 77.9 76.1 75.4 -.2 -.1 
16 to 24 72.4 ·71.5 73.1 -.1 .1 
25 to 54 94.4 93.5 92.4 -.1 -.1 
55 and over 49.3 39.3 41.8 -1.5 .4 

Women, 16 years and over 46.3 57.5 63.0 1.5 .6 
16 to 24 57.2 63.1 66.0 .7 .3 
25 to 54 55.1 74.1 82.3 2.0 .7 
55 and over 23.1 23.0 28.7 0.0 1.5 

Source: Bureau of Labor Statistics, Monthly Labor Review, Nov. 1991, vol. 114, no. 11, p. 34. 
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about 23.0 percent, and is projected to increase to 28.7 percent by 2005. BLS pro
jections not shown here also predict that labor force participation will go up or 
stay stable for both men and women over 65 and over 75 years of age between 
1990 and 2005. Early retirement incentives have been consistent with these labor 
force trends, in that declining participation at ages 55 and over have been met with 
encouragement to take early retirement. But BLS projections show that the trend 
toward lower labor force participation is expected to be reversed between 1991 
and 2005, and the question can be raised whether early retirement incentives will 
make sense in the future. The reversal of the trend in labor force participation of 
older workers is a reflection of smaller cohorts entering the labor force, but the im
portance of the trend is also due to the fact that the older labor force will increase 
substantially by 2005 due to rising rates and larger numbers. Of course broad na
tional trends may not describe the situation facing particular Minnesota public em
ployers. In the future as in the past, some public employ~rs in Minnesota will 
experience a growing workload, and others a decline. 

Age at Retirement 

Related to labor force participation is the trend in age at retirement. The average 
age of retirement has been declining for some time, but no major decline is pro
jected for the future. Table 6.4 shows that retirement age has declined from 66.9 
years for men and 67.7 years for women in 1950-55 to 62.6 and 62.8 years respec
tively for men and women in 1985-90. The median age of retirement has fallen 
about 5 years, but is projected to decline only a little further in the future. By 
2005, the median age of retirement is projected to decline to 61.7 years for men 
and 61.2 years for women. A decline in the average age at retirement (plus gains 
in longevity) tend to raise the economic burden placed on younger cohorts. Pre
dictions of a reversal of the decline in the average age of retirement have been 
made, but the best recent effort to measure whether this will actually take flace in 
the near future suggests that it will not happen for at least another decade. 

The reason it is desirable to prolong working careers is that the ratio of retired peo
ple to workers is expected to increase in the future. Social Security and many 
other public expenditures represent transfers from workers to those both younger 
and older than workers. Financing many government expenditures is easier if the 
ratio of workers to dependents is relatively high. Table 6.5 shows what has hap
pened and will happen to this ratio. It presents census estimates of the number of 
dependents per 100 persons aged 18 to 64 years for 1900 to 1990 and projections 
to 2050. The dependency ratio declined from 82.2 per 100 people aged 18 to 64 
in 1960 to 62 in 1990. This ratio is projected to stay about the same or even de
cline slightly to 2010, then sharply increase to 67.3 in 2020 and 77.9 in 2030. Al
most the entire change in the ratio is due to the rapidly increasing size of the 
elderly population. The ratio of people under 18 to the population aged 18 to 64 is 
projected to change very little between 1990 and 2050. 

Finally, it is useful to consider what will happen to the size of the elderly popula
tion in the future. In 1990 the U. S. population 65 years of age and older num-

4 Murray Gendell and Jacob S. Siegel, "Trends in Retirement Age by Sex 1950-2005," Monthly 
Labor Review, 115(7): 22-29. 
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Table 6.4: Median Age at Retirement, by Sex, 1950-55 
to 2000-05 

Ag~ 

period Mfill WQm~D 

1950-55 66.9 67.7 
1955-60 65.8 66.2 
1960-65 65.2 64.6 
1965-70 64.2 64.2 
1970-75 63.4 63.0 
1975-80 63.0 63.2 

1980-85 62.8 62.7 
1985-90 62.6 62.8 
1990-951 62.7 62.6 
1995-20002 62.3 62.0 
2000-053 61.7 61.2 

Note: Estimates were calculated from 5-year age-specific labor force data obtained in the Current 
Population Survey and life-table survival ratios. 

Source: Bureau of Labor Statistics, Monthly Labor Review, July 1992, p. 27. 

1 Based on 1990 actual and 1995 projected data. 
2Based on projected data for 1995 and 2000. 
3Based on projected data for 2000 and 2005. 

Table 6.5: Number of Dependents per 100 Persons 
Aged 18 to 64 Years, 1900 to 2050 
(Middle series. As of July 1. Resident population) 

Total Under Aged 65 
~ Dependents Age :16 and QYe[ 

ESTIMATES 
1900 79.9 72.6 7.3 
1910 73.2 65.7 7.5 
1920 72.0 64.0 8.0 
1930 67.7 58.6 9.1 
1940 59.7 48.8 10.9 
1950 64.5 51.1 13.4 
1960 82.2 65.3 16.9 
1970 78.7 61.1 17.6 
1980 64.9 46.2 18.7 
1985 61.9 42.6 19.3 
1990 62.0 41.7 20.3 

PROJECTIONS 
2000 63.3 42.4 20.9 
2010 60.9 39.4 21.5 
2020 67.3 39.9 27.4 
2030 77.9 42.2 35.7 
2040 78.9 41.8 37.1 
2050 78.1 41.7 36.4 

Source: u. s. Census, Current Population Reports, P25·1104, p. xv. 
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bered about 31,224,000. Table 6.6 presents the Census Bureau's middle series pro
jection of this population to 2050. The population aged 65 is projected to reach 40 
million in 2010, 53 million in 2020 and 70 million in 2030. The elderly popula
tion will be 16.4 percent of the population in 2020 and 20.1 percent by 2030 com
pared to about 12.8 percent today. Minnesota is older than the nation as a whole, 
so these national figures probably understate the demographic changes that are 
projected for the future in Minnesota. Projections of the population by age for 
Minnesota show that the population over 65 in Minnesota will be proportionately 
larger in Minnesota by 2015, although it is somewhat less than the national aver
age today. By 2020, the elderly population is projected to be 16.9 percent of the 
total population in Minnesota compared to 16.37 in the nation as a whole. 

None of the demographic trends described above settles the issue of what Minne
sota's public employee retirement systems should look like, but they do set a con
text for consideration of pension system policy decisions. The long tenn trend 
toward a lower retirement age and in labor force participation by older workers are 
widely predicted to either level out or reverse direction. Financing Social Security 
will become more difficult and there will be a strong national interest in extending 

Table 6.6: Population Projections by Age, Minnesota and the United 
States (in thousands) 

1993 1995 2000 2005 2010 2015 2020 

United States 
65 to 74 18,651 18,963 18,551 18,624 20,978 25,733 30,910 
75 to 84 10,629 11,087 12,438 13,264 13,157 13,467 15,480 
85 and over 3,315 3,598 4,333 5,082 5,969 6,632 6,959 

65 and over 32,595 33,648 35,322 36,970 40,104 45,832 53,349 

Percent 65 and over 12.64% 12.77% 12.79% 12.82% 13.35% 14.64% 16.37% 

All ages 257,927 263,434 276,241 288,286 300,431 313,116 325,942 

Minnesota 
65 to 74 300 306 304 309 349 429 525 
75 to 84 192 196 210 223 224 231 266 
85 and over 72 76 88 98 110 121 126 

65 and over 564 578 602 630 683 781 917 

Percent 65 and over 12.46% 12.51% 12.48% 12.64% 13.32% 14.80% 16.90% 

All ages 4527 4619 4824 4986 5127 5276 5426 

Mn/US Ratio 0.9859 0.9797 0.9760 0.9853 0.9980 1.0113 1.0325 

Source: U. S. Census, Current Population Reports, P25-1111, p. 24. 
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working careers. There is no necessary connection between wise national policy 
and Minnesota public policy, but the functional requirements of the Social Secu
rity system should enter into the decision. 

If a lot of recent thinking is correct, occupational careers will be different in the fu
ture than in the past, characterized by greater mobility and career changes. The pe
riod since the Second World War has seen a large increase in labor force 
participation by women and an increase in two-eamer households. These trends 
taken together suggest that part-time work, frequent job changes, and greater flexi
bility will need to be accommodated in the future. While early retirement is one 
need to be accommodated, so are portability of benefits and the increased likeli
hood that people will not make a lifetime commitment to a career in public em
ployment. These issues require pennanent structural changes in the retirement 
system ratherthan occasional early retirement incentives. 



Appendix A: Survey Design 

A
s part of the study we surveyed state agencies, cities, counties and school 
districts. We obtained data on individual retirees, as well as data on the 
benefits and costs of early retirement incentives. 

This appendix provides a discussion of the samples and survey procedures used in 
our study. Copies of the survey instruments are also included. We achieved a 
high rate of response to each of the surveys, over 85 percent in every case. This is 
due to the general cooperation we received as well as our repeated calls back to 
non-respondents. 

STUDY SAMPLES 

State Government 

As we started our study, the Department of Employee Relations was also initiating 
their own study of state government early retirees. They were preparing to collect 
data on each early reti,ree responding to the 1993 incentive. In the interests of 
avoiding duplication, we decided to use their data on the disposition of jobs va
cated by early retirement of state employees. DOER received responses from 28 
departments. 

We sent a separate survey with additional questions to every state department with 
at least one early retiree and conducted personal interviews with six departments 
and telephone interviews with others. 

We sent surveys to the 31 state departments with early retirees, and received 27 us
able responses. We did not survey the community colleges or state universities, 
because we doubted we had the resources to include these systems along with ex
ecutive branch agencies of state government, city and county government and 
school districts. The 18 retirees from the community colleges are included in our 
numbers on disposition of retirees' job duties and in salary data. The State Univer
sities were not included in DOER's study, and are not included in our numbers on 
salary and disposition of job duties. We did use some data provided by the retire
ment associations and the Department of Employee Relations on both the commu
nity colleges and state universities, however. On the basis of these numbers, the 
State Universities contributed 27 early retirees to the total. 

We identified a total of 651 state employees who took early retirement in response 
to the 1993 incentives, We based our salary comparisons and job disposition data 
on a total of584 retirees on whom we were able to assemble data. The exactnum
ber of early retirees varies across the data sources in part because of different treat
ment of retirees with service credit derived from working for more than one 
employer, 
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The four deparbnents out of 31 that did not respond to the survey are the State 
Auditor, DOER, the Board of Animal Health, and the Secretary of State. All to
gether these had a total of fewer than 10 early retirees. Thus our response rate for 
state deparbnents is 27 of 31, or 87.1 percent. Our rate for individuals is 584 of 
651, or 90 percent. 

School Districts 

Table A.1 presents the design of our sample of school districts. We wanted to be 
sure to sample the largest districts, because that is where most of the retirees are, 
and we also wanted to make sure districts whose employment is declining were 
also represented, because we expected that those districts would have a different 
response to early retirement incentives than growing districts. So we used five sur
vey categories and selected 100 percent of the 30 districts with average daily mem
bership (ADM) of 5,000 or more, and we also selected 100 percent of the 14 
districts with a declining number of teachers between school years 1992-93 and 
1993-94. We selected half of the districts with enrollment between 2,000 and 
5,000, one-quarter of the districts with enrollment between 1,000 and 2,000, and 
one-eighth of districts between 500 and 1,000. 

Table A.l shows the response rate for each of these survey categories, and also 
shows that we received back 85 of the 95 surveys we mailed out for an overall re
sponse rate of 89 percent. The survey responses were weighted by the same fac
tors used in sampling so our results are representative of Minnesota school 
districts with early retirees. We did not mail surveys to districts that did not have 
early retirees. 

. Table A.1: School District Sample 
Number Number of Districts Retirees on 

of Early Sample Sample with Ear1~ Surveys Surveys Returned Response 
Survey Category ~ ~a Em. ~ ~ ~ Returned ~ .BmJ. 

1992-93 Enrollment 30 1,093 100.0% 30 30 26 766 86.7% 
Over 5,000 

Declining Number of 14 174 100.0 14 14 12 167 85.7 
Teachers and 
Enrollment Over 
1,300 

1992-93 Enrollment 47 444 50.0 2 47 22 20 187 90.9 
Between 2,(]()()..5,000 

1992-93 Enrollment 79 316 25.0 4 73 19 17 84 89.5 
Between 1,000-2,000 

1992-93 Enrollment ~ --1.a1 12.5 8 .-li 10 10 ---1I .tOQ..Q 
Between 500-1,000 

Total 258 2,218 238 95 85 1,221 89.5% 

aData provided by PERA, TRA, and the teachers retirement associations of Duluth, Minneapolis, and st. Paul. Data were preliminary so 
may differ slightly from figures elsewhere in this report. 
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Counties 

The county sample was simple. ' As Table A.2 shows, there are 87 counties in Min
nesota. We surveyed all of the 25 hugest counties. The smallest of these had a 
population of 32,650. We sUlveyed half of the remaining counties that had at least 
one early retiree working for county government. There are 56 such counties. We 
obtained a response rate of 96 percent for the largest counties, and 83 percent for 
the smaller counties. This averages to an 89 percent total response rate. 

Table A.2: County Sample 
Number Number of Counties Retirees on 

of Earty Sample Sample with Eari~ Surveys Surveys Returned Response 
Survey Categocy Counties ~a Bate. ll\Ie.igh1 ~ MaW!. Returned ~ Bate. 

25 Largest Countiesb 25 337 100% 25 25 24 335 96.0% 
(population over 
32,650) 

Remaining Counties §2 .1lm 50 2 52 '29 ~ ...19 82.a 

Total 87 517 81 54 48 414 88.9% 

aData provided by the Public Employees Retirement Association. Data were preliminary so may differ silghtly from figures elsewhere In 
this report. 

bAs measured In 1992. Data provided by the State Auditor's Office. 

Cities 

Table A.3 shows the design of our sample of cities. We surveyed the four largest 
cities excluding Minneapolis which did not offer the 1993 early retirement incen
tives. We also sampled the 11 cities with at least five early retirees. We surveyed 
half of all cities with populations between 10,000 and 60,000, and a quarter of cit
ies with a population of 2,000 to 10,000. These categories contain 368 early retir
ees. 

We identified 61 other early retirees from data supplied by PERA, but since these 
were scattered among very small cities and townships we decided not to include 
these places in our study. It would have been difficult to obtain good data on what 
amounts to 14 percent of city employees who took early retirement, and it might 
have impeded our ability to get a good response rate from the larger cities. Our re
sponse rate was 100 percent among the largest cities and cities with at least five 
early retirees. By themselves these survey categories account for nearly half of all 
city employees who took early retirement. 

Other Data Sources 

Our data on employment and enrollment in school districts was provided by the 
State Department of Education. Data on employment and 'population in cities and 
counties was provided by the State Auditor's Office. These data come from the 
Auditor's Financial Health Profiles reports. The last year for which we have data 
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Table A.3: City Sample 
Number NUmber of Cities ReUreeson 

of Early Sample Sample with Earl~ Surveys Surveys Returned Response 
~U~ll Ciltilgl:![ll ~ ~a &m WiIIgb1 ~ MaIWl Biltumild ~ &m 

4 Largest Citlesb 4 147 100% 4 4 4 135 100.0% 
(population over 
60,000) 

Cities with at Least 5 11 78 100 11 11 11 74 100.0 
Early Retirees 

CitiesWth 63 69 50 2 37 20 19 44 95.0 
Population 
10,OOO-60,OOOc 

CitiesWth 25 4 ...11. 
Population 
2,OO0-10,()()(f 

Total 185 368 92 44 42 270 95.5% 

aData provided by the Public Employees Retirement Association. Data were preliminary so may differ slightly from figures elsewhere in 
this report. 

bExcludes Minneapolis, which did not participate in the incentive. 

CAs measured in 1992. Data provided by the State Auditor's Office. 

is 1992, and the statistics are provided by cities and counties as an adjunct to the 
financial reporting required by the State. Many cities and counties did not have 
good annual infonnation on employment and population judging from the fact that 
these numbers did not change from year to year. Statistics on state government 
employment come from the Department of Employee Relations' monthly Execu
tive Branch Employment Statistics reports. We obtained and analyzed employ
ment statistics covering the period January 1982 to January 1994. 



School District TRA Member Survey 

These questions refer to the teachers and other TRA members who took early retirement in 1993. These retir
ees are listed in a legal-size fonn accompanying this questionnaire. A similar questionnaire asks about your dis
trict's employees who are PERA members. Please add any comments you have about the surveyor the subject 
matter it covers in the space provided or on additional pages. Your responses are vital if we are to gain an accu
rate view of the impact of early retirement incentives. 

In reporting the results o/this study, our office will not release any in/ormation that permits the identifica
tion 0/ any individual retiree. Also, we will only release opinion data in summaries combining your re
sponses with those 0/ other school districts, so your individual responses will not be made public. 

1. The following questions ask you to describe the impact of the 1993 early retirement incentives on your 
school district. We are referring to the incentives offered statewide, not early retirement severance payor 
other incentives specific to your district. 

a. On the whole, early retirements resulted in meaningful salary savings. 

o 1. Agree 0 2. Disagree 

b. Please describe the effect of early retirements on teacher quality. 

o 1. Significant improvement 0 4. Some loss of quality 

o 2. Some improvement 0 5. Significant loss of quality 

o 3. No change 

c. Early retirement incentives created opportunities for promotion or mobility that were overdue. 

o 1. Agree 0 2. Disagree 

d. Disruptive or demoralizing staff reassignments were caused by early retirements. 

o 1. Agree 0 2. Disagree 

e. Early retirements helped avoid layoffs or tenninations. 

o 1. Agree 0 2. Disagree 

f. Please estimate the number oflayoffs and tenninations you avoided as a result of the 1993 incentive. 
(Do not include teachers who were laid off over the summer but recalled at the beginning of the fol
lowing school year.) 

g. Early retirement incentives created difficult problems in planning for future staffing needs. 

o 1. Agree 0 2. Disagree 

h. Early retirement incentives helped us solve a difficult budget situation. 

o 1. Agree 0 2. Disagree 



80 EARLY RETIREMENT INCENTIVES 

2. Taking everything into consideration, how would you evaluate the impact of the 1993 early retirement incen-
tives for TRA members on your district: 

o 1. Strongly positive 

o 2. GenernIly positive 

o 3. GenernIly negative 

o 4. Strongly negative 

3. What are the most important benefits to your district of the 1993 statewide early retirement incentives offered 
in 1993? 

4. What are the most important negative effects of the 1993 early retirement incentives? 

5. Please estimate the total number of layoffs of teachers and other licensed staff (TRA members) in your dis
trict that were not recalled at the start of the following school year. 

1991 __ _ 1992. ___ _ 1993 __ _ 1994 __ _ 

6. What is the average annual sala.ry (excluding fringe benefits) of new teachers hired at the start of the 1993-94 
school year? 

7. Did your school district participate in the state's early retirement program (offering employer-paid health 
benefits until age 65) in 1992 for TRA members? 

o 1. yes 0 2. no 

8. Does your district have a program separate from the 1993 state incentive that provides employer-paid, post-re
tirement health benefits to qualified TRA members who retire early? 

o 1. yes 0 2. no 

9. Please attach a copy of your current teacher contract (or copies of pages that describe the early retirement in
centives provided by your district). 

10. Please add any other comments you have about the survey or the topics covered. 

Please return the completed fonns and a copy of your current teacher contract to: State of Minnesota, Office 
of the Legislative Auditor, Centennial Office Building, St. Paul, Minnesota 55155. A postage-paid enve
lope is included for your use. 



School District PERA Member Survey 

These questions refer to your district's Public Employee Retirement Association (PERA) members who took 
early retirement in 1993. These retirees are listed in a legal-sized fonn accompanying this questionnaire. (A 
separate but similar questionnaire asks about teachers and other licensed staff.) Please add any comments you 
have about the surveyor the subject matter it covers in the space provided or on additional pages. Your re
sponses are vital ifwe are to gain an accurate view of the impact of early retirement incentives. 

In reporting the results of this study, our office wiY not release any information that permits the identifica
tion of any individual retiree. Also, we will only release opinion data in summaries comhining your re
sponses with those of other school districts, so your individual responses will not be made public. 

1. The following questions ask you to describe the impact of the 1993 early retirement incentives on your 
school district. We are referring to the incentives offered under the state's 1993 incentive program, not 
any other early retirement severance payor other incentives specific to your district. 

a On the whole, early retirement ofPERAemployees resulted in meaningful salary savings. 

o 1. Agree 0 2. Disagree 

b. Please describe the effect of the 1993 early retirement incentives on the productivity ofPERAemploy-
ees in your district. 

o 1. Significant improvement 0 4. Some loss of quality 

o 2. Some improvement 0 5. Significant loss of quality 

o 3. No change 

c. Early retirement incentives created opportunities for promotion or mobility that were overdue. 

o 1. Agree 0 2. Disagree 

d. Early retirements helped avoid layoffs or tenninations. 

o 1. Agree 0 2. Disagree 

e. Please estimate the number oflayoffs and tenninations you avoided as a result of the 1993 early 
retirement incentives. 

f. Early retirement incentives created difficult problems in planning for future staffing needs. 

o 1. Agree 0 2. Disagree 

g. Early retirement ofPERA employees helped solve a difficult budget situation. 

o 1. Agree 0 2. Disagree 

2. Taking everything into consideration, how would you evaluate the impact of the 1993 early retirement 
incentives for PERA members on your district? 

o I. Strongly positive 

o 2. Generally positive 

o 3. Generally negative 

o 4. Strongly negative 
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3. What are the most important benefits to your district of the 1993 early retirement incentives offered to PERA 
members? 

4. What are the most important negative effects of the 1993 early retirement incentives? 

5. Please estimate the total number of layoffs ofPERA members in your district during each of the following 
school years. 

1990-91 __ _ 1991-92. __ _ 1992-93 __ _ 1993-94 __ _ 

6. Health Benefits: 

a. Did your district choose to offer the health option under the state's 1993 incentive program? 

D 1. yes D 2. no 

b. Does your district have a program separate from the 1993 state incentive that provides employer-paid, 
post-retirement health benefits to qualified PERA members who retire early? 

D 1. yes D 2. no 

c. If yes to a or b, what is the current average annual cost of health benefits per early retiree? ___ _ 

7. Did your school district participate in the state's early retirement program (offering employer-paid health 
benefits until age 65) in 1992 for PERA members? 

D 1. yes D 2. no 

8. Please attach a description of any early retirement incentives you offered in 1993 to PERA members other 
than the statewide incentives. Do not include severance pay offered to all retirees or other departing em
ployees. 

9. Please add any other comments you have about the survey or the topics covered. 

Please return the completed forms to: 
State of Minnesota, Office of the Legislative Auditor, Centennial Office Building, St. Paul, Minnesota 
55155. A postage-paid envelope is included for your use. 



City Early Retirement Survey 

These questions refer to your city's Public Employees Retirement Association (PERA) members who took 
early retirement in 1993. These retirees are listed in a legal-sized fonn accompanying this questionnaire. 
Please add any comments you have about the surveyor the subject matter it covers in the space provided or on 
additional pages. Your responses are vital ifwe are to gain an accurate view of the impact of early retirement 
incentives. 

In reporting the results of this study, our office will not release any information that permits the identifica
tion of any individual retiree. Also, we will only release opinion data in summaries combining your re
sponses with those of other local governments, so your individual responses will not be made public. 

1. The following questions ask you to describe the impact of the 1993 early retirement incentives on your city. 
We are referring to the incentives offered under the state's 1993 incentive program, not any other early re
tirement severance payor other incentives specific to your city. 

a. On the whole, early retirement ofPERA employees resulted in meaningful salary savings. 

o 1. Agree 0 2. Disagree 

b. Please describe the effect of the 1993 early retirement incentives on the productivity ofPERA 
employees in your city. 

o 1. Significant improvement 0 4. Some loss of quality 

o 2. Some improvement 0 5. Significant loss of quality 

o 3. Nochange 

c. Early retirement incentives created opportunities for promotion or mobility that were overdue. 

o 1. Agree 0 2. Disagree 

d. Early retirements helped avoid layoffs or tenninations. 

o 1. Agree 0 2. Disagree 

e. Please estimate the number oflayoffs and tenninations you avoided as a result of the 1993 early 
retirement incentives. 

f. Early retirement incentives created difficult problems in planning for future staffing needs. 

o 1. Agree 0 2. Disagree 

g. Early retirement of PERA employees helped solve a difficult budget situation. 

o 1. Agree 0 2. Disagree 

2. Taking everything into consideration, how would you evaluate the impact of the 1993 early retirement 
incentives for PERA members on your city? 

o 1. Strongly positive 

o 2. Generally positive 

o 3. Generally negative 

o 4. Strongly negative 
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3. What are the most important benefits to your city of the 1993 early retirement incentives offered to PERA 
members? 

4. What are the most important negative effects of the 1993 early retirement incentives? 

5. Please estimate the total number oflayoffs ofPERA members in your city during each of the following years. 

1991 __ _ 1992 __ _ 1993 __ _ 1994 __ _ 

6. Early retirement incentives: 

a. Did your city participate in the state's early retirement incentive program in: 

1991 (health benefits) 0 1. yes 0 2. no 

1992 (health benefits) 0 1. yes 0 2. no 

1993 (health option) 0 1. yes 0 2. no 

1993 (annuity option) 0 1. yes 0 2. no 

b. Does your city have a program separate from the state incentives that provides employer-paid, post
retirement health or dental benefits to qualified PERA members who retire early? 

o 1. yes 0 2. no 

c. If yes to a or b, what is the current average annual cost of health benefits per early retiree? ___ _ 

d. Does your city offer any other employer-paid early retirement incentives to PERA members? (If yes, 
please attach a description of the incentive.) 

o 1. yes 0 2. no 

7. Please add any other comments you have about the surveyor the topics covered. 

Please return the completed fonns to: 
State of Minnesota, Office of the Legislative Auditor, Centennial Office Building"St. Paul, Minnesota 
55155. A postage-paid envelope is included for your use. 



County Early Retirement Survey 

These questions refer to your county's Public Employees Retirement Association (PERA) members who took 
early retirement in 1993. These retirees are listed in a legal-sized form accompanying this questionnaire. 
Please add any comments you have about the surveyor the subject matter it covers in the space provided or on 
additional pages. Your responses are vital ifwe are to gain an accurate view of the impact of early retirement 
incentives. 

In reporting the results of this study, our office win not release any information that permits the identifica
tion of any individual retiree. Also, we will only release opinion data in summaries combining your re
sponses with those of other local governments, so your individual responses will not be made public. 

1. The following questions ask you to describe the impact of the 1993 early retirement incentives on your 
county. We are referring to the incentives offered under the state's 1993 incentive program, not any other 
early retirement severance payor other incentives specific to your county. 

a. On the whole, early retirement of PERA employees resulted in meaningful salary savings. 

D 1. Agree D 2. Disagree 

b. Please describe the effect of the 1993 early retirement incentives on the productivity ofPERA 
employees in your county. 

D 1. Significant improvement D 4. Some loss of quality 

D 2. Some improvement D 5. Significant loss of quality 

D 3. No change 

c. Early retirement incentives created opportunities for promotion or mobility that were overdue. 

D 1. Agree D 2. Disagree 

d. Early retirements helped avoid layoffs or terminations. 

D 1. Agree D 2. Disagree 

e. Please estimate the number oflayoffs and terminations you avoided as a result of the 1993 early 
retirement incentives. 

f. Early retirement incentives created difficult problems in planning for future staffing needs. 

D 1. Agree D 2. Disagree 

g. Early retirement ofPERA employees helped solve a difficult budget situation. 

D 1. Agree D 2. Disagree 

2. Taking everything into consideration, how would you evaluate the impact of the 1993 early retirement 
incentives for PERA members on your county? 

D 1. Strongly positive 

D 2. Generally positive 

D 3. Generally negative 

D 4. Strongly negative 
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3. What are the most important benefits to your county of the 1993 early retirement incentives offered to PERA 
members? 

4. What are the most important negative effects of the 1993 early retirement incentives? 

5. Please estimate the total number of layoffs ofPERA members in your county during each of the following 
years. 

1991 __ _ 1992. __ _ 1993 __ _ 1994 __ _ 

6. Early retirement incentives: 

a. Did your county participate in the state's early retirement incentive program in: 

1991 (health benefits) 0 1. yes 0 2. no 

1992 (health benefits) 0 1. yes 0 2. no 

1993 (health option) 0 1. yes 0 2. no 

1993 (annuity option) 0 1. yes 0 2. no 

b. Does your county have a program separate from the state incentives that provides employer-paid, post
retirement health or dental benefits to qualified PERA members who retire early? 

o 1. yes 0 2. no 

c. If yes to a or b, what is the current average annual cost of health benefits per early retiree? ___ _ 

d. Does your county offer any other employer-paid early retirement incentives to PERA members? (If yes, 
please attach a description of the incentive.) 

o 1. yes 0 2. no 

7. Please add any other comments you have about the surveyor the topics covered. 

Please return the completed fonns to: 
State of Minnesota, Office ofthe Legislative Auditor, Centennial Office Building, St. Paul, Minnesota 
55155. A postage-paid envelope is included for your use. 



State Agency Early Retirement Survey 

These questions refer to your deparbnent's experience with early retirement of state employees under incen
tives enacted by the 1993 Legislature. Qualifying state employees were offered the opportunity to take an en
hanced annuity or health insurance coverage if they retired between May 17, 1993 and Janwuy 31, 1994. 

The Deparbnent of Employee Relations recently asked you for data on your early retirees. (We are separately 
following up that survey with additional questions about the impact of your department's early retirements on 
your operations.) This questionnaire is designed to obtain your general views on early retirement incentives, 
and the effect of the 1993 incentives on your deparbnent's operations. 

In reporting the results of this study, our office wiU not release any information that permits the identifica
tion of any individual retiree. 

1. The following questions ask you to describe the impact of the 1993 early retirement incentives on your de
parbnent. We are referring to the incentives offered under the state's 1993 incentive program that offered 
qualifying employees an enhanced retirement annuity or health insurance benefits to age 65. 

a On the whole, early retirements in our department resulted in meaningful salary savings. 

D 1. Agree D 2. Disagree 

b. Please describe the effect of the 1993 early retirement incentives on the productivity of employees in 
your department. 

D 1. Significant improvement D 4. Some loss of quality 

D 2. Some improvement D 5. Significant loss of quality 

D 3. No change 

c. Early retirement incentives created opportunities for promotion or mobility that were overdue. 

D 1. Agree D 2. Disagree 

d. Early retirements helped avoid layoffs or tenninations. 

D 1. Agree D 2. Disagree 

e. Please estimate the number oflayoffs and tenninations you avoided as a result of the 1993 early 
retirement incentives. 

f. Early retirement incentives created difficult problems in planning for future staffing needs. 

D 1. Agree D 2. Disagree 

g. Early retirements helped solve a difficult budget situation. 

D 1. Agree D 2. Disagree 

2. Taking everything into consideration, how would you evaluate the impact of the 1993 early retirement 
- incentives in your department? 

D 1. Strongly positive 

D 2. Generally positive 

D 3. Generally negative 

D 4. Strongly negative 
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3. What are the most important benefits to your depamnent of the 1993 early retirement incentives? 

4. What are the most important negative effects of the 1993 early retirement incentives? 

5. Please estimate the total number oflayoffs in your depamnent during each of the following years. 

1991 __ _ 1992:.....-__ 1993 __ _ 1994 __ _ 

6. In 1990, 1991, and 1992, many state employees age 55 and over were offered health insurance coverage to 
age 65 as an incentive to retire early. What is your general assessment of the impact of these incentives on 
your department? 

D 1. Strongly positive Comments: 

D 2. Generally positive 

D 3. Generally negative 

D 4. Strongly negative 

7. What changes to the state's retirement system would improve the productivity, efficiency, or effectiveness of 
state government? (Check all that apply and circle the most important. ) 

D 1. Continue early retirement incentives like those offered in 1993. 

D 2. Adopt a higher multiplier (currently 1.5 percent per year of service). 

D 3. Adopt a shorter period for calculating base salary (currently five years). 

D 4. Lower the normal age and service requirement (lower than the Rule of90). 

D 5. Raise the normal age and service requirement (higher than the Rule of 90). 

D 6. Move to a defined contribution system. 

D 7. Offer employer-paid health benefits to early retirees (as in 1990-92). 

D 8. Adopt higher employer and employee contributions along with higher benefits. 
D 9. Other(specify): ____________________ _ 

8. Please add any other comments you have about the surveyor the topics covered. 

Please return the completed forms to: 
State of Minnesota, Office of the Legislative Auditor, Centennial Office Building, St. Paul, Minnesota 
55155. A postage-paid envelope is included for your use. 



 



Appendix B: Estimation of the Number of 
Employees Induced to Retire by the 1993 
Incentive Program 

T
his appendix explains how we estimated the number of participants that 
were induced to retire by the 1993 incentive program. Table B.l shows 
how we estimated the effect of the 1993 incentive on the number of retire

ments by state employees in fiscal year 1994. As we explain in Chapter 2, we 
used two base periods: (1) fiscal years 1991-93, and (2) fiscal year 1990. The set 
of tables in the left column present our estimates that used fiscal years 1991-93 as 
the base period; the right column contains our estimates based on fiscal year 
1990. In each column, the :first table presents the number of state employees eligi
ble to retire in fiscal year 1994. All tables contain six age categories (55-59, 60-
61,62,63-64,65,66 and over) and three Rule-of-90 status categories (not 
eligible, the first year an employee is eligible, and beyond the first year of eligibil
ity). The second table shows the percent of eligible employees who retired per 
year during the base period. The third table presents the number that would have 
been expected to retire in fiscal year 1994 had employees retired at the same rate 
as they did in the base period (obtained by multiplying figures in the first table by 
the corresponding figures in the second table). The fourth table contains the ac
tual number of retirements in fiscal year 1994. The:fifth table shows our esti
mated number of retirements in fiscal year 1994 that were induced by the 
incentive (the difference between actual and expected retirements). Our estimate 
is 214 if we use fiscal years 1991-93 as the base period and 392 if we use fiscal 
year 1990 as the base period. Since 651 state employees retired under the 1993 in
centive, we estimate that 40 to 67 percent of state employee participants would 
have retired in fiscal year 1994 anyway had there been no incentive. When we es
timated the average time that employees would have kept working had there been 
no incentive, we used 50 percent as our estimate of the number that would have re
tired in fiscal year 1994. This estimate is slightly closer to the estimate using fis
cal year 1990 as the base period. 

Table B.2 presents our estimates for county, city, and school district employees 
who were members ofPERA. The left and right columns contain our estimates 
for basic and coordinated system members respectively. We used fiscal years 
1991-93 as the base period. To estimate the numberofPERAmembers who were 
induced to retire by the 1993 incentive in fiscal year 1994, we used the same pro
cedure that we used for state employees. There were 117 PERA members who re
tired under the 1993 incentive who were not recorded as retiring in fiscal year 
1994 (76 retired in fiscal year 1993 and 41 retired in fiscal year 1995). This in
cludes some of those who retired under the incentive established by the 1994 Leg
islature because they were inadvertently left out of the incentive in 1993. Since 
the procedure outlined above estimates the number of retirements induced by the 
incentive in fiscal year 1994, we needed to separately estimate the number in
duced to retire in fiscal years 1993 or 1995. To do this, we assumed that the per
centage of participants that were induced to retire by the incentive (43 percent) 
was the same in each fiscal year. 
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Table B.1: Estimated Number of State Employees (MSRS) Induced to 
Retire in FY 1994 by the 1993 Incentive Program 
Lew Estimate (using EYs 1991-93 as the base perted) 

Rule-of-90 status 

Not 1 st Year Beyond 
~ ~ 1st Year 

NUMBER ELIGIBLE TO RETIRE IN FY 1994 
55-59 2,871 152 232 
60-81 781 53 158 
62 346 19 58 
63-84 412 39 63 
65 137 19 28 
66+ 297 31 130 

PERCENT RETIRING IN FYs 1991-93 
55-59 3.5% 22.1 % 21.1 % 
60-81 8.7 29.3 35.4 
62 23.1 64.9 49.7 
63-84 19.1 37.3 27.8 
65 51.1 74.4 48.3 
66+ 33.1 23.0 33.1 

3,255 
992 
423 
514 
184 
458 

EXPECTED RETIREMENTS IN EY 1994 BASED ON 
FY 1991-93 RATES 

55-59 102 34 . 49 184 
60-81 68 16 56 139 
62 80 12 29 121 
63-84 79 15 18 111 
65 70 14 14 98 
66+ 98 7 43 148 
Total 496 97 208 801 

ACTUAL RETIREMENTS IN FY 1994 
55-59 122 46 64 
60-81 91 21 65 
62 95 11 24 
63-84 87 21 32 
65 86 16 20 
66+ 134 15 66 
Total 614 130 271 

ESTIMATED NUMBER OF RETIREMENTS IN 
FY 1994 INDUCED BY THE INCENTIVE 

232 
177 
130 
140 
122 
215 

1,015 

55-59 20 12 15 48 
60-81 23 5 9 38 
62 15 (1) (5) 9 
63-84 8 6 14 29 
65 16 2 6 24 
66+ 36 8 23 67 
Total 118 33 63 214 

Number retiring under the 1993 incentive = 651. 

Estimated percent that would have retired In fiscal year 1994 anyway: 

High Estimate (using EY 1990 as the base period) 

Rule-of-90 Status 

Not 1 st Year Beyond 
~ ~ 1st year 

NUMBER ELIGIBLE TO RETIRE IN EY 1994 
55-59 2,871 152 232 
60-81 781 53 158 
~ 346 19 ~ 
63-84 412 39 63 
65 137 19 28 
66+ 297 31 130 

PECENT RETIRING IN EY 1990 
55-59 2.0% 12.6% 
60-81 6.3 30.5 
62 24.3 19.0 
63-84 15.4 21.9 
65 52.8 41.6 
66+ 36.5 13.0 

8.5% 
12.2 
45.7 
25.0 
45.4 
25.8 

3,255 
992 
423 
514 
184 
458 

EXPECTED RETIREMENTS IN EY 1994 BASED ON 
FY 1990 RATES 

55-59 58 19 20 97 
60-81 49 16 19 84 
62 84 4 27 114 
63-84 64 9 16 88 
65 72 8 13 93 
66+ 108 4 34 146 
Total 436 59 128 623 

ACTUAL RETIREMENTS IN FY 1994 
55-50 122 46 64 
60-81 91 21 65 
62 95 11 24 
63-84 87 21 32 
65 86 16 20 
66+ 134 15 66 
Total 614 130 271 

ESTIMATED NUMBER OF RETIREMENTS IN 
FY 1994 INDUCED BY THE INCENTIVE 

232 
177 
130 
140 
122 
215 

1,015 

~~ 64 ~ « 1~ 
60-81 42 5 46 92 
62 11 7 (3) 16 
63-84 23 12 16 52 
65 14 8 7 29 
66+ 25 11 33 69 
Total 179 70 143 392 

Using FYs 1991-93 as the base period: (651 - 214) 1651 = 67% 
Using FY 1990 as the base period: (651 - 392) 1651 = 40% 

Source: Program Evaluation Division analysis of data from the actuary for the Legislative Commission on Pensions and Retirement. 
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Table B.2: Estimated Number of PERA Members Induced to Retire in FY 
1994 by the 1993 Incentive Program 

Basic Members 

Rule-of-90 Status 

Not 1 st Year Beyond 
EIigibI§ EIigibI§ 1 st Year 

NUMBER ELIGIBLE TO RETIRE IN FISCAL YEAR 1994 
55-59 550 167 112 829 
60-61 114 64 89 267 
62 13 36 42 91 
63-64 5 47 94 146 
65 0 2 44 46 
66+ 0 0 115 115 
Total 682 316 496 1,494 

PERCENT RETIRING IN FISCAL YEARS 1991-93 
55-59 4.8% 37.7% 23.6% 
60-61 8.9 41.1 23.8 
62 18.7 42.7 30.9 
63-64 19.6 40.5 27.7 
65 64.2 50.6 47.5 
66+ 0.0 39.1 30.1 

EXPECTED RETIREMENTS IN FY 1994 
BASED ON FY 1991-93 RATES 

55-59 26 63 26 
60-61 10 26 21 
62 2 15 13 
63-64 1 19 26 
65 0 1 21 
66+ 0 0 35 
Total 40 125 142 

ACTUAL RETIREMENTS IN FISCAL YEAR 1994 

116 
58 
31 
46 
22 
35 

307 

55-59 87 105 72 264 
60-61 29 36 54 119 
62 9 21 24 54 
63-64 2 29 57 88 
65 0 1 26 27 
66+ 0 0 58 58 
Total 127 192 291 609 

ESTIMATED NUMBER OF RETIREMENTS 
IN FY 1994 INDUCED BY THE INCENTIVE 

55-59 60 42 46 
60-61 19 10 33 
62 7 6 11 
63-64 1 10 31 
65 0 0 5 
66+ 0 0 23 
Total 87 67 149 

148 
61 
23 
42 

5 
23 

303 

Coordinated Members 

Rule-of-90 Status 

Not 1 st Year Beyond 
EIigibI§ ~ 1 st Year 

NUMBER ELIGIBLE TO RETIRE IN FISCAL YEAR 1994 
55-59 8,212 39 51 8,302 
60-61 2,563 24 42 2,629 
62 1,072 16 20 1,108 
63-64 1,436 52 37 1,525 
65 452 34 24 510 
66+ 1,076 102 210 1,388 
Total 14,811 267 384 15,462 

PERCENT RETIRING IN FISCAL YEARS 1991-93 
55-59 2.8% 18.4% 11.3% 
60-61 8.1 45.8 22.9 
62 22.1 50.0 45.6 
63-64 19.4 47.0 21.5 
65 40.0 41.0 58.9 
66+ 27.5 29.1 23.6 
Total 9.7 33.1 25.0 

EXPECTED RETIREMENTS IN FY 1994 
BASED ON FY 1990 RATES 

55-59 231 7 6 
60-61 207 11 10 
62 237 8 9 
63-64 279 24 8 
65 181 14 14 
66+ 296 30 50 

244 
228 
254 
312 
209 
375 

Total 1,431 94 96 1,621 

ACTUAL RETIREMENTS IN FISCAL YEAR 1994 
55-59 255 18 16 288 
60-61 240 15 24 279 
62 304 10 13 327 
63-64 305 29 25 359 
~ ~O ~ 19 ~9 
66+ 323 45 99 467 
Total 1,637 137 196 1,970 

ESTIMATED NUMBER OF RETIREMENTS 
IN FY 1994 INDUCED BY THE INCENTIVE 

55-59 23 11 10 
60-61 33 4 14 
62 67 2 4 
63-64 26 5 17 
65 29 6 5 
66+ 28 15 49 
Total 206 43 100 

45 
51 
73 
48 
40 
92 

349 

Estimated number of retirements in FY 1994 Induced by the incentive = 303 + 349 = 652. 

Number of employees who retired under the 1993 Incentive in FY 1994 = 1,520 (117 retired In FY 1993 or FY 1995). 

Estimated percent that would have retired in FY 1994 anyway = (1 ,520 - 652) 11 ,520 = 57%. 

Estimated total number of retirements Induced by the 1993 incentive = 652 + 43% ofthe 117 who retired In FY 1993 or FY 1995 = 702. 

Source: Program Evaluation Division analysis of data from the actuary for the Legislative Commission on Pensions and Retirement. 
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For TRA, there were significant numbers of retirements under the 1993 incentive 
in both fiscal years 1993 and 1994. As a result, we used reporting periods that 
bracketed the eligibility window. For K-12 teachers, who were eligible for the 
1993 incentive between May 17 and August 1, 1993, we compared retirements in 
calendar year 1993 with the average number of retirements in 1990 through 1992. 
For college teachers, who were eligible between May 17, 1993 and January 31, 
1994, we compared retirements in the year ending March 31, 1994 with the aver
age number during the previous three years. Table B.3 presents these compari
sons. The annual number of retirements went from 1,347 in the base period to 
2,399 in the incentive year, a difference of 1,052. 

Table B.3: Estimated Number of TRA Members 
Induced to Retire During the Incentive Year by the 
1993 Incentive Program 

Retirements in the incentive year 2,399 
Average annual retirements in base period 1,347 
Retirements due to demographic changes (see Table 8.4) 75 
Estimated number of retirements in the incentive year 

induced by the incentive 977 
Incentive participants 1,763 
Estimated percent attributable to incentive 55% 
Estimated percent that would have retired anyway 45% 
Number of active TRA members who participated in the 1993 incentive 1,410 
Estimated number of active TRA members who retired in the 

incentive year because of the incentive 912 

Note: For TRA members employed by K-12 school districts, we used calendar year 1993 as the incen
tive year and calendar years 1990-92 as the base period. For college teachers, we used the year end
ing March 31, 1994 as the incentive year and the three years ending March 31, 1991 through March 
31, 1993 as the base period. The number of retirements were as follows: 

~ 
1990 
1991 
1992 
1993 

IRA (K-12) 

Retirements 
978 

1,235 
1,236 
1,976 

Source: Data provided by Teachers Retirement Association. 

IRA (College) 

Year Ending 
3-31-91 
3-31-92 
3-31-93 
3-31-94 

Retirements 
149 
216 
226 
423 

However, between the base period and the incentive period there were increases in 
the number of teachers eligible to retire as well as changes in their age distribution 
and eligibility for the Rule of 90. To estimate how these demogmphic changes af
fected retirements, we calculated how the number of retirements would change be
tween the base period and the incentive period if the retirement rates did not 
change, as shown in Table B.4. Our estimate of the number of retirements caused 
by demographic changes is the difference between (1) the expected number ofre
tirements in fiscal year 1993 (the number eligible to retire in fiscal year 1993 
times the average percent retiring in fiscal years 1990-92) and (2) the average 
number of retirements in fiscal years 1990-92. As Table B.4 shows, we estimate 
that 75 retirements were attributable to the demogmphic changes, and 977 were at
tributable to the 1993 incentive. 
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Table 8.4: Estimated Number of Retirements by TRA Members in the 
Incentive Year Caused by Changes in Number of Employees, Their Ages, 
and Their Rule-of-90 Status 

Basic Members 

Rule-Qf-90 status 

NQt 1st Year BeyQnd 
~ ~ 1st Year 

NUMBER ELIGIBLE TO RETIRE IN FISCAL YEAR 1993 
55-59 102 125 100 327 
6~1 5 6 52 63 
62 2 0 11 13 
63~4 4 3 19 26 
65 0 0 5 5 
66+ 0 0 10 10 
TQtal 113 134 197 444 

PERCENT RETIRING IN FISCAL YEARS 1990-92 
55-59 11.8% 45.0% 36.1% 
6~1 17.7 59.1 34.1 
62 30.7 100.0 35.6 
63~4 33.3 100.0 37.6 
65 100.0 0.0 34.8 
66+ 100.0 42.1 

EXPECTED RETIREMENTS IN FY 1993 
BASED ON FY 1990-92 RATES 

55-59 12 56 36 
60~1 1 4 18 
~ 104 
63~4 1 3 7 
65 0 0 2 
66+ 0 0 4 
TQtal 15 63 71 

AVERAGE ANNUAL ACTUAL RETIREMENTS 
IN FY 1990-92 

55-59 32 62 27 
60~1 3 4 18 
62 1 0 7 
6~ 1 0 10 
65 0 0 3 
66+ 0 0 5 
TQtal 37 67 69 

104 
22 

5 
11 
2 
4 

149 

121 
25 

9 
11 
3 
6 

173 

ESTIMATED NUMBER OF RETIREMENTS IN THE 
INCENTIVE YEAR CAUSED BY CHANGES IN 
NUMBER OF EMPLOYEES, THEIR AGES, AND 
THEIR RULE-OF-90 STATUS 

55-59 (20) (6) 9 (16) 
60~1 (2) (1) 0 (2) 
62 (1) (0) (3) (4) 
63~4 1 3 (3) 1 
65 (0) 0 (1) (1) 
66+ (0) 0 (1) (1) 
TQtal (22) (4) 2 (25) 

CQQrdinated Members 

Rule-Qf-90 Status 

NQt 1 st Year BeyQnd 
~ ~ 1st year 

NUMBER ELIGIBLE TO RETIRE IN FISCAL YEAR 1993 
55-59 4,322 399 260 4,981 
6~1 751 109 252 1,112 
62 203 26 75 304 
63~4 211 23 121 355 
65 59 12 31 102 
66+ 60 13 49 122 
TQtal 5,606 582 788 6,976 

PERCENT RETIRING IN FISCAL YEARS 1990-92 
55-59 5.4% 31.4% 22.8% 
60~1 17.5 39.3 34.5 
62 34.7 49.3 36.3 
63~4 38.0 37.3 38.1 
65 59.8 45.5 54.5 
66+ 64.5 28.9 47.6 

EXPECTED RETIREMENTS IN FY 1993 
BASED ON FY 1990-92 RATES 

55-59 233 125 59 
60~1 131 43 87 
62 70 13 27 
63~4 80 9 46 
65 35 5 17 
66+ 39 4 23 
TQtal 589 199 260 

AVERAGE ANNUAL ACTUAL RETIREMENTS 
IN FY 1990-92 

55-59 222 89 40 
60~1 125 33 66 
62 72 12 26 
63~4 92 11 34 
65 32 3 14 
66+ 48 4 26 
TQtal 590 152 205 

418 
261 
110 
135 
58 
66 

1,048 

350 
225 
109 
137 
50 
78 

948 

ESTIMATED NUMBER OF RETIREMENTS IN THE 
INCENTIVE YEAR CAUSED BY CHANGES IN 
NUMBER OF EMPLOYEES, THEIR AGES, AND 
THEIR RULE-OF-90 STATUS 

55-59 12 36 20 68 
60~1 6 10 21 36 
62 (1) 1 2 2 
63~4 (11) (3) 12 (2) 
65 3 2 3 8 
66+ (9) 0 (3) (12) 
TQtal (1) 46 55 100 

Estimated tQtal number Qf retirements in the incentive year caused by changes in number Qf emplQyees, their ages, and 
their Rule-of-90 status = 100 - 25 = 75. 

Source: Program Evaluation Division analysis of data provided by the actuary of the Legislative Commission on Pensions and Retirement. 
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Unlike figures presented previously in our report, the number of retirements re
ported in Table B.3 includes retirees who were fonnerly active members ofTRA 
but were not active at the time of retirement. For example, the retirement figures 
in Table B.3 include employees with previous teaching service who retired from a 
county job. Since we already included these employees in our estimates for 
PERA, we applied the percent ofTRA members who were induced to retire during 
the incentive year (55 percent) to the number of active TRA members who retired 
under the incentive (1,658), resulting in our estimate of912. 



Appendix C: Estimation of How Long 
Participants Would Have Kept Working Without 
the 1993 Incentive Program 

Chapter 2 presents our low and high estimates of how long participants in 
the 1993 early retirement incentive would have kept working had there 
been no incentive. We describe how we obtained these estimates in more 

detail below. 

High Estimate 

Definitions: 

prob(x): the probability that a participant would have retired x years 
after the participant's actual retirement (defined as x years 
plus or minus 112 year) had there been no incentive. 

retirement rate: percent of employees with the same age and Rule-of-90 status 
that retired during the base period. We used the same age 
and eligibility categories that we used in Appendix B. Each 
year the participants' age and years of service are increased 
by~ne. 

For each participant in the 1993 incentive, we calculated the probability of retiring 
in different years had there been no incentive as follows: 

prob(O) = 0.5 for state employees, 0.45 for teachers, 0.57 for PERA (from 
Appendix B) 

prob(1) = (1- prob(O» x retirement rate 

prob(2) = (1 - prob(O) - prob(1» x retirement rate 

prob(3) = (1 - prob(O) - prob(1) - prob(2» x retirement rate 

prob(12) = (1-prob(O) ~ prob(l) - prob(2) - prob(3) - ... - prob(ll» x 
retirement rate 

prob(13 and higher) = 1 - prob(O) - prob(l) - prob(2) - ... - prob(12). 
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We then calculated the expected time each participant would have kept working 
had there been no incentive as follows: 

TIme = 1 year x prob(l) + 2 years x prob(2) + 3 years x prob(3) + ... + 
12 years x prob(12) + 14 years x prob(13 and higher) 

We reported the average of these expected times as the high estimate of how long 
participants would have kept working had there been no incentive. 

Low Estimate 

To make our low estimate, we assumed that those who would have retired in the 
same year (based on our estimates in Appendix B) would have retired, on average, 
on the same day as the actual retirement. We assumed that the other participants 
would have retired one year later. Thus our estimates are as follows: 

State employees: 50 percent would have retired at the same time as the actual re
tirement; 50 percent would have retired one year later. Average time equals 0.5 
years. 

Employees covered by PERA: 60 percent would have retired at the same time; 
40 percent would have retired one year later. Average time equals 0.4 years. 

Teachers and other employees covered by TRA: 45 percent would have re
tired at the same time; 55 percent would have retired one year later. Average time 
equals 0.55 years. 



Appendix D: Estimated Cost of the 1993 
Incentive Program 

Chapter 3 presents our estimate of the cost of the 1993 early retirement in
centive. This appendix describes how we estimated the cost of the pen
sion incentive in more detail. 

For each participant, we estimated what the cost would be under five different as
sumptions of how much longer the participant would have worked had there not 
been a 1993 incentive: (1) no additional time~ (2) 1 year, (3) 2 years, (4) 3 years, 
(5) 5 years. In each case, we assumed that the average high-5-salary would in
crease by 5.25 percent per year and that the retirement annuity received by retirees 
would increase by 3.5 percent per year. We used a discount rate of 8.5 percent. 

Definitions: 

Cost (x): Cost of the 1993 early retirement incentive to the retirement association 
if the retiree would have worked x more years had there not been a 1993 in
centive. 

Present Value(with incentive): The actual amount transferred to the post retire
ment fund after the participant retires to cover the expected retirement bene
fits. This equals the present value of expected retirement benefits, including 
the extra benefits produced by the 1993 incentive. 

Present Value (x): Present value, as measured on the actual retirement date, of 
retirement benefits if participant would have worked x more years had there 
not been a 1993 incentive. We calculated what the retirement benefit would 
have been based on the higher salary, higher age, and more years of service. 

Contributions (x years): Employer and employee contributions to the retire
ment association that would have been paid if the participant would have 
worked x years had there not been a 1993 incentive. 

Prob(x): The probability that the employee would have worked x more years had 
there not been a 1993 incentive, as calculated in Appendix C. 

We estimated the costs as follows: 

Cost (0) = Present Value(with incentive) - Present Value (0) 

Cost (1) = Present Value(with incentive) - Present Value (1) + Contribu
tions (one year) 

Cost (2) = Present Value(with incentive) - Present Value (2) + Contribu
tions (two years) 
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Cost (3) = Present Value(with incentive) - Present Value (3) + Contribu
tions (three years) 

Cost (5) = Present Value(with incentive) - Present Value (5) + Contribu
tions (five years) 

We used interpolation and extrapolation to estimate the cost if the participant 
would have worked 4,6, 7, or 9 years had there not been a 1993 incentive. This 
seemed reasonable because, on average, the relationship between cost and addi
tional years worked is close to linear. 

cost(4) = (cost(3) + cost(5» / 2 

cost(6) = cost(5) + (cost(5)-cost(3» / 2 

cost(7) = cost(5) + (cost(5)-cost(3» 

cost(9) = cost(5) + 2 x (cost(5)-cost(3» 

To estimate the average cost, we made high and low estimates as shown bel~w. 
The difference reflects the uncertainty concerning how long participants would 
have kept working without the incentive. 

High Estimate 

For each participant, we estimated the cost based on the above cost estimates and 
the retirement probabilities we used for the high estimate of how long participants 
would have kept working had there been no incentive (see Appendix C): 

cost = cost(O) x prob(O) + cost(l) x prob(l) + cost(2) x prob(2) + cost(3) x 
prob(3) + cost(4) x prob(4) + cost(5) x prob(5) + cost(6) x prob(6) + 
cost(7) x prob(7) + cost(9) x prob (8 and higher). 

Low Estimate 

Our low cost estimate is based on the retirement assumptions we used in the low 
estimate of how long participants would have kept working without the incentive 
(from Appendix C). 

State employees: cost = .5 x cost(O) + .5 x cost(l) 

PERA members: cost = .57 x cost(O) + .43 x cost(l) 

TRA members: cost = .45 x cost(O) + .55 x cost(l) 





 




