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m Issues for Legislative Consideration ............ccoooevieeeiiiiiiiiiiiiiiiiien e Page.11
Several key issues should be examined when evaluating a proposed early retirement pro-
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Profile: 1991 Early Retirement Incentive Program

Eligibility: -~ VRS members, age 50 with 25 years service credit

Key Provisions:  Five years additional service credit, unreduced benefit,
COLA in second year of retirement, $100 supplement
until age 62

Early Retirement "Window" Period: 90 days beginning July 1, 1991
Number of Early Retirees: 3,535 (State); 2,607 (Political Subdivisions)
State Budget Savings (FY 1992):  $37.1 million
VRS Actuarial Loss:  $238.2 million (State employees); $119 million (Teachers)

Program Participating Rates
of Eligible Employees:  67% (State); 72% (Teachers); 64% (Political Subdivisions)
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The 1991 Early Retirement Incentive Program

'INTRODUCTION ———— centive program, several issues should be addressed.
These include a comparison of short-term budget re-

During the 1991 Session, the General Assembtigctions to long-term pension liability; how the early
enacted legislation establishing an early retirement iretirement program fits into an overall budget reduc-
centive program for members of the Virginia Retiretion strategy; whether and under what circumstances
ment System (VRS). This program, which was aearly retirees may be rehired by their employers; rec-
ministered by VRS during 1991, provided eligible inegnition of all administrative costs associated with
dividuals with enhanced retirement benefits while algrogram implementatiorgnd monitoring and evalu-
permitting an immediate reduction in personal servicedion of program results. This report reviews the 1991
expenditures for the State. Approximately $37 milliorarly retirement incentive program in terms of these
in budget reductions for FY 1992 was attributed to they issues.
early retirement program. A total of 3,535 State em-
ployees and 2,607 political subdivision and local schoStudy Mandate
board employees retired early under the program. At the July 1994 meeting of the JLARC Subcom-

In order to accurately evaluate the costs and benittee on Virginia Retirement System Oversight, the
efits of an early retirement incentive program, a longubcommittee directed JLARC staff to conduct a re-
term view is preferable to a short-term view. Immedisiew of the 1991 early retirement incentive program.
ate reductions in personal services expenditures in thecording to the subcommitee, the review was to fo-
short term need to be balanced against increasm in particular on the extent to which the positions of
pension benefit liability and expenditures over thearly retirees at the State and political subdivision lev-
long term. If a majority of the positions of earlyels were subsequently refilled.
retirees are not subsequently refilladd if replace-
ment employees are hired at a lower salary than
early retirees, meaningful long-term cost reductions & O

possible. However, administrative and budgetary d
cipline is required in order to actually achieve sug
reductions.

One significant deficiency of the 1991 early r
tirement incentive program involved program moni- VRS Oversight Report is published periodically by
toring and evaluation. Comprehensive, centralized datathe Joint Legislative Audit and Review Commission
concerning the replacement of early retirees is incom- GLARC) in fulfillment of Section 30-78 et seq. of the
plete and inadequate. A formal program evaluatipn C°d€ Of Virginia. This statute requires JLARC to

. . e provide the General Assembly with oversight ca-
and final written report, although originally planned ,piiity conceming the Virginia Retirement System
by the Executive Branch, was not performed. There- (vrs), and to regularly update the Legislature on
fore, an exact count of early retiree replacements is notoversight findings.
available. Calculation of an overall replacement r

might be possible by surveying each State agency,
by tracking the position classification number of each
early retiree using data from VRS and the Department
of Personnel and Training. However, research activi-
ties of that nature were beyond the staffing and ti
constraints of this study.

JLARC staff did review the early retiree replace-
ment rates of six large State agencies which together
comprised 53 percent of the State’s early retirees. While
replacement rates varied, five of the six agencies even-
tually refilled well over half of their early retiree posi
tions. Overall, 66 percent of the early retirees in these
six large agencies were eventually replaced.

In order to properly assess the likely advantages
and disadvantages of a proposed early retirement |in-

JLARC VRS Oversight Subcommittee:
Senator Stanley C. Walker, Chairman
Senator Hunter B. Andrews
Delegate Robert B. Ball, Sr.
Delegate Vincent F. Callahan, Jr.
Delegate Jay W. DeBoer
Senator Joseph V. Gartlan, Jr.
Delegate Franklin P. Hall
Senator Richard J. Holland
Delegate Lacey E. Putney

JLARC Staff Director:
Philip A. Leone

JLARC Staff Assigned to VRS Oversight:
Glen S. Tittermary, Senior Division Chief
Joseph J. Hilbert, Senior Legislative Analyst
John W. Long, VRS Oversight Report Editor
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Study Approach by the General Assembly. This section discusses the
In order to properly address the study mandateiratial proposal for the program, and how that proposal
dual approach was taken to this study. First, in ordéeveloped into the actual program.
to develop a broad understanding of the objectives and
results of the program, interviews and document r&dministration Proposal in Response
views were conducted. Staff from the Department td Revenue Shortfall
Planning and Budget (DPB), the Virginia Retirement  The proposed early retirement program was part
System (VRS) and the House Appropriations Commidf an effort by Governor Wilder's Administration to
tee (HAC) were interviewed. Documents provided byddress a projected revenue shortfall, and the resulting
DPB, VRS and HAC were examined. possibility of employee layoffs, that confronted the
Second, in order to develop a more detailed uBtate in the summer of 1990. After Governor Wilder
derstanding of how the program was implemented aafinounced his desire to institute an early retirement
what its effects were, six State agencies and ten lopabgram, an administration task force began work to
school boards which had large numbers of early retievelop a specific proposal. Representatives from the
ees were selected for review. The following State agdDepartment of Planning and Budget (DPB), Depart-
cies were examined: Department of Transportationent of Personnel and Training (DPT), the Virginia
(VDOT), Department of Mental Health, Mental RetarRetirement System (VRS), the Secretary of Adminis-
dation, and Substance Abuse Services (DMHMRSAS)ation, and the Governor’s Office served on the task
Department of Health (DOH), Department of Corredorce. Staff from the legislative money committees
tions (DOC), Department of Alcoholic Beverage Conwere also invited to participate.
trol (ABC), and Department of Motor Vehicles (DMV). Cost/Benefit Analysis. A major component of
The following local school systems were examinethe task force's work was a cost/benefit analysis. This
Buchanan County, Chesapeake, Hampton, Lynchbuggalysis, performed by DPB with the assistance of VRS,
Newport News, Portsmouth, Prince William Countyzompared the present value savings from reduced per-
Rockingham County, Tazewell County, and Washingonal services costs to the present value cost of in-
ton County. Interviews and document reviews wereased retirement expenses. The cost/benefit analy-
conducted with appropriate staff from the selected Staiig was based on 4,599 State employees who were de-

agencies and political subdivisions. termined, based on information available at that time,
to be eligible for the proposed program. The analysis
Report Organization was also based on an estimated present value pension

This report examines the design and implemefability of $295.5 million. This analysis was performed
tation of the 1991 early retirement incentive programassuming a number of different scenarios of overall
The first section reviews the development of the proeplacement rates, and of varying salary differentials
gram. The second section examines how the prograetween retirees and replacement employees.
was implemented. The third section assesses the ex- The analysis determined that the State would
perience of selected State agencies and political sutatihieve a positive net savings at either a 50 or 66 per-
visions with the administration of the program. Theent replacement rate, with higher savings naturally
fourth and final section identifies issues that the Geaecurring with 50 percent replacement. At a 75 per-
eral Assembly may wish to consider in the event of agnt replacement rate, the State would achieve real sav-
proposal for a new early retirement incentive progranmgs only if replacements were hired at salary steps

one or three within the same pay grade as the retirees

(Table 1).
_| EARLY RETIREMENT INCENTIVE | In its technical summary of the early retirement
PROGRAM DEVELOPMENT proposal, DPB recognized the importance of minimiz-

ing the number of early retiree replacements.
The initial proposal for an early retirement in-
centive program was made by Governor Wilder’'s Ad-
ministration. In order to provide support for its pro-
posal, the administration calculated a cost savings es-
timate for the program based on assumed rates of
employee participation and replacement. The General
Assembly approved the program after significantly in-
creasing the amount of budgetary savings that would
be required from the program. The major plan provi-  On a present value basis, DPB estimated that the
sions and underlying assumptions were not chang8tiate would achieve a net benefit of $104,000 per re-

For the State to realize substantial savings,
each person selecting early retirement
should not be replaced. ... if retiring em-

ployees are replaced, even at lower salary
levels, savings to the State will not be suffi-

cient to offset the added VRS costs of the
program.
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tiree assuming zero replacement, and a net losseo$ Retirement System; (2) university faculty partici-

$35,000 per retiree assuming total replacement, if gkting in the optional retirement plan; and (3) employ-

replacements were hired at salary step five. ees of the participating localities who are provided with
DPB also analyzed the costs and benefits of tepecial benefits for law enforcement officers and

proposal using a budget/cash flow approach. THaefighters.

analysis concluded that the program would require

$13.5 million in additional annual employer contribuGeneral Assembly Approval Premised

tions from FY93-FY96, while reducing annual payrolon Increased Savings Target

expenses by $60.5 million over the same period. Con- The Governor’s early retirement proposal to the

sequently, the analysis concluded that the State wo@éneral Assembly had three stated objectives: (1) to

achieve a net annual budget savings of $47 million fropmovide an alternative to employee layoffs; (2) to al-

FY 1993-FY 1996. low the State to realize a permanent reduction in em-
Specific Elements of ProposalUnder the pro- ployment levels; (3) to create permanent budget sav-

posal to the General Assembly, all VRS members wirtgs through reduced personal services costs. Given

were at least 50 years of age with 25 years of servigese objectives, VRS would in effect serve as a ve-

credit on September 1, 1991 were eligible to retire earhicle for implementing specific personnel and budget-

Employees of political subdivisions who met the samay policies of the State.

age and service criteria were also eligible to retire early,  The original legislative impact statement prepared

provided that the governing body of the political sulby DPB estimated that the program would result in a

division elected to participate in the program. Th$12.8 million net savings in salary and benefits in FY

proposal’s specific incentives for early retirement irt992. The fund split for the savings estimate was $4.7

cluded the following: million in general funds and $8.1 million in non-gen-
* cost-of-living-adjustment (COLA) beginningeral funds. The program’s cost savings estimate was
at retirement, based on two primary assumptions. First, 50 percent
+ supplemental benefit of $100 per month untif eligible employees would retire early. Second, 50
age 62, percent of the positions vacated by early retires would
« five years of added service credit, and be refilled by the employer.
* no actuarial reduction for early retirement. The replacement and participation assumptions

Certain groups of public employees were not elivere developed by the Governor’s task force. The
gible to participate. These were: (1) members of tiparticipation assumption was based on the results of
Judicial Retirement System and the State Police Offian employee survey. Originally, 30 percent participa-

Table 1: Results of Cost/Benefit Analysis

for Early Retirement Incentive Proposal

Cost/Benefit Employee Replacement Salary Step
Step 1 Step 3 Step 5 Step 7 Step 9

Present Value Pension
Liability Per Retiree $64,253 $64,253 $64,253 $64,253 $64,253

Net Savings Per Retiree
with No Replacement $103,688 $103,688  $103,688 $103,688  $103,688

Net Savings Per Retiree with
50 Percent Replacement $39,829 $37,170 $34,388 $31,483 $28,442

Net Savings Per Retiree with
66 Percent Replacement $18,543 $14,997 $11,289 $7,414 $3,360

Net Savings (Loss) Per Retiree
with 75 Percent Replacemen $7,900 $3,911 $(261) $(4,620) $(9,181)

Net Loss Per Retiree with
100 Percent Replacement $(24,029) $(29,348)  $(34,911) $(40,722) $(46,804)

Source: Department of Planning and Budget.
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tion was assumed. However, that assumption was agency developed an early retirement plan for submis-
creased to 50 percent based on updated survey dsitan to DPB and the appropriate cabinet secretary. The
The position replacement assumption was developgelvelopment of agency instructions and early retire-
based on the judgment of the task force. Four addient plans, and review of the early retirement plans,
tional assumptions were made by the task force: took place during the spring and summer of 1991.
« Early retirees were at salary step 15 within theburing the fall, actual program results were supposed

pay grades. to be monitored, with mandatory savings targets ad-
« Replacement employees would be hired at sgilisted as necessary.
ary step five. The final component of the implementation plan
» Of the affected positions, 37 percent would be&as to be a December 1 report from the Secretary of
general fund positions. Administration to the Governor evaluating the program.
» Early retirements would be effective on oBased on JLARC staff interviews with DPB, VRS, and
about October 1, 1991. the House Appropriations Committee staff, it does not

The only significant effect of the legislative pro-appear that any written report was submitted. None of
cess upon the administration’s proposal was to incredbese agencies, each of whom were thoroughly involved
the amount of savings expected to result from the eailydeveloping and administering the early retirement
retirement incentive program. As approved by thgrogram, have a copy of any final report on the early
General Assembly, the required cost savings for Fétirement program.

1992 was $37.1 million. This requirement was con-

tained in the Appropriations Act for FY 1992. The cos¥landatory Savings Targets

savings were to be accomplished through a target Eestablished for Agencies

duction in the maximum employment level (MEL) of In order to achieve the cost savings required by
1,080 positions. Most of the savings were to comke Appropriations Act, DPB worked with each cabi-
from non-general funds ($22.9 million) as comparedkt secretary to develop mandatory savings targets for
to general funds ($14.2 million). The program as origéach secretariat and State agency. The targets were
nally proposed by the task force, in terms of eligibilitgstablished based on the number of early retirements
requirements and retirement incentives, was nahticipated within each secretariat and each agency.
changed by the General Assembly. For example, the Virginia Department of Transporta-
tion (VDOT), which was expected to have the single
largest number of early retirees, was responsible for
_ |[EARLY RETIREMENT INCENTIVE |  almost one-third of the entire $37 million savings tar-
PROGRAM IMPLEMENTATION get.

Table 2 lists the mandatory savings targets estab-

The early retirement program approved by thiished for each of the six State agencies selected by
General Assembly established a 90-day period, begit-ARC staff for use as case studies. The targets estab-
ning July 1, 1991, during which eligible employeelished for these six agencies accounted for approxi-
could retire. DPB established an overall implementaiately 60 percent of the total mandated savings amount.
tion plan for the program. One of the major compo-
nents of the implementation plan was that each St#igency Early Retirement Plans
agency had to submit an early retirement plan to &ubmitted to Secretaries and DPB
cabinet secretary and to DPB. The cabinet secretaries In order to ensure that each agency would meet
and DPB also assigned mandatory savings targetdttomandatory savings target, early retirement plans
each State agency. VRS’ responsibilities included prerere required. Each agency was required to estimate
viding information to employers and eligible employthe number of its employees who would retire early.
ees, and processing early retirement applications. VRSaddition, each agency was required to identify the
was also responsible for providing cost estimates, andmber of early retirees who would need to be replaced
final program cost data, to political subdivisions. Thisnmediately and those who would need to be replaced
section will discuss the major elements involved withfter January 1, 1992. Agencies were required to pro-
implementation of the early retirement program.  vide supporting documentation justifying their requests

for replacing early retirees. In addition, the agency

Implementation Plan Developed by DPB was required to identify the number of early retirees

DPB played a major role in preparing an implewho did not need to be replaced. Finally, agencies were
mentation plan for the program. According to the plarequired to specify how they would achieve their man-
DPB developed early retirement program instructiortatory early retirement savings targets. Agency early
for the agencies. Following these instructions, eacgtirement plans were submitted in June 1991.
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Table 2. Mandatory Early Retirement Savings Targets
for Selected State Agencies
Total Savings Non-General Fund General Fund

StateAgency Target Savings @rget Savings @rget
VDOT $13,860,000 $13,860,000 $0
DMHMRSAS $2,593,027 $43,168 $2,549,859
DOH $2,093,041 $783,325 $1,309,716
DOC $704,786 $91,889 $612,897
ABC $2,235,300 $2,235,300 $0
DMV $1,042,067 $1,042,067 $0

Totals $22,546,221 $18,055,749 $4,472,472

Source: Department of Planning and Budget.

According to DPB staff, many of the agency earlyeplacements, while allowing replacements for key
retirement plans contained requests to immediately mmployees and for employees delivering essential ser-
place a large percentage of the early retirees. Thevises. Agencies had to request authority from their
fore, early in the process of reviewing the plans, it apabinet secretary prior to refilling any position vacated
peared likely to DPB staff that the 50 percent replacky an early retiree. However, while it had been as-
ment rate would be exceeded. Table 3 presents sigumed in the cost/benefit analysis that no more than
mary data from the early retirement plans of the sbO percent of the early retirement positions would be
case study State agencies. replaced, there was no mechanism for preventing the
replacement rate from exceeding 50 percent. Conse-
quently, the rate of retiree replacement could vary by
secretariat and by agency.

According to DPB, the development of a replace- In order to accommodate agency staffing require-

ment policy would be approached in two phases. Firdients while also ensu_ring that manda’gory savings tar-
key positions to be refilled would be identified. | ets were met, agencies were sometimes authorized

addition, the ability to meet budgeted savings throu R refill a position vacated by an early retiree if the
early retirements would be assessed. Second, ac ncygave up another previously vacant position. To

program experience would be assessed and repld ' extent that this occurred,_actual savings in person-
ment decisions finalized nel costs due to the early retirement program were re-

The retiree replacement policy of the early reQUced.
tirement program sought to minimize the amount of

Position Replacement Policy Sought
to Minimize Replacements

Table 3: Early Retirement Plan Data for Selected State Agencies:

Planned Requests for Replacement of Early Retirees

Eligible Percentage
Employees Percentage To Replace Total Percentage
Who Plan to to Replace After January Percentage Not to Be

Agency Retire Early Immediately 1,1992 To Replace Replaced
VDOT 1076 22% 45% 67% 34%
DMHMRSAS 326 94% 4% 98% 2%
DOH 132 36% 55% 91% 9%
DOC 157 73% 24% 97% 4%
ABC 119 67% 3% 70% 30%
DMV 66 49% 21% 70% 30%

Totals 1880 43% 33% 76% 24%
Note: Some percentages do not total to 100 due to rounding.
Source: JLARC staff analysis of agency early retirement plans.
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VRS Responsibilities for the increased workload without having to hire addi-
Early Retirement Administration tional staff.
VRS had numerous responsibilities for adminis-

tering the early retirement program. First, VRS had to
advise employers and employees within the retirement STATE AGENCY AND LOCALITY

system of the provisions of the program. This was donEXPERIENCE WITH THE PROGRAM

through special publications distributed to all employ-
ees and employers. These publications included in-  The early retirement program created advantages
structions for submitting applications, benefit calcul&&nd disadvantages for State agencies. On one hand, it
tion instructions, sample resolutions for school boar@sovided the opportunity for a dignified exit by some
and political subdivisions concerning authority téong-time employees who were no longer as produc-
participate in the program, and a set of questiotige or proficient as they had once been. For these em-
and aswers for school districts and political subdiviployees, the incentive program was a tremendous ben-
sions. VRS also used special meetings, interacti9t. On the other hand, the program resulted in a sud-
video conferences, and television call-in programs €égn and massive loss of valuable employees, many with
advise employers and employees concerning the edffgplaceable technical and managerial expertise. This
retirement program. contrast in advantages and disadvantages was due to
VRS was also responsible for calculating estfhe fact that the early retirement program was manda-
mates of the cost of the early retirement program ftary for all State agencies. Any employee, regardless
political subdivisions. This was done with the assi®f skill and performance, could retire if they met the
tance of the VRS actuary. The cost estimates for &ligibility criteria. It was the responsibility of each
political subdivisions, with the exception of local schodigency to cope with any adverse effects that might arise
boards, were in the form of an addition to the employ@p a result of the program.
contribution rate. The political subdivisions were pro- ~ The early retirement program was optional for
vided with two contribution rate increase estimatepolitical subdivisions and school boards. Consequently,
The first assumed 100 percent participation among die political subdivisions and school boards could
gible employees. The second assumed 50 percent ga@luate their unique situations and decide whether
ticipation. participation in early retirement program was in their
Cost estimates for local school boards had to best financial and programmatic interests.
performed differently. Since there is just one blended
employer contribution rate for teachers, regardless lkperience of Selected State Agencies
the school board for which they work, cost estimates  As previously stated, a major assumption under-
for local school boards were in the form of a lump sulying the early retirement program was that only 50
dollar amount. VRS provided each local school boapgrcent of the retirees would subsequently be replaced.
with a range of estimates. First, it provided each schdbls not clear whether this assumed replacement rate
board with the lump sum cost for 100 and 50 percenwas actually achieved. The six State agencies exam-
participation, along with the monthly cost for each a#ied by JLARC staff together accounted for approxi-
suming a 20-year repayment schedule at eight percarately 53 percent of all of the early retirements among
interest. VRS then provided each school board wifitate employees. While retiree replacement rates var-
the cost of a 30 year repayment for both 100 and &8l, five of the six agencies replaced well over 50 per-
percent participation rates. These costs were providgght of their early retirees (Table 4).
both as level monthly payments, and as payments in- State agencies had positive and negative experi-
creasing by four percent annually. Final cost letteesices with the early retirement program. For example,
sent to each local school board provided costs bagéile the program allowed certain long-time employ-
on ten, 20, and 30 year repayment periods. Upon &&s who were not receptive to administrative and policy
ceipt of the final cost letters, school boards were rehanges to depart under dignified circumstances, the
quired to commit to a specific repayment schedule. program also created a significant loss of talent and
Finally, VRS had to review and process all of thexpertise in many agencies. Consequently, some agen-
applications for early retirement that were submittedies encountered greater administrative and operational
Unlike the workload normally associated with servicdifficulties as a result of the program than did others.

retirement applications, the early retirement program According to VDOT, it is still recovering

resulted in a large amount of applications received 4 the impact of the early retirement pro-
within a relatively short period of time. However, ac- gram. It took the agency approximately

cording to VRS management, VRS was able to handle  ee years to refill all of the early retiree
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Table 4. Employee Participation and Retiree Replacement

Among Selected State Agencies

Number of Participation Number of Replacement

Agency Early Retirees Percentage Replacements Percentage
VDOT 952 60% 570 60%
DMHMRSAS 413 82% 291 70%
DOH 158 66% 128 81%
DOC 142 75% 106 75%
ABC 135 81% 95 70%
DMV 70 71% 23 33%

Totals 1,870 68% 1,213 65%
Source: JLARC staff analysis of agency early retirement data.

vacancies that it was authorized to replace.
VDOT management cited several adverse
affects from the program. First, an increase
in the number of employee grievances was
attributed to the hiring of new, relatively in-
experienced managers to replace early re-
tirees. Second, the administrative burden
to determine who could and would retiree
early, what the impact would be and how it
could be minimized, and to identify critical
positions, was enormous. Third, there was
a quick, mass exodus of many key employ-
ees who had been in positions of authority.

VDOT management said that there was
some initial confusion concerning the retiree
replacement policy. At first, VDOT was told
that it could not replace any of the early
retirees. Subsequently, VDOT was informed
that it could replace retiree positions pro-
vided that the agency eliminated a previ-
ously vacant position.

VDOT management also recognized the
benefits of the program. Many younger
people with a more team-based approach
to management improved the agency’s work
environment. It also provided many oppor-
tunities to bring new ideas and a fresh per-
spective into the agency.

Other agencies, while acknowledging that early
retirement was a tremendous benefit for eligible em-
ployees, expressed concern about certain planning and
implementation aspects of the incentive program.

According to DOH management, the early
retirement program was very good from the
perspective of agency employees. On bal-
ance, the program did not seriously affect
the ability of the agency to perform its mis-

sion. While there were some delays in pro-
viding services, services were still provided.
However, according to DOH, the retiree
replacement approval process conducted by
the Secretary of Health and Human Re-
sources was too slow. This process should
be improved and expedited in the event of
another early retirement program. For ex-
ample, instructions to agencies on replace-
ment request procedures should be issued
much earlier, preferably before the window
period begins. This would enable agencies
to minimize vacancy periods for critical po-
sitions. DOH management also believes
that State agencies should keep better data
and statistics concerning early retirements.

* Kk %

According to DMHMRSAS staff, the entire
early retirement program was poorly
planned. This was probably due to a lack
of time. If there is to be another early re-
tirement program, the State needs to do a
better job up front in providing guidance
concerning the replacement of retirees.
“People forget that we are a 24 hour a day
operation.” Some DMHMRSAS staff do not
think that the State saved any money from
the early retirement program. The agency's
cost to administer the program was a big
expense.

Other DMHMRSAS staff noted that the
impact of the program on agency manage-
ment and leadership had been underesti-
mated. Atremendous amount of experience
was lost all at once. On the other hand, the
program provided a graceful exit to a num-
ber of long-time employees who were not
entirely receptive to changes that were un-
der way throughout the agency.
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One agency questioned the validity of a the 5@n school boards replaced more than 90 percent of their
percent retiree replacement assumption used by Stadely retirees.
to estimate the costs and benefits of the program. The experience of school boards was similar to
that of the State in one respect. The early retirement
program provided a dignified exit for certain long-time
employees, many of whom were no longer receptive
to change. The program also provided an opportunity
to hire younger, and often more technically-oriented
individuals, at a lower salary.

Under the terms of the repayment agreement with
VRS, the local school boards’ first required payments
to the retirement system are due by the close of fiscal
year 1995. Therefore, the costs of the early retirement
program are only now beginning to be felt by the po-

According to DPB, long-term savings from earlyitical subdivisions. Table 5 summarizes the employee
retirement were possible only through elimination of participation and retiree replacement rates for each of
majority of the early retiree positions. However, Stathe ten political subdivisions, and also indicates the cost
agencies used a number of approaches, in additiorofdhe early retirement program to the political subdi-
position elimination, in order to achieve their mandas4sions.
tory budget savings targets for fiscal year 1992. For The local school boards examined by JLARC
example, while a portion of the required savings wasaff appear to have taken a careful, thorough approach
realized through elimination of positions, delayed réo considering the costs and benefits prior to deciding
placement of early retiree positions provided an addithether to participate in the early retirement program.

According to DOC staff, the 50 percent re-
placement assumption was “ridiculous.” It
effectively assumes that half of the individu-
als who retire early are employed in non-
essential positions. However, the agency
had to achieve this assumption in order to
reach its mandatory savings target. DOC
does not believe that much “deadwood” left
the agency as a result of the early retirement
program.

tional source of savings. Some other approachesFor example:

budget reduction, not directly related to the elimina-
tion of positions, were also used.

The Department of Health’'s mandatory bud-
get reduction target was $2,093,041.

Twenty-four percent of this amount was
achieved through the elimination of 18 early
retiree positions. However, 76 percent of the
total reduction target was achieved through

a reduction in the agency’s uncommitted
year end balance from fiscal year 1991.

* * %

The Department of Motor Vehicles’manda-

tory budget reduction target was $1,042,067.
Sixty-three percent of this amount was ob-
tained through the elimination of 24 early

retiree positions. Thirty-seven percent of
the required savings was achieved through
delays, of between one and six months, in
the refilling of 56 early retiree positions.

Experience of Selected Local School Boards
Participation in the early retirement incentive

program was optional for political subdivisions and
school boards. Unlike the State, the school boards re-
viewed by JLARC staff did not attempt to generate
permanent savings by eliminating positions. Due pri-
marily to mandatory student/teacher ratios, and since
virtually all of their early retirees were teachers, the
ten local school boards examined by JLARC staff re-
placed most of their early retirees. In fact, five of the

The Chesapeake School Board estimated
that it would save approximately $8 million,
due to lower personal services costs, over a
six year period beginning in FY 1992. Af-
ter six years, the school board assumed that
the early retirees would have retired nor-
mally. The school board considered this
savings within the context of $12 million in
additional pension liability payable to VRS
over 20 years. However, the school board
estimated that its net pension liability could
be decreased by $3 million. This will be
done by making the annual payment to VRS
at the beginning, rather than the end, of the
fiscal year.

* * *
The Prince William County School Board
estimates that, over the long term, the costs
and benefits of the early retirement program
will be equal. However, had the school
board not changed its policy for paying out
annual and sick leave balances to the early
retirees, the long-term costs of early retire-
ment would have exceeded the long-term
benefits. Normally, the school board gives
retirees the choice of either converting their
annual and sick leave balances into leave
which is taken prior to the effective date of
retirement, or taking a lump sum cash pay-
ment. Generally, converted leave is more
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Table 5: Early Retiree Replacement, Cost Savings, and

Additional Pension Liability of Selected School Boards

Number Early Retiree

of Early Participation Replacement Liability to VRS
Local School Board Retirees Rate Percentage as of 6/30/94
Newport News 144 80% 96% $14,290,108
Portsmouth 139 70% 91% $11,079,331
Chesapeake 138 57% 83% $9,911,549
Hampton 129 73% 94% $12,293,004
Prince William County 120 67% 99% $12,200,861
Lynchburg 73 73% 83% $6,807,355
Rockingham County 63 76% 91% $5,911,307
Washington County 62 76% 81% $4,148,097
Buchanan County 59 75% 53% $4,075,685
Tazewell County 59 79% 59% $4,533,342
Source: JLARC staff analysis of data from VRS and school boards.

valuable than a lump sum payment, since
the lump sum is calculated using reduced
salary rates. However, participants in the
1991 early retirement program were not
given that option. Individuals had to take a
lump sum payment from the school board
in order to participate in the early retire-
ment program.

Management at some of the local school boards

they will be able to repay VRS. Some have
apparently expressed the hope that, in time,
the State will bail them out of their obliga-
tion to VRS.
* * %

Although the Chesapeake School Board de-
cided to offer the early retirement program
to its employees, the City of Chesapeake did
not elect to participate in the program. The

examined by JLARC staff raised additional issues re-
lating to the early retirement program. These included
the terms of the repayment arrangement with VRS, and
the ability of the local school boards to actually repay
their long-term liability to VRS. The option of school
boards to repay VRS in a lump sum was apparently the
source of some confusion. While VRS states that lump

school board's decision has created a long-
term financial liability. However, since the
school board is ultimately dependent on the
city council for its funding, there is poten-
tial for disputes between the city and the
school board concerning continued funding
to meet the early retirement liability.

sum repayment was always an option, and was in fE;

the preferred option, one school board examined
JLARC staff did not have that understanding.

The Lynchburg School Board would have
liked a lump sum option for repaying VRS.
The school board discussed with the City of
Lynchburg the possibility of raising money
through the public bond market to finance
a lump sum payment to VRS. The school
board believes that it could have obtained
debt financing at an interest rate of no more
than four percent. However, according to
the school board, a lump sum repayment to
VRS was never an option. Lynchburg is re-
paying its liability over 20 years at an eight
percent interest rate.

According to management of the
Lynchburg School Board, other school sys-
tems throughout the State are not sure that
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rtogram Created
¥irge Actuarial Loss for VRS

In preparing the June 30, 1990 actuarial valua-
tion, an early retirement incentive program was not
foreseen by the VRS actuary. Consequently, a signifi-
cantly greater number of individuals retired during
1990-92 than had been assumed by the actuary. As a
result, the early retirement incentive program created
a $238.2 million actuarial loss for VRS due to the par-
ticipation of State employees in the program. This loss,
which was reported in the 1990-92 actuarial experi-
ence study, constitutes an additional liability which was
not immediately offset by additional contributions to
the system. VRS has not calculated the impact, if any,
that the cost of the early retirement program had on the
required employer contribution rate.

There were also actuarial losses for political sub-

divisions and local school boards. Losses for the school
boards totaled $119 million. These losses are reflected
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in the repayment schedules of each school board. ARelationship with Overall
tuarial losses for political subdivisions are reflected iBudget Reduction Strategy

their respective employer contribution rates.

EARLY RETIREMENT

Early retirement should be available as a tool to
assist State agencies in meeting an overall budget re-
duction goal. In this way, agencies can determine which
positions can be eliminated in order to achieve the re-
duction target. Employees in those positions could then

INCENTIVE ISSUES FOR
LEGISLATIVE CONSIDERATION

be offered early retirement rather than being laid off.
However, the State did not utilize early retirement in
this manner. Rather, the State planned to achieve bud-

Virginia is one of many states which have offeregiet reductions through the elimination of specific early
early retirement incentive programs in recent yeargtiree positions. Staff from several State agencies
These state programs have varied significantly in terr@spressed concern regarding this issue.

of their objectives, designs, and results. The experi-
ences of Virginia’s State agencies and political subdi-
visions with the 1991 program, together with the ex-
periences of other states, raise a number of important
issues. These issues should be thoroughly and explic-
itly considered in determining whether, and under what
conditions, another early retirement incentive program
should be authorized.

Short-Term Budget Reductions
and Long-Term Pension Liability

There are tradeoffs associated with an early re-
tirement program. Personnel costs can be reduced, in
the short term, provided that a majority of the vacated
positions are not filled and provided that the remain-
ing positions are refilled at a lower salary. However,
savings from lower personnel costs should be possible
to achieve within a few years even without an early
retirement incentive program, since all early retirees
would eventually retire under normal circumstances.
At that point, they can be replaced with individuals
receiving lower compensation.

As aresult of Virginia’s early retirement program,
State agencies were able to replace higher compensated
employees for lower compensated employees a few
years sooner than they otherwise could have. How-
ever, the tradeoff for that accelerated reduction in per-
sonnel costs is a long-term increase in pension ex-
penses. Furthermore, as DPB'’s analysis indicated,

for the state if the position replacement rate is su

VDOT would prefer that any future early
retirement program not be tied directly to a
reduction in employment levels. VDOT
management does not object to a require-
ment that it eliminate a certain number of
positions. However, it would like the flex-
ibility to decide which positions will be
eliminated in order to meet an overall tar-
get. VDOT does not want to be forced to
eliminate a position held by an early retiree,
nor does it want to be prohibited from re-
filling specific positions.

* * %
DMHMRSAS management characterized
the early retirement program as an “all or
nothing, unilaterally imposed program.” In
the future, agency management should be
given a menu of different options, such as
severance pay, as part of the effort to
rightsize State government.

* * %
DOC management would favor an optional
early retirement program for State agencies
that is closely integrated with budget reduc-
tion plans. Such a program would enable
agencies to offer early retirement to employ-
ees affected by budget reduction decisions.

. naicated, gdnitoring and Evaluation of
early retirement program can create a net financial lf(férti
i_

cipation and Replacement
In order to determine the extent to which planned

c_|entl¥slarge.BA dlggé;fe_port by the N_atlgnﬁ_l ASSOCIgyes of employee participation and retire replacement
tion of State Budget Officers summarized this concepfre peing realized, systematic monitoring and record

Successful plans, in a budgetary sense, re-
quire discipline on the hiring side. Without
such discipline and without a long-term fo-
cus, States could find themselves refilling
the majority of positions after funding gen-
erous retirement incentives.

keeping is essential. However, subsequent to October
1991, there does not appear to have been any compre-
hensive review of retiree replacement or of any other
results of the program. A planned report to the Gover-
nor in December 1991 apparently was not made, at least
not in writing. Consequently, the availability of com-
prehensive data concerning replacement of early retir-
ees is sketchy and incomplete. The best available po-
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sition replacement data is from the agencies themselves, According to House Appropriations Committee
as opposed to a central State agency such as DPBstaff, the 1,238 State positions still requiring replace-
Following the close of the early retirement winment decisions in October 1991 were all eventually
dow on September 30, 1991, the Administration reliminated. Given the lack of systematic position re-
ported the results of the program as they were knowlacement data, it is not possible to verify that figure.
at that time. The General Assembly was informed thidbwever, according to the 1991 and 1992 Appropria-
3,190 State employees had retired early. Immediadtens Acts, the State’s maximum employment level
replacement was authorized for 1,044 of those po§MEL) decreased by 2,184 positions over that two-year
tions. Policy decisions still had to be made concernipgriod. That lends some support to the belief that many
the replacement of 2,146 positions. However, 908 8tate positions, including early retiree positions, were
the 2,146 positions were specifically exempted froeliminated.
the need for future decisions. These were faculty, hu- On the other hand, the number of authorized State
man affairs and institutional services, engineering, apesitions subsequently increased by 3,915 as a result
plied science and technology, and law enforcemeoit the 1993 and 1994 Appropriations Acts (Table 7).
positions located within the education, transportatiolm addition, replacement rates for five of JLARC's six
human resources, and public safety secretariats. Thease study agencies, which comprised more than half
908 positions were all, in effect, authorized for immesf all the early retirees, were well in excess of 50 per-
diate replacement. Table 6 summarizes the informgent. That lends some support to the position that the
tion provided to the General Assembly in October 199date of early retiree replacement was significantly
Overall, taking into consideration positions auhigher than the 50 percent that had been assumed.
thorized for immediate replacement and positions ex- Due to the availability of actual eligibility and
empted from the need for future replacement decisiomstirement data from VRS, monitoring of participation
1,238 early retirement positions were still in need o&tes on the part of eligible employees was easier to
replacement decisions as of October 18, 1991. Hoperform. In October 1991, the Administration re-
ever, actual monitoring of subsequent replacement gmrted the following participation rates for eligible
cisions for the 1,238 positions was not conducted @tployees:
the central State agency level. For that reason neither < State employees: 60.3 percent,

a reliable count of refilled State positions, nor a reli-  « teachers: 69.6 percent, and
able estimate of the total retiree replacement rate, is « political subdivision employees: 50.7 percent.
available. Based on JLARC's analysis of final VRS early

Some estimates of the overall replacement ratetirement data, the actual participation rates for State
are possible. For example, assuming that none of #maployees, teachers and political subdivision employ-
1,238 vacant State positions awaiting policy decisioegs were significantly larger than originally reported.
as of October 16, 1991 were refilled, the total authdhe actual participation rates were as follows:
rized replacement rate for State employees would have + State employees: 67 percent,
been 61 percent (1,952 / 3,190pn the other hand, * teachers: 72 percent, and
assuming that half of the 1,238 positions were refilled, « political subdivision employees: 64 percent.
the total replacement rate would have been 81 percent
((1,952+619) / 3,190).

Table 6: Replacement Percentage for State Employees

Who Participated in Early Retirement Program

Number of Retirees 3,190

(minus) Number Specifically Authorized for Immediate Replacement -1,044

(minus) Number of Positions Exempt from Elimination - 908

(equals) Total Effectively Authorized for Immediate Replacement =1,952
Total Authorized Replacement Percentage 1,952/ 3,190 = 61 Percent
Number of Positions Still Requiring Replacement Decisions 1,238

Note: Calculations based on data available as of October 18, 1991. Retirees from Legislative and Judicial branches and independent agencies were not
included in the total number of early retirees. In addition, not all college and university faculty who participated in the program were included in the
total number of early retirees.

Source: JLARC staff analysis of documentation provided by VRS, DPB and HAC.
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Table 7: Authorized State Employment Levels

Annual Change
Grand Total Annual Change in Grand Total

Year MEL of Positions in MEL of Positions
1988 96,411 99,670 N/A N/A
1989 99,624 102,969 +3,213 +3,298
1990 102,794 106,652 +3,170 +3,683
1991 101,948 105,841 -846 -811
1992 100,610 104,599 -1,338 -1,242
1993 101,371 105,517 +761 +918
1994 N/A 108,515 N/A +2,997

Note: MEL is not specified in the 1994 Appropriations Act. The only term specified is Grand Total of Positions.

Source: 1988 - 1994 Appropriations Acts.

Rehiring of Early Retirees
as Part-Time Employees

In order to ensure that mandatory savings targets
were achieved, agencies were delayed or prohibited
from filling certain early retiree positions. However,
these positions were often essential to performance of
the agency’s mission. This contributed to the need for
some agencies to rehire early retirees as temporary or
contract employees.

The potential need for agencies to rehire early
retirees into their former positions was envisioned by
the early retirement program’s implementation plan.
The Secretary of Finance and the Secretary of Admin-
istration stated in writing that an early retiree could be
continued in a temporary hourly capacity if the posi-
tion is determined to be critical, if funds other than the
retiree’s salary are available, and if the Secretary ap-
proved the rehire. However, there apparently was some
confusion and misunderstanding within both the legis-
lative and executive branches concerning whether, and
under what circumstances, retirees could be rehired as
temporary employees. Table 8 provides a chronology ) )
of how the rehiring policy evolved at the secretarial ~ According to these agencies, a number of factors
level, and how the policy changes were communicatéﬂmb'ned to make ex';enswe rehiring of early retirees
within one particular agency, the Department of HealtHnavoidable. These included a sudden departure of

State agencies were not allowed to factor the cd&Y staff, the inability to hire replacements in advance
of temporary employees into their early retirement pla§ immediately after retirement, and a continuing re-
and into the achievement of their mandatory savin?é%on_s'b'“ty to provide services. While this may be
targets. As a result, actual savings from the early f&Je, it also points out weaknesses in the overall design
tirement program were overstated by the amount 8fthe early retirement program. In a 1994 report, the
compensation paid to the rehired early retirees. Thexas State Pension Review Board commented on this
extent to which agencies rehired early retirees as tefyipe of problem.
porary, part-time workers varied. However, some agen-
cies made extensive use of this practice. For example:

percent of the agency’s early retirees. In
addition, DMHMRSAS retained the services
of one early retiree on a contract basis. This
individual was paid a total of $189,540. The
$1.3 million in compensation paid by
DMHMRSAS to these individuals was more
than half of the agency’s mandatory savings
target of $2.5 million.

* * %
The Department of Alcoholic Beverage Con-
trol has paid $678,000 to 58 early retirees,
or 43 percent of all its early retirees, who
were rehired as temporary employees. This
compensation represents 30 percent of the
agency’s mandatory savings target of $2.2
million.

Currently 33 of those 58 early retirees,
or 24 percent of the agency’s early retirees,
are still employed by ABC as hourly work-
ers. These individuals are all employed in
ABC stores.

Arrash of hiring following an early retirement
incentive program is usually an indication that

The Department of Mental Health, Mental
Retardation and Substance Abuse Services
paid $1.2 million in compensation to 76 re-
hired early retirees. This represented 18

the program either cut too deeply or cut the
wrong people. Unless rehires are carefully
monitored or restricted, the cost-cutting goals
become virtually impossible tachieve.

Page 13



May 3, 1995

Table 8: Chronology of the Development and Communication

of Administrative Policy Concerning Rehiring of Early Retirees

Memo Memo
Date Author Policy Statement
5/16/91 Secretary Any retiree can be continued in a temporary hourly capacity if a position
of Finance/ is determined to be critical, if funds other than the retiree’s salary are
Secretary of available, and if approved by the Secretary.
Administration
7/31/91 Secretary of Agencies may rehire employees who retire for a period not to exceed
Administration 480 hours during which time the agency must be actively recruiting|to
refill the position with a permanent replacement; extensions to the 480-
hour limitation may be approved by the Secretary for exceptional
circumstances.
9/17/91 State Health Local health districts can not hire a retiree for more than 480 hours
Commissioner regardless of the position that the retiree will occupy. The 480-hour
limitation applies to the retiree and not to the position being vacated by
early retirement.
9/18/91 Secretary of Existing guidelines specify that the 480-hour limitation applies to
Administration employees returning to the same position and function. These guidelines
should be interpreted to apply to positions that are comparable in a very
strict sense to the vacated covered position. The point here is that the
guidelines do not refer literally to the same covered VRS position, since
if they did the person could not receive a retirement benefit.
10/9/91 State Health Guidance received on 10/4/91 relaxes the rules a bit regarding the
Commissioner rehire of retirees. The application of rules depends upon the duties and
responsibilities of the hourly paid position. If the duties are the same
or similar the approval of the Secretary is required and the individual
is limited to 480 hours without an approved exception.
Source: JLARC staff analysis of documentation provided by Department of Health.

Given the prohibition or forced delay in refilling keyas indirect costs pertaining to the amount of agency
positions, and given continuing service and workloagtaff time devoted to the recruitment process. Accord-
requirements, many early retirees wound up receiviingg to VDOT management:

wage compensation in addition to their enhanced re-
tirement benefits. This situation raises questions of eg-
uity that the General Assembly may wish to consider.

Recognition of All Program Costs

In addition to the additional pension liability costs
created by an early retirement program, the early re-
tirement program also created other costs. These costs,
which agencies could not factor into the achievement
of their mandatory savings targets, included compen-

The rippling effect of the promotions
through the organization and the costs for
advertising and filling the positions that
were allowed to be refilled will never be
known. And there were countless hours of
counseling potential retirees and trying to
help them decide even though they had no
time to plan for it.

Instructions concerning the development of early

sation paid to early retirees who were rehired as temetirement plans specifically prohibited State agencies
porary employees or contract employees. They alfom recognizing certain of these costs in the develop-
included costs related to recruitment of full time renent of their plans. Refusal to in some way recognize
placements for the early retirees. This included direstich costs results in an overstatement of the net ben-
costs for things such as position advertisement, as wfits of the program.
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Use of the Retirement System to
Solve Agency Personnel Problems

One of the stated objectives of the early retir
ment program was to provide an alternative to employﬂe
layoffs. Several agencies interviewed by JLARC ind
cated that the early retirement program provided a di
nified way out for unproductive or problem employ-
ees that the agency had been unable to let go. wHhRE
this can be viewed as a benefit of the program, so
individuals interviewed by JLARC staff questioned th
merits of such an approach. According to these indf
viduals, the early retirement program was used to pg
form a function that perhaps could be performed more
appropriately, and inexpensively, through the Stafé

personnel system.

ABC management believes that a sound
State personnel policy would have accom-
plished the objectives of the early retirement
program but at a lower cost. For example,
the State should eliminate employee “bump-
ing” rights in the event of layoffs. In addi-
tion, the State should institute a “bottom
five” policy in which the bottom five per-
cent of agency employees, in terms of per-
formance, are terminated each year. This
would prevent poor performers frommmain-

ing in the agency for too long. Tigtate
should also establish a severance pay plan.

———— CONCLUSION ——
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by $37 million in FY 1992. However, this savings

Jvas obtained at the cost of an additional $238 million

VRS pension liability. According to the stated ra-
p_onale for the program, long-term reductions in per-
onal services costs would exceed long-term additions
pension liability. However, given incomplete early
B jree position replacement data, is difficult to evalu-
the veracity of this rationale. In particular, it is
gi icult to test the accuracy of the assumption that 50
ercent of all State early retiree positions would be
{iminated.

Conflicting evidence suggests the possibility of
ther elimination or refilling of a majority of the early
retiree positions. The number of authorized State po-
sitions declined significantly in the year following the
early retirement program. However, based on the ex-
perience of six large State agencies examined by
JLARC staff, and given the recent large increases in
authorized State positions, it appears possible that a
vast majority of early retiree positions were eventu-
ally refilled. Therefore, it is highly questionable
whether the early retirement program will result in any
net savings to the State over the long-term.

In the event that the General Assembly consid-
ers authorizing a new early retirement incentive pro-
gram, it may wish to consider the key issues discussed
in this report. These issues include the early retire-
ment program’s proper relationship with the State’s
overall budget reduction strategy, and the need to ad-
equately evaluate and document program results. The
General Assembly may wish to consider establishing
specific program requirements in order to incorporate

The 1991 early retirement incentive program emecognition of these issues during planning and imple-
abled the State to reduce personal services expensestation of an early retirement program.
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