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This report , prepared in response to your joint request of 
August 5, 1983, analyzes the features of nonfederal retirement 
programs. As requested, it provides information on public and 
private sector pension plans as well as related information on 
capital accumulation plans. A subsequent report will address the 
levels of benefits employees receive from the nonfederal 

I programs. 

In preparing this report, we relied on data developed by 
other organizations rather than independently collecting new 
information. In general, these sources focused on retirement 
programs for salaried employees. Although they were not 
purported to be statistically representative of all nonfederal 
sector retirement programs, we found the sources to be 
sufficiently consistent in their findings that the prevailing 
features of the retirement programs covered could be readily 
identified. 
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REPORT BY THE UNITED STATE23 
GENERAL ACCWNTING OFFICE 

DIGEST ----mm 

The Congress set December 31, 1985, as the target date 
for the establistwwtnt of hew retirement programs for 
federal civilian employees hired after Dece&er 31, 
1983. Unlike earlier hires, these employees are aov- 
ered by social security. If the new programs are hot 
in place by the target date, most new employees will be 
covered by and contribute fully to both social security 
and the existing civil service retirement system--a 
situation that would be very expensive for the employ- 
ees and the government. 

To assist in the design of a new civil service retire- 
ment system, the Senate Committee on Governmental 
Affairs and its Civil Service, Post Office, and General 
Services Subccmnittee asked the General Amounting 
Office (0) to obtain information on retirement pro- 
gram in the nonfederal sector. 

, 

This report concentrates on the features of nonfederal 
sector retirement programs. A subsequent report will 
address the levels of benefits employees receive fran 
the honfederal programs. 

(240 used selected surveys and data bases rather than 
independently collecting new information. The primary 
sources used were the Bureau of Labor Statistics, the 
Bankers Trust Company, Hay Associates, the Wyatt 
CMpahy, Hewitt Associates, and the National 
Association of State Retirement Administrators. 
Overall, the surveys focused on retirement programs for 
salaried employees. (See pp. 1 to 3. ) 

Retirement programs available in the nonfederal orgahi- 
zations surveyed typically consisted of three parts: 

-social security, 

-a pension plan, and 

-capital accmlation plans. 

Since social security will be ccmnon to both the newly 
designed federal programs and the nonfederal sector’s 
programs, W’s analysis concentrated on the pension 
and capital accumulation portions of nonfederal 
progr-. 
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EmSIoN PLANS 

The following sections highlight the prevailing 
features in the nonfederal pension plans surveyed. 
Where charts are used, they depict the percentages of 
the plans or cmvered eqloyment in which the surveys 
found the features to exist. (The Bureau of Labor 
Statistics expressed its findings as percentages of 
surveyed employees who were covered by the various 
pension plan features. !h other surveys used the 
nunber of plans studied as the analytical element. ) 

Vesting 

Vesting, in pension terminology, means that point in 
time at which a plan participant has earned the right 
to a retirement benefit regardless of whether he/she 
mtinues to be emplqyed under the plan. In the 
nonfederal sector, vesting usually occurs at 10 years 
of servioe. (see pp. 4 and 5.) 

10 YERR VESTING OF EENEF ITS 

Integration with social security 

me prevailing private sector practice is to coordinate 
or integrate the pension plan with social security. 
In amtrast, most states add pension plan benefits to 
social security with no integration. 
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INTEGRATED WITH SOCIfL SECURITY 
1Y 1 

me method most often used when pension plans are inte- 
grated with social security is to offset the amunts 
the plans would otherwise pay by some portion of social 
security benefits. (Seeps. 5 and6.) 

la . . . 

PO 

m . . . 

Pension plan benefits 

Same nonfederal sector pension plans provide the same 
benefit amounts for each year of service to all 
employees-regardless of salary level. However, the 
Bureau of L+abor Statistics data showed the majority of 
employees surveyed are in plans that apply benefit 
formulas to the average salary earned in the er@loyee's 
final years of employment to calculate benefit 
tlrmxmts. Most private sector plans surveyed use a 
S-year average salary. ~cxne private sector plans and a 
slight majority (52 percent) of state plans use a 
3-year average salary. (See pp. 6 and 7.) 
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FIhR t?VEfwGE SWRY (S-year) 

Elrp?loyee contributions 

Very few private sector pension plans require employee 
contributions. By contrast, state plans generally 
require employee contributions. (Seepp.7 and 8.) 

EMPLOYEE CQlTRIEUTION NOT RESUIRED 

Retirement aqe 

Overall, the studies showed that the earliest age at 
which employees in the majority of private sector plans 
could receive unreduced pension benefits was age 62 or 
younger. In state plans, unreduced benefits were 
typically payable by age 60. (See pp. 10 and 11.) 
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UNREDUCED - FGE 62 or Ef+?LIER 

Nonfederal pension plans also permit employees to 
retire before they attain the requirements necessary 
for the payment of unreduced benefits. When employees 
retire early, benefit anwnts are reduced. Early 
retirement is typically available by age 55 in both 
private sector and state plans. (See pp. 11 and 12.) 

EdXFITS f+MABLE BY f%E! 55 
1m I 

Post-retirement adjustments 

In addition to the full inflation indexing of retirees’ 
social security benefits, nonfederal employers also 
provided increases to retirees’ pensions. (See p. 20.) 
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POST fETlEM3T fDJUSTfvENTS 

'Ihese data on pension adjustments were supported in a 
separate analysis sponsored by the Department of 
Labor. 'Ihe study examined pension payments during 1973 
to 1979 to a saqle of all private sector retirees who 
were retired in 1972. It found that 75 percent of the 
retirees had received adjustments to their pension 
benefits during that time period. According to the 
study, benefits for all retirees, as a group, increased 
by amounts equivalent to about 38 percent of the 
increase in the Consumer Price Index during the period, 
ranging from about 6 percent for retirees in the 
smallest plans to 57 percent for retirees in the 
largest plans. (See pp. 20 and 21.) 

Otherprovisions 

In addition to employee pensions, nonfederal sector 
pension plans may also provide disability and survivor 
benefits. !Ihe provisions shown by the studies for 
these benefits were as follows: 

-Private sector disability benefits may cure from the 
pension plan, a long-term disability insurance plan, 
or both in addition to social security disability 
benefits. (See pp. 13 and 14.) 

--Long-term disability insurance was the approach most 
often used by private sector employers with 
salary-based pension plans. Disabled employees under 
these plans generally receive benefits of 60 percent 
or more of pay until they reach retirement age, when 
deferred pension benefits begin. (See pp. 16 and 
17.) 
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--Only five states used long-term disability 
insurance. The others provided for disability 
benefits under the pension plans. (See p. 13.) 

-Most private sector pension plans require errployees 
to be eligible for early retirement before survivor 
benefits are payable upon their death. There was no 
similar prevailing practice in state pension 
plans-survivorship eligibility requirements ranged 
from Miate coverage to eligibility for early 
retirement. (See pp. 18 and 19.) 

-In virtually all the private sector pension plans, 
retirement benefits were reduced when employees 
elected survivor benefit coverage. Most private 
sector plans imposed an actuarial reduction, 
whereby the reduction in pension benefits was 
sufficient to cover the anticipated survivor benefit 
allalnt . (See pp. 19 and 20.) 

The studies showed that most private sector employers 
surveyed provide capital accumulation plans as part of 
the retirwnt income program. Capital accumulation 
plans include programs such as employee stockmership 
plans, profit-sharing plans, thrift plans, and deferred 
mnpensation plans. (See pp. 22 and 23.) 

WITAL f3CXUMUATION fUW3 

Of the various types of capital aocunulation plans pro- 
vided in the private sector, the studies showed thrift 
plans to be the most prevalent. With thrift plans, 
employers help employees save for retirenrent and other 
needs by matching sane portion of the employees' con- 
tributions to the plan. According to the studies, 
thrift plans had the following com~n characteristics: 
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--Most employers matched at least 50 percent of 
employees’ contributions up to a specified level. 
(See pp. 23 and 24.) 

-Employee contributions of at least 6 percent of pay 
were subject to employer matching in most plans. 
(See p. 24.) 

-The plans usually required employees to have 1 year 
of service to be eligible to participate. (- P* 
25. ) 

-EQ$oyees had vested rights to employer contributions 
in 5 years or less. (See pp. 25 and 26.) 

GA0 found that tapsheltered deferred canpensation 
plans authorized by section 401(k) of the Internal 
Revenue Code are achieving popularity in the private 
sector. Such plans are similar to thrift plans, but, 
under the 401(k) approach, employee contributions are 
considered to be a salary reduction and are not subject 
to taxation until withdrawn from the plan. (me 
deferred taxation arrangement applies to employer 
contributions and earnings on plan investments in both 
thrift plans and 401(k) plans.) In many instances, 
companies amended or used existing thrift plans when 
establishing a 401(k) plan. 

Limited information was available on capital accumula- 
tion plans in the nonfederal public sector. however, a 
November 1982 survey of 36 states showed that 33 of 
them had established or authorized deferred mnpensa- 
tion plans for their employees in addition to their 
pension plans. 
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CH?GTERl 

INTKDNTICN 4 

The Social Security mndments of 1983 (Public Law 98-21), primarily 
intended to resolve financial difficulties in the social security system, had a 
significant effect on the retirement program for future federal employees. The 
amendments required that all federal civilian employees first hired after 
December 31, 1983; former employees returning to federal employment after a 
break in service of 1 year or mDlce; and elected and politically appointed 
officials be revered by the social security program. Civilian enrployees of the 
government before January 1984 were generally not in social security. Most of 
them were covered by the civil service retirement system. Others were in 
retirement systems designed for particular groups of employees, such as the 
Foreign Service and the Federal Beserve Board retirement systems. 

If social security coverage were merely added to the existing retirement 
systems, the result would be a very costly program with combined benefits at 
retirement exceeding the salary levels of many employees. Thus, new retirement 
programs to supplement social security coverage are needed.’ 

On August 5, 1983, the Chairmen and Ranking Minority Members of the Senate 
Comnittee on Governmental Affairs and its Civil Service, Post Office, and 
General Services Subcumnittee requested our assistance in the design of a new 
civil service retirement system. We were asked to collect and analyze inform+ 
ltion on prevailing retirement features in the nonfederal sector (both public and 
private) for use by the carmittee in its assessment of pension policy alter- 
:nat ives. This report contains the results of our analyses. 

OBJECTIVES, SCOPE, AND -IDGY 

In accomplishing our objectives, we relied on data contained in selected 
surveys and studies. !&e scape of the surveys ranged from very large firms to 
axnpanies employing as few as 50 people. After reviewing (but not verifying) 
these sources, we concluded they were sufficiently consistent in their findings 
that prevailing retirement program features could be identified without indepen- 
dent data-gathering on our part. However, they are not presented as 
statistically representative of all nonfederal sector retirement programs. 

As agreed with the cannittee, our primary source of information was a 
‘report by the Department of Labor’s Bureau of Labor Statistics (BLS) entitled 
“Employee Benefits in Medium and Large Firms” and the data bases supporting the 
report. ‘Ihis report is prepared annually by BLS on the basis of its analysis of 

( “Ihe dual coverage problem was temporarily resolved by Public Law 98-168, dated 
November 29, 1983. This legislation provided that, until December 31, 1985, 
employees covered by both social security and an existing government employee 
retirement system will be required to contribute no more in total to the two 
programs than the contributions required of employees who are not in social 
security. If any such employee becomes eligible to receive benefits from both 
programs during the period, social security payments will be totally offset 
against payments from the retirement system. 
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retirement and other benefit programs in the private sector establishments used 
in the federal pay cunparability process for salaried employees. Therefore, it 
is not necessarily representative of the entire private sector. The 1982 
report-the last one ccmpleted at the time of our revi -vered a survey uni- 
verse of about 21 million employees, of whom an estimated 84 percent, or 17 mil- 
lion employees, participated in pension plans. A total of 976 pension plans 
was included in the BLS survey. The BLS survey universe included establishments 
employing as few as 50, 100, or 250 full-time employees, depending on the 
industry surveyed. 

Other studies we used to supplement and confirm the BLS data were as 
follows: 

--The Bankers Trust Qnpany, "Corporate Pension Plan Study-A Guide 
for the 1980s.” This study included 325 retirement plans in 240 
Oanpanies, of which the Bankers Trust Ckmpany characterized 216 as 
"large" and 24 as "small." Retirement plans in the 240 cunpanies 
covered 8.2 million employees. 

--Hay Associates, “1983 Hay-Huggins Noncash Compensation Cunparison." 
This study included 781 private sector retirement plans. me study 
report did not indicate the nlrmber of employees covered by the 
plans, but Hay Associates representatives said that about one-third 
of the plans surveyed covered 1,000 or fewer employees. 

--Hewitt Associates, "Salaried mloyee Benefits Provided by Major 
U.S. Employers in 1982.” This report covered 678 private sector 
retirement plans. The report identified the comp?anies involved but 
gave no information on the number of employees in the plans. 

---The Wyatt Company, "A Survey of Retirement, Thrift, and 
Profit-Sharing Plans Covering Salaried nmployees of 50 Large U.S. 
Industrial Companies as of January 1, 1983.” The report did not 
contain information on the number of employees in the plans. 

-'Ibe National Association of State Retirement Plan Administrators, 
September 30, 1982, "Survey of State Retirement Systems." We used 
the survey data on general employees (about 2.5 million state 
employees and about 1.1 million local govermnt employees who 
participate in the various state plans) and did not use the survey 
data on special categories of employees such as police, 
firefighters, and teachers. 

Since all the studies did not identify their survey participants, we could 
not determine the extent to which duplication in participant coverage might 
exist. Moreover, each of the studies did not always include data on all the re- 
tirement program provisions discussed in this report. Where possible, we sup 
plemented the available data with information contained in other, more limited 
studies. We also visited retirement plan administrators in 10 major corpora- 
tions. 

STRKTUREOFNoNFEDERALREECIREMEtVIPRCER?MS 

The studies discussed in this report focused primarily on retirement 
programs for salaried employees. Programs available to these employees in the 
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nonfederal organizations surveyed typically consisted of three parts--social 
security, a pension plan, and capital accuanulation plans. 

There are two basic types of pension plans--defined contribution and 
defined benefit. A defined contribution plan specifies the rate at which funds 
will be added to each participant's account, and the benefits consist of the 
accumulated contributions and investment earnings or losses at the time of 
retirement. Defined benefit plans use specified formulas which consider such 
factors as salary, age, and years of service to compute benefit amounts. Con- 
tributions to defined benefit plans are based on the amounts necessary t0 fund 
the benefit payments produced by the formula. 

The BLS data showed that 99 percent of the employees in the survey were in 
defined benefit pension plans and 1 percent in defined contribution pension 
plans. Only one of the states had a defined contribution pension plan. Five 
percent of the canpanies in the Bay Associates survey had defined contribution 
pension plans. The other studies included only defined benefit plans. 

Defined benefit pension plans generally fall into two categories-- 
compensation-based plans and dollar amount plans. Compensation-based plans con- 
sider both employees' pay and years of service in the ccmputation of benefits 
and comfily cover salariedemployees. Dollar amount plans provide a flat dol- 
lar benefit for each year of service to all covered employees regardless of pay 
lsvel and comrronly cover hourly paid employees. As shcwn below, 67 percent of 
qe participants in the BLS survey were covered by compensation-based plans. 

DEFINEDBENEFITP1FNSIWIPL,ANS FORWRKERS INBLS SURVEY 

upational group Total 
Dol;l.Tpt Compensation- 

based formulas 
---(percentage of participants)-- 

All workers 
Profess ional and 

administrative 
l&hnical and clerical 
Product ion 

100 33 67 

25 2 23 
26 22 
49 22 

Capital accumulation plans are generally supplements to basic pension 
plans. A wide variety of capital accumulation plans exist, including employee 
stock-awnership plans, profit-sharing plans, savings and investment plans, and 
deferred conqensation plans. They are considered to be defined contribution 
plans under provisions of the mloyee Retiremnt Inccme Security Act (ERISA). 
I 

Chapter 2 of this report discusses features of the defined benefit pension 
plans included in the studies. Chapter 3 discusses features of the capital 
accwnulation plans studied. 

Social security is a basic part of all private sector retirement programs. 
Similarly, employees in 43 states are covered by social security. Thus, social 
security benefits, as such , are not analyzed in this report other than where 
necessary to describe how pension plans are designed to recognize the benefits 
available to employees from social security. 
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CHAPTER2 

This chapter describes the prwisions of nonfederal defined benefit pension 
plans as disclosed by the several studies we examined. As will be evident, very 
few pension plans are alike in all respects. Nevertheless, the prsdcminant, or 
prevailing, features of the plans as a whole are readily apparent. Each of the 
studies did not cover all pension plan features. Where a study is omitted as a 
source, it did not cover the feature being discussed. 

ELIGIBILITY FOR CWERAGE 

ERDA requires that, if a private sector employer has a pension plan, it 
must cover all employees when they reach age 25 and have a minimum of 12 mnths 
of service. According to BUS, about 70 percent of the employees it surveyed 
were in plans with participation requirements mre liberal than the ERISA 
requirement. About 39 percent of the BLS survey participants were in plans that 
granted pension plan average inmkadiately upon employnrent. Another 31 percent 
were in plans that in scme other manner provided coverage earlier than required 
by ERISA. As t3llwn below, 

z? 
is BLS data agreed with the Bankers Trust Coqany 

and Hay Associates surveys: 

PENSION PLAN PAR!ITCIPATICN REQUIREMR?TS 

Bankers 
Trust Hay - - 

-(percentages)-- 

Meet ERlSA requirement 30 30 43 

More liberal than ERISA 70 70 57 

VESTING PWVISIONS 

Vesting, in pension terminology, means the point at which a plan partici- 
pant has earned the right to a retirement benefit regardless of whether he/she 
continues to be employed under the plan. The BL!? survey and other studies indi- 
cate that most plans provide for “cliff” vesting, whereby a specified number of 
years of service must be canpleted before any benefits vest. In contrast, other 
plans provide for graduated vesting, whereby employees become entitled to an 
increasing portion of their accrued pension benefits over time. In the BLS sur- 
vey, 88 percent of the employees were in plans with cliff vesting at 10 years of 
service. Similarly, the other studies shwd that 70 percent to 90 percent of 
the private sector plans surveyed had cliff vesting at 10 years. Fifty percent 

%fhe BLS statistics cited here and elsewhere in this chapter use pension plan 
participants as the analytical element. Al.1 the other sources use the number 
of pension plans studied as the analytical element. 



of state government plans had cliff vesting at 10 years. An additional 38 
percent of state plans had cliff vesting at 5 years of service. 

VESTING OF RETIREWNT BENEFITS 

Bankers 
BLS Trust Hewitt Hay Wvatt State 
ZZL------- (percentages) --Z 

Inmediate 1 - - - 

Cliff vesting 
5 years 
10 years 
Other 

Graduated vesting 
15 years 
Other 

1 - - 38 
88 90 81 70 80 50 

2 2 1 14 - 12 

4 8 12 8 - - 
6 - 4 8 20 - 

!iiQCIAL SECURITY INIEGRATICN 

A pension plan is integrated with social security to the extent it recog- 
nizes social security in establishing benefits. Because social security bene- 
fits as a percent of salary decrease as incane levels increase, integrated plans 
attempt to compensate for this decrease. 

Pension plans generally use one of two basic aFproaches--offset or step 
rate-to facilitate integration of plan benefits with social security across 
various incum2 levels. Under the offset approach, a portion of an employee’s 
social security benefit is deducted from the benefits that wld otherwise be 
payable under the plan’s pension formula. Under the step-rate approach, the 
plan benefit formula used to cunpute an employee’s annuity is ccmprised of tm 
different percentage factors. One percentage factor is applied to that portion 
of the employee’s average earnings below the social security integration level 
and a second, higher percentage factor is aslied to average earnings above the 
integration level. EW example, a plan’s benefit formula might provide 1 per- 
cent of average earnings up to the social security wage base amount and 1.5 per- 
cent of average earnings above the social security wage base amount for each 
year of service. 

Most private sector pension plans included in the surveys were integrated 
+ith social security. Zhe BLS data showed #at 64 percent of the employees it 
burveyed were covered by integrated plans. Other studies of private sector 
lans showed higher percentages of integrated plans ranging from 86 percent to 
6 percent. 

The data also showed that the offset method was more prevalent than the 
step-rate method of integrating private sector plan benefits with social secu- 
rity. In the BLS survey, 50 percent of all participants (nearly 80 percent of 
the participants in integrated plans) were in plans using the offset method. 
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The other studies also showed that the offset method is used by private sector 
plans far more frequently than the steprate method. 

State government plans are generally not integrated with social security. 
wloyees in 43 states are covered by social security. In 37 of these states, 
the pension plan benefits were paid without regard to social security benefits, 
4 states used a step-rate approach, and 2 states used the offset method. 

INTERAT1aNwITHsocIALsEcuRITY 

Bankers 
BLS Trust Hay Wyatt Hewitt State 
Z---C-(per~nt~es)--- - --w-e 

Integrated 64 14 
Offset. INkhod (50) (2) (2) (E) (5) 
Step-rate (14) (30) (26) (30) (9) 

Wt integrated 36 14 9 4 7 86 

BASRSFoRCQ5?UTItGBENEFI'PSIN 
aJMPENSA!rIaW3ASEDPLANs 

Data on compensation-based plans showed that an employee's final average 
salary3 is the most ccimrx basis for oanputing benefits. In the BLS survey, 
the benefits for 74 percent of participants in compensation-based plans were 

I based on their final average salary. Benefits for about one-fourth of the par- 
~ ticipants in the BLS survey were based on career average salary. The other 

studies showed that a final average salary was used in cuquting benefits in 76 
percent to 98 percent of the private sector plans surveyed. Similarly, nearly 
all (98 percent) of the state gwernment plans used a final average salary. 

The BLS survey showed that 64 percent of the participants in canpensation- 
based plans were in plans using a S-year average salary. Other studies of pri- 
vate sector plans showed use of the 5year salary average ranging from 45 per- 
cent to 76 percent. The 4%percent figure came from the Wyatt Company's survey 
of the top 50 Fortune industrial qanies. Many of the canpanies in this SUP- 
vey are in the oil and chemical industries where a 3-year salary average is 
typically used. 

In state government plans, a slight majority (52 percent) of the plans used 
~ a 3year final average salary as the basis for computing benefits. 

%e final average salary is that salary earned over the last several years of 
emplomnt (e.g., 3 to 5 years) and averaged to mute an annual salary. 



Bankers 
Trust Hay Wyatt Hewitt State 

--------(percentages)-- 

Final average salary 74 
3year average (7) $1 (E) (1;) (E) (E, 
S-year average (64) (63) (68) (45) (76) (36) 
Other (3) (1) (3) (4) (3) (10) 

keer average 22 20 9 - 11 2 

kher 4 4 62 - - 

Furthemre, analysis of the B.LB canpensation-based plans showed that about 46 
percent of the participants were in plans which included mre than the employ- 
&es1 basic pay in the compensation base. Other types of anqensation included 
were overtime, shift differentials, bonuses, and comissions. 

Benefit formulas varied considerably with no single formla being a 
prevailing practice. The social security offset benefit formlas were applied 
to the largest group of participants in cmpensation-based plans. The BLS 
survey showed that the most ccmon benefit accrual rates for participants in 
fihese plans were between 1.5 percent and 1.74 percent of final average salary, 
/nultiplied by years of service, and offset by 1.5 percent to 1.67 percent of 
isocial security benefits for each year of service. The Bay Associates survey 
found th 
studied. & 

same accrual rates to be the most camon in the off set plans it 

,EMPIDYEE CXJNTBIBUlYICX+l RqzuIBBMlNIS 

All studies showed that few private sector erqloyers require eqloyees to 
contribute toward the cost of their pension plan benefits. Bowever, mst state 
government pension plans require employee contributions. The BLS data shawed 
that 93 percent of the employees were covered by plans that did not require 
wloyee contributions. The other studies also showed that the majority (78 
~percent to 91 percent) of private sector plans were fully paid for by the 
~ employer. Oh the other hand, 47 states (94 percent of the state plans) required 
iemployee contributions. 

4As a separate effort, we are determining the benefit amounts that selected 
nonfederal pension plans weld provide to employees at various salary levels, 
ages, and years of service. A report on this effort will be issued later. 
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Bankers 
Trust Eiay Wyatt Hewitt State - - ----_I_-- (percentages) --a--e- 

Zontributions required 7 9 11 22 9 94 

Iontributiona not 
required 93 91 89 78 91 6 

Of the 47 state pension plans that require employee cmtributions, 38 plans 
require all enrployees to contribute the same percentage of their pay regardless 
of pay levels. Thirtme of the 38 states also provide social security cover- 
age* As shcwn below, 27 of the 31 plans with social security require employees 
to contribute 6 percent or less of their pay to the plan. The seven plans 
without social security require elrployee contributions of 4.25 percent to 8.5 
percent of pay. 
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Contribution Nunber of 
percentage plahs 

Plans with social searity 

2.0 
3.0 
4.0 
4.5 
5.0 
5.01 
5.11 
5.57 
6.0 

Pi5 
8:95 
Varies by age 
at enrollment 

1 
2 
5 

: 
1 
1 
1 
8 
1 
1 
1 

1 
Subtotal 

Plans without social security 

4.25 1 
6.5 1 
7.0 2 
8.0 2 
8.5 1 

Subtotal 

Tbtal 

31 

1. 
38 

me other nine state mntributory pension plans have variable employee 
amtribution rates, whereby one rate applies below a certain salary level and 
a+other rate applies above the specified level. All nine states also provide 
*ial security. tie contribution requirements in these states are sumnarized 
@low. 
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C4mtribution percentage 
Below specified Above specified 

ary&ulWnt salary mount 
Number of 

plans 

0 5.0 2 
:::a 5.0 5.0 2 1 

3.6 4.8 1 
3.7 1 
4.0 60:: 1 
4.6 9.2 .I. 

mtal plans 9 
3p 

aOne of these plans requires eqloyee contributions 
only on salaries over $6,000. 

A possible trend in state and local government pension plans is the use of 
employer “pick up” of e@oyee contributions as authorized by section 414(h)(2) 
of the Internal Revenue Code. A “pick up” plan permits employees to exclude 
from current personal taxable incane any contributions they make to the pension 
plan and thereby defer taxation on the cmntribution amunts until retirement 
benefits are received. For tax purposes, the contributions are considered to be 
made by the governmental employer. 

Amording to information published by the Wyatt 0mpany in January 1983, 5 
states had statutory authorization to inq?lement, or had implemented, 414(h)(2) 
plans on a statewide basis: 8 states had authorization to implemnt, or had 
implemented, such plans on a local option basis; and another 16 state/local sys- 
tems were studying the possibility of implementing a 414(h)(2) arrangement. 

For example, the state that requires its employees to contribute 8.95 
percent of pay (the highest rate in all the states) to its pension plan has a 
414(h)(Z) plan. The employees’ ability to defer taxation on the contributiom 
results in a much lower effective contribution rate. 

HNIMJM REQUIREMRWS FOR UNREDUCED ANNUITY 

'I% majority of employees in private sector plans included in the surveys 
could receive unreduced pension benefits by age 62. In the states, urmduced 
benefits were typically payable by age 60. 
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I ZGE FDR uNREwcEDANNuITY 

BLS 13 11 11 21 44 
Bankers Trust* 9 11 14 37 28 
Hewitt 2 9 39 
Hay 5 6 :: ;9" 49 
Wyatt 0 18 38 38 6 
State 32 12 32 6 18 

*Does notaddduetorounding and includes both 
cuqxmsaticn-based and dollar amunt plans 

me studies also showed that service requirements were greater when full 
annuities were available at younger ages. Plans providing unreduced annuities 
at any age or age 55 generally required 30 years of service. At age 62, plans 
usually required 10 or fewer years of service. 

As a general rule, private sector and state pension plans permit employees 
tb retire before they attain the age and service requirements necessary for the 
payment of unreduced benefits. As shcwn below, early retirement is typically 
available by age 55. 

AGEFoREW2LYRB!t'IREMBN!C 

kss 
MY 
sfa% 
----- (percenGjes)------- 

BIS* 7 6 82 4 1 
Bankers Trust** 15 7 72 6 0 
Hewitt 6 7 83 4 0 
fW 
Wyatt 

13 5 
24 

75 1: 0 
60 0 

State 44 8 42 6 0 

*Canpensation-based plans only 
**Includes both canpensation-based and dollar amunt 

Plans 
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Private sector and state pension plans require that benefit amounts be 
reduced when employees retire early.5 As the follwing chart shows, BLS, Hay 
Associates, the Wyatt Company, and state pension plan studies all indicated that 
percentage reductions, not necessarily based on precise actuarial factors, are 
mst often used in calculating early retirement benefits. Actuarial reductions, . -. .~ based on individual retirees’ ages and life expectancies, were used in a few 
plans. 

REDUCTIoN FAC’IDRS FOR EARLY RRTIREMENT BENEFITS 

All Dollar amunt Compmsatioh- 
foKmulas fomulas 

Hlryk Wyatt State 
based formlas* (percentage of 

--(percentage of participahts)----- plans) 

Actuarial 

Percentage 
Uniform 
Varies by service 
Varies by age 

21 23 19 31 6 24 

46 57 40 25 49 55 
3 5 11 - 

30 20 35 45 34 21 

~ %tals do not add due to rounding 

~ SUPPLEZMWTAL EM&Y REZIREMENT BENRFITS 

In sane plans, early retirees receive supplemental benefits. The most mm- 
non benefit supplement was to delay any offset for social security until social 
security was payable. The BLS data showed that 3 percent of participants were 
eligible for this supplement, and, according to other studies containing such 
data, a range of from 6 percent to 28 percent of the plans delayed the social 
security offset. The BLS data also showed that 10 percent of the participants 
wxe eligible for additional benefits, such as flat dollar amounts or an amount 
multiplied by years of service with the cmpany, and other studies shwed 3 
percent and 26 percent of the surveyed plans had additional benefits. 

5me effect of early retirement reductions on benefit levels will be more fully 
explored in our separate analysis of benefits paid by nonfederal plans. (me 
P9 7.1 
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I SUPPLENEWALE?U?LYRETIl?EMENTBENEFIlS 
I 

Bankers 
All Dollar amount Canpensation- 

f@as formulas based formulas 
-(percentage of participants)-- plans 1 

Social set- 
urity offset 
delayed 3 1 4 28 6 22 

Additional 
benefits paid 10 21 5 N/A 3 26 

BlBlEF'ITS FOR SERVICE AFTER pI;;E 65 

Ihe BLS data s-d that 58 percent of employees,in dollar anxxnt plans 
received credit for service after age 65, whereas only 35 percent of employees 
covered by canpensation-based plans received such credit. Studies by Hewitt 
Associates and Hay Associates showed that most plans surveyed did not credit 
service after age 65. 'Ifie Wyatt Ckmpany's study, on the other hand, indicated 
that 62 percent of the top 50 cunpanies' plans granted such credit. Also, 76 
percent of the states had no limitation on service credits. In the states that 
had a limitation, it related to the maximum annual benefit the plan would pay to 
any retiree regardless of age. 

BEIW'ITCRH)ITS FORPRIVXLE SECl0R SEFWICE AETEZ AGE 65 

All Dollar amount Coqensation- 
formulas fornullas based f=lasHayWyattHewitt 
-- ---(percentages)---------- 

service 
credit& 42 58 35 26 62 38 

Noservice 
credited 58 42 65 74 38 62 

:DISABILITY PRUVISIONS 

According to the studies and data bases, private sector and state employers 
$enerally provide disability benefits to employees who are unable to perform 
their jobs because of physical or mental impairments. The studies showed that, 
in the private sector, disability benefits may come from the pension plan, a 
long-term disability (LTD) insurance plan, or both. According to the BLS study, 
separate LTD insurance plans are used most often to cover errp?loyees who partici- 
pate in canpensation-based pension plans. The Hay Associates and Hewitt Associ- 
ates studies which concentrated on compensation-based plans also indicated this 
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practice. Only five states had LIII insurance plans. The other states provided 
for disability payments from the retirement plan. 

When disability coverage is part of the pension plan, benefits may be pay- 
able immediately or deferred until the disabled employee reaches the plan’s reg- 
ular retirement age. Ihe BLS data showed that, overall, most employees were in 
plans with immediate disability pension benefits. In most cases, these benefits 
were calculated under the regular pension formula and were not subject to early 
retirement reductions. Similarly, the majority (96 percent) of the states 
provided irnnediate disability pension benefits, and 80 percent provided unre- 
duced benefits. 

however, BLS also found that the deferred payment approach was most often 
used when employees were also covered by LTD insurance plans. Similarly, the 
Hewitt Associates study shawed that about 76 percent of the pension plans it 
surveyed provided deferred disability pension benefits. Both BLS and Hewitt 
Associates showed that service credits were usually granted during the deferral 

‘Ihe data on private sector disability mverage are swrized below. 
J 

period. 

DISABILITY BENEFIT CUVEWU% 

BLS 

Dollar amount Compensation- 
All formulas* fonMas based formula: 
---(percentage of participants)------ 

Zovered by LTD insurance 47.2 23.0 59.1 
Irmrediate pension plan benefits (16.2) (19.5) (14.6) 
Deferred pension plan benefits (26.2) (3.2) (37.5) 
No disability benefits in 

pension plan (4.8) (.3) (7.0) 

Jot covered by L”I73 insurance 52.7 77.0 40.9 
Irmkadiate pension plan benefits (42.6) (69.7) (29.4) 
Deferred pension plan benefits (4.3) (1.6) (5.7) 
No disability benefits in 

pension plan (5.8) (5.7) (5.8) 

Hewitt Hay 
Number Percent Number Percent 

Xmpanies surveyed 710 100 853 100 

Xxnpanies with LTD insurance 677 95 791 93 

Zanpanies without LID insurance 33 5 62 7 

YlJotal does not add due to rounding 
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DISABILITY REX’IREMWl? WIT PIQVISICMS 

Dollar amount Ccanpensatisn- 
All fomulas forNN.llas based fcxnul& 

(pfxcen~~~ticipants)-0 

Imnediate disability retirement 
benefits 

mtal 
Unreduced regular formla 
Reduced regular formula 
Other than regular formula 

65.9 94.9 50.4 
(50.7) (79.2) 

(8.3) 
If-:; 

‘? f l 
(6.9) . (6:6) 

Xferred disability retirement 
3enef its 

Total 34.1 5.1 49.5 
Service at time of disability 

OdY (3.7) (1.0) (5.1) 
Service at tim of disability 

with sane aaaitional service 
credit (1.0) (03) (1.4) 

Service credited to early 
retirement eligibility or 
later (29.4) (3.8) (43.0) 

Hewitt 

Cmnediate disability retirement benefits 

Percent of plans 

Total 
Unreduced regular formla 
Reduced regular formla 

kferred disability retirement benefits 

23.5 
(20.4) 

(3.1) 

Total 
Service at time of disability only 
Service credited to early retirement 

eligibility or later 

%tal does not add due to rounding 

76.5 
(18.5) 

(58.0) 
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According to the BLS data, more than 50 percent of the employees had to 
have at least 10 years of service to be eligible for disability benefits under 
the pension plans. 

ELIGIBILITY RlXJ.JIREMENTS FOR 
DISABILI!lYRETIREMENTBENEE'ITS 

Dollar amunt Compensation- 
All formulas* formulas based formulas* 
----------(percentages)----------- 

btal 100.0 100.0 100.0 

No age or service requirement 
Age requirement only 
5-9 years service 
10-14 years service 
14-19 years service 
20-24 years servicle 
25-29 years service 
Other 
Age and service 
Sum age plus service 
Meet LTD insurance 

requirements 

15.9 
.4 

3.2 
32.1 
17.5 

1.3 
.2 

1.5 
7.1 

.7 

20.0 2.0 29.6 

*Totals do not add due to rounding 

2.6 
.o 

6:-i 
19:1 
2.8 

.2 

.2 
8.8 

.o 

23.0 
.6 

2.8 
17.2 
16.7 

.5 

.2 
2.2 
6.3 
1.0 

Oh the other hand, 38 percent of the states required 5 years' service to be 
eligible for disability benefits, and an additional 36 percent had a lo-year 
service requirement. 

LID INSDRANCE PLANS 

LTD plans are usually contracts with insurance carriers to provide disabi- 
lity benefits for employees. According to BLS, when ah employer has ah LTD 
insurance plan, it is the practice for insurance benefits to become available 
when short-term disability benefits have expired. LID insurance benefits are 
paid as long as the disability continues or until such time as the individual 
reaches retirement age. At that time, retirement benefits are paid, and 
insurance payments are terminated. 

The BLS data showed that 78 percent of the participants covered by LID 
insurance plans did not contribute to the plans. Hay Associates and Hewitt 
Associates data showed that 75 percent and 53 percent, respectively, of the com- 
pahies surveyed did not require employee contributions for LTD insurance. 
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BLS Hay Hewitt 
--(percentqes)- 

Employee contributions required 22 25 47 

mloyee contributions not required 78 75 53 

According to BLS, 61 percent of the participants would receive 60 percent 
or mre of their annual pay from the insurance plan, and another 37 percent 
would receive at least 50 percent. These are consistent with Hay Associates and 
Hewitt Associates data shwing that 79 percent and 67 percent of the LTD 
insurance plans provided 60 percent or more of pay. An additional 19 percent 
and 16 percent of the plans in the Hay Associates and Hewitt Associates surveys 
provided at least 50 percent. 

LR)INSUl?MK!EI~ASA 
PEzCEwr OF ANNUAL PAY 

Percent BLS Hay Hewitt 
+ercentages)- 

Iass than 50 2 2 1 
50-59 

t; 
19 16 

60 60 52 
65-69 10 17 11 
70 or mxe 5 2 4 
Based on years of service - - 16 

The BL8 found the majority of participants would have their LTD insurance 
benefits reduced when other benefit payments were received. The reductions were 
for such items as worker’s ampensation, social security benefits, railroad 
retirement payments, state disability benefits, and canpany-sponsored pension 
benefits. 
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offsets 

Worker ’ 8 ccqmsation 
Deduction made 
No deduction 

Social security benefit 
Deduction made 
No deduction 

Railroad retirement 
Deduction mzde 
No deduction 

State disability benefits 
Deduction made 
No deduction 

Ehrplayer ’ s pension benefits 
Deduction made 
No deduction 

Percent of 
participants 

90 
10 

88 
12 

90 
10 

84 
16 

67 
33 

SURVIWR BIWEFITS 

The various surveys we reviewed had limited data on pension plan survivor 
benefits. The most mmplete information was in the BLS data base. 

The BLS data showed that almost 60 percent of the employees had to be elig- 
ible for early retirement before survivor benefit average was provided by their 
plans. 
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r I 
ELIGIBILITY REQUIREMWTS FOR 

PRE-RETIREMENT SURVI\IoR BENEFITS 

BIS 

Dollar arrrount Compensation- 
All formulas* formulas based formulas* 
---------(percentages) - 

tbtal 100.0 100.0 100.0 

No age or service required 
Age requirement only 
5-9 years service 
lo-14 years service 
15-l 9 years service 
20-24 years service 
25-29 years service 
30 or more years service 
Age and servicf3 
Sum of age and service 
Eligibility for normal 

retirement 
Eligibility for early 

retirement 

1.3 
3.6 

.4 
5.2 
7.1 

.7 
1.6 
4.8 

12.2 
2.1 

1.5 .6 2.0 

59.7 55.9 61.5 

*Totals do not add due to rounding 

.4 
1.8 

4.2 
11.7 

.5 
13.8 
9.8 
1.2 

1.7 
4.5 

.6 
5.6 
4.8 
1.0 
2.1 

.3 
13.3 
2.6 

Bowever, there was no prevailing practice found on eligibility require- 
ments for pre-retirement surviwx benefits in state plans. The requirements 
range from imnediate eligibility for benefits to requiring that individuals be 
eligible for early retirement before such benefits are available. 

The studies showed that a wide range of choices was made available to the 
private sector retirees with respect to the form in which a survivor benefit may 
be elected. As shown below, the prevailing practice was to reduce the retiree’s 
benefit actuarially so there was no additional cost to the pension plan when a 
retiree elected survivor benefits. Comparable data on state pension plans were 
not available. 
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SURVIV0RBENEFITREDUCTIONS 

BI.S Hay 
Dollar amount Conpensatioh- (percent 

All formulas formulas based formulas of 
------(percent of participants)----- plans) 

Benefit reduced actuarially 76 62 83 89 

Benefit reduced less than 
actuarially 19 35 10 2 

No reduction 5 3 7 9 

Social security benefits paid to nonfederal sector retirees are fully 
indexed for ihflation. The studies showed that many private sector and state 
pension plans also adjusted benefit amounts after retirement. 

In private sector plans, adjustments are usually granted on an ad hoc 
basis. The BLS data showed that 40 percent of the surveyed participants were 
in plans that had granted at least me adjustment during 1978 to 1981, and 93 
percent of them were made on ah ad hoc basis. The other private sector studies 
showed that from 57 percent to 78 percent of the plans they covered had granted 
adjustments in about the same time period. 

PRIWlESEcloRKM'-REYl'IREMENTAEXJUS!LWENTS 

Bankers 
19%81 l%O 19%82 1 F-- 80-82 att 1978-82 Hewitt 

---(percentage of total)--- 

At least one adjustment 
given 

No adjustment given 

40 72 57 78 66 

60 28 43 22 34 

A broad-based study by North Carolina State University for the Department 
of Labor supported the above data. This study, entitled "Inflation and Bene- 
fits, A Study of CCLA Mjustmnts and Pensions in the Private Sector," examined 
pension payments during 1973 to 1979 to a statistical sample of all private sec- 
tor retirees who were retired in 1972. The study found that 75 percent of the 
retirees had received adjustmnts during the 1973-79 time period, with one-third 
to one-half of all retirees receiving adjustments in any given year. About 25 
percent had received adjustments every year. 

The Labor study showed that the magnitude of post-retirement adjustments 
varied substantially by plan size , with larger plans granting the greatest 
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increases. As shown below, the average increase during the tim period for all 
retirees, including those who received no adjustments, was 24 percent. The 
increases ranged from 3.5 percent for retirees in the smallest plans to 36.2 
percent for retirees in the largest plans. As apercentageof theincreasein 
the CPI during the period, the adjustments averaged 37.9 percent, ranging from 
5.5 percent for the smallest plans to 57.2 percent for the largest plans. 

A-BENEFIT INCREASES BY PUN SIZE 
1973-1979 

Numberof Average Average increase as 
plan recipients permW9ge increase percentage of CPI increase 

l-99 3.5 5.5 
100-499 14.9 23.5 
500-999 13.8 21.8 
l,OOO-4,999 9.6 15.2 
5,000-9,999 21.0 33.2 
10,000 and over 36.2 57.2 

Overall average 24.0 37.9 

Thirty (60 percent) state pension plans provided for autanatic adjustments 
+sed on increases in the CPI. Such automatic increases were generally limited 
to 3 percent of pension amunts each year. In 18 states (36 percent), 
#djustments were granted on an ad hoc basis, and 2 states (4 percent) did not 
i$djust benefits. 
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CAPITAL AccumLATIm PLANS 

In addition to social security and pension plans, many nonfederal employers 
provide capital accunulation plans as a third canponent of their employees’ 
retirement incane packages. Some employers sponsor more than one type of plan. 
This chapter focuses on the capital accumulation plans we found to be the most 
prevalent in the nonfederal sector--savings and investment plans (mre comrv~lly 
known as thrift plans) and deferred campensation plans. 

Data we reviewed on capital accumulation plans primarily concerned private 
sector practices. Little information was available on such plans in state and 
local governments. However, we did note that a November 1982 survey by the 
Council of State mernmsnts shawed that all but 3 of the 36 states surveyed had 
established or authorized deferred compensation plans for their employees in 
addition to their pension plans. 

PREVALEKE OF CAPITAL -1CN 
PLANsINlxE PRIWUE SECTOR 

With the exception of the Bankers Trust Company, which made a separate 
analysis of thrift plans only, all the studies of private sector retirement pro- 
grams covered a range of capital accumulation plans. As shown below, these 
studies indicated that the majority of the ampanies surveyed provided capital 
accunulation plans as part of the retirement inm package. The BIS data shows 
that 74 percent of the establishments it surveyed had capital accumulation 
plans. The percentages of coqmies with capital accumulation plans in the Hay 
Associates, Hewitt Associates, and the Wyatt Ompany studies were 63 percent, 
88 percent, and 98 percent, respectively. 

AVAILABILITY OF CAPITAL ACCUMULATIaJ PLANS 

BU Hay Hewitt Wyatt 

Nunber of cmpanies surveyed 1,287 849 710 50 

Number of companies with plans 958 533 623 49 

Percent of coqanies with plans 74 63 88 98 

Percent of surveyed companies with 
both defined benefit pension plans 
and capital accmnulation plans 64 56 83 98 

The studies and data showed the following breakdown by type of capital accumu- 
lation plan in the companies surveyed. 
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TYPE OF CAPITAL A(XUmATIoN PLANS PmvlmD 

m Hay Hewitt Wyatt 

Thrift plan 193 367 215 14 

Thrift and stock- 
ownership plans 199 a 202 26 

Thrift and profit- 
sharing plans 80 - 42 - 

Frof it-sharing plan 223 166 70 2 

Frof it-sharing and 
stock-ownership plan 86 a 52 5 

Stock-ownership plan -- 177 a 42 2 

Iota1 958 533 623 49 
m-m - 

3160 companies had stock-ownership plans, but data was not 
available to determine whether any or all plans were in 
adaition to thrift or profit-sharing plans. 

’ Thrift plans are a type of capital accmulation plan wherein employers help 
employees save for retiremnt and other needs by matching sane portion of the 
e@loyees’ contributions to the plan. (In a few cases, employers contribute to 
emlployee thrift amounts without requiring any employee contributions.) 
-layer contributions and investmsnt incme are not taxable to the employee 
until funds are withdrawn. 

‘Ihe studies shmed that employer-matching percentages were usually at fixed 
rates which ranged from 10 percent to over 100 percent of employee mntribu- 
tions. However, the amount of employee contributions subject to employer match- 
in 

P 
was generally limited to a specified percentage of pay. As shown in the 

fo, lowing tables, most employers matched at least 50 percent of employee 
cqtributions up to a specified level. Rnployee contributions of at least 6 
pepmt of pay were subject to employer matching in most plans. 
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Bankers 
Emplcyer-matching Hewitt Hay Wyatt Trust 

percentage --(percentage of cmpanies)- 

IO-20 2 2 6 - 
!5 9 6 11 
m-45 4 4 9 2 
i0 41 41 46 29 
S-95 6 7 4 13 
100 15 15 14 31 
her 100 2 1 2 2 
Iaries by profit 10 13 - 5 
Riries by amunt of 

employee contribution 3 - - 2 
hries by years of 

participation or 
service 8 10 - 8 

kher 1 8 8 

mtal 100 100 100 100 
- - - i93135 

Emplsrcie Bankers 
contribution Hewitt 
(percent of 

Hcry Trust Wyatt 
-(percent of companies)--- 

PaYI 

2 3 3 3 2 
3 
4 

ii 1'0 i 2 
- 

6' 56 17 54 16 44 19 39 10 

Over 6 10 10 16 18 
Other ( flat 

dollar armunt) 1 - 5 29 

I lbtal - 100 - 100 - 100 ==-I 100 

The Hay Associates and Hewitt Associates studies also showed that mst 
PlanS Surveyed allowed employees to contribute amounts above the employer- 
matching level. In most cases, unmatched eqloyee contributions of 6 percent of 
pay or mre were allowed. 
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I Hewitt Hay 
Percent of (percentage of 

anpensation 
2-5 
6-9 
10urmore 

lbtal 

canpanies 1 
37 41 
23 40 
40 19 - - 

100 100 
- - 

Thrift plan eligibility 
requirements 

Ihe studies showed that the majority of thrift plans permitted eff@yees to 
participate in the plan after being eqqloyed for 1 year. 

THRIETPLAN 
SERVICE ELIGIBILITY REQUIRDW9TS 

Bankers 

-y&xeFqesF* 

Umediate wverage 10 11 11 

6 months or less 18 13 1 year 67 70 :: 
3ver 1 year 5 5 3 

lrlbtals do not add due to rounding 

Veisting in ember 
wntriblltions to thrift plans 

The studies showed that most thrift plans provided for eqloyee vesting in 
e+loyer wntributions in 5 years or less. 
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!tmIET PLANS 
VESTING IN E24PmYER CCNTFuEuT1cNs 

Bankers 
!I!rust 

-(percentage? 

Immediate 

Class yeara 

11 

Less than 3 years 15 
3 years 14 
More than 3 years 12 

Service/participations 
Less than 5 years 7 
5years 25 
6-9 years 8 
loormoreyears 8 

!rotal 100 
- 

aclass year is a form of graduated 
vesting and service/participatio is 
a form of cliff vesting as defined 
on page 4. 

Employee participation in 
thrift plans 

&cording to the studies, most eligible employees participated in their 
employers’ thrift plans. The studies showed participation rates of at least 65 
percmt in the majority of the plans. There was also a relationship between 
employer-matching percentages and employee participation-the higher the 
matching percentage, the more employees participated. 
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EMPIL)YEE PAKrIcIPATIoN IN THRIFT PLANS 

Fercentage of 
el ig ible employees 

participatinq 

Less than 50 
50-64 
65-74 
75-89 
90-l 00 

Bankers 
%Y 
(percentage of E) 

12 17.6 
18 19.5 
23 19.9 
36 30.0 
11 13.0 

Total 100 100.0 
- 

&player-matching Bankers 
percentages Hewitt Trust 

‘(percentage of particisw 
eligible ewloyees) 

25 63 52 

50 65 73 

100 74 86 

Average 67 70 

A recent innovation in the capital accunulation portion of nonfederal 
retirement programs has been the use of deferred ccqensation plans authorized 
by section 401(k) of the Internal &venue Code. These plans mntain many 
features of thrift plans (the major difference being that employee contributions 
to 401(k) plans are made with pre-income tax dollars). The Internal l&venue 
Service issued proposed regulations in November 1981, but final regulations have 
not yet been issued. However, despite the lack of final regulations, 401(k) 
plans have grown in pcpularity and provide tax-sheltered retirement funds for 
those employees who participate. 

Wder the 401(k) approach, an employee can elect to defer a portion of 
his/her salary and have the employer deposit the deferred amount into an invest- 

nt aca3unt. Ihe amount of the salary deferral, any employer contributions to 
account, and investment earnings are exempt from personal income taxes until 

e employee withdraws the funds. Funds from 401 (k) plans can be withdrawn upon 
employee’s retirement, death, disability, separation fran service, attain- 

nt of age 59-l/2, or demonstration of financial hardship. 

There was limited data available on 401(k) plans in the surveys we used in 
r analysis of nonfederal retirement programs. Consequently, we supplemented 
em with the following surveys: 
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---“Hot %pics in I&tirement Plans, A Survey of the 
Hewitt Cuiqensation Exchange,” Hewitt Associates, 
1983. A survey of 307 corporations. 

-“Salary Reduction Plans: Design Features and 
Experience, A !PPP&C Survey Report, November 
1983,” lbwers, Perrin, Forster, and Crosby, 
1983. A survey of 79 companies with 401(k) 
plans. 

--“The Use of 401(k) Plans by Medium Sized 
Carpanies, A Meidinger Survey,” Meidinger, Inc., 
1983. A survey of 256 medium sized cunpanies in 
38 states. 

, 

According to the data, more than half of the umpanies surveyed (ranging 
from 50 percent to 70 percent in the various surveys) had adopted, were in the 
process of adapting, or were considering adopting a 401(k) plan. More 
importantly, only 6 percent of the companies in one survey and 12.6 percent in a 
second survey had definitely decided hot to adopt a 401(k) plan. 

In all of the surveys, it was the comnon practice (from 76 peroant to 84 
percent) for the employer to match part or all of employees’ salary deferrals. 
!Ihe data indicated that a SO-percent match was the most prevalent practice. Six 
percent of pay was the most frequently permitted deferral subject to matching, 
although a few mies permitted mch higher amounts (16 percent and 20 
percent in two of the studies). In many instances, cmpanies amended or used an 
existing thrift plan when establishing a 401(k) plan. 

In 401(k) plans, the higher paid third of employees eligible to participate 
in the plan are not permitted to defer a substantially greater percentage of 
their salary than the lower paid two-thirds of employees. Hewitt Associates and 
TWers, Perrin, Forster, and Crosby studies showed that the median deferred 
percentage was 4.6 percent and 4.89 percent for the higher paid third of 
employees and 2.8 percent and 3.43 percent for the lower paid two-thirds of 
enployees. According to Eiay Associates, deferrals ranged from 1 percent to 10 
percent of pay, with most deferrals being 4 percent to 7 percent, and data fran 
Hewitt Associates indicated that the average deferral for all employees was 
about twice as large when the employer made matching contributions. 
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