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CHAPTER I

PUBLIC PENSION PLANS AND RETIREMENT SYSTEMS

The use of pensions as rewards, as gratuities, and with 
charitable objectives has been a phase of governmental activity 
for centuries* The Bible contains this reference: ,fAnd his
allowance was a continual allowance given him of the King, a 
daily rate for each day, and all the days of his life.” Six 
hundred years before Christ, according to verse 30 of chapter 
25 of the Second Book of Kings, allowances from the King in 
the form of pensions were apparently an established custom, 
and pensions in some form have been in existence ever since*

I. DEVELOPMENT OF RETIREMENT SYSTEMS

Purpose of this study* From their inception pensions 
were considered to be more or less an obligation of the gov
ernment to certain individuals or groups. Within the century, 
however, another idea has developed in the public service.
No longer is it assumed, generally, that the government alone 
shall provide pensions for aged public employees. As a result, 
retirement plans have been established in which the employees 
participate by making some contribution to their expected 
retirement allowances*

The evolution of these public retirement systems has 
been very sporadic and many hundreds of small independent sys
tems have been established, usually at the insistence of the



www.manaraa.com

B
employees themselves, without adequate planning as to proper 
objectives and the techniques by which those objectives are 
to be attained*

Much has been written about public pension plans and 
retirement systems, and from this literature the purposes and 
general procedures essential to a sound system may be deter
mined. Apparently, however, the problems and methods of 
retirement system administration and management have not been 
considered apart from the general phases of retirement plans* 

There is reason to believe that a study of administra
tive and management experiences and practices can be useful 
in projecting uniform methods of control and procedure. It 
is fairly obvious that much of the current questioning on the 
part of taxpayer groups and retirement system members may be 
attributed to the ineffective and loose management which has 
been experienced by the majority of systems.

How are the administrative bodies set up, what are 
their functions, and how do they operate? What investment 
policies and programs are followed? What controls, such as 
periodic audits, are maintained? What qualifications should 
be required of management personnel and what are the essential 
techniques of management? These and other similar questions 
are important to the subject*

This study has been attempted, therefore, for the pur
pose of ascertaining the experiences of present systems and
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to develop, if possible, from these experiences criteria of 
administration and management* In order to provide a proper 
background for the discussion, a brief history and description 
of pension systems is given in this chapter*

II* HISTORY OF PENSIONS AND RETIREMENT SYSTEMS

Military pensions* Throughout history it has been the 
custom of peoples to reward their soldiers or the families of 
soldiers as a token of gratitude for the sacrifices they may 
have made in defense of the government.

In America the first pension plan of record was en
acted by the Plymouth Pilgrims in 1636 and provided that a 
soldier who "returned maimed" should be provided for by the 
colony for the remainder of his life. Later, in 1644, the 
Assembly of the colony of Virginia provided disability pen
sions for disabled soldiers* In order to encourage enlist
ments in General Washingtonfs army, the Continental Congress 
on August 26, 1776, passed what is recognized as the first 
real pension law in the United States. 1 This law was but the 
beginning of a series of federal and state pension laws which 
were enacted to provide for soldiers and their families*
Data concerning these laws may be found in the Reports of the 
United States Commissioner of Pensions.

^ Amos W# Butler, "Government and Municipal Pensions," 
National Conference of Charities and Corrections, Proceedings.
1966 , p. vnr.
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Public service pension laws. Although the problem of 
pensions for soldiers has been recognized since ,fthe time of 
the first c r u s a d e , a recognition of any such rights for 
civil employees was slow in appearing.

In Great Britain the first general pension law for 
central government employees was passed in 1810. In Prance 
the basic general law providing pensions for civil employees 
was not adopted until 1853, although certain groups of 
government employees were covered by specific grants at an 
earlier date. Other European countries that enacted general 
pension laws in those early years in recognition of the need 
for public retirement systems were Belgium (1844), Italy 
(1864), and Germany (1873).^

Agitation for a pension plan for employees of the 
central government in the United States began in 1845 and 
continued sporadically until May 22, 1920, when Congress 
finally passed the Federal Retirement Act to provide retire
ment annuities for employees of the national government. 
Several states had passed legislation which provided pensions 
for limited groups of employees, but Massachusetts was the

2 Henry S. Pritchett, A Comprehensive Plan of Insur
ance and Annuities for College teachers (New York: Carnegie 
Foundation for the Advancement of Teaching, Bulletin Ho. 9, 
1916), pp. 6 f.

® William E. Mosher and J. Donald Kingsley, Public 
Personnel Admini strati on (New York and London: Harper and 
Brothers, 1936), p. 444.
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first state to enact general pension legislation to cover all 
those directly employed in the service of the state* This 
Act was adopted in 1911, and it was not until 1919 that 
Connecticut and Maine enacted similar legislation, to be 
followed by New York in 1920, New Jersey in 1921, and 
Pennsylvania in 1923.^

Police and firemen were the first municipal employees 
to be granted pensions by cities and towns. These public 
employees were favored largely because of the hazardous 
nature of their occupations. The first municipal pension 
fund of record, established by law, was that for New York 
City policemen.in 1857. later, in 1871, New York City passed 
a law providing pensions for firemen. With these beginnings 
greater interest in pensions for municipal employees, largely 
through the organized effort of the employees themselves * 
was created. If the firemen and police were entitled to pen
sions because their employment subjected them to danger and 
exposure, how about street cleaners whose risks were also 
great? or health officers? or clerks grown blind in main
taining the cityfs records? or, in fact, all employees worn 
out by long service for the municipality? A survey made in 
1910 found that two hundred nineteen municipal funds were in

4 "Retirement Systems and Morale in Public Service," 
Annals of the American Academy of Political and Social Science, 
113:339, May, 1924.
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existence, all of which applied to special groups of employ
ees*^

The school teachers of New York City assumed the 
leadership as early as 1879 in a program to secure pensions 
for aged teachers* Their continued efforts were thwarted 
until 1894 when the State Legislature enacted a retirement 
law, the first in the United States for public school teach
ers*6 Similar pension plans were presently adopted by other 
cities in the state and by school systems in other parts of 
the country, until in 1937 it was estimated that some 65^per 
cent of all teachers in the United States were members of 
retirement systems and pensions plans*7

II. DEFINITIONS OF TERMS

Pension plans* The original motive for the granting 
of allowances by a king or feudal lord to his soldiers or 
retainers was to reward faithful service* In later years a 
military pension was granted to a wounded soldier, or to the 
family if the soldier lost his life in service, as a payment

5 "Pension Systems for Municipal Employees and Railroad 
Pension Systems," in United States Senate Document No* 427,
61st Congress, 2nd Session; quoted in Mosher and Kingsley,
,op* cit•, p* 446 *

6 A Study of the New York State Teachers Retirement 
System (Albany: New York State Teachers Association, 1939), p. 3.

7 Teachers Retirement Systems and Social Security, 
National Education Association, Research Bullet in No* 15, 1937, 
p. 94.
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for sacrifices made. The idea of rewarding faithful service 
still persisted when pensions were provided for other em
ployees of the government, but it must be admitted that many 
early pension systems were predicated upon relief for old or 
incapacitated employees as a charity measure.

These early pensions were paid entirely from the public 
treasury and therefore should properly be termed pensions in 
accordance with the recognized definition in Webster’s Hew 
International Dictionary:

A stated allowance or stipend made by a govern
ment or business organization in consideration of 
past services, . . .  to one retired from service; 
especially a regular stipend paid by a government 
to retired public officers, disabled soldiers, the 
families of soldiers killed in service, • • •

Retirement systems. In recent years recognition has 
been given to the employees* share of the responsibility in 
financially providing for his retirement from public service. 
As a result, retirement annuities and disability benefits in 
many systems are provided for through contributions by both 
the governmental unit and the employees. In much of the 
literature on the subject of pension funds and retirement 
systems these terms are used interchangably; however, a dis
tinction should be made to avoid confusion. ’Tensions” 
should apply to payments made by the governmental unit from 
the public treasury. ’’Retirement annuities” or "allowances” 
should describe payments made from a fund created by the
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contributions of both the governmental unit and the employee.

III. OBJECTIVES OF RETIREMENT SYSTEMS AND PENSION FUNDS

Past objectives. The public pension and retirement 
movement has been evolving gradually, therefore, the objec
tives in providing a pension fund or in establishing a 
retirement system have changed through the years. We of 
this nation are a sentimental people. We quickly become 
concerned over the problems of the aged and disabled, with 
the result that pensions were formerly supported on the 
bases of gratitude, rewards, aid, relief, and, sometimes, 
pure charity.

Present objectives. The present attitude toward pen
sion funds and retirement systems is more and more coming to 
be based upon economic and social considerations. For the 
employee, the primary objective in the retirement or disabil
ity allowance is to help create a sense of economic security 
and relief from anxiety for the future, for self and family;
* . . .  to provide a means whereby civil servants may leave 
the civil service at the end of their careers in as orderly 
a manner as they entered at the beginning.”8 The primary 
objective in establishing a retirement system, from the point

8 Lucius Wilmerding, Jr., Government by Merit (The 
Commission of Inquiry on Public Service Personnel, Monograph 
No. 12; New York: McGraw-Hill Book Company, Inc., 1935), p. 202.
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of view of the government unit, is the improvement of its 
staff.9

Other objectives, such as the termination of the em
ployment of men and women who through age or disability are 
no longer reasonably efficient, the attracting into public 
service of a higher grade of personnel by the promise of 
adequate benefits, and the raising of morale through oppor
tunities for promotions, are related to the primary objective 
but subordinate, to it and need no elaboration here.

The principal reason for the establishment of a sound 
retirement system in the interest of the public is to elim
inate the cost of so-called hidden pensions. The public, 
generally, will not countenance the discharge of an old or 
incapacitated employee without means, after a lifetime spent 
in public service. If no pension has been provided, there 
is nothing else to do but to continue the employee on the 
active payroll at full salary regardless of his lack of 
ability to earn that salary. It is not possible to estimate 
the expense to the public in these unearned salaries, or 
hidden pensions, but it is reasonable to assume that the 
cost is more than that of adequate pensions.

Lewis Meriam in his book on the retirement of public 
employees succinctly sums up the principal objectives in a 
retirement system as follows;

9 Mosher and Kingsley, 0£. cit., p. 447.
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The important points are to adopt a system • • • 

that will meet the needs of the service to which it 
is applied, that will be just to the employees as a 
class and to individual employees, and that will 
receive the approval of a public enlightened as to 
the possibilities of a retirement system as a social 
insurance device, the benefits of which are earned 
by the employees*^0

The interests of the employee, of the governmental unit, and 
of the public in any retirement system can be furthered best 
by establishing and maintaining a retirement system on sound 
economic and social principles• No longer is there any de
fense for the pension fund which is based on relief and 
charity to the employee.

IV. EXTENT OF PRESENT SYSTEMS 
*

Municipal systems. During the eighty-four-year period 
since the establishment of the New York City Police Pension 
Fund in 1857 the growth of pension funds and retirement 
systems for public employees has been quite extensive. The 
majority of these until within the last twenty years provided, 
however, for only police and firemen.

A survey made in 1938 by the staff of the International 
City Managers1 Association sought to determine the extent of 
municipal retirement systems as well as to ascertain certain 
basic information concerning them. Replies to a questionnaire

Lewis Meriam, Principles Governing the Retirement 
of Public Employees (New York* London: D. Appleton and 
Company, 1918), p . 450.
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returned by 819 municipalities indicated-that 545 pension 
funds and retirement systems were in effect in 519 cities of 
over ten thousand population. Forty-seven additional cities 
replied, but the answers were too incomplete for inclusion 
in a summary of the survey. These, however, should be added 
to the total number of systems in effect as also should forty 
known systems which did not reply. The total number of pen
sion and retirement funds in effect in cities of ten thousand 
population or over in 1938, therefore, was 632.^* The dis
tribution of these systems in cities according to population 
is shown in Table I.

State systems. This same survey determined that 
twelve states had state-wide systems for all public employees 
exclusive of public school teachers. The states in the order 
of the inauguration of their systems were: Massachusetts,
1911, Maine, 1919, Connecticut, 1919, New York, 1920, New 
Jersey, 1921, Pennsylvania, 1923, Minnesota, 1929, California, 
1931, Colorado, 1931, Rhode Island, 1936, Maryland, 1937, and 
Ohio, 1938.12

Teachers* systems. The development of pension plans

11 "Municipal Retirement Systems," Municipal Year Book, 
1938 (Chicago: International City Managers* Association, T§5§) 
pp. 310-318.

12 Loc. cit.
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TABLE I
MUNICIPAL RETIREMENT SYSTEMS BY POPULATION GROUPS

Population group Number of cities Number of systems

Over 500,000 13 23
200,000 to 500,000 26 30
100,000 to 200,000 53 54
30,000 to 100,000 195 203
10,000 to 30,000 319 322

Totals 606 632
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and retirement systems for public school teachers has been 
somewhat more extensive than those for general public em
ployees since the first retirement law was enacted for Hew 
York City teachers in 1894* The National Education Associa
tion reported in 1937 that twenty-three states, Hawaii,
Puerto Rico, and the Canal Zone had state-wide systems in 
operation and that several other states were contemplating 
the establishment of systems. Also, fifty-six local plans 
in cities and counties were reported.^

This report indicated that retirement allowances were 
provided for teachers under the several plans as follows:^*4

Under joint-contributory plans 60.4 per cent
Under noncontributory plans .8 per cent
Under system without public funds 4.5 per cent
With no retirement allowances 34.3 per cent

Civil service retirement and disability fund. It was 
not until 19 E0 that the Congress of the United States passed 
legislation establishing a retirement system for federal em
ployees. This Civil Service Retirement and Disability Fund 
is the largest public retirement system in the world and at 
the close of the fiscal year, June 30, 1938, had an active 
membership of five hundred forty thousand.^-5

Teachers Retirement Systems and Social Security. 
op. cit., pp. 91-151.

14 Ibid., p. 94.
\ ^ Eighteenth Annual Report of Board of Actuaries.
Cl̂ vil Service Retirement and DlsabilTty FundHTWashlngton, D.C. 
United States Government Printing Office, 1939), p. 5.
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V. TYPES OF RETIREMENT SYSTEMS AND PENSION PLANS

Form and structure. Retirement systems and pension 
plans vary in type and in organization. Some are joint 
contributory, others are noncontributory. Many have been 
established on a cash disbursement basis; fewer are organized 
on an actuarial reserve basis. Benefit allowances may be 
provided for old-age retirement, for death, either natural 
or in line of duty, for disability, or for the v/idows and 
children of deceased employees.

The beginnings of pension legislation in the United 
States were not sound. Laws had their inception at the hands 
of groups of employees who were more concerned with the re
lief of their own anxiety concerning the future than with 
the soundness of the systems they endeavored to establish. 
After framing a bill, the next step was to have it introduced 
by a friendly legislator, who in turn would secure its passage 
through political pressure or through a sympathetic plea of 
compassion for the proposed beneficiaries. Thus, very little 
or no consideration was given to public employees in general, 
to the interest of public service, or to the financial sound
ness of the fund or system.̂

Noncontributory plans. These early pension plans

^6 Paul Studensky, "Pensions in Public Employment," 
National Municipal Review» 11:97-124, May, 1922.
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usually required no contributions from employees and no re
serves were accumulated for the payment of future benefits*
The public, if it was considered, thought of pensions largely 
as charitable contributions to public employees* Paying half 
salary as a pension to an old employee eligible for retire
ment instead of continuing his whole salary seemed a saving 
in taxes at the time.

Under the noncontributory plan, the governmental unit 
pays all of the pension and usually no provision is made for 
the cost of a pension until an employee is eligible for re
tirement* Experience has shown that most plans of this type 
eventually become such a financial burden to the public that 
they are discontinued or the benefit allowances to the retir
ing employees are drastically reduced.

Contributory plans* Croups of employees have sometimes 
established pension plans and benefit associations in which 
all pension payments and benefit allowances are contributed 
by the members. These plans generally have proved unsatis
factory because of the high cost to each active member and 
the difficulty of making the plan compulsory.

In joint-contributory retirement plans, the govern
mental unit and the employees each make contributions to the 
costs of benefit allowances, and each, therefore, has a 
fundamental interest in the proper maintenance of the fund 
and in its administration.
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Cash disbursement £lan» Joint-contributory retirement 

systems may operate under one or two main types of financing 
plans, the cash disbursement basis or the actuarial reserve 
basis*

The cash disbursement plan presupposes contributions 
from employees and the governmental unit sufficient to meet 
anticipated benefits for any one year, and usually no advance 
provision is made for future benefit payments. If, for 
example, the expected benefit payments for a given year are 
$100,000, approximately that amount of money will be paid 
into the fund from all sources for that year#

The cash disbursement plan is criticized largely be
cause it does not contain within itself the element of per
petuity. This claim is made for the reason that during the 
first years of the operation of a retirement system only a 
few members retire, therefore, the amount of money needed to 
pay benefit allowances is comparatively small. As the system 
grows older, more and more members become eligible for bene
fit allowances and the total amount of money necessary to 
meet the additional payments each year increases substantially# 
If the governmental unit cannot carry the resultant financial 
burden and the members oppose an increase in their contribu
tions, benefit allowances must be reduced or the fund will 
become insolvent.

Meriam proposes two favorable arguments for the cash
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disbursement plan that suggest simplicity and safety: "No
elaborate collecting and investing machinery is required and 
no nice actuarial computations and valuations are needed*
The money is left with the taxpayers until needed thus obvi
ating incidentally a loss through mismanagement or bad invest
ment."^7 It may further be suggested that when there is no 
question of the financial adequacy or the good faith of the 
governmental unit, such a system can be reliable.

The cash disbursement plan is objected to on the 
grounds that it is unbusinesslike and may be extravagant, 
that during times of economic stringency the necessarily in
creased appropriations by the government subject it to public 
criticism, and that future generations must bear the finan
cial responsibilities incurred by the generation which 
established the system. Possibly the most serious defect is 
the first one mentioned, since at the start "the apparent 
absence of financial burden makes it relatively easy to 
obligate the government to costly benefits, the expense of 
which is obscured until later years.

Actuarial reserve plans. In systems that operate on 
an actuarial reserve basis, contributions from employees and

^ Meriam, op. cit., p. 328.

Leonard D. White, Introduction to the Study of 
Public Administration (New York: The Macmillan Company, 1939), 
pp. 407-8.
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from the governmental unit are paid into reserve funds. The 
future costs of benefits and allowances are calculated from 
mortality and other experience tables so that the accumulated 
contributions, invested at compound interest, will result in 
a sufficient reserve to retire members upon their reaching 
the retirement age. The same general rules are followed in 
setting up the reserves as those under which the safer in
surance companies operate. These give the fund a reasonable 
measure of security, making it possible for the governmental 
unit to plan approximately for its share of the necessary 
financing in future years as well as for present needs.

Objections to the actuarial reserve plan are based 
upon the multiplicity of essential records, the complexity 
and cost of necessary computations to determine future prob
abilities, and the need for adequate investment machinery.
To these may be added the difficulties which may be experi
enced through political control of a large reserve fund, the 
possibilities for dishonest or careless management, the 
prospect of financial losses through unwise investments, and 
the difficulty of maintaining full reserves with the present 
low interest rates.

An advantage to be found in the actuarial reserve plan 
lies in the possibilities of determining the true costs of 
future benefits. The present generation of taxpayers, there
fore, pays for the services which are rendered to it and does
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not defer the financial burden to succeeding generations*
Also, a share of the cost of eventual benefits should come 
from interest earned on the funds invested. The interest 
received lessens the otherwise necessary contributions of 
both employees and employer* Under present conditions the 
actuarial reserve plan appears to be the safest and most 
equitable for governmental units, for employees, and for the 
taxpayer.

VI. EXPERIENCE OF PENSION FUNDS AND RETIREMENT SYSTEMS

Difficulties encountered* The establishment of the 
pension fund for New York policemen in 1857 on an unsound 
basis opened an era during which numerous public pension 
plans and retirement systems were organized without proper 
consideration being given to their financial planning* It 
was one thing to promise attractive future benefits; it was 
quite another to adequately finance those benefits from the 
long range point of view. Only after some years did the 
increasing financial burden imposed on governmental units 
become apparent.

The experiences of many if not all of the early sys
tems were similar. Where the governmental unit at the start 
paid all of the cost of the pensions, the financial burden 
after a few years became so heavy that the taxpayers revolted. 
Pension systems were then set up on a joint-contributory
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basis with all contributions being paid into a common fund 
from which the benfits, whether retirement, or disability, 
or death, or all of these, should be paid* With but few 
beneficiaries during the first years, the fund in most cases 
increased substantially, or, if a reserve was not built up, 
the present cost to employee and employer was negligible*

After some years the number of beneficiaries naturally 
increased so that benefit payments exceeded contributions.
If there was a reserve fund, this gradually became depleted 
or, in fact, wiped out by the increased benefit payments.
The remedies used to stabilize the system were usually one 
or more of the following: reduce the benefit allowances, let 
the governmental unit assume the increased costs, increase 
the employees1 contribution along with those of the govern
ment, or reorganize the system on an actuarial reserve basis* 
Many, if not most, pension funds and retirement systems have 
gone through or are going through one or more of the above 
phases; only the last plan, however, has proved satisfactory, 
and the tendency in public retirement systems during reeent 
years has been toward the actuarial reserve plan.

Excerpts from surveys. The status of pension funds 
and retirement systems in several sections of the country 
during various periods can best be attested to from the re
sults of investigations and surveys which have been made. 
These examples give a background for the experience of most 
funds.
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The Pension Commission of New York reported in 1917: 

"In not one single city in the United States that has estab
lished provision for aged and infirm policemen, firemen, 
schoolteachers or others was the system based on sound ac
tuarial principles*

A report in 1918 concerning pension funds in Illinois 
has this to say:

These acts have been built up blindly* The lia
bilities under them have crept up almost imperceptibly, 
as the service given by the public as an employer has 
expanded. Through these laws the state and many of 
its municipalities today are in effect in the position 
of holding out dishonest promises to the men and women 
in the employ of the public • • *20
Seventy local pension plans in the state of New York were 

studied in 1931, none of which were found to be actuarially 
sound•

In his report on retirement systems in Virginia,
Roland Egger wrote:

The Statute establishing the * * * system is one 
of the most quixotic bits of wishful thinking in the 
annals of legislative imponderabilia; its administra
tion has been as fantastic as its original pattern, 
and its utter bankruptcy has been assured from the 
outset* The two . • • systems have likewise been

19 Lawson Purdy, "Municipal Pensions," National Munic
ipal Review. 7:14-17, January, 1918.

20 White, o£. oit.. p. 409.

Albert H. Hall, A Summary of Actuarial Surveys of 
Seventy Local Police and FTre Pension Funds in New York State 
(Albany, New York: New York State Conference of Mayors, Pub
lication No. 34, 1935), p. 10.
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bankrupt since tlie day of their inauguration. Three 
others are headed toward annihilation when the true 
magnitude of the burden they have assumed becomes 
apparent•22

Individual examples. In attempting to secure material 
for this study information was sought from the managers of 
several pension funds and retirement systems. A few of the 
replies received are worthy of being cited because they so 
clearly indicate the difficulties being encountered by cer
tain funds and systems. It is not suggested that these 
examples are typical of most pension .funds and retirement 
systems, but from information available they may well de
scribe the situation of many funds.

Inasmuch as the replies received were confidential in 
their nature, the full statements are given in Appendix II 
without identifying either the authors or their retirement 
systems•

Retirement system managers are critical of their re
spective systems for several reasons, such as: a failure
adequately to plan the system, selfish employees and politi
cians prevent reorganization plans, the systems are largely 
political set-ups, retirement ages are too low, benefit 
allowances are too*large, employees do not contribute an 
equitable amount, governments contribution is too heavy,

22 Roland Andrews Egger, The Retirement of Employees 
in Virginia (Studies in Public Administration No. 1; New York: 
D. Appleton-Century Company, 1934), p. 1.
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reserves are being dissipated rapidly* One manager reported 
that the cost of retirement benefits had doubled in ten years 
from thirty thousand to sixty thousand dollars, which amount 
was entirely too great for the municipality. Another stated 
that the system was "going in the red" every year*

Failure of objectives* An examination of existing 
pension funds and retirement systems would reveal, generally, 
that they have been established at the request of, and for 
the benefit of, different groups of employees without any 
adequate understanding of the purposes to be served and the 
costs which would be involved* Unfortunate experience has 
shown that time and again employees who have been looking 
forward to a pension payment or retirement allowance as a 
protection in old age have found themselves without that 
protection because of the insolvency of the fund* Certainly 
an unsound system with its probability of disappointment to 
its members is worse than no system at all* Disappointment 
creates discontent and lowers the employee morale. The 
governmental unit is placed in the difficult position of not 
meeting its promised obligations and, therefore, the funda
mental objectives of a public retirement system; those of 
economic security for employees and the improvement of staff 
are not attained.
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Sound retirement system essential. A retirement allow
ance for the public employee is recognized generally as a 
condition of employment in the public service. This being 
so, all employees of governmental units should within a few 
years be included in some type of system.

There no longer is any excuse for establishing a 
retirement system on a guess basis; and one of the principal 
aims of those who are interested in the sound administration 
of public affairs is the reorganization of present unstable 
pension funds. Much has been accomplished toward this end, 
and many systems, particularly those in the larger govern
mental units, have within recent years placed their retirement 
systems upon a sounder basis. This is not as a rule ah easy 
task for the reason that the possible beneficiaries will oppose 
any necessary reduction in retirement allowances, political 
interests may impede any progressive action, and the problem 
of incurred liabilities must be faced.

Retirement systems show a remarkable lack of uniformity 
in their general provisions and methods of operation. This 
situation is due, in the opinion of Henry S. Pritchett, to 
attempts to bridge the gap between the unsound provisions of 
an older system and the better provisions of the new system. 
Compromises have been made advisable or unavoidable by the 
necessity of adjusting ideal provisions to personal and
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economic conditions.^

Standards of operation. Recognizing that present 
unsound systems cannot be changed overnight, it would still 
seem appropriate to endeavor to establish some standards for 
uniform operation toward which systems going through a period 
of transition could strive. In addition, by reference to 
such a pattern new systems might avoid the mistakes of older 
systems.

One manager wrote: ”We cannot be of much help to you
except to hope that you will profit by our mistakes.” This 
seeming apology strikes the very keynote of possible progress 
in the field of pension funds and retirement systems. Further
more, it provides the basis upon which this study is predicated. 
Present adequate systems are better and stronger than those of 
earlier years because earlier mistakes have been avoided and 
the experience gained through those mistakes has been useful.
It was felt, therefore, that a compilation and study of the 
experiences and practices of several pension funds and re
tirement systems would prove valuable in any effort to estab
lish standards in certain phases of operation.

Phases of retirement systems. The phrase ”certain

prt Henry S. Pritchett, The Social Philosophy of 
Pensions (New York: Carnegie Foundation for the Advancement 
of Teaching, Bulletin No. 25, 1930), pp. 38-40.
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phases of operation* is used advisedly* An entire chapter 
could be written on each of several subjects pertinent to 
the functioning of a retirement system, such as the relative 
merits of the cash disbursement plan versus the actuarial 
reserve plan, contributory versus noncontributory plans, the 
determination of contributions by employees and the govern
mental unit, the problem of accrued liabilities, the essential 
benefit features of a system, and others. These with their 
several ramifications have been well covered in existing 
books, articles, and reports, and are mentioned only inci
dentally in this study for the purpose of elaborating other 
phases which are discussed more in detail*

Admini strat ion and management factors* When a retire
ment system is established, certain agencies for its proper 
functioning must be supplied. Unfortunately, complete and 
adequate provisions pertaining to administration and manage
ment are seldom included in the enabling legislation under 
which a system may operate. Those charged with the responsi
bilities of administration and management have often, as a 
consequence, developed procedures by trial and error methods.

Where the collection of many contributions, the account
ing for and auditing of numerous records, and the investment 
of large reserves are involved, the risk is too great to leave 
to inexperienced personnel and experimental procedure.

In substantiation of this assertion, the experiences
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of those responsible for three pension funds are of interest#
A city treasurer made the following statements ,fThe Fireman’s 
and Police Pension Acts have been administered by appointees 
in many cases with no training in the handling of funds and 
securities.”24

This comment was made by the secretary of a retirement
system:

I installed the . . .  System fourteen years ago 
and have had many experiences which you could avoid 
if an experienced man did the work and trained the 
staff from the beginning# We have had a number of 
things turn up that had we the previous experience 
could have been avoided.

Another secretary wrote:
Your system should be operated by an experienced 

man as many mistakes are made at the installation of 
a system which cause much trouble in after years. « » •
It is a highly specialized work requiring constant 
study and a detailed follow up.

As has been indicated, earlier pension funds were 
largely predicated upon relief and aid for public employees# 
Very little thought was given to administration, planning, 
and financing. It is possible that the major emphasis should 
still be placed on the problems Incident to personnel, but, 
if the functions of administration are neglected, a system 
may fail properly to serve its constituents#

24. These and other statements by the secretaries of 
pension funds and retirement systems used in this study were 
given in confidence; for this reason the writer’s name and 
his city have been omitted#
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Objective of this study. Sound administration is im

perative in any present-day form of public service if the 
governmental unit is to justify its right to support from 
the public it serves. Retirement systems, because of their 
import to public servants and their dependence upon the 
pocketbooks of taxpayers, should be particularly free from 
criticism in administration.

If the experiences of past programs are to be of value 
to future projects, those experiences must be catalogued and 
appraised, and, if possible, standards of conduct for success
ful operation should be developed from them*

It is this thought that motivated the present study of 
the functions of administration of retirement systems and the 
machinery which has been set up for their execution. The aim 
of the study is to make use of the administrative practices, 
both positive and negative, of existing pension funds and 
retirement systems in an attempt to establish a pattern for 
sound administration.

Sources of information. There is a large amount of 
available literature on the subject of pension funds and re
tirement systems in the form of books, articles, surveys, 
studies, reports, et cetera. Many of these have been most 
helpful in providing background and explanatory material.

Most of the information used in this study has come 
from existing retirement plans, from correspondence and
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interviews with persons responsible for their administration, 
and from annual reports, enabling legislation, ordinances, 
by-laws, and informational pamphlets.

The factual data for the most part were derived from 
the returns to questionnaires sent out to the managers of 
several funds and systems.25

Organization of this study. The administrative func
tions connected with the operation of pension funds and 
retirement systems fall into several groups, such as general 
administration, finance, investment, actuarial, the secre
tariat, public relations, personnel, and others. The objec
tive here is concerned primarily with the details and 
procedures of operation and only incidentally with the 
problems of membership personnel.

The following chapters have been organized so as to 
cover as thoroughly as possible the subject matter suggested 
by the chapter heading.

In Chapter II is shown the results of a survey of 
public retirement systems undertaken to secure material for 
this paper. They provide a substantial foundation of data 
for later consideration.

Under the subject "General Administration of Public 
Retirement Systems," the functions, types, compositions, and

OR See Appendix I for a copy of the questions used in 
the survey.
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effectiveness of administrative boards are discussed in 
Chapter III.

The source of, method and cost of collecting, manner 
of accounting for, and responsibility for, funds are considered 
in Chapter IV, "Financial Management of Public Retirement 
Systems.”

The attempt is made in Chapter V, "The Investment of 
Public Retirement System Funds,” to show practices and prob
lems incident to investing surplus funds.

Chapter VI, "Management Problems and Practices," has 
as its purpose the indicating of the functions, the problems, 
the machinery, and the effectiveness of management operations 
in retirement systems.

The "Civil Service Retirement and Disability Fund" is 
reviewed in Chapter VII.

In Chapter VIII, "Evaluation of Public Retirement 
Systems," a summary of available material is made so as to 
set forth the fundamentals of, and if possible develop criteria 
for, sound retirement system administration and management.
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CHAPTER II

A SURVEY OP PUBLIC RETIREMENT SYSTEMS

In approaching the subject of administration in public 
retirement systems the general problem which arose was to 
procure sufficient material for classification and discussion* 
So many and varied are the phases incident to retirement 
systems that tabulation of them is difficult* and* further
more, some are not amenable to research through the question
naire method alone.

Other similar studies conducted by means of question
naires were quite successful in accumulating general data.
It was felt that if such data could be supplemented by infor
mation derived through interviews and correspondence, adequate 
material could be collected for satisfactory research on the 
subject*

This chapter presents a summary, under several classi
fications, of the returns received from a questionnaire survey. 
The contents of the chapter may be criticized for their 
statistical nature. The data do form, however, a basis for 
later discussion and in this respect may well be considered 
important.

I. METHOD OF PROCEDURE

Survey by questionnaire* The material received through 
replies to the questionnaire was supplemented by interviews
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and correspondence with the secretaries of several systems.
In this way many points that seemed ambiguous in the ques
tionnaire replies were clarified. Interviews with retirement 
system secretaries, public administration officials, actuaries, 
and investment counselors elicited much information of value. 
Mention has already been made concerning the use of literature 
in the field of pension funds and retirement systems. From 
it a background for an understanding of retirement system 
administration problems and practices was gained.

Another problem to be met in projecting the survey was 
to secure enough data and information to warrant substantial 
conclusions. The International City Managers^ Association for 
years has kept closely in touch with public pension and re
tirement systems, and a survey published in 1938 by this 
organization provided a list of municipal and state systems 
to which questionnaires could be sent.^

A list of retirement systems for teachers— state, 
county, district, and municipal— was secured from a published 
survey directed by the national Education Association.2

Variety of systems. The greater number of active

^ "Municipal Retirement Systems," Municipal Year Book, 
1958 (Chicago: International C i ty Manager s*7 As so cia t ion, 1938), 
pp. 310-18.

 ̂Teachers1 Retirement Systems and Social Security, 
National Education Association, Research Bulletin So.” lo,
1937, pp. 91-151.
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pension funds and retirement systems has been established to 
provide benefits for police and firemen# This may be attrib
uted largely to the early attention received by these classes 
of employees from a public sympathetic to the dangers in 
their employment# Teachers also have been active in estab
lishing organizations through which they could procure 
retirement and other benefit allowances# Other groups of 
civil employees gradually succeeded in providing themselves 
with some kind of pension plan, until there are now in ex
istence retirement systems, sometimes several within a given 
governmental unit, covering most, if not all, classes of 
public employees#

The functions of administration of these funds may be 
similar, but the objectives are often dissimilar. Therefore, 
in attempting to secure information about administration and 
management operations, it was considered important to test 
a cross section of pension funds and retirement systems 
through two classifications: employee groups and population
of the governmental unit#

Classification of systems# Six classifications of 
systems by employee groups were chosen to be used in the 
survey: (1) police, (£) firemen, (3) police and firemen,
(4) teachers, (5) general, those employees not included in 
any of the previous groups, and (6) all. In the last classi
fication, all employees of the governmental unit are eligible
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for membership in the system.

Other employee groups having systems in some govern
mental units are librarians, street cleaners, and public 
utility workers. There are not a sufficient number of these 
systems to make another classification; therefore, they were 
not considered.

The population classification was used in an effort 
to determine the differences, if any, in administrative 
problems and practices in larger systems as contrasted with 
smaller systems. Ranging from the state-wide unit down to 
cities of ten thousand population, six classifications are 
used* (1) state-wide, (2) cities over five hundred thousand 
population, (3) cities from two hundred thousand to five 
hundred thousand population, (4) cities from one hundred 
thousand to two hundred thousand population, (5) cities from 
thirty thousand to one hundred thousand population, and (6) 
cities from ten thousand to thirty thousand population.

Questionnaire distribution. Questionnaires were mailed 
in May, 1940, to three hundred twenty-nine pension funds and 
retirement systems. Twenty-nine questionnaires were sent to 
state teachers* retirement systems and twenty-five were sent 
to systems which included all state employees. Questionnaires 
were mailed to municipal retirement systems as follows: to
cities over five hundred thousand population, twenty-seven; 
to cities having a population of two hundred thousand to five
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hundred thousand, thirty-six; to cities with a population of 
one hundred thousand to two hundred thousand, fifty-nine; to 
cities of thirty thousand to one hundred thousand population, 
one hundred and twenty; to cities with a population of ten 
thousand to thirty thousand, thirty-three*

A;summary of the number of questionnaires mailed and 
the number of replies received is shown in Table II*

Replies to the questionnaires* Replies to the ques
tionnaires were received from one hundred eighty-three systems, 
or 55*6 per cent of the total number mailed. One hundred 
forty-six systems, or 44*4 per cent, did not reply*

Of the number of questionnaires which were filled out 
and returned, forty-nine, 14*9 per cent, were not sufficiently 
complete to be of real value. The specific information and 
data used in this study, therefore, were taken from one hundred 
thirty-four replies, or 40*7 per cent of the number of ques
tionnaires distributed*

As was expected, the greater number of significant 
replies was received from the larger systems* This may be 
attributed to better staff organizations than the smaller 
systems can command. In one classification, however, this 
did,not hold true, as only seven satisfactorily completed 
questionnaires, 28 per cent of the number sent out, were 
returned by all-employee state systems.

Satisfactory replies from systems by population groups
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TABLE II
SUMMARY OF QUESTIONNAIRES SENT OUT AND 
REPLIES RECEIVED BY POPULATION GROUPS

Population Blanks Usable Replies No Per
classification mailed replies no reply cent

value usable

State, teachers 29 16 6 7 55.2
State, all 25 7 5 13 28.
Cities over 500,000 27 24 1 2 88.8
200,000 to 500,000 36 18 10 8 50.
100,000 to 200,000 59 24 13 22 40.6
30,000 to 100,000 120 31 13 76 25.8
10,000 to 30,000 33 14 1 18 42.4

Totals 329 134 49 146
Per cent 100 40# 7 14.9 44.4

* 
•O
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were: cities over five hundred thousand population, twenty-
seven, or 88.8 per cent; state teachers, sixteen, or 55.2 
per cent; cities of two hundred thousand to five hundred 
thousand population, eighteen, or 5G per cent; cities of ten 
thousand to thirty thousand, fourteen, or 42*4 per cent; 
cities of one hundred thousand to two hundred thousand, 
twenty-four, or 40.6 per cent; state all-employees, seven, 
or 28 per cent; cities of thirty thousand to one hundred 
thousand population, thirty-one, or 25.8 per cent. The num
bers of returned questionnaires by population groups are 
shown in Table II., on page 36.

Replies by employee group classification. Table III 
gives a summary of replies to the questionnaire by employee 
groups according to population classification. Of the one 
hundred thirty-four systems that returned completed question
naires, thirty-five, 26.1 per cent, were teachers*organiza
tions; thirty-three, 24.6 per cent, were from all-employee 
systems; general employee groups returned nineteen, 14.1 per 
cent; eighteen questionnaires, 13.5 per cent, were sent from 
police and firemen funds; police pension funds and retirement 
systems returned eighteen, 13.5 per cent; and, eleven replies, 
11 per cent, came from firemen funds and systems.

II. STATISTICAL RESULTS OF THE SURVEY

Subject matter of the questionnaire. The third problem



www.manaraa.com

38

TABLE III
SUMMARY OF REPLIES TO QUESTIONNAIRE 

BY EMPLOYEE GROUPS

Population
classification All Gen

eral
Police
and
fire

Police Fire
men

Teach
ers

State, teachers 16
State, all 7
Cities over 500,000 £ 8 £ 5 £ 5
£00,000 to 500,000 3 £ 1 5 3 4
100,000 to £00,000 3 6 £ 5 4 4
30,000 to 100,000 8 3 13 £ £ 3
10,000 to 30,000 10 0 0 1 0 3

Totals 33 19 18 18 11 35
Per cent of

total £4.6 14.1 13.5 13.5 8.2 26.1
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incident to a survey of basic information concerning the ad
ministrative functions of retirement systems was to prepare 
the questionnaire* Two considerations were of importance 
and they were in opposition to each other* One was to in
clude in the questionnaire a sufficient number of pertinent 
questions, brief answers to which would supply the desired 
information. The other was to cover the subject matter with 
as few questions as possible so as to be reasonably certain 
that time would be taken by fund secretaries to complete the 
answers*

The subject matter of the questionnaire should posi
tively relate to the aim of the survey, which is to make use 
of the administrative practices of pension funds and retire
ment systems in an attempt to establish a pattern for sound 
admini strat ion.

Under the title, Questionnaire for the Study of Prob
lems of Administration and Management of Public Retirement

rtsystems, the four-page printed blanks, which included a form 
letter on the first page, were addressed to the managers of 
three hundred twenty-nine pension funds and retirement systems.

Sixty-six questions were listed under eight headings: 
General Administration, Financial Management, Office Management, 
Investment Program and Experience, Actuarial Advice and

^ Note: The contents of the questionnaire will be found
in Appendix I*
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Experience, Operation Statistics, Relations with. Public and 
with Members, and General Information and Remarks*

A most interesting source of frank information was the
blank page to be used for the remarks and recommendations of
the person who filled out the questionnaire* Most of the
confidential statements quoted in this paper were taken from 
this page of the questionnaires which were returned.

Unless otherwise noted, the information and data taken 
from the completed questionnaires applies to the 1939 fiscal 
year.

Age of systems* One hundred twenty-five of the ques
tionnaires returned indicate the years the systems were 
established. The four oldest funds bear out a previous state
ment to the effect that police and firemen were the first 
public employees to inaugurate pension funds. One police 
fund dates back sixty years to 1880; another one was founded 
in 1887* The oldest firemen’s fund was established in 1882; 
a second one in 1890.

Table IV shows the years the several types of funds 
and systems were founded by decades, commencing with 1880-89* 
Approximately 46 per cent of the systems considered in this 
survey were established during the years 1930 to 1939. This 
may indicate an increased interest in retirement systems for 
employees in the public service as a result of the publicity 
given to the federal Social Security Act and the fact that



www.manaraa.com

41

TABLE IV
YEARS RETIREMENT SYSTEMS ESTABLISHED BY DECADES

1880 TO 1939

Employee
group

1880
1889

1890
1899

1900
1909

1910
1919

1920
1929

1930
1939

Total

Teachers 0 2 3 13 4 12 34
Police and Fire 0 0 2 6 6 4 18
Police 2 0 5 1 5 4 17
Firemen 1 1 2 1 0 1 6
General 0 0 0 2 6 14 22
All 0 0 0 1 5 22 28

Total 3 3 12 24 26 57 125
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these employees were not included in its provisions.

Another trend of interest is to be noted in the larger 
number of systems established for general and for all em
ployees in the decade 1930 to 1939. No systems for these 
employee groups, according to this survey, were in existence 
prior to 1915. During the years 1930 to 1939 twenty-two 
systems were organized for all employees and fourteen were 
established for general employees. Later in this study the 
trend toward setting up funds on an actuarial reserve basis 
will be shown.

Number of members. The number of employee members 
were reported by one hundred twenty-three funds and systems. 
Membership ranges from a firemen1s pension fund of thirty- 
eight active members to a state retirement system for general 
employees with 89,520 active members.

The difficulty in appraising and reconciling the admin
istrative and management problems in systems with such a wide 
spread in the number of constituents is apparent. The fire
men* s pension fund with thirty-eight members is managed by 
the assistant fire chief of the municipality at an annual 
operating cost of approximately three hundred dollars. The 
amount of funds invested in 1939 was $24,000. The state 
system referred to had approximately $115,000,000 invested. 
There are one hundred thirty-nine employees on the director*s 
staff and the annual operating expense is nearly $275,000.
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Nine systems have less than one hundred aotive members. 

Thirty-four have less than two hundred, and fifty-eight, or 
47 per cent of the total, have less than five hundred. Three 
state systems have, respectively, 60,000, 81,000, and 89,520 
members.

A classification of the number of members by employee 
groups is shown in Table V. The summary of that classifica
tion is given here:

499 members or less - 58 systems
500 to 999 members - 11 M

1.000 to 4,999 " - 21 "
5.000 to 9,999 » - 11 "

10.000 to 19,999 t# - 12 «
20.000 to 49,999 " 7 "
50.000 and over ” 3 n

The problem of efficient management in the smaller 
retirement systems can be more readily appreciated when a 
review of the secretariats of the fifty-eight funds with 
memberships of less than five hundred is made. Only six of 
the fifty-eight systems have full-time secretaries or man
agers. Thirty-two have part-time managers who have some 
other position within the governmental unit. Twenty systems 
have neither a full-time nor a part-time manager. The duties 
incident to the system are administered by some other official 
or by another department. In other words, these important 
duties are sandwiched in with the regular activities of the 
official, or of the department. That such an arrangement is 
not always accepted cheerfully is exemplified in the statement
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TABLE V

SIZE OF MEMBERSHIP OF RETIREMENT SYSTEMS 
BY EMPLOYEE GROUPS

P-F P F Gen* All Tot*

Less than 100 2 1 2 2 mm 2 9
100 to 199 1 8 4 2 1 9 25
200 to 299 - 3 1 2 1 3 10
300 to 399 3 — — 1 2 1 7
400 to 499 — 1 2 1 2 1 7
500 to 599 1 1 1 — * — 3
600 to 699 - - am — mm - —

700 to 799 - — 1 1 mm - 2
800 to 899 1 — — «* 1 2
900 to 999 1 — — 2 1 4

1,000 to 1,999 4 — 1 1 1 2 9
2,000 to 2,999 1 1 mm — 2 mm 4
3,000 to 3,999 1 _ 1 — — 1 3
4,000 to 4,999 1 1 1 — 1 1 5
5,000 to 5,999 1 - — ** 2 1 4
6,000 to 6,999 1 - 1 - - am 2
7,000 to 7,999 1 ** Ml. am am am 1
8,000 to 8,999 - am •* mm 1 mm 1
9,000 to 9,999 2 - mm mm 1 mm 3

10,000 to 11,999 - - a* am 1 1 2
12,000 to 13,999 2 - a* am 2 2 6
14,000 to 15,999 2 - mm - 1 — 3
16,000 to 17,999 1 - mm - m* am 1
18,000 to 19,999 — — mm am am am —
20,000 to 24,999 1 mm mm am mm am 1
25,000 to 29,999 2 mm mm am — am 2
30,000 to 34,999 - mm mm — — 1 1
35,000 to 39,999 2 mm mm — am am 2
40,000 to 44,999 - mm - ma am am

45,000 to 49,999 1 - «* mm am - mm 1
50,000 and over 1 - am 2 3

123

NOTE: Employee group symbols are as follows: T— teachers,
P— Policemen, Gen*— General employees, P-F— Police and firemen, 
F--Firemen, All--All employees.
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of* one such official who answered the questionnaire and ap
pended these remarks:

I do not feel that the Accountant should be 
compelled by law to give her time, energy and 
efforts to this work without some remuneration.
Because the Accountant does all of the work, is 
responsible by law for the work, has to supervise 
the books of the system, as well as attend to addi
tional accounts in the municipal books, I think that 
she is entitled to some remuneration.

If your board can have proper clerical assistance 
it might be a different proposition, but I have a 
girl just one afternoon a week, to post the deduc
tions from the payrolls, and frankly I very much 
resent being compelled to add this tremendous amount 
of work to my duties, without being permitted to 
receive any remuneration.

Compulsory or optional membership. Those who have made 
thorough studies of pension funds and retirement systems are 
in agreement that membership for employees should be compulsory 
if the objectives of the retirement system are to be properly 
achieved. Sometimes the choice of membership is made optional 
for present employees when a system is newly established, and 
a stated time, perhaps a year, is set within which the old 
employees may join. Where membership is not compulsory, the 
employees who need the benefits most often do not take advan
tage of them, or they may resign and withdraw their previous 
contributions when a personal financial stringency occurs.

Of the one hundred twenty-two questionnaires that re
ported the information, only twelve show the requirement for 
membership to be optional. Three of these systems are less 
than five years old; five have been established more than twenty
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years* Four of the funds are for police and firemen, four are 
police funds, two include general employees, and one each is 
for teachers and all employees. Five of the funds are on an 
actuarial reserve basis.

III. CONTRIBUTIONS TO RETIREMENT FUNDS BY MEMBERS

Evolution of contributory plans. Contributory pension 
and retirement plans are those in which employees pay all or 
part of the cost of maintaining the fund. It has already 
been shown that the early systems required no contributions 
from employees, and the governmental unit undertook the nec
essary pension payments. The enabling legislation was pre
dicated largely either upon forced action or upon sentiment, 
and the resultant pension payments had the appearance of 
charity.

Where formal pension plans were not in effect, the cit
izens of a community became familiar with the charity ball or 
benefit performance to pay the doctor’s bills for a fireman 
or a policeman injured in line of duty. Such occasions con
tinue to be a part of a citizen’s responsibility in some 
municipalities. However, a gradual recognition of dual respon
sibility, for both the disability of employees and their 
retirement for age, has evolved until today the joint-contribu
tory plan has become the most acceptable.

A retirement system operating on the joint-contributory 
basis offers a plan whereby the governmental unit joins with
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its employees in making adequate provision for old age and, 
in some cases, in securing protection in the event of death 
or disability.

Contributions by employees. What should be the em
ployees f share of the costs of disability and retirement 
benefits? The simplest answer to this question would be to 
say half of the total cost should be borne by the members. 
Contributions of this size would be a recognition of the com
munity of interest between the governmental unit and the 
employees in the retirement system. Furthermore, such a 
contribution on the part of employees would be in line with 
current economic and social practices, and would get away 
from the older something-for-nothing idea.

How much do employees contribute? One hundred six of 
the systems operating on a joint-contributory basis furnished 
information relative to the source of funds during the 1939 
fiscal year. From these data it was found that the average 
contribution by employees in all systems amounted to 32.5 per 
cent of the total. The range extended from a contribution of 
5 per cent of the total amount in a pension fund for firemen 
to a teachers* retirement system in which the members* con
tributions amounted to 84 per cent of the total. These calcula
tions did not take into account pension funds in which the 
governmental Unit paid the entire cost, or those funds which 
operated from a 100 per cent contribution by the members.
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In the firemen’s fund referred to in the preceding 

paragraph the municipality paid out of general funds 75 per 
cent of its total contribution and included in the 1939 tax 
assessment a special levy to cover the remaining 20 per cent 
of its contribution* This pension fund is over twenty-five 
years old and may be an example of the difficulties encount
ered when the attempt is made to change the enabling legisla
tion so as to make employees* contributions more justifiable 
in relation to the benefits received* In this fund the 
retirement benefit allowed is one-half of salary at retirement 
date, and for the fiscal year 1939 the annual benefits aver
aged $779.

The influence of early custom when the governmental unit 
paid all of the costs of retirement allowances is shown in 
average contributions of 14.1 per cent of the total by members 
of firemen funds during 1939. These funds show an average 
life of approximately thirty years. Of the three hundred 
ninety-five prevailing firemen*s pension funds classified by 
the International Fire Fighters Association, forty operate 
without any contributions from the employee members.4

Police funds with an average life of twenty-seven years, 
received 16.2 per cent of their total revenue from members in 
1939. The combination police-firemen funds have an average

4 "Prevailing Firemen’s Pension Systems,” International 
Fire Fighter. 23:16-26, May, 1940.
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age of twenty years and the members contributed, in 1939, 33.3 
per cent of the total revenue. All-employees systems, averag
ing eight years since their establishment, received contribu
tions from members amounting to 33.1 per cent of the total. 
Members of teachers’ retirement systems contributed 40.1 per 
cent of total contributions. These systems have an average 
age of eighteen years. The highest average contribution for 
the period under discussion was made by the general employees’ 
groups and amounted to 41.5 per cent. Nine years is the 
average number these latter systems have been in operation.

These facts would seem to substantiate a previous refer
ence to a trend in retirement systems whereby the employee is 
assuming a more equitable share of the cost of retirement and 
other benefit allowances. Members of the older funds, police 
and firemen, pay the smallest share, while the newer systems 
for general and all-employees apparently established on sounder 
economic and social principles require employee contributions 
more closely approximating the fifty-fifty basis.®

A further breakdown in the sources of funds for retire
ment systems will be shown in Chapter IV, "Financial Management 
of Public Retirement Systems.” Table VI gives the detail of

5 Lewis Meriam, Principles Governing the Retirement of 
Public Employees {Hew York, London: D. Appleton and Company, 
1918), p. 57; see also Chapter IV for a discussion of the divi
sion of the costs of retirement systems between government and 
employees.
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TABLE VI

PER CENT OF REVENUE CONTRIBUTED BY 
EMPLOYEES FOR FISCAL YEAR 1939,

(Figures under employee groups indicate age of system
as of June, 1940)

Per cent 
of revenue 
contributed

Police Firemen
Police
and
firemen

Teachers General All

5 30
7 20 33 23,30
8 37
9 37
10 35 32 5
11 14
IS 60,16
13 3,22 ? 30
15 32
16 20 17
17 ?, ? 31
18 22 3, 2
19 19, 5
20 1821 18
23 25, 7
25 2,39 21 25
26 13 14
27 21 3 3
28 18
29 29,23,31 16
30 6 3 6,15
31 5
32 4,21 8, 3
33 26
34 53 3, 3
35 25 3 3
36 19 28 13, 3 3, 3
37 44,13 3
38 20,20 19 3
40 25,20 3, 3
41 36, 4 2
42 9
44 21
45 7
46 6 26 8
47 2,23 9
48 10 19
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TABLE VI (continued)

PER CENT OF REVENUE CONTRIBUTED BY 
EMPLOYEES FOR FISCAL YEAR 1939

(Figures under employee groups indicate age of system
as of June, 1940)

Per cent Police
of revenue Police Firemen and Teachers General All 
contributed firemen __  ___

50 3 1, 2
53 18
56 3
60 7
61 6
69 2
70 3
82 3
84 25

NOTE: Question marks indicate that the age of the system
is not knovm*
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percentage of contributions by members in the several employee 
classifications with the number of years the individual systems 
have been in operation. The older ages of the police and fire
men systems and the smaller percentage of contributions by 
their members should be noted and contrasted with the younger 
ages of the systems and the larger percentage of contributions 
by the members of the general and all-employee groups.

IV. BENEFIT ALLOWANCES RECEIVED BY RETIRED EMPLOYEES

Benefits the end result. The end result, candidly 
stated, for employee members of a pension system is the bene
fit allowance to be received if and when a certain contingency 
occurs. This is not to infer that the attitude of employees 
as a group is entirely selfish; on the other hand, there is 
no expentancy of altruism on the part of the employee toward 
the governmental unit which is the employer. It may well be 
that early public service pensions were based upon a reward 
for service over and above the wage; or that the pension or 
benefit was a charitable gesture by a benevolent public. 
Whatever the reason, there is ample evidence to substantiate 
the belief that the employees themselves were the instigating 
factor in the establishment of those pensions. If, as is to 
be hoped, a saner attitude toward a dual responsibility in 
the matter of ultimate benefit allowances for public employees 
is evolving, then social progress is being made.
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This is no place to argue the relative merits relating 

to financial opportunities which may exist for the private 
employee or, for the public employee. Rather, it may be stated 
that through the efforts of those interested in public person
nel much has been accomplished in recent years toward stabil
izing and standardizing public employment, with the result 
that, generally, the employee in public service may expect 
more security in his job, if not equality in income, than the 
worker in industry and business.

If# then, a condition of public employment is membership 
in a properly organized and operated joint-contributory re
tirement system, the new employee should be the first to appre
ciate the protection which might otherwise not be his# Still, 
along with the older employee from whose interest the retire
ment system resulted, he will want to know "how much will I 
get?”

Types of benefits# The principal benefit allowance 
that results from the establishment of a pension fund or a 
retirement system is that for old age. The motives for in
stituting the old-age allowance are (1) to enable the govern
ment employer to retire from the force those employees who 
because of age cannot continue to do their work in a satisfac
tory manner, and (Z) to relieve from the minds of employees 
fear for the future when they can no longer earn a wage#

A good deal of controversy has taken place as to the
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proper basis for earning this allowance. Some contend that a 
definite number of years of service is the criterion. Others 
insist that the attainment of a certain age is a more reason
able basis for the granting of a superannuation retirement ben
efit. The arguments are of value in determining what benefits 
are to be allowed in a given retirement system, but they are 
not to any great degree of particular interest in a study of 
administrative and management problems.

Other benefits that may be provided for in certain re
tirement systems are: (1) disability allowances, either through 
accident or disease, (2) allowances upon death, either in line 
of duty or from natural causes, or, after retirement, (3) with
drawal allowances upon leaving the job or retiring from the 
system; and (4) allowances to dependents in the case of death. 
The factors which may be considered for the inclusion of one 
or more of these in any retirement system are adequately cov
ered in several studies on the general subject of retirement 
systems. They do not seem appropriate for further considera
tion here, except to say that the inclusion of any one or 
several of them tends to complicate the operation of the system, 
particularly if it has been devised on an actuarial basis.

Methods of determining benefit allowances. The deter
mination of how much, or how little, to pay in retirement 
allowances is and probably has been since the earliest pensions 
a difficult problem. Three methods have generally been used in
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American public pension systems. The flat or fixed sum, 
which in the first systems was doubtless just sufficient to 
prevent the beneficiary from becoming a charity case, is still 
used in many smaller and older established systems. The fire- 
men’s pension system** survey, previously referred to, lists 
forty-seven funds, 11.9 per cent of the total, which allow a 
fixed amount for pensions. These pensions ranged in monthly 
payments of from #45 to #120.

Another plan is to establish a benefit allowance on the 
basis of a percentage of the employee’s salary. Under the 
first noncontributory pension funds this method apparently was 
the most natural. To pay an aged or disabled employee a defi
nite part of his annual salary, usually half, seemed equitable 
and just. The half salary plan is still largely used. Seventy 
per cent, or two hundred seventy-three, of the three hundred 
ninety-five prevailing firemen’s systems pay retirement bene
fits on the half salary basis.7

Xf the percentage of salary basis is used in establish
ing the retirement allowance to be paid, the determination of 
what salary scale to use is important. The last annual, or 
terminal, salary may be used, or the retirement benefit may be 
based on an average of the annual salary for a specified number

c
♦’Prevailing Firemen’s Pension Systems.” op. cit., pp.

16-26.

7 Loc. cit.
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of years, or the average salary throughout employment in the 
service,

A third plan not so much in effect in recent years was 
to provide pensions for employees on a discretionary basis; 
that is, the officials responsible for the granting of pen
sions were given the authority to decide who would be entitled 
to receive a pension and what the amount of the allowance 
would be. Obviously such a plan would offer opportunities 
for abuse and unfairness by the administrators and would fail 
to fulfill the objectives of a sound retirement system as 
they are presently understood.

Amounts of benefit allowances. Figures have been given 
from this survey to show the amounts which employees contribute 
toward the benefits they expect to receive. It will next be 
of interest to see what allowances are being received by the 
beneficiaries of the systems studied.

Two questions: "how many received benefits last year,” 
and "how much was paid in benefits last year" were asked in 
the questionnaire which was used in this study. One hundred 
fourteen replies were received to both questions. No attempt 
was made to obtain a separate count of the number of benefi
ciaries in each system under the several types of benefits 
previously mentioned. Also, the replies gave the total amount 
paid in allowances without any breakdown into the amounts paid 
for each type of benefit.
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The criticism may he made that the true status of pay
ments for retirement, disability, and other allowances could 
not otherwise be shown. The data to be given, however, does 
indicate approximately the average benefits being paid in the 
system studied and, therefore, should be of some value as 
evidencing the allowances which former public service employ
ees are receiving in benefits.

The average annual benefit allowance received by the 
beneficiaries of the one hundred fourteen systems that fur
nished the information amounted to $703.50 for the 1939 fiscal 
year. The largest annual average benefit allowance was paid 
to beneficiaries of the police-firemen systems. This amounted 
to $879. The police received $876, firemen $873, teachers 
$626, beneficiaries of general employee systems $616, and 
$570 was paid to the beneficiaries of all-employee systems.

The benefits paid in systems under the population groups 
are of interest. The largest annual allowances were paid by 
systems in cities of five hundred thousand or more population. 
The average for 1939 amounted to $863. Beneficiaries of the 
systems in cities under thirty thousand population received 
the smallest allowances, an.average of $438 for the year. 
Systems in cities of from two hundred thousand to five hundred 
thousand population paid $638. Systems in cities of from one 
hundred thousand to two hundred thousand paid $648, and $805 
was paid to the beneficiaries of the systems in cities having
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a population of from thirty thousand to on© hundred thousand* 
Beneficiaries of the state systems received $641. These data 
are shown more clearly in Table, VII*

V. SUMMARY

In this chapter the attempt has been made to summarize 
data showing the classification, the size, the age, and other 
pertinent information relative to the pension funds and 
retirement systems which were surveyed for the purpose of 
forming a background for the material to follow. Particular 
attention has been given to the contribution and the benefit 
phases of the systems. A retirement system is established 
for the purpose of providing future benefits for the members 
of the system. Benefit allowances cannot be paid without pro
vision being made to have funds available at the proper time* 

The collecting of funds and the payment of benefits 
are, therefore, the basic factors upon which the administration 
and management of retirement systems are predicated. These 
factors and those incident to them provide the subject matter 
for the discussion of administrative and management problems 
and practices in succeeding chapters.
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TABUS VII
AVERAGE ANNUAL BENEFITS PAID, FISCAL YEAR 1939

(I) By employee groups (II) By population groups

(I) Police and Firemen systems (18) $879.00
Police systems (15) 876.60
Firemen systems (8) 873.20
Teachers* systems (31) 625.60
General Employees* systems (20) 615.80
All-Employees* systems (22) 570.20

(II) Cities over 500,000 population (23) 863.50
Cities, 30,000 to 100,000 (28) 804.90
Cities, 100,000 to 200,000 (16) 647.70
Cities, 200,000 to 500,000 (16) 638.40
Cities, 10,000 to 30,000 (13) 438,10
State systems (18) 640.60

Average of 114 systems 703.50
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CHAPTER III

ADMINISTRATION OF PUBLIC RETIREMENT SYSTEMS

The general administration and the responsibility for 
the proper operation of a pension fund or a retirement system 
and for making effective the provisions of the statute or 
ordinance which establishes the system are usually vested in 
a board. This coincides with the traditional democratic prac
tice of determining administrative policies through the process 
of discussion, deliberation, and popular action. The chief 
responsibility of most retirement boards is to make policy 
decisions and determine the general directions of the work* 
Their administrative problems may be said to be more techni
cal than political.

This chapter is concerned with the functions and the 
effectiveness of retirement boards as determined through the 
survey that has been made. As in all public service organ
izations there will be found a considerable range in the 
degree of efficiency with which administrative tasks have

'f

been performed in the various pension funds and retirement 
systems.

I. GENERAL FUNCTIONS OF RETIREMENT BOARDS

Responsibility to the employees. The administrative
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board may be said to be the heart of the retirement system*
Its general functions are the formulation of policies and 
the promulgation of rules of operation* But in addition, 
the board should be interested in balancing the respective 
interests of the employee, the governmental unit, and the 
public*

It is not enough to say that the board shall be respon
sible for collecting the employee’s contribution and later, 
when the occasion arises, paying to him a benefit allowance.
The process is not that simple* Membership in a retirement 
system means some sacrifice of present income by the employee 
in return for which he hopes to be relieved of anxiety for 
his financial security in later life. The human factor, with 
which the economic and social implications are involved, must 
be the concern of a retirement administrative board* And 
this concern cannot be dismissed through the mere passing of 
rules and regulations* There should be on the part of board 
members an appreciation of the economic and social factors 
affecting the lives of employees and a sympathetic interest 
in their problems* Employee representation on the board is 
important for an interpretation of the views of the members*

Responsibility to the government * The retirement 
board’s responsibility to the governmental unit is primarily 
one of administering the system efficiently. This responsibility
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involves problems which are usual to any governmental activity. 
A knowledge on the part of the members of tax problems and 
governmental budget making is important because the board must 
usually look to the general fund or to a special tax levy for 
the employer9s contribution to the system* In some localities 
political parties may have to be dealt with and the spoils 
system may have to be recognized* Because employees from 
many departments in the governmental unit may be members of 
the system, an understanding of the functions of all depart
ments is essential to the maintenance of proper relations 
with those departments* The inclusion on the board of one 
or more officers of the government unit is customary and is 
helpful in coordinating the interests of the various govern
ment departments. Those generally are referred to as ex- 
officio members*

Responsibility to the public. An enlightened public 
opinion upon the conduct of governmental affairs is more and 
more becoming apparent; therefore, the retirement board has 
a responsibility to the public of fairly interpreting to it 
the program and activities of the retirement system* Adequate 
public appropriations do not come indefinitely without public 
sanction. Because of this, it is vitally important that a 
proper public sentiment in favor of the retirement system be
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created and maintained. Public representation is provided 
for on many retirement boards with, the intent of securing 
public sponsorship and prestige. The value of any board 
member representative of the public is of course dependent 
upon who and what he is and his reasons for accepting the 
appointment*

Board weaknesses. Members of the board may exercise 
wide authority in the affairs of the retirement system, or 
the duties and powers of the board may be rigidly settled by 
ordinance or statute thus allowing less flexibility of pro
cedure. There is the possibility that a board may become 
bureaucratic, especially in a large system. In other cases 
there may be an abuse of power, or a clique of members, par- 
ticularly ex-officio members, may dominate the board’s actions. 
Retirement boards are not essentially different from other pub
lic service boards and, therefore, are subject to the short
comings in administration shared by all public service organi
sations. Even though there may be a degree of inefficiency 
in the performance of their administrative duties, board mem
bers on the whole must be credited with honest and fair motives*

IX* SPECIFIC FUNCTIONS OP RETIREMENT BOARDS

Administration and management. It is customary to 
differentiate between the administration and the management
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of retirement systems by stating that the function of the 
board is to determine policies, promulgate rules and regula
tions of operation, and supervise the management of the sys
tem* This presupposes that the management of the system is 
turned over to a secretary or executive director. However, 
in smaller systems where a part-time secretary is used, or 
the management details are added to the duties of an employee 
in another department, the board members may find it neces
sary to combine actual management with their administrative 
functions* In fact, some systems reported in their question
naire replies the chairman or other member of the board is 
the manager, usually an ex-officio member*

As previously stated, the enabling legislation which 
establishes a retirement system may be very general in its 
instructions with regard to administration* In these systems 
the board may exercise considerable control over the affairs 
of the system* If the statute or ordinance outlines in de
tail the administrative functions and operations, the board 
obviously have much less discretionary power* The more 
recently established retirement systems operate, fairly gen
erally, under rather explicit and detailed legislative direc
tions*

Type of system affects administration* The plan upon 
which a retirement system is based also contributes more or
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less to the duties of the board. A noncontributory pension 
fund which pays only retirement allowances upon a stated con
dition of years of service or a retirement age does not offer 
many difficult factors in administration. A joint contribu
tory retirement system operating on an actuarial reserve 
basis and providing a number of possible benefits, on the 
other hand, will require much in the way of technical as well 
as general administration.

In the latter type of retirement system the board must 
give consideration to problems and practices applicable to the 
collection, disbursement, and accountability of funds; the 
proper investment of funds subject to the limitations set 
forth in the act or statute; the adoption of mortality, dis
ability, and service tables, under the guidance of an expert 
actuary; the maintenance of such data as shall be necessary 
for periodic actuarial valuations of the system; the review 
and approval of retirement, disability, and death claims; the 
engaging of medical, actuarial, legal, and investment ser
vices as necessary; the supervision of office management de
tails and the duties of the secretary and his staff; and the 
rendering of reports of accountability and proceedings to the 
public and to the members of the system.

An example of how the duties and functions of a retire
ment system board may be succinctly yet clearly set forth in 
the enabling act or statute is given in Appendix IV.
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Technical assistance to retirement board. Many of the 

procedures of management in a retirement system can be defi
nitely established by rule or regulation. Carrying out these 
procedures becomes merely a matter of routine. Other phases 
of administration are not so easily disposed of. The manage
ment of funds and the investment of surplus money virtually 
demand expert knowledge to reasonably insure the safety of 
the principal sum and a return on the investment sufficient 
to meet the fixed interest rate. So many factors can influ
ence the investment market that a watchful eye must contin
ually be kept on the portfolio to take advantage of impor
tant market changes. The advice of an investment counselor 
may often make or save a great deal more than the fee he 
might charge. Yet many systems reported that the investment 
program was handled by the board or by a board committee, 
without outside professional advice. One secretary reported 
that the fund carried a large cash surplus because the board 
"hadn't gotten around to investing it."

The calculation of benefits and necessary income in 
an actuarial reserve basis retirement system is another phase 
of administration that demands specialized knowledge. The 
rates of contributions payable by the members and by the 
governmental unit and the benefits to be allowed are derived 
from an actuarial examination of the mortality, service, and 
compensation experience of the members of the system. If not



www.manaraa.com

67
required by law, the board should provide, at least every 
five years, for a similar investigation of the mortality, 
service, and compensation experience of the members and 
beneficiaries with a valuation of the assets and liabilities 
of the funds of the system* The informatibn gained from 
these investigations and valuations makes possible any nec
essary rate changes to properly coordinate the promised bene
fits with the expected income* It is customary for a board 
to designate a professional actuary as a technical adviser to 
the board on matters regarding the operation of the fund* A 
few systems reported having a full-time member of the staff 
with actuarial experience*

In a system which offers disability benefit allowances 
it is Important that provision be made for professional medi
cal advice* Some systems make use of the department physi
cian or of a physician in the employ of the governmental unit* 
Other systems reported accepting the diagnosis of the disabled 
employee's own physician as final* Such a practice leaves 
loopholes through which a dishonest employee with the collu
sion of his physician may defraud the system* The better- 
organized and managed systems favor a medical board of at 
least three members none of whom is eligible to participate 
in the retirement system. The medical board that is desig
nated by the retirement board is given the responsibility of 
arranging for and passing upon all medical examinations



www.manaraa.com

68
required by the ordinance or statute# Upon completion of 
the necessary examinations and an investigation of essential 
statements and certificates by or on behalf of an employee 
applying for a disability allowance, the medical board re
ports its conclusions and recommendations to the retirement 
board for final action#

Legal advice is provided the retirement board usually 
by the attorney, solicitor, or counsel of the governmental 
unit in which the retirement system operates# Where there 
is no such official, the board may be given authority to ap
point an attorney as legal adviser#

Lack of administrative technique# In the majority of 
retirement systems and pension funds the technique of admin
istration apparently has not been very well developed# This 
may be due to two possible reasons: the relative smallness
of most of the systems or the short time during which many 
systems have been in operation. The provisions of the legis
lation relating to the actuarial, personnel, and financial 
functions may not have presented a sufficient number of prob
lems to require essential machinery to meet them# Or, it is 
possible that if this machinery does not exist, the details 
of administration are simply being inadequately handled#
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III* THE USE OF ADMINISTRATIVE BOARDS

Extent or use of boards. Only one system of the num
ber surveyed for this study, the New York State Employee’s 
Retirement System, operates without the use of an administra
tive board. The state comptroller is the sole administrator 
of the New York system. The other systems operate under the 
administrative guidance of boards having from three to forty 
members•

A substantiation of a previous statement that pension 
funds and retirement systems have not followed any uniform 
procedure in the establishment of their administrative organi
zations is evidenced by the replies received concerning retire
ment boards. Boards differ materially in the number of mem
bers, the representation accorded the public, the governmental 
unit and the employee, the election or appointment of board 
members, the compensation paid and the terms of office, and 
the titles given to the administrative body. A review of the 
information secured about these matters is of interest.

Titles of administrative bodies. Twenty-five different 
titles for the administrative bodies are in use in the systems 
from which replies were received. The ones most generally 
preferred are board of trustees and retirement board. Thirty- 
four systems use the former while the latter term is the board
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designation in thirty-three systems,1

There appears to be no particular relationship in the 
use of these various titles in the matter of the age of the 
system, the type of employee covered, or the influence of 
geographical location* If there is any distinction to be 
noted, it doubtless will be found in the use by older sys
tems of the term "pension” rather than the term "retirement*" 
If a proper understanding is had of the essential difference 
in meanings of the two words, it would seem that retirement 
is to be preferred over pension unless the system is truly 
a pension fund*

IV* COMPOSITION OF RETIREMENT BOARDS

Number of board members. Here again there is no sub
stantial agreement in pension funds and retirement systems as 
to the number of individuals that should comprise the member
ship of a retirement administrative board* Neither is there 
agreement with regard to the relative representation on the 
boards from the three groups interested in administration 
of the retirement system— the governmental unit, the employee, 
and the public*

A striking contrast in the use of boards is shown by

1 See Appendix V for a list of the titles with the 
number of systems using them*
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the fact that one of the largest systems operates without 
an administrative board and a municipal system for firemen 
originally organized as a relief association in 1883 has a 
board of forty members, all of whom are employees elected 
by the members of the system* In the same city the police 
fund, established in 1903, is administered by a board of 
eight members* Three members of this board are city offi
cials and the other five members are elected by the employ
ees from their group*

Thirty-nine systems, approximately 30 per cent of the 
number replying, reported administrative boards of five mem
bers* Twenty-eight systems reported boards of seven members 
and twenty-eight reported boards of three members* This in
formation from 74 per cent of the systems apparently indi
cates that an odd-numbered membership of three, five, or 
seven is preferable for retirement system administrative 
functioning. The extent to which boards of other sizes are 
being used is shown in Table VXII.

Representation on retirement boards* The proper 
allocation of members on any public service administrative 
board9 in order that various interests will be represented 
and served, has always been a problem. Political parties, 
geographical areas, interest groups, and others clamor for 
recognition and often for control. While it may be true
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TABLE VIII
SIZE OF RETIREMENT BOARDS AND 
REPRESENTATION ON THE BOARDS

Number of 
members

Number of 
systems

Ex-officio
members

Employee
members

Public
members

0 1 6 17 46
■ 1 0 43 30 39
2 0 30 30 25
3 28 33 27 • 11
4 3 9 8 4
5 39 6 9 2
6 9 1 5 0
7 28 0 0 1
8 8 0 0 0
9 10 0 2 0

10 1 0 0 0
11 0 0 0 0
12 2 0 0 0
13 1 0 0 0
40 1 0 1 0
Not shown 0 2 1 2

Total 131 130 130 130

NOTE: To determine the number of systems having a
given number of board members, read down in the column headed 
"Number of systems." For example, one system has no board 
members, twenty-eight systems have three board members, and 
so on.

To determine ex-officio board representation, read 
down in the column headed "Ex-officio members*" Six boards 
have no ex—officio members, forty-three boards have one ex
officio member, et cetera*
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that most public retirement systems are not directly branches 
of governmental units9 their alliance is so close both in 
interest and in possible control that they may well be con
sidered as such*

At any rate there are, as has been pointed out, three 
groups concerned in the administration of a public retirement 
system* Two of these groups, the governmental unit and the 
employees, are often placed in the position of vying with 
each other to the point of antagonism* It is possible that 
representatives of the governmental unit may lean too far in 
their attempts to control appropriations and benefit allow
ances unless these items are specifically set forth in the 
statute or ordinance, or are controlled by rule or regulation 
The employees’ representatives may, on the other hand, have 
too little regard for the fundamental interests of the re
tirement system in their efforts to gain as much as possible 
for their fellow members*

The public should be represented on the retirement 
board if for no other purpose than to act as a balancing 
factor between the representatives of the other two interests 
Public representation, however, is too seldom provided for in 
the enabling legislation, probably because the proponents of 
the plan and the legislators thought only of the employer 
and the employee as being concerned in the affairs of the
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retirement system*

Basis of board representation* The weight of author
ity tends toward governmental control through representation 
on retirement boards as opposed to control by the employees* 
Two special reasons may be the basis for the tendency* One 
is that the presence of officers of the governmental unit on 
the board gives it a semblance of stability and continuity* 
The other is that the governmental unit usually has a larger 
stake in the money which has been contributed to the fund 
and therefore should maintain control*

The statements of two authorities are of such signif
icance in this connection that they are quoted herewith:

In view of the fact that the retirement system is 
established primarily for the advantage of the gov
ernment, the public authority is entitled in all 
cases to maintain control of the funds and of the 
award of retirement allowances*2

The representation in the board should be pref
erably equal between the two sides and be supple
mented by a neutral member of high standing. But 
where the public moneys are involved to a far 
greater extent than the employee’s contributions 
a slight preponderance to the employing side in 
the matter of representation may be advisable.3

That the employee members of a retirement system

oLeonard D. White, Introduction to the Study of 
Public Administration (New York: The Macmillan Company,
1939), p. 418.

5 Paul Studensky, "Pensions in Public Employment," 
National Municipal Review. 11:113-13, May, 1933*
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should be represented on the administrative board is not 
only reasonable but proper• This principle is recognized 
in most systems. The substantial Investment which employees 
have in a joint-contributory system gives reason for some 
representation on the governing body. Moreover, employee 
representatives can bring into the board deliberations points 
of view which might otherwise not be considered by the gov
ernment representatives and the public board members, points 
of view whieh are vitally important to the employees. Further
more, employees are certain to become more interested in the 
retirement system if through their fellows they have a vote 
in its administration.

British democratic practices have contributed much to 
administrative procedure in the United States. Fair repre
sentation of all interested parties on a governing body has 
been a factor in the success of British administrative proc
esses, and the principle of representation by employees on 
the boards of management in public pension systems has long

Abeen recognized.

4 "The experience of the British railway superannua
tion funds indicates that it is desirable to have the con
tributing members represented on the board of managers. The 
investigating committee suggested equal representation of the 
employees and the employers with a neutral arbitrator," Report 
of the Committee of the Board of Trade in Railway Superannua
tion Funds, British Parliamentary Papers, Vol. 57, p. 24; 
quoted by lewis Meriam in Principles Governing the Retirement 
of Public Employees (Hew York, London: D* Jppleton and Company, 
1918}, p. 342.
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Representation in present systems. It is all very 
well to discuss the theoretical basis for representation on 
retirement system administrative boards, but a question of 
interest is how does representation work out in practice?
The information secured from 131 replies should be fairly 
representative of pension fund and retirement system boards 
in general.

The data in Table VIII, page 72, show the relative 
distribution of representation for the three interested 
groups. It will be noted that government officials, ex- 
officio members, are included on all but six retirement 
boards. Employee members are included on all but seventeen 
boards, and representatives of the public are not included 
on forty-six boards. On a percentage basis these figures 
indicate that the governmental unit is represented on 95 per 
cent of the boards, employees are represented on 87 per cent, 
and the public has representation on 65 per cent.

Thirty per cent of the systems reported having ad
ministrative boards of five members. Boards of this size 
coincide with the thinking of several authorities who be
lieve that the employer and the employees should have equal 
board representation and that a representative of the public 
should be included as a neutral balancing factor. If board 
representation ran true to this formula, a 40-40-20 per cent 
representation would result. A review of the thirty«*five
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boards with five members which were reported shows the ratio 
of membership to be 48-34-18 per cent* The ex-officio mem
bers have the largest per cent of representation, the em
ployees the next largest, and the public the smallest*

The seven member board representation as reported by 
twenty-eight systems, 21 per cent of the total, gives the 
employees the largest per cent of members, the ex-officio 
representation is next, and the public again has the smallest 
number* The percentage ratio is 40-35-25.

A more exacting review of the systems reporting board 
memberships of seven or five does not reveal any precedent 
that may have been followed in providing for boards of these 
numbers. Systems of the several employee groups, various 
ages, and location as to population were among those that 
reported. Apparently local and/or state practice in the 
matter of board membership was the deciding factor in estab
lishing retirement boards of the sizes mentioned.

In considering the twenty-eight systems which re
ported having boards of three members, it is a simpler matter 
to determine the basis for having set up boards of this size* 
The majority of cities and towns reporting under this clas
sification are in Massachusetts. Also, the Massachusetts 
systems were established to provide benefits for all employ
ees of the city or town in conformity with a retirement act
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adopted by the state legislature. This enabling legislation

5provided for retirement boards of three members*
It is apparent under the circumstances that a three 

member board is not a usual practice among retirement systems 
outside of the state of Massachusetts and therefore cannot 
be accepted as a criterion. V/hat influence this phase of the 
Massachusetts legislation, enacted in 1936, will have on the 
future retirement system legislation of other states and 
municipalities will be interesting to watch. The percentage 
ratio of representation on the three member boards was as 
follows: ex-officio members, 38 per cent; employee members,
30 per cent; and public members, 32 per cent*

Control of retirement boards. If the total number of 
members on all boards of the systems which reported is used, 
it will be found that 40 per cent of them are employee mem
bers, 38 per cent are ex-officio members, and 22 per cent are

5 • 'In any city, town, or county adopting the provisions 
of the acts there shall be established a retirement board, in 
cities and towns consisting of:

1* The city or town auditor or accountant, 
or officer charged with similar duties.

2* A person to be selected by the selectmen, 
or the mayor with approval of the aldermen.

3. A third person who must be a member of 
the system, and who is appointed in the 
same manner as the second*

Chapters 318 and 400 of the Acts of 1936, Commonwealth of 
Massachusetts*
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representatives of the public* Left out of consideration in 
this computation were forty employee members of a relief 
association board upon which were no government or public 
representatives* Obviously this is an unusual board, and 
inclusion of the number in the total of employee members 
would have distorted the figures*

A clearer understanding of which group of representa
tives maintains control of the several retirement system 
boards may be gained by an inventory of board members accord
ing to voting strength* For this purpose it was assumed 
that the group with the largest number of representatives 
on a given board had control by virtue of their votes* What 
could not be determined was the probability of the combining 
of votes by the other two groups in any system in order to 
secure the balance of voting power* Situations of this 
nature can hardly be determined without personal investiga
tion*

One hundred twenty-eight g-uestionnaire replies gave 
sufficient information to make it possible to ascertain, 
under the assumption previously suggested, where the con
trol of the retirement boards may lie*

Three possibilities were considered in the endeavor 
to decide if a board could be controlled. One of the three 
groups might have more votes than either of the other two, 
which should give it control of the board. Two groups might
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have the same number of votes, which would make it impossible 
to control the board without some combination of votes* All 
of the groups might have the same number of votes* Here 
again control of the board would not be possible without 
combining the votes of two of the groups*

Representatives of the employees had the vote control 
in thirty-seven boards, approximately 29 per cent of the total 
number. This group had vote control in 45 per cent of the 
police systems, 41 per cent of the teachersT systems, 29 per 
cent of the firemen systems, 27 per cent of the general em
ployee systems, and 21 per cent of the all-employee systems.
In the police and firemen systems employees controlled only 
11 per cent of the boards*

Representatives of the government had the vote con
trol in thirty-three boards, 26 per cent of the total* Board 
members representing the public had control in ten systems,
8 per cent of the total*

Twenty-eight systems, or 22 per cent of the total, 
reported that all three groups had the same number of board 
representatives* Most of these were all-employee systems*
In fact, 50 per cent of all-employee retirement systems 
reported having equal representation on their boards for 
the three groups*

Control of the board was not possible in twenty
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systems, 15 per cent of the total, because the representa
tives of two of the groups had an equal number of votes and 
the third group had a smaller number of votes* This situa
tion was most common in the police and firemen systems*

The respective voting strength of representatives of 
the government, the employees, and the public in the six
types of systems is classified in Table IX*

Summary of board representation* Consideration must 
be given to the probability of errors in the figures which 
are taken from questionnaire replies such as have been used 
in this survey* The individuals who answered the questions 
may not, in some cases, have clearly understood what infor
mation was desired, or the answers given may not have been 
correctly interpreted* For example, one secretary reported 
a retirement board of five members all of whom were classi
fied as representatives of the public* Upon referring to 
the retirement system ordinance of the municipality in ques
tion, it was found that the legislation provided for a board
of five city officials. These in the opinion of the retire
ment system secretary who reported were representatives of 
the public, and doubtless they properly were, but not for 
purposes of this study*

The few possible mistakes in answers and in interpre
tation, however, should not seriously affect a fairly close
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TABLE IX
SUMMARY OF POSSIBLE VOTE CONTROL IN 

RETIREMENT SYSTEM ADMINISTRATIVE BOARDS

Status of Types of systems
control F P PF T Gen. All Total

Government
members 3 5 6 8 5 6 33

Employee
members 5 5 2 13 6 6 37

Public
members 0 0 2 5 2 1 10

Equal repre
sentation 2 3 0 1 7 15 28

No vote
control 0 4 8 5 2 1 20

Totals 10 17 18 32 22 29 128

NOTE: Abbreviations used at head of each column are
as follows: F - Firemen, P - Police, PF - Police and Fire
men, T - Teachers, Gen, - General, and All - All employees.

In reading the table it should be observed for in
stance that board members representing the governmental unit 
have possible vote control because of a larger representation 
in three firemen systems, six police systems, and so on.
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approximation in the findings*

A summarization of retirement board memberships shows 
that government representatives have a voice in the affairs 
of 95 per cent of the systems reporting and they have possi
ble vote control in 36 per cent of the boards* Representa
tives of the employees are included on 87 per cent of the 
boards and they have possible vote control in 29 per cent of 
the boards. The public is represented on 65 per cent of re
tirement system boards, and by their votes the public repre
sentatives may control 8 per cent of the boards*

In twenty-three systems where the enabling legislation 
allows for the representation of all three groups on the 
boards, and in addition makes it possible for one group to 
have a larger representation than either of the other twot 
the employees have probable control of sixteen boards, or 
70 per cent of the total number. More than half of these 
are teachers’ retirement systems. The public representatives 
have possible control in four systems and ex-officio board 
members may control three systems*

It has already been noted that, in the systems sur
veyed, 40 per cent of the total of all board members were 
employee representatives, 38 per cent were ex-officio mem
bers, and 22 per cent were public representatives*

Employee representatives seemingly have possible vote 
control in a larger number of retirement systems than either
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the government or the public representatives* The public 
has been given the least consideration in the matter of 
board representation.

Two tendencies are apparent. General and all-employee 
retirement system legislation has provided to a greater de
gree than has that of the other systems for board representa
tion from all three of the groups. The majority of the more 
recently established retirement systems have made provision 
for public representation to a much larger extent than did 
the earlier systems.

From the data studied and presented it is evident that 
retirement systems in general have not followed authoritative 
opinion in the matter of board representation, that is, the 
governmental unit and the employees should have the same num
ber of members on the board with public representation pro
vided for as a balancing factor. Furthermore, where the 
governmentfs share in the amount of the contributions is 
substantially greater, control possibly should lie in the 
government. ̂

V. SELECTION OF RETIREMENT BOARD MEMBERS

Authority for retirement board membership* The methods 
by means of which representatives of the respective groups are

^ Examples of legislative provisions for board repre
sentation are given in Appendix VI.



www.manaraa.com

85
assured of membership on the various retirement system boards 
varies to a considerable degree* The entire board membership 
may be placed in office by the electorate of a given govern
mental unit through a regularly constituted election* This 
method is provided for in the legislation which established 
a municipal teachers * retirement system of some four hundred 
members and was an attempt to use a truly democratic means 
of choosing,the members of the board, all of whom are publie 
representatives•

The other extreme is illustrated in the police retire
ment system of one of the larger cities. Here three ex
officio members are assured of membership on the board by 
virtue of their city offices as provided for in the ordinance* 
These three elect the other five members of the board, who 
serve for a term of two years# Most certainly under such 
circumstances it would seem that the way has been opened to 
insure virtual control of the board by the ex-officio members.

In many retirement systems the legislation makes pro
vision for board representation by two of the groups and 
further provides that these shall elect the representatives 
of the third group. Such a plan calls for some collabora
tion which may or may not lead to board control.

The method most commonly used in retirement systems 
where all three Interests are represented on the board is
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to provide under the law that the government representatives 
shall be members because of their official capacity in the 
governmental unit, the representatives of the employees shall 
be elected by the retirement system members, and the public 
representatives shall be appointed by the executive head, or 
by the legislative body, of the governmental unit.7

Ex-officio board members. In the retirement systems 
which have governmental representation on the boards the leg
islation provides that in all but thirteen of the one hundred 
twenty-two systems the members shall hold membership because 
of their public offices. The ex-officlo board members in 
five systems are appointed by the legislative body, the exec
utive appoints them in three systems, the other members of 
the board elect the ex-officio members in two systems, the 
local board of education appoints the governments representa
tive in one system, and the mayor appoints one and the select
men elect the other in one system.

The finance officer of the governmental unit, whether 
he be treasurer, comptroller, or auditor, has membership on

pthe boards of seventy-three systems. This practice is in

7 See Appendix III for the methods by which retirement 
systems administrative board members are elected or appointed 
to that body.

8 The following remarks by one retirement system sec
retary are quoted because they are illustrative of several 
similar statements: "I think that the Treasurer of every com
munity should be a member of the Board ex-officio and entitled
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accordance with the advice of authorities in the field of
retirement systems, for example, "The board may consist of 
the chief finance officer of the municipality as ex-officio

9member and not more than six additional members
The mayor is an ex-officio member of the board in 

twenty-two municipal systems and members of the council, or 
similar legislative body, serve on eighteen boards* The head 
of the school system is a member on fifteen boards. These 
officials are predominant on public retirement system boards 
although many others, such as police chiefs, fire chiefs, and 
city managers, are board members in a few systems. Among 
others the insurance commissioner and the attorney general 
serve on the boards of some state systems.

Employee board members. Employee members of retirement 
boards who represent the members of the systems are for the 
most part elected by their constituents. This method is used 
in all but ten of the one hundred twelve systems reporting in 
this survey where there is provision for employee board mem
bers. In four systems the executive of the governmental unit

8 (continued)
to a vote since the Treasurer is the Custodian of all munici
pal funds. To exclude him from the board is an oversight in 
my estimation. He should be compelled to be a member as much 
as the accountant for he surely must take care of the securi
ties and the bank books."

^ Retirement Systems for Public Employees (Chicago: 
Municipal Finance Officers1 Association, 1938)f p. 5#
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makes the appointments, the legislative body elects the em
ployee representatives in three systems, the rest of the 
board elects the employee members in two systems, and in 
one system the local board of education makes the selection*

Public board members. The word public is somewhat 
of a misnomer in this connection because quite often it is 
possible that the person elected or appointed to the board 
is anything but a representative of the public in the in
tended meaning of the enabling legislation* Generally the 
act or ordinance, in systems where the government, the em
ployees, and the public are to be represented on the board, 
will specify that such and such public official or officials 
shall be members of the boardf and that the employee members 
of the system shall elect a representativet or representatives, 
from their body* The provision is made for a third member, 
or members, by some loosely worded statement as • . a  per
son to be selected by the selectmen, or the mayor with the
approval of the aldermen/’10 or, * . a  third member shall

11be chosen by the other two members.”
Much clearer and more specific are provisions for the

Contributing Retirement Systems. Chapters 318 and 
400 of the Acts of 1936, Commonwealth of Massachusetts.

11 Act providing retirement allowances for employees 
of the city of Worcester, Massachusetts, Chapter 410, 1923.
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inclusion of public representatives on the board when stated
thus, "Two citizens of the City of Baltimore who are not em-

12ployees within the meaning of the Article • . .," or,
". . . a citizen of the City who is not an employee of the
City and who is not eligible to receive benefits under the

13Retirement System."
Under a loosely worded provision the representative 

of the public, so called, might well be another city official 
or an employee. Whereas, when the wording of the provision 
conditions the eligibility of the representative, the member 
eleeted or appointed will more nearly approach being a repre
sentative of the community or the public at large.

A pattern may be found for the selecting of ex-officio 
members of retirement boards in the 89 per cent of the systems 
which provide for the automatic membership of certain offi
cials. Also, the fact that in 90 per cent of the systems 
the employee board members are elected by the members of the 
system assures this as being the usual method. In the eighty- 
two boards having public members, however, it is not so easy 
to distinguish any definitely established precedent for their 
election or appointment.

12 Employees Retirement System. Ordinance 553 of 1926, 
City of Baltimore, Maryland.

13 Retirement System. City Charter Chapter VI, Title 
IX, 1937, Detroit, Michigan.
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The executive head of the governmental unit appoints 

the public board members in thirty-four systems, and the leg
islative body appoints or elects the public representative 
in twenty-one systems. The other members of the board in 
fourteen systems choose the public members, and the board of 
education makes the selection in seven systems.

The appointments by the mayors are usually subject to 
approval by the legislative body, and in these systems as well 
as in those where the legislative body makes the selection 
the intent of the legislative provisions was doubtless to in
sure neutral representation on the boards as between the gov
ernment and the employees. Either of these two methods of 
providing for public representation is more closely in line 
with sound public policy than are the other methods referred 
to.

VI. TERMS, COMPENSATION, AND MEETINGS OF BOARD MEMBERS

Terms of office. The length of the term of office 
for members of retirement boards should be a matter of con
siderable importance to the welfare of the retirement system. 
The term may be so short that a new member may hardly learn 
what the board duties are when he must give way to another 
person. Obviously, the board member under such a plan can be 
of little value to the retirement system. In the opposite
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direction, the term may be so long that the members may
develop a routine point of view which often results in a

14hidebound manner of action*
This latter problem is also possible where ex-officio 

membership is provided by law and the governmental unit oper
ates under civil service, or the local public official has a 
strong hold on his office* Under such circumstances the ex
officio member virtually has a life-long tenure on the board. 
The redeeming factor in such cases is that continuity in poli
cies is attained. On the other hand, there is the likelihood 
of domination in board procedures by ex-officio members through 
their long familiarity with the problems of the retirement 
system.

Employee board members are usually subject to a defi
nite term on the board* There is, however, a strong probabil
ity that once elected, and in the absence of a provision for 
change, the employee member may be reelected to the board 
time and time again because of his age, his popularity, his 
ability to control the election, or because no other employee 
wishes to run against him in the election.

Picture the possible plight of the board member who is 
appointed to represent the public. He comes on the board with

14 See Appendix III for classification of terms of 
office for retirement board members.
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very little knowledge of the functions, problems, and pro
cedures of the retirement system and must face the experience 
which years on the board have given to the ex-officio and 
employee members. It is quite possible that he may even be 
treated somewhat as an interloper. Unless by force of will 
or because of his standing in the community he can make his 
presence on the board felt, he probably will be permitted 
to contribute but little of a constructive nature to the 
deliberations of the board.

Length of terms. The larger number of systems surveyed 
for this study, 41 per cent, have provision for three-year 
terms for board members. Twenty-one per cent have two-year 
terms, 14 per cent have four-year terms, 12 per cent have one- 
year terms, 7 per cent have five-year terms, 4 per cent have 
six-year terms, and one all-employee system has provision for 
a seven-year term.

Approximately three fourths of the systems have board 
terms of three years or less. The provisions for terms of 
these lengths were doubtless made under the influence of the 
American prejudice against long tenures in office. Against 
this principle must be weighed the advantages to be gained 
in a term sufficiently long to permit a new member of the 
board to learn his job so as to be of some value to the re
tirement system before his term expires.
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An authority on government stated the situation very 

clearly when he said ". . . a term long enough to plan and 
produce returns, yet not so long as to inspire a disregard 
of public sentiment, . . . . This may well be six years; it 
ought rarely, if ever, to be less than three

Certainly a term of one or even two years gives little 
opportunity for a newcomer to a board to be of effective serv
ice to the retirement system unless he is reelected or re
appointed for an additional term.

Another consideration of some importance in retirement 
boards is the overlapping of terms so as to provide continu
ity in procedure. If local political interests are concerned 
in the operation of the retirement system, long overlapping 
terms may prevent partisan control of the board* On the neg
ative side the long terms keep off the board that new blood 
which often is so essential to progressive action.

Compensation for board members. The basic law of only 
seven retirement systems of those studied made provision for 
compensation to members of the board other than covering the 
expense of travel in state systems. Two systems pay an allow
ance of #25 per member other than to ex-officio members for

William Bennett Munro, The Government of American 
Cities (New York: The Macmillan Company, 1912), p. 255.
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each monthly meeting. Four systems allow $10 per member for 
each monthly meeting, and one municipal system pays the public 
representatives $5 for each weekly board session. It is cus
tomary in state systems to allow traveling expenses for out- 
of-town board members*

Board meetings. Most of the retirement boards meet 
once a month. Seventy-seven boards, or 60 per cent of the 
total number, hold monthly sessions. The quarterly meetings 
and meetings "on call* are the next most usual times for board 
sessions. Five boards meet six times a year, four meet semi
monthly, and five boards meet weekly.

Xf the system is large and the board members are 
actively concerned with investments and the several types 
of benefit allowances, meetings of twice a month or weekly 
would seem necessary. If the system is small, or the routine 
procedures are well established, a monthly meeting should be 
sufficient* Meetings of less frequency than one each month 
would seem to indicate that the functioning of the board mem
bers is little more than perfunctory.

VII. EFFECTIVENESS OF RETIREMENT B01RDS

Is administration by board effective? In an attempt 
to determine the relative effectiveness of the retirement 
system board, this question was asked in the questionnaire:
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"Is there a more effective method of administration than by 
a board?"

The answers were varied and enlightening* Sixty-four 
of those who completed the replies to the questionnaires 
answered with a "No*" However, most of these qualified 
their answers by such statements as "1 donft know of any,"
"It is doubtful," and "Not in my estimation*" Eighteen of 
those answering merely placed a question mark in the space 
provided for the answer* Such a symbol might indicate that 
there was doubt in the mind of the person who filled out the 
questionnaire* Eleven answered "Yes" with qualifying state
ments similar to theset "Perhaps more effective but not rep
resentative"; "More effective, but board is only safe method"; 
"Possibly, but any other method might not be deemed advisable*"

One secretary answered the question with "Pleased we 
have no boards." A follow-up of this answer by correspondence 
elicited the explanation that the system had been operating 
successfully for years under the direction of a single admin
istrator. The administrator has few discretionary powers 
because the several forms of retirement are defined mathe
matically by law. Where the factors relative to any form of 
retirement are known, it is not a difficult matter to compute 
the amount of retirement allowance* It is not possible to 
increase or decrease the allowance until one or more of the
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factors are changed* Xn the opinion of the director who
explained the reason for preferring the single administrator
to administration by a boardf the operating of a retirement
system by a board invariably slows up the administrative 

16processes*
Somewhat of an answer was given to this assertion in

17a study of a state teachers* retirement system* Among 
others the question had been raised as to the desirability 
of merging with the state employees* system* The committee 
answered that certain present advantages would be lost* One 
was that the present system operated democratically in that 
members of the system participated in its control through 
board representation. Where decisions were to be made, the 
teachers through their representatives had a voice in those 
decisions; while in the state system the control was by one 
individual who had the power to make all decisions. There 
was no implication of criticism of the present single admin
istrator, but fear of the possibility of a change in admin
istrators was expressed*

Group administration versus individual administration* 
The old controversy of expert executive efficiency and

n g
State of New York Employees* Retirement System.

17 A Study of the New York State Teachers * Retirement 
System {Albany: New York State Teachers* Association, 1939),
p* 9*
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centralization of responsibility versus administrative action 
by several and continuity of leadership is still alive. The 
trend in public service seems to be toward specialization, 
permanence, and professionalism in management. But, there 
still remain, possibly, certain advantages in group action 
in some governmental activities, and quabi-governmental ac
tivities such as retirement systems#

Group action is usually slower than individual action, 
and a lack of technical knowledge may hamper board members in 
their decisions. On the other hand, the expert may develop 
that biased point of view which often results from special
ization, and an individual is more susceptible to pressure, 
political or personal, than is a group.

The major criticism by secretaries of retirement sys
tems results from the interference by board members with the 
operating details of the system. If that happy point of divi
sion between formulation of policy and actual operating manage
ment can be found, the administrative board has an essential 
place in retirement systems administration. Different inter
ests must be served, and different points of view may contrib
ute to the deliberations of the body, if all groups are repre
sented. Changes in policy and procedure will be made grad
ually, and a continuity of program will be maintained if 
proper provision has been made for overlapping terms.
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A question may arise as to the value of publie rep

resentatives on the retirement board. Usually they do not 
possess the technical knowledge of the ex-officio members or 
the personal interest of the employee representatives. They 
may have accepted membership because of selfish reasons or 
because of a desire to be of some public service. Their 
attendance at meetings may be dependent upon the exigencies 
of their vocation. Their actual contribution to the delib
erations of the body may be small* However* through their 
membership the public, disinterested as it well may be, has 
representation, and this representation gives some public 
sponsorship and prestige to the program of the retirement 
system. Whether or not the public representative provides 
a balance between government and employee, as some authori
ties hope, is dependent upon the system, the individual, and 
the situation.

Statements by retirement system secretaries. This 
survey was undertaken with the idea of securing the actual 
experiences and practices of retirement systems. The think
ing of retirement system secretaries and managers is essen
tial to an attempted compilation of criteria and procedures# 
For these reasons there are quoted from time to time the 
statements of the men on the job.
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The following are representative of many statements 

that were received relative to administrative boards:
Example 1* (Municipal general employee system; 

three board members; all interests represented):
In order to reduce possible political pressure 
of interference retirements, investments, et 
cetera, are better handled by board, matters 
thereby receiving the experience and advice of 
several members thereof* The management should 
be centered in one person, however, who devotes 
his entire time, or whatever time may be neces
sary, to the operation of the system resulting 
in direct handling of operating details and 
avoiding overlapping of responsibility and 
conflict.

Example 2* (Municipal all-employee system; five 
board members; all interests represented):

Boards are valuable for general policy deter
mination, and the performance of quasi- 
legislative and Judicial functions. Problems 
of administration should be delegated to an 
administrative officer*

Example 3. (Municipal police and fireman system; 
five board members, all ex-officio);

We can honestly recommend that any system is 
more practical with a board composed by private 
citizens along with city officials not elected 
by the people. For example, a non-elective 
finance officer, a city attorney, two members 
of departments represented and three private 
citizens. One of them to act as manager, and 
the entire group to administer the system, 
make investments, hold hearings and make deci
sions in all cases. This type of board will 
be entirely non-political, the two city offi
cials being the interpreters of finance and 
law, and the remainder of the board the actual 
administration.
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The actual administration of the retirement system 
should be in charge of a board representative of the three 
groups interested in the operation of the fund— the govern
ment, the employee, and the public* This body should oper
ate, ideally, in a policy determining capacity, that is, the 
distinction, if possible, should be made between the duties 
incident to administration and those of actual management*

Such a practice is possible in the larger systems 
where management can be vested in an executive director or 
secretary. However, in small systems the board must neces
sarily, because of the absence of a manager, assume managerial 
functions, sometimes to the point of performing managerial 
duties*

The legislative act or ordinance ought to contain de
tailed provisions relating to membership, terms and condi
tions of retirement, the amounts of retirement, disability, 
death and other allowances. These provisions at best, how
ever, can provide but a pattern for action. Particularly is 
this true in the disability provisions of a retirement sys
tem. Each is an individual case, not susceptible to pattern, 
and involves considerable discretionary power. Technical 
knowledge is not enough at this point; there is, in addition, 
need for a sympathetic understanding of the employeefs
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personal problem in order to prevent mistakes at a very 
serious time in the life of the disabled employee.

Providing a good retirement law is not enough. Those 
individuals charged with its enforcement may make it effec
tive in accordance with its objectives, or they may, because 
of disapproval or a lack of appreciation of sound management 
policies, dissipate its effectiveness*

The size of the board may range from three members to 
not more than seven members. If direct executive action 
without the assistance of a manager or secretary is neces
sary, a small board is to be preferred. If the function of 
the board is primarily interpretation and policy determin
ing, a larger board may be in order. .An important consider
ation in the size of boards is that as the board gets larger, 
there is less opportunity for individual members to partici
pate in the deliberations with a possible lessening in their 
feeling of responsibility. Generally speaking, a small board 
is most practical for most purposes.

If the best type of citizen participation is to be 
secured in retirement boards, the term of office must be com
mensurate with the responsibility involved. No adequate 
public-spirited individual will want to accept membership on 
a board where the tenure will not permit of a constructive 
contribution. The same may be said for responsible employee
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representatives. They, however, usually have better chances 
for reelection because of the nature of their constituents. 
Board members representing the government usually are not 
affected by stated terms of office, as their board tenure 
is dependent upon the holding of a given government position.

Public retirement systems are quite often affected by 
politics. To avoid or even prevent political control of the 
board*s policies, it is well to provide for overlapping board 
terms. The overlapping terms should allow for a gradual 
change in board membership and, if possible, prevent any one 
administration from appointing more than half of the members.

If the retirement board is truly an administrative 
body., a board meeting weekly, semimonthly, or monthly may be 
necessary for the transaction of essential business. A longer 
period than a month between meetings would give the impression 
that the board was expected only to review and give acceptance 
to activities carried on by a staff or through board commit
tees •

Generally speaking, remuneration for services is not 
necessary for the procurement of public-spirited citizens as 
board members, except in cases where travel expense is in
volved. Yolunteer service has long been the practice on pub
lic service boards and only in recent years have some govern
mental units made provision for compensating public board 
members in return for a hoped-for larger assumption of
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The difficulties of developing a pattern, except 

within very broad limits, for the establishing of retire
ment administrative boards should be obvious because of the 
range in size, the difference in operating problems and pro
cedures, and the dissimilarity in organization of the several 
pension funds and retirement systems* It may be hoped that 
as a better understanding of the purposes and objectives of 
public retirement systems is developed, more adequate mechan
ics of operation will evolve, based on the experience of suc
cessful systems rather than upon the localized thinking of 
the interested parties.

In this connection it is appropriate to call attention 
to an action taken in 1939 by the members of the retirement 
boards of the various counties, cities, and towns of the 
state of Massachusetts to make possible an exchange of in
formation for the benefit of all concerned. These retire
ment board members organized the Massachusetts .Association 
of Contributory Retirement Boards, the purpose of which is 
to afford an opportunity for the presentation and discussion 
of retirement problems of common interest and the means of 
keeping the several boards informed of legislation and pro
posed legislation affecting the operation of retirement sys
tems. Such a forum should prove invaluable in assisting in
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instrumental in effecting uniform standards of operation 
and procedure among the retirement systems of the state. 
Moves of this nature will do much to further progressively 
the interests of retirement systems in general.
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.FINANCIAL ADMINISTRATION OP PUBLIC RETIREMENT SYSTEMS

The fundamental purpose of a public pension fund or a 
retirement system is to aid in keeping employees satisfied 
as to their present employment in the security that when they 
are no longer able, because of old age or disability, to ren
der their best service, adequate provision will be made for 
them. Two objectives are possible of attainment thereby: 
employee morale is elevated and staff efficiency is increased.

The governmental unit assumes a financial obligation 
for the maintenance of the retirement system in order that 
the best interests of the service for which it exists may be 
advanced. The employee, if the system is jointly contrib
utory, makes certain financial sacrifices during his produc
tive years for the protection that will be offered him or 
his family in later years.

Three very important operations are necessary if the 
system is to be properly maintained: funds with which to pay
promised future benefits must be provided; those funds must 
be safeguarded; and the money must be disbursed discrimi- 
nately. These are the essential problems incident to the 
financial management of a retirement system.

In this chapter a review will be made of the methods 
used by present systems in meeting these problems, in an
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effort to ascertain their possible effective application 
to sound management principles*

s
I. RESPONSIBILITY FOR FINANCIAL MANAGEMENT

The problems of financial management* There is prob
ably no more important consideration in the administration 
of pension funds and retirement systems than that of pro
viding efficient procedures to safeguard the funds of the 
system. Often appointees without any previous experience 
in the field of finance have been placed on retirement 
boards and given the responsibility of administering rela
tively large sums of money. Lack of proper knowledge, care
lessness, and inefficient methods of administration can be 
instrumental in dissipating the funds of the systems. In 
some cases retirement funds are managed by public officials 
whose main duties fall in some other field of activity. 
Obviously, the retirement system receives second considera
tion and, therefore, possible ineffective management. Where 
the dual functions of fund managers are incompatible, they 
should not be countenanced*

When a governmental unit establishes a retirement sys
tem, a moral duty, if not a legal one, rests upon it to set 
up sound methods of financial management to the. end that the 
interests of the public, the employees, and the governmental 
unit are properly protected*
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Authority for and extent of finaneial management♦

The enabling legislation whieh establishes the pension fund 
or retirement system usually provides that the board shall 
assume responsibility for the administration of the money be
longing to the fund* The legislative instructions relative 
to finances may be very brief and vague or they may be de
tailed and explicit* The tendency in the legislation of 
recently established systems and in those which have been 
reorganized is toward rather minute legislative provisions 
for administration* This is especially true in those sys
tems that are based on actuarial computations and where sev
eral reserve funds are provided for, the proper maintenance 
of which is essential to future fiscal prognostications*

A legislative provision which simply states that the 
board shall have charge of and administer the fund in such 
manner as it shall deem most beneficial leaves a great deal 
of discretionary power to the board members* A provision of 
this nature, particularly if there is absent a further pro
vision subjecting the acts of the board to the jurisdiction 
of a higher authority, opens the way for careless, inefficient, 
and, possibly, dishonest financial administration*

Much sounder are those legislative provisions which 
state that the board is to receive, hold, invest, and disburse 
moneys belonging to the system under such rules as it deems
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necessary or convenient, but subject to further legislative 
provisions and guidance. These further provisions may pro
vide that the funds shall be held in the custody of the fis
cal officer of the governmental unit, that disbursements are 
to be made over the signatures of two or more board members 
or public officials, that proper books are to be kept and a 
periodic audit made, that investments are to be made in ac
cordance with specified regulations, and that all proceed
ings of the board shall be open to public inspection. In 
some states the retirement systems are subject to supervision 
by the state insurance department, and the investments of in
dividual systems are made by the state department of finance 
or a state department having similar functions*

Noncontributory pension funds. The financial admin
istration of a pension fund in which the governmental unit 
appropriates all of the money for benefit allowances is usually 
perfunctory. The board first determines who the beneficiaries 
are to be and the amounts of the benefits to be paid. It then 
calls upon the government for an annual appropriation to meet 
the payments or for the pensions to be paid direct* Under a 
noncontributory plan of this kind there is little need for 
elaborate administrative machinery. The very absence of this 
machinery may, however, contribute to a slackness in manage
ment which may be detrimental to the stable operation of the 
fund*



www.manaraa.com

109
Fortunately there are comparatively few of this type 

of pension fund still in existence. Only two of the systems 
reporting for this survey operate on a basis where the gov
ernmental unit furnishes the entire amount needed for pension 
payments* Both of them are municipal pension funds for police 
and firemen. One has been established for twenty years and 
the other for twenty-six*

Another type of noncontributory system is that in 
which the employees furnish all of the funds necessary for 
the payment of benefit allowances. None of the systems that 
reported operates upon this basis.

One municipal police and firemen’s retirement fund 
established in 1937, which has a present active membership of 
115 employees, reported that the employees contributed the 
entire revenue for the fiscal year 1939. Reference to the 
ordinance showed that the employees’ contributions were made 
through a Z per cent monthly salary deduction, and that the 
city was to be responsible for any balance which might be 
needed, over and above the collections from employees, to 
meet the promised benefit allowances* The system is too 
young and the number of beneficiaries is too small to re
quire any current appropriations by the municipality*

Joint contributory systems. Much to be preferred 
from social and economic points of view are those retirement
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systems in which the employees join with the governmental 
unit in making adequate provision for old age and in securing 
protection in the event of death or disability* Especially 
preferable are those systems in which the share of cost to 
employees and to the government is approximately equal#

There are two distinct plans of operating joint con
tributory systems with respect to the time when the money 
necessary to meet the obligations of the promised benefits 
shall be provided# The one is generally referred to as the 
cash disbursement plan and the other is the actuarial reserve 
plan. In cash disbursement systems no reserve fund, or at 
most an inadequate one, is established, and the present bene
fit allowances are paid from the contributions of the employ
ees, and, if needed, the governmental unit will appropriate 
sufficient money to meet any deficit in benefit allowances# 
Under the actuarial reserve plan one or several funds are 
set up, and in addition to the contributions of the employ
ees the governmental unit pays into the fund each year an 
amount which will be sufficient, with interest compounded, 
to cover its share of the cost of benefit allowances based 
on the service rendered that year#

Because of the fact that different types of the cash 
disbursement plan are operating in retirement systems, it 
may be well to refer to them as nonactuarial as distinguished
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from the actuarial plans* The factors of finance adminis
tration are somewhat different in the two plans; therefore 
it is appropriate to describe them rather extensively#

II. FINANCIAL ADMINISTRATION OF NONACTUABIAL SYSTEMS

Real costs in retirement systems. The reason so many 
pension funds and retirement systems are in financial diffi
culties at the present time is that at their inception the 
real cost of promised benefits was not recognized or was 
disregarded by those who were instrumental in organizing the 
systems*

During the first years a retirement system is in oper- 
ation, the number of retirement allowance beneficiaries ap
pears very small in comparison to the total number of employee 
members of the system. This fact often gives a false sense of 
security to those who are interested in the system as to actual 
and eventual pension payments. As the years pass additional 
employees become eligible for retirement allowances, while 
many of those previously granted benefits continue to live#
The result is that the total amount of retirement payments 
rises steadily, in some cases rapidly, until after a period 
of years the annual disbursements assume substantial propor
tions which bear a noticeable relation to the payroll.

This being true, it should be apparent that the real 
cost of a pension fund or a retirement system begins at the
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time the possible future beneficiary renders the service upon 
which the benefit allowance is eventually paid, and not at 
the time the allowance is paid. The real annual cost is the 
sum which should he set aside each year as employee service 
is rendered to meet that year's share of the total sum to be
paid the employee following his retirement.

The reason for the difficulties, if not the actual 
insolvency of many systems, may be traced to the failure to 
recognize where the real costs of a retirement system lie in 
relation to the time element. A substantial balance in the 
treasury of a retirement system is no proof of solvency. Too 
often boards are complacent in the face of possible financial 
trouble, because a surplus of revenue over disbursements for 
a given year means to them successful management. The inf ord
ination that is of importance to the expert is a statement of
the present value of future liabilities and of the assets
available to meet them. Xt may generally be said that no 
system will be actually solvent until a dollar of liability 
is offset by a dollar of asset.

How sound funds operate. When an employee accepts a 
job in a governmental unit within which a nonactuarial and 
contributory retirement system is in operation, it is imme
diately recognized that some day age will prevent him from 
doing efficient work. Begardless of the remoteness of this
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possibility, provision for it begins at once.^ A stipulated 
amount is deducted from the employee’s wage each day period 
and placed in a reserve fund. The governmental unit at the 
same time begins to contribute a stated amount toward that 
employee’s retirement fund. When the retirement period is 
reached, the employee is entitled to a retirement allowance. 
This benefit continued until death.

Mortality tables show that out of every so many persons 
of a given age and average collective health, a certain num
ber will live to a given retirement age. The tables further 
show that those who retire may reasonably be expected, on the 
average, to continue to live for a certain number of years.

In its simplest form, the procedure for determining 
the expected liability for future retirement allowances is 
to find the number of employees expected to retire. Multiply 
this number by the average number of years of life expectancy 
after retirement. The next step is to multiply this figure 
by the annual retirement allowance each retired employee is 
likely to receive. The final figure shows the sum total of 
probable payments to retired employees from their retirement 
date to their death.

1 It is understood that when a merit system is in ef- 
feet the new employee may not be subject to the provisions of 
the retirement system until a probationary period of employ
ment has been completed. Also, the above description leaves 
out of consideration the several benefit allowances which may 
be provided through a retirement system.
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The fund to assure and protect the benefit allowances 
expected to be paid should be accumulated before the retire
ment periods begin. This reserve fund, including the income 
from interest earnings, should be sufficient to pay the yearly 
benefit allowances from and after retirement.

No actuary can determine how long any one person will 
live, but he can closely estimate the reserve fund needed to 
provide retirement allowances for the survivors among a given 
number of persons. The margin of error in actuarial calcula
tions will diminish as the number of persons considered in
creases.

The reserve fund is built up by contributions usually 
from employees and the governmental unit. These contribu
tions, with accrued interest, are to provide the amount nec~ 
essary to meet all retirement benefit allowances.

Retirement allowances may not be the only benefits pro
vided for in a retirement system. Employees may be entitled 
to withdraw their contributions upon leaving the public em
ployment. There may be also disability benefits, benefits 
to dependents, death benefits, and so on. However, the prob
able cost of each benefit, based upon the experience of years, 
can be fairly accurately determined. Each additional benefit 
required additional reserve and, of course, larger contribu
tions.
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An awakening on the part of public officials and those 

interested in public service to the probable insolvency of 
numerous retirement systems or to the tremendous tax burden 
imposed by nonactuarial plans has made possible the estab
lishment during recent years of a number of actuarially 
sound retirement systems*

Nonactuarial retirement systems* For purposes of 
this discussion the designation nonactuarial is given to 
these systems which operate on a joint-contributory cash 
disbursement basis* Two types of cash disbursement plans 
will be considered.

The one plan provides for employees to make regular 
contributions* usually through salary deductions of a fixed 
amount or a per cent of salary to the retirement fund* These 
contributions are accumulated in a fund which retirement al
lowances are paid when necessary. The governmental unit does 
not make any immediate contribution to the fund but stipulates 
that when the amount accumulated plus the contributions from 
employees is not sufficient to meet the retirement payments 
for a given year, it will make up the deficit*

Such a plan is unsound from the start* Retirements 
during the first few years the system is in operation prob
ably will be few and the contributions from the employees 
will be sufficient or more than sufficient to pay the benefit
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allowances. As the years pass, more and more employees will 
become eligible for retirement and the governmental unit will 
need to provide funds each year to make up the deficit bal
ance. The situation eventually occurs where, with the total 
annual contributions of employees remaining relatively the 
same, and the total retirement allowances increasing, the 
government is called upon to appropriate annually a larger 
and larger sum.

This type of plan is considered to be unfair because 
it requires future taxpayers to pay the cost of retirement 
allowances based on service rendered at the present time. 
Furthermore, the financial history of most funds of this type 
has proved the unsoundness of the plan.2

If the legislative body of the governmental unit con
tinues to be sympathetic to the provisions of the retirement 
system, the annual appropriation will doubtless be made year 
after year regardless of its mounting cost to the taxpayers. 
On the other hand, those responsible may decide that the ap
propriation in a given year cannot be made because of the

2 The cost to municipalities in increased appropria
tions under a nonactuarial plan is illustrated by the fig
ures for New York City. In 1928 the City appropriated for 
the police and the firemen funds #4,263,000. In 1933 the 
appropriation was #6,595,000. In 1938 the figure was 
#9,648,000, and in 1939 the appropriation amounted to 
#10,612,000. Cited by Henry I. ^my, "The Local Pension 
Problem of Municipalities in New York State," Citizens 
Budget Commission, Inc., November, 1939, p. 10.
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need of reducing governmental expenditures, or it may, if 
legally possible, reduce the benefit allowances, or again, 
it may attempt to secure a higher rate of contribution from 
the employee. Under any consideration the situation has be
come difficult and is opposed to the best interests of the 
employee and government alike.

The other type of joint contributory nonactuarial re
tirement system differs from the first in that the govern
mental unit makes some contribution to the funds of the sys
tem from the start, rather than waiting until a deficit in 
the system’s finances has occurred. The legislation usually 
provides that the employee shall contribute a small per cent 
of his salary and that the government shall likewise contrib
ute an amount based upon a percentage of each employee’s 
salary. In lieu of a direct appropriation by the govern
mental unit, provision may be made that the revenue from 
certain public operations, such as licenses, permits, fines, 
and others, shall be credited to the retirement system fund.

This procedure is an attempt to establish what at 
least for a few years appears to be a sound system. The 
weakness lies in the arbitrary fixing of fund revenues with
out recourse to actuarial estimates as to whether or not 
these revenues will be sufficient to provide indefinitely 
the benefit allowances which have been promised.
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The situation is similar to that of an insurance com

pany which would issue a policy for a definite amount, the 
premium upon which had been fixed arbitrarily. Insurance 
companies are not permitted to operate in so reckless a man
ner. Premium payments must be actuarially established so 
that the cost of policies which are sold will be covered. 
Reserves must be set aside to assure, policy holders of the 
company's ability to fulfill its contract.

The chief difference in the two types of cash disburse
ment retirement systems is the element of time. In the latter 
type the eventual day of reckoning is possibly postponed a few 
years longer by the appropriations, direct or indirect, which 
are made by the governmental unit. The weakness of both types 
lies in a failure to recognize or acknowledge the real costs 
of the promised benefits and the projection of the ultimate 
tax burden to future generations of taxpayers.4

g
Paul Studensky, "Pensions in Public Employment," 

National Municipal Review, 11:100, May* 1922.
4 Typical of many retirement systems is the experience 

of the Firemen*s Pension Fund of Racine, Wisconsin. Upon its 
establishment in 1908 the employees were required to contrib
ute one per cent of salary and the city indirectly contributed 
to the fund through a 2 per cent tax on fire insurance pre
miums. This financing carried the load of retirement allow
ances for twenty-four years until 1932, when the city directly 
appropriated #1,337, 8 per cent of the total amount of pensions 
paid that year, to make up the deficit. In 1933 the city had 
to appropriate #11,377, 57 per cent of total benefits paid.
To prevent a bad situation from getting worse, the law was 
changed in 1939 to require salary deductions of 3i per cent. 
Report of City Comptroller. Racine, Wisconsin, May, 1940.



www.manaraa.com

119
Deficits in retirement systems♦ The disregard of 

actuarially estimated contributions and appropriations and 
the failure to set up proper reserves have placed many sys
tems in a situation of insolvency* Unfortunately, the in
solvent condition may not be apparent on the surface. A 
bank or life insurance company must have a surplus. If the 
balance sheet shows a deficit, the authorities close the 
doors. This is not true with governments. They may continue 
to operate on a deficit basis. In fact, with certain public 
retirement systems the deficits are literally established by 
law*

When a system is established, a deficit is at once 
created because the normal annual premiums for past service 
have not been paid* The longer the average past service, 
the larger the deficit. Unfortunately, a tolerance toward 
deficits in government financing has made the public careless 
about the support of its retirement systems as well as the 
support of other government activities*

It has been assumed that a retirement system is sound 
if funds will be provided with which to pay current claims. 
However, the perpetuity of the fund is endangered if it is 
not supported on an actuarial basis. This is true because 
under the nonactuarial basis there is a danger that the def
icits may pile up to such an extent that future taxpayers 
may not be able to carry the load*
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The present deficit in any fund, if there is one, is 

the difference between the total liabilities and the total 
present assets. Included in the liability figure must be 
that amount with interest which would be on hand if the cur
rent annual cost for retirement allowances for every member 
of the system had been paid into the fund and properly applied 
during all past years of service. It is the failure to in
clude these figures in the computations of any retirement 
system that creates the impression of solvency when actually

5the fund is insolvent.

Finance management in nonactuarial system. There are 
few problems in managing the finances of a retirement system 
where the deficit in retirement allowances is made up through 
an annual appropriation by the governmental unit. The employ
ees’ contributions are usually deducted from salaries by the 
department or officer in charge of the payroll* The money 
so deducted may be transferred into the general account of the 
municipality or it may be set up in a special retirement sys
tem account. The benefit allowances are often paid by the 
finance officer or the governmental unit as employees* sala
ries are paid. Few records other than for collections and

^ It was estimated that the accrued liabilities of 
nonactuarial systems in New York City by July, 1940, would 
approximate #500,000,000. The accrued liabilities in 1933 
in other cities were: Buffalo, #16,000,000; Syracuse, 
#4,500,000; Elmira, #600,000. In 1931 New Rochelle had lia
bilities of #1,180,000, and in Troy they were #1,136,000.
None of these cities had reserves to offset the liabilities.Jany, oj>. ait., p. 7.
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disbursements are needed* Inasmuch as few or no reserve funds 
are built up, there is seldom any money to invest* The admin
istrative board has few functions beyond the certifying of 
retirement applications, and the secretary, if there is one, 
may be concerned primarily with simple bookkeeping activities* 

In nonactuarial retirement systems where the attempt 
is being made to create a reserve fund, the problem of in
vestments may possibly be faced. Other than this additional 
activity, the finance management problems are similar to 
those mentioned in the preceding paragraph* No complicated 
system of records to provide material for periodical actua
rial examinations is required* Individual member accounts 
are not necessary, and the complete accounting records usual 
to actuarial systems are not needed*

Fifty-eight of the systems reporting for this survey 
are of the nonactuarial type. Thirty-four of these furnished 
data relative to their reserve funds. Fourteen systems had 
no reserve funds whatsoever and in all but one of these the 
municipality makes a direct appropriation to pay retirement 
allowances each year of more than 65 per cent of the total 
amount. Twenty of the thirty-four systems reported having 
reserve funds, but the reserves in all but seven systems 
were less than three times the amount of total benefits paid 
in 1939. No information was secured to show whether or not
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the reserve fond in any system was heing drawn upon to 
help pay the benefit allowances. Furthermore, an individ
ual study of these nonaetuarial systems would doubtless 
bring out the fact that many were virtually insolvent.

Generally speaking, the functions and problems of 
financial administration in nonactuarial systems are not 
so complex as those in retirement systems which operate 
on an actuarial basis.

III. FINANCIAL administration of 
ACTUARIAL RETIREMENT SYSTEMS

Actuarial reserve basis for retirement systems. An 
accountant, particularly in industry, who is concerned with 
a retirement plan may look upon an employee as a piece of 
human equipment that sooner or later will need to be re
placed. Under the provisions of the retirement plan, it 
is necessary, when this piece of human equipment is replaced, 
to care for it financially the remainder of its life. If 
this is to be properly done, accounting practice will de
mand that retirement allowance credits be set aside each 
year as they are earned and that reserve funds be accumulated 
for use when they are needed.

While many public retirement systems have made provision 
for the setting up of reserves with the idea of protecting
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the future retirement benefits of employees* experience has 
shown in too many cases that the reserves were established 
without properly calculating the total amount of liabilities 
involved. Another point of importance which has usually 
been overlooked is that public service units generally are 
not static. The number of employees in a given unit has in
creased so that the number of employees becoming eligible 
for retirement each year increases because of this past 
growth of the organization. The result is that the neces
sary annual expenditures for retirement allowances contin** 
ually mount. The failure to recognize and provide for these 
factors upon the establishment of public retirement systems 
may be blamed for the unhappy situations to be found in many 
governmental units*

Only when the public, and some public service employ
ees, became aware of the serious financial difficultire 
being encountered by public retirement systems was it rec~ 
ognized that the operation of a retirement system was not 
unlike that of an insurance business, because retirement 
allowances are nothing more or less than insurance annuities. 
This awakening of those unselfishly interested in retirement 
funds resulted in the development of actuarial systems.

Under the actuarial plan of operation reserve funds 
are established, usually through the contributions of the
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employees and the government, which with the income from 
interest compounded annually are expected to be sufficient 
to meet the needs of future retirement allowances. The cost 
of retirement allowances for each year of service are charged 
against the joint contributions in the year in which employee 
service is rendered, the amount of the contributions having 
been actuarially calculated on the basis of the best possi
ble available data#

These actuarially computed figures for the joint con
tributions of the government and the employees do three 
things. They show the governmental unit the actual labor 
cost in present wages and in future retirement benefits#
The employee knows just what he is receiving for his ser
vices. The public is enabled to determine what is going 
on, thus eliminating the fear of hidden pension liabilities 
with their possible burden to future taxpayers.

Accrued liabilities. One of the most striking prob
lems to be met in nonactuarial retirement systems is the 
accumulation of liabilities for past employee service for 
which adequate financial provision has not been made.
Upon the establishment of a retirement system on an actua
rial basis, these accrued liabilities for services rendered

® Lewis Meriam, Public Personnel Problems {Washington, 
D. C.s The Brookings Institute, 1938), pp# 220-21.
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in the past are customarily* accepted as an obligation of 
the governmental unit*

In order to attain strict actuarial solvency at the 
inception of a retirement system, the governmental unit 
would need to appropriate to a reserve fund a sum of money 
equal to all accrued liabilities based on proper actuarial 
computations. This sum, usually of relatively large pro
portions if paid in one amount, might seriously affect the 
financial stability of the public treasury. The accepted 
practice has been for the government to spread the payment 
of the total amount over a period of years by appropriating 
equal annual installments for ten or more years. The annual 
appropriation for accrued liabilities is of course in addi
tion to the appropriation for current service liabilities*

Retirement system reserve funds. If accepted account
ing practice is followed, several reserve funds will be set 
up when the system is established* To these the contribu
tions and interest earnings will be credited; from them 
the several benefit allowances will be paid.

The criticism may be made that actuarial retirement 
systems require the keeping of numerous and, in some re
spects, complicated records and accounts. The reserve 
funds which are necessary for the maintenance of essential 
data add to the complexity of record keeping, but they are
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essential to the effective operation of a system of the ac
tuarial reserve type.

Accounting procedure may differ by locality both as 
to the number of reserve funds which are considered neces
sary and as to the titles given to them. Those briefly 
described here are used in many systems. The annuity 
savings fund is the fund in which the contributions of mem
bers are accumulated for the payment of their annuities at 
retirement. When a member retires, his contributions and 
the interest which has been credited to his account in the 
annuity savings fund are transferred to the annuity reserve 
fund. It is from this latter fund that his retirement an
nuity is paid. The contributions made by the governmental 
unit are accumulated in the pension accumulation fund. *3\vo 
types of contribution are made to this fund by the govern
ment. One is the contribution for current employee service, 
sometimes termed the normal contribution. The other contri
bution is that for past employee service or the accrued lia
bility contribution. From this pension accumulation fund 
are paid all pensions and other benefits to members with 
prior service credit, that is, those members who were em
ployees at the time the retirement system was established. 
When a new entrant, a member who was not an employee at the 
time the system was established, retires, the reserve to
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his credit in the pension accamniation fund is transferred 
to the pension reserve fund and his pension is paid from 
the latter fund. A fifth fund is often set up termed the 
expense fund. To it is credited all money provided for the 
administrative expenses of the retirement system and from 
it are paid all expenses necessary in connection with the 
administration and operation of the system. Usually the 
government assumes the expense of administering the system.

In some retirement systems there will be found a more 
complete breakdown of reserve funds. For instance* separate 
retirement accumulation funds may be set up for new entrants 
and for old employees. A fund may be set up for the accumu
lation of contributions to provide disability benefits, 
another may be set up to provide for death benefits, and 
still another may be set up for withdrawal payments. What
ever actuarial and accounting procedure is used, the various 
funds must be thought of as existing only on the books of the 
system, because usually all money is kept in one account for 
investment or savings purposes.

The term annuity generally is used to specify the re
tirement allowance which the employee’s total contributions 
plus earned interest will buy, as dintinguished from the re
tirement pension which the contributions of the government 
will provide* A total of the two will be the retirement
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benefit which the retired employee will receive*

Building up reserves. There are those who are criti
cal of the procedure in actuarial retirement systems, which 
makes possible the building up of seemingly large reserve 
funds* Certain it is that dangers are involved in the 
practice. Unless adequate safeguards are established, 
there is danger of the funds being dissipated by political 
action or through unwise or careless investment.

One secretary suggests that the governments contri
bution should not be taken out of the tax base, but should 
be left "in the pot," and that the government should appro
priate its share of the benefit costs on a when needed basis, 
assuming, however, that actuarial methods are used to keep 
a true record of the liabilities involved.

Some thought has been given to establishing public 
retirement systems on a contingent reserve basis. Such a 
plan calls for setting up equitable retirement allowances* 
and providing for contributions from employees and the 
government until the reserve fund reaches an approved 
amount. After this figure has been reached, the annual 
contributions by the government need be only sufficient 
to maintain the reserve fund at the established figure*
The contingent reserve should be large enough to carry the 
system through any emergency period of two or three years.
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If it be considered wise not to collect currently 

the annual contribution of the government, certainly the 
reserve funds must be assumed and bookkeeping records kept 
on that basis. Actuaries must presuppose the existence of 
a real fund, for in no other way can real costs be deter
mined and liabilities be known.

Whether actual reserve funds are maintained or simply 
set up on paper, the processes of accounting and record 
keeping are the same. These obviously complicate the man
agement factor in contrast to those processes which are 
needed in nonactuarial systems.

The reserve funds which are built up in actuarial 
systems present to the administrative board the problem of 
proper investment and, as one secretary puts it, the temp
tation to squander. A study of the investment policies 
and experience of retirement system boards over a period of 
time would be both interesting and enlightening*

IV* ACTUARIAL EXAMINATIONS OF RETIREMENT SYSTEMS

Actuarial valuations determine cost and liabilities. 
Another important factor in the financial management of 
actuarial retirement systems is the periodic actuarial ex
amination and valuation. These examinations are important 
because through them the real costs of the benefit allow
ances can be ascertained and from the real costs current
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contributions can be determined•

The contributions required to provide a group of 
employees with the several benefits that are included in 
a retirement system depends upon the number of members in 
the group who will remain in the system long enough to take 
advantage of the benefits and the number of years they will 
live to receive those benefits* If disability allowances 
are included, the liabilities of the system are determined 
by a measurement of the future rates of withdrawal, death, 
disability, and old-age retirement among the members of the 
system* At the inception of the system the actuary attempts 
to secure the necessary rate measurements on the basis of 
past employment records* If records of past experience are 
not available, the actuary will base his estimate on the 
service and mortality experience of similar groups of em
ployees* Computations of the cost of providing the various 
benefits will be based on these data*

Example of procedure in calculations* For a given 
group of employees of the same age and with the same number 
of years of service, the retirement system has definite 
liabilities* The first is determined from the mortality 
tables for the probability of refunds at death before the 
retirement age is reached. There is another liability for 
refunds to those who leave the service before reaching the
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retirement age* A third liability exists to provide for 
those members of the group who become disabled* The remain
ing members of the group will be eligible for retirement 
benefits the liability for which is computed by methods 
regularly used by actuaries*

With the total liabilities for this age and service 
group having been determined by means of actuarial proc
esses, the amount which is needed year by year to meet the 
benefit and withdrawal obligations when they become due is 
calculated. Similar calculations for other groups accord
ing to age and service are made, and the total amount for 
the system consists of the total amounts of all these groups* 
The illustration has not taken into consideration the annual 
contribution of the government which is necessary for the 
accrued liabilities for past service*

The actuarially computed annual cost is the yearly 
contribution required for the retirement system fund for 
long future periods if the personnel distribution as to age 
and service continues as it was at the time of the actuarial 
examination*

Necessity for periodic actuarial, examinations* As 
with all insurance calculations, the actuarial experience 
for any small group might differ from the expected* The 
personnel distribution with regard to age and service in
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small groups often does not remain the same. The distribu
tion gradually comes to differ from what it was at the in
ception of the retirement system or from any succeeding 
examination date* For this reason new actuarial examina
tions are necessary from time to time*

The enabling legislation for an actuarial retirement 
system should provide that once in every stated number of 
years an actuary shall make an investigation into the mor
tality, service, and compensation experience of the members 
and the beneficiaries of the system for the purpose of check
ing the mortality and service tables used in the operation 
of the system. It is vitally important that these tables 
reflect the actual experience of the members as accurately 
as possible, so that they will furnish a dependable basis 
on which to determine the necessary contributions and the 
allowable benefits* From the results of periodic examina
tions any changes which are found necessary can be made so 
as to keep the system on a permanently sound financial basis. 
In making his forecasts the actuary will also give consider
ation to economic, social, and legislative changes and trends.

Frequency of actuarial examinations. How frequently 
should, actuarial valuations be made? This question cannot 
be answered specifically. The size of a system and the num
ber of benefit provisions are of important consideration.
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In small retirement systems the changes are not sufficiently 
numerous to provide information from which the rates could 
be ehanged frequently. On the other hand, the changes in 
large systems might provide sufficient data for annual ex
aminations. Many of the larger systems retain a permanent 
consulting actuary, who is thus in a position to provide 
continual actuarial control. Those systems that have made 
provision only for retirement benefits do not need valua
tions so frequently as those in which several benefits, in-

7eluding withdrawal, are allowed*
The Municipal Finance Officer’s Association suggests 

that an actuarial valuation should be made every three years 
at the least and that a yearly examination is preferable.
The employment of a competent consulting actuary throughout 
the existence of the system is also advised in order that 
its financial stability may be assured and maintained*8

Valuation provisions of present systems. Sixty-seven 
of the systems studied reported operating on an actuarial 
basis. Periodic actuarial examinations are provided for by 
law or by administrative board regulation as follows: annual

n Lewis Meriam, Principles Governing the Retirement 
of Public Employees (New York, London: D. Appleton and 
Company, 1918), p . 355.

Q Retirement Systems for Public Employees (Chicago: 
Municipal Finance Officers’ Association, 1938), p. 5.
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examinations, twenty-eight systems; two-year periods, two 
systems; three-year periods, seven systems; four-year periods, 
one system; five-year periods, twenty-two systems, and six- 
year periods, two systems. The replies of five systems did 
not state their actuarial examination periods.

It is of some significance to note that thirty-nine 
of the sixty-seven systems which are operating on an actua
rial reserve basis were established in the ten-year period 
1930-39. Fifty-four, or 80 per cent of the actuarial re
serve systems, have been established or reorganized since 
1920.

The need for adequate records. Proper records must 
be installed and maintained if periodic checks of the rates 
of separation of employees, the mortality of beneficiaries, 
and other significant data are required. It is from these 
records that any necessary financial adjustments will be 
made from time to time.

It is at this point that objections to the actuarial 
reserve system are made. The complete set of records that 
is needed to provide important information for the periodic 
actuarial examinations seem to the layman to be entirely 
too complicated for effective operation. The complaint is 
made that entirely too much time will be required by an 
already busy secretary or staff to keep the records up to
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date* Offsetting such a criticism are the factors of safety 
and proper control which the experience of actuarially sound 
systems has proved, even though at some increase in the ex
pense of management.^

The actuary1s contribution to sound retirement systems* 
A substantial number of the nonactuarial systems which were 
reported for this survey indicated that a reorganization on 
an actuarial basis was being effected or contemplated be
cause of unfortunate experiences under nonactuarial plans*

The warnings of secretaries in present charge of some 
of the systems are appropriate. One suggested the impor
tance of having the retirement plan laid out and installed 
by an experienced actuary. If this is done at the start, 
with proper periodic supervision, it was stated, the system 
would almost run itself. Another secretary complained that 
their difficulties resulted from a failure to engage a com
petent actuary at the inception of the system. A similar 
complaint was made by a third secretary.

A board chairman wrote that to appropriate funds to 
a system that had not been established under the direction 
of an actuary would be as foolish as spending money to build

Q A list of the essential records necessary to set up 
and operate a retirement system is given in a study of re
tirement systems for public employees published by the 
Municipal Finance Officer’s Association. The list of the 
records and their description will be found in Appendix VII#
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a house for which no plans had been prepared. And finally,

The function of the actuary in the establishment 
and conduct of an old age annuity plan is analogous 
to that of the navigating officer of a ship. The 
latter sets the course for the ship, but only after 
the captain has. designated the port of destination.
If the captain selects the wrong port, no skill of 
the navigator can bring the ship to the right harbor. 10

V. THE COLLECTION OF FUNDS

Importance of providing funds and properly disbursing 
them. The beginning and the ending functions relative to 
the operation of a pension fund or retirement system are 
the providing of funds for the promised benefits and the 
disbursing of these funds in a manner that will meet the 
objectives for which the system was established. This does 
not imply that the collecting and the disbursing of the funds 
of the system are the most important factors of management, 
but they most certainly are the framework around which the 
other factors may be organized.

Sources of funds. The income of a joint-contributory 
actuarial reserve system is derived from the amounts deducted 
weekly or monthly from the regular pay of members, from an
nual contributions by the governmental unit, and from the

Henry S. Pritchett, A Comprehensive Plan of Insur
ance and Annuities for College Teachers (New York: Carnegie 
Foundation for the Advancement of Teaching, Bulletin No. 9, 
1916J, p. 25.
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income from invested funds* This plan is a long step from 
the early public pension funds in which the government pro
vided all of the money with which the benefits were to be 
paid, or from the voluntary mutual welfare associations of 
employees that depended upon the benefit performances, the 
picnic, the dance, or other similar events to procure funds 
with which to pay benefits to disabled and worn-out employees.

In spite of the progress which has been made in the 
development of retirement systems, there are still some 
which depend for at least a part of the necessary revenue 
upon forms of entertainment, the sale of stolen and un
claimed property, animal and other municipal licenses, traf
fic and other fines, witness fees, donations, the proceeds 
from vending machines, and others of like nature

"The city shall appropriate a sum sufficient to 
meet deficiencies each year. Other sources of revenue are: 
(1) all fines imposed on members of Commissioner of Public 
Safety. (2) Jill rewards, fees, gifts and testimonials for 
special services rendered except those which members may 
be permitted to retain. (3) Lost or stolen property and 
money without lawful claimant and money from sale of un
claimed property remaining in possession of Commissioner 
of Public Safety for one year. (4) Money from special ser
vices of policemen at balls, parties, weddings, excursions 
or picnics. (5) All absence deductions. (6; Two per centum 
of City’s portion of the excise money received by treasurer. 
(7) All fines collected for violation of traffic or highway 
laws.” Quoted by Albert H. Hall in A Summary of Actuarial 
Surveys of Seventy Local Police and Fire Pension Funds in 
New York State (Albany: Hew York State Conference of Mayors, 
Publication No. 34, 1935), p. 25.
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Such methods of securing funds for the payment of bene

fits to public employees may have had, at one time, the sym
pathetic acquiescence of the average citizen, who felt it 
his duty to make some contribution to the welfare of unfor
tunate employees, or it may have been that he hardly dared 
refuse to contribute. To a public gradually becoming more 
enlightened as to the functions and practices of public ad
ministration, such methods for securing funds must appear 
out of place♦

Certain of the methods used to procure funds are 
strictly in opposition to sound public policy. Where the 
method of securing a certain sum of money is dependent upon 
increased effort in line of duty on the part of public ser
vants, that method is incompatible with high standards of 
public service. The appropriation of the fines received 
for the breaking of municipal ordinances and the proceeds 
from the sale of condemned property may be placed in this 
category.

The indefinite amounts received from sources of the 
nature of those mentioned are contrary to the policies of 
exact appropriations so necessary for actuarial efficiency* 
Furthermore, if the administrative body condones loose prac
tices in the procurement of funds, there is no good reason 
to expect other than a loose management of those funds.
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Revenue sources of present systems. A summary of 

the distribution of sources of funds for those systems 
which were examined for this study shows that seventy-five 
systems received direct appropriations from the general 
funds of the governmental unit* An average of the total 
appropriations to these systems indicates that 49 per cent 
of the total amount of money received comes from general 
funds# Thirty-five of the systems receive government con
tributions through special tax levies# The average of total 
funds received from this source amounts to 48 per cent. The 
members contribute to the funds of 106 systems* Their aver
age contribution for all systems amounts to 32 per cent of 
the total amount. Interest on investments and savings pro
vides an average of 13 per cent of the total receipts in 
eighty-seven systems. Other sourcesf which include one or 
several of the numerous miscellaneous sources previously 
mentioned, provide funds for thirty-four systems. The 
amounts received average 7 per cent of the entire income#
In twenty-five systems the revenue from the sale of invest
ments is included in the total of current receipts# The 
average amount received from this source for the twenty-five 
systems is 18 per cent of the total revenue.

A practice among a few retirement systems which should 
be mentioned, but not commended, is that of requiring bene
ficiaries to contribute to the fund a certain per cent of
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their benefit allowances* The practice is so foreign to 
the true objectives of public service retirement systems 
that it deserves no further comment*

The collection of employee* s contributions * In only 
one of the 133 systems which were surveyed are the employeefs 
contributions made through remittances by the members* All 
other systems follow the accepted procedure of collecting 
members* contributions through payroll deductions* The lat
ter method is by far the simpler in that it entails no costly 
follow-up of dilatory members. All deductions are made at 
payroll periods before salaries are paid, and a voucher for 
the total amount of deductions is certified to the custodian 
of the funds of the retirement system.

The mechanics of deducting the contributions and certi
fying them to the proper authority vary according to local 
practice* If the system retains a full-time secretary, he 
may, as is done in forty**four systems, supervise the collec
tion of the members* contributions* In smaller systems it 
is customary for the finance officer of the governmental 
unit to supervise or actually make the deductions*

The enabling legislation of the better-organized 
systems usually contains a section stating that each member 
shall be deemed to consent and agree to the deductions which 
are made. Further, each member is required to sign a receipt



www.manaraa.com

141
upon receiving his salary less the deduction as a full dis
charge of all claims for the service he has rendered dur
ing the payroll period* A few systems require members to 
sign an order authorizing the governmental unit to make the 
stated deductions from his salary.

Additional contributions by members. Some retirement 
systems have provisions that permit members to contribute 
amounts in excess of the normal contribution in order to 
provide an additional retirement annuity. Such contribu
tions are credited to the employee’s account, but they do 
not affect the requirement to make the regular contribution 
nor do they increase the amount of the retirement pension 
promised by the government*

Certifying the government’s contribution. In actua
rial reserve retirement systems it is customary for the ad
ministrative body of the system to prepare annually a state
ment of the total amount necessary to cover the government’s 
contribution to the system for the ensuing fiscal year. This 
statement is prepared upon the basis of the actuarial deter
mination and appraisal for the period* The amount needed 
is then certified by the board to the proper government of
ficial or body in accordance with local budget procedure#

A similar method may be followed in nonactuarial
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systems in line with local regulations except that the de
termination of the government’s share is based on nonactua
rial calculations according to whether the government is to 
appropriate a stated amount on a percentage basis or make 
up a deficiency*

When the appropriation in either type of systems has 
been made, the retirement fund is credited with the amount 
and the system’s administrative board is notified* The funds 
then become subject to the board’s management under the leg
islative regulations of the retirement system.

VI. THE DISBURSEMENT OF FUNDS

Responsibility for funds. The administrative boards 
are generally the trustees of all funds of retirement sys
tems, but the custodian of those fwinds is usually the treas
urer, or similar official, of the governmental unit* He 
accepts all monies to be credited to the fund and disburses 
them upon authorization of the board under regulations pro
vided for in the enabling legislation or through board ac
tion. The custodian should be required to make periodic 
reports to the administrative body on the status of the re
tirement system’s finances* In the majority of the systems 
the governmental treasurer is an ex-officio member of the 
board*
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Where better accounting methods of control are in 

effect, more than one signature is required on vouchers 
authorizing the disbursement of funds# In some small sys
tems the custodian makes routine disbursements without ref
erence to the board# Systems having a well-organized secre
tariat often authorize the manager to sign the vouchers. The 
signatures of one or more board members on all vouchers are 
customary in most systems#

Disbursements classified. Three general classifica
tions will cover the disbursements in most systems, the pay
ment of benefit allowances and withdrawals, the payment of 
expenses, and the investment of money. Once a benefit al
lowance has been approved for a member of the system, the 
payment of that allowance becomes a routine matter except, 
perhaps, where follow-up medical examinations are necessary 
with disability beneficiaries. The payment of the expenses 
of the system also requires only routine authorization. The 
investment of the funds of a system is a most important func
tion, which should require the best possible consideration 
by the board members if that function is within their sphere 
of activity. The discussion in the following chapter is 
devoted entirely to the subject of public retirement system 
investments#

A few retirement systems allow members the privilege
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of borrowing a portion of their contribution at a specified 
rate of interest* This privilege may be a justifiable ex
tension of service to members, but it hardly seems compat
ible with the best interests of sound retirement system 
policy* Furthermore, the additional bookkeeping which this 
service requires complicates maintenance of records to an 
unwarranted degree*

The payment of benefit allowances. If the legisla
tion which establishes a retirement system is exact in its 
provisions, the granting of retirement for service allow
ances by the administrative body is a perfunctory matter*
If the legislation is loosely worded and leaves the deci
sions with regard to retirements entirely to the board, 
there is ample opportunity for abuse and for discrimination*
As has already been stated, once a retirement for service 
benefit allowance has been approved by the board, the pay
ment of that allowance is practically a payroll item* The 
board before approving retirement allowances must establish 
criteria as to allowable employment service in a given period, 
usually a year, that is, how much employment service in any 
year is equivalent to one year of service. Creditable ser
vice is the term commonly used to express this factor.

Disability benefits in those systems which have pro
vision for them are much more of an administrative problem
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for retirement boards. Only general assumptions can be 
used in determining a boardfs policy in the handling of 
disability cases, because no two are alike and each one 
must be treated as an individual problem. The better- 
organized and controlled systems make use of medical boards 
of two or more physicians, usually three. These boards may 
bring into a case whatever specialized service is required 
to establish the fact of disability. In loosely operated 
systems there often are opportunities for granting disabil
ity allowances without adequate proof of disability. Ex
perience has shown that advantage has been taken by bene
ficiaries in numerous cases through the acceptance of dis
ability benefits while engaging in some gainful occupation.

The rules and regulations of retirement systems should 
provide for the annual reexamination of beneficiaries who 
have been retired for disability, in order to determine if 
the disability continues to exist; and the legislation of 
administrative regulations should provide measures by means 
of which equitable adjustments may be made in reemployment 
or benefit allowances if the disability is found to be no 
longer permanent.

The provisions for these and other benefits which 
may be allowed through a retirement system should be de
scribed in the enabling legislation or in the administrative
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regulations as precisely as is possible in order to prevent 
or at least minimize the opportunities for maladministration 
and injustice on the part of the retirement board*

Protection against fraud. Zust as advantage may be 
taken of a retirement system through the improper granting 
of a benefit allowance by collusion, between a dishonest em
ployee and an unscrupulous administrative board, so can false 
statements or falsified records by an employee defraud the 
system. Wherever the human equation is involved, there is 
reason to expect errors will be made* Eternal vigilance 
must be exercised by the management to avoid errors that 
might result in some member or beneficiary receiving from 
the fund more or less than he would have been entitled to 
receive had the records been correct* Moreover, severe 
penalties should be imposed upon any member of the system 
who knowingly makes a false statement or who changes any rec
ord of the system in an attempt to gain an advantage* The 
legislation of many systems places such an action in the 
category of a misdemeanor subject to punishment under the 
laws of the state* Provision should be made for the equi
table adjustment of payments where errors or changes have 
been innocently made*
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VII. REQUIREMENTS FOR AND THE VALUE OF BENEFITS

The boards responsibility. It is at the point of 
actual consideration of an application for a benefit allow- 
ance that the administrative body must endeavor to combine 
an attitude of humaneness with the austerity of administra
tion. It may be that the definite provisions for, espe
cially, service retirement preclude other than simple ad
ministrative authorization of the allowance upon proper 
application. But an application for any of the several 
benefits which may be provided is made generally by an em
ployee or his dependents because of a radical change in his 
or their lives# This is particularly true with applications 
for disability or death benefits. The beneficiary, or bene
ficiaries, often faces a change in his economic and social 
status# To help meet such a change in the personal circum
stances of an individual there is need of sympathetic under
standing on the part of those who make the final determina
tion of the benefit to be allowed.

There have been numerous examples of an uncompro
mising assumption by boards that applicants for benefits 
are guilty of something or other and that their request for 
that which may be rightfully theirs can be gained only through 
a fight literally to prove their innocence.

There is doubtless good cause to assume that there are
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some, perhaps many, who do attempt to take advantage of 
retirement boards. Even so, the determination of applica
tions requires a fairness in attitude as well as adminis
trative acumen#

Provisions for benefits. The development of public 
retirement systems has not yet produced a uniformity in the 
use of terms, the requirements for benefit allowances, or 
in the value of benefits* The descriptions of benefit pro
visions which are given here are a composite of those used 
in a number of the better-organized actuarial systems*

Service retirement allowance. The most usual benefit 
is that for old-age retirement, sometimes referred to as 
retirement for service or, again, the superannuation benefit. 
Better practice assumes the retirement benefit to be pro
vided for the betterment of the service rather than to be 
given as a reward for service which was the factor of con
sideration in earlier systems. Many systems, those for 
police and firemen in particular, permit retirement at full 
allowance after a stated number of years, often twenty years. 
Because of this provision, an employee may retire in the 
prime of life and be physically and mentally fit to accept 
and continue other employment for many years. The better 
provision is that of establishing a minimum age at which 
an employee may retire or be retired and a maximum or
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compulsory retirement age*

The retirement allowance may be based on a stated per** 
centage of the final annual salary or upon the average annual 
salary for a period of years• In actuarial systems the re
tirement allowance consists of two parts, an annuity pro
vided by the contributions of the employee and a pension 
provided by the governmental unit# These are usually approx
imately equal and are based upon actuarial calculations#

Disability retirement allowance. Two types of dis
ability may be provided for in those systems which allow dis
ability benefits, that which is due to ordinary causes and 
that which is due to an accident in the actual performance 
of duty. In cases of the first type a minimum number of 
years, perhaps five, of employment is necessary for eligi
bility. Here again the total allowance may be based upon a 
percentage of average final compensation multiplied by the 
number of years of creditable service. In actuarial systems 
the accumulated contributions of the employee are used to 
purchase an annuity, and the government provides a pension 
which when added to the annuity is sufficient to provide 
the total benefit allowance*

Upon the occurrence of disability due to causes re
sulting from an accident in the actual performance of duty 
an employee may be granted an allowance regardless of his
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age or length of service. In actuarial systems the employee’s 
accumulated contributions are used to purchase an annuity, 
and the government provides an additional allowance of a 
stated rate of the average final compensation. The benefit 
allowance is usually larger than that provided for ordinary 
disabilities. If the employee is eligible for workmen’s 
compensation that amount is customarily deducted from the 
allowance provided by the governmental unit#

The Municipal Finance Officers’ Association advises 
that disability benefits, because they are particularly sub
ject to abuse, should not be paid unless the disability is 
total and permanent. Temporary disability, in its opinion, 
should be provided for through sick leave rules or through 
workmen’s compensation.^2

Death benefits. When an employee dies due to causes 
not the result of an accident in the actual performance of 
duty, the employee’s accumulated contributions are usually 
paid to a designated beneficiary or to his estate. Some 
systems have a provision stipulating that a lump sum equal 
to a stated per cent of the average final compensation of 
the employee shall also be paid#

Upon the death of an employee resulting from an

12 Retirement Systems for Public Employees» op. cit.,
p# 4#
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accident in the actual performance of duty, it is generally 
provided that the employee’s accumulated contributions shall 
be paid to the surviving members of his family or to his es
tate. If the deceased employee is survived by a widow and/or 
children, an allowance of a lump sum or monthly payments for 
a period of time are paid* Regulations relative to stopping 
monthly allowance payments upon the remarriage of the widow, 
her death, or the attainment of a stated age by the surviv
ing children are in order.

Discontinued service allowance. An employee who re
signs or is dismissed from the public service generally has 
returned to him his accumulated contributions* In some sys
tems when an employee, after a minimum number of years of 
service, is dismissed through no fault of his own, a discon
tinued service allowance is provided consisting of an annuity 
which is the actuarial equivalent of the member’s accumu
lated contributions, plus a pension of stated amount or per
centage of final salary*

Special privileges upon retirement. Optional privi
leges to be accepted by the employee upon retirement are 
often provided. The employee upon retirement may elect to 
receive the actuarial equivalent of his retirement allowance 
through reduced payments through life, with the proviso 
that, in case of death before his payments total the value
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of his allowance at the date of his retirement, the balance 
is to be paid to his heirs. Under another plan he may choose 
to accept reduced payments covering two lives, with the pro
vision that at his death the surviving party shall receive 
throughout life one half of the original annual allowance.

The benefit provisions which have been described are 
not absolute, but they may be considered as exemplifying the 
functions and problems incident to the granting of benefits 
which must be faced by retirement boards. Benefits can be 
very costly to a retirement system, regardless of whether 
or not they are equitablef depending upon the manner in 
which they were established and the effectiveness of their 
administration.

Number of beneficiaries. The number of employees 
who receive the benefits allowed by a retirement system in 
relation to the number of active members is a most impor
tant consideration. This is especially true in nonactuarial 
systems and where the governmental unit is expected to make 
up any deficiency between revenue from contributions and 
disbursements for benefits. In actuarial systems, if the 
computations have been properly made and the system is ef
ficiently administered, the ratio of active to retired mem
bers should offer no problem.

An example of the excessive cost to taxpayers in
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improperly established retirement systems may be seen in 
one municipal system for police* It has one hundred twenty- 
five members who contribute only 15 per cent of the total 
amount of revenue. There are fifty-eight beneficiaries and 
each received an average annual benefit amounting to #648 
in 1939.

A point of interest which indicates how the ratio be
tween beneficiaries and active members narrows as retirement 
systems grow older is shown in the following data. In forty- 
seven systems which have been established ten years or less 
there is an average of nineteen active members for each 
beneficiary. In fifty-seven systems which have been in 
operation over twenty years the ratio is a little less than 
nine actives for each beneficiary. Systems which were es
tablished forty or more years ago have less than five active 
members for each beneficiary#

The amount of benefit allowances. This study is not 
concerned with whether or not the average annual benefit 
amounting to #258 paid in 1939 to beneficiaries in a state 
system for general employees is sufficient; or whether the 
#1560 average allowance paid to teachers in another state 
system is too much; or whether the average annual benefit 
allowance in 1939 of #703.50 for all the retirement systems 
is either too large or too small. These are questions of
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economic and social interest.

The administration of retirement systems should con
cern itself with whether or not the amount of the benefit 
allowance is equitable in relation to the contribution which 
is made. If it is not, the government will pay a share of 
the benefit costs which is out of all proportion to the best 
Interests of employee and employer.

A number of those who completed the questionnaires 
were quite emphatic in declaring that the benefits were too 
generous in relation to the amounts of employees’ contribu
tions. All these replies represent nonactuarial systems 
and implied that unless some revision was accomplished soon, 
the systems would become bankrupt and promised benefits 
would be lost.

VIII. AUDITING AND ACCOUNTING

The importance of proper accounting procedures. It 
is doubtful if there are in the field of public service any 
more important considerations than those of accounting and 
auditing. The importance of adequate accounting for gov
ernment activities is even greater than in private business 
because of the public interest in all governmental affairs. 
The requirements of government accounting are often more 
intricate and involved than in private business. The
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necessity for a segregation of funds and for budgeting con
trol exists in the very small government units the same as 
in the largest*

Governmental accounting has lagged behind that of 
business accounting in its development, and a failure to 
understand and recognize the essential requirements of ade
quate record keeping has often resulted in inaccurate and 
inadequate information* Incorrect information may result 
in erroneous actions on the part of public officials and 
legislative bodies. Business has of necessity changed its 
accounting methods in order to adapt itself to the rapidly 
increasing complexities of modern conditions. Many govern
mental units on the other hand are still conducting their 
record keeping through procedures which were suitable only 
to times of simpler and fewer problems.

Actuarial retirement systems, by the very nature of 
their involved procedures, demand technical skill in all 
ranges of responsibility from simple bookkeeping to posi
tions of a supervisory character. After the system has been 
set up on the basis of recommendations by an actuary, the 
maintenance of the essential records is an accounting function.

It is the responsibility of the administrative board 
to direct that books of account and other accounting records 
necessary to the proper administration of the retirement sys
tem are set up and maintained. Such books and records should
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provide for day-to-day control, for furnishing data currently 
needed for administrative purposes, and for developing the 
information necessary for periodic reports.

It is important in actuarial systems that the assets 
and liabilities, income and disbursements of each of the sev
eral funds be kept separate from each of the other funds.
All books and records should be prepared to allow for the 
accumulation of the data necessary for the statistical stud
ies that are to be made from time to time and for the annual 
report•

A separate account should be kept for each member show
ing the amount of his contributions with the interest accumu
lations. The idea behind the keeping of each employees 
contribution intact until retirement or withdrawal is that 
no part of his contribution to the retirement system will 
have been used to help pay the benefit allowance of any other 
employee. Also the plan virtually guarantees the creation 
of adequate reserves which are so necessary to the permanency 
and safety of the system.

The legislation which establishes a retirement sys- 
ten should require the administrative board to publish an 
annual report showing the condition of the various funds, 
certifying to the accumulated cash and securities of the 
funds, and giving an account of the operation of the system.
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The importance of audits. With the responsibility 

of trusteeship which is placed upon the administrative board, 
it is surprising how little attention is paid to the value 
of a periodic audit of all books, records, and accounts of 
a retirement system* The fault undoubtedly lies in the lack 
of public interest in governmental activities in general*

Eighty-four out of one hundred thirty systems reported 
that an audit was required by law* Forty-two systems are not 
legally required to have an audit of their records* Four 
systems reported that no audits were made* An audit each 
year is the usual practice, although audit periods of two, 
three, and five years were reported* Monthly, continuous, 
and occasional audits are used in some systems*

The audits in seventy-two systems were conducted by 
public officials, usually an officer of the governmental 
unit, or a representative of the department of insurance 
in those states in which that department supervises the 
operation of retirement systems* Thirty-two systems reported 
operating under the supervision of the state department of 
insurance. Board members do the auditing in three systems, 
and staff members handle the audits in three systems* The 
guess is ventured that in a large number of the systems 
where the auditing is done by public officers, staff, or 
board members, the supposed audit is hardly more than an
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examination of the financial condition and operation of the 
system*

Private firms of accountants conduct the audits in 
forty-seven systems at costs ranging from $25 to $2,500. 
This is in accordance with expert opinion that all books, 
records, and accounts of a retirement system should be 
audited at least once each year by independent accountants 
and preferably by accountants having some familiarity with 
retirement systems* While the expense of the audit must be 
given due consideration, the usual practice of obtaining 
auditors on a competitive basis at the lowest possible cost 
is to be decried*

Only by means of proper periodic audits can an ad
ministrative board intelligently report its trusteeship to 
the constituents of the retirement system.
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INVESTING PUBLIC RETIREMENT SYSTEM FUNDS

The investment of the money is one of the most impor
tant problems in connection with any publiG retirement system* 
No matter how carefully the rates of contributions for the 
employees and for the government have been computed, a retire
ment system faces danger unless the money is wisely invested. 
Skill in investment management is important, first, because 
the accumulated earned interest is an essential factor in the 
building up of the reserves with which to pay the promised 
benefits; and second, because the safety and perpetuity of 
the system depend upon the soundness of the investments*

The mechanics and problems incident to investing the 
approximately two hundred and five millions of dollars in the 
reserve fund of a large state retirement system may differ 
from the mechanics and problems in the investment of the 
twelve thousand dollars belonging to a small municipal system, 
but the primary obligation to the administrative boards of 
both systems is the same, that is, absolute safety of invest
ment with a reasonable return*

A lack of sound investment policy, inadequate invest
ment machinery, and the failure to honestly accept its 
trusteeship are the principal reasons for the failure of 
retirement boards to conduct the financial operations of many
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systems with favorable results,* A review of some of the 
investment administration policies and practices of public 
retirement systems will be given in this chapter*

I. THE GENERAL PROBLEM OF INVESTMENTS

Investment opportunities in large and small systems*
The problems to be met in the safe investment of the monies 
of retirement systems are so varied and the experience of 
many systems has been so unfavorable, that a separate study 
of the field would be most appropriate. Unfortunately it has 
not been possible in this survey to learn the investment back
ground of the several systems* The most that could be done 
was to accumulate information as to procedures, both good and 
bad, and from these, as well as from the statements of re
tirement system secretaries, evolve a few general observations.

It must be generally agreed that the safe investment 
of the money of a retirement system and, in actuarial systems, 
an adequate return on those investments are a prime requisite 
to successful financial management. At once, however, the 
problems of the small system as distinguished from those of 
the large system must be recognized.

The opportunities for the safe and profitable invest
ment of funds are much less frequent for a small system. If 
the reserves that have been accumulated with which to fulfill 
the benefits that have been promised do not earn the antici
pated rate of interest, the benefits will have to be eurtailed
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or the revenue must be made up In some manner. In addition, 
the investment of the accumulated reserves must be such that 
there can be no question as to their reasonable safety.

The greater income from the contributions of many em
ployees and the appropriations of the government which the 
large system enjoys make it possible to maintain a diversity 
of Investments as to type, location, and maturity that is 
lacking in the small system. It is for these reasons that 
the large system is in a much better position to expect that 
a certain rate of interest, whether guaranteed or not, will 
be earned. As has been pointed out, this is an Important 
factor, because it is the earned Interest which builds up a 
large part of the fund that must be accumulated in actuarial 
systems to provide for retirement and other benefit allowances.

The factor of earned interest. Inasmuch as actuarial 
computations are based on the assumption that earnings on the 
investments will equal or exceed a given amount, usually 3 to 
4 per cent, a number of systems in recent years have encount
ered unexpected difficulties. The years 1938 and 1939 were 
exceptional in that the interest return upon certain high 
grade bonds was the lowest in the history of the country.
Many retirement systems are strictly limited in the obliga
tions which may be purchased to federal and certain state 
bonds. With the especially low yield in federal bonds and 
with no immediate prospect of a fairly substantial rise,
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except through some unforseen circumstance, in the near future, 
some retirement systems must reorganize their procedures by 
lowering the assumed rate of interest and reducing the prom
ised benefits, or increasing the amount of the contributions 
of employees and the government#

Restrictions on investments. There is a question how 
far the enabling legislation of a retirement system should 
go in restricting the field in which funds may be invested 
so that investments will be conservative, and for limiting 
the amount that may be placed in any one security so that the 
funds will be properly diversified. The general practice is 
to restrict by law the type of investments to securities 
that are recognized as being sound and then to give the re
tirement board the responsibility of investing and reinvest
ing the funds of the system with due regard to diversity, 
maturity dates, and earning ability.

Securities should be diversified as far as practical 
within the limits of the legal regulations. The maturity 
dates of obligations should be spread so as to avoid concen
tration of maturities at times which may not be favorable 
for reinvestment. The earnings of securities should closely 
approximate the interest that must be earned to meet the 
expectancy of acturial calculations. Each of these factors 
calls for an expertness not often, unfortunately, to be found 
within the personnel of retirement boards.
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The need for proper investment supervision* Because 

of the number of variables involved, the supervision of in
vestments cannot be termed an exact science. However, that 
supervision does demand some familiarity with the tools of 
the trade as well as the application of some effort and the 
exercise of common sense. Fortunate indeed is that retirement 
system which can include among its board members one or more 
who can meet these simple qualifications. Unfortunately, it 
is generally assumed that because a group of individuals can 
be induced to accept membership on a retirement board, whether 
for high-minded civic purposes or for purposes entirely self
ish, „ that group is capable of administering the funds of a 
retirement system whether they be a few thousand dollars or 
many millions. The poor administration of the investments 
of many retirement systems may be attributed not to a lack 
of a desire on the part of board members to discharge their 
duties with a high degree of fidelity, but to a lack of knowl
edge concerning either the practical or the technical features 
of large investments.

It is possible that the funds of certain retirement 
systems have been dishonestly administered.. Collusion be
tween a broker and the board, or a board committee, to make 
frequent changes in the portfolio to increase commissions 
may be found. Brokers sometimes may be able to unload secur
ities for which there is no other market and at prices out of
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all reason. Such situations as well as those in which mis
takes have been made by boards with honest intent but through 
ignorance are indicative of the necessity for improved in
vestment supervision procedures in public retirement systems.

II. RESTRICTING INVESTMENTS BY LAW

Restrictions as to type and amount. Should the law 
which establishes a retirement system restrict the field in 
which funds can be invested? The preponderance of opinion 
based upon the replies of one hundred nineteen systems answers 
this question in the affirmative. One hundred five replies 
indicated that the investment of the funds of the system is 
restricted by the enabling legislation. The replies of four
teen systems stated that no restrictions were placed on 
investments.

The reasoning back of such restrictions is obviously 
to protect the funds by having them invested in securities 
which are considered to be reasonably safe. The further 
restriction of limiting the amount of money that can be placed 
in any one obligation or type of obligation in order to secure 
proper diversification is not so generally recognized. A 
review of the laws of the several retirement systems shows 
that in comparatively few is any restriction indicated as to 
definite amount or percentage of total funds that may be 
invested in certain securities.
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While these restrictions as to type of security and 

to the amount to he invested may tend to work a hardship on 
those systems which make use of the best possible investment 
advice, they do provide a partial control in those systems 
where the investment program guidance comes from board members 
who are not conversant, other than in a general way, with 
investment technique.1 In the development of administrative 
criteria for public retirement systems, those regulations and 
procedures which will operate to the advantage of the average 
system should be recommended. For this reason the restric
tions suggested seem appropriate.

Extent of investment restrictions. As in other matters 
relating to the administration of public retirement systems, 
the provisions in the several laws applying to the investment 
of funds range from those which are very explicit to those 
which are very general. Where retirement systems are re
stricted in the investment of funds to those legal for savings

"Investments are restricted by law to . . . govern
ment bonds, state bonds, and bonds of any incorporated city, 
village, or municipal corporation in the state, or tax war
rants of the city of Chicago and of several other Municipal 
Bodies. • . . It might further be pointed out that although 
the restrictions on investments appear severe, those re
strictions have resulted in the Fund having never lost one 
single dollar in its nineteen years of operation, and has 
not necessitated the employment of investment counsellors." 
Statement by Manager of a Municipal Retirement System in 
reply to the questionnaire used for this survey.
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banks, or for insurance companies, or for trust funds within 
the state, the legal provision may be simply a statement to 
the effect that the board shall have power to invest and re
invest the funds subject to the limitations imposed by state 
law upon, for instance, life insurance companies#

A statement in the law that the board is empowered to 
invest surplus funds only in, for example, federal, state, or 
municipal bonds seemed sufficient to those who drafted the 
legislation for a number of retirement systems. The legal 
provisions for other systems require anywhere from a paragraph 
to a page or more of the enabling document.

Examples of a lack of that control which is so essen
tial in the administration of public monies is to be found in 
provisions which merely state that the monies of the fund 
shall be invested in a manner authorized by the board. Such 
an inadequate provision is an open door for the dissipation 
of the retirement systemfs funds either through inefficient 
or dishonest administration by the board.^

Investment restrictions in effect# A summary of the 
types of securities to which retirement systems are restricted 
in their investments shows that forty-six may invest in fed
eral obligations;twenty-four may invest in obligations of the

2 Examples of the range in legal provisions for the 
investment of the funds of retirement systems may be seen in 
Appendix VIII.
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state, end counties, in which the system operates; twenty-six 
may invest in obligations of municipalities within the state#
In the last situation an additional restriction in some cases 
limits investments to the bonds of municipalities above a 
certain class*

Eighteen systems may purchase bonds of any state and 
twenty-one systems may purchase bonds of any municipality, 
usually cities of the first class. One system is permitted 
to purchase railroad and public utility bonds* Thirty-five 
systems are restricted to investments legal for savings banks 
within the state* Nine systems are subject to the same legal 
restrictions as life insurance companies, and the restrictions 
placed on the investments of four systems are the same as 
those for trust funds under the state law.

Of interest is the fact that except in the systems 
operating under restrictions applicable to savings banks, 
insurance companies, and trust funds, with one other exception, 
the investments are limited to government obligations. Usually 
a retirement system is not limited to a specific type of gov
ernment obligation but may diversify its holdings into a 
combination of federal, state, and municipal securities. The 
attempts of those who were instrumental in drawing up the 
legislative provisions of retirement systems to limit the 
investment of funds are shown in the resume of restrictions 
given in Table X.
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TABLE X

CLASSIFICATION OF RESTRICTIONS ON INVESTMENTS 
FOR PUBLIC RETIREMENT SYSTEMS AS REPORTED FOR 

THIS SURVEY BY 105 SYSTEMS

Type Number of
systems

Investments permitted by law to savings banks 35
Investments permitted by lav/ to insurance companies 9
Investments permitted by law for trust funds 4
Investments permitted by lav/ for municipal corporations 2
Investments restricted to bonds of federal government,

state, or municipal corporations within the state SI
Investments restricted to federal, state, and municipal

obligations 18
Investments restricted to federal obligations 5
Investments restricted to local municipal bonds and

notes 3
Investments restricted to state and municipal obligations S
Investments restricted to federal, state, and corporations

bonds 1
Investments restricted to Grade A bonds 1
Investments restricted to general tax obligations 1
Investments restricted to federal, state, municipal,

railroad public utility bonds, and mortgages 1
Board has authority to invest without restriction 2
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Systems with no investment restrictions♦ Of the four

teen systems which reported that no legal restrictions were 
placed upon the investment of funds, ten gave general classi
fications of the obligations which had been purchased. These 
follow closely the pattern of those systems which operate 
under investment restrictions with two exceptions. In addi
tion to the purchase of governmental obligations, there are a 
few systems which invest in local real-estate mortages and, 
further, a few systems limit their commitments to loeal munic- 
ipal and county obligations# The systems which reported 
having no legal restrictions on investments are for the most 
part older systems, the average age being twenty-five years. 
Only three of the systems are organized on the actuarial re
serve basis#

Suggested investment procedures. The administration 
of retirement funds, because of their quasi-public nature, 
demands the highest character of trusteeship. For this 
reason, investments doubtless should be confined to those 
securities which are reasonably conservative. Another reason

3 H • ♦ # Almost all the money invested . # # has been 
invested in bonds, the proceeds of which are used to build 
new school buildings, roads and other improvements # . • many 
hundreds of men have thus been given employment. The Retire
ment System was, of course, not established for the purpose 
of providing funds for work relief, but when as a by-product 
it does provide $75,000,000 that was used largely for work 
relief during five years of service depression and unemployment 
it is rendering a public service of no mean proportions.” 
Pennsylvania School Employees Retirement System, 1939 Report.
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for this suggestion is that administrative boards generally 
do not have at hand facilities which permit of extensive in
vestment inquiry and investigation* The limitation, therefore, 
would help to provide against unwise purchases*

Authoritative opinion advises limiting investments to 
federal and first-grade state and municipal obligations* Where 
the investments of a system are supervised by a state board of 
finance or similar body, a more extensive leeway may be per
mitted in planning the portfolio.

The practice of restricting investments to the obliga
tions of the municipality within which the retirement system 
operates, or even to the obligations of the political subdi
visions of a single state, may be questioned* The first 
consideration in the investment policy should be that the 
security proposed to be purchased must be sound* The second 
point to be considered is diversification as to geographical 
area to avoid possible difficulties from overloading the 
portfolio with obligations from one locality* And third, due 
regard should be given to investment diversification as to 
maturity dates* This is very important in actuarial reserve 
systems because of the cash requirements which are predicated 
on the calculations of the actuary.

The investment portfolio of a retirement system should 
not be treated as a trading account. Periodic valuations of 
the securities in the portfolio will bring to light investment 
weaknesses which should be remedied. Where the securities
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are of high quality and there is no reason to fear for their 
soundness, all things considered, frequent changes should not 
he made.

There have been cases, unfortunately, where the retire
ment system investment account has been a dumping ground for 
the unmarketable obligations of the municipality. Proper 
legal restrictions or a firm stand by the administrative board 
will avoid such occurrences. There are hazards to a degree 
in all types of investments thus requiring the utmost vigilance 
on the part of those charged with the responsibility of admin
istering the funds to see to the safety of those funds. The 
foisting of weak municipal obligations upon a retirement sys
tem, thus lessening the safety of the principal sum and 
impairing the earning capacity of the funds, should be strongly 
condemned as detrimental to public interest.

In some systems practically worthless securities have 
been sold to the uninformed board members by unscrupulous 
salesmen, or securities have been purchased at prices above 
the market because of a lack of proper advice. The relatively 
small cost of securing the best available investment counsel 
would have been money well spent to avoid such experiences.

The safeguarding of funds. The members of a retirement 
system have every right to demand that their savings be given 
the utmost security. Likewise, the taxpayers should expect 
that the money appropriated to a retirement system from the
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public treasury shall be properly safeguarded*

The legal limitations on investments should be such as 
to insure.high quality and proper diversification. If the 
question arises as to whether to sacrifice fundamental sound
ness in investments in order to maintain the necessary income, 
the decision should favor the holding of sound seclarities*
The possible loss of income from earnings may be made up by 
some method or other.

Board members inexperienced in matters of investment 
should seek the assistance of the best available technical 
advice. Professional investment counselors may not be imme
diately available, but local bankers or others familiar with 
the field of investments may often be pressed into service. 
Subscribing to a full-time investment, research service can 
be of value, and periodic evaluations of the portfolio by 
some outside agency should be of great assistance.

Regardless of the nature of the legal limitations on 
the investments of the system, the administrative board 
should adopt a sound investment policy. Without such a 
policy the investment procedures are in danger of being hap
hazard. When with expert advice a policy has been determined, 
it should be entered into the records of the administrative 
board for the guidance of future boards. Strict compliance 
with the provisions of the policy should be adhered to and 
changes in the provisions should be made only when they are
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III. THE FACTOR OF EARNED INTEREST

Assumed interest rates. The amount of interest that 
can be earned on invested funds is an important factor in the 
building up of reserves with which to pay the benefits allowed 
under the provisions of an actuarial reserve retirement system. 
A common practice has been to adopt a fixed rate of interest, 
and many systems, especially during the recent years of low 
yields on obligations, have been unable to get the rate that 
has been determined.

The failure to earn the assumed interest may prove 
troublesome to the administrative body especially if the legal 
provisions of the retirement system do not permit the board 
to change the rate of interest which is to be credited to con
tributors. Of sixty-two replies to the question "can the 
board change the rate of interest,w thirty-four answered "no," 
and twenty-eight answered "yes."

More recently established systems provide that the 
board may change the assumed interest rate, or they provide 
that only the interest actually earned shall be credited to 
the accounts of members. Certainly it would appear that no 
higher rate of interest than can be earned with safety should 
be assumed, and that the experience of the funds invested 
over a period of years should be used as a basis for a
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modification of the interest factor from time to time*

Interest earned by systems* Eighty-seven systems re
ported having earned interest during the 1939 fiscal year as 
follows: twenty-six systems earned 3 per cent or less; forty-
two systems earned between 3 and 4 per cent; and sixteen sys
tems earned better than 4 per cent* One system reported 
earning 5 per cent interest in 1939, and 6 per cent was 
reported earned by two systems.

An average of the earnings of these systems would show 
apparently unwarranted earning capacity* In view of condi
tions of the past few years, however, it must be borne in 
mind that systems which earned no interest during 1939 were 
not included in the resume, and the replies to the question
naire were made by systems which are, for the most part, 
doubtless above average in management control. Systems, the 
management of which, based on other surveys, has not been 
too good, failed to reply to the communication.

It may be concluded that the systems which reported 
earning high rates of interest have in their portfolios long
term investments the maturity of which will undoubtedly 
decrease the income from interest.

Interest earned in five-year period* Only fifty-nine 
systems reported figures for interest earnings during the 
five-year period immediately passed. From those it was found
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that 78 per cent of the systems earned better than an average 
of 3 per cent interest during the five years. Only 66 per 
cent of the systems reported earning better than 3 per cent 
for 1939.

Twenty-two per cent of the systems earned 3 per cent 
or less on the average for the five-year period in contrast 
to the 31 per cent which earned that amount in 1939.

These figures indicate the recognized tendency toward 
lower interest rates on securities available for the port
folios of the majority of retirement systems. A continuation 
of this tendency suggests the problem facing administrative 
boards that must compute retirement allowances and reserves 
on a fixed rate of assumed interest.

Can the board change the assumed interest rate? Cut 
of fifty-one systems that operate with an assumed rate of 
interest , twenty-two, or 43 per cent, failed to earn a suf
ficient amount to meet creditable interest during 1939. Of 
this number, the boards of nine systems do not have authority 
to adjust the rate and therefore must have recourse to some 
method of raising the revenue necessary to meet the promised 
obligations.

Whether interest rates will continue to go lower or 
will go higher than at present is problematical. There are 
those who feel that interest earnings will not be so high in 
the future as they have been in past years and that retirement
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systems must adjust their provisions accordingly. The appro
priations of the government may be raised, the employees may 
be asked to increase their contributions, or the contributions 
of both parties may be increased. A second method would be 
to decrease the amounts of allowable benefits. A third method 
entails a revision of the legislative provisions to reduce the 
rate of assumed interest to that which can be safely earned, 
with a resulting decrease in benefit allowances.

Whichever method is attempted, if past experience is 
any criterion, it will meet with opposition and boards will 
be faced with the task of educating employees to the economic 
and social soundness of accepting a necessary change as opposed 
to continuing a present program which is uncertain in its 
probabilities.

IV. INVESTMENT SUPERVISION AND ADVICE

Effective investment administration. The investment 
needs of a retirement system arise from the investing of 
reserve funds and the reinvesting of the funds from matured 
securities. The manner in which these investments are made 
will determine to a large extent the financial success oT 
failure of the retirement system. Doubtless there are many 
cases in which, because of grave irregularities and abuses 
in the purchase and sale of securities, there has been a 
considerable waste of retirement system funds. Perhaps it 
is only fair to state, however, that in the majority of
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systems where there has been a dissipation of funds such dis
sipation may be charged to poor investment administration 
through carelessness and lack of knowledge rather than by 
outright corruptness

Employees, beneficiaries, and the public have a right 
to expect that those who accept the trusteeship of retirement 
system funds shall administer those funds in an honest and 
efficient manner. Altogether too often, however, the persons 
most directly interested fail to do their part in choosing 
those persons who can and will give honest and efficient 
management •

Factors in mismanagement. A closer investigation of 
retirement systems probably would show a mismanagement of 
funds owing to one or more of several reasons. Cash may have 
been allowed to remain idle when sound investment policy 
might have dictated its immediate investment. Evidence of 
an unjustifiable spread between the open market prices of 
securities and the prices charged to the retirement system

4 "The Massachusetts statute provides for a board to 
consist of the accountant, or if no accountant, the auditor 
ex-officio, a system member and a public member. The system 
member is elected by the system members for a three year terra 
and the public member is also named for three years. Under 
such a set-up a board could easily come into being with no 
qualifications for safely investing the funds. The municipal 
Treasurer is the official custodian of the funds and also 
makes all disbursements, but, unless a member of the board, 
has no control of the investment of such funds." Statement 
by the manager of a small municipal retirement system in 
answer to the questionnaire used in this survey.
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might be available* Such spreads could occur through mis
information by an unscrupulous dealer in securities or 
through collusion between board members and a salesman* Too 
large an amount of the system’s money, when the safety factor 
of diversification is considered, may have been invested in 
one obligation or in one locality. A proper diversification 
of securities as to maturity dates may be lacking* This di
versification is essential in order to insure the availability 
of adequate funds to meet benefit requirements* The sale and 
the reinvestment of the proceeds of obligations which have 
not matured may be justified if there is a reasonable lack 
of confidence in the security* Further, if a security has 
increased in value to the point where a substantial profit 
may be made and the proceeds can be profitably reinvested, 
the change may be in order. The sale of unmatured securities 
under any other circumstances should be viewed with suspicion 
as favoring some dealer* Situations might be found in which 
the funds of the retirement system had been used to purchase 
obligations of the governmental unit which could not be sold 
on the market. There may be cases where the funds have been 
diverted to sources inimieable to the best interests of the 
retirement system, or even illegally invested.

The responsibility of the board* These are only a 
few of the possibilities in investment procedure that may, 
through the wilfulness or carelessness of those responsible,
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operate to the detriment of retirement system resources* The 
responsibility for their proper trusteeship rests in the 
majority of systems with the administrative board. Ninety- 
two per cent of the one hundred twenty-one systems reporting 
on this phase of the survey replied that the administrative 
board authorized the investment of funds under legal provisions. 
Four per cent of the boards relayed the authorization of the 
investment of funds to a committee or to the secretary, sub
ject, of course, to their jurisdiction. In five systems only 
was investment authorization placed in other hands. Generally 
then, the administrative boards have been charged with author
ity to invest retirement system money and must be credited or 
blamed for its management*

Where an investment committee of the board, or the 
secretary, is given the duty of investing the funds of the 
system, that duty preferably should extend only as far as 
investigation and advice in the matter of securities. The law 
usually provides that the board shall have the power, and its 
duty shall be to invest the moneys of the system. If the 
board for purposes of efficiency creates an investment com
mittee, it is doubtful if such a committee should be given 
complete powers in the matter of investments. All recommenda
tions of investment securities, whether by a committee, the 
secretary, or the advisor, should be referred to the board 
in session for final authorization. This is not to say that
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a subcommittee of the board composed of members whose qualifi
cations may fit them for the task could not do an effective 
job. It might be vastly more effective. On the other hand, 
the board should have the final say if the customary legal 
provisions are followed.

Some systems relieve the board of any investment re
sponsibility by placing it in other hands, such as the 
finance officer of the governmental unit or the state invest
ment or other committee. With the proper experience and 
available technical advice this method doubtless is much more 
advantageous to the majority of systems. One authority in 
public administration suggests in this connection, ,fThere is 
no fundamental reason why purely fiscal aspects of a retire
ment system could not be administered by the city Treasurer.”5

A Possible procedure. The intrinsic value of a govern
ment bond depends on the credit of the issuing governmental 
unit. The market price is determined by the additional factors 
of the rate of interest and the number of years to maturity. 
There is no yardstick for measuring the respective values of 
obligations absolutely, and the personal preferences of indi
vidual board members in the choice of securities may differ 
materially. However, if the legal provisions permit, every

5 John McDonald Pfiffner, Municipal Adminis t rat ion 
(New York: The Ronald Press Company , 1940), p. 147.
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possible care ought to be exercised in the selection of 
securities to insure reasonable safety and diversification.

Preliminary and detail work incident to the study of 
offerings and the preparation of a schedule of these can be 
a time saver for the board as well as an insurance against 
the hit and miss authorization of purchases. If a managerial 
staff is available, these duties may be entrusted to it. If 
not, there should be good reason to authorize an investment 
committee to do the preliminary investigating. Through either 
of these methods a schedule of offerings in the market can be 
prepared and a copy given to each member of the board, prefer
ably prior to the meeting, and the board as a whole can then 
pass on the purchases.

Here again the suggestion is made that the board can 
more effectively supervise the investment program of the 
system if it operates within a definite investment policy.
Such a policy should allow for a balance among the several 
classes of securities permissible for investment, a reasonable 
diversification of obligations within each class, and a fairly 
uniform range of maturities. The objection may be made that 
such a widespread policy cannot be assumed by small retire
ment systems with limited sums of money to invest. If the 
available surplus is insufficient to allow for diversifica
tions, then the board must exercise even greater care in its 
purchases in order that the safety of the funds may be reason
ably guaranteed.
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Professional investment advice. Only fifteen of one 

hundred systems reported that outside technical advice was 
used in the administration of investments. The state board 
of investments manages.the portfolio in two systems. The 
state treasurer has that duty in one system, and twelve sys
tems retain investment counselors regularly or occasionally 
for advice and recommendations. The managers of the system 
or members of the staff advise the boards in fourteen systems.
A committee of the board assumes this function in six systems, 
and the board as a whole depends upon its own collective 
investment knowledge and experience in fifty-nine systems.

The prices which the several systems that retain pro
fessional investment counselors pay for their services is of 
interest. They range from an annual fee of one hundred dollars 
to a fee of eighty-five hundred. It is unfortunate that in
formation is not at hand to show what investment advice is 
actually available to the respective boards. This is espec
ially true because the data which have been collected indi
cate no uniformity whatsoever in the thinking of the several 
boards in the matter of professional investment counsel. The 
data which are given here relative to the costs of investment 
service, therefore, must be taken at their face value for 
purposes of comparison and not as indicative of actual cir
cumstances. For instance, an apparently striking contrast in 
the attitudes of retirement boards in seeking investment
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advice is demonstrated by the replies of two systems which are 
given here.

One large state system operating under the administra
tion of a board of six members with an investment portfolio 
amounting to, at cost, seventy-two million dollars, sold 
during the 1939 fiscal year securities valued at some fifteen 
million dollars and purchased during the same period some 
eighteen and one-half million dollars worth of securities.
The board alone apparently advises on and supervises the in
vestment of funds with the aid of two financial services 
which cost annually two hundred sixty dollars.

The other is a comparatively small municipal police 
and fire system administered by a board of five members. The 
book value of its investments at the end of the 1939 fiscal 
period was something over a half million dollars. During the 
fiscal year noted the system sold securities amounting to 
approximately fifty thousand dollars. It purchased securities 
of approximately one hundred ten thousand dollars. The board 
of this system relies on the advice of professional investment 
counselors for which it pays an annual fee of one thousand 
dollars.

The point of contrast in the examples cited is that 
the board of the first system transacted investment purchases 
and sales amounting to over thirty-three million dollars with
out, apparently, the advice of individual counsel, and at a
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cost of only #261 for investment services. The board of the 
second system although it bought and sold securities in the 
relatively small amount of one hundred sixty thousand dollars, 
evidently felt that the cost of one thousand dollars for 
investment advice was worth-while insurance.

Other contrasting examples are a system with twenty-one 
millions invested pays a fifteen-dollar annual subscription 
for a service, while a system with investments totaling two 
and one-half millions in 1939 paid #8,500 to an investment 
counselor; one system with eighty-eight millions in securities 
paid #4,000 for investment advice, and another with half that 
amount paid #900.

The use of outside professional counsel in the matter 
of the purchase and sale of securities is apparently not 
common practice in retirement systems. The attitude of local 
boards apparently dictates this usage. After all, the end 
result in the safeguarding of the funds of the retirement 
systems is the most important consideration regardless of 
the measures used to attain that result. This much can be 
said, however, the unfortunate investment experiences of 
numerous retirement systems would indicate that had technical 
and expert advice been procured in many cases, losses might 
have been lessened and at a very small percentage cost.

Where technical advice is not immediately at hand or 
is not favored, the very least a board can do is to occasionally
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invite a nonpartisan committee of whatever specialists are 
available to make a survey of the present investments and to 
make recommendations for an investment program which will 
help to establish and maintain the investments of the system 
on a sound basis*

Investment services and letters* The use of investment 
services and letters by public retirement systems is not any 
more general than the use of professional investment counsel* 
Thirteen out of sixty-four systems replied in the affirmative 
to the question ”does the system subscribe to investment 
services”? The annual costs of the subscriptions ranged from 
ten dollars to three hundred dollars* The low prices given 
would indicate that several systems subscribe to business 
letters or general investment services that would be of in
significant assistance in the purchase and sale of obliga
tions usually permitted to retirement systems* They might be 
of some assistance, however, to managers in their attempts 
to keep in touch with economic changes and trends in the se
curity markets generally.

V. INVESTMENT EXPERIENCE OF RETIREMENT SYSTEMS

Cost and market value of securities* The attempt was 
made to secure information ^apropos of the investment experi
ence of the several retirement systems by requesting answers 
to questions relating to the cost of securities and their
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present market value# The replies were too imeomplete to 
warrant any conclusions#

One hundred questionnaire replies gave the amounts of 
the funds invested at the close of the 1939 fiscal year, but 
the market value of the securities was shown in only nineteen 
instances. The figures from thirteen systems showed the 
market value to be greater than the cost# In six systems the 
market value was lower than the cost#

The failure to put down the market value figures of 
the remaining systems may be attributed either to an absence 
of records of the figures or to the fact that the figures 
indicated an adverse situation.

To invest or hold accumulated funds. The question of 
whether to permit cost to accumulate or to keep it invested 
is one that faces every investor at times* So it is with 
retirement systems, especially when the income from interest 
is important to the meeting of promised benefit allowances#
To permit sums of money to remain idle for any length of time 
may seriously affect the reserves that have been actuarially 
calculated on a stated interest base#

Even the experts will not always agree on the question 
of whether to hold cash or to invest it at a given time. As 
a general rule, it may be said that the accumulated funds of 
retirement systems should be invested as promptly as possible 
commensurate with safety and with an adequate return, but the
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safety factor should at all times have prior consideration 
over that of earnings.

It should be understood that where the law fails to 
make provision, administrative regulations should prescribe 
that a certain amount of cash be kept on hand with which to 
meet current commitments in order not to disturb the invested 
funds.

The availability of funds for investment. If, then, 
it is sound policy to keep the surplus money invested, the 
administrative board will be derelict in its trusteeship if 
it permits that money to remain idle, and the resultant com
plaints by members against the loss of expected interest may 
be justifiable.

The periods of time during which funds are allowed to 
accumulate before being invested vary according to the amounts 
of money available for investment and the practices adopted 
by the boards of the various systems.

The investment times for funds specified by the greater 
number of systems was described by the terms, "continually,” 
"constantly,” "when available,” and "when accumulated.” These 
descriptions applied both to systems where the accumulations 
were sufficient for the board to consider and approve invest
ments at weekly meetings and to small systems in which even 
the entire annual accumulations were hardly large enough to 
permit of adequate investment.
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The second most accepted investment time is monthly.

In these systems the hoards apparently give consideration to 
the purchase of securities at the regular monthly meetings.
The monthly accumulations from employee contributions in all 
but two of these systems were fairly substantial amounts.

The yearly investment period is used by a number of 
systems in which the annual appropriation by the governmental 
unit plus the annual accumulation of employee contributions 
is not a large sum. Unless during the year there was occasion 
to sell some of the obligations held and reinvest the proceeds, 
there would be little reason to make purchases because of the 
small amount of money available.

In a few municipalities in which the taxes are collected 
twice each year, the annual appropriation by the government 
is transferred to the retirement system’s account in two in
stalments. Because of this policy a few boards have money 
available for investment at semiannual periods. These again, 
for the most part, are smaller systems and the employees1 • 
accumulated contributions by themselves do not warrant reason
able investment.

Two systems reported having funds available for invest
ment each week. In another system the accumulated funds are 
invested "at the discretion of the board.” A third reply 
indicated that investments were considered at the quarterly 
meeting of the board, and in a fourth system investments were
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made when the accumulated funds reached the one hundred thou
sand dollar mark or over*

It is not possible to develop any criterion in the 
time element for investing retirement system funds that would 
apply to both large and small systems. Circumstances vary 
as to the availability of surplus money by virtue of the
amounts of the employees* contributions at payroll periods,
the size of the appropriations by the governmental units, and 
the times at which the systems are credited with those appro
priations. The general rule may be suggested, however, that, 
all things considered, administrative boards should not allow 
uninvested cash to lie idle for any length of time if there 
is any reasonable possibility of it being safely invested.

VI. INVESTMENT POLICIES AND PROCEDURES

The need of sound provisions and procedures. A review
of the investment experiences of many public retirement sys
tems would indicate that legal provisions and administrative 
procedures have had a rather haphazard development. Some 
mention has previously been made with regard to the motivating 
factors in the establishment of early retirement systems which 
placed them at a disadvantage from the start. Only through 
unfortunate experiences have retirement systems, end compara
tively few at that, evolved to the place where they are op
erating under carefully drawn legislative provisions and
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adequately sound administrative principles* These provisions 
and principles, if properly adhered to by administrative 
boards, will safeguard the contributions and the expected 
benefits of the members and, in addition, will insure to the 
taxpayers a dollar^ worth of return for each dollar invested 
in retirement systems for public employees*

Too many systems continue to operate under horse-and- 
buggy methods of procedure and many are administered by indi
viduals whose attitude toward governmental and quasi-govern- 
mental activities is one of laissez faire* The only hope for 
improvement rests in an intelligent and unselfish desire on 
the part of employee members and the public to protect their 
interests in retirement systems to the end that they will 
demand from those who administer the systems an adherence to 
the policies and practices that are proving successful. This 
is of especial importance in the safeguarding of the funds of 
retirement systems, because a realization of the objectives 
for which benefit allowances are established hinges upon the 
safety of those funds.

Legislative changes the starting point. The starting 
point in safeguarding accumulated funds lies in the. enabling 
legislation and its provisions relating to investments. To 
change the existing legislation in weak retirement systems is 
not an easy task, because the several interests which would 
be affected, even if the change worked to their ultimate
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advantage, would be suspicious of the proposals* The road 
which retirement systems have traveled in an effort to reach 
a more stable condition has been paved with obstacles provided 
by selfish employees, or employees with a lack of understand
ing, who have been able to reach the ears of near-sighted 
legislators and administrators. This situation is one that 
oftener than not has been faced by those who have been inter
ested in progressive civic action. The solution is to be 
found, usually, in the slow process of education. Where pos
sible, adequate permissive investment legislation based on 
the positive experiences of sound systems should be promulgated. 
Next, those controls which will tend to minimize the effects 
of careless and unethical administration should be established.

Some of the provisions and procedures in effect in the 
sounder systems and those suggested by experts in the field 
of public retirement systems will be discussed in the follow
ing paragraphs.

Control of investments. With comparatively few excep
tions the supervision and control of retirement system invest
ments rest with administrative boards. While the past recent 
years indicate a tendency toward placing investment control 
in the hands of those qualified by training and experience 
to do a reasonably efficient job, it is doubtful if the ad
vantages of specialization will soon entirely overcome the 
traditional American desire for democratic administration*



www.manaraa.com

192
The program to he attempted, therefore, is one of surrounding 
administrative boards with facilities and controls that will 
insure the best possible investment supervision under the cir
cumstances.

legislative provisions. The law which a retirement 
system operates should state in definite terms the types of 
obligations permissible for the investing of surplus funds. 
Many authorities are of the opinion that because of the quasi
public character of retirement systems the investments should 
be limited to federal, state, and municipal bonds.

In order to protect the funds, the investment provisions 
should state minimum or maximum amounts which may be placed in 
the several classes of permissible securities as to both types 
and localities.6 Actuarial reserve systems should provide for 
diversification of securities as to maturity dates to enable 
the requirements of actuarial schedules to be met.

For effective control there should be a provision 
requiring a review of the investment portfolio by outside 
disinterested parties at least once each year. This review 
would be similar in its control possibilities to the annual 
audit of retirement system accounts.

The provision relating to the assumption of interest 
in actuarial systems should be flexible. Many systems are

6 See Appendix VIII for example. Teacher’s Retirement 
System, Duluth, Minnesota.
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operating under a fixed rate of interest -which was predicated 
upon the higher earnings available a few years ago. In some 
systems the governmental unit guarantees the interest and 
therefore must make up the difference between that which is 
earned and that which is guaranteed. The interest rate prom
ised should be that rate that can be safely earned, and the 
law should permit the board to make adjustments in the assumed 
interest rate if a fixed rate has originally been adopted.
The manner in which any deficit in earnings in actuarial sys
tems shall be made up should be specified, as should the 
method by which any surplus shall be distributed*

Outside investment advice. From the data secured for 
this study, it was not possible to ascertain what facilities 
were available, or used, for impartial investment advice.
Only a few systems indicated that professional investment 
counselors were relied' upon for advice or for supervision of 
the portfolio. There may be many systems in which the boards 
call upon local bankers, brokers, and other specialists.
Their assistance and advice can be of value in relation to 
the degree of interest they may have in the range of securi
ties available to the local retirement system. Where possible, 
administrative boards should use the available impartial service 
which local experts can render if professional counselors are 
not retained. In times such as these, if not always, when 
the security and money markets are so unpredictable, it doubt
less would be good investment insurance to procure and pay for
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the best possible counsel. Working in conjunction with the 
board, the results of this counsel should be favorable and 
relatively cheap in ultimate cost..

Investment services and business indicators. The indi
vidual investor and institutional investment committees are 
continually urged to make use of sources of information and 
indicators that will be of value in establishing the necessary 
background for adequate appraisals of financial, political, 
social, and economic trends, so should those who are responsi
ble for the administration of public funds, and perhaps to a 
greater degree because of the nature of their trusteeship.

Many business men who may be members of administrative 
boards have access to one or several services, letters, and 
journals. These media are also usually available to the 
finance officers of larger governmental units. Systems having 
managers upon whom the boards largely depend for essential 
information may well afford to subscribe to one or more of 
these sources of information at costs commensurate to the use 
that will be made of them. Lists of these aids and their 
relative value, as well as subscription prices, are readily 
attainable•

Investment committees. The appointment of a committee 
to act in an advisory capacity to the board in the matter of 
investments may be distinctly valuable in retirement systems
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which have large administrative bodies, and in which the sur
plus funds and invested reserves are of a substantial amount*
A small committee, perhaps of three members, can be much more 
flexible in its deliberations than a large body, and also it 
can be called together more readily.

The general functions of the committee may be those of 
investigating securities said making specific suggestions to 
the board for purchases and sales* By virtue of the character 
of their duties, the committee would be in a position to make 
frequent reviews and valuations of the investment portfolio.

Members for the committee may all be drawn from the 
administrative board, they may be local citizens none of whom 
are board members, or the committee may be composed of board 
and nonboard members. Whatever plan of selection assures to 
the retirement system the best possible investment advice and 
supervision will be expedient.

Inasmuch as the legislation of most retirement systems 
provides that the boards shall administer the finances of the 
systems, it may be considered unsound administrative practice, 
in the absence of specific legislative provisions to the con
trary, for committees to be vested with authority to complete 
investment transactions without first procuring the approval 
of the retirement board.

ffacilities for safeguarding securities. Boards should 
provide facilities for the safekeeping of securities. These
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may be available in the vaults of the finance officer of the 
governmental unit. If not, space may be procured in a local 
bank; or a bank or other similar institution may be retained 
as custodian.

Custodianship by a reputable agency will reduce the 
responsibility of the person who otherwise would have charge 
of the securities. For relatively small fees the custodian 
will handle all of the details incident to registering bonds 
and collecting interest. Even if the services of a custodian 
are used, investment records should be kept by those in charge 
of the retirement system for checking purposes.

If the securities are kept in the facilities of the 
governmental unit or by the retirement system itself, every 
possible precaution should be taken for their safekeeping in 
every respect.

Keeping investment records. It is evident that those 
responsible for the management of many retirement systems do 
not appreciate the importance of maintaining proper invest
ment records. Information desired for this study was not 
available because data relating to securities have not been 
kept in most systems and as a consequence could not be 
reported.

The most elementary of the essential investment records 
is a running inventory of the portfolio showing the title of 
each security, its interest rate, dates of interest payments,



www.manaraa.com

197
maturity date* and the cost. Sad* indeed, is the condition of 
the management in any system where sufficient time or effort 
cannot be given to do this simple recording. Preferably, an 
individual record should be set up and maintained for each 
obligation.

Any banker or broker should be able to give advice and 
suggestions as to the records that should be established and 
the information that should be recorded to make investment 
control effective and provide material for necessary follow- 
ups and reviews.

The investment policy. A most important adjunct to 
successful financial management is a policy of investment 
procedure. The policy should be outlined and entered in the 
proceedings of the administrative board. It should then be 
adhered to rigidly. If the legislative provisions relating 
to investments are exact, the policy may be largely a re
statement of facts. If, on the other hand, the legislative 
provisions are general in character, the investment policy 
should be detailed and exact. The lack of a definite plan of 
investment procedure is the root of most of the mistakes in 
investments.

The points to be covered in the investment policy are 
those already suggested for the legislative provisions.
Among them should be included the types of securities that 
will be given consideration with due regard to diversification
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by type, area, and maturity dates. Reasonable limitations as 
to the amount that may be invested in one obligation or type 
of obligations should be stated. Trading in securities other 
than for the purpose of eliminating the poor ones should not 
be condoned. Attempting to guess the trend of the market is 
usually a dangerous practice for the inexpert. Authoritative 
opinion suggests taking the best rate obtainable in a present 
market. Safety of the security should be given prior consid
eration over rate of return. Only that amount of money which 
is needed for current commitments should be kept out of the 
investment fund*

Professional investment advice should be provided at 
least occasionally if not continuously. Subscribing to some 
form of investment service can be helpful in projecting the 
investment program. A periodic analysis and valuation of the 
security holdings by an outside agency are most effective as 
a method of control and as a check on the investment policy*

All of this may seem somewhat perfunctory to some, but 
the failure of administrative boards to follow a well-defined 
plan of supervision has been responsible for the careless and 
costly investment experiences of many systems*

Conclusion. One factor has been left out of consid
eration in the proposal of suggestions that may be of assist
ance in strengthening the investment programs of many retirement 
systems. The human equation must at all times be reckoned with
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in governmental and quasi-governmental activities. Careless
ness, ignorance, selfishness, and dishonesty have traditionally 
been associated with all human affairs, and effective controls 
and procedures can do little more than act as deterrents to 
those influences. As administrative processes progressively 
develop, it may be hoped that the interest of able officials, 
retirement system members, and the public will increasingly 
insist upon the choice of upright and intelligent persons to 
administer those processes.
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MANAGEMENT PROBLEMS AND PRACTICES

The essential difference between administration and 
management in activities such as public retirement systems 
which operate under legislative provisions should be found in 
the policy determining functions of the administrative board 
as contrasted with the details incident to the development of 
those policies* In systems where there is a clear-cut divi
sion in these two general functions , the latter belongs in 
the sphere of management. Such a clear-cut division seldom 
exists in retirement systems generally. This may be attrib
uted to one or more of several factors, such as size of the 
system, type of organization, legal provisions, the attitude 
of the administrative board, local precedent, and others.

There may be good reason, especially in small systems, 
for the board to combine with its administrative functions a 
close supervision over the duties of management bordering on 
actual management details. The tenets of functional organiza
tion would emphasize, however, the fact that the function of 
the administrative board should be primarily policy determining 
and supervising, leaving to the management board powers by 
means of which sound management methods may be placed in 
operation and made effective.

The manager should be familiar with the social, economic,
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and management problems which are essential to the operation 
of a retirement system* More than this, he may be an adviser 
to the administrative board; he may be the liaison agent be
tween employees and board members; he may be the interpreter 
of the retirement program to the public. Finally, he should 
be in complete sympathy with the objectives of the system and 
must adapt his personal thinkings to the fundamental princi
ples through which the system operates.

Good management being important to the success of any 
retirement system, the material in this chapter will be con
cerned with the duties and functions of management, the methods 
which are proving of value based on the management experiences 
of several systems, and the personnel qualifications which are 
desirable.

I. RETIREMENT SYSTEM MANAGEMENT

Management in present systems. The degree of manage
ment that may be found in retirement systems is fairly well 
determined by the size and type of the systems. There are 
records to be kept and duties to be performed which are in 
ratio to the number of members and beneficiaries of the system, 
irrespective of whether the system operates on an actuarial 
reserve basis or on some simpler plan. Large systems may re
quire the services of a manager who devotes his entire time 
and efforts to the job. Smaller systems may have need only
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for a part-time manager who divides his attention between 
the requirements of the system and those of some other posi
tion in the governmental unit or in the department for which 
the system was established* The duties in the very small 
systems are often cared for by some officer or employee of 
the government as a part of his regular position*

Forty-three retirement systems reported having full
time managers. These systems ranged in number of members 
from a municipal police system with one hundred twenty-five 
active members and fifty-eight beneficiaries to a large state 
system for general employees with nearly ninety thousand 
active members and six thousand beneficiaries*

The functions of management in the two systems, because 
both are on the actuarial reserve basis, are fundamentally the 
same. The details and mechanics of management, however, must 
obviously be different because of the contrast in size. In 
the small system the manager, who has the title of clerk of 
the board and receives an annual salary of fifteen hundred 
dollars, conducts all of the business of the office without 
any assistance. The director, as he is known, of the large 
system receives an annual salary of seventy-five hundred 
dollars and supervises the activities of an office staff of 
one hundred forty-eight employees.

The efficient management of the large state system 
will demand from the director the ability to plan the essen
tial duties of the office for the long-time point of view as
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well as for the immediate activities. He must be concerned 
with organizing those duties toward their proper fulfillment.
He must provide the type of direction that will result in the 
effective control and coordination of the duties as well as 
of the members of his staff. He must be at once a manager of 
personnel and a manager of finance. The clerk in charge of 
managing the smaller system may be concerned with several of 
these management factors as they apply to his duties and to 
himself, but the managerial problems which he must meet and 
the tools of management he may use in meeting these problems 
cannot be compared in degree or in extent to those of the 
large system.

No better substantiation than these examples could be 
found to support the claim that it is unreasonable to attempt 
to develop absolute management criteria for systems so widely 
divergent in size and character as these are. The most that 
may be accomplished is to endeavor to establish fundamental 
bases of management as a skeleton around which the mechanics 
of management may be developed according to the needs of each 
system.

Part-time managers. The effort was made to learn how 
many systems required the services of a part-time manager if 
the system did not need one on a full-time basis. The data 
received were somewhat confusing. For example, the responsibil
ity for managing the systems is very often given to the finance
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officer of the governmental unit, and the details incident 
to the management and clerical work is done by members of his 
office staff. In some cases the details of the job were.ab
sorbed by the staff of the board of education, the police 
department, the fire department, or others. Forty-three sys
tems reported that the managerial activities were thus included 
with those of some other department or office. It hardly can 
be said that these are part-time managerial positions. Rather, 
the retirement system work is but a phase of the duties of the 
particular officer or department.

There were nineteen systems in which the information 
clearly indicated that the managers were on a part-time basis. 
That is, some officer or employee of the governmental unit 
gave a portion of his time to retirement system activities 
for which he was reimbursed by the system. This reimbursement 
ranged from one hundred dollars a year to nineteen hundred 
dollars.

Four systems retained institutions or individuals out
side the government to direct their management. Nine systems 
replied that the administrative bodies actually handled the 
managerial duties.

It is not difficult to understand why a fireman, a 
policeman, or a civilian employee may be given the job of 
the part-time manager for a system which operates for the 
members of his department. It does, however, seem incongruous
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in the absence of information concerning the reasons for the 
choices, to combine the management of a retirement system with 
the duties of a clerk of the municipal court, the city traffic 
engineer, or the sealer of weights and measures and milk in
spector* Perhaps the most striking example of a division of 
interests is to be found in the situation of the secretary 
of the retirement system who combines those duties with his 
municipal offices as purchasing agent, personnel officer, and 
director of the bureau of information and complaints*

Certainly it would seem more appropriate, because of 
the character of retirement system management, to place it on 
a part-time basis in the hands of an officer or employee of 
the finance department of the governmental unit.

Managerial titles* The title most commonly used for 
the manager is secretary, that is, secretary of the such and 
such retirement system, or whatever the legal name of the 
system may be. Thirty-eight systems give this title to their 
managers. The next most favored title is that of executive 
secretary. Other titles such as secretary to the board, clerk 
of the board, manager-secretary, business manager, and director 
are a few of many title designations in effect.

There seems no appropriate reason for suggesting the 
use of a uniform title. That which is preferable to individual 
systems is doubtless the most effective.
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Managerial salaries# The annual salaries paid to the 

full-time managers of forty systems vary from ten hundred and 
eighty dollars to eighty-five hundred dollars# These quite 
naturally are determined by.the size of the system and the 
degree of responsibility involved as well as local precedent 
in the matter of public service remuneration#

Oonclusion# The development of the actuarial reserve 
basis for public retirement systems has brought with it the 
necessity for a more highly specialized management supervision 
than was needed in the earlier pension funds and nonactuarial 
systems# There are those who recommend the employment of a 
secretary who is familiar with and experienced in the operation 
of retirement systems rather than leaving the direction of the 
management to the head of one of the departments of the govern
mental units# Where this is not possible, or in systems where 
only a part-time secretary is needed, the fiscal nature of 
retirement system operations suggests the office of the chief 
finance officer as the logical department in which to place 
the managerial control#

II# THE SECRETARIAT

Maintenance of records# The retirement system secre
tary, subject to legal provisions and the rules and regulations 
of the administrative board, is generally charged with the 
supervision of all activities incident to the management
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operations of the system. Those activities may he few or many, 
simple or complex, depending upon the size and type of the 
system. Only a brief summary of the possible duties of the 
secretary can be given here.

The first responsibility of the secretary is to keep 
a full and accurate account of the transactions of the system. 
This entails the installation and maintenance of thoroughly 
devised systems of records and accounting that may be neces
sary to furnish from time to time detailed information so 
that the obligations of the system can be readily and accur
ately determined and calculated.

These records and accounts will provide the data neces
sary for the periodic actuarial computations. They will account 
for revenues and disbursements of whatever nature. They will 
provide material for financial statements and annual reports. 
They will make available information for budget estimates and 
the distribution of appropriations. They will maintain an 
inventory of the portfolio of investments.

There may be numerous forms applicable to the member
ship of the systems, forms which must be carefully prepared 
and maintained, because the information they contain vitally 
affects the benefit rights of the members and the liabilities 
of the governmental unit.*^ Errors in dates of birth,

1 See Appendix VII for a resume of possible records.
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contributions by members, and service records can cause dis
crepancies which may be unjust, and vice versa, to members, 
to beneficiaries, or to the system*

The secretary must strike a happy medium in the number 
and type of records and accounts that are set up for the 
system* If the records are too numerous and complicated, 
there is a danger that they will be improperly maintained and 
therefore will prove ineffective. If the records are too few 
and inadequate, the possible lack of proper information may 
result in inefficiency in management.

Obviously, in larger retirement systems the secretary 
will not carry on these and other activities without assist
ance. As the supervisor of the managerial duties, however, it 
is his function to lay out and assign the work, establish 
procedures, and review and check the value of those procedures 
and the progress of the work.

Other duties. Members will continuously want informa
tion with respect to their status and their rights under the 
system. Nonmembers and others will seek information about 
the operation of the system. The secretary, or his assistants, 
must necessarily give time for such interviews.

Time must be given to the sectoring of waivers, state
ments, and affidavits from members and others as circumstances 
under the provisions of the system require. Applications for 
membership and for benefit allowances must be considered.



www.manaraa.com

209
Disability and other cases must be reviewed and followed up.

Changes in laws, all amendments, opinions, decisions, 
and interpretations that may affect the retirement system or 
its members must be reviewed to assure legal compliance with 
their provisions.

Secretaries of systems operating in large governmental 
units may find it advantageous to keep in close contact with 
the several departments relative to matters affecting their 
employees and the requirements of the system. There will be 
conferences with board members, the finance officer, the legal 
adviser, and others.

In many systems the secretary has the duty of watching 
the portfolio of investments, investigating offerings, and 
preparing schedules of offerings for the board.

Correspondence must be read and dictated. Checks may 
have to be signed. Supplies and printing must be purchased. 
Reports must be prepared for board members and others. It is 
impossible to set forth all the varied activities which may 
be included in the managerial duties of the secretary. The 
above resume will, however, indicate the general nature of 
the requirements of the job.2

Relationship with the administrative board. The

^ Bee Appendix IX for a concise statement of the duties 
of the secretary of a municipal teachersf retirement system.



www.manaraa.com

210
relationship between the secretary and the board should be one 
of close harmony and cooperation- In large systems the board 
may depend upon the secretary for most of the information that 
is essential to its administrative functioning. The extent 
of the information and the manner in which it is presented 
will bode ill or well for the effective operation of the re
tirement system, depending upon the attitude of the secretary.

It is not uncommon for managers of public service ac
tivities, through long familiarity with their jobs, to adopt 
a domineering point of view bordering on the actual assumption 
of the administrative as well as the managerial functions.
The board will be effective to the extent of its acquiesence 
in the manager’s attitude. The wise manager will attempt to 
guide the administrative actions of the board diplomatically 
rather than attempt to dictate its policies.

Secretaries of retirement systems are not usually active 
members of the administrative body. They often do not hold 
the office of secretary to the board. In these situations, 
however, the board secretary more often than not depends upon 
the retirement system secretary to assist in keeping records 
of the board’s deliberations.

Whatever the secretary’s affiliation with the board, 
he usually is expected to attend the meetings to present those 
matters which require official action by the administrative 
body. He probably will be expected to prepare the agenda for
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the meeting, which will follow a prescribed or accepted form*
A report on the several phases of the retirement system opera
tions may be desired* Applications for membership, and for 
withdrawal and benefit allowances, will be presented for board 
action in accordance with the provisions or rules and regula
tions* Reports on the appeals and hearings of members may be 
in order* A schedule of security offerings may be prepared 
for the board* Following the board’s action, the secretary 
may consummate the investment commitments* Also, subcommittee 
reports may be prepared and presented* The secretary should 
apprise the board members of pertinent legislative changes, 
decisions, and opinions*

One of the most important duties of the secretary may 
be the keeping of the minutes of the board’s proceedings* Be
cause the minutes should contain the official and authoritative 
actions of the board, it is a most valuable record* The board’s 
authorizations, confirmations, approvals, interpretations, and 
other actions are important administrative decisions which 
affect present activities and future administrative policies. 
They should be accurately recorded and properly filed for safe
keeping and ready reference.

The efficient secretary will index all rules and regu
lations, interpretations, opinions, and decisions along with 
the laws and amendments that apply to the system and to its 
members to the end that they may be readily available for 
reference.
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The offioe staff. The number of employees needed by a 

secretary to assist him in carrying on the managerial activi
ties of a retirement system will depend upon the size of the 
system as to members and beneficiaries and the requirements 
of the system by virtue of the type under which it is operat
ing. Consideration must also be given to the effectiveness 
of the distribution of duties and whether or not modern methods 
and office machinery are used. It may be also that another 
department relieves the retirement system staff, in some gov
ernmental units, of certain record keeping, investigating, or 
other activities.

A few of the systems have the actuarial calculations 
made by members of the staff. Most systems depend upon out
side actuarial assistance. The investigation and management 
of securities are done by the staff members of several systems. 
Other systems retain professional investment counsel and man
agement. Thes3 and other differences in management technique 
have a bearing on the number of staff employees that are nec
essary.

One system with approximately forty-three thousand 
members maintains a staff of some seventy employees. Another 
system of the same basic type with nearly fifty-three thousand 
members and beneficiaries has an office staff of forty-two.
The operating cost in 1939 for the first system, according to 
the information provided, amounted to three dollars and
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thirty-five cents per member# The second system had an oper
ating cost per member of one dollar and fifty-five cents# The 
systems are approximately the same age#

A similar contrast in two other smaller systeias can be 
shown# They both have office staffs of eight employees# One 
system with fifteen thousand six hundred members and benefici
aries had an operating cost in 1939 per member and beneficiary 
of two dollars and sixty-three cents# The second system had 
some sixty-five hundred members and beneficiaries and an oper
ating cost of four dollars and two cents each.

The lack of pertinent information about the managerial 
set-ups and their effectiveness in these examples and others 
that could be given makes it impractical to attempt any con
clusions as to the relative sizes of managerial staffs#

While the information has no special significance, the 
division of office routine among employees is of interest in 
that it indicates local practices. Bookkeepers, stenographers, 
and clerks comprise the bulk of retirement system office em
ployees as to titles# There is no uniformity, however, in 
the matter of work assignments. Eight clerks comprise the 
staff in one system. In another there are five stenographers 
and one clerk, but no bookkeepers by that title. A third 
system has five bookkeepers and two stenographers# All of 
these systems have approximately the same number of office 
employees#
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The titles used and the number of staff members are not 

the most important considerations in accomplishing the manager 
rial objectives of a retirement system. True, they may in some 
cases affect employee morale. If so, the problem of personnel 
adjustments must be met. Of greater importance is that, after 
the respective duties have been assigned and the proper methods 
have been set forth, the secretary shall require of his staff 
absolute accuracy, neatness and clarity, and an ability to 
clearly visualize the steps necessary to accomplish the ob
jectives for which the procedures have been established.

Bifficulty in developing pattern for management. Up to 
this point the attempt has been made to indicate the range in 
the variety of duties that must be met by the secretaries of 
retirement systems. It has not been possible to be explicit 
in the description of managerial activities. The differences 
in the several types of systems precludes that possibility.

The outline of secretarial duties and relationships 
has presupposed the probabilities to be found in a large re
tirement system. The amount of detailed work in smaller sys
tems will vary according to the number of their constituents 
and the form of organization. The essential factors and 
problems of management will be no different from that in the 
large systems except in degree.

Therefore, in elucidating criteria for management and 
the qualifications of a secretary, the most that can be
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expected is that a pattern which can he somewhat flexible 
will he presented.

III. QUALIFICATIONS OF THE SECRETARY

Difficulty in determining q ualific at ions♦ What type 
of individual is to he desired for the position of a retire
ment system secretary or manager? What qualifications should 
the secretary possess?

An attempt to obtain the answers to these questions 
will place the questioner in a realm of controversy which is 
at once both interesting and enlightening. There is very 
little mutual agreement with respect to secretarial qualifica
tions among those who are at present managing systems.

The reasons for disagreement are fairly obvious. Here 
again it is well to have in mind the qualifications essential 
in a secretary of an actuarial reserve retirement system. In 
the first place, the specialized nature of managerial activi
ties in actuarial systems is not of long standing. Therefore, 
there are relatively few well-rounded experts in managerial 
capacities. Systems may largely depend upon their own staffs 
for handling the technical functions connected with the 
actuarial type of system. Others may assign the more tech
nical activities to outside agencies and carry on only the 
simpler operations within their own organizations. Between 
these two extremes there are gradations in the assumption by
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retirement systems of the specialized functions. One or more 
may be assigned to individuals or organizations outside the 
systems; one or more may be handled within the system.

If for instance the investment program is carried on 
within the staff and the actuarial advice is procured on the 
outside, the qualification of investment knowledge by the 
manager might loom as important and that of acturial knowledge 
as relatively unimportant, and vice versa.

Suggested qualifications. The enabling legislation 
may be well written and the retirement system properly estab
lished. The board may be representative and qualified to 
determine through its rules and regulations the administrative 
policies of the system. With these conditions favorable, the 
success of the retirement system will still depend upon the 
soundness of the management. Therefore, it is vastly important 
that the secretary should possess high qualifications.

In an effort to learn what the men on the jobs consid
ered the best qualifications and the relative weights which 
they gave to those qualifications, a section of the question
naire was devoted to the subject.

The question was asked: "What qualifications of train
ing are most essential in a manager; accounting, investment, 
actuarial, personnel and office management, general adminis
tration?" This instruction was appended: "Please indicate
order of importance from 1 to 5; one being most important and
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five being least important.*

Sixty-nine replies were received* Among those who 
filled out the questionnaires were full-time secretaries, 
part-time secretaries, board members, public officers, de
partment heads, and employees. The majority of systems 
represented by the replies were on an actuarial basis.

With due regard to the fact that the replies were 
doubtless colored by the experiences and the thinking of the 
persons answering, and by the managerial set-ups of the sys
tems, the composite answers from such divergent sources may 
be considered of representative value.

Reference to Table XI will give a classification of . 
the replies in relation to the respective ratings considered 
most important by those who replied.

General administrative knowledge, by the composite 
answers, is considered to be the most important qualification 
which should be had by the secretary of a retirement system.
A knowledge of accounting is the second most important qual
ification. This is followed in order by the qualifications 
of personnel and office management, investment experience, 
and actuarial knowledge.

Actuarial. It seems appropriate to again caution that 
the order of importance of the qualifications will vary ac
cording to the retirement system, its legal provisions, and 
managerial policies.



www.manaraa.com

218

TABLE XI
QUALIFICATIONS OF TRAINING CONSIDERED MOST 
ESSENTIAL IN RETIREMENT SYSTEM SECRETARIES
(Data taken from statements from 69 systems. 
The lowest score indicates the top rating)

Qualification Rating Score
First Second Third Fourth Fifth

Administration 30 13 15 6 5 150
Accounting 15 15 23 12 4 182
Personnel 10 17 11 19 12 213
Investment 10 15 11 20 13 218
Actuarial 4 9 9 12 35 272

NOTE: The rating figures from one to five indicate the
relative importance given to each qualification by those who 
replied— one being considered most important; five, the least 
important. The score was arrived at by multiplying the number 
of replies by the rating figure under which they are placed, 
then totaling the result.
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Actuarial knowledge apparently is considered the least 

important qualification probably because most systems retain 
a properly qualified actuary on an advisory basis, A familiar 
ity with the laws or probability and the methods of actuarial 
calculations may be of value, but it does not appear essential 
in a secretary in view of the fact that the actuarial science 
is highly technical and periodic valuations and supervision 
may be obtained relatively cheaply from outside professional 
actuaries.

Investments, A knowledge of investments is in somewhat 
the same catagory as actuarial experience. Nineteen systems 
reported that the managers advised with the board on the 
investment program# Doubtless a larger number of secretaries 
give time and thought to investment problems. Only ten re
plies, however, gave the investment qualification the top 
~ rating. It has already been noted that administrative boards 
for the most part have the responsibility of investing surplus 
funds, sometimes with the aid of professional counselors, 
oftentimes not. If the secretary is charged with the invest
ment of retirement system money, he should possess the tech
nical knowledge necessary to the task; if he is not, a fairly 
comprehensive understanding of investment principles, proee-- 
dures, and terminology should suffice. It would doubtless be 
safer for retirement systems to retain professional investment 
counsel rather than to depend upon the board or secretary for
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investment supervision.

Personnel and office management. Where the secretary 
deals as he must, directly or indirectly, with members and 
beneficiaries of retirement systems and with his own office 
force, a keen appreciation of the vagaries of human nature 
and a knowledge of problems incident to personnel as individ
uals and as a group will be of valuable aid to him. The 
effective secretary will think of his job not simply in terms 
of records and office details. He will be very much concerned 
with the relationship which exists between the retirement 
system as exemplified by the administration and the management 
and the members. Particularly must that relationship be sym
pathetic and just at the time of an individual's possible 
transition from the status of an active member to that of a 
beneficiary. In systems requiring management staffs of a few 
to many employees, familiarity with good procedures of office 
management will prove helpful to the secretary. The efficiency 
and effectiveness with which the management routine and details 
are dispatched will depend largely on the office methods that 
have been established. The rating of third place given to the 
qualification of personnel and office management is. doubtless 
fairly significant of its relative importance.

Accounting. One of the replies stated in effect that 
once a system has been established along actuarial lines, and
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the proper records set up, the system will practically run 
itself. The collective answers of the other secretaries who 
placed the qualification of accounting in second place cer
tainly do not agree with that assertion. A number of those 
who replied suggested that accounting was the basic require
ment. Their thinking probably is predicated upon the need 
of maintaining numerous complete and accurate records, not 
only to properly credit and account for each dollar received 
and disbursed, but to provide the data necessary for actuarial 
computations. While it may not be essential that the secre
tary be a certified public accountant, he ought to be suffi
ciently acquainted with accounting procedures as they apply 
to an actuarial system to understand what the books and records 
convey. If the secretary is not especially trained in account
ing, its importance to the successful operation of a retirement 
system should require that a competent accountant be chosen as 
a member of the staff.

General administration. The composite replies placed 
general administration in first place among the five manager—* 
rial qualifications listed, and this rating is doubtless in 
line with general opinion. The technical aspects of actuarial 
and investment procedures suggest the advisability of procur
ing professional counsel in these matters. Accounting and 
record keeping can best be done within the staff to provide 
for the availability of pertinent information. Trained
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accountants may be put on the staff to supervise or handle 
the accounting functions- Other relationships and functions 
can be supervised and carried on by staff members or by the 
secretary. Retirement system management requires, then, an 
ability and personableness on the part of the secretary which 
will make possible the effective coordination of all of the 
factors of management* The secretary may be a specialist in 
one of the several essential fields which are included in the 
operation of retirement systems, but he must endeavor to avoid 
the attitude of bias which oftentimes accompanied specializa
tion. It must be his responsibility, whether the system be 
large or small, to assure that the retirement system, compli
cated as it is, will operate properly and develop harmoniously.

Legal. One qualification that was not listed in the 
questionnaire but is considered important by several of the 
managers is legal training. This also is a technical field, 
and nearly all systems have available the advice of the legal 
department of the governmental unit. A few of the large sys
tems have a member of the legal department assigned to them.
A very few systems retain outside legal counsel. The secre
tary need not be a lawyer, but he should have a general 
knowledge of pension and retirement system laws and should be 
thoroughly acquainted with the legislation tinder which his 
own system operates in order that all of its provisions may 
be complied with. Generally, however, he should depend upon



www.manaraa.com

legal counsel in involved matters.
2 2 5

Qualifications specified in the law. How far legisla
tive provisions should go in stating the qualifications for 
secretaries is problematical. The laws of all but a very few 
of the retirement systems that were reviewed provide simply 
that the administrative board shall engage or appoint some 
one to manage the affairs of the system. Having in mind the 
several qualifications necessary in a secretary, it probably 
is just as well that the board not be bound in its selection 
by too rigid provisions.3

IV* THE SMALL RETIREMENT SYSTEM

The problem* The criticism may be made that the appli
cation of managerial methods and qualifications as presented 
here cannot be adequately effected in the small retirement 
systems. The numbers of their members and the funds available 
will not warrant full-time secretaries or even secretaries on 
a part-time basis. Further, in small communities it may be 
difficult to find board members or the employees who are as
signed to the work with the proper qualifications and training

2 "The Board of Trustees shall • . . appoint a secretary 
who shall not be a member of the board and who shall at the 
time of appointment: be a graduate of a standard four year
college; be at least thirty-five years of age; have had at least 
ten years* experience as a teacher as defined in this Act; be 
eligible for membership in the Retirement System as defined 
herein; and who shall not have held, by appointment or election, 
an elective office within the five-year period next preceding 
the date of appointment.” Section 45,066-12, Kentucky State 
Teachers Retirement System Law.
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for the efficient management of the plan.

Another factor which operates against the effectiveness 
and safety of a retirement system in a small municipality is the 
cost-r-costs which are made up of the expense of establishing the 
system, the managerial expense, the expense of periodic audits 
and actuarial revaluations and supervision, investment of funds, 
and so on. These costs on a per member basis would be relatively 
large and might impose too heavy a burden on a small system.

Still another factor which operates against the effective
ness of the small system is the lack of a sufficient number of 
members to properly spread the risks and permit the operation of 
the law of averages. The degree of accuracy in actuarial calcu
lations is dependent upon the number of participants. If the 
number is too small, the law of averages cannot be depended upon. 
The types and number of benefit allowances promised by a system 
will determine the number of participants necessary to fairly 
assure safety of operation.

Even with provisions for only superannuation benefits, 
the minimum number of members, according to actuaries, should 
not be less than one hundred, and a larger number is preferable 
to make the calculations reliable.4

In addition to the other factors, the problem of having 
sufficient funds to allow for~proper investment may be acute.

4 A survey of five hundred forty-five retirement systems 
in cities of over ten thousand population showed that one third 
had less than fifty members, one half had less than one hundred 
members, and only 11 per cent had more than five hundred members. 
The Municipal Year Book (Chicago: International City Managersf 
Association,1938), pp. 310-18.
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This also presents the difficulty of guaranteeing the rate of 
interest necessary to meet the benefit allowances calculated by 
the actuary* The result may be a decrease in the amount of the 
benefits or the assuming by the governmental unit of the differ
ence between the interest earned and that guaranteed*

There are, then, four factors that tend to oppose the 
effective and safe operation of the small retirement system: 
the probabilities of poor administration and management, the 
high costs of operation, the danger in small groups that the 
law of averages will not apply accurately, and the problems of 
investment and earned interest on the securities*

Multiplicity of systems* Another concern to those who 
are interested generally in the effectiveness of public retire
ment systems is the multiplicity of systems within a given 
governmental unit* It is appropriate to discuss the problem at 
this point because its several ramifications are closely allied 
with the problems of the small system, and the solution for the 
one may be the solution for the other.

It is not uncommon to find within a municipality a number 
of retirement systems operating separately for firemen, police
men, teachers, general employees, and employees of other depart
ments. Each system has been established by special legislation 
and each system operates independently of the others with a 
resultant increase in the tax burden to the citizens.

The development of these separate systems over a period 
of time may be attributed to lack of foresight and in many cases 
to jealousies between departments and the desire on the part of
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employee groups to maintain their independent status. If the 
employees of one department had a pension fund, why shouldnft 
the members of another department? As a consequence a second 
fund under special legislation was established. Either no thought 
was given to the advantages of combining the two or the selfish 
attitudes of the two groups prevented the joining of forces.

It must be remembered that this practice of separate 
systems originated before the days of the application of actua
rial science to public pension funds. There was little or no 
thought given to the possibility of combining the membership of 
two systems in order that the larger number of participants 
might make the laws of probability more effective.

Once started on an independent existence, it is virtually 
a superhuman task to secure the cooperation of the several groups 
toward the establishment of a more effective system.

State-wide system. If the small municipalities are to 
have effective and efficient retirement systems, some coopera
tion is needed among those municipalities. A consolidation of 
several systems, whether within a municipality or among a number 
of small cities, should decrease the total costs of operation, 
obtain the advantages to be gained in large numbers from an 
actuarial point of view, and probably make possible the transfer 
of employees from one community to another.

As a matter of fact, probably the logical solution 
would be to consolidate all retirement systems on a state-wide 
basis. Some progress has been made toward this end, and the
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retirement laws of several states provide that the employees 
of any village or city may enter the state system.

The advantages to be gained to the employee in possible 
increased benefits, and the advantages to the systems in uni
form administrative policies, procedures, and restrictions, 
under a state-wide system, would be far reaching.

If such a plan were adopted by a state, it would do 
away with the mass of pension and retirement legislation which 
has been enacted for the apparent benefit of individual groups 
of employees; legislation, which has been developed in piece
meal fashion and often has been inconsistent and even contra
dictory, if not confusing and inequitable in its application.

Possibilities for transfer. Great emphasis has been 
placed in recent years upon the development of careers in 
public service. The possibility carries with it the necessity 
from time to time for a governmental employee to transfer from 
one service or jurisdiction to another in the interests of his 
personal advancement. If public service is to be a career, 
continuity in advancement can be facilitated through transfers 
without loss of retirement credits that have been accumulated.

If the time comes when retirement systems can be estab
lished along uniformly broad lines and provisions are created 
for transfer from one system to another without loss of an 
employee’s accumulated contributions, much will have been ac
complished toward the extension of public career service.
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Central control agency. Retirement systems in a few 
states have access to or are supervised to some extent by a 
state agency. In a few states a department of investments 
relieves the local systems of the responsibility of investing 
their surplus money. In other states the department of in
surance supervises the operations of local systems.

Such an agency can prove of valuable assistance in 
providing accounting and even actuarial control. Technical 
information that ordinarily is not available to the small 
systems can be provided; periodic audits and valuations can 
be conducted at lower costs to the systems.

It is not suggested that central agencies of this char
acter should be established in lieu of a state-wide consolida
tion of retirement systems. However, pending the establishment 
of a state-wide plan, a central state agency can be most ef
fective in its supervisory and control possibilities.

The investigations of retirement systems which are 
underway in several states are indicative of the progress 
that is being made toward strengthening the operation and 
effectiveness of retirement systems generally and those of 
the small municipalities particularly.

V. MEDICAL EXAMINATIONS

Disability benefits. In those retirement systems which 

have provisions for disability benefit allowances there is
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always the opportunity for fraud on the part of unethical 
members. Two devices are necessary for the protection of the 
system, the absolute establishing of the disability before 
the allowance is granted to an applicant and periodic medical 
examinations to determine whether the disability continues to 
exist.

The preparation of the evidence upon which the admin
istrative board will make its decision is a managerial function 
and therefore a discussion of the subject is included in this 
chapter. Medical examinations must be arranged and affidavits 
and other material must be obtained, in order that each appli
cant’s case may be fairly presented to the board. It is 
euqally important that the rights of the applicant be safe
guarded as those of the retirement system.

Too often have disability benefit allowances been granted 
on the basis of information provided by the applicant, or upon 
the statement of the personal physician of the applicant.55 The 
only possible solution to prevent fraud is for the retirement 
system to provide that a physician, or physicians, engaged by 
the board shall make an exhaustive examination of the appli
cant* s present physical status, and, further, that periodic

55 "It is probably not unfair to the medical profession 
to say that if an employee has made up his mind to retire, he 
can find some doctor, legally qualified to practice, who will 
certify him as unfit, if he can produce color of evidence." 
Lewis Meriam, Principles Governing the Retirement of Public 
Employees (New York: I). Appleton and Company, 1"918T7 P* 176.
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examinations be insisted upon to determine if the disability 
continues* The expenses of determining these facts are pro
perly those of the retirement system*

A Physician13 panel. Applications for disability allow* 
ances cannot be standardized; therefore, the legislative pro
visions should be sufficiently flexible to cover all possible 
contingencies*

It can be stated without equivocation that disability 
benefits should not be allowed except upon medical certifica
tion preferably by a physician, or physicians, selected by 
the administrative board. As a matter of policy it should be 
determined whether the certification of one physician shall be 
sufficient or a board of two or more,shall be engaged to 
decide the merits of the application.

One hundred twenty-four replies were received to the 
question, "Is a panel of physicians retained for physical ex
aminations?” Fifty-six replies indicated that a panel was 
retained and sixty-eight stated that no panel of physicians 
was used. In answer to the question, "How many physicians 
examine each applicant?” sixty-six replies stated that one 
physician certified to the applicant’s physical or mental 
disability, two physicians are retained by fifteen systems, 
three physicians are used by thirty-six systems, and one sys
tem required an examination by four physicians* These numbers 
doubtless do not include specialists who may be called in for
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advice.

A review of the legislative provisions of several re
tirement systems substantiated by the statements of a number 
of secretaries indicates that the tendency is toward the use 
of more than one physician to determine the fitness or unfit
ness of an applicant.

Five systems reported using the services of the depart
ment’s physician, while the municipal medical department or 
physician gives the medical examinations in six systems. 
Forty-four systems reported that outside members of the medi
cal profession were engaged at fees ranging from two dollars 
to thirty-five dollars. The usual fee allowed is five dollars.

The use of department or governmental unit physicians 
may probably not be criticized except where they are eligible 
to participate in the retirement system. To absolutely insure 
a fair certification of disability, it would seem wise to re
tain a panel of practicing physicians who have no other than
a professional interest in the applicants they examine.s

VI. REPORTING TO THE PUBLIC AND THE MEMBERS

Public relations. One of the most important factors in
the recent development of an intelligent public interest in 
governmental affairs has been the use of media to tell the

0
See Appendix X for a concise statement of medical 

examination provi sions*
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public in simple and understandable terms the how, when, where, 
and why of public service activities. The traditional aloof
ness of civil authorities and departments has been responsible 
in large part for the lack of interest, if not antagonism, 
evidenced by the citizenry toward their governing bodies. Only 
in recent years have governmental units borrowed the techniques 
of public relations from business and industry to attempt to 
overcome misunderstandings, reduce hostilities, and secure co
operation on the part of the public.

An appreciation of the fact that the taxpayers pay the 
bills of government and provide jobs for governmental officials 
should make it seem imperative to those officials that the 
public has a right to know whether its money is being effi
ciently and economically expended. If an atmosphere of con
fidence can be engendered that the public interests are being 
faithfully served, the end result will be a more satisfactory 
acceptance by the public of their duties and responsibilities 
toward governmental activities.

Retirement system relations. This is not the place to 
discuss a‘program of public relations for governmental units 
generally, but it is appropriate to set down the possibilities 
of bettering relations between retirement system administra
tions and their constituents, the public and the members.

It has been customary for retirement system administra
tions to think largely in terms of the members, forgetting
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that the public is the most important party* The interest in 
recent years that has been shown by groups of taxpayers and 
individuals in ascertaining to what extent the respective gov
ernmental units are becoming financially involved through 
inefficient or dishonest operations of retirement systems has 
called the attention of system administrators and public offi
cials to the fact that they must reckon with the public*

The information that has been available to the public 
has been contained in stereotyped annual reports, which, no 
doubt, few lay individuals saw, containing tables of dry 
statistics and financial figures* The explanatory material 
included with the figures was usually written in prosaic and 
unimaginative phrases and provided on the whole most unattrac
tive reading* It is little wonder that the public failed to 
learn what was going on*

Even the members have often been unable to obtain a 
clear understanding of their rights, benefits, and obligations 
under a retirement system, with a resultant lack of confidence 
in its administration•

Annual reports* It Is customary for retirement system 
boards to prepare and issue an annual report* This report 
will usually cover the fiscal year of operation and should 
include a statement of assets at the beginning of the year, 
all income received and disbursements made during the year, 
and the balance of assets on hand at the end of the year*
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All liabilities and any surplus over liabilities should also 
be shown. The statements and tables should give the condition 
of each of the several funds included in an actuarial set-up. 
Investment transactions should be clearly indicated.

In these annual reports it is suggested that the at
tempt should be made, for the sake of reader interest, to get 
away from the traditional type of governmental publications. 
Attractive formats may be used; statistics may be presented 
in pictorial and graphic form and will be more readily under
stood; statements describing the statistical material should 
be given in simple language; and short well-written articles 
elucidating the policies, objectives, and procedures of the 
system with complete frankness will be of aid in overcoming 
public suspicion. The more interesting the presentation of 
information, the better its effect will be.

Information to members. Means ought to be provided to 
maintain a closer contact between the members of a retirement 
system and the administrative board. Members are entitled to 
know what is going on, what the financial condition of the 
system is, and what the future holds. They should want to 
know what legislative changes are made that affect their mem
bership as well as administrative interpretations and rulings.

Specifically, members should be given occasionally 
definite information on their status, rights, and privileges 
in the system. It is no doubt true that many members approach
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the time of their retirement without clearly knowing the amount 
of the allowance they will receive. Particularly is this true 
in regard to annuities which are dependent upon the employeefs 
deposits, age, sex, and the mortality experience of the system.

Different plans are used by the several systems. Gen
erally the annual report is available to members. The reports 
of some systems contain the annuity tables that are in effect 
at the time with methods for determining one’s annuity. In 
some systems periodic individual reports of the status of 
each member’s account are provided; in others, statements for 
individual members are provided upon request.

The use of bulletins of information, or primers, is an 
acceptable method of providing members with pertinent material. 
Periodic news bulletins are published by a few systems.

Working and informational manuals.7 A technique of 
management which is too seldom used in governmental activities 
is a working manual which, if properly prepared, may also be 
made available as a booklet of information.

To the secretary and his staff a working manual will 
prove an important tool of management. To board members, 
especially new ones, the manual will prove of value in gain
ing a background of administrative functions and practices

7 W. F. ?/illoughby, Principles of Public Administration 
(Baltimore: The Johns Hopkins Press, 1927), p. 186.
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upon which may he predicated future thought and action. If 
available to members and to the public, the manual can be 
effective in presenting information relative to the history, 
objectives, organization, and operation of the retirement 
system.

The contents of such a manual will depend largely 
upon the use that will be made of it. One for general con
sumption might contain a statement of the reasons for the 
creation of the system, its establishment, and a history of 
its development; a statement of the objectives and functions; 
a description of the administrative and managerial set-ups; 
briefs of the enabling legislation and amendments; a summary 
of rules and regulations, interpretations, opinions and de
cisions; a review of the financial operations of the system 
over a period of years; data on number of members and bene
ficiaries, and methods of determining their contributions 
and benefits.

If the manual is primarily for the administrative 
board and the managerial staff, the details of procedure may 
be enlarged.

The effective value of the handbook will depend upon 
the material included and the manner in which that material 
is presented. Brevity and readability should be the keynotes.

Conclusion. A wholesome attitude on the part of the 
administrative board and the managerial staff with regard to
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their responsibility to the constituents of the retirement 
system will do much to overcome a critical attitude and 
create the confidence so essential to cooperative endeavor..

It is not enough to provide complete and attractive 
reports and bulletins, or to make frequent use of newspaper 
publicity and other media which may be available. The entire 
atmosphere created by the central office staff, whether in 
personal interviews, through telephone conversations, by 
correspondence, or through other methods of intercourse, 
should be one of a courteous understanding of the problems 
of those with whom it deals. The secretary and the adminis
trative board should insist upon this.

VII. THE EFFECTIVENESS OF MANAGEMENT

Need of improvement. It is unfortunate that the re
tirement systems that have the greatest need of effective 
management are those in situations where that management for 
any of several reasons is not available. Size, lack of 
finances, organizational set-up, precedent, official preju
dice, and other factors may be the cause, or causes.

As the fundamental concepts of objectives and types 
of organization in retirement systems have developed through 
the years, it may be hoped that the qualifications and tech
niques of management will likewise develop to a more effective 
state.
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Managerial attributes. Certain of the operations inci

dent to actuarial retirement systems are highly technical and 
require from the secretary a familiarity with their objectives 
and procedures if the management is to be effective. Boards 
of administration should insist, even in the small systems, 
that those who are charged with the details of management 
shall possess certain attributes essential to management in 
any line of endeavor. Handing the job to any available em
ployee or individual is to place dependence on guesswork 
and luck and not on management principles. Certain it is 
that somewhere along the line someone can be found who will 
possess a modicum of managerial characteristics*

He should have the ability to fully comprehend the 
objectives for which the retirement system was established.
He should have had sufficient training and experience to 
enable him to develop the procedures necessary to carry out 
those objectives efficiently. He should be appreciative 
of constructive criticism, open minded, and unprejudiced.
One who is a slave to precedent and prejudice has no business 
to be in a managerial position. He should be at once a 
servant of the administrative board and its guide. He must 
represent the members in their dealings with the board. He 
must represent the board in its relationship with the members. 
Eis personality, tact, and ability should command the respect
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of those with whom he comes in contact in his official capac
ity.

The more closely a secretary can approach these at
tributes the more effective his managerial results will be.
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CHAPTER VII

THE CIVIL SERVICE RETIREMENT AND DISABILITY FUND

A discussion of public retirement systems would not be 
complete without some mention of the Civil Service Retirement 
and Disability Fund for certain classes of employees of the 
United States government* With a membership of better than 
six hundred thousand, it is by far the largest retirement 
system in the country.

I* PROVISIONS OF THE FUND

Description* The Civil Service Retirement and Dis
ability Fund was established by law on May 22, 1920, end 
commenced operation in August of the same year. The Fund 
was the culmination of a number of years of agitation and 
discussions to provide some retirement benefit for civil 
service employees of the federal government.

The principal purpose of the Fund was to provide super
annuation benefits but provision was also made for disability 
benefits to beneficiaries who could qualify, and for with
drawal allowances.

It became evident soon after the Fund was set up that 
there were many weaknesses in the provisions of the Act. 
Attempts to strengthen those provisions and the operation of 
the Fund have resulted in numerous changes being made in the
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original law through legislative amendments. The present 
discussion of the provisions of the Fund includes the changes 
which were made up to August 4, 1939.^

Members contribute 3^ per cent of salary through pay
roll deductions. Additional sums of money may be paid to 
the Fund by a member and these are added to his accumulated 
contributions, which are used to purchase an annuity upon 
his retirement. The 1920 legislation required employee con
tributions of only 2§ per cent.

The original Act did not require any definite appro
priations by Congress as the government’s share of the cost 
of benefits. The Act authorized the Secretary of the Treasury 
to credit to the Fund, in addition to the contributions by 
employees, "all moneys received in the form of donations, 
gifts, legacies, or bequests, or otherwise . . . The Act
did provide, however, that there should be submitted to the
Bureau of the Budget each year "estimates of the appropria
tions necessary to finance the retirement and disability fund 
and to continue this act in full force and effect."3

^ Public Act No 263, 76th Congress, ©mending the
Retirement Act.

2 Civil Service Retirement Act with Annotations 
and Regulations (Washington. D. C.: United States Government 
Print m g  Office, 1935), p. 49. Section 10.

3 Ibid., Section 17, p. 64.
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In spite of the repeated recommendations by the Board 

of Actuaries in an effort to place the Fund on a sound actua
rial basis, no appropriations were made by Congress until 1929. 
Annual appropriations have been made since that time, but 
only in 1938 and 1939 did the amounts of the appropriations 
approximate the sum suggested by the Board of Actuaries. 
Although the attempt originally was made to establish the 
Fund on an actuarial basis, the failure of Congress to appro
priate the governments share of the benefit costs made it 
necessary for the benefits of one group of employees to be 
paid from the contributions of another group.

The Civil Service Retirement and Disability Fund, 
therefore, operated for years on a cash disbursement basis 
in the evident hope that sooner or later the government would 
make good the inevitable deficiency.

Benefit provisions.̂  Retirement for old age is compul
sory upon reaching the normal retirement age if the employee 
has completed fifteen years of service. . There are three 
classifications of employees as to retirement ages. General 
employees are required to retire at seventy. Two other groups 
retire at sixty-five and sixty-two, respectively.

4 Material for this discussion was taken largely from 
the Nineteenth Annual Report of the Board of Actuaries, Civil 
Service Retirement and Disability Fund (Washington, D. C.: 
United States Government Printing Office, 1940), pp. 2-4.
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The amount of the benefit is equal to $30*00 mul

tiplied by the total number of years of service not 
in excess of thirty (provided that this part of the 
allowance does not exceed three-fourths of the average 
annual basic salary5 and is not less than the annuity 
from employee’s credited contributions), plus the 
annuity which the employee may purchase with the . 
amount credited to his individual account including 
interest accumulations. The minimum total annuity 
payable is equal to one-fortieth of the average an
nual basic salary, not in excess of $1,600, multi
plied by the number of years of the employee’s 
service, not in excess of thirty.6

An employee who has had a minimum of five years of 
service is eligible for a disability retirement allowance, 
the amount of which is determined by the method used for 
old-age retirement allowances.

Employees of forty-five years of age or over, provided 
they have allowable service of fifteen years or more to their 
credit and who are not eligible to retire for age, may re
ceive a discontinued service benefit if they lose their 
employment through no fault of their own. This allowance 
may be the employee’s accumulated contributions with interest 
or an annuity under one of two plans.

The employee’s accumulated contributions with interest 
at 4 per cent compounded annually may be received by an em
ployee who voluntarily leaves his position or who leaves

5 The average annual basic salary is used to denote 
the average salary received by an employee during any five 
consecutive years of service. The employee may make the 
choice of years to be used.

6 Nineteenth Annual Report of the Board of Actuaries, 
op. cit., p. 2.
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involuntarily because of misconduct or delinquency. This 
same allowance is made to the beneficiary of an employee 
who dies in service prior to retirement.

Upon death following retirement, the beneficiary of 
a member may receive the remainder of any amount that may 
exist between the annuity payments which the member* s con
tributions provided and the actual amount of the contribu
tions. At the time of retirement a member may elect one of 
several optional methods of receiving the allowance due him.

Amounts of benefit allowances. As of June 30, 1939, 
there were 58,385 beneficiaries on the roll of the Civil 
Service Disability and Retirement Funds. The average benefit 
allowance paid during the 1939 fiscal year amounted to $978.7

Of the total number of beneficiaries, 35,634 have 
been retired on account of age and for voluntary and invol
untary separation from the federal service. The average 
annual allowance for this group is slightly over one thousand 
dollars. The second largest group of beneficiaries has been 
retired on account of disability. There are 14,315 of these 
and the average annual allowance amounts to $801. The high
est average allowance is paid,to those beneficiaries who 
were retired on account of involuntary separation after

7 Retirement Report, United States Civil Service Com
mission (Washington, D. C.: United States Government Printing 
Office, June 30, 1939), p. 5.
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thirty years of service. Their benefit payments amount to

3on the agerage $1,166.
Section 6 of the Retirement Act provides that medical 

examinations to determine the eligibility of an employee 
for a disability retirement allowance shall be given by a 
medical officer or officers of the United States. Where 
these are not available, the central office may designate a 
practicing physician, or physicians, to examine and report 
on the condition of the applicant. Disability beneficiaries 
must submit to further medical examination each year.

II. SUPERVISION AND CONTROL

Administration and management. The United States 
Civil Service Commission administers the retirement fund and 
directs the activities of the manager who has the title of 
Chief, Retirement Division, United States Civil Service Com
mission. The manager’s staff numbers approximately one 
hundred fifty employees. These are included in the following 
classifications: assistant chiefs legal advisers, contact
advisers, examiners, ajudicators, legal reviewers, file 
clerks,, and stenographers.^

8 Nineteenth Annual Report of the Board of Actuaries« 
op. cit., p. 5.

Qv Taken from questionnaire completed by the Chief of 
the Retirement Division, Civil Service Commission.
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The mandatory contributions of the members are deducted 
from salaries at payroll periods by direction of the Comptroller 
General. The money is deposited in the Treasury of the United 
States. The Secretary of the Treasury is the custodian of the 
money belonging to the Retirement Fund and makes the necessary 
disbursements upon authorization of the Retirement Division. 
Contributions by employees amounted to $39,189,390 for the 
fiscal year ending June 30, 1939.

No audit of accounts is required by law. Audits are 
made, however, by the General Accounting Office and a state
ment of the financial condition of the Fund is included in 
the annual report published by the Civil Service Commission.
The expenses of administration and management of the Fund 
are provided for through Congressional appropriations.

The Board of Actuaries. The retirement fund legisla
tion provided for a board of three independent actuaries to 
supervise the actuarial operation of the Fund. This board 
each year reviews the progress of the Fund and submits to the 
Civil Service Commission a report. The board is also given 
the responsibility of revaluating every five years the rates 
upon which the actuarial computations are made.

A weakness in the mechanics of management which has 
been apparent in the operation of the Fund is a failure to
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plan and maintain the system of records needed to expedite 
the collection and tabulation of the information required for 
the five-year valuations# As a result, the actuarial valua
tions and appraisals of the Board of Actuaries have not been 
completed until several years after the expiration of the 
quinquennial valuation period.^*1

Finances# It has already been noted that the Retire
ment Act does not set a definite percentage contribution 
which shall be payable by the government to provide the 
share of the benefits for which it is responsible. Under a 
plan submitted by the board of actuaries after years of 
recommendations, Congress has appropriated each year since 
1929 a sum of money for the Fund.

The government has two responsibilities to the Fund.
One is to appropriate a sufficient amount to meet its normal 
contribution for current service. The other is to make an 
annual deficiency appropriation to cover the cost of benefits 
payable on account of services rendered prior to the estab
lishment of the Fund.

By the end of the 1937 fiscal year, because Congress 
had failed to make the appropriations indicated by the valua
tion figures as necessary, the liability for past service

11 Sixteenth Annual Report of the Board of Actuaries. 
Civil Service ketirement and Disability Fund (Washington,
D. C.: United States Government Printing Office, 1937), p. 17.
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amounted to over 1,174 million dollars. The Board of Actua-- 
fies in its sixteenth annual report estimated that an annual 
payment of $51,318,167 for approximately sixty-three years 
from 1935 would he needed to meet the accrued liability 
deficiency.I2 In 1939 the actuaries estimated the annual 
needed appropriation had increased to $69,419,946.13

In a retirement system administered and managed on a 
sound basis the usual course is for the proportion of assets 
to the liabilities to increase from year to year until the 
assets eventually are sufficient to cover the liabilities 
both for current employee service and for past employee 
service. In the federal retirement system the "liabilities 
on account of prospective benefits to active members have 
increased about 11 per cent and the liabilities of the fund 
as a whole by about 29 per cent.”!4

In brief, the financial history of the federal retire
ment system shows an institution with liabilities in excess 
of two billions of dollars upon which more than six hundred 
thousand public employees are depending for adequate retire
ment benefits. It is an institution established by a pater
nalistic Congress, but to which no appropriations were made

12 r b i a . . p * 14.
I rL Nineteenth Annual Report of the Board of Actuaries» 

op. cit., p. 7.
14. Sixteenth Annual Report of the Board of Actuaries, 

op. cit. , p. 15.
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during the first eight years of its existence. During the 
years 1929 to 1935 annual appropriations were made, hut the 
amounts were not sufficient to cover the government’s share 
of benefit costs for current employee service alone. In 
1936 and 1937 the appropriations slightly exceeded the cur
rent normal costs; and in 1938 and 1939 they approximated 
the amounts suggested by the Board of Actuaries as necessary 
to cover the accrued liability costs as well as the normal 
costs*

The Civil Service Retirement and Disability Fund will 
not be considered financially sound, in line with present 
thinking, until the annual appropriations by the government 
more closely approximate the figures determined as reasonably 
adequate by the Board of Actuaries.

Investments* The supervision of the investment of 
the surplus funds of the retirement system is a responsibil
ity of the Secretary of the Treasury. Investments are
limited to interest bearing securities of the United States

15and to federal farm loan bonds.
The balance in the fund at the close of the 1939 

fiscal year amounted to $468;755,408.38.

15 Retirement Act, op. cit.. Section 11.
16 Taken from questionnaire completed by the Chief of 

the Retirement Division, Civil Service Commission.
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No interest is directly assumed by the Retirement Fund 

except for withdrawal from the service. In these cases 4 
per cent interest compounded annually is allowed.

Since the establishment of the Fund, earned interest 
has amounted to 13 per cent of the total, receipts. Employees 
have contributed 49 per cent, and government appropriations 
have amounted to 38 per cent.

III. CONCLUSIONS

The Civil Service Retirement and Disability Fund was 
established for the purpose of providing, essentially, old- 
age retirement benefits for federal employees. The formation 
of the system was doubtless inevitable because of the contin
ual urging by those who were interested in caring for super
annuated employees and in strengthening the federal service.

It is unfortunate that more consideration was not 
given, at the time, however, to the adoption of legislative 
provisions which were inclusive and at the same time precise. 
Something more than a score of amendments have been added to 
the Retirement Act during its twenty years of operation, and 
still the Fund cannot be said to be a sound retirement system.

Because of its size and because it is the system 
adopted and operated by the central government, it might be 
hoped that it could have been a model for state and municipal 
governmental units to follow in caring for their old and



www.manaraa.com

251
disabled employees. However, until some systematic and effec
tive method of financing the government*s share of the benefit 
costs is developed and followed, the Fund certainly offers 
no proper precedent for other public retirement .systems to . 
follow.
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CHAPTER VIII

EVALUATION OF PUBLIC RETIREMENT SYSTEMS

This study has been primarily interested in the poli
cies, procedures, and practices incident to the administration 
and the management of public pension funds and retirement 
systems* In order to establish a basis upon which the sub
ject matter could be developed, a short historical background 
was given and the several types of systems were briefly de
scribed.

Many of the facts used in the discussions of the 
various administrative and management factors were supplied 
by the experiences of a number of systems and individuals. 
Other information was procured from writings on the subject*

It is now appropriate to summarize as succintly as 
possible the material that has been presented and to attempt 
to draw certain conclusions from an evaluation of that mate
rial. In addition, some generalizations as to probabilities 
doubtless should be stated because the objectives for which 
pension funds and retirement systems have been* established 
are very definitely tied in with the whole program of social 
security. The application through legal measures of phases 
of social security to public service employees may radically 
affect the operation of present retirement systems. There
fore, it is expedient that some consideration be given first
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to that possibility.

Following this, the several phases of retirement sys
tems will be briefly reviewed, and a summary of the factors 
of a sound retirement system will be attempted.

I. THE SOCIAL SECURITY SYSTEM

Background of the legislation. The possible extension 
of one or more phases of the Social Security Act to public 
service employees might have such an important bearing upon 
the future operations of public retirement systems that a 
consideration of its implications is worth while.

Why were public employees not included in the provi
sions of the original Act? What effects may result in the 
operations of present public retirement systems if public 
employees are later included? The answers to these and other 
similar questions are noteworthy in any attempt to forecast 
the future development of retirement systems.

The Social Security Act was signed by President 
Roosevelt on August 14, 1935. The Act was the culmination 
of sporadic and isolated efforts to secure means whereby the 
American people, more especially the workers, might be pro
tected against insecurity during periods of economic stress 
and strain and against dependency in old age. The enactment 
of the Act was the immediate result of a comprehensive study 
of the problem by the Committee on Economic Security appointed
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by the President in June, 1934.
The provisions of the Act related to economic and 

social security for individuals under four general headings: 
federal old age benefits, unemployment compensation, public 
assistance, and public health and welfare.

Bather than say the Act was the culmination of efforts 
to obtain security for those who without aid are unable to 
protect themselves against the hazards of dependency, it may 
be better to say that the Act provided a framework for the 
development of a comprehensive nation-wide social security 
program.

The original Act in addition to specific provisions 
for social insurance charged the Social Security Board with 
the duty of studying social legislation and of making recom
mendations for its progressive development. As a result, 
the experiences of the first four years brought the submis
sion of proposed amendments to broaden and strengthen the 
protection that had been offered, looking particularly toward 
greater security for the family as well as for the individual. 
The amendments were passed by Congress and became law on 
August 10, 1939.

Present program and administration. There are ten 
distinct activities in the present social security program. 
These are: employment security, old-age and survivors* insur
ance, old-age assistance, aid to the needy blind, aid to
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dependent children, child-welfare services, services for 
crippled children, maternal and child-health services, re
training for disabled workers, and public health services.

The old-age and survivors* insurance program is the 
only one administered in its entirety by the federal govern
ment. The others are administered by the several states with, 
federal cooperation and financial assistance. The old-age 
and survivors1 insurance program is administered by the 
Social Security Board, composed of three members, with the 
cooperation of the United States Treasury. This board in 
addition is the federal agency set up to work with state 
agencies for employment security, old-age assistance, aid to 
the blind, and aid to dependent children. The function of 
the board in these four federal and state programs is to ap
prove the state plans and their administration and to certify 
to the Treasury the payment of the federal grants to the 
states.

The Children* s Bureau of the Department of Labor co
operates with the states in administering the services for 
child-welfare, crippled children, and the child-health service. 
The Office of Education is the federal agency for the service 
of retraining for disabled workers, and public health services 
are under the charge of the United States Public Health Service.^

^ What is Social Security? Social Security Board,
Federal Security Agency (Washington, D. C.: United States 
Government Printing Office, 1940), pp. 4-5.
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Old-age and survivors1 insurance. Under the present 
Act public service employees are excluded from old-age and 
survivors1 insurance coverage, but their inclusion is a 
matter of current discussion; therefore, it is appropriate 
to note the provisions of the Act.

The old-age and survivors1 insurance plan is designed 
to provide economic security for workers and their families 
when the wage earner stops work because of age, or if he dies 
The object is to enable workers and their families to avoid 
dependency upon governmental support. Annuities based upon 
the contributions, through special taxes, of employees and 
employers are created.

Retirement benefit payments are thus provided under 
provisions of the law for the employee, his wife, and his 
children. Survivors1 benefits are paid to children, to the 
widow, or to dependent parents who qualify under the provi
sions of the Act.

The tax levies and the benefit payments are made di
rectly by the federal government; therefore, this phase of 
the social security program requires no state legislation or 
admini s trat ion♦

Public employees not included. The reasoning back of . 
the adoption of the old-age insurance plan is similar to that 
which produced contributing retirement systems for public 
employees. Large numbers of elderly people are unable to
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effectively continue working. They are dropped from or cease 
their employment without any means of support other than a 
dependence upon their families or upon the government. The 
contributory plan of old-age insurance was advocated, there
fore, to make it possible for workers to provide for their 
old age and for the welfare of the dependent members of their 
families.

Why were public employees not included in the provi
sions of the Social Security Act? Apparently there was a 
feeling on the part of the members of the Senate Committee 
who studied the original proposal that a large proportion of 
public employees was protected by public pension plans and 
retirement systems. Also, the problem of federal and state 
relationships with possible difficulties in securing legisla
tion necessary to make the Act effective would have to be 
met. Administrative problems were likewise involved, and, 
as always in programs which may affect public employees, the 
political strength of public employee groups must have been 
considered. The proposed legislation was a new departure, and 
its provisions were not clearly understood by the rank and 
file of those who would be affected by it. The sponsors of 
the Act, therefore, for purposes of strategy, doubtless 
decided not to complicate the issue by the inclusion of 
public employees with the probabilities of strong opposition 
by them. After all, if the social insurance experiment worked,
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later amendments might be passed to cover those groups that 
had not been originally included.

Shall public employees be included? Since the incep
tion of the Act some officials of state and local governments 
have indicated a desire for the coverage of public employees 
under the old-age and survivors* insurance plans. On the 
other hand, the members of some public retirement systems 
have voiced opposition to any proposed extension of the plan 
to include public employees. The Social Security Board ap
parently favors the broadest possible extension of the cover
age of the old-age and survivors* insurance phases of the 
Act and is actively interested in effecting some method of 
coordination between the various public retirement plans and 
the general social security program to that end.2

Problems to be faced.3 In any consideration to extend

2 ** • . • There is a large area of public employees 
without any local protection at all. There is a problem of 
providing adequate protection for employees who shift between 
local service and federal service and private business. There 
is a loss to state and local employees of many millions of 
dollars in insurance value for survivors through the present 
excluded status of public employees. The correction of these 
situations through extension of the Social Security Act with 
the coordination of existing plans can but result in a consid
erable over-all improvement in the general welfare of the 
employees.** Quoted from a personal letter from an official of 
the Social Security Board’s Office.

3 Material for this discussion was largely taken from 
Summary of Proceedings. Informal Conference on Extension of 
Old-Age and Survivors* Insurance under the Federal Security 
Act to state and local employees, November 25, 1940, sponsored 
by Municipal Finance Officers Association, Chicago.
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the old-age and survivors* insurance phases of the Social 
Security Act to cover public employees a number of possible 
problems must be recognized* It is estimated that approxi
mately one and one-half million public employees are not 
included under the Social Security Act or in federal, state, 
or local retirement systems. These employees, as nearly as 
can be determined, make up about 60 per cent of the total 
number of public employees. It is felt, therefore, that the 
insurance protection provisions of the Act should be extended 
to them.

Another group of public employees are members of re
tirement systems that provide old-age benefits but do not 
provide benefits for the survivors of members. It is esti
mated that only 20 per cent of the public employees who are 
members of retirement systems have adequate survivorship 
protection. Survivors* benefits for widows, children, and 
parents in accordance with the provisions of the Act might 
well be extended to the 80 per cent of retirement system 
members not presently covered by such provisions in local 
systems*

A third group of public employees are members of 
retirement systems the financial soundness of which and, 
therefore, the adequacy of the protection promised to those 
employees, may be questioned. Here again, the employees 
might be in a safer situation with regard to retirement
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allowances under the Social Security Act.

Workers at present included in the Social Security 
System may transfer from one employment to another without 
loss of the old-age benefit accumulations credited to their 
accounts. This is not so with the public employee even 
though he be a member of a retirement system. In a few state
wide and local systems, employees may transfer from one juris
diction to another without loss of status in retirement and 
other credits. Generally, however, the member who changes 
his employment receives his contributions, plus interest, but 
loses the accumulated credits toward his retirement annuity 
and pension. The Social Security Act could provide a con
tinuity of protection for employees who transfer from one 
employment to another whether it be from public to private 
employment, or vice versa, if public employees were included 
in the system*

The constitutionality of legislation which would per
mit the levying of taxes by the federal government upon states 
and local governmental units for the purpose of collecting 
the employers* contributions to the system may be questioned. 
Only through a test case following the passage of the legis
lation could this fact be determined. The delay incident to 
such a test case could be detrimental to the interests of 
existing retirement systems. Other legislation by states 
and municipal units to legalize the payment of the necessary
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taxes and to adjust oontractural relations between governmental 
units might further delay and complicate the operation of the 
plan*

What would become of the accumulated reserves of 
retirement systems were all public employees included in the 
Social Security System? If the members of strong retirement 
systems v/ere exempted from the provisions of the legislation, 
what standards would be used to determine which systems were 
strong and which were not?

These problems are but a few of the many to be consid
ered and solved as adequately as is possible before public 
employees can be made eligible for the old-age and survivors* 
benefits of the Social Security Act.^

Probabilities for the future* It is impossible to 
know what proposals will result from present studies being 
made by the Social Security Board and other interested per
sons and groups. Three possible programs have been suggested, 
none of which, quite naturally, would receive the whole
hearted support of all of the groups that would be affected.

One proposal "would provide compulsory coverage for 
all state and municipal employees regardless of existing 
retirement systems*M Under this plan present retirement

4 See Appendix XI for objectives to be accomplished 
and proposed plans to extend federal insurance coverage to 
public employees*
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systems would doubtless be modified so as to supplement the 
federal plan to provide f,as much or more old-age protection 
as the systems now have.**''

In the second proposal only those public employees 
who are not members of a retirement system would be covered 
by the Social Security insurance provisions. Members of 
existing systems would be left out of consideration.

The third proposal would provide for those public em
ployees of states and other governmental units who through 
voluntary agreements with the social security system elected 
to accept coverage under existing provisions. Retirement 
systems already organized could, upon agreement, become sup
plementary to the federal system.1̂

Even the brief descriptions of the several proposals 
which have been given here are sufficient to indicate the 
nature of possible legal, administrative, financial, and 
political objections that might be raised.8

Conclusion. Regardless of the proposal that may be 
most acceptable for immediate future enactment, it appears to 
be evident that the Social Security program with its several

5 Ibid., p. A.

6 Ibid., p. P.

7 Ibid., p. F.
® See Appendix XI for more complete statements of the 

proposals.
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ramifications has become permanently established and that it 
will be added to as conditions warrant. It is very likely 
that future amendments to the Act will compel the inclusion 
of all public employees in the Social Security System, thus 
requiring modifications in existing retirement systems which 
may radically alter the entire scope of their administrative 
and managerial procedures. This problem is one, however, 
that can be met only in the future.

An extension of the Social Security System to cover 
public employees can be forestalled only through a reorganiza
tion of existing weak retirement systems to provide members 
with future benefits comparable in amount and safety with 
those of the federal plan. Also additional systems must be 
established to insure all public employees who are not at 
present members of any retirement plan, plus the development 
of reciprocal relations between governmental units to allow 
for the transfer of employees from one jurisdiction to another 
without loss of accumulated benefit credits.

II. PHASES OF RETIREMENT SYSTEM REVIEWED

Development of retirement systems. Pensions for public 
servants were among the first forms of social security. They 
were established through motives of gratitude to employees 
grown old in public-service, to compensate employees for low 
wages received in governmental jobs, or to encourage employees
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such as police and firemen whose work exposed them to physical 
hazards,

In the early systems the employees paid little or 
nothing toward their pensions. If contributions were made, 
the money usually was used to pay the pensions of those al
ready retired. No reserve funds were accumulated. Through 
the insistence of employee groups legislators from time to 
time increased the benefit allowances, and these in turn 
brought liabilities which frequently could not be met when 
the benefits were due to be paid.

Starting with the establishment in 1857 of the pension 
fund for policemen in New York City, there have been set up 
from time to time in the various states and their local sub
divisions pension funds and retirement systems for the benefit 
of individual groups. These systems have for the most part 
developed independently with no semblance of uniformity in 
legislation, amounts to be contributed, benefits to be given, 
or administrative procedures. The development has been defi
nitely haphazard with very little consideration given to 
long-term planning.

As a result there are in existence throughout the 
country, because of the action of various groups of public 
employees, a large number of independent retirement systems 
the financial safety of which may be seriously questioned.

Sources of revenue. The costs of benefits in some of
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the systems are borne entirely by the governmental unit. In 
a few systems the members provide all of the revenue through 
their contributions. Most of the systems are jointly con
tributory. In these the cost is divided between the employees 
and the governmental unit. There is, however, virtually no 
uniformity as to the proportion of funds contributed by the 
members and the government, or the percentage of contribution 
made by the employees.

Retirement provisions. The conditions of retirement 
are based on age, length of service, or both. The age require
ments vary from fifty to seventy years and the service require
ments vary from no requirement to thirty-five years. Certain 
systems have established a minimum retirement age following 
which members may retire and a maximum retirement age which 
compels retirement.

Benefits aliowed. The number and amounts of promised 
benefits differ widely. Some systems pay a flat sum as a 
retirement allowance regardless of salary. Others base the 
retirement allowance on salary, either the terminal salary 
or the average salary for a determined, number of years. 
Sometimes a maximum retirement allowance is set up. One or 
more of several other benefits may be provided, such as dis
ability, death, or withdrawal. With these also there are 
wide differences both in the amounts promised and in the
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methods by which the amotints are determined.

Types of systems. The bases upon which public retire
ment systems operate are of three general types. The cash 
disbursement plan, in which all benefits are paid from cur
rent revenue, is the least desirable and has been the reason 
for the financial distress of many systems. The partial 
reserve type provides for the accumulation of each employee's 
contributions in reserve funds looking to his retirement; the 
governmental unit does not make any contributions for the 
individual employee until he retires. The most effective 
systems operate on a full actuarial reserve basis in which 
the benefits bear an actuarial relation to the reserves that 
have been built up. The acceptance by the governmental unit 
of the accrued liability, the liability incurred through 
service -rendered by employees before the system was estab
lished, is a feature of the third type of system.

Legislation. Unfortunately the legislation that estab
lishes retirement systems has for the most part been poorly 
prepared. In most systems the laws have been enacted through 
the selfish efforts of groups of employees who gave little 
thought to other than their own immediate benefit. Frequent 
changes have often been made to expand the provisions of the 
system resulting in a hodgepodge of—ineffective pension 
legislation and placing large financial burdens on future
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generations of taxpayers. Inefficient and even dishonest 
administration has often resulted from a failure to include 
satisfactory control provisions in the law.

Administration and management. The majority of public 
retirement systems are poorly administered and managed. The 
smaller systems, especially, do not have access to the quality 
of administrative acumen so essential to the effective admin
istrative control of public organizations. The management 
of the systems often is lacking in adequate training and ex
perience, and the methods used are archaic. Adequate meas
ures of control to insure the safety of funds and investments 
have not been provided. Even though a retirement system is 
established in a most auspicious manner, the degree of success 
it attains will be dependent largely on its administration 
and management.

III. FACTORS OF A SOUND RETIREMENT SYSTEM

Sound retirement systems are possible. No longer is 
it appropriate to think in terms of gratuities, rewards, and 
motives of charity in setting up a retirement system for 
public employees. "The. primary reason for the expenditure 
of money by a government in the inauguration and maintenance 
of a system of retirement lies in the advancement of the 
true interests for which the government exists.”  ̂ The

9 Henry S. Pritchett, The Social Philosophy of Pensions 
(New York: Carnegie Foundation for the Advancement of Teaching, 
Bulletin No* 25, 1930), p. 8.
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essential reason, therefore, for providing retirement allow
ances for employees in the public service is to improve the 
efficiency of the personnel* If the public service is to be 
kept on a most effective basis, old and disabled employees 
must be retired*

Further, if the public service is to attract and re
tain suitable men and women, a reasonable promise of perma
nency of tenure is necessary, and the maintenance of a sound 
retirement system is a means to this end*

A public retirement system should, then, be established 
and developed as a part of a long-term personnel program*
The needs of the future should be considered as important as
those of the present. The interests of the public as the 
employer and the provider of funds as well as those of the 
employee should be reasonably safeguarded. The employee has 
a right to the guarantee that sufficient reserves will be 
accumulated with which to pay the benefit allowances promised 
him. The public should be protected against the careless or
dishonest dissipation of its share of retirement funds.

These objectives are not difficult of attainment if 
local prejudices and the selfishness of certain employee 
groups can be overcome.. Sufficient experience in the field 
of public retirement systems has been had to provide any

Herman Kehrli, Minneapolis Pension Systems 
(Minneapolis* Taxpayers Association, TST3ST^Introduction•
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governmental unit of effective size with material to insure 
the establishment or reorganization of a well-balanced and 
comprehensive system. An actuarial system set up on a full 
reserve basis, which includes provisions that will be all 
times keep revenues and disbursements in balance, and oper
ated in conformity with sound business practice with proper 
administrative controls to prevent discrimination or abuse 
in the handling of the affairs, can be maintained on a solvent 
basis with no need of future anxiety to the members or to 
the public.

The importance of proper legislation. This considera
tion of the factors of sound retirement system administration 
and management presupposes that the plan decided upon will 
be the actuarial reserve. The dangers of other plans have 
been so effectively illustrated by the financial difficulties 
experienced in so many systems that it hardly seems worth 
while to belabor the point.

Under the actuarial reserve plan, both the employee 
and the government bear a proper share of the obligation they 
assume. The costs of the promised benefits are known. The 
system can readily be maintained on a solvent basis if busi
nesslike methods are used. The costs of benefits are borne 
to a large extent by earned interest. The only valid argu
ments against the plan is that it is complicated and more 
expensive to operate.
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Once the plan has been decided upon, it is important 

that the enabling legislation be properly drawn. The piece
meal pension legislation which has been developed in many 
governmental units is in no way a credit to its proponents 
or to the public service. Adequate controls for administra
tion and management, provisions for periodic actuarial 
valuations and audits, restrictions as to the investment of 
funds, the requiring of fiduciary bonds from those who handle 
the funds are all important to the sound administration of 
public retirement systems.^

The financing provisions are of great importance. The 
several reserve funds which are to be maintained should be 
clearly described, and provisions should be made to insure 
the setting up of proper records and accounts*

The interest rate upon which annuities are computed 
has been guaranteed in many systems with the result that 
difficulties have been experienced during the recent period 
of low yields on securities. A flexible feature that will 
avoid this difficulty can be included by a provision that no 
specific interest return will be guaranteed, and that rates 
on which annuities are computed will be redetermined periodi
cally on the basis of the actual experience of the system.

William H* Sherman, A Suggested Retirement System 
for Employees of Small Municipalities in Minnesota (Minneapolis 
University of Minnesota", 1938} , p. 33.
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The amount of the employees’ contributions may be varied from 
time to time to maintain the stated annuity level , or rate 
increases may be avoided by a reduction in benefit allowances. 
Whichever plan is found mutually desirable and advantageous 
should be used.

The costs of operating a pension system can be increased 
or decreased materially depending upon the control that is 
exercised over the medical examinations which are given to 
determine eligibility for disability benefit allowances, and 
the follow-up examinations given to disability beneficiaries. 
Preferably a board of two or more independent practicing physi
cians should be provided for, and this board should be given 
authority to engage whatever additional specialized service 
appears necessary. The medical board’s report in writing, 
accompanied by pertinent exhibits, on each application, will 
form the basis upon which the administrative board’s decision 
will be made.

While in theory it may be politic for the legislation 
to give administrative boards broad powers of policy formu
lation, the experience of present systems would indicate that 
the legislative provisions should be definite and exact, 
leaving very few discretionary powers to the board.

12 For a brief description of all provisions to be 
included in the enabling legislation see Retirement Systems 
for Public Employees (Chicago: Municipal Finance Officers 
Association, 1938),p. 6.
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Administrative factors. The successful functioning of 
the New York State Retirement System without benefit of an 
administrative board may be the beginnings of a change in 
retirement system administration from the board to an indi
vidual. Both types of control have their advantages. How
ever, the American way for public service activities such as 
retirement systems still favors administration by a board.

Boards should be small enough to provide direct and 
quick action and large enough to properly represent all in
terests concerned. Administrative boards of three, five, or 
seven members should be adequate for retirement systems gen
erally. The bpard membership should be representative of 
the employing body and of the employees, preferably on an 
equal basis. There may be good reason to have the public 
represented by one or more lay members.

The chief finance officer of the governmental unit 
usually should be a member by virtue of his office. Other 
public officials may hold membership if their positions or 
their experience make them valuable to the body. The employee 
members of the board will usually be elected by their fellow 
members.

The terms of the several board members should overlap 
so as to insure continuity in policy and procedure. Terms 
should be sufficiently long to permit a new member to partic
ipate effectively, but not so long as to stifle the possibil
ities for progressive action.
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Political control has no proper place in public re

tirement systems, and the provisions for the election or the 
appointment of board members should as far as possible assure 
a nonpartisan membership.

The attitude which board members assume toward their 
duties and the ability they exercise in the performance of 
those duties will very largely determine the effectiveness 
and the success of a retirement system.

Management factors. The point cannot be emphasized 
too strongly that the functions of the administrative board 
should be primarily that of determining policies and adopting 
rules and regulations to further those policies. The actual 
management of the system should be given over to a secretary. 
There are a number of small systems in which the board members 
participate in managerial activities. Where a system is too 
small to engage even a part-time manager, it is too small to 
operate on an actuarial reserve basis.

The secretary should be appointed by the board and 
ought to have the highest managerial qualifications as well 
as an understanding appreciation of the objectives for which 
the system was established. If a staff is possible, the 
secretary should be permitted to engage those assistants who 
will efficiently transact the routine duties of the office as 
directed by the secretary.

The accounting and record-keeping activities may be
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carried on in the office. Actuarial supervision should 
generally be secured on the outside. Legal advice will 
usually be available through the office of the attorney for 
the governmental unit. It is preferable in carrying out the 
investment program that much dependence should be placed on 
the advice of a professional investment counselor, if, indeed, 
the entire investment program is not turned over to one.

Local retirement systems that operate under the super
vision of a control agency, such as a state department of 
insurance, or of finance, or of investments, are in a much 
stronger position administratively than those that do not.

It is essential to effective management that the board 
not interfere, other than for purposes of constructive advice 
and direction, with the secretary. He should be given a free 
hand commensurate with the responsibilities placed upon him.
If he cannot hold up his end, then a change is in order.

Finances and investments. The administrative and 
management problems and procedures of retirement systems have 
been discussed in much detail throughout this paper. The 
most that should be done in this summarization is to re
emphasize certain factors. This is especially important with 
regard to those of finance and investment.

One of the criticisms against the actuarial type of 
retirement systems is the danger in the accumulation of large 
reserve funds of an ineffective handling of those funds.
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Strong legal restrictions as to the investment of funds, 
provision for bonding those who handle the system’s money 
and accounts, and requirements for periodic audits and other 
control features will do much to offset the danger.

The public employee who contributes to a retirement 
system does so with the expectation that he is helping to 
protect himself and his family against the hazards of old 
age and, in some systems, of disability. Adequate safeguards 
should be established to protect his contributions.

The taxpayers contribute, often unknowingly, the 
public’s share to a retirement system to assure a more effi
cient public service. The taxpayers should be assured that 
their money is soundly administered for the best interests 
of the system.

The essential safeguards should be provided largely 
in the legislation, under which a system operates, as to 
restrictions, controls, and administrative personnel. Follow
ing this, adequate administrative techniques and management 
methods should be made effective.

Summary. The fundamental basis of any sound retirement 
system is security. Risks are inherent to a degree in any 
human endeavor, and the very nature of early public retirement 
systems made them particularly susceptible to careless admin
istration and possible exploitation. Usually established with 
great haste and pretty much on the basis of guesswork with
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little thought given to essential details, it is small 
wonder that there are in operation a large number of unsound 
and ineffective systems.

The risks in any retirement system may be negligible 
if a comparatively few principles and practices are followed. 
For years these have been preached by many who have been 
acutely concerned with the unsound status of public retire
ment systems. Failure of adherence to them by the majority 
of systems may be attributed to selfishness, near-sightedness, 
or inertia on the part of those most vitally interested.

From the information received during this survey, 
supplemented by material offered in the writings of authori
ties on the subject of retirement systems, a few conclusions 
may be suggested which are of particular importance to the 
administration and management of public retirement systems.

A retirement system is gin important factor in a public 
personnel program and therefore should be established or re
organized scientifically, and planned for the long-time 
future as well as for the present.

The system should be established or reorganized, if 
possible, on a joint-contributory actuarial reserve basis 
that will provide for the accumulation of reserves, based on 
actuarial calculations, from which retirement allowances and 
other benefits will be paid.

The enabling legislation should be carefully prepared.
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The provisions under which the system will operate should be 
complete in scope and precise in wording, leaving only limited 
discretionary powers to the administrative board.

The section of the legislation relating to the adminis
trative board should provide, as far as possible, for the 
highest type of member representation on a nonpartisan basis 
with overlapping terms of from three to five years; equal 
representation between government and employees, with the 
public represented where feasible; and a membership of from 
three to seven members.

Where possible the details of management should be 
entrusted to a secretary, either part time or full time. The 
specialized nature of actuarial retirement systems requires 
a secretary with high managerial qualifications. The secre
tary, under the supervision of the board, should be given 
considerable leeway in managerial activities.

Records of an actuarial and of an accounting nature 
should be established and maintained under proper supervision. 
Accurate and complete recorded data are imperative to the 
successful operation of the system. The bookkeeping and rec
ord keeping are appropriately duties of the manager or his 
staff.

Actuarial assistance will be needed to set up the 
retirement system. After the system has been established, 
the services of an actuary are still needed to determine
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from time to time the condition of the system and to readjust, 
if necessary, the benefits or the contributions in order to 
maintain the necessary balance between assets and liabilities. 
Because of the specialized nature of actuarial practices, this 
supervision should generally be procured outside the system.

The legal provisions should state the types of eligible 
securities and the maximum amount that may be invested in each. 
Expert opinion should be relied upon in determining the invest
ment policy and program. Periodic evaluations of the port
folio are of value.

Legal advice, if not available through the governmental 
unit, should be procured on the outside.

To insure the system against the probabilities of fraud 
in disability cases, a panel of practicing physicians should 
be available for proper medical and mental investigations.

Periodic checks by an actuary, by an outside investment 
expert, and by an auditor are necessary to determine the 
status of the system and are effective means of control on 
the management and the administrative body. These checks are 
made by central agencies in some states;

The affairs and operations of the system should con
tinually be kept before the public, the members, and govern
ment officials through reports, bulletins, and other media.
"To a peculiar degree retirement systems demand that public 
control that can only come from keeping the facts continually



www.manaraa.com

279
in the light.”13

These principles, with others that are essential to 
sound retirement systems but which are not specifically ap
plicable to administrative and management techniques, can 
be of value, if followed, in overcoming the weaknesses, 
abuses, and failures so frequently associated with public 
retirement systems.14

IV. CONCLUSIONS

From the information collected for this survey and 
the other material studied, it is obvious that there are al
together too many independent public retirement systems in 
existence in the United States. The large majority of them 
are relatively small systems operating under inadequate 
legislation with inefficient administration and management, 
and the true ^financial condition of which is unknown.

These are unpleasant facts to be faced by those who 
are interested in raising the standard of administration in 
public service activities. Likewise, the number of present 
retirement system members who may be unable to receive 
promised benefits in future years because of the probable

13 Lewis Meriam, Principles Governing the Retirement 
of Public Emploz/ees (New York: D. Appleton and Company, 1918), 
p. 371.

14 See Appendix XII for Principles of a Sound Retire
ment System as accepted by the National Education Association.
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bankruptcy of several funds should be a matter of concern•

There is, fortunately, a growing interest on the part 
of government officials and groups of taxpayers in the prob
lems that are confronting many retirement systems• While this 
interest doubtless is localized at the present time, it is 
possible that it could be crystallized to the point that would 
demand a thorough study of the public retirement system sit
uation from the point of view of state units, if not that of 
the entire United States.

It may be doubted that much can be accomplished toward 
the individual reorganization along sound lines of many of 
the present inadequate and virtually insolvent systems. The 
proper starting point in correcting the entire situation by 
setting up retirement systems that are adequate for the 
members and fair to the public would appear to be the estab
lishment of state systems. The experiences of states that 
have been successful in this regard are indicative of its 
possibilities*

Many systems should be absorbed by a state system, or
provided, through state agencies, with control and supervision

*

to insure their soundness and effectiveness. Uniformity in 
retirement system legislation, provisions, administrative 
procedures, and management practices could be developed to 
the advantage of local as well as state-wide systems.

Reciprocal relations between state retirement systems
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and/or local units which would make provision for the trans
fer, without loss of standing, of public employees from one 
jurisdiction to another would be valuable in furthering the 
development of public service employment.

The matter of setting forth standards for public re
tirement systems is not a difficult one* The difficulty 
arises when an attempt is made to draft a model system that 
would be applicable to the several sizes of governmental 
units and employee groups*

With effective standards in mind, public retirement 
systems should be established, or reorganized, to promote 
governmental efficiency, on the one hand, and to give consid
eration, on the other, to constructive social policy. Finally, 
in the words of an outstanding authority, an adequate retire
ment system

. . .  is one that fulfills the requirement of that 
branch of the public service to which it applies and 
is at the same time fair to the employees as a class, 
to the individual members, satisfactory to a public 
appreciative of the potential social utility of such 
a system, and financially sound.15

15 Meriam, o£. cit., p. 385.
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APPENDIX I

QUESTIONNAIRE' FOB THE STUDY OF PROBLEMS OF - ADMINISTRATION 
AND MANAGEMENT OF PUBLIC RETIREMENT SYSTEMS

Name of administrative unit .
. (City, State, County, School District)_____________________
Title of retirement system __________________________________
Year established _____ Type of employees included ___________

General Administration of the System
Title of administrative board or body _____  __
Number of members: ex officio _________  employee representatives
_______________  public representatives ___________ __
What is authority for appointment of ex officio members ______

Who elects or appoints public representatives _______ ________
Who elects or appoints employees1 representatives ____________
If board members are paid, how much _____ How often does board
meet ___________ Length of tern of members ______________ _____

in general what are the more important duties of the board ___

Is there a more effective method of administration than by a 
board _______________________________________ ___________ _

Financial Management of the Retirement System
Who authorizes the investment of funds
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Who supervises the investment of funds _______ ________
Who makes the fund disbursements ___________ _____
Who supervises the collection of members’ contributions

How are members’ contributions collected: pay roll deductions
  members’ remittances other (please specify)

If an audit is required by law, how often   If not required
by law, how often are accounts audited ____ ____________ _____

Who conducts audit: member of the staff ______ a public
official _____   a private firm   What is the cost ______

Management of the Retirement System
Title of manager of system ________  _
If a part-time position, what other position does he hold _____

Annual salary if full time __________ Annual salary charged to
system if part time _________ ________________________________

Classification and number of employees on manager’s staff:
assistant manager ______auditors _________ bookkeepers_______
stenographers _________  clerks    actuary
investment _________ ~ other (please specify) ______________

Operating cost of system last fiscal year _____________________
Who pays operating cost: gov’t agency ___________ employees

both
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Investment Program and Experience
Are investments restricted by law _ _ _ _ _  If so, to what in

general ___________   __     .
If not restriced, what are the principal types of investment

Amount of funds invested  ______  Boole value of investments

Current market value __________   Amount of assumed interest
 ____  Can board change amount of interest  _____________

Hate of interest earned last fiscal year _______ Average rate
of interest earned last five years ________  or, average rate
earned since system was started _____ How often are funds
made available for investment _______ ___________________ __

Who advises on investment of funds: the board __________ the
manager  a member of the staff professional invest
ment counselor   If latter, what is annual cost  
Does system subscrive to investment services
What is annual cost .  .__________

Is the system under the supervision of the state insurance 
board  ____________

Actuarial Advice and Experience
Is the system on an actuarial reserve basis _________If actuarial

examination is required by law, how often ._______________
If not so required, how often does actuary examine ____________
Does the manager or staff members have actuarial experience ___
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Operation Statistics
How many employees are participating in the system _ -

Is participation compulsory or optional ________ _ _ _
How many received benefits last fiscal year __________________
How much paid in benefits last fiscal year _________________

Total amount of income last fiscal year ____________  from
general fund __________  from special levy ____________ from
members _______________  from interest   from sale
or maturity of securities ____________    from other
sources (please specify) ___________________ ■ __________

Relation With Public and With Members
Is an annual report of operation available to the public _____

to members ________  Are any significant procedures used to
inform the public and the members as to the operation and 
status of the system (please specify) _____    -

General Information and Remarks
In case of application by employee for disability retirement, 

is a panel of physicians retained for physical examination

How many physicians examine each such applicant ______
What fees are paid to these physicians ______ _

Are the present benefits too generous, and, if so, why
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Should the present system by modified, and, if so, how ______

What qualifications of training are most essential in the 
manager: (Please indicate order of importance from 1 to 5; 
one being most important and five being least important) ace
counting _____ investment   actuarial   personnel
and office management -____ ___ general administration______

Remarks and.recommendations

Data reported is for the fiscal year ending
Date of this report _______________________
Name, title,and address of person reporting
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APPENDIX II

STATEMENTS PROM RETIREMENT SYSTEM MANAGERS

I. The three Plans are grossly insolvent, and have 
been almost from the inception of the plans. As a matter 
of fact, both of these Plans were very largely political set
ups, the same as is to be found in so many cities, with en
tirely too early retirement privileges, as well as too liberal 
pension allowances. As a matter of fact, both of these funds 
started off with the employee contributing but 1 per cent of 
his salary, and under the scale of benefits provided, it was 
necessary to be about 25 per cent or 30 per cent in order to 
make the Plan actuarially solvent. At the present time the 
(A) fund has assets of approximately $121,429, with actuarial 
liabilities of probably two million dollars or more. The (B) 
plan has no assets whatever, with present actuarial liabili
ties of approximately the same amount as the (A) Plan. In 
the case of the (B) Plan, the City has a general obligation 
under the law to service the Plan. That is not true with the 
(A) Plan, nor with the general group, or third Plan. At the 
present time the general group, or third Plan, has assets of 
approximately $182,718.76, with acturial liabilities of sev
eral hundred thousands, but nothing so serious as in the case 
of the Fire and Police. As a matter of fact, the general 
group, or third Plan, under the law, will, in time, work 
itself out so as to put it on a sound basis.

A year ago those of us who were interested in getting 
a sane and solvent retirement plan developed what we then 
believed to be as good a pension plan as was to be found any
where. We presented it to the Legislature with the result 
that the politicians and selfish City employees beat us to 
the draw and we got nowhere.

II. We are practically in forced liquidation. In 1923 
we had assets of $100,000 and in 1933 they were $512,000. 
During those years the men to go on pension numbered about 
ten and deaths of old pensioners were about five, so that the 
increase was about five a year--this was taken up by new 
members.. Our pension payroll in 1933 amounted to about $4,300 
a month. Soon after the newly elected Mayor came into office 
he forced sixty-five of the older employees on pensions, 
thereby increasing our monthly pension roll to over $11,000. 
The Fund has been meeting this increase ever since by SELLING 
OUR ASSETS— mostly mortgages— and today our assets are about
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#110,000, including property about #55,000 which we had to 
take over. Our monthly receipts are now about #6,000 leaving 
a monthly deficit in the pension payroll of about #6,000.
When the #110,000 of assets is entirely liquidated the City 
under the law has to meet the deficit.

III. We cannot be of much help to you except to hope 
that you will profit by our mistakes. Our system was organized 
without any thought as to what might happen in the future. The 
contributions of the members was 1 per cent until 1927 when it 
became 2 per cent. The City contributed BgS on each #100 valua
tion. The authorities who were formerly in charge admit the 
inadequacy of the Fund was realized in 1921 but they did 
nothing about it. The City Charter does not give the council 
authority to vote any additional funds. We are going to ask 
the people to vote for payment of a pension out of the general 
fund to the present beneficiaries. Then we are going to set 
up an aetuarially sound system for our present men in service.

IV. Under this system the members contribute only 1 per 
cent of their salaries and the City pays the rest. Benefits 
consist of disability retirement at any time for injury in
curred in line of duty or, after five years of service, for 
ordinary disability not incurred in line of duty, and for 
voluntary retirement after twenty-two years service and age 
fifty, pension in all cases being one-half of last month1s 
salary received, paid monthly for life, with pension to widow 
of #30 per month and to each child under sixteen years of 
age #8.00.

The experience of this old pension fund showed an 
annual expense for fire pensions of about #30,000 in 1922 
which had increased to about #60,000 in 1932, with every in
dication that it would again double during the next ten 
years.

V. This commission is operated by state law, and not 
on an actuarial basis, and you will note that we are going in 
the red every year. The City is compelled by state law to 
make up the deficit.

VI. The experience of . . .  in providing pension 
benefits for its public employees is similar to that of many 
other large cities. Policemen and firemen pioneered in the 
organization of voluntary associations to provide pensions
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for their own members. The very nature of the work of the two 
groups of employees made inevitable their early interest in 
retirement and disability allowances. At first the benefits 
offered were quite limited. Membership in the association was 
voluntary and involved only a small employee contribution.
The public contribution was negligible and little public in
terest was recognized in the control of the association.

As members became eligible for benefits the inadequacy 
of the existing funds became apparent. The cost of even the 
limited benefits had greatly been underestimated. Another 
organization was then formed, membership was made compulsory 
and the contributions of both employees and public were in
creased. Benefits were expanded. But neither contributions 
or benefits or required retirements were placed on an orderly 
basis.

From the financial standpoint the retirement system 
has been unsound since inception. It has largely ignored its 
liabilities until actual payments have become due. It has 
disregarded actuarial principles.

Proposals have been made for solving the financial un
soundness. Most of them have come from the members and have 
been in the nature of demands for greater public contributions, 
and there has been a steady resistance to the application of 
actuarial principles.
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APPENDIX III

RETIREMENT SYSTEMS AND PENSION FUNDS 
ACCORDING TO THE TYPE OF MEMBERS, AGE OF THE SYSTEM, 
NUMBER OF MEMBERS, COMPOSITION OF THE ADMINISTRATIVE 
BOARD, AND THE TERM OF OFFICE OF THE BOARD MEMBERS.

1. The first column shows the type of system. The abbrevia
tions are: police, P; firemen, F; teachers, T; police 
and firemen, PF; general employees, G; all employees, A.

2. The second column shows the age of the system according 
to years as of June, 1940.

3. The third column shows the number of members of the 
system.

4. The fourth column shows the number of ex officio board 
members.

5. The fifth column shows the number of employee board 
members.

6. The sixth column shows the number of public board members.
7. The seventh column shows the total number of board 

members.
8. The eighth column shows the term of office in years.
9. The systems are classified according to population groups.

10. The letters following the number of board members in
columns four, five, and six indicate the method of appoint
ment or election to the administrative board:

(m) appointed by mayor 
(g) appointed by governor
(b) elected by other board members
(e) elected by board of education
(c) elected by contributing members of system
(s) , elected by legislative body of government
(v) elected by voters of government unit.

Ex-officio membership Is provided for by the legislation 
unless otherwise noted.

Employee members are elected by their fellow employees 
unless otherwise noted.
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rype Age
Members „in tbe Boara members
system Ex~officio Employee Public Total Ten

G 14
Cities of 

11,000
over 50C 
1

>,000 population 
2 2m 5 4

PF 39 2,042 3 0 0 3 4
A 17 13,912 1 lb lm 3 3
T 44 13,292 le 6 2e 9 3
G 18 15,000 2 3 0 5 3
P 18 6,700 1 3 3m 7 3
P 60 1,354 2b 2 2s 6 1
T 45 7,500 3 3 2e 8 3
G "3 13,770 3 5 lm 9 6
P 22 3,652 5 0 0 5 7
F 7 1,695 5 0 0 5 7
G Z 12,000 1 1 Is 3 3
G 3 5,840 0 2 3m 5 5
PF zz 4,350 0 0 5ni 5 5
P 6 760 4 1 0 5 2
T 3 13,584 1 9 3e 13 3
T 7 2,611 1 4 4b 9 2
G 2 1,150 1 3 3s 7 3
F ? 794 1 3 lm 5 3
T 23 38,448 2 3 2m 7 3
G 25 8,500 3 0 2s 5 1
P 53 4,400 • 7 7 7 1
G 25 2,428 3 2 0 5 4
A- 18 12,500 2 3 2m 7 5

P 16
Cities of 200 

450
,000 to 
2

500,000 population 
3 0 5 3

F 7 330 2 3 0 5 3
G 7 2,400 3 0 0 3 3
T 30 1,963 1 5 3e 9 6
A 9 4,600 4 3 0 7 6
G 20 4,750 3 2 0 5 2
T 31 3,888 4 5 0 9 2
T 31 1,131 • 7 7 7 7
T 28 1,494 3 9 0 12 3
A 15 3,817 3 0 2s 5 4
F 58 400 0 40 0 40 1
P 37 7 3 5b 0 8 5
PF 21 451 5 0 2m 7 7
P 31 540 4 3 0 7 2
F
F

50 186 2b 2 2s 6 1
7 7 2 2 2b 6 1

P 35 495 3 5 0 8 5
A 25 7 2 3 0 5 3
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5
2
3
5
?
5
2
3
6
4
2
4
3
3
4
2
3
0

4
6
3
3
3
3
2
Z
3
1
5
4
3
3
4
2
2
2

Age
Members 
in the 
system

Board members 
Ex^officio Employee Public Total
State-wide Systems

3 9,000 4 0 3c
23 9,600 3 2 0
4 14,401 4 3 0

13 6,000 * 3 2 0
26 20,817 1 1 lb
25 28,000. 1 0 5g
3 5,000 3 0 2e
21 29,000 2g 3 lg19 48,311 3 3 lg
21 81,000 2 3 2gb
3 4,616 2 3 2g21 540 3 2 0
2 14,000 2 3e 0
18 35,000 1 lg 3g1 17,000 3 3 lc
2 329 3 2 0
8 30,882 3 3 2g
3 349 3s 2 0
9 5,668 3 6 0

11 11,600 3 4 0
6 60,000 0 4 3?

18 9,592 1 4 2g
19 89,520 

Cities 100
0

,000 to
0 0 

200,000 population
6 38 3 2 2m
4 900 2 4 lb
30 810 1 5 3e
37 114 3 5 0
3 475 1 1 lm
1 800 2ms 2 3b
3 1,980 5 0 0
1 ? 2 3 2s
1 1,000 • ? ?

14 161 1 4 4mc
13 900 2 4 2s
33 119 3 5 0
3 943 1 1 lm

29 ? 4 3 0
16 1,148 1 1 lb
5 177 3m 6 0

33 586 6 0 0
26 228 3m 2 0 e
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Members „ ^in the Board members

Type Age system Ex^officio Employee Public Total Term 
Cities 100,000 to 200,000 population (continued)

p 32 125 1 2 2m 5 2
p 2 160 2 2 0 4 1
G 7 1,060 1 6 0 7 * 2
G 3 450 1 1 Is 3 ?
P 17 250 ? 9• ? 7 •
F 25 275 1 1 Is 3 ?

Cities of 30,000 to 100,000 population
A 1 168 3 Is Is 5 2.
PF 20 200 2 2 lb. 5' 1
PF 3 115 2 2 lb 6 7
A 3 261 1 1 lm 3 3
A 6 318 Is Is Is 3 3
A 8 183 1 lm lm 3 3
T 10 333 0 0 7v 7 3
PF 25 250 2 2 lb 5 4
A 9 256 Is 1 lm 3 3
PF 2 163 5 0 0 5 2
A 3 403 1 1 lm 3 3
PF 19 7 2 2 lb 5 2
PF 20 182 2 2 lb 5 2
P 20 58 2 2 2b 6 1ip 25 7 3 6 0 9 4
PF 20 7 2 4 0 6 1
T 26 397 5 5 0 10 7
F ? ? 2 3 0 5 3
A •>• • 1 Is Is 3 3
PF 5 210 Is 2 2s 5 4
PF 19 117 2 2 lb 5 2
P 3 89 4 3 0 7 1
PP 23 110 3 1 0 4 2
F 32 63 4 3 0 7 1
PF 30 83 1 1 2m 4 2
A 5 975 3 2 2s 7 4
PF 26 176 2 0 lb 3 ?
G 3 250 1 i lm 3 3
G 3 134 1 i lm 3 3
pf 20 150 2 2 lm 5 2
G 5 379 1 lm lm 3 3
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?
3
3
3
3
1
2
3
3
3
2
7
?
3

¥em?®rs Board membersm  the
Age system Ex-officio Employee Public Total 

Cities of 10,000 to 30,000 population
13 98 0 0. 0
3 124 1 1 Is
-3 74 1 1 Is
3 79 1 1 Is
3 146 Is 1 lm
36 78 2 3 4e
8 ? 3 2 0
3 128 Is 1 lm
3 161 1 1 lm
3 201 0 1 2s
7 195 1 2 4s
Z 180 1 4m 3m
3 125 3 2 0
3 183 1 1 Is

CO 
CO 

CO 
CQ OlO 

co 
to 

co 
c* oo to 
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APPENDIX IV

RETIREMENT BOARD FUNCTIONS AND RESPONSIBILITIES*

a* To receive and expend any monies contributed by employees 
or appropriated by the State, or the Board of Control, as 
provided in the Act.

b. To invest and re-invest the pension fund in investments 
legal for the funds of life insurance companies.

c. To determine, subject to judicial review, the eligibility 
of employees and the rights of any individual coming 
under the Act.

d. To hire and dismiss any employees necessary for the 
proper administration of the Act, and to engage expert 
actuarial auditing and medical advice whenever in the 
judgment of the pension board it is necessary.

e. To maintain adequate actuarial and accounting practices 
and appropriate accounts and funds including;
(1) Accounts and funds showing the contributions of

each employee and their accumulation with interest.
(E) Separate accounts and funds showing the contributions 

by the State and their accumulations with interest.
(3) Separate accounts and funds showing the several 

accrued and accruing liabilities of the State 
under the Act, including its accrued liability
on account of service rendered prior to the effec
tive date of this Act by employees who shall par
ticipate in the pension system.

(4) An account of its liabilities accruing in connection 
with the service rendered after the effective date 
of this Act by employees who shall participate in 
the pension system.

*State of Connecticut Public Dooument No. 88, Report 
of Commission appointed tostudy Pension Systems in the State 
of Connecticut, 1937, p. 10.
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APPEM)IX V

Board of Trustees ■
Contributory Retirement 
Board

Board of Directors
Pension Commission
Pension Committee
Pension Fund Board
Board of Retirement 

Commissioners
Annuity and Investment 

Board
Trustees of Pension Fund
Civil Service and Pension 
Board

Board of Control
Pension Trustees

Retirement Board 
Pension Board 
Board of Retirement

i
Board of Administration
Board of Pensions
Pension Fund Commission
Retirement Fund Board .
Board of Pension 
Commi s s i oner s

Annuity and Pension Board
Trustees of Relief Fund
Relief Fund
Personnel Advisory Board 
Retirement System Board

TITLES OF ADMINISTRATIVE BOARDS

34

7 
5 
4 
3

Z

Hote: Figures following each title indicates the 
number of retirement systems using that title.
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APPENDIX VI

LEGISLATIVE PROVISIONS FOR ADMINISTRATIVE BODIES

Excerpts from the enabling legislation of three retire
ment systems are given here as examples of the manner in which 
administrative bodies are provided.

The general administration and management of the 
retirement system, and. the responsibility' for its proper 
operation and for making effective the provisions of 
this Act are hereby vested in a Board of Trustees, which 
shall be known as the Board of Trustees of the Teachers* 
Retirement System of the State of Kentucky. The members 
of the Board of Trustees shall be the Superintendent 
of Public Instruction, the Attorney-General, and the State 
Treasurer, ex-officio, and four other members of the 
retirement system, hereinafter known as teacher members, 
and one of whom shall be a person who is not a member 
of the teaching profession, hereinafter known as the 
lay member, provided that the first Board of Trustees 
elected after the enactment of this Act shall consist 
of the above named ex-officio members; and four other 
members, three of whom shall be teachers as defined in 
this Act, and one of whom shall be a person who is not 
a member of the teaching profession.

State Teachers Retirement System,
Kentucky

The Board of Trustees of the Policemen’s Pension Fund 
shall consist of six (6) members, who shall be chosen in 
the following manner; Two members shall be chosen by the 
City Council from its own members. Two members shall be 
elected by the members of the Police Department. Two 
other members shall be residents of the City of Lima,
Ohio, and not members of the City Council or the Police 
Department, one of whom shall be chosen by the two members 
chosen by the City Council, and one shall be chosen by 
the two members elected by the Police Department. In the 
event of a tie vote on any matter whatsoever, the six (6) 
members so chosen shall choose a seventh member whose 
vote shall decide the question.

Police’s Pension Fund, Lima, Ohio
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This board shall be known as the Trustees of the 

Police Relief Fund, and shall be composed of two members 
elected by Council, two members elected by the Police 
Department, and two members chosen, one by the two 
members elected by Council, and one by the two members 
elected by the Police Department.

Police Relief Fund, Toledo, Ohio
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ESSENTIAL RECORDS FOR ACTUARIAL RETIREMENT SYSTEMS 
(Suggested in Retirement Systems for Public 
Employees, published by Municipal Finance 

Officers Association, 1938, p. Q)
Fundamental records necessary to set up and operate a 

retirement system are discussed below. The Enrollment Blank 
is prepared by the employee in triplicate before becoming a 
member of the system. The member’s beneficiary is designed 
on the reverse side. The triplicate copy is retained by the 
employee and the first two copies are turned in to the 
Retirement Board.. As soon as an employee is enrolled as a 
member, he should be entered on the Active Service Register. 
When a member leaves the service, an entry should be made on 
the Withdrawal Register. ?/hen a member retires, an entry 
should be made on the Retirement Register, and when an allow
ance is discontinued, an entry should be made on the Termina
tion Register. Each register shows the "date,” "name," and 
"number.” Entries are numbered consecutively so that a number 
automatically is assigned to each entry. The last number in 
the Withdrawal Register, subtracted from the last number in 
the Active Service Register, gives the number of active mem
bers to be accounted for. Other combinations of register 
numbers furnish control figures as to entrances and exits 
during any period for which data is required for actuarial 
or accounting purposes. An Alphabetical Index Card showing 
the name, address, and various register numbers assigned should 
be maintained for every member as a convenient cross-reference. 
Where a system includes a large number of members, visible 
fil^s can be used economically for this purpose.

An Active Service History Record should be prepared for 
each member. This record is placed in a loose-leaf file by 
active register number. Salary deductions for a member’s con
tributions can be accumulated on an Annuity Savings Card and 
posted at the end of each year from the latter to the reverse 
side of the Active Service History Record. The number entered 
on the Annuity Savings Card is the active register number. To 
facilitate entries for salary deductions, the cards should be 
filed alphabetically within a departmental grouping or in any 
other order in which payroll transcripts are received. A 
municipality with a large number of participants can save time 
and effort and assure greater accuracy by posting members’ 
contributions by machine. .

A Retired Member History Record should be prepared for 
each member who retires. This record is placed in a loose-leaf
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file by retirement register number. Many systems require that 
the secretary send a report to the actuary concerning each 
person to be retired and that the actuary certify the amount 
of reserve to be transferred from the various funds. At the 
end of each year the amount of retirement allowance paid dur
ing that year is posted to the reverse side of the Retired 
Member History Reeord.

To keep costs from becoming excessive, every precaution 
should be taken to prevent fraud. Retirement allowances are 
based on life expectancy. To prevent payments after a bene
ficiary’s death, the procedure described below can be used. 
When a retirement or other benefit is first granted, the 
beneficiary should be required to sign a Signature Card in the 
presence of an official who can identify the person. . The 
Gards are filed alphabetically. When the first monthly check 
is mailed to the beneficiary, a Voucher should be enclosed in 
the same envelope. For example, when the October check is 
mailed the November Voucher is enclosed. One month later, 
and not earlier, the voucher must be signed, witnessed and 
returned. The signature on the voucher then is compared with 
the Signature Card and the November check mailed with the 
December Voucher. Instead of the form illustrated, some 
municipalities use a postcard which is mailed with the check 
to be signed and returned monthly by the beneficiary. An 
additional precaution is to compare the check endorsement 
with the Signature Card.
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APPENDIX VIII

EXAMPLES OF LEGAL PROVISIONS FOR THE 
INVESTMENT OF THE FUNDS OF RETIREMENT SYSTEMS

"The moneys of the pension fund shall he invested by 
the Treasurer and Controller when and in the manner authorized 
by the Board of Pensions." Article 9, Section I, Rules and 
Regulations of the Pension Fund, Philadelphia, Pennsylvania".

* the Board of Trustees is empowered to invest 
such excess funds in United States, Georgia, or municipal 
bonds; but not otherwise." Article 4, Section 2, of the 
Firemens* Pension Act,. Atlanta, Georgia.

"The Board of Trustees . . . shall have full power to 
invest and reinvest such funds in bonds, secured by the faith 
and credit of the United States, or in coin or treasury notes 
of the United States, or in interest-paying or dividend-paying 
bonds or stocks secured by the faith and credit of this State 
or of any other state of the Union, or of Baltimore City, or 
of any of the several counties of this State, having legal 
authority to issue the same, and not in default; . . . "  
Ordinance 390 (1932-1933) applying to Employees* Retirement 
System, Baltimore, Maryland.

"The Board of Trustees . . . shall have full power to 
invest and reinvest such funds subject to all terms, conditions, 
limitations, and restrictions imposed by the law of Michigan 
upon life insurance companies in the making and disposing of 
their investments, except that notes, bonds, or obligations 
of the City of Detroit shall not be subject to said restric
tions or limitations. The Board of Trustees shall have the 
power to purchase notes, bonds, or obligations of the City of 
Detroit before or after same are offered to the public and 
with or without advertising for bids." City Charter, Chapter 
VI, Title IX, Article VIII, Section 1, applying to Retirement 
System, Detroit, Michigan. ' ' .

" . . .  Investments shall be made only in securities in 
which the trustees of a savings bank may invest the moneys 
deposited therein as provided by law." Section 1107, Education 
Law, state Teachers* Retirement Fund, New York.
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”. . .  The funds of the Association shall he invested 

only in:
1. Bonds of the United States Government.
2. Bonds which are guaranteed as to principal and inter

est by the United States Government.
3. Bonds issued under the 'Federal Farm Loan Act.'
4. Bonds of the State of Minnesota, or bonds which are

the direct obligation of any county, school district, 
or other municipality in said State.

5. Bonds which are the direct obligation of any State of 
the United States other than the State of Minnesota, 
provided, however, that the total investments of the 
Association at any one time in bonds of any one state 
other than the State Minnesota shall never exceed 
$25,000 par value.

6. Bonds which are the direct obligation of any county, 
school district, or other municipality in any State
of the United States other than the State of Minnesota, 
provided, however, that the total investments of the 
Association at any one time in such bonds of any one 
county, school district, or other municipality of any 
other state than the State of Minnesota shall never 
exceed $10,000 par value.

7. ?\Tarrants issued by the Board of Education of the City 
of Duluth.

8. Securities other than those above described which con
stitute legal investments for saving banks in any 
three of the States of Connecticut, Massachusetts, 
Minnesota, Hew York, and Pennsylvania; provided, how
ever, that the total investments of the Association
at any one time in any one such security shall never 
exceed $5,000 par value; and provided further that 
the total amount of all such investments shall never 
exceed 10% of the total assets of the Association.

9. First mortgage loans upon improved business or resi
dence property in the City of Duluth, Minnesota, where 
the amount of any such first mortgage loan does not 
exceed 40% of the appraised value of the mortgaged 
property . . . ” Article VI, Articles of Incorporation,

Teachers* Retirement Fund, Duluth, Minnesota.
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APPENDIX IX

STATEMENT OF SECRETARIAL DUTIES*

"In addition to tlie officers provided for in the 
Articles of Incorporation, there shall be appointed by the 
Board of Trustees an executive secretary not a member of 
the Board of Trustees whose duties shall be as follows:
Such executive secretary shall keep full and accurate account 
of the business transactions of this Association; shall keep 
an account with each member of the Association; shall attend 
to the collection of all income, including members’ deposits 
and city deposits and the depositing of the same with the 
treasurer; shall prepare all warrants for the payment of any 
money and countersign the same, and shall have entire charge, 
under the supervision of the other officers of the Associa
tion, of the books of account and the collection and disburse
ment of the funds of this Association; shall act as assistant 
to the secretary in writing up the records of the meetings, 
in sending out any notices that may be required to be sent 
out by the secretary . . . **

* Article VI of the By-Laws *-Minneapolis Teachers’
Retirement Fund Association, Minneapolis, Minnesota.
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APPENDIX X

PROVISIONS FOR MEDICAL EXAMINATIONS

"By acceptance of membership in and the payment of 
contributions to the Retirement Plan, each member, in the 
event of actual or alleged disability or sickness upon which 
claim for benefits may be made at any time, agrees to submit, 
at all reasonable times and places during the continuation 
of said disability or sickness, to physical examination by 
one or more physicians or surgeons designated by the Board, 
and authorizes all attending physicians, surgeons, and hos
pitals to exhibit all of their records and histories pertain
ing to any disability or sickness upon which claim is or may 
be based or to furnish copies thereof to the Board on demand, 
all such examinations to be at the expense of the Disability 
Fund. Said examinations and records shall be secured when
ever necessary in the normal conduct of business by and the 
proper administration of claims against the Disability Fund. 
Such an examination shall be made immediately preceding the 
allowance of any claim for permanent total disability benefits . 
whenever in its judgment such re-examination is advisable or 
necessary. Reports in writing in the form determined by the 
Board shall be made by attending physicians and surgeons when 
and as ordered by the Board." Section V, page 30, Water and 
Power Employees* Retirement, Disability, and Death Benefit 
Insurance Plan, Los Angeles, California.
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APPENDIX' XI

OBJECTIVES OF, AND PROPOSALS FOR, THE EXTENSION OF 
FEDERAL INSURANCE COVERAGE TO STATE AND MUNICIPAL EMPLOYEES

Objectives
I. To provide continuity of protection for those em

ployees who transfer from one employment to another during 
their working lifetime. Transfers may be from one municipal 
employment to another, or from municipal employment to a 
covered occupation, or vice versa, such protection should be 
distinguished from a cash return of contributions under any 
retirement system.

II. To provide at least a "floor of protection” for 
approximately one and a half million State and municipal 
employees who are not now covered by any retirement or in
surance system.

III. To provide monthly benefit survivors protection 
for 80 per cent of those who are members of a retirement sys
tem. Only about £0 per cent are now members of systems which 
have adequate survivorship protection.

IV. To avoid any reduction in existing protection, 
such as old age benefits or disability benefits, as provided 
by existing systems. This assumes that existing benefits are 
on a reasonable scale and soundly financed. Otherwise some 
modification in existing benefits is to be expected.

V. To prevent unnecessary duplication of protection
in two or more systems and to close up the gaps between systems 
so that there will be no individuals without some adequate 
protection.

To meet these objectives the following major plans have 
been proposed.

A. Wagner Bill. This would provide compulsory cover
age for all state and municipal employees regardless of 
existing retirement systems. With such coverage, existing 
plans should be so modified that they would continue as sup
plemental retirement systems, in general, providing in con
junction with the Federal insurance coverage as much or more 
old age protection as the systems now have. It also contem
plates the formation of the additional supplementary systems. 
This plan would accomplish the first three major objectives.
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B. Wagner Bill as amended. This would provide com

pulsory coverage for all State and municipal employees who 
are not now members of an existing system. It contemplates 
no possibility of supplementing the Federal system with 
special public systems. This plan would accomplish only the 
second major objective.

C. Voluntary compacts. This plan would extend 
coverage by voluntary agreements between the Federal insurance 
systems and states or minor political units. It would provide 
coverage only for such limited groups as defined by the vol
untary election of individual States or minor political units. 
It contemplates the possible coverage of members of existing 
systems and the revision of these systems to make them sup
plementary to the Federal insurance program. It also con
templates the possibility of the formation of new supplemen
tary retirement systems. This plan would accomplish the first 
three major objectives only to the limited extent that the 
State or other units elected to enter the Federal system.4'

* Summary of Proceedings, Informal Conference on 
Extension of Old Age and Survivors Insurance under the Federal 
Social Security Act to State and Local Employees, Washington,
D.C., November £5, 1940. Sponsored by Municipal Finance 
Officers Association.
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APPENDIX ZII

PRINCIPLES OF A SOUND RETIREMENT SYSTEM
(Developed by Committee on Retirement Allowances 

of the National Education Association)

(1) Membership should be compulsory for teachers 
entering the service after the enactment of the retirement * 
law; optional for teachers already in service.

(2) Retirement ages and rules should be defined and 
administered so as to retain teachers during efficient 
service and provide their retirement when old age or disa
bility makes satisfactory service no longer possible. The 
retirement allowance should be sufficient to enable the re
tiring teacher to live in reasonable comfort, thereby re
moving the temptation to remain in the classroom beyond
the period of efficient service.

(3) The sums deposited by teachers and by the public 
during the period of service should be approximately equal.

(4) The deposit by the teacher and the payment by 
the public should be stated by the organic act creating a 
retirement system subject to adjustment in accordance with 
future actuarial investigation.

(5) Deposits to the account of eaeh teacher should 
be made by the teacher and by the state regularly and con
currently during the period of service.

(6) The retirement board should open an account with 
each individual teacher. Sums deposited in that account
by the teacher should be held in trust for that teacher.

(7) An adequate and actuarially sound reserve fund 
should be created so that the teacher may be guaranteed that 
the necessary money to pay the benefits promised is actually 
on hand at the time of retirement.

(8) Periodic investigations by actuaries should be 
made of every retirement system to insure its financial 
soundness.

(9) A retirement allowance should be provided for 
disabled teachers after a reasonable period of service.



www.manaraa.com

517
(10) Teachers leaving the service before the regular 

retirement age should retain rights to all moneys accumulated 
in their accounts (their deposits). Teachers* deposits 
should be returnable upon withdrawal from teaching service, 
or death prior to retirement.

(i d  The teacher should have the opportunity to 
elect the manner in which he will receive the benefits repre
sented by the accumulated value of his deposits and the 
state’s payments.

(12) Upon the adoption of a retirement plan, teachers' 
should be given credit for their service prior to the 
establishment of the system. ' Funds for this purpose should 
be provided by the public.

(15) The public should guarantee active teachers 
all the benefits which they had a reasonable right to expect 
under the old system. It should guarantee teachers retired 
under a previous system the allowance promised at the time 
of their retirement.

(14) Provisions should be made for cooperative or 
reciprocal relations between the retirement systems of the 
different states.

(15) The board in charge of the administration of 
the retirement system should represent both the public and 
the teachers.

i (16) The make-up of the retirement board should be
so prescribed as to assure a high type of representatives for 
both the public and the teachers.*

* National Education Association, Research Bulletin 
No. 8, November, 1930, p. 225.


