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Measuring the Rate of Retirement
continued from page 13

The distribution at age 55 was similar
to what we have already seen in Table 1.
Above age 55, there was some concentra-
tion of retirements in the early months of
age. At age 60 and above, the observa-
tions were too scattered to show any pat-
tern. Combining all ages over 55, 12%
of retirements occurred in the first month
of age, 34% occurred in the first three
months of age, and 62% occurred in the
first six months of age. Of course, the
number of retirements in the earlier
months of age would be greater than the
number in the later months if the force of
retirement is constant over the interval.

| also tabulated retirements for a plan
that allows early retirement after 30 years
of credited service regardless of age.
During the same four-year period, 48%
of the retirements at 30 years occurred in
the first month of eligibility, 66% in the
first three months and 78% in the first six
months.

Summary

An employee must satisfy certain require-
ments set forth in the plan in order to re-
tire or to qualify for enhanced benefits.
This can lead to a concentration of retire-
ments at or immediately after age and/or
service combinations at which eligibility
requirements change. The heaping within
the interval of age or service may invali-
date the assumptions underlying some of
the commonly used exposure formulas.
Constructing rates based on months mea-
sured from each eligibility change point
provides an unbiased estimate of the re-
tirement rate. Using scheduled exposure
appears to work better if the observation
period extends from anniversary to anni-
versary than if it is defined in terms of
calendar years. Using exact exposure
requires an assumption for the distribution
of retirements over the interval that is
reasonably related to the experience.

William H. Blake Jr., FSA, is an actuary
at Watson Wyatt & Company in Washing-
ton, D.C.

Randolph’s Bonanza Bigger

than Expected

by M.D. Drysdale

Editor’s Note: The following article orig-
inally appeared in The Herald of
Randolph (Vermont) on August 21, 1997
and is reprinted here with permission.
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he Vermont State Retirement

Board, meeting today, is expected

to vote to reimburse the town of

Randolph $431,145 for years of
overpayments into the state retirement
system.

The repayment is even more than
Randolph officials hoped in May, when
the Retirement Board agreed in principle
that Randolph was owed the money.

At that time, estimates were that
Randolph would receive $232,000 to
$400,000. The passage of another fiscal
year and some other findings brought the
amount owed even higher, according to
Town Manager Gwen Hallsmith.

“They topped our highest estimate,”
she declared. It was Hallsmith who dis-
covered the systematic overpayments.
Hiring an actuary on behalf of the town,
she was able to convince skeptical state
officials that Randolph was owed substan-
tial payment.

The payments will come in the form
of credits of $44,000 a year for 20 years.
That totals $880,000, a figure which in-
cludes interest for the subsequent years.

In addition, Randolph will see a huge
difference in the rate it pays in the future
for being part of the state retirement plan.
Last year, Hallsmith said, Randolph had
to pay a whopping 14.5% of payroll into
the retirement plan. Next year the town
will pay only 8.2%.

With the first of the $44,000 credits,
retirement payments will be only about
$10,000 to $15,000, compared to the
$111,728 that was paid last year, she esti-
mated.

Bethel, Too

In Bethel, Town Manager Del Cloud said
an actuary has just completed a

study of that town’s retirement payments
over the years.

Bethel has been charged even a
higher rate—15.34%—than Randolph,
and the state has acknowledged that it too
should get some money back.

Bethel’s total retirement payments
were about $30,000 last year. That an-
nual rate should be cut almost in half if
Bethel is allowed to use the state’s rate of
8.2%.

Now that he’s got the numbers, he is
ready to “broach the subject” with the
Retirement Board, Cloud said. “It
shouldn’t take too long. Randolph has
established the methodology.”

30-Year History

The state has been requiring Randolph
and Bethel to pay a separate rate for re-
tirement benefits ever since the two towns
joined the retirement system in 1968.
Only three towns are part of the state sys-
tem.

Research by Hallsmith, however,
indicated that since 1975 the state had
performed no separate actuarial studies
that would justify the towns paying a
higher rate.

The state was at first reluctant to ad-
mit a mistake had been made, but after
Randolph hired both an attorney and an
actuary, the treasurer’s office began to
see the light.

Employee to Benefit

In a related matter Tuesday night, select-
men voted health benefits to the former
town employee whose plight brought the
entire retirement snafu to light.

Larry Haraden took early retirement
last year from the town crew because of a
health problem, relying on assurances
from the state retirement policy that he
would receive health insurance that would
take care of some serious health prob-
lems, Hallsmith explained.

continued on page 17, column 1
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Randolph’s Bonanza
continued from page 16

After Haraden retired, however, the
retirement system informed Hallsmith that
municipal employees did not have— and
never had—retirement health insurance
under the plan.

This was a benefit available only to
the state workers. However, the bro-
chures distributed to municipal employees
had not made clear that they had fewer
benefits.

In investigating this problem, Town
Manager Hallsmith found that Randolph’s
payments were higher than the state’s and
that there was no way to justify the higher
payments.

On her recommendation, selectmen
agreed to pay Haraden health insurance
that will supplement his Medicare cover-
age. Through the “Freedom Plan” of
Blue Cross/Blue Shield, the coverage will
be $133 a month. Selectmen also agreed
to reimburse Haraden for the months that
he has paid the insurance on his own.

They declined, however, to pay the
health insurance for Haraden’s wife.
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Editorial Comment

Stubborn, Smart

This follow-up editorial comment ap-
peared in the August 28, 1997 issue of
The Herald of Randolph (Vermont) and is
reprinted here with permission.
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t is hard to explain just how remark-
able it is that the State Retirement
Board has agreed to return $431,000
to the town of Randolph.

The agreement forged last week with
the Board will actually result in savings of
close to $100,000 a year over the next 20
years. That’s $2 million saved in local
tax money. That’s not chicken feed.

It took the alert eye and formidable
determination of Town Manager Gwen
Hallsmith, plus good support from the
Select Board, to pry the money loose.
Not that the Retirement Board and State
Treasurer Jim Douglas were reluctant to
do the right thing—when the right thing
was pointed out to them. It’s just that the
thicket of legal, actuarial, and accounting
issues was so tangled that it took terrific
detective work to point out the right path

and discover who was right and who was
wrong.

The lead detective in the case was
Hallsmith, and she pursued it with an un-
yielding vigor which first annoyed others
in the process, an annoyance which re-
solved into reluctant admiration when it
became clear that she was right.

The first telltale clue in the case
came when the manager discovered that
health benefits, though they are promised
in the state’s retirement plan, were not
available to the municipalities which were
also enrolled. Then Hallsmith noticed
other ways in which the towns were being
treated differently. Randolph and Bethel,
for instance, were paying a much higher
rate into the retirement fund—14% and
15% of payroll—than was the state itself.

She asked why.

The Retirement Board had reasons
enough. A bureaucracy always has rea-
sons. The reasons were entangled in 30
years of financial history, actuarial tables,
and old agreements. The reasons
sounded plausible, but the manager went
behind the explanations, found the old
documents, found the old payment re-
cords. She kept calling the Retirement
Board, exploring their position and pre-
senting officials with the results of her
investigation.

Eventually, she came to a conclu-
sion: the state’s reasons were bogus.
Randolph had been getting charged extra
for no supportable reason at all.

The Retirement Board, naturally
enough, didn’t agree. Officials were ner-
vous enough, however, to suggest that if
Randolph dropped the case, it could get a
lower rate on retirement from here on
out. Hallsmith was not interested in
dropping the case.

The Select Board agreed, and it hired
an attorney, and then an actuary. Be-
tween them, they delved farther into the
complicated historical records. Eventu-
ally, they proved beyond a doubt that a
great deal more money had been collected
from Randolph during the last 20 years
than should have been. Presented with
this clear information, the Retirement
Board and Treasurer Douglas were gra-
cious. They agreed to refund the
$431,000 (with interest) in $44,000 pay-
ments over 20 years. They also agreed to
reduce Randolph’s retirement payments
from 14.5% of payroll to 8.2% of pay-
roll.

Signing the agreement last week was
simple and amicable. But nothing was
simple about this situation at the outset.
Presented with the complexity of the re-
tirement issues, very few people would
have been stubborn enough and smart
enough to persevere until it was cleared
up. Randolph is lucky that one of those
few people was its town manager.
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The “Actuary’s”
Response

by Tracy Braun

The “actuary” referred to in “Randolph’s
Bonanza Bigger than Expected” is Tracy
Braun of National Pension Service, Inc.,
in Burlington, Vermont. Below are her
comments on the article.

lod &

hen the town manager of a

small Vermont town first con-

tacted me regarding their par-

ticipation in the State Retire-
ment System, | assumed that my role
would be to review the actuarial funding
method and explain, in layman’s terms,
how the cost was allocated to the town.
What emerged was a very interesting
journey into thirty years of history and a
remarkable resolution for this local com-
munity.

The situation first came to light when
the town manager discovered that munici-
pal employees, unlike covered state em-
ployees, were not entitled to health insur-
ance coverage after retirement. Investi-
gating this issue, the town manager real-
ized that the town was also treated differ-
ently with respect to the contribution rate
it paid toward the Retirement System. Its
contribution rate was substantially higher
than the contribution rate paid for other
state employees, even though the retire-
ment benefits offered under the Plan were
the same.

continued on page 18, column 1
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continued from page 17

In fact there were different contribution
rates for other municipalities that were
members of the system, some paying
more than the State’s rate and some pay-
ing less.

The town in question had elected to
become a member of the State Retirement
in 1968, and historically the town’s con-
tribution rate had always been higher than
the state’s rate. The town manager felt
that the tiny town should not have been
charged a higher rate, and our firm was
hired to review the plan and ascertain if
the contribution rates were indeed justifi-
able. In order to do this, we needed to
start our investigation back in 1968 when
the town originally joined the system, a
formidable task in resurrecting records
over 30 years. Due to the incredible per-
sistence of the town manager, old re-
cords, old agreements, old payroll figures
for the years in question were unearthed
from the dusty cellar of the town office
building, and the following story
emerged.

At the time that the municipality
joined the System in 1968, a separate val-
uation was performed for the town’s em-
ployees. The Retirement System’s actu-
arial funding method provided for a nor-
mal cost contribution rate and an accrued
liability contribution rate. The normal
contribution rate was defined as the con-
tribution attributable to fund the benefits
for new employees and the future benefits
of current employees. Based on corre-
spondence from the State’s actuary, the
town would pay the same normal contri-
bution rate as the State; however a sepa-
rate accrued liability contribution rate
would apply based on the accrued liability
of the town’s eligible employees, when
they joined the system. The total accrued
liability at that time was $35,339, which
translated to an accrued liability contribu-
tion rate of 2.32% of payroll. Based on
the town’s actual accrued liability pay-
ments, it appeared that this original liabil-
ity amount had been paid in full by 1980;
however the town continued to be as-
sessed an accrued liability payment for all
ensuing years at a rate higher than the

state’s accrued liability payment rate.
Based on the limited information we had,
it seemed that the town had overpaid the
System by an amount in excess of
$900,000, assuming all benefit improve-
ments had been reflected in the normal
contribution rate.

In reviewing the treatment of other
municipalities in the System, we found
inconsistent allocation of contribution
rates. For example, one town who paid
its total accrued liability amount upon
joining the System was never assessed an
accrued liability rate in any of the ensuing
years, and only paid the State’s normal
contribution rate. Another town paid an
even higher rate than our client.

The next step was meetings with the
State Retirement Board to present our
findings and to seek additional informa-
tion from the State’s current actuary.

The current actuary had just been retained
by the state to value the System. Fortu-
nately this actuarial firm was also the
same firm that valued the State System
from the time the town entered the system
until 1975. Much research was done by
the State and its actuary to ascertain why
the rates were set as they were and what
actually transpired after the town joined
the systems. What emerged was the fact
that separate actuarial valuations for the
town were performed from the time the
town entered the system until 1975, and
the accrued liability and the corresponding
accrued liability rates were specific to the
town’s experience. In 1975, the state
retained a different actuarial firm. There
was no information to indicate that sepa-
rate accrued liability rates were calculated
past this point. The liability rate for the
town appeared to have been adjusted in
ensuing years in the same ratio as the
State’s accrued liability fluctuated.

In view of this and the resulting im-
pact on the town’s contributions, several
alternatives were considered to more ap-
propriately reflect the town’s liability un-
der the System. Since the town’s accrued
liability was not separately calculated af-
ter 1975, the most reasonable approach

seemed to be to assume that the town
should have then paid the same accrued
contribution liability rate as the State,
from that point forward, plus the amount
of the “excess liability” it owed as of
1975. With the information available, it
was possible to ascertain a reasonable
estimate of the town’s “excess liability”
($18,173) in 1975. With considerable
research by the town and the State, the
historic salaries and accrued liability rate
were provided and the historic “what if”
calculation was done. The result was that
the amount calculated as a credit to the
town was $431,738. It was agreed that
this amount would be credited to the town
as an annual credit of $44,738 against
contributions payable by the town for
1998 through the year 2018. In addition,
the town would be paying the same nor-
mal contribution and accrued liability rate
as the State. With the annual credit and
the reduction in the contribution rate, the
town’s annual contribution in the coming
fiscal year reduced by 75%. Needless to
say, the astute and persistent town man-
ager was the hero of the day!

From this actuary’s perspective this
was a very interesting case—we took on
the role of a detective—trying to piece
together a rather intriguing puzzle. While
the town manager and her attorney cer-
tainly felt that there was something askew
in the contribution rate, the role of the
actuary, on both sides, was critical in an-
alyzing the historic information, unravel-
ing the mystery and providing alternatives
to solve the problem. The most important
aspect of this process was explaining the
problem and the solution to both the town
selectmen and to the Retirement Board in
ways that were understandable to the
nonactuary. In my opinion, that is one of
our most important roles, and one that is
critical in expanding the areas in which
our profession can assist the public and
private sector.

Tracy Braun is an actuary at the National
Pension Service, Inc., in Burlington, Ver-
mont.



