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PREFACE

The following study was conducted under the authority of House
Joint Resolution 104 which was approved by the 1994 Session of the
General Assembly.

The study was conducted by a task force consisting of
representatives from the Association of Municipal Retirement
Systems of Virginia and the staff of the Virginia Retirement System
(VRS) . Information in the DEFINITIONS section of this report
borrows from and freely quotes a 1989 study by the Government
Finance Officers Association (GFOA) and the National Association of
State Retirement Administrators (NASRA) titled, Pension Portability
and Preservation for State and Local Governments.

The task force acknowledges the cooperation received from the 11
municipal public retirement plans of Virginia in responding to the
survey conducted as part of this study. The task force
acknowledges the assistance from the States of California, Illinois
and Minnesota for information provided on intrastate portability.
The task force acknowledges the research assistance from the
Congressional Research Institute; the American Association for
Retired Persons (AARP); the Government Finance Officers Association
(GFOA); and the U. S. Department of Labor. The task force also
acknowledges the actuarial assistance provided by Buck Consultants,
and Williams, Thacher & Rand.
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EXECUTIVE SUMMARY

This study of the portability of retirement benefits between the
Commonwealth and its political subdivisions was conducted in
response to House Joint Resolution 104, approved during the 1994
Session of the General Assembly. A copy of HJR 104 may be found in
Appendix A. The study was performed by a task force of representa
tives from the Association of Municipal Retirement Systems and the
staff of the Virginia Retirement System (VRS).

The Association and VRS recognize the need for portability to
enhance the employer's ability to attract a quality work force;
encourage greater regional cooperation; improve employer/employee
relations; improve job opportunities and mobility; reduce
retirement income loss due to job mobility for a greater number of
Virginia workers; and reduce administrative costs.

Portability is a complex issue. There are two central components
of portability: pension portability and pension preservation.
Generally, pension portability means the ability of workers to take
their pensions with them when they leave an employer. Pension
preservation means that the value of benefits received after
retirement is not reduced as a result of changes in employment.
The difficulty in implementing portability lies in determining a
mechanism that is equitable to the employee and the retirement
plans, and reasonable to administer.

The task force's study of portability included: determining the
scope of the study; defining portability; identifying the need for
portability; determining the level of interest in intrastate port
ability; establishing eligibility requirements for portability;
identifying the potential movement of benefits among the retirement
plans involved in the study; reviewing current purchase of service
statutes; determining the level of portability occurring in other
states; investigating different portability models and the
associated costs; and identifying administrative requirements.

Portability may be accomplished by consolidation of retirement
plans or through reciprocity. Reciprocity is an arrangement among
two or more plans which allows the transfer of benefits, service or
assets among plans upon job changes. The trend among state and
local retirement plans to consolidate the many plans within a state
into one or a few plans has been significant in terms of increasing
portability. The VRS is an example of a consolidated plan. There
is 100% portability of retirement benefits and 100% income
preservation for VRS members employed by the 853 public employers
participating in VRS. A change in employment among employers
participating in VRS does not affect the plan participant's
benefits. 100% portability is possible because VRS benefits are
uniformly applied, and participating employers have agreed to pay
the costs associated with portability. The costs are the result of
the benefit being calculated on combined service and the highest
average final compensation, wherever it may occur during



employment. The costs are shared among the specific employers, are
prorated on the basis of service and are reflected in the
employer's contribution rate.

There is reciprocity among public plans on an intrastate basis in
several other states. In general: the transfer of service and/or
assets from one plan to another is rare because of the diversity of
plan designs and because of the costs associated with crediting
employees with service performed for another, earlier employer.
Th· ~referred model of intrastate portability in other states, with
some variation, appears to be that in which each employer pays a
benefit to the retiree, taking into consideration service and
salary earned in other plans covered by the reciprocal agreement.
There are significan~ differences in the benefit structures of the
VRS and retirement plans included in this study. Information on
intrastate reciprocal agreements may be found in Appendix B. A
summary of the plan differences may be found in Appendix D.

The task force acknowledges the complexity of preserving the
pension income through portability, the high costs to achieve
portability, and the difficulty in achieving portability in a
manner that is equitable to the employee and retirement plans.
However, the task force agrees that the need for workers to
consolidate retirement benefits does exist. Therefore, the
question seems to be not if portability of retirement benefits is
needed and desirable, but: 1} to what degree will retirement
income be preserved; 2) who will pay the cost of that
preservation; and 3) is that cost justified?

Any degree of portability of pensions and preservation of retire
ment income can be· accomplished by incorporating different features
in the reciprocal agreements. Each step toward achieving 100%
portability (and 100% income preservation) adds to the cost, with
the cost of 100% portability being very high. The task force
studied several portability models and identified the associated
costs. The change in the retirement benefit(s) under the different
models may be found in the "Comparison of Benefits" section of this
document.

Based on the findings of the study, the task force suggests that
portability may be accomplished in the following manner: 1) the
municipal plans, on a optional basis, amend plan provisions to
accept the direct transfer of funds for conversion to service; 2)
the present value of a vested, terminated plan participant's
accrued retirement benefits be transferred directly, if allowed by
the Internal Revenue Service (IRS) regulations, to assist in
funding the conversion of such service; and 3) the employee be
permitted to pay any difference in funds, as determined by the
receiving plan, in order to receive credit for equal service in the
receiving plan if the transferred funds are insufficient. The
transfer of the present value of the accrued benefits terminates
the plan participant's membership and all rights and benefits in
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the transferring plan. The present value of accrued benefits is
the actuarial equivalent of the total of the retirement annuity
paid from the date of retirement up to the person's actuarial life
expectancy. The dollar amount representing the present value of
the accrued benefits will not be. the same for all plans because
each plan has its own earnings assumption, actuarial assumptions
and benefit design. The task force also'suggests that municipal
plan regulations be amended to allow the purchase of prior service
in order to provide the means for non-vested members, not eligible
for portability as discussed in this document, to achieve some
degree of portability.

The task force requests the passage of enabling legislation to
permit portability among plans during the 1995 Session of the
General Assembly to be effective July I, 1996. A delay in the
effective date is requested in order to obtain a private letter
ruling from the IRS regarding the tax deferred, direct transfer of
the present value of accrued benefits on behalf of a vested,
terminated participant from one defined benefit plan to another.
Draft legislation to allow portability is set out in Appendix E.
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INTRODUCTION

House Joint Resolution Number 104, approved during the 1994 Session
of the General Assembly, requested the Virginia Retirement System,
in cooperation with the Association of Municipal Retirement
Systems, to study the portability of retirement benefits between
the Commoqwealth and its political subdivisions. The study was
performed by a task force of representatives from the Association
of Municipal Retirement Systems and the staff of the Virginia
Retirement System (VRS).

Section 51.1-800 of the Code of Virginia requires every county,
city and town having a population of 5,000 or more to provide a
retirement system for certain officers and employees by: (1)
establishi~g and maintaining a local retirement system which
provides a service retirement allowance to each employee who
retires at age 65 or older which equals or exceeds two-thirds of
the allowance to which the employee would have been entitled under
VRS provisions or (2) participating directly in the VRS. All but
eleven of the political subdivisions required to comply with
Section 51.1-800 have elected to satisfy the service retirement
standard by participating in the VRS.

The Association is comprised of the eleven political subdivisions
that have established local retiyement plans in lieu of
participating in the VRS. The eleven LocaLi.t i e s are: the Counties
of Arlington, Fairfax and Powhatan; the Cities of Charlottesville,
Danville, Falls Church, Newport News, Norfolk, Richmond and
Roanoke; and the Town of Farmville. Powhatan and Farmville have
defined contribution plans. The other nine political subdivisions,
as well as VRS/ have defined benefit plans. This study is limited
to portability among defined benefit plans.

DEFINITIONS OF PORTABILITY

Pension portability is a complex issue. Generally, pension
portability means the ability of workers to take their pensions
wi th them when they leave an employer. How portabili ty is
accomplished directly affects the value of the pension benefit.
The level to which the pension benefit will be preserved must be
considered in the pension portabili ty design. Pension preservation
means that the value of benefits received after retirement is not
yeduced as a result of changes in employment. There are three
types of portability--portability of benefits, portability of
assets, and portability of service. Pension preservation is
affected by how the three types of portability are addressed in
plan designs or reciprocal agreements. The difficulty in
implementing portability lies in determining an optimum combination
of the three factors to achieve equity for the plan participant and
retirement plans.
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Portability of Benefits
The portability of benefits usually refers to vesting. Vesting can
occur immediately upon employment, gradually (step rate vesting) or
after a certain period of employment. Vested members are entitled
to a benefit upon attaining retirement age. Vested members retain
the right to the benefit even if they terminate employment. Non
vested members lose all rights to employer-paid benefits upon term
ination'of employment. Portability of benefits may be enhanced by
eliminating or lowering vesting requirements, or combining service
under several plans to meet vesting requirements under each plan.

Portability of Assets
The portability of assets refers to the payment or transfer of
retirement assets from the plan to the member or another qualified
plan. Contributory plans already provided a degree of portability
by permitting a terminating member, upon request, to receive a cash
payment of accumulated member contributions and interest (refund),
subject to taxation. The before-tax refund may be directly rolled
over to another qualified plan such as a defined contribution plan
or IRA. The member may receive a lump sum payment equal to the
present value of his or her pension benefit at the time of termi
nation (cash-out), subject to IRS taxation and plan regulations.
The present value of the accrued retirement benefits is actuarially
determined. The present value of accrued benefits is the actuarial
equivalent of the total of the retirement annuity paid from the
date of retirement up to the person's actuarial life expectancy.
The dollar amount representing the present value of the accrued
benefits will not be the same for all plans because each plan has
its own earnings assumption, actuarial assumptions and benefit
design.

The assets may also be rolled over to another qualified retirement
plan in accordance with IRS regulations. A rollover is the tax
deferred transfer of retirement assets. IRS permits the direct
rollover of assets from defined benefit to defined contribution
plans but does not allow a direct rollover from one defined benefit
plan to another. Funds may be distributed to the plan participant
after taxes and then rolled over within 60 days of the distribution
date by the plan participant to a defined benefit plan. Most
employers do not accept rollovers. None of the plans involved in
this study accept rollovers.

Portability of Service
The portability of service refers to the crediting of service from
one plan to another. The service may be transferred for vesting
purposes only; solely for the calculation of benefits; or both.
If service is not portable, non-vested members lose all benefits
for those years of service, and the benefits for vested members are
frozen. Future earnings and service are not considered in the
frozen benefit. The frozen benefits of vested members are greatly
eroded by: inflation; and failure to reflect salary increases due
to merit or promotion.
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Portability of service may also be accomplished by the purchase of
service credits by the member in the subsequent plan. Generally,
the burden of the cost of purchase falls solely on the member
because the employer portion of the contributions is not available
to fund the purchase. VRS and one local plan involved in this
study allow the purchase of service credits.

Consolidated (Multi-Employer) Plans
The trend among state and local retirement systems to consolidate
the many plans within a state into one or a few plans as been
significant in terms of increasing portability. Virginia was cited
in the publication entitled "Pension Portability and Preservation
for State and Local Governments ll prepared by the Government Finance
Officers Association and National Association of State Retirement
Administrators for its consolidation of many retirement plans into
a unified system, the Virginia Retirement System (VRS). The
consolidated structure of the Virginia Retirement System,
implemented in 1952, provides a very high degree of portability of
retirement benefits between the Commonwealth and its political
subdivisions. 136 of the 147 political subdivisions (counties,
cities or towns) mandated by Section 51.1-800 of the Code of
Virginia to provide retirement benefits participate in the Virginia
Retirement System (VRS). Additionally, 76 political subdivisions
not required to comply with Section 51.1-800, as well as 222 State
Agencies; 133 political entities, and 144 School Boards participate
in VRS. Participation in VRS provides 100% portability with other
participating employers. A complete list of employers
participating in VRS may be found in Appendix C.

Reciprocity
Reciprocity is the-agreement between two or more plans to allow
portability of benefits, assets, service, or a combination of the
three. Reciprocal agreements are necessary because of the
differences in plan designs. Differences may occur in: vesting
requirements; retirement eligibility requirements; benefit
formulas; calculation of average final compensation ( AFC) which is
a component of the benefit formula; Social Security coverage;
contribution requirements; allowance of refunds; mandatory refunds;
the ability to purchase service; and the restrictions placed on
purchased service.

NEED FOR PORTABILITY

The task force recognizes that pension portability and pension
preservation are needed to: enhance the employer's ability to
attract a quality work force; encourage greater regional
cooperation; improve employer/employee relations; improve job
opportunities and mobility; and reduce retirement income loss due
to job mobility for a greater number of Virginia workers.
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Attract a Quality Work Force
Employees who change jobs several times during their careers
generally receive a lower retirement income than those who spend
their entire career with one employer or with the same pension
plan. Employees may be reluctant to change employment because of
the detrimental effect on pension benefits, which is an impediment
to attracting a quality work force.

Encourage Greater Regional Cooperation
Portability will encourage employees to remain within the region,
resulting in an increase in aharLr g the pool of employees. Greater
familiarity among the political subdivisions and their employees
will encourage greater regional cooperation. The regions that will
particularly benefit are: Northern Virginia (plans of Arlington,
Falls Church and Fairfax and the VRS); the Tidewater Area (Newport
News, Norfolk and the VRS), Richmond (Richmond, Henrico,
Chesterfield and the VRS) and Roanoke (City and County of Roanoke
and VRS). The patterns of employment. among the local plans and VRS
are shown in Appendix D. The information was provided by the local
plans surveying active members to determine the amount of service
members had in other retirement plans.

Encourage Job Opportunity/Mobility
The work force is less responsive to market-related pressures or
career opportunities if an impediment to changes in employment is
perceived. Both the employer and employee suffer from the loss of
job mobility. Employers are less able to attract the employees
they need and employees feel constrained from taking advantage of
available job opportunities. Traditionally, mobility has been
viewed negatively. Pension plans, particularly defined benefit
plans, reflect that view and have been designed to encourage
workers to stay with an employer throughout their careers.

Improve Employer/Employee Relations
Portability can improve employee morale by allowing employees: to
pursue job opportunities without loss of retirement income; and
consolidate retirement service, thereby increasing retirement
benefits. An employer can attract and retain a quality work force.
Employees are able to work where they wish to be employed, not
where they must stay to safeguard retirement benefits.

Ensure Adequate Retirement Income
National studies have found that employees who change jobs several
times during their career generally receive a lower retirement
income than those who remain with a single employer or pension plan
for the same length of service. The retirement income loss is
inherent with most defined benefit plan designs. A study'
commissioned by the U.S. Department of Labor and conducted by the
Hay/Huggins Company found that the amount of pension income lost is
closely related to the number of job changes. According to
research conducted by Stanford University, the average American
worker today holds 10 or 11 jobs in his or her career.
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Reduce Record Maintenance and Costs
Several plans wish to reduce the number of inactive / vested
records i~ their plan. Portability may encourage inactive, vested
members to transfer benefits to their current employer, thereby
eliminating their retirement records at the transferring plan.

PORTABILITY MODELS

The task force contacted other states to determine the level of
intrastate portability and obtain information on portability
models. The following section summarizes the models implemented by
other public retirement plans to achieve portability.

Consolidated Model
The trend among state and local retirement systems to consolidate
the many plans within a state inco one or a few plans has been
significant in terms of increasing portability. As of 1986,
Delaware, Florida, Hawaii, Maine, Oregon, Tennessee, Virginia and
Wisconsin had one system for all state employees. Florida, Maine,
Oregon, Tennessee, Virginia and Wisconsin have taken consolidation
further to include most local public employees. This kind of
consolidation offers complete portability for those employees who
change employment among employers participating in the consolidated
retirement plan. Most of Virginia's public employees enjoy 100%
portability of retirement benefits as a result of membership in
VRS.

The Virginia Retirement System (VRS) is an example of a
consolidated retirement plan. Active VRS members include 88,877
state employees; 100,640 teachers; 67,628 political subdivision
employees; 1,590 state police officers; and 351 judges employed by
222 state agencies; 40 city school systems i 94 county school
systems; 12 vocational/technical schools; and 353 political sub
divisions. Since benefits are uniformly applied, employees may
change employment among employers participating in VRS with 100%
portability. Each employer pays a portion of the retirement bene
fit based on the employee's servi~e with t~at employer, and absorbs
the additional cost of benefits due to the increase in
compensation.

Reciprocity Models
In some states where plans have not consolidated, portability has
been achieved through reciprocity. States with intrastate
portability through reciprocity include: Illinois, Minnesota, and
California.

Under the Illinois Reciprocal Agreement, each plan pays its
proportional annuity after exchanging information on service
credits, earnings and other pertinent data. The use of reciprocity
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is optional. The member may elect recipro~ity or retire
independently under each plan. There is no transfer of funds or
actuarial equivalent as the individual receives separate checks
from each plan. The member's combined service must meet service
requirements of a plan in order for that plan to participate in the
payment of benefits under reciprocity. The combined service
credits and earnings in all plans are considered by each plan in
computing its proportionate share of the benefit. The resulting
benefit is higher than if benefits were calculated without
reciprocity. Each plan shares proportionally in the additional
costs associated with the higher benefit. The maximum combined
benefit payable under reciprocity is the highest monthly benefit
that would have been payable if all service credit had been
establ ished in one system. Annual increases to the pension
benefits are in accordance with provisions of the law of each
individual plan. 13 plans participate in the reciprocal agreement.
Further information may be found in Appendix B.

The Minnesota Reciprocal Agreement has allowed for portability of
pension benefits among state and local public pension plan since
1975. The intent of the provisions of portability is to allow an
individual who may move from state to local government employment
or teaching service, or any combination thereof, to combine all
years of service to meet the eligibility for a benefit from each
pension plan in which six months or more service was accrued. Each
plan applies its benefit formula to the years of service accrued by
the individual in that plan, but all plans involved use an average
of "the five highest consecutive years of salary reported to the
plan. When an individual retires, the last plan in which the per
son had coverage contacts the other plans and notifies them of the
salary to be used to determine benefits. If the last plan has less
than five years of salary, the next previous plan determines the
AFC. There is no actuarial purchase cost for this benefit. Plans
where the member accrued benefits b.ased on a lower salary will
subsidize the cost of the higher benefit based on the higher AFC.
The Minnesota reciprocal agreement does not provide for the trans
fer of funds between plans. However, Minnesota is exploring the
idea of actually transferring funds so that administrative costs
can be reduced. Further information may be found in Appendix B.

The California Reciprocal Agreement has provided portability of
pension benefits among state and local public plans since 1957 to
allow an employee to move from one plan to another without losing
retirement benefits. The employee maintains membership with each
plan in which he has participated. Each plan pays a benefit upon
retirement. The highest earned compensation and combined service
are used by each plan to calculate the benefit. The California
Public Employees' Retirement System, twenty county retirement
plans l seven city retirement plans, the University of California
Retirement System and several districts and authorities are covered
by the agreement. Further information may be found in Appendix B.
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Purchase of Service
Portability of service may also be accomplished by the purchase of
service credits by the plan participant in the subsequent plan.
Generally, the burden of the cost of purchase falls solely on the
plan participant because the employer portion of the contributions
is not available to fund the purchase. Contributory plans allow
for a refund of member contributions that may be used toward the
purchase.' However, refunded contributions are taxable. The refund
is on an after-tax basis, thus resulting in some purchasing loss
due to taxes. Three plans involved in this study are contributory.
VRS and one local plan involved in this study allow the purchase of
service credits.

The VRS provisions to purchase service are set out in Section 51.1
142 and 143 of the Code of Virginia. VRS members must be vested (5
years of service) to purchase prior service from another bona fide
public retirement plan, the federal civil service plan and certain
military service. The cost to purchase is 15% of the higher of
creditable compensation at the ti~e of purchase or average final
compensation. Service that is used in the calculation' of any
retirement benefit by another retirement plan can not be purchased.
Legislation to permit the purchase of prior service in a retirement
system with another state or political subdivision was enacted on
July I, 1976. The cost to purchase t he service has remained
constant at 15% since the legislation was enacted. The VRS vesting
requirement was lowered from 10 to 5 years C.t the same time.
Service purchased at 15% may not be used for the 30 year service
requirement for an unreduced benef i t prior to age 65. This
restriction was included to protect the system against anti
selection in cases of early retirement or death in service.

The 15% cost to purchase certain prior service was actuarially
determined. Because there is no way to predict the actual value to
an individual member of an additional year of service credit until
the benefits become payable, it is necessary to invoke the law of
averages and make actuarial assumptions as to future experience.
This approach would be expected to produce different costs
depending on the age and sex of the member at the time of purchase.
The long period of deferment for younger members would produce a
low current value. However, the difference between younger
members I current compensation and their ul timate average final
compensation would likely be greater. The opposite considerations
apply in the case of older members. The closer to retirement that
t.he purchase occurs the higher the current value and the less
difference in current and average final compensation. At the time
the cost to purchase was established, the actuarial findings were
that the value of an additional year of service credit for male
members was about 15% of current annual compensation and about 18%
for female members. Because a single purchase rate was easier to
administer than one that varied by age and sex, the rate was
established at 15%. The 15% cost also considered the lost earnings
over time that invested funds for such service would normally
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generate. On an individual basis the cost may be ~ignificantly

above or below the 15% rate, but based on system experience, the
15% rate is adequate.

Under current VRS provisions, service purchased at 15% may hot be
used to satisfy the 30 years of service requirement for an
unreduced benefit prior to age 65. The purchased service does
enhance the benefit in that the service factor in the benefit
formula is increased resulting in a higher benefit. If the
purchased service could be used to satisfy the 30 years requirement
for unreduced benefits prior to age 65, the cost to purchase would
double to 30%. Again, on an individual basis the cost might be
significantly above or below the 30% rate, which would be based on
system experience. The cost to purchase service for unreduced
benefits is higher because the pay-out of benefits begins sooner
and the lost earnings effect is accelerated.

The Task force recognizes the need for changes in all local plan
designs to allow the purchase of prior service in order to provide
the means to accomplish portability under the task force proposal
and to provide an avenue for non-vested members to achieve some
degree of portability.

FINDINGS OF STUDY

The task force identified the goals and guidelines for portability
and discussed the portability models used by other states as well
as those suggested by several of the plans' actuaries to broaden
the scope of the study. The models were studied in terms of: 1)
cost allocation for increased benefits; 2) the transfer of plan
assets; 3) pension preservation and 4} administrative requirements.

Goals of Task Force

1. To facilitate and enhance the recruitment and retention of
qualified personnel.

2. To allow a plan participant to consolidate retirement benefits
with one plan.

3. To incur no additional benefit costs related to portability by
the transferring or receiving plans.

4. To reduce administrative maintenance of inactive, vested member
records.

Task Force Portability Guidelines
After a great deal of discussion, the task force formulated
tentative, general guidelines that could be included in a
reciprocal agreement for portability. These guidelines would
require further study, if used as the basis for portability.

1. Portability of benefits will be limited to defined benefit
plans. Portability is limited to defined benefit plans because
of the similar benefit design of the plans.
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2. The plan participant must be vested in the transferring plan
for service to be eligible for portability. Vesting is
required because the plan participant is not entitled to a
benefit until vesting has occurred.

3. Service credited under the transferring plan will be eligible
for conversion by the receiving plan, if it is considered
"eligible" in the transferring plan. There is some variance in
the definition of "creditable service" among the plans.
Receiving plans will not make a determination of what is
"creditable" .

4. The plan participant is not required to be vested in the
receiving plan. Two plans have a vesting requirement of ten
years. Seven plans have a vesting requirement of five years.

5. Service is not portable if a benefit is being paid based on
such service.

6. No actuarial loss shall be incurred by either plan. The
present value of the accrued benefits of the vested member
will be transferred to the receiving plan.

7. The present value of the accrued retirement benefit will be
determined by the transferring "plan and that cash amount
transferred to the receiving plan. The formula to determine
present value of the accrued benefits considers the earnings
assumption, estimated age at retirement, and actuarial life
expectancy of the plan participant. Since the exact retirement
date of an individual cannot be predicted, certain assumptions
are made by each plan to determine the present value. Each
plan has its own assumptions that are be applied to ensure
that the present value is equivalent to the future benefits,
and that the plan participant does not have an increase or loss
in benefits that is not experienced by all other participants
of that plan. One set of assumptions to determine present
value have not been used by all of the plans because of
differences in benefit design; plan earnings and actuarial
assump~ions; and investment strategies. The cash amounts that
a plan may transfer can be substantial depending on the amount
of service and number of employees involved.

8. The cash amount of the present value will be transferred to the
receiving plan and, based on the actuarial assumptions of the
receiving plan, converted to service. Unless the plans are
identical in all respects, (investment assumptions, benefits
structure, eligibility requirements, etc.), the service
credited will not necessarily be equal to service in the
transferring plan prior to portability. All plan participants
involved in portability will have already met vesting
requirements because only vested service will be portable.
However, the employee may not be vested in the receiving plan
after portability occurs and the service is converted. The
employee may be allowed to purchase the difference between the
service credited and earned, if less than full service is
credited, at a cost determined by the receiving plan.
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9. Converted service will be included in the service used by the
receiving retirement plan to calculate the retirement benefit.

10. The retirement benefit will be calculated based on the
benefit formula of the plan last crediting the service.

11. The portability decision will be optional, and made by the
employee.

12. Maximum time limits to "transfer and/or receive" shall be
established for portability.

Average Final Compensation (AFe)
The AFC is an important issue in portability for two reasons: it is
a key component of the benefit formula of all the plans involved in
this study; and it has the greatest impact on accrued retirement
benefits of inactive, vested members.

VRS and eight of the local plans calculate the AFC on the highest
three consecutive years of salary. One plan bases the AFe on the
highest 5 consecutive years of salary. Generally, the longer the
period of time used to calculate the AFC, the lower the AFC,
resulting in a lower benefit.

The pension benefit of an inactive, vested member is greatly
affected by the AFC. Generally, the benefit is frozen at the time
the employee terminates employment. The benefit erodes over time
because of the effects of inflation and the fact that salary
increases due to promotion or merit are not reflected.

Under the task force guidelines, the employee receives the benefit
of increases in the AFC on the converted service when the benefit
is calculated at retirement. The increase in the AFC over time is
considered actuarially at the time of service conversion.

Implementation of Portability
The effective date for portability is an important issue. Should
portability be prospectively or retroactively applied? Which group
of employees should have the option of portability of retirement
benefits?

Prospective Portability
If portability is implemented on a prospective basis, only vested
plan participants changing employers on or after the effective date
of portability may transfer the present value of accrued benefits.
Accrued benefits for an inactive plan participant (the employee is
no longer accumulating benefits and service with the plan) would be
ineligible for portability. Prospective portability would be the
easiest method for plans to administer. Most likely, it would
result in a more equitable crediting of service in the receiving
plan because of the shorter time period between leaving a plan and
transferring the present value of the accrued benefits.
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Retroactive Portability
If portability is implemented on a retroactive basis I inactive
vested members may move the present value of their accrued
benefits. Generally, time erodes the amount of converted service
credited by the receiving plan that is based on the present value
of accrued benefits in the transferring plan because: 1) the
employee's APe has significantly increased over time (due to
inflation, merit raises and promotions) resulting in an increase in
the value, and therefore the cost of a year of benefit in the
receiving plan. Conversely, the AFC that is a factor in the
formula to calculate the present value of the accrued benefit in
the transferring plan has eroded over time, due to inflation. With
these two factors working in opposite directions, the greater the
time period between the employee leaving a plan and assets being
transferred, the greater the erosion of the amount of service
converted. The end result is the employee may be credited with
increasingly less service as time passes in the receiving plan. In
plans where actuarial equivalency of benefits is mandated, the
employee cannot receive a present value amount or service credit
that is greater or lesser than the actuarial assumptions and
benefit formula permitted. Benefit·calculations showing the impact
of time on the conversion of service are available upon request
from VRS.

Refunded Service
Another issue that must be considered in determining how to
implement portability is refunded service. When an employee
terminates employment from a position covered by a contributory
retirement plan J there are generally two options available:
withdraw accumulated employee contributions and interest, or leave
the retirement account intact. If the employee withdraws
contributions:

1. Membership is terminated.
2. The employee loses all rights and benefits for the

earned service being refunded.
3. The refunded service generally ~ay be purchased upon

return to a covered position. However, the cost is
usually significantly higher.

Many non-vested employees request. a refund of contributions and
interest upon termination of employment. Some vested employees
with low service and no expectation of returning to covered service
request a refund. Employees who obtained refunds may have decided
otherwise if portability had been available. Refunded service can
be addressed by: 1} allowing a one-time opportunity for
reinstatement, with the employee repaying the refunded amount plus
lost earnings based on the plan's earnings assumption in place at
the time of the reinstatement; or 2) allowing the decision to
obtain a refund to stand with no recourse, a decision that will be
unpopular with individuals who would have exercised the option of
portability had it been available.
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Comparison of Benefits Under Different Models
This section compares retirement benefits under: no portability;
the task force guidelines; and models prepared by actuaries of task
force plans to broaden the scope of the study. The benefit compar
isons involve employees changing employment from VRS to a local
plan, and from a local plan to VRS. The benefits are calculated
for retirement at age 65. The following assumptions are made in
the computation of benefits: 1) AFC equals $25,000 at the time of
the change in employment; 2) service is continuous from change in
employment to retirement; and 3) the AFC of the receiving plan is
projected to the date of retirement based on plan assumptions. The
benefit comparisons are shown for one particular local plan. The
comparisons would differ for portability between VRS and any of the
other eight local plans, as well as for portability among the nine
local plans. Information regarding the detailed calculations for
the benefits compared below, are available from VRS upon request.

Task Force Guidelines
The transferring plan determines the present value of the accrued
benefit. The receiving plan determines the amount of converted
service based on the plan's actuarial assumptions and the amount of
funds transferred. A benefit is calculated using the benefit
formula of the receiving plan, including the amount of service
credited for transferred funds.

In theory, portability under the task force guidelines should be
cost neutral--the employee does not lose any retirement income as
a result of portability, and the plans do not incur any additional
expenses. In fact, the employee may receive less value from the
converted service in the form of future benefits from the receiving
plan than the present value of accrued benefits in the transferring
plan because: 1) the plans have different actuarial assumptions,
2) the plans may assume the most costly set of assumptions in
determining present value of the accrued benefit and cost of
benefit per year of service in determining the converted amount of
service since the exact date of actual retirement is unknown; and
3) the benefit formula varies from plan to plan resulting in a
significant difference in the cost of benefit per year of service.
The plans may assume the most costly set of assumptions to protect
the financial soundness of the plans.

Depending on administrative decisions, the receiving plan may pay
the cost of: 1) the increase in the retirement benefit that would
have been actuarially reduced for early retirement without the
converted service; and 2) the increase in benefits that result
from the member qualifying for an enhanced benefit formula based on
high service. The VRS actuarially reduces the benefit if
retirement occurs prior to age 65 or 30 years of service, and uses
an enhanced formula for members with 35 or more years of service.
The comparisons below assume retirement at age 65 so that the cost
associated with the use of converted service to lessen or eliminate
the actuarial reduction for early retirement is not addressed.
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Combined Service, AFC with 3% Cap
Each plan calculates.a benefit based on its own benefit formula
using combined service from both plans. The receiving plan uses
actual AFC and the transferring plan uses its own AFC adjusted by
an annual salary cap of 3%. The benefits are then prorated based
on actual service with each plan.

The p l ans share the costs associated with portability. The
transferring plan subsidizes the increase in the benefit due to
future salary increases (or a designated percentage of increase)
with the receiving plan. Both plans pay the cost, on a prorated
basis, of increased benefits that result from an enhanced formula
based on high service or in meeting conditions for full retirement.

Wrap-around Model
The retirement plan from which the member retires (last plan)
provides a benefit based on all service and salary under both
plans. The benefit paid by the last plan in which the employee
participates is offset by the benefit the member earned at the
first plan. The plan that calculates the retirement benefit
absorbs the increased costs for portability.
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ANNUAL RETIREMENT BENEFIT(S)
CONTINUOUS SERVICE, RETIRE AT AGE 6S

LOCALTOVRS

At time
of Portability

CombinedSvc.

Years Svc. wI No Portability Task Perce 3~ Cap OIl APe WrapAround

Age of Svc, 2nd Total VRS Local
Plan Svc. Local VRS Total Local ... VRS Total VRS Offset

3S 5 30 3S 1.651.08 ... S2.890.oo • 54.541.08 53,077.80 4,148.70 + 53,484.00* - 57.632.70 62,398.04* (1,651.08)

45 to 20 30 3,302.04 ... 21,493.60 • 24,795.64 22,110.57 6,123.40 ... 21,493.60 - 27,617.00 32,240.70 (3,302.04)

S5 20 to 30 6,603.95 ... 6,521.20 . 13,125.15 8,571.19 9,011.42 ... 6,521.20 - 15,532.62 19,563.60 (6,603.95)

VRSTOLOCAL

At time
of PortabiUty

Years Svc, wi No PortabiUty Comb. Svc./Prorated WrapAround
Age of Svc. 2nd Total Tuk Force VRS

Plan Svc, VRS Local Total Weal VRS + Local Total Local Offset

35 5 30 3S 1,963.50 ... 44,186.39 • 46,749.89 4S,000.os *5,006.25 ... 44,186.39 - 49,792.64 S2,2SO.79 (1,963.S0)

45 10 20 30 3,927.00 + 18tln.OS • 22,104.08 19,133.35 7,2S2.20 + 18,171.08 - 25,429.28 27,265.63 (3,927.00)

55 20 10 30 7,854.00 + 5,s03.14 . 13,357.14 8,556.54 10,691.40 + 5,503.14 - 16,194.54 160509.40 (1,854.00)

The task force model produced • lower benefit in these c:nnpwoos because of the difference in actuarial assumpti<q between the plans. Comparisoos will vary among the plans.
3S increase 00 VRS service benefit as provied for in S8 2WI is DOl reflected in above VRS benefits.

* using 3S year beoefit formula



CONCLUSION

The retirement benefits of most public employees in the
Commonwealth of Virginia are administered by the Virginia
Retirement System. There is 100% portabili ty of retirement
benefits and 100% income preservation for VRS members employed by
the 853 public employers participating in VRS. A change in
employment among employers participating in VRS does not affect the
plan participant's benefits. 100% portability is possible because
VRS benefits are uniformly applied, and participating employers
have agreed to pay the costs associated with portability.

The 853 public employers participating in the VRS range in size
from very small (one covered employee) to very large. The large
employer may absorb the cost of portabili ty readily, while the
small employer may experience a significant rise in the employer
contribution rate as a result of portability. Employers only pay
the prorated cost of portability for their employees. Employers
agree to pay the costs of portability as a condition of
participation in the VRS.

Portability is an important issue for the remainder of public
employees who are not employed by employers participating in VRS,
or employees with retirement benefits outside of VRS. These
employees comprise a small percentage of public employees in the
Commonwealth.

Portability is a complex issue. There are two central components
of portability: pension portability and pension preservation.
Generally, pension portability means the ability of workers to take
their pensions with them when they leave an employer. Pension
preservation means that the value of benefits received after
retirement is not reduced as a result of changes in employment.

The difficulty in implementing portability lies in determining a
mechanism that is equitable to the employee and the retirement
plans, and reasonable to administer. The employee's main concern
will be pension preservation. The retirement plans' main concerns
will be to protect the financial soundness of the plans and to
comply with plan statutes or regulations that mandate actuarial
equivalency.

Any degree of portability of benefits and preservation of retire
ment income can be accomplished by incorporating different features
in the reciprocal agreements. Each step toward achieving 100%
preservation of retirement income adds to the cost, with the cost
of 100% preservation being very high. The questions to be
addressed concerning portability are: 1) to what degree should
retirement income be preserved; 2) who should pay the cost of that
preservation; and 3) is that cost justified?
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There is reciprocity among public plans on an intrastate basis in
several states. In general! the transfer of service and/or assets
from one plan to another is rare because of the diversity of plan
designs and because of the costs associated with crediting
employees with service performed for another, earlier employer.
The preferred model of intrastate portability in other states, with
some variation! appears to be that in which each employer pays a
benefit to the retiree! taking into consideration service and
salary earned in other plans covered by the reciprocal agreement.
There is significant difference in the benefit structures of the
VRS and retirement plans included in this study.

The task force studied several portability models and identified
the associated costs. Based on the findings of the study! the task
force suggests that portability may be accomplished in the
following manner: 1) the municipal plans, on a optional basis!
amend plan provisions to accept the direct transfer of funds for
conversion to service; 2) the present value of a vested, terminated
plan participant's accrued benefits be transferred directly, if
allowed by the Internal Revenue Service (IRS) regulations! to
assist in funding the conversion of such service; and 3) the
employee be permitted to pay any difference in funds, as determined
by the receiving plan, in order to receive credit for equal service
in the receiving plan if the transferred funds are insufficient.
The transfer of the present value of the accrued benefits
terminates the plan participant!s membership and all rights and
benefits in the transferring plan. The present value of accrued
benefits is the actuarial equivalent of the total of the retirement
annuity paid from the date of retirement up to the person's
actuarial life expectancy. The dollar amount representing the
present value of the accrued benefits will not be the same for all
plans because each plan has its own earnings assumption! actuarial
assumptions and benefit design. The task force also suggests that
municipal plan regulations be amended to allow the purchase of
prior service in order to provide the means for non-vested members,
not eligible for portability as discussed in this document, to
achieve some degree of portability.

The task force requests the passage of enabling legislation to
permit portability among plans during the 1995 Session of the
General Assembly to be effective July 1, 1996. A delay in the
effective date is requested in order to obtain a private letter
ruling from the IRS regarding the direct transfer of the present
value of accrued benefits on behalf of a vested, terminated plan
participant from one defined benefit plan to another. Draft
legislation to allow portability is set out in Appendix E.
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APPENDIX A

House-Joint Resolution 104
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GENERAL ASSEMBLY OF VIRGINIA - 1994 SESSION

HOUSE JOINT RESOLUTION NO. 104

Requesting the Virginia Retirement System. in cooperation with the Association lor
Municipal Retirement Systems 0/ Virginia. to study the portabt1ity of retirement
benefits between the Commonwealth and its political subdivisions.

Agreed to by the House of Delegates. February 2, 1994

Agreed to by the Senate, March 8, 1994

WHEREAS, the recruitment and retention of qualified personnel is critical- to
maintaining and improving the quality of public service mthe Commonwealth; and

WHEREAS, intrastate mobility of public service professionals would facilitate and
enhance the recruitment of qualified personnel; and

WHEREAS. some political subdiVisions of the Commonwealth do not participate in the
Virginia Retirement System and provide a local retirement system whose benefits are not
portable on an actuarially equivalent basis from system to system; and

WHEREAS, former members of retirement systems of political sUbdivisions may
purchase service in the Virginia Retirement System pursuant to § 51.1·143 of the Code ot
Virginia; and

WHEREAS, Title 51.1 of the Code of Virginia does not provide for portability between
local retirement systems or local retirement systems and the Virginia Retirement System;
and

WHEREAS, such portability may enhance the retention and recruitment of qualified
personnel by the Commonwealth and its political subdivisions; now, therefore, be it

RESOLVED by tbe House of Delegates, the Senate concurring, That the Virginia
Retirement System, in cooperation with the Association for Municipal Retirement Systems
of Virginia, be requested to study the portability of retirement benefits between the
Commonwealth and its political subdivision'S.

The Virginia Retirement System shall complete its work in time to submit its findings
and recommendations to the Governor and the 1995 Session of the General Assembly as
provided in the procedures. of the Division of Legislative Automated Systems tor the
processing of legislative documents.
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APPENDIX B

Xntrasta~e Reciprocal Agreements from other states
and Responses from Actuaries
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lJijo)ff R~r::~ENT ·State employees' Retirement System of tllinois
• General Assembly Retirement System

SYSTEMS • Judges' Retirement System of Illinois

2101 South Veterans Parkway, P.O. Sox 19255, Springfield, IL 62794-9255
Phone (217J785-7016 Fax (217}785-7019

September2, 1994

Mrs.Rolly S. Butts, Policy Analyst
Commonwealth of Virginia
VirginiaRetirement System
Post OfficeBox 2500
Richmond, Virginia 23207-2500

Dear Ms. Butts:

Enclosed is a copy of the Illinois Retirement System'sReciprocal Statutes, the Principles
adopted at the ReciprocalConference,a comparisonchart of the PublicFunds, a Reciprocal
brochure, and a booklet for the StateEmployees' RetirementSystem whichalso explains
reciprocity.

Under the Illinoisplan, each Systempays theirproportional annuityafter an exchangeof
information, and uses the highestmaximumand the best salary for the individual. There is
no transferof funds or actuarial equivalentas the individual receivesseparatechecks from
each system. Our actuary is the WyattCompany in Chicago ifyou need additional
information.

Ifyou wish to discuss this furtherafter you have had a chance to review the material, please
contact me.

V~~.

Robert V. Knox
Associate Executive Secretary

RVK:cb
Enclosure
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Public Employees Retirement Association of Minnesota
Suite 200 - Skyway Level

514 St. Peter Street
St. Paul, Minnesota 55102

(OFFICE) 612-296-7460
(TOll FREE) 1-800-652-9026

(FAX) 612·297·2547

September 21, 1994

Mrs. Rolly S. Butts
VIRGINIA RETIREMENT SYSTEM
POST OFFICE BOX 2500
RICHM:OND VA 23207-2500

Dear Mrs. Butts:

We have enclosed the information you requested in your letter ofAugust 26 concerning
pension portability. As you will note from the enclosed information, Minnesota allows for
portability ofpension coverage among state and local public pension plans here in Minnesota. We
do not, however, provide any type of portability or purchase of service outside the state.

What we refer to as our combined service laws were enacted in 1975. The intent of these
provisions is to allow an individual who may move from state to local government employment
or regular public employment to teaching service, or any combinationthereof to combine all
years of service to meet the eligibility for a benefit from each pension plan in which six months or
more service was accrued. Each plan would apply its benefit formula to the years of service
accrued by the individual in that fund, but all funds involved would use the same average salary
when calculating the benefit. The Minnesota plans use an average of the five highest consecutive
years of salary reported to the plan.

When an individual who has service accrued in more than one plan retires, the last plan in
which the person had coverage contacts the other affected plansand notifies them of the salary to
be used to determine benefits. If the last plan has less than five years of salary, the other most
recent plan is contacted and the average "high five" consecutive years' salary is determined.

There is no actuarial purchase cost for this benefit. The downside of this is that if an
individual has accrued years of service in one plan based upon a lower paying public position, and
then goes on to a position which pays a much higher salary and is covered by a different plan, the
first plan subsidizes the pension paid by it at retirement since the earningson which they would
have otherwise paid a benefit (according to the person's original participation) would have much
lower. Since we each make a payment from OUf respective plans to the individual who has the
combined service, there is no transfer of funds between plans.

We are exploring the idea of actually transferring funds to one of the affected plans in the
future so that administrative costs can be reduced. We are seeing more and more public
employees in Minnesota change levels of employment and thus become eligible for the combined
service provisions.
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Mrs. Rolly S. Butts
Page 2
September 21, 1994

Once you have had an opportunity to reviewthe enclosed material, callme with any
questions you may have. You'll find the requirements ofour combined serviceprovisions under
Section356.30. We've also included a copy ofthe benefits handbookfor each ofour three defined
benefit plans.

I've enclosed mycard for your convenience and look forward to receiving your summary
document.

Sincerely,

Ja::tv1~~;L
Legislative & MemberServices

Enclosure
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Executive Office
P.O. Box 942701
Sacramento, CA 94229-2701
Telecommunications Device for the Deaf· (916) 326-3240
(916) 326.3822

October 28, 1994

Mrs. Rolly S. Butts
Commonwealth of Virginia Retirement System
P.O. Box 2500
Richmond, VA 23207-2500

Dear Mrs. Butts:

Your letter to Mr. Dale M. Hanson dated September 7, 1994 requesting information on
behalf of the Virginia Retirement System regarding reciprocity jreportability. In response
to that request, we have enclosed several documents: our December 1993 pamphlet
entitled "When You Change Retirement Systems"; a copy of the relevant subsections of
the Public Employees' Retirement Law (PERL) and samples of various letters, attachments
and forms sent to our membership. We have also provided a listing of the public
agencies maintaining reciprocal retirement systems here in Calitornia.

Our new Chief Actuary is Mr. Ron Seeling, who will be reporting to PERS on November
1st. Mr. Seeling can be reached at (916) 326-3430. I hope this information will be helpful
to you. Should you have any further questions, please feel free to contact me at (916)
326-3822.

Sincerely,

Sandra C. Lund
Assistant Executive Officer
Member and Benefit Services

cc: Mr. Richard Koppes
General Counsel

California Public Employees' Retirement System
• ' 1_ "1___ Ann It) ~........... ~ ...",.... ""........tn {"" oc:;s:t1.d
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What is Reciprocity?

Reciprocity is an agreement between

CalPERS and certain other public retirement

systems that allows an employee to move

from one system tothe other without losing

retirement and related benefits.

The information in this booklet is for

CalPERS members who go to a reciprocal

system. Questions regarding the rights.

benefits. and obligations under any other

retirement system should be directed [0

that system.

Jeffery Pine
Pin1L~ ieffrryi

Also called the BuU Pine. thi.~ tree pr~ers the d~, granit£' doPt""~
IIfClJ1ifomia's hi1{h Sierra. The oaTIc and twigs of this pine, u:hn\
l"",shed. smell of km,m Und vanilla.

I •
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How Does it Work?

When you leave your CalPERS~covered

employment and join a reciprocal system,

you become a member of both systems. You

are subject to the membership and benefit

rights and obligations of each system, except

as modified by the reciprocity agreement.

As you build a new retirement account, your

CalPERS contributions and service credit

stay with CalPERS. You must apply for

retirement from each system separately. You

will receive separate retirement allowances

from each system.

If you qualify for reciprocity, the final

compensation used to compute your benefits

will be the highest earnable under either

system.

Other rights, benefits and
obligations apply:

• You must retire from both systems on
the same date;

• You must leave your contributions on
deposit with CalPERS regardless of
minimum service requirements;

• Yourservice under both systems wiil be
used to determine eligibility for benefits
under both systems.

• '{.. .ur service in CalPERS is recognized
when calculating disability benefits and
the basic or special death benefit.

• .2 •



BUC/
CONSULTANTS
200 Galleria Parkway N W Su.te 1200
At!a::ta. Georgia 30339-5945

September 9, 1994

Mrs. Donna M. Blatecky
Assistant Director for Benefit Programs

and Services
Virginia Retirement System
Post Office Box 2500
Richmond, Virginia :3207-2500

Dear Donna:

You have asked for my thoughts about benefit portability among VRS and the local retirement
systems that do not participate in VRS.

The basic issues to be considered are the calculation of benefits and allocation of costs as a result
of:

• combining eligibility
• application of different benefit formulas
• salary increases from employer to employer

Consider the usual case of an employee who moves from System A to System B and earns a
higher salary under System B.

Ii n

Benefit
B-A X

Benefit
SALARY B B

Benefit
A A

A
SERVICE
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Mrs. Donna M. Blatecky
September 9, 1994
Page 2

Eligibility

Withoutportability, the memberwillbe entitled to benefit A based on his salary andserviceunder
System A and benefit B based on his salary and service under System B. He must satisfy the
vesting requirements under each System based on his service under that System.

With portability, the total service credit under both Systems would be used for vesting eligibility
under each System. The same principlecould be extended to eligibility for special benefits such
as 30 year retirement under VRS.

For both purposes, a minimum serviceperiod such as one or two years could be required before
the portability provisions would be applicable.

Benefit Fonnula

The benefit formula for each System should be used to calculate the benefit based on service
under that System. This would not happen if service (and money) are transferred from System
A to System B and the System B formula is used for all service. For this and other reasons of
equity and simplicity (such as keeping actuarial calculations out of the process), I don't believe
that money should be moved from one System to another. Rather, benefits based on service with
a System should be paid from that System.

Some of the systems have different benefit formulas after a certain period of service (i.e., VRS
and Richmond - 35 years; Arlington - 20 years; Charlottesville - 20 and 30 years). When service
under different systems may be taken into account there are different ways that benefits may be
calculated.

• service with predecessor systems applies toward first service period (Illinois
method)

• service with predecessors not applied
• all service used to calculate benefit, and result prorated based on servicewith unit.

I believe the last method, though a bit more complex, is most equitable to both employee and
employer.
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Mrs. Donna M. Blatecky
September 9, 1994
Page 3

Salary Increases

This is the hard part. Since all of the systems considering portability base benefits on average
final compensation, the employee may feel entitled to benefits for all service based on the highest
AFC with any System. Benefit X in the diagram represents the extra part of benefit that is based
on service with System A and salary in System B. Certainly System B feels no obligation to pay
for this benefit, and System A is unlikely to want to pay benefits based on what may bevery large
salary increases for services rendered to another employer. A possible compromise to the Benefit
X dilemma is to have System A provide benefits based on the higher AFC with all employers,
but subject to a cap. Such an AFC cap might be equal to the System A APe increased by
perhaps 3 % for each year of future service with another Virginia public employer.

An alternative would be to follow the VRS approach and have System A provide the full amount
of Benefit X.

In summary, I believe a portability program could work and could be administered by the
participating systems without too much hassle. I also recommend that the basic features of such
a program should be:

• use of combined service for eligibility
• benefits for service with each employer based on that employer's benefit formula
• no transfers of money between systems (but transfers of necessary member

information)
• some provision for the benefit based on service with one employer and salary with

another.

Please let me know if you would like me to meet with the task force to discuss this subject in
more detail.

Sincerely,

<; f} f /

~[c/0Af.,{,U{,,/, -r------.-.
..J

Donald M. Overholser
Consulting Actuary

DMO:dw
184-94
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September 22, 1994

~Is. Clara L. Lee
Executive Director
Richmond -Retirement System
P.O. Box 10252
Richmond, Va. 23240

Dear Clara:

I have reviewed tne information on retirement benefit portability that you obtained at your
meeting on September 13, which included the survey information, the letter from Buck
Consultants to the VRS, and the information on the Illinois Retirement Systems Reciprocal Act.
My observations, keeping in mind your desire to address the portability issue on a no-fault (i.e.
no-cost) basis, are as follows:

1. Vesting

With 5-year vesting provided by all but two of the systems surveyed, I would not
recommend allowing portability to apply to anyone with less than 5 years of service. It
might .be desirable for the transferee system to grant vesting credit for service with
another system, but I do not believe it is in the best interest of the transferor system to

be required [0 provide benefits to individuals who would not ordinarily be vested.

2. Contributory vs. Non-Contributory Systems

Several issues arise in the situation where the transferor system is contributory and the
transferee system is non-contributory, as follows:

a. Should the transferee system be required to accept employee contributions? This
would be a burden to the extent that the transferee system would not have in
place the administrative capabilities to administer a contributory benefit with
respect [0 accounting for employee contributions and the taxation of distributions.
Since me taxable panion of a refund of employee contributions could be rolled
over into an IRA, I do not believe that the transferee system should be required
to accept employee contributions.
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Ms. Clara L. Lee
September 22, 1994
Page 2.

b. Should an employee who transfers to a system after having received a refund of
contributions plus interest from another system be allowed to purchase prior
service in the new system? This question should be left up to the transferee
system. In any event, care should be taken to eliminate the possibility that a
transferring employee might purchase more service than they would ordinarily be
entitled to had they been continuously covered under one system. In addition, the
transferee system would need to be careful that a provision for employees to buy
back service in this regard not be utilized by highly compensated employees to
a greater extent than other employees. Such utilization could result in the system
running afoul of IRS non-discrimination rules.

C. How should the transferee system determine the amount of service to be credited
for the employee contributions transferred? Since each system has its own benefit
provisions and actuarial assumptions used to value benefits, it should be left up
to each system to assign service credit for a transfer of contributions.

3. Average Final Compensation

If the highest AFC (usually the last years') is used to compute the ultimate benefit, the
employee will gain at the expense of the transferor system. I do not believe that this
would be in the best interests of the transferor system.

4. Service

I do not believe that counting service for a period of time in which no services are
performed under a particular system is in the best interest of that system. Each system
should be responsible for providing benefits for services rendered. The only exception
to this would be in the case where transferred assets were to provide for the additional
benefits.

Quite frankly, all of the above lead me to believe that there is really no way to transfer service
and benefit credits between systems without all systems experiencing an increase in costs, both
for funding and administration. The fact of the matter is that any portability strategy that
provides additional benefits to employees is going to result in additional costs.
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Ms. Clara L. Lee
September 22, 1994
Page 3.

We have discussed an alternative strategy that would provide for no-fault portability, but would
not provide additional benefits or increased costs. This would involve the following steps:

1. When a person terminates coverage under one system and indicates a desire to transfer
to another system, a calculation of vested accrued benefits would be performed by the
transferor system.

2. The vested accrued benefit determined in (1), if any J would be assigned a lump-sum
value based on a prescribed interest rate assumption agreed upon by all participating
systems and reviewed annually.

3. The employee would advise the transferee system of the lump sum value to be transferred
along with a request for a detennination as to the service credit that could be purchased
under the transferee system. Upon receipt of this determination, the employee would
decide whether or not to transfer the lump sum value of their benefit to the new system.

Although the above scenario would not provide a benefit at retirement based on the employees
highest years of earnings regardless of where they were earned (an arguable windfall to the
employee), it would at least provide for the benefits to be paid from one source at retirement.

It appears as 'if there is still a long way to go in this decision making process. Please let me
know if I can provide additional assistance.

Sincerely,

Jd/d_.~
Wi~owa
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MILUMAN' &:ROBEItTSON, INC•
..\t~marie. lU,,1 (~III1UL\n"tI

PRMONAL • CQWIPQNTIAL

Mr. Don A. MCCOrry
Retirement AdmhUItrator
Pmrfu CO\Ulty Retirement Apr,1l!'J
10680 Main Street, Suite 280
Fairfu) Virrinia 2:.tC30-380S

Re: Portability PropoW

Ofl!R!' Don:

As rtque~teci, I have reviewed the portabilityproposal fromBuck 'Cumultants to the VRS.

On the attached pages aremyinitial thoughts 8l\d Ii brierovenrIew of lomt C'ther methods
used 10 pn)videportability. The sample calculations have not been checkedso 18t~t them
along in DRAP'r fcnn so as not to ..low down our response.

PI.. let me knowwhere you wantme to go with this. I willbe atter1diDg rhe ur.dform~d
Board m~ting th1s Wednesday if you would care to diatUSI this before or aft'~r, pleue let
me kDOW~

Sinc:erely~

MILLIMAN It ROBERTSON. INC.

'1ti~~ ~ ?:'~ r-··
Fiona E. Liston. F.S.A.
Cammltfna Actu8ry

cc: Gene Kalwa1'5lci 34

~.• AIIII•• ao...u •QUIp • a.w • o.u.. •~ •III~ • No..-
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Goalsofa PortabiilyProgram

1~ To proud! a bendt to empfC¥JB8 who move between padidpdng systems that;s equivalent to benefits
provkfad to an employee.tlo spends his/her entWe career at one loaIIion

TtMs is hard todefineifperticipallng system offer vastt; cM8rent benefilS

2. 1'0 p-OJide anequitable dvision or costs belwesn '!hepartidpaling syCeRIS and1118 employee

Ifme system is a net importer ofe~loveesthey shouldnocbearIhe fuR cost of prcMdng portabtlty.
Silrilarty.a 1181 ewpctter of ewpfoyees shoufd natpay the U cost. Theremaybe an..eement1hat tJ1e
ernDlo,ee sIloufd share in a portion of Ihe costa MIN.

3. II shcUdbe possibleb' each sys18m to value it own Ii:Dlity wnereformer and CUnM employees are
cancemed. i.e. no surprises. retirement dale

4. Adminisbathle bunl8n !houId be kapt ID 8 minimum.

IfeachIran"" involvesmyrilldactuariaJ G8Iculiltioos byboIh the former employerand the .... empIover1he
!It'W_ IIIIntl mar not be feasible.
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~ &ROC~

'rhe lJI{"'QIa-Mt.111c~

Combined alrYlol lau"d for determining retirement eUglbtUtv end break potnta If accrulll rate ~nctng•• on .,rv:CI.
Final Avera;_ PlY from the lut .m~IOYlr I. ulea In calCutlting in. benefit payab" from .ach ,mployElr

emplOV8e receh,•• flJll oart,r b.n'~1, may be more or l••• tnal"llt tull ca,.." Via worked It on~ letc;.tlon
dtgencftng c" wt1.ttler former or finaltmplOYlr ~'rI hU~h.r bln'fib.
Farmeremptoyerrnuatcarty untr.4uurabll lI.bU~~ untilformer plrtlolp."t r.tl .... or I••VN thea ~IOtt.billty group
New emPlever n••aeto Me» whatner filQl1acte aeNt;, ell• ., Inor;., to J'fOPli'ly fund fer .tl9jb·llt~

JuU!.:9P.2Y!

Combined a,:Vlal II uNa fgr determining re1lt.ment ,UgibUtty and btl. polnta Ir accrual rate C::!1 ..nge~. on GtNlc. In
••en l=I'an, tl'\. bll'll~t ~ald from••en plan Ie tnlrt bleed on..NIC. wol'kla at '&Cihemplgy.r/:o·81 .IMCI,
':In.' a~rag. ,.jlry I"Cfea&" are cIQOld raau!lIna In In '''''ct.-a termination It""'.

~ormer.mpto~rmUlt carry 1J,,~...ur'QI8 liability untt;Torni.r pw1lclpant rtItirH or t.aYe. the pOl"lbll:CY groUj)
New eMploye, ne.da to KnOW wh'''''.r portable .eNlel eatlta In Qraer fO propetlyrund for eUgtbltty

RhodB 181and Offill to Make COl"l'lp" wet" other ••tt.1Q ptoV'lge recll~rccil portability between 1111."'t trlnsfl( the fClrm.r .mployer~I tnt new emplayer a lump .um equal to tl11 accumulat.d ccntllbuligol (With
Interest) m.~. t)y C01h m, l"'OICye. Ind t~. amployer. Thl em'lOYer contrfDU~O" I~ l:)UBC on ~.I~f.r elf the former
glen or the "'ew plan comrltlLltlon ratl.

Employee r.ce~•• tutlOel'uiltlt bas.d en trig I'lIW pll" iOrmull
~ar",.r Impaoyer"" nG 'uturt 1I10"Uy on08 nanl1'sr It midi. but. trlnefer It hlgh.r ,nan .ccr~d blnaftt
New employ.r mUlt pay for ~an of future .allry InC"I.e. 0'\ pae1 I'Mee bln.ft'
InvOIW, aotullfll a.~l.Ilallcn•••c" time. tranafer I. mIdi
MUlt oe lOme aanaemlnt on eoluartaf ellunlP~Dn.Im.thod. to aI/old Ilgamlng"1hl Iystem

4~1 ~tC1a mice !umo.u~ rellov.r to new plan, or ouhout to .mpl0Y'8 at tim. at ttan.f.r. Lump,un-! It ~11'8ed

on the beneflt accru.:! If ~OJ'1'n.r 'r'l~IQy.r. T"'I emp1cavee thin U.I. this cuh to I)urcnase whatsvlP Dlllneftt nil'"'
can at new .mg\avlr.

Coat/bel'\eflt will vary .oeorcllng to IIMeR purcn••• oroceduril at lien ay.tem
E~ployee Mav "ave to pay agdltionl' money fOr tlJ\I"Me, plJre~M8
No "'••cHor !ormer - .....player to track Im~lay•• IIttar tra".'"
Eat!") sy."fl1 e.~ etr;.actu", Ita bUy-In proeedur&eto gr.ru Illvai 01 pOI1.blllty wt'llch 11 tan a"~rd

Ceuld de"liCP • ~nltlea m'1hod,..um~ona tor all partJctpaflng Syst'M'

3f,

25-8,p-94 MIUlrnan & Robe....on, 11'l~.



SENT BY:FFX CO. RETIREMENT ADM;10- 6-94 ; 2:20PM;

SENT BYiMtlj :man&Robertson DC ,9-26-94 ; 7:47PM;

7032733185"

M&R OC-i

8047861425;# 5

7032733185;# 5/ 6

flonl...thy MdtOaI

~-UsJr1dlcq

C81aU1_ .neflf"~lbl' botn wn~ ."~ Wll~outfull"rylc./plY It DDI1lOOdanl.
EmpJoyee to I'IOINt thI ....r of tn••• two .mountaln tbtaI.
AJtoclti tot_DI"8tH back \0 IlGh empto,., b_CSanUti amount at un,tt payabl. In In. IblnnGl 0'1 portab.lty

8~ the totmIIr lAd tn, t"lUre emplov.r will haw. narG time VllulnCl tn••, II.DII....
Onlywork. wll\ rtlMwly unllonn ben'flt formu'a.IDDroII .~ttm.
Form.r .mploy.r p¥ PI"Of oeet for • .-ry InC.....on oU:t ••rvtaI

lnd'~.'JId.I"!fb

Tnrt tI"mllar••IUdnoll mlthOCl but JnltHd Of ~.I"I &It~.1 f~"'l werll' PlV It flll'lrMnt ItGfOrm.'
.mplOylr bend tlln,,._d "Y • put'II"h'" in..or.ate InftaUln fro", the .orn' or tl'll".' to fl.
f'llIrem.nt aa.,

A~'. e...ltvt ~.~ ,.,... grll1.d bV tutu,. .mpIO~r fro,." Imp""nl tarmlr.mp~t
AltOM .om. m...uremtnt ofon-galngillbllltv in for,.,., plan
Onlv ;CII Plrt --IV mWlrd. milling tnl PlrtJCl6P1ftI."DlI
Ma, nt.d to Iddr••• pertlbflltv Of 1IIIIbUIty .,NIDI Into newplan

JI1dIpo YMtId1JJ!.dl.-r.tJ!!J:rll'a1
At tnl pOIt\t er"""Ir. &""Ioy., Aoalcul... ., aocruecl Denlftt bINd on _Mea ttl DUf a·'..... flnll
••uy PftJJlOlet:l ta l'Utu,. retireMent ••, A lurnpaum i8 alfoul..-»....,tt lie v lOCIay 01 tllli
benl," end Ihlt amount. lIMar.rrad 10 Ih. t~,. pl." I All blnlfltl ." .,.., ~I~"out fI In, tut.rr. ~Irt.
ProJI=ted ••llry~".... InCilumptum fllOWl mUll De unlorm fgr ttlla to work,

FUWftt employlr taic.'l1Ik that ••llrv wUl I. nlghlrtnl" proJIC-
FOrrMf Implorer ,.W. moet of thllncl'I••I.mou"t

New employ., ,rsnll full prior "mol 11'\ Ollcul.lng blntfttl bU1 Off•••m.....un by tt...nett l!'Iat wUl be
PliO by fer",.' Im,tavlr

I"'DIO~I' II mart.whale
Form.r Implo"lr naa nc Obligation outtld, the aurtlnt on.
Ne. emplCYer.-vI emf....m~U"tat ••Iary Incrl•• on p••••Nlol
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OCT-21-19S4 15:09 CITY OF RnANOkE 783 981 2940 P.02

8l.£"NSUITANTS
~~ West M~nr " .~t'ett $uite 1700
ChiC'...~O, 1IIi,.,o. ~ saGOS

October 21t 1994

Ms. Doris Peters
R.etirement Administrator
City or Roanoke
P.O. Drawer 1220
'Roanoke, Virginia 24006

Dear Doris:

The purpose of this letter is to discu.u tlw issues surroundlnl benefit portability among the
Retirement Systems in Virginia. and to provide ll=native methods of calculating benefitsunder
a portability program.

BACKGROUND

The J.etitem=tt SY:liteml in Virginia do not eurrently provide benefits which are portable. If a
member tran3fcrs from one System to another, he. is treated u a terminated member at the first
System and a new member at the second sys=m..

A committee of ~relentati.ve5 from Retircmel1t Systems in Virsinia has been formec1 to stucly
the iSsue ofportability and to recommend a COU3C of action. Benefit portability does not require
lhal asseUi equal to &he value vf baJc:fits QU'JH:U ill vile S)'~l=lU lnul~rer with the member to
another System. The goal of portability is to keep the transferred member "whole" in chat his
total retirement benefit will be based on all service and his final average ~lary at retirement.

BEI\{~F1TS OF PORTABILITY

Portability would benefit employers and membett's. Employers' ability to recruit members from
other Sy:s~m~ rna)' be enhanced since the members' tow retirement benefits would be ba~c::d on
all service and salary earned at all Retirement Systems. A total retirement benefit based on all
service and salary throughout a member's career wouLdbe creater than a total retireluenl bencfil
bam on service and .salary ~cd 301el)' at each System.

Members would benefit from portability because they could transf'er from Systenl to System
WiU1UUL a potential1u~s in retirement benefits. The ability to transfer without a lOSS in retirement
bcn~hts could cnhaneo a mombOl"G ~GZ'CC1".

SuCk Con3ultants. Inc:.
~t2 I 332 .cZO~ il);. :31;: 13~2' ti2~j
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Ms. Doris Peters
OCtober 21, 1994
Page Z

Portability would address the i¥sue of fairness in that a member who spends his career in
governmental service in Virginia can retire with a benefit which reflects an his service and final
average salary.

The following diagram t included in Buck's September 9, 1994 letter to the Virginia Retirement
Sy~tem, illustrates the benefit components of a member who transfers from System A to
System B.

B-A

Salary

A

Benefit
X

...................................-. _..

Benefit
A

A

Service

Benefit
B

B

B

Without ;x>rtability, at retirement the member will receive Benefit A from System A which is
bascG ~icly on service and salary earned at Sy5ten1 A plus Benefit B from SYSten1 B based on
service and salary earned solely at Sy!tem 8, Service from System A is not credited at System
B for i'tA...-poses of determining eligibility for retirement benefits, disability benefits or death
benems. Increases in ~2IrY at System B are nvt recognized when calculating the benefit from
System A. By transferring, the member has forfeited a potential benetit ;llustrateQ as Benefit
X. Benefit X represents the forfeited benefit due to salary increases at System B which are not
included in the calculation of Benefit A, and service earned at System A which is not credited
toward eligibility for benefits at System B. With benefit portabtlity, the member will receive
the ~um of Denefit A, Benefit 13 and Benefit X.

This illustr"d..U"n abo shows that portability has acost since a transferred member's benefit will
increase by Benefit X. The cost of Benefit X must be funded by system A, System B or the
member.

BUC,
Cl'">NSULTANT')
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Ms. Doris Peters
October 21, 1994
Page 3

CITY OF ROANOKE 703 981 2940 P.04

BEN'£FIT PORTABn.1TV ALTERNA'I'IVIS

A portability pqram which nlCdS the Deeds Df members would have the following
chaIacteriSb.CS:

• Combined service al all Systems would count for benefit eli&ibility at all Systems;
• Vinal averacc salary· would· be based on salary earJ~ alL wi S,.~tems; and

• The calculation of the benefit would be ~ndcrstandable.

The employCfs have confJi.cting needs. 'Nhile ~he employers nmy WaDt portability in order to
improve the benefit of ttansfcninl mcmbcn and therefore improve: ~ruiling ability, the
employer may not want to incrcuc its CO$t. I~ in cost would b~ due to additional funding
requirements and administrative colts. The ,deal ponabllity pr08taUl, tnnn the members'
viewpoint may be too costl)' from the employers· viewpoint.

The fullowinl pagN dcsaibe three a1tcmativc benefit structures that have: the above
cbaracte.ri~Lic~. Thcmcrib u! each alterna.tive~ discussed. The benefits uncler each alternative
are illustrated based on a tncmbcr tnmsfening from System A to Sys=m B with the following
assumptions:

Member Data SYIhID A Syatem'S

Servi~o 1S Yeats 10 Y-=an
, .........., .... • .....--.........H .......t ................ ...................._...._..........-..--------- ._.----_.._._................... ..... . ...........a.~ ..
Pinal Average Sllarr $ 30,000 $ 4'7000

.............~....-----...._........_.._....... ,.. !'"._" .. ..,.~ ....................- .............- ...._~-_._• !--_.... ".M........." ...._.M •• M ......M .........................

B.:.nc::tit Funmda 2" of ftDa1 averllC salary I.," or nnal average sadat)'

for yous of service up to 30. for the tirst 20 years.
plus

2" or nlW aV4;f l.g t: ~.l.r)'

for service ovcr 20 yous.

41
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Ms. Doris Peten;
October 21, 1994
Page 4

c : T'Y OF POH~JOVE 7r:'3 g81 2940 P.05

ALTERNATIVE 1 (IndiTidual FormulalFln_t Pa)')

Each System recognizes servi,c;c. earned at other Sysrx:ms COt pu~ uf determining benefit
eligibility. The benefit paid from each System is based on se~icc eamed while employed at that
System and includes salary over the entire career. In the ca..~ ur a tiered benefit formula
(System :8) service earned while at SystemA would apply toward the first tier. The benefit paid
from each System wo~Jd. be dctcrmiftcd as follt')ws: .

15 ycan x 270 x $45,000 =;; $ 1'3,500System A:

System. B:

Total:

5 years ~ 1.5" x $45,000

plus

5 yean x 2~ :W;' S4S,OOO - 7.815

s 21,375

This alternative would keep the member ·who~ in that he will reoeive retiremen~ incomebased
on his final average salary of $45,000 from both System A and System B. However. System
A would probably not want to fund the incl'Ca.JIC in benefit due to the increase in final average
saJary from 530,000 to 545,000 dt.lC to salary increases the member received while employed
at System B.

ALTEBNAnvE 2 (Greatest Service System Pays)

The Retirement System in which a member earned me most serviu would delennin~ iIlld pay
the entire benefit based on total service and salary earned at both Systems. The Retirement
Sy~lem which pa)'~ the benefit would receive atasets from the other Systetn which would cover
all or a portion uf lhe cost ur the member's benefit earned at chat System.

To illu:strate., :since the member had the most service at System A. the benefit would be paid
from S)'~tem A. Thte benefit would be calculated as follows:

System A: 2% x 25 yean x S4S,000 = $ 22.S00

Sy:stem n would transfer assets to System A which would represent the value of the benefit
earned at SYStcl11 B. The value cf the bcnct1t earned at System B would be based on the
following benefit:

OCT-21-94 FRI

Sy~1em B:

15:1~3

1.5% x 10 years x $45.000 :: $ 6.7~O

42
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Ms, Doris Peters
October 21, 1994
PageS

CITY OF ROANOKE 703 981 2940 P.06

This alternative would also keep the member "'whole." However, it bas the sanlc problem as
Alternative 1 in that the System A is pro\'idinl a benefit based on salary increases t\\e \nember
received -at System B. Also, determining the value of Usets to be tnmsferred invQlv~ an
actuarial calculation which will increase ac:1mintstrativc costs.

ALTEltNATlVE 3 (Wraparowacl)

The Retirement System from which the member~ (System B) provides a beneflt based on
all service and salary offset by the benefit lhe member earned while employed at System A.
S~tem A will provide a benefit bued on scM.CC and salary earned while: the member was
employed at System A.

The benct'it earned nom System A is determinad as follows:

S1*JDA:

The benefit earned fmm Sr~cm n is:

SystelD B: 1.S" x 20 years oX. 545.000

plus

2" X :; years X $4S.00D ==
Ius

System A benefit =

$18,000

i,~

$ 9,000

System A will provtde the member a benctit of $9,000 and System B will provide a benent of
59,000 for total a retirement benefit of $18,000. Under this alternative, the member is kept
·wbole" and System A is not funding a benefit based on salary the member earned while at
System B. System B is funding for tne increase in System Ats ~eneftt due to sa.J.ary increases
earned at System B.

Alternative 3 (Wraparound) is the approach thalt we recommend because:

a) the member is kept whole,

b) the System from which a member retes funds increases in benefits due to salary
increases, and

c) assets need not be transferred from SystOm to System.

CT-21-94 FRI 1 5 : 1 1
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Ms. Doris Peters
OCtober 21, 1994
Pa.gc6

CITY OF ROANOKE 703 981 2940 P.07

COST OF PORTABIUTY

Portilbility will result in an increase in COSl to .employers. The cost to each System will depend.
upon the structure of the benefits provided and the number of members who transfer between
Systems.

Benefit portability may rewlt in an. increase tn administrative expenses. POT example, under
Altemative t (Individual Formula/Final Pay), .sY$l.wn A will include salary earned at System B
in ca1cu1a1inC a member'ts benefit. Thus, System A must maintain additional information on a
member who transfen. Under Alt.ernauve 2 (Greatest Service System pays), the assets 10 be
transferred tQ the System which pays "he ~fit win have to be calculatecl. This will require
an actuarial calculation and inctea$t; administrative costs to the System. AJternative 3
(Wraparound) requires an offset and thereforean additional calculation step in the determination
of thetransferred nlCmbcr·,retirementbenefit. Under all alternatives, informationat transferred
members must be comlUunit4ted from S)'81e1S1 to' System.

CONCLUSION

We <;an further assist the committee in its stUdy by:

• demonstrating how the alternative methods wuWu uptn-te based on the actual benefit
formulas of the Systems,

• developing oatimatcd ecsts of ilnplcmentin~portability, and

• draCtin5 legislative language.

Plcuc ca1l me after you have bad a chance to review the information so we can discuss this
further.

Sincerely yeura,

Jtdl
Kim M. Nicholl
Consulting Actuary

KMN:mak
07.W\A.10.A33
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Statistical Section

Employers as of June 30, 1994

.._-------------------------- -----

Political SKbdit'isio7l$ (357)
Accomack County
Albemarle County
Alle~hany County
Amelia County
Amherst County
Appomattox County
Augusta County
Bath County
Bedford County
Bland County
BotetourtCounty
Brunswick Countv
Buchanan CountY
Buckingham County
Campbell County
Caroline County
Carroll County
Charles CityCounty
Charlotte County
Chesterfield County
Clarke County
Craig County
Culpeper County
Cumberland County
DickensonCounty
Dinwiddie County
Essex County
Fauquier County
Floyd County
Fluvanna County
Franklin County
Frederick County
GilesCounty
Gloucester County
Goochland CountY
GraysonCounty
Greene County
Greensville County
Halifax County
HanoverCounty
Henrico County
Henry County
Highland County
Isle of Wight C~lJn!V
James City County"
King George Counrv
King & Queen Countv
King William Count\"
Lancaster County "
Lee County
Loudoun Counrv
Louisa County "
Lunenburz County
Madison Countv
Mathews Count.,
~lecklenbur" Counrv
Middlesex County .
Montgomery County
Nelson County
New Kent County
Northampton County
Northumberland Countv
:--;onoway County "
Orange County
Page County
P"t";"lr rnllnfl.>

Pittsylvania County
Prince Edward County
Prince George Counr-:.
Prince William Coun~
Pulaski County "
Rappahannock County
Richmond County .
Roanoke Countv "
Rockbridge Co~ntY

Rockingham County
Russell County
Scon County
Shenandoah County
Smyth County
Southampton County
Spotsylvania County
Stafford County
Surry County
Sussex County
Tazewell County
Warren County
Washington County
Westmoreland County
1-Vise County
Wythe County
York County
City of Alexandria
City of Bedford
City of Bristol
City of Buena Vista
City ot Chesapeake
City of Clifton Forge
City of Colonial Heights
City of Covington
City of Danville
(itY of Emporia
City of Fairfax
City of Falls Church
City orFranklin
City of Fredericksburg
City orGalax
City of Hampton
City of Harrisonburg
Citl" of Hopewell
City of Lexington
City of Lynchburg
City of Manassas
City of Manassas Park
City of Martinsville
City of :'oiortolk
City of Norton
City of Petersburg
CitY of Poquoson
City of Portsmouth
City of Radford
City of Richmond
City of Roanoke
Cirv of Salem
Cit':<· ofSouth Boston
(in' ofStaunton
Ci~' of Suffolk
City of Virginia Beach
City of Wavnesboro
City of Williamsburg
City of Winchester
Town of Abingdon
Town of Altavista
Town of Amherst
Town of Appomattox
Town of Ashland
Town or Berrvville
Town of Biz Stone Gap
Town 01Blacksburz
Town of Blackstone
Town of Bluefield
Tnurn nf RnU/1in.a C.1"AAn

Town of Boyce
Town of Boydton
Town of Bridgewater
Town of Broadway
Town of Brookneal
Town oi Cape Charles
To'NTl of Chase City
Townof Chatham
Town of Chincoteague

46

Town of Christiansburg
Town of Clarksville
Town ofCoebum
Town of ColonialBeach
Town of Courtland
Town of Craigsville
Town of Crewe
Town of Culpeper
Town of Dayton
Town of Dublin
Town of Dumfries
Town of Edinburg
Town of Elkton
Town of Front Royal
Town of Ga.te City
Town of Glasgow
Town of Gretna
Town of Grundy
Town of Halifax
Town of Hamilton
Town of Herndon
Town of Hillsville
Town of Hurt
Town of Independence
Town of Iron Gate
Town of Jarratt
Town of}onesville
Town of Kenbridge
Town of Kilmarnock
Town of Lawrenceville
Town of Leesburg
Town of Louisa
Town of Luray
Town of Marion
Town of McKenney
Town of Middleburg
Town of Montross
Town of Mt Jackson
Town of Narrows
Town of New Market
Town of Onancock
Town of Orange
Town of Parksley
Town of Pearisburg
Town of Pembroke
Town of Pulaski
Town of Purcellville
Town of Quantico
Town of Remington
Town of Rocky Mount
Townof RoundHill
Town of Saltville
Town of Shenandoah
Town of Smithfield
Town of 51. Paul
Town ofStanley
Town oi Strasburg
Town ofTappahannock
Town of Tazewell
Town ofTimberville
Town of Urbanna
Town of Victoria
Town of Vienna
Town of Vmron
Town of Wakefield
Town of Warrenton

Town of Warsaw
Town of Weber City
Town oiWise
Town of Woodstock
To'NTl o{Wytheville
Accomack-Northampton

Planning District Commission
Albemarle County Service Authority

Alexandria Redevelopment
& Housing Authority

Alexandria Sanitation Authority
Alleghany Highlands

Community Services Board
Amherst County Service Authority
Anchor Commission
Appomattox Regional Library
Appomattox River Water Authority
Augusta County Service Authority
Bedford County

Public Service Authority
BedfordPublic Ubrary
Blacksburg-Christianburg-

VPIWater Authority
Blacksburg-vPI Sanitation Audtority
Bristol Redevelopment &

Housing Authority
Campbell County Utilities&

Service Authority
Capital Regional Airport Commission
Central Rappahannock

Regional Library
Central Virginia

Community Services Board
Central VirginiaRegionalJail
Central Virginia

Waste Management Authority
Charles Pinckney Jones

Memorial library
Charlottesville Redevelopment &

Housing Authority
Chesapeake Bay Bridge

and Tunnel District
Chesapeake Redevelopment &

Housing Authority
Chesterfield County Health

Center Commission
Coeburn-Norton-"Wise

Regional Water Treatment Authority
ColonialServices Board
Colonial Soiland

Water Conservation District
Crater Juvenile Detention Home
Cumberland Mountain

Community Services
Cumberland Plateau

Regional Housing Authority
Danville-Pittsylvania

Mental Health Services Board
Danville Redevelopment &

Housing Authority
DinwiddieCounty Water Authority
District Home Waynesboro
District 19 Mental Health &

Mental Retardation Services Board
Eastern Shore

Community Services Board
Eastern Shore Public Library
Fauquier County Water &

Sanitation Authoritv
Franklin Redevelopment &

Housing Authority
Frederick County SanitationAuthority
Fredericksburg-Stafford Park Authority
Goochland-Powhatan

r"n1'PT'1l1'nitV ~,.,,;~...Q,~ RT\~'I",.I

Greensville County Water &
Sewer Authority

Greensville-Emporia
Department ofSocialServices

Hampton-NewportNews
Communitv Services Board

Hampton Redevelopment &
Housing Authority



Statistical Section

Hampton Roads
PlanningDistrictCommission

Hampton RoadsSanitationDistrict
HandleyLibrary Board
Harrisonburg-Rockingham

Community ServicesBoard
Harrisonburg-Rockinch-m

Regional SewerAuthority ..
HenryCountyPublicServiceAuthority
HighlandsJuvenileDetention

Center Commission
Hopewell Redevelopment &

HousingAuthority
Industrial DevelopmentAuthority

of HenricoCounty
Isle ofWight CountyPublic

RecreationalFacilitiesAuthority
James CityServiceAuthority
LeeCounty Redevelopment

and Housing
Lenwisco Planning

DistrictCommission
LonesomePine RegionalLibrary
LoudounCountySanitationAuthority
Meherrin Regional Library
MiddlePeninsula-Nonhern Neck

CommunityServices
MiddlePeninsula

RegionalSecurity Center
MoccasinGapSanitationDistrict
MonacanSoiland

Water Conservation District
Mt. Rogers

PlanningDistrict Commission
NaturalTunnel Soiland

Water Conservation District
Nelson CountyService Authority
NewRiver

Planning District Commission
NewRiverResource Authority
NewRiverValleyJuvenile Detention

Home Commission
NorfolkAirportAuthority
NorfolkRedevelopment&

HousingAuthority
Northem Neck-Essex

CountyGroup Home Commission
Northern Neck

Planning District Commission
Northem Virginia

Health Care Center Commission
Northem Virginia

Juvenile Detention Home
Northwestern Community

Services Board
Peninsula Ports Authority of Virginia
Pepper's Ferry RegionalWastewater
Petersburg Redevelopment &

Housing Authority
Piedmont

Planning District Commission
Piedmont RegionalJail
PittsylvaniaCounty Service Authority
Planning District One Community

Services Board
Portsmouth Redevelopment &

Housing Authority
Potomac RiverFisheries Commission
RappahannockArea Community

Services Board
RappahannockJuvenile Center
Raooahannock-Ranidan

Community Services Board
Rappahannock-Rapidan

Planning District Commission
RappahannockSecurity Center

RegionTen Community Services Board
Richmond Metropolitan Authority
Richmond Redevelopment&

Housing Authority
RivannaSolid Waste Authority
RivannaWater & Sewer Authority
Robert E.LeeSoil&

Water Conservation District
Rockbridge Area

Community Services Board
Rockbridge Area

SocialServices Department
Rockbridge County

Public ServiceAuthority
Rockbridge RegionalUbraJ')'
Shenandoah Valley

Juvenile Detention Home
Commission

Smyth County Public ServiceAuthority
Southeastern TIdewater

ManpowerAuthority
Southeastern Virginia

Public Services Authority
Southside

Planning District Commission
Southside RegionalJuvenile Group

Home Commission
Southside RegionalLibraryBoard
State Education Assistance Authority
Staunton Redevelopment&

Housing Authority
SuffolkRedevelopment&

Housing Authority
The Peninsula AirportCommission
Thomas Jefferson

Planning District Commission
Thomas Jefferson Soiland Water

Conservation District
TIdewater RegionalGroup Home
TIdewater Transportation

District Commission
Tri-County/City Soil&

Water Conservation Disaiet
UpperOccoquan SewageAuthority
ValleyCommunityServices Board
VirginiaCoa1field Economic

DevelopmentAuthority
VlJ'ginia Education Loan Authority
Vu-ginia Highlands AirportCommission
VirginiaPeninsulas

Public Service Authority
VlJ'ginia SmallBusiness

FinancingAuthority
Washington County ServiceAuthority
Waynesboro Redevelopment&

Housing Authority
Western TIdewater

CommunityServices
Western Tidewater RegionalJail
Wythe-GraysonRelt'ionallibrary
WythevilleRedevelopment&

Housing Authority

Pr.tblic SchoolBoards
Professional Employees

CitySchools(401
AlexandriaCity Schools"
Bristol Schools"
Buena VIstaCitySchools"
CharlottesvilleSchools"
Ch"QQ~ok" Publi" S<oh....b·

ColonialBeach Schools
ColonialHeights CitySchools"
CovingtonSchools"
DanvilleSchools"
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Fairfax City Schools
Falls Church Schools
Franklin City Schools"
Fredericksburg City Schools"
Galax City Schools"
Hampton City Schools·
Harrisonburg City Schools"
HopewellSchools"
Lexington City Schools"
Lynchburg Schools"
Manassas City Schools"
Manassas Park City Schools"
MartinsvilleCity Schools"
Newport News Schools
Norfolk Schools"
Norton City Schools"
Petersburg Public Schools"
Poquoson City Schools"
Portsmouth Schools"
RadfordCity Schools"
Richmond Public Schools"
Roanoke City Schools
Salem City Schools"
South Boston-Halifax Schools"
SCauntDn CitySchools"
SuffolkCity Schools"
Vqinja Beach City Schools"
Waynesboro City Schools"
West Point Schools
WUHamsburg-James City Schools"
WlDchesterSchools"

Cox." Sdwols (94)
AccomackCounty Schools"
Albemarle COUDty Schools·
AlleghanyHighlands County Schools·
Amelia County Schools·
Amherst County Schools"
AppomattoxCounty Schools·
Arlington County Schools
Augusta County Schools"
BathCounty Schools"
Bedford County Schools"
BlandCountySchools
Botetourt County Schools"
Brunswick C.ounty Schools"
Buchanan County Schools·
Buckingham County Schools"
CampbellCounty Schools"
Caroline County Schools"
calTOn County Schools"
Charles CityCounty Schools"
Charlotte County Schools"
Chesterfield County Schools"
Clarke County Schools·
Craig County Schools"
Culpeper County Schools"
Cumberland County Schools"
Dickenson County Schools"
DinwiddieCountySchools"
EssexCounty Schools"
FairfaxCounty Schools
Fauquier County Schools"
FloydCounty Schools"
FluvannaCountySchools"
Franklin CountySchcols"
Frederick CountySChools"
GilesCounty Schools"
Gloucester County Schools"
GoochlandCountySchools"
Grayson CountySchools"
C~'n~ Cow.n.ty ~hV'W'lo:.-

GreensvilleCounty Schools"
Halifax-South BostonCounty Schools"
HanoverCountySchools"
Henrico CountyScheols"

Henry CountySchools"
HighlandCountySchools"
Isle of WightCountySchools"
KingGeorgeCountySchools"
King& Queen CountySchools"
KingWilliam CountySchools"
LancasterCountySchools"
LeeCountySchools
LoudounCountySchools"
LouisaCountyScheols"
Lunenburg CountySchools"
MadisonCountySchools"
MathewsCountySchools"
MecldenburgCountySchools"
MiddlesexCountySchools"
MontgomeryCountySchools"
NelsonCountySchools"
NewKent CountySchools"
NorthamptonCountySchools"
NorthumberlandCountySchools"
NottowayCountySchools"
Orange CountyScheols"
PageCountySchools"
Patrick CountySchools"
Pittsylvania CountySchools"
PowhatanCountySchools"
Prince Edward County Schools"
Prince GeorgeCountySchools"
Prince William County Schools"
Pulaski CountySchools"
Rappahannock CountySchools·
RichmondCountyPublic Schools"
RoanokeCountySchools"
RockbridgeCountySchools"
Rockingham CountySchools"
Russen CountySchools"
ScottCountySchools"
Shenandoah CountySchools"
Smyth CountySchools"
SouthamptonCountySchools"
Spotsylvania CountySchools"
StaffordCountySchools·
Suny CountySchools"
Sussex CountySchools
TazewellCountySchools"
Warren CountySchools"
Washington CountySchools"
WestmorelandCounty Schools"
Wise CountySchools"
Wythe CountySchools"
YorkCounty Schools"

OtherSdtoois (12)
Amelia-Nottoway VocationalCenter
Charlottesville-Albermarle

Vocational Technical Center
Dowell]. HowardVocationalCenter"
Joint Committee for Control Halifax &

South BostonSchools"
Jackson RiverVocationalCenter"
Massanutten Vocational

Technical Center
New HorizonsTechnical Center"
Northern Neck Regional

VocationalCenter"
P.D. Pruden Vocational

Technical Center"
RegionalControl Board of Culpeper.

Madison,Orange and Rappahannock
Counties"

RowantyVocational Technical Center
'V'alley 'V'O~,,-ti.Ofta.1TQ-ohnio!U COf'llto,..*

·Non-Professional employees also
covered (l31 School Boards)

Agenciesof the Commonwealthof
Virginia (228)



APPEND:IX D

summary of Local Plans
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WCAL RETIREMENT SYSTEMS
DEFINED BENEFIT PLANS

System VesURe AFC Beneftt Formula Contributions
Arlingtoll 5 yrs. 3 26-c0nsecut~ pay periods 1.0250 x APC x service (up to 20 yrs.) Yes

during which member received .0200x AFC x Exc. service (Beyond 20 yrs.)
highest pay ~0150 x AFC x service Yes

Charlott<SVilie 5 yrs. highest 3 consecutive yrs. ~0200 x AFC x service •.0250 of estimated No
Soc. sec. at age 65 x service (max of 20 yrs.)
~0120 x AFC x service (30 yrs. max) + AFC in
excess of 1/2 Soc. Sec. wage base x .005 x service
(30 max) + AFC x .005 x service in excess of 30 yrs.

Danville 5 yrs. highest S yo. .0142 x $9500of AFC + AFC in excess of $9500x No
.0182 x service

Fairfax 5 yrs. highest salaryover 78 ~OI80 x APC x service Yes
consecutive pay periods ~0200 x AFC x service

+-- or 36 months
\0

Falls Chuch 5 yrs. Average monthlycompensation received ~0200 x AFC x service Yes
during 36 consecutive months prior to ~Ol60 x APC x service
retirement which produces the highest
average

Newport News 5 yrs. 36 highest consecutive months of .01833 x AFC x service No
salary in last 10 years

Norfolk 10 yrs. highest 3 years ~0200 x AFC x service No
t~0167 x AFC x service

Richmom' 5 yrs. last 3 years .0125 x AFC x service + No
.0015 x (AFe • $13,200.00) x service up to 35 yrs.

Roanoke 10 yrs. last 36 months .0200 x APe x service No

1 formula if hired prior to 2/8191 6 Plan B: employee contribution 5.333%
2 formulaif hired after 2/8/81 7 formula if hired on or before 12/8/86
3 formula if hired prior to 1/1/84 8 formula if hired after 12J818O
..fomula if hired after 1/1/84 9 formula if member prior to 7/t/80
5 Plan A:employee contribution 4% to formula if member after 7/t/8IJ



GenRrAl Emrloyn~s

Arl Char Danv FC Fx NN Norf Rich Roan
Soc. Sec. Yes Ye~ Yes y~s Yes No Yes Yes
Dir.lntgr No No No Yes No No No No

Ind ir i Irrtg r No No Yes No No No Yes No

Vest/yrs .5 .5 .5 5 5 .5 10 .5 10
Change No No No No No No No No Yes

(5yrs)
Contri.butory Yes No No y~~ Yes No No No No
Withdrawal Yes No No Ye s Yns No No No
Mand. w/n

(nonvested) No Y~s Yes
Rollover-out Yes Yes Yp.~"'. Y0S No Yes"'· No No
Rollover-in No No No Yes"', No No No No
Purchase of
prior Servo No No No Yes':" No No No No

Cost 15%
Vested No
For Vesting Yes
Restrictions None

Active Members with Por.table Service

#/ser.yrs. 12/123 .52 56/367 (,6/402 142/1144 59/420
VRS 5/49 48/307 59/361 110/753 53/378
Arl 6/60 1/2
Char No Response 1/15 2/5
Danv 1/8
Fx 1/14 2/4 2/13 2/10
Fe1/3
NN 3/12 1/17
Norf 5/41 3/25 1/1.5 2/8
Rich 2/11 2/25 23/352
Roan 1/3.5

Innctiv~, V~~t('ld Hpmber with Portahle Sn rv iet:'.

iF 74 7 535 579 1421 94
Ser/yrs. 858 44 S,2RO 15~200 1,242

Rollover out of system: Falls Chn r ch a l Iows a d t r ec t r ol love r to an TRA,
but not to ano t he r pension p l an . Norfolk a l l ows a r ol l ove r to another
qualified plan or. IRA of only i nt.e r es t rer.~iv~d on empl oyrve con t r fbn t ions .

Rollover into system: Fairfax accepts a rollover on1y f r om VRS

Purchase of Prior Service: FairfAX acc~pts only VRS prior service
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APPENDIX E

Recommended Legislation
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51.1-143.1 Portability of prior service under system of a
poli tical subdivision of the Commonweal th. - -Notwithstanding the
provisions of 51.1-143, the retirement system may enter into an
agreement with a political subdivision of the Commonwealth having
a defined benefit plan which is not supplemental to the Virginia
Retirement System, whereby any vested member may be granted
creditable service, as defined by the political subdivision and
rendered with the political subdivision, upon the transfer of
assets as determined by the agreement.

51.1-801.1 Portability of prior service under system of a political
subdivision of the Commonwealth or the VRS.--Any political
subdivision having a defined benefit plan which is not supplemental
to the Virginia Retirement System may enter into an agreement with
another political subdivision or the Virginia Retirement System,
whereby any vested member may be granted creditable service, as
defined by the political subdivision or the Virginia Retirement
System and rendered with the political subdivision or the Virginia
Retirement System, upon the transfer of assets as determined by the
agreement.
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