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I enclose the report of the Retirement Working Group, headed by Professor Donald
Crothers, which is based on the efforts of a number of faculty members and others who
have since 1990 been working on various aspects of Yale's retirerment palicies, especially
as they are affected by the end of mandatory retirement as of June 30,1993, The Working
Group met regularly during the fall and winter of this academic year, reevaluating carlier
reports in the light of further thought and recent chunges in legislation and drafting a series
of specific proposals for consideration by a wider audience. T am very grateful for their
hard work and that of the several committees which preceded them, including CORI,
chaired by Professor Crothers, and CESOF, chaired by Professor Walf.

After receiving a draft of this report we engaged the firm of Towers Perrin, a group
very experienced in retirement plans, to analyze the cost implications of several of its
proposals, and to provide & scries of aliernative options, where feasible. They are still
working with us as we move toward a final plan. Subsequently we assembled an informal
“focus group” of faculty and deans from the Faculty of Arts and Sciences and several of the
professional schools to meet with the Working Group to discuss and further shape the
proposals. Those discussions were helpful and resulted in several changes. At this point it
is ime for wider circulation and more extensive response o the repori, so il is being sent to
all members of the FAS ladder faculty. Because we are still thinking through all aspects of
a final plan, your responses to any aspect of the report and suggestions for implementation
of its proposals will be most welcome to this office as we begin to draft specific new
policies.

Although some of the commirtees that worked on these retirerucnt proposals
included faculty from one or more of the professional schools, this report most directly
addresses the Faculty of Ants and Sciences. It is our goal, however, 10 emerge with one set
of University policies for retirement, even though differcnces in the nature of faculty
appointments and responsibilities in the various professional schools will require special
adaptations.

Thanks to the excellent and very thorough work that has aiready been done by the
Working Group and its predecessor commitiees, SOme of these proposals could become
policy 2nd be put in placc as carly as July 1, 1993, and others soon afterwards. We are
ready w work to this end and eager to receive your suggestions.
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Retirement Working Group: Executive Summary

The Relirernent Working Group presents for consideration a
comprehensive menu of proposals for modifying Yale faculty retirement policies
and benefits. The recommmended changes are in large part a response to the end
of mandatory retirement for tenured faculty in July, 1993. They draw upon the
work of several earlier faculty committees established to study these issues and
make recommendations. We summarize here briefly the components:

Early retirement. With the objective of enabling faculty who wish to
retire before age 70 to do so, while not generally enhancing retirement benefits
for those who choose to retire later, we recommend a new early retirement
subsidy benefit for tenured faculty. Eligibility would begin at age 62. The
subsidy would be related to the increment in annuity income which an
individual forgoes in retiring before the normal retirement age, which we
propose be adjusted trom 68 te 70. The benefit would also be condilioned by
salary and vears of service. For example, an individual with 33 years of service
could receive a total benefit of up lo one yecar's salary, but the amount could be
less depending upon the size of his or her account balance and number of
years until normal retirement age. Payments would be made over a pericd of up
to three years.

Planned retirement. This proposed new programn defines a set of
incentives for tenured faculty age 59 or above who commit themselves in
advance to a retirement date. Facully whe clect planned retirement would
make a binding agreement to relire no later than a lixed date within the
ensuing 3 years. In return. a participant could, wilh the agreement of the
department chair and approval of the Provest. opt out of some normat
responsibilittes such as dissertation supervision and major departmental
administrative positions. Participants whose agreed dale of retirement would
gualify them for the early retirement subsidy benefit would be permitted to
begin to reccive those proposed payments up to three years before the agreed
retirement date.

Phased retirement. This plan would replace the current one-guarter
time phased retiremenl plan for tenured faculty by a half time phased
retirement appointment, with the same terms as planned retirement:
availability of the plan would begin at age 59 or aftcr. and it would have a
maximum duration of 3 years. An individual who enters planmned refirement
would be permilted during the planned retirement interval to elect to convert
from full time lo a half time phased retirement appointment, terminating at the
latest on the planned retirement date. Salary and retirement benefit
contributions would be half those of a full time position, and health benefits
would be the same as those for full time faculty. Payment of early retirement
benefits for which the individual would gualify on full retirement may begin
during phased retirement, up le three years before the date of full retirement
Alternatively, the faculty member could, upen entry into phased retirement, opt
to receive one-half of the early rclirement subsidy benefit to which he or she
would have been entitled had immediate full retirement been elected.
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We suggest that each of the three programs indicated above, if
implemented, be reviewed after an initial period of five years.

Completing retirement contributions. We present a simplified plan to
end University contributions te the retiremeni accounts of participants once
they have been eligible for the Yale University Retirement Annuity Pian long
enough so that they should be able to retire without loss in standard of living,
assuming that they followed a standard TIAA/CREF coniributifon allocation.
The plan incorporates a monitoring feature that tracks real investment returns
far a full 35 year contribution cycle for a hypothetical individual covered by the
plan. Years of service and annuity purchase rates are used to generalize the
model 1o all covered individuals. A grandfather rule would bhonor the
expectations of current faculty by continuing University coniributions to all
current faculty at least through age 70, In addition, all participants would e
assured of eligibility for University contributions for a minimum of 20 years of
employment This proposal retains the spirit of the previously recommended
policy, but eliminates much of ils administrative complexity.

Cash out of a portion of Yale University Retirement Annuity
Account balance. We recornmend that Yale's policy be liberalized io permit
individuals entering into planned. phased, or full retirement to cash out a
portion of the resources in thelr Yale retirement accounts. subject to provisions
requiring maintenance of a defined minimum level of pension benefits, and to
plan carrier restrictions.

Changing the contribution rate. The Working Group has examined the
performance of the contributory retircment plan, and has considered the con-
sequences far plan performance of raising the normal retirernent age by two
years, from 68 to 70. We conclude that the contribution rate above the plan
hase can safely be reduced by 1/2% without compromising the plan's abjective,
unamely to provide for retirement without loss in standard of living at the
normal retirement age. To aveid an unfavorahle impact of this recommendation
on the majority of M&P personnel. whose average retirement age remains at
about 65, we recommend that the contribution rate below the base be
increased by 1/4%. The net effect of these changes should be annual savings of
roughly $330,000. according tn the Benefits Oflice.

Long term care insurance. We recornmend that Yale make available a
long term care insurance program for its employees, in accordance with a
proposal under consideration by the Department of Human Resources.
Premiums would generally be paid by individuals who elect coverage, except
that the Working Group recommends that the Urniversity purchase a basic plan
covering all active tenured faculty. This coverage would provide minimal long
term care imsurance, and would also guarantee access for aclive tenured
faculty to purchase long term care insurance at regular window intervals.
However. this recommendation should not be construed to mean that we advise
that all individuals purchase additional insurance as offered.

Retiree health care. The Working Group reviewed issues of access by
retirees to the Infirmary and to specialty care providers in the Health Center.
We suggest that access to the Infirmary for medical conditions appropriate 1o
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brief stays should be available to retirees, assuming that administrative and
cost obstacles can be overcome. However, we understand that the arrangement
by which retirees see specialty providers outside the Health Center cannol
feastbly be changed so as o provide these services at 17 Hillhouse Avernue.

Quality of Hfe lssues for retirees. We reproduce the text of a report of
a subcomumittee that investigated this question for the Working Group. We
agree with most of their recommendations, and refer others to the Provost's
office,

Other recommendations. We recommend the creation of a standing Re-
tirement Working Group in the Provost's oflice, one of whose members is a re-
liree, who can take a pro-aclive role in implementation of policies benefiting
Tetirces. We also recommend study of such long-term issues as a possible Yale
retirement community, and a way to provide laboratery and eoffice space for
continued activity by retirees.

1. Introdurtion

The Retirement Working Group (REWOG) was charged by Provost Judith
Rodin in October 1992 with developing workable options for implementing
retirement policies based upon recommmendations enunciated by earlier
comunittess, particularly the 1990 Committee on Retirement Issues (CORI and
the 1991 and 1892 Committees on the Economic Status of the Faculty
[CESOQF). We call ourselves a working group as distinct from a coemmittee
because we see our primary role as facilitating the implementation rather than
the formulation of policy.

We had our first meeting on Oclober 20. 1992. We have had many
detailed issues to deal with, including redesign of major parts of the CORI
report recommendations because of changes in legal standards and a need to
simplify administration of the plan. We present here an outline of a
comprehensive retirement program for Yale faculty. Aspects of it affect other
individuals who are covered by the TIAA/CREF contributory retirement plan.

We have followed (he basic cutlines of the CORI proposal in directing
retirement incentives to those contemplating early retirement, whose retiremment
respurces may not be sufficient for a secure retirement without supplement. We
agree with the earlier report that it is sensible, given the end of mandatory
retirement, ta stop University contributions to the retirement plan when
accumulations have grown so that they should be adequate to sustain a
retiree’s standard of living. We offer a simplified proposal for monitoring the
performance of the retirement plan and stopping University contributions to
retirement accounts when the basic objective of providing for a comfortable
retirement sheould have been micl. We present a program for planned and
phased retirement for tenured faculty that should fmprove the existing phased
retirement program and enable a graceful and gradual phase out of research
and scholarly activities. Flexibility in partial annuity cash out at retivement is
rccomunended again. The newly designed retirement program carries an
upward revision of the "normal retirement age” for facuity to 70. This change in
plan design, along with the performance of the plan over the past 35 year cycle,
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together persuade us that the plan contribution rate on salary above the "plan
base" can safely be reduced by 0.5%. To aveid an unfavorable impact of this
change on the majority of Managerial and FProfessional employees, we
recommend that the University contribution rate below the plan base be
increased by 1/4%. Finally, we recommend that a long term care insurance
plan be offered, and we make recommendations concerning a number of issues
relating to retiree health care and other matters affecting the quality af life of
Tetirees.

We are aware that the oplions we recommend will affect retirement
decisions cnly marginally. Faculty who enjoy their work will want ta continue it
as long as the financial reward and professional satisfaction of another year's
work outweigh the disadvantage of having to do all the things that a full time
faculty memmber must. Twe reasons argue against trying to influence this
personal choice by large financial inducements. First, to do so would imply that
we must get rid of our alder colleagues at any price, when collectively they add
great distinction to our faculty. Second, large expenditures to move retiremment
dates up by a few vears cannot be accorded high prority in Yale's current
financial circumstances. There will be an inevitable impact on young scholars
who cannot be offered positions because there are no vacancies. We suspect
that many of our faculty will weigh this factor in their personal decision un
timing their retirement.

2. Early retirement

We have reviewed various plans that would help make early retirement
financially feasible and provide an incentive to retire prior to the traditional or
normal retirement age, including designs such as the proposal contained in the
1990 CORI report. While providing incentives and resources for early
retirement, plans need 1o be consistent with the requirements of the federal Age
Discrimination in Emplayment Act. We believe that a design can be crafted
{albcit a novel cne) that would target financial benefits in an appropriate age-
related way, yet which would qualify under the federal ADEA as a subsidized
carly retirement benefit under a defined benefit plan and therefore would not
be considered discriminalory under the act!.

Our plan targets a subsidy benefit to those who retire after age 61 and
before normal retirement age. The subsidy would partially offset the reduction
in annuity income an individual would forge Dy retining before the normal
retireient age. As part of the introduction of this plan, we recommend
readjustment of the 'mormal retirement age” for Yale faculty. That age for
several years has been 68 for all retirees except participants in the University's
phased retirement program, for whom the age has instecad been 70. Consistent
with the general expectations of faculty members, which we believe it is fair to
say have moved over time to emorace age 70 as the cxpected age of retirement,
the "normal retirement age" of the Yale University Retirement Anouity Plan
(YURAP) is proposed to be moved to age 70

LADEA, Sce. 4(D01) (B
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As described in detail below, our plan extends payments of a percentage
of salary for up to three years: the percentage of salary that is pald depends on
years of service. For example. an individual with 35 ycars of service could
receive up to a total of 100% of salary spread out over three years. However,
the payments are in addition limited by the subsidy lmit, which is related to
the reduction in annuity income an individual experiences in retiring before the
normal age. The subsidy limit declines to zero as normal retirement age is
approached. To fllustrate the total benefit, we show below the percert of salary
that would be received by an individuat who began at Yale at age 30, and for
onc¢ who began at age 40!

First appolonted at age 30 Flrst appeinted at age 40
Yeoars of service  Retirement age bhenelit, Years of service Retirement age benaefit,
%% of salary % of salary

3z 62 94% 22 62 1%
33 63 96% 23 63 T6%
34 64 8% 24 64 THY%
35 65 100% 25 65 8G%
36 66 87% 26 66 82%
37 67 6444 27 67 64%
38 &8 41% 28 a8 41%
39 69 20% 29 69 20%
40 70 0% 30 70 0%

The subsidy limit depends on the ratio of YURAP accumulation to salary for an
individual: the benefit illustrated assumes that both individuals had an
accumulation ralio at retirement of at least six times salary. We advise
individuals contemplating carly retiremment to consider carefully the "Financial
constraints on retirement” discussed in section 5 below.

Deiailed description of the plan

We recommend that a proposed Early Retirement Subsidy Plan for
Tenured Faculty be made available beginning July 1. 1993, and that it have
elements along the following lines:

1. The Plan would be avatlable te¢ members af the faculty with tenure who
have served at Yale for 15 years or more and are age 62 or over at the
time of retirement. {in the School of Medicine, the Plaun would include
professors in the clinical track with continuing appointmerits.)?

2. The Plan would pay a subsidy beaefit to eligible individuals who retire
early — that is, before attaining normal retirement as defined under the
Yale University Retirement Annuity Plan, for all faculty participants.
Participation in the new Harly Retirement Subsidy Flan would be in
exchange for the faculty member's relinquishment of his or her continued
right to tenured employment. Accordingly (although this question is not

2The plan, for technical purpases, would be a "defined benefit plan”, and would be
exempt from special funding and various olher requireinents of the federal Employee
Retiremnent Income Securily Act of 1974 as a "top hat” plan because of the nature of the
lirited group to whom it would be available.



free from doubt under current IRS policy), we would argue that amournts
received as payments under the plan would properly be treated as
taxable only in the year of actual receipt, and not upon commencement of
participation in the plan (as non-qualified deferred compensation).

3. The amount of the subsidy and manner of payment would be as
follows:

Salary, service and payment. Following retirement, an ameount egual {6
20% of the participant's average academic year salary in his or her final
three years of employment. plus 2/3% for each year of Yale service gver
15, would be paid to him or her each vear for up to 3 years. subject to
the subsidy Hmit described below. For examnple, the annual benefit for
an individuval with 35 years of service would be 33% of salary. Fayments
would end in less than three vears if the subsidy imst is reached earlier.

Subsidy limit. The subsidy is intended to replace a portion of the
reduction in annuity resulung from early retirement. The reduefion in
annnity is caleulated by comparing the annuity thal could be purchased
upon early retirement with that which could be purchased at normal
retirement age, assuming a standard value of 4% for real Investrnent
growth, Specifically, total payments would be limiled to an amount
equal to une-halfl of the premium that would be required ta purchase an
annuity that would pay the difference between (a) the annuity that could
be purchased® with the individuals accourt balance in the Yale
University Retirement Anmuirty Plan upon his or her early retirement,
and (b) the annuity Lthat could be purchased with that account balance
projected to normal retirement age, assuming a growth rate of 4%4 (and
no additional cantributions!. For purposes of the foregoing. in order to
avoid providing excessive benefits to individuals who have achieved very
large accumulations relatve to salary, the portion of an individuals
account halance, if any, in excess of six tirnes his or her average salary
for the three years preceding retirernent, would not be taken into
account in calculating the subsidy. An individual would not be required
to begin to draw upen his or her retirement annuity in order to recetve
the early retirement subsidy benefit.

4. Individuals entering the Planned Retirement program (Section 3)
would be able to elect to begin receiving their Early Retirement Subsidy
benefit payments up to three years before their retirement date. This
would have the advantage of allowing them to take a portion of the early
retirement benefit, to the extent permitted by law. as a tax deferred
addition to their retirement annuity accounts while they still have earned
income. For purposes of determining lhe initial benefit amount to be
paid. the accumnulation at retirement would be calculated by projecting
forward the accumulation balance at the time early retiremnent benefits
begin, with a 4% growth rate. to the date of planned retircment. The
average salary at the time early retirement benefit payments begin would

3For purpose of these calculations. current TIAA/CREF annuity rates based upon a 4%
real investment relurn are used here as elsewhere in our report.

4The growth rate of 4% we believe reflects an appropriate estimate of real growth over
time, and is consisteni with subsequent sections of the report.



be used as a basis for determnining that initial amount. Upon actual
retirement, an adjustment weuld be made to conform the benefit
payment with the normal calculaiion under the Early Retfrement
Subsidy Plan, incorporating a discounting correcton at 4% annually for
the receipt of payments in advance of actual retirement.

5. Individuals entering the newly structured Phased Retfirement Program
would be offered a choice between the benefit to which they would be
entitled under 4 as participants in planned retiremment, or they could
elect one-half of the benefit, if any, that they would receive under the
Early Retirement Subsidy Plan for Tenured Faculty if they fully retired at
the time of entering phased retirement. To the exterit permitled by law,
all or part of the benefit may be taken as an addition to these
participant's tax-deferred retirement annuity accounts.

Tlustrations of the benefit

The total benefit to be paid will be limited by either the subsidy limit,
or by the amount to be paid yearly, which in lurn depends on salary and
vears of service. The following examples, which can be lacated in Tables 1
and 2, show how the early retirement subsidy benefit would in general be
caleunlated:

Consider an individval who wishes to retire at age 62 and whose
account balance at that time is $600.000Q. Assume alsc that the
indfvidual's salary is $100.000 and that he or she has 25 years of service
at Yale. The total cariy retirement benefit would be the smaller of the
subsidy limit ($208.704, Table 1, bottom line), and the mazimum
benefit based on years of service, ($80,000 for 25 years of service and a
$100,000 salary, Table 2], Hence the total benefit would be 380,000,
paid over three years in annual amounts of $26.667. I another
individual with 25 years of service retired at age 68, the subsidy limit
($44,518) would be the smaller of the two, and the total benelit would be
$44 516, The first year benefit would be $26.667, and the second and
{inal year benefit would be $17.849.

Table | summarizes how the subsidy Hmit is calculated. The current
account balance (line 1 in the Table), up to & times salary, is projected to
normal retirement age, with the account balance grown at 4% per year
until age 70 (Wne 2 in the Tabkiel, The annuity purchase rates at current
age |line 3) and at age 70 (line 4) are then used to calcwlate the annual
annuity that could be purchased now (line 5) or at age 70 (linc 6). The
differenice belween these two (line 7) is used to calculate the addiional
accurmnulation (Mne 8) that would be needed to increase the annuity to
the valuc at age 70. The lasl tine is half of the calculated additional
accumulation,

In summary, our proposal is Iin keeping with the conclusions of the 1991
National Research Council study ("Ending mandatery retirement for Tenured
Faculty -- The Consequences [or Higher Education), which states that



“retirement incentive programs are clearly an important tool for increasing
turnover and one that must be considered by any college or university
concerned about the effects of retirement.”

Costs and savings from the early retirement program.

Early retirement in principle allows the Unlversity to increase the relative
rnumber of junior facuity compared to sentor faculty, thus providing significant
savings. I for example, hall of the slots released by carly retirement are
occupied at the junier and half ai the senior level for five years, the net savings
per individual who elects early retirement would be about 125% of the average
full prolessorial salary. {The calculation assumes that the alternative to early
relirement is continued occupancy of the slots at the senior level for Lhe five
year interval) This figure exceeds the maximum salary percentage offered for
early retirement to an individual with 40 years of service, which would be
110%. We conciude that discipline in the use of the released slots should
enable the early retirement program to pay for itself.

3. Planned retirement

In some departments there may be considerable advantage for planning
purpescs in kKnowing in advance the retirement date of individual faculty.
Examples include planning for coverage of specific sub-disciplines, and
knowing in advance the availability of research space in the laboratory
sciences. We therefore recommend & program of planned retirement for tenured
faenlty that:

1. is available beginning at age 59, without upper age limit:

2. calls on an individual faculty member who so elects to set a binding
dale for full retirement within 1 to 3 years (retirement must he on eor
before the date lixed):

3. allows individuals to elect o start their annuities and to cash out a
portion of their retirement accumulation on the terms described in
section 5:

4. allows orderly reduction in certain responsibilities, particularly those
such as dissertation supervision and major departmental administrative
responsibilities which require multi-year commitments, as mutually
agreed by the faculty member and the deparimental chair. and approved
hy the Provost. (These arrangements should take due regard for the
potential burden on other facully. especially in small departments: it is
not the intent of this plan to offer reduced classroom teaching
responsibilities to individuals on planned retircinent.)

5. allows individual faculty members who plan early retirement to begin
receiving any early relirement subsidy to which they are entitled up to
three years before retirement. The benefit is calculated as described in
section 2.4.



4. Phased retirement

Tie Working Group believes that it is desirable to continue and enhance
the existing phased retirement plan. which provides an opportunity to reduce
teaching and other responsibilitics as the faculty member approaches
retirernent. Faculty face a number of potential long-term responsibilities that
complicate the pre-retirement transition phase. Examples include dissertation
supervision and orderly phase-out of externally supported research projects.
Some faculty may prefer to undertake these activities on a part-time basis.
Accordingly, we recommend that the university's phased retirement plan be
improved to reflect the following features. and that it be made available to
tenured faculty tn FAS, and to those in the Professional Schools as designated
by their respective Deans and the Provost:

1. Phased retircment is viewed as part of planned retirement.
Accordingly, phased retirement can begin at age 59 or beyond. and can
continue for a maxdmum of 2 years. (A longder phased retirement
appoiritment may be appropriate in the School of Medicine in order to
make phased retirement positions co-terminal with the grant that
supports the individual's salary) A full-time planned retirement
appointment may be converted to phased retirement during the planned
retirement interval,

2. During the phased retirement interval, the individual's appointment is
half-time, and he or she draws half of normal salary. (Variable
percentages of phased retirement should be allowed in the School of
Medicine, according to the resources available from the corresponding
research grants.) A phased retirement appointment could begin in the
year immediately following the decision to enter planned retirement. Fer
example. a faculty member could in June of this year agree to planned
retirement at the end of June the following year. and spend his or her
last vear {n a half-time phased retirement appointmnent.

3. University TIAA/CREF retirement contributions for individuals on a
hulf-time phased retirement appointment arc hall the amount
contributed on full salary. {Appeintments with a different percentage in
the School of Medicine would be scaled accordingly.)

4. Health benefits are those provided te [ull time faculty.

5. Faculty on phased retirement can elect one of two options for any
Early Retirement Subsidy Plan benefit (see Section 2) that might be
available to them: either {aj half the value which he or she would receive
had full retirement been elected at the time of entering phased
retirement, or (b} the full benefit available under planned retirement,
using the final retirement datc for calculating the benefit as described in
section 2.4,

6. A faculty member an half time phased retirement may accept outside
support for up to the remaining 50% of full salary. subject to the policies
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of his or her School that may require the use of external funding to
support a portien of regutar salary.

7. Any outside academic activities undertaken must acknowledge Yale
as the primary academic appointment. A phased retirement appointment
cannot be combined with either a full tme or tenured part Hme
appointment at another university.

8. A faculty member on phased retircment retains the full voting
priviteges of a regular faculty member.

9. It is understopd that space occupied by the faculty member.
particularly in the laboratory sciences, must be reduced. in an orderly
manner as agreed to by the department chair, to about half or less of the
amount cccupied when the individual was full tirne.

10. No trienniai leaves are permitted under phased retirement.

Individuals who are currently on phased retirement would normally
continue under the existing plan.

5. Completing retirement contributions
introduction

The working group takes the view thai continuation of University
contributions to individual university retircment plan accounts should not be
open ended. Our reasons are lhose discussed in detatl in the 1990 report of the
Comumittee on Retirement Issues (CORI): the purpose of these contributions is
to provide for a comfortable retirement. Their continuation alter that abjective
is achieved is not a justifiable part of the retirement plan.

The CORI plan. The 1990 CORI report outlined a mechanism for ending
Urdversity contributions to retirement accounts that was based on estimating
how much each individual would have accumulated. in relation o current
salary, had he or she followed a slandard investment plan {defined as hall TIAA
and half CREF). The objective of the plan was expressed in terms of a "targeted
replacement ratio”. This target increased with years of service, reaching an
income replacement ratio afler 30 years of service that should enable
retirerment without loss in standard of living. As envisioned in the CORI
proposal, the actual investment performance of an individual's standard plan
balance would have been monitored until the targeted replacement ratio could
have been provided by the sum of social security and annuity income available
upon {mmediate retirement. At this point University contributions to that
person's account would have ceased. Should financial conditions have
worsened so that calculated Income replacement fell below the target,
contributions would have resumed.

Although the COR! report acknowledged administrative complexities in
tracking estimated accumulation values for all individuals, the committee did
rot view the difficulties as insurmountable. Subsequent investigation of the
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plan by those who would be responsible for its operation led to a more
pessimistic view of {ts workability, and no action was laken. Wec achleve
simplicity in the revised plan by tying the end of University contributions to the
number of years of service under plan eligibility, taking due regard of the
annuity an individual could purchase upon immediate retirement, The plan is
consistent with the view expressed in the Naticnal Research Counctl study,
which favors limitations on defined contribution plans. The study further
advocates the elimination of legal uncerlainly surrounding the design of
capping methods, and states:

“The committes recommends thal Congress. the Internal Revenue Service, and
the Equal Employment Opportunity Commission adopt policies allowing
employers tv imit contributions (o defined contribution plans on the basis of
estimated level of pension income.”

The University should seek to obtain a ruling from the IRS or an outside lcgal
opinion as to the permissibility of the propesed plan.

Description of the revised plan

In addressing this problem the Working Group has sought te devisc a
plan that retains the best features of the CORI proposal yet is simple to
administer. We consider it essential that the effectiveness of the pian and the
appropriate time for lmiting University contributions be judged by actual
investment performance over a full career cycle of contributions. This feature
protects faculty and enrclled staff by allowing the Universify to err on the
generous side in setting the contribution rate. with the undersianding that
savings can be realired by ending contributions once the basic retirermnent
objective has been met.

Relating the performance of the plan to real investment results is
achieved by use of a "monitoring model”, by which we track real mvestment
experience of a "hypothetical individual* over a typical career and salary path.
We calculate the ratio of retirement income (amnuity plis social security) to
pre-retirement income {the income replacement ratio) preduced by 35 years of
participation in the plan at normal retirement age of 70 for this individual. This
result is then used to caleulate {he value in terms of income replacement ratio
of each year of contributions plus corresponding social security. The valuation
1s used lo generalize the calculation to other individuals covered by the plan.
thus removing the necessity inherent in the CORI plan for tracking salary
histeries for all individuals,

The monitoring model. In cur proposal, plan performance is muonilored
by tracking retrospectively the career of a hypothetical individual whe began
service in the vear after reaching age 35 {at which point the plan makes full
contributory participation available te¢ all faculty and eligibie staff). A
standardized salary history is assumed for the individual. and it is further
assumed (hat University and individual contributions were evenly divided
berween TIAA and CREF. The inceme replacement ratio resulting from the
retirement annuity and a slandardized social security component is cvaluated
for the hypothetical individual at the normal retirement age of 70. According to
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the design objective of the plan, that person should be able lo retirc al 70
without loss of standard of living.

The provision for ending University contributions corrects for the
inevitable uncertainties in prospective plan design by allowing contributions te
cantinue as long as the largeted replacernent ratio is not yet achieved. or to end
them younger than normal retirement age if the targeted ratio is reached
eariier. Each year the calculation is repeated for a new hypotherical individual,
now at the normal retirement age of 70, who has completed 35 years of service.

Generalizing the model by years of service. The results of the model
calculationn are generalized to all who arc covered by the plan using criteria
based on years of service. It is assumed that the targeted replacement ratio for
an employee rises with years of service, reaching the maximum value after 30
years. At the same time, each cmployee accumulates one contribution unit for
each year of employment after age 35, [n addition, the number of contribution
units jumps at the age at which government policy malkes nearly maximal
social security benefits available. This feature reflects cutnulative university
contributions to social security for the employee.

Relating contribution units to replacement ratio, The assurned value of
one contrbution unit is determined by lhe investment experience of the
hypothetical individual who has reached normal retirement age after 35 years
of service. These values are expressed as a percentage of salary. For example.
35 years of service plus a jump of 8 at age 65 for the sharp increase in
maximum social security benefits yields a contribution unit total of 43. if the
hypothetical individoat's income replacement ratio is 70% [from arnnuity and
social security) at normal retirerment age, then each contribution unit is valued
al 70% divided by 43, or about 1.6% of salary.

For other individuals In the plan, the salary percentage value of a
contribution unit is adjusted using the actuarial factors in the TIAA/CREF
annuity plan. This is because a fixed dollar amount buys annuity income thal
increases with age of purchase. Hence, in the example above a contribution
unit is less valuable than 1.6% of salary for individuals under 70, and more
valuable than 1.6% for those over 70.

Ending University contributions. Under our proposal University
contributions to an individual's retirement account would end when the
product of his or her contribution units times their value exceeds the targeted
replacement ratio for that person. For heightened assuranee that the retirement
objective has actually been met when Universily coniributions end, we
recommend thal they stop only after the formula has called for it in two
successive years. Specifically. the calculation should be carried out at the end
of each calendar year. If ending contributions for a particular employee is
calted for in two successive years, then University contributions should stop
the following July 1. Henee, all individuals will receive contributions for at least
a year and a hall, and up to two and a half ycars longer than would be the case
had contributions stopped immediately upon the first signal.
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Provision _for restarting University contributions. Should markei
conditions worsen so that al two successive year ends the product of contri-
buticn years times their value is less than the targeted replacement ratio foran
individual whose University contributions had been stopped. then
contributions should be restarted on the following July 1. assuming continued
employment. For purposes of this caleulation. the individual should be credited
with half a conlribution unit for each year after the end of University
contributions, to reflect the receipt of TIAA invesiment yleld.

Table 3 illustrates the signal for ending University retirement
contributions as of December 1991, An asterisk indicates combinations of
years of service and annuity purchase rates that call for stopping retirernent
contributions for individua's in that category, using the values of the plan
parameters proposed in the following paragraphs. The vertical and horizontal
lines separate zones protected by the "safeguards” discussed below.

Proposed values of the parameters in the plan

Our plan follows closely that recommended in the 1990 CORL repart,
while at the same time acknowledging the concerns about inflationary erosion
of pension values expressed in the subsequenl CESQF reports on this subfect.
We recommend that annuity values be calculated using the graded opticn for the
TIAA portlon. This, along with the assumption of 50% CREF in the model,
provides the maximum inflation protection currently avatiable to our retirees in
annuity selection.

To accompany this change we recommend that the maximum targeted in-
come replacement ratlo (IRR) be set at 70%. This number, while smaller than
the 80% IRR recommended by the 1980 CORI report, is within the range of
values recornmended by the National Research Council 1991 study {"Ending
Mandatory Retirement for Tenured Faculty"). and is consisten! with recomimen-
dations by the 1980 CESOF. The 1880 CORI report discussed in some detall
the difference between the replacement ratios IRR (for pretax income), NRR
(disposable income) and CRR {con sumption). Table 4 illustrates the comparison
of IRR and NRR for an individual with a “typical” pre-retirement salary of
$88.666. With a 70% IRR at retirement at age 70, this person has a total in-
come from annulty and social security of $62,086. However, NRR reflects “take-
home pay’ and is affccted by retirement. Ng social security tax is paid,
contributions to one's refirement annuity cease. and income taxes are reduced
after retirement. The table shows the result for an individual who takes the
stundard deduction, and for whom balf of social security benefits are taxable,
according to curvent law. The ratio of post-retirement to pre-retirement take-
home pay vields an NRR of 84%.

Whereas IRR and NRR are relalively simpie to calculate, the CRR. or
ratio of income available for consumption, depends on individual circum-
stances. In many "typical’ cascs Lhe climination of costs for travel to work and
other work-related expenses, the completion of family educational expenses.
and the completion of morigage payments mean that an NRR of 84% 1s
sufficient to vield a CRR of about 100%. In this case, around which the Yale
contributory retirement plan is designed. a 70% IRR should be sufficient for
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maintaining standard of living. Those who anticipate higher expenses in
retirement should plan to set aside additional resources. Our analysis of the
current status of the plan (Table 3} indicates that our hypothetical individual
retiring with 35 years of service at age 70 has an IRR of 8l%, substantially
above the design objective of the plan.

The net result of the combirned change to graded TIAA annuity and 70%
IRR is to leave virtually unaltered from the CORI plan the ratio of TIAA/CREF
accumnulation to salary that is required before University retirement
contributions are ended. This result is in part a consequence of the pattern of
relative TIAA and CREF invesunent yields over the past 35 years. This subject
is discussed further below under 'Financlal censtrainis on retirement” and
"Investment choices."

We expect that faculty will differ in: their choice of regular or graded TIAA
annuities. As discussed in the 1990 CORI report, the graded option
significantly reduces income at the beginning of retirement. Our chaoice of the
graded option to calculate anpuity income is designed to make evaluationt of
plan performance as conservative as possible in the face of faculty concern
aboul future inflation; we make no recommendation on which optien
individuals should elect,

The model also requires a policy cholce on the growth of targeted
replacement ratio with years of service. We retain the CORI recommendation
that the maximum be reached after 30 years of service. We recurnmend that the
fargeted replacement ratio rise by 1% per year. from 40% to 70% after 30 years
of service. The reasons for this choice of starting value and rate of increase per
year are described in the Technical Appendix, which also gives a more detailed
description of the model and how the calculation is done.

Safeguards

"Grandfather” protection against loss of previously assumed benefits.
Many current employees may have assumed that they would continue to
recelve retirement contributions until the age of normal retirement {(an age
which has changed over the years, and for which in section 2 we proposed a
change lo age 70). To protect against loss of this assumed benefit we propose
that all current faculty and stafl be protected agamst stopping University
retirement contributions through at Jeast the academilc year in which the
normal retirement age of 70 is reached. The effect in Table 3 is to proteci all
current employees to the left of the vertical line against cessation of University
contributions.

Protection of minimum years of contributions. Pension growth for
individuals who joir: Yale later in their careers is less accurately described by
the model, which assumes a full career spent here. We propose that a
minimum of 20 years of service while eligible for the plan be required before
application of the formula to end Urdversity contributions. The effect in Table 3
is to protect all employees above the harizontal line.
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Financial constraints oo retirement

The Yale retirement annuity plan is based on a defined contribution,
rather than a defined benefit. As a consequence, an individual's retirement
income depends strongly on factors such as investment choices over a lifetime
of contributions. Comparing twa peaple, both the same age and with the same
number of years of service, we might find that one could afford to retire and the
other could not. As the 1991 and 1992 CESOF reports emphasized, it is vital
that faculty take a realistic view of their retircment income, and how it will
stand up against the seemingly ineviiable erosion of inflation.

It is becanse of this need for candid assessment that we have chosen (o
present our retirement medel in terms of 2 combination of graded TIAA and
CREF annuities. While not inflation-proof, the conservative assumplions
behind the pay-out of these annuities make it reasonably likely that income
will rise in parallel with inflation. The consequence of this alteration in the
model (partially included in the 1990 CORI report because of its use of hall
CREF for retirement accumulations and annuity) is to increase significantly the
ratio of TIAA/CREF accumulation to salary that is required for a stable
retirement income, compared to the value recommended in the 1986 CESOF
(Mostow committee} report. Their recommended ratio of about 6 for retirement
at age 68 should be compared with our revised values in Table 5,

Because of actuarial faclors, the calculated accumulation ratio needed
for a 70% income replacement ratio (IRR) varies with age. beeoming
substantially smaller as retirement age increases. Since there is a fixed but
retirement age-dependent maximum social security payment, the necessary
accummulation ratie also varies with age and salary. increasing as salary
increases. Finally, the calculation depends on wheiher the cbjective is to take
care of one individual, or of employee and spouse. Table 5 lists the estimated
accumulation ratios needed to meet the objective of a 70% IRR. depending on
the relevant factors.

Faculty and covered staff can use Table & to estimate whether they can
afford 1o retirc al their current age, assuming that they have no significant
sources of income other than annuity and social security, and that they are
concerned about the effects of inflation. For example, an individual age 70 who
has less than 6 to 7 times salary accurnulated tn his or her retirement account
probably can not afford fo retire, at least not with any assurance that financial
resources are likely to be sufficient for a long retirement without loss in
standard of living. Individuals who anticipate that a 70% IRR will not be
sufficient to maintain standard of living should make plans to achieve a higher
accumulation ratio at retirement. Because accumulation ratios generally rise
with time, and the ratio needed for a secure retirement declines with advancing
age, each individual should find that a point is passed after which Anancial
security is not the primary factor in a retirement decision. Individuals
contemplating cashing out a portion of their retirement accumulations should
give careful consideration to the need for retaining a sufficient halance to
provide a stable and adequate retirement incomne.
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We also take this opportunity to advise non-tenured faculty below the
age of 35 to consider carefully the desirability of joining the TIAA-CREF plan.
Dollars invested early in one's career grow enarmously because of the long titne
scale for compounding of TIAA interest or CREF yields.

Investment chaices

It is not our function to advise faculty and staff on investment choices.
Nevertheless. the results we obtained upon tracking TIAA and CREF investment
returns over the past 35 year contribution cycle show such a striking difference
between the twa options that we would be remiss in not noting the facts. OQur
nypothetical individual who irvested 100% in CREF in this period would have
an accumulaton ratio of 9.6 times salary at age 70, whereas an investment of
100% in TIAA by a second person would have yielded a ratic of 5.5 times
salary. The first of these would have a retirement annuity 75% greater
(assuming the graded option for TIAA) than the second. It also turns out that
the final accumulation ratio of 7.6 times salary (yielding 81% IRR) from a
standard investment program of 60% TIAA and 50% CREF would be 63% CREF
and 37% TIAA. While there is no necessary reason for history to repeat itself,
and while we reiterate our lack of any mandate to give Investment advice.
perhaps we can be permitted Lo characterize those who continue to choose
100% TIAA over a full career cycle as deliberately contrarian, or possibly of
such a mind as to prefer sailing upwind. CREF would appear from the
historical record to be a particularly appropriale choice for individuals early in
their careers.

6. Cash out of a portion of retirement accumulations

The 1990 CORI report recommended that individuals be allowed to cash
out a mirimum of ovne-third of the accumulation bafance in their retirement
accounts. Current TIAA/CREF regulations allow cash out of up to 10% of TIAA
accumulations, and up to 100% of CREF totals. Yale allows 10% cash out of
TIAA, but paradoxically allows nonc from CREF accounts. We continue to
belleve that increased flexibility in the use of retirement resources Is
appropriate. However. we are mindful of the counter argument that the
Universily has an interest in avoiding unwise individual investment decisions
that may leave a retiree or surviving spouse in serious financial difficulty. We
are also aware of the large accumulations in some individual accounts,
particularly in the School of Medicine, many of whose faculty have long
advocated more lenient cash out rules,

We suggest a policy that has three compenents. First, as at present, all
individuals should be allowed a small percentage of cash out, no matter what
thelr accumulation. Second, further freedom to cash out accurnulation
balances should be provided only for the amount of the accumulation that
exceeds that nceded to achleve the design objective of the YURAP, namely a
70% income replacement ratio (IKR) al retirement. However, hecause the
$30.000 annual limit on contributions to tax-deferred plans makes it difficult
for individuals with high salaries to achieve accumulation balances large
enough to produce a 70% IRR, we suggest that they be allowed io take
advantage of an alternative definition of adequate retirement income, which we



18

suggest could be the minimum annual salary paid to Yale full professors.
Therefore we propose that an individual wishing to cash out a portion of
YURAP accumulations be allowed Lo clect one of the following options, subject
to applicable plan carrier restrictions:

1. An individual may cash out up to 10% of his or her assets in the plan,
as at present, except that pertnission would be broadened to include
CREF as well as TIAA assets.

2. An individual may cash out up to 100% of his or her assets in the
plan above those required. logether wilh social security, to produce an
income replacement ratio of 70%. The graded TIAA and CREF payoul
assumptions should be used to calculate an individual's retirement in-
come. as discussed in the previous section. Stable annuity assets from
other sources can be considered in this calculation.

3. An individual may cash out up to 100% of his or her assets in the
plan above those required, together with social security, to produce a
retirement income equal to the minimum salary for Yale full professors.
The graded TIAA and CREF options should be used to calculate
retirement income. Stable annuity assets from other sources can be
considered In this calculation.

Faculty members who have entered the planred and phased retirement
programs should have the same optlons. In all cases, age at cash gut should be
used to determine annity purchase rales.

Depending on experience. the University may decide in the future to
make these policies more or less [lexible.

7. Changing the contribution rate

The 1990 CORI report revicwed the history of the Universily's annuity
pian. Following upward adjustment in the early 1950's, the current
contribution rates have been in place since 1989-80, at which time the
contribution rate below the plan base [currently $30,150) was increased by
0.5%. with a corresponding decrcase abeve the base. Presently the University
contributes 7.5% of salary below the base and 13% of salary above the base.
The individual coniributes 2.5% below and 5% above the base. For an
individual making the average salary {as reporled on the AAUP Faculty Salary
Survey), the total contribution rate from bath the individual and the University
is about 14.4% of salary. For an average full professor. the total coniribution

rale is about 15.3% of salary.

Contribution Tates to the Yale plan were designed around a normal
retirement age of 68, as discussed m detail in the 1990 CORI report. Con-
sistent with currently prevailing expectations of individuals. our proposals
incorporate a revised normal relirement age of 70. The two additional years of
delay before retirement have a large effect on plan performarnce. For example,
Table 3. which is based on the hypothetical individual's real investment
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experience over the past 35 years, shows that at age 68 after completing 33
years of service, the individual would have reached a replacement ratio of 74%.
(The calculations of replacement ratio continue to use the assumption of a
graded TIAA annuity.) This figure grows to 81% with just two more years of
service. In addition, despite the impact of markedly lower contributien rates in
the period from 1974 to 1982 the 81% replacement ratio actually achieved for
the hypothetical individuzl at age 70 is substantially greater than the plan
design of 70%.

A conservative projection [using a 2.5% excess of investment returm over
salary growth: see the 1990 CORI report} based on current conlribution rales
also emphasizes the importance of two additional years of participatior. A
faculty member who entered the plan at age 35 could retire 33 vears later with
a projected income replacement ratio of about 64%. Because of the
compounding effect of prior contributions, the projection 1s very sensitive to the
length of participation. A change in expected participation from 33 years to 35
years causes the projected income replacement ratio to increase from B4% to
739, (The projected replacement ratios are smaller than those based ¢n actual
performance because the model] (s more conservative than actual investment
performance over the past 35 years.)

Given the actuat performance of the plan and the increase by lwo years
in expected normal plan participation. the Working Group recommends that the
rate of University contributlon above the plan base be reduced from 13% to
12.5%. This would reduce the total contribution rate {including the individual
component] for an average fuil professor from 15.3% to 15.0%. The proposed
change would reduce the conscrvatively projected income replacement ralio
after 35 years in the plan from 73% to 71%% We stress that lowering the
contribution rate lowers the replacement ratio by much less than the increase
due to longer erpected participation.

Managerlal and Professional (M&F) employees are also covered by the
retirement plan. Since their average retirement age is substantially less than
70. the calculations we present for faculty do not apply to them. Disadvantage
to a majority of M&Ps can be avoided by increasing the contribution rate below
the plan base. Therefore the Working Group recommends that the contribution
rate below the plan base be lncreased by 1/4%. The net effect of the combined
changes above and below the base will be to give an increased total
contrbution to everyone earning less than about $45,000 per year.

We recommend that the parameters in the plan be reviewed on a regular
basis, at least every five vears. However. downward adjustments in the
contribution rate should be made slowly and only with evidence from actual
results that the plan is strongly euf-performing its basic design. It should be
kept in mind that timed ending of University contributions 1s & policy designed
to allow presexrvation of a contribution rate that may ¢rT on the generous side.

8. Long term care insurance

Recommendations for long term care insurance have been made over the
past several years in the 1990 CORI report and in two consccutive CESOF
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reports in 1991 and 1992, as well as by a number of senior [aculty throughout
the University. In the interim commercially available plans have been evaluated
by the Benelits Office.

According to the Benefits Office study. only a few universities now offer
long term care insurance programs. In all cases those insured pay their own
premiums. Furthermore, premiums paid by individuals are not generally
viewed as tax deductible. However, we were told that seme major corporations
do not report their payment of a portion of long term care premiums as taxable
income for their employees, without challenge from the IRS to date. Coverage is
expensive, especially when elected at older ages. Given the pressure on Yale
finances, we cannot recommend that the University contribute major resources
to this program, although we do call for selective programmatic subsidies.

Two major criterla by which long term care insurance plans are judged
are cost and the extent to which access to the plan is guaranteed. These two
features are not independeril. since guaranteeing coverage to all employees
means that poor insurance risks are included and costs necessarily go up.
Plans are offered as "guarantee lssue” and "medically underwritten.” The former
ig the expensive option guaranteeing coverage {o all. and the latter allows the
insurance carrier to decline coverage o individuals deemed to be poor risks.

The medically underwritten plan requires that all applicants for
insurance complete a brief questionnaire. According to the Benefits Office
study, "Following receipt of such questionpaires. the company is likely to
approve aboul 90% of the applicants and, upon examination of amplified
further responses, is likely to approve ancther 5% The remaining 5%
presumahly go without coverage, unless special provisions are made.
Guarantce issue plan premiums are up to 30% higher [or everyone than
premiums in plans of the medicaily underwritten variety.

Table 6 tllustrates premiums for the two kinds of coverage depending on
the age at which payments begin. Protection for emmployee and a same-age
spouse is approximately twice the cost of covering just thc employee. Once
begun, payments remain level for the sane dollar coverage. Inflation protection
options are available that increase benefits in exchange for increased
premiums. Non forfeiture options under which benefit rights are vested even if
premium payments are subseguentiy halted also add to the cost.

The selection of an appropriate carrier is a decision best left to the
specialists in the Benefits Office. They have recommended UNUM on the basis
of its "combination of dependability, ease of access, and price for value™; we scc
no reason to second guess this choice. One matter on which clarification would
be welcome is the plans UNUM has to become "pre-certified”. Plans offered by
companies that have this feature have advantages with respect lo the spend
down: of persorial assets that is required before Medicaid benefits begin for long
term care in certain states {including Connecticut). Specifically. the coverage
provided by insurance allows equivalent assets 1o be protected {rom spend
down. The cffect s to protect assets in one's estate. Such protection adds, at
higher ages substantially. to premium prices. If UNUM offers this option it will
allow current participants to convert - at the higher prices.
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The cost of long term care insurance is very high. The potential total
benefit is a fixed amount elected by lhe employce. As is often the case with
disaster insurance, in many instances an employee would receive benefits less
than the amount he or she would derive from investing the funds instead of
paving the premiums, However. many facuity members have indicated that the
sense of security offered by long term care insurance is an important factor in
their financial planning, and thal the absence of a program might delay a
decision to retire. In summary, we recommend that faculty and other Yale
employees consider both long term care and possible alternatives. For example,
some may prefer to move to a retirement facility that offers long term carc as
part of its overall program.

The UNUM proposal offers a hybrid program that appears to be especlally
advantageous for Yale faculty who elect coverage. A defined group. such as all
tenured faculty (or all tenured FAS faculty if the Professional Schools do not
participate), would be included in a specfal “minimuim program” that would
provide a hasic long term care benelit of up to $1000 per month for 2 years. In
addition, all actively emploved members of the group would be ahle to elect
larger amounts of coverage at apen enrcliment periods, which would recur at
12 month to 2 year Intervals. Hence, access to the plan would have features ol
guarantee issue, but the premiums would be those characteristic of the
medically underwritten plan. We were quoted an average cost for the basic plan
of $56 per person per year, and we propose that Yale pay this benefit on behalf
of its tenured faculty. Spouscs would have to apply for coverage through the
medically underwritten pracedure.

Therefore we recommend that the University offer {ts tenured faculty a
long term care insurance plan with the following features:

1. The plan should be based on a minimum program for tenured fagulty
in all participating Schools, along the lines of the UNUM proposal. The
basic plan should be subsidized by the University. Additional clective
coverage should be available at regular enrollment intervals. The
corresponding premiums above the minimum plan should be paid by
individuals, through deduction from salary if they so elect.

2. A menu of options should be offered in the plan, such as 6 year
caverage versus unlimited term, and options for electing inflation
protection, non forfeiture, erc.

3. The administration should be given latitude in selecting the plan
carrier and the detailed oplions to be made available.

This set of recommendations sheuld not be construed to mean that we
necessarily advise individuals to purchase the offered insurance plan.

9, Start-up features in the plan

Qur report recommends a number of changes in Yale retirement policies.
some of which involve additional complexity in the transitional perlod, This
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section lists some recommendations for the short term, including "window”
benefits associated with starting up new aspects of the retirement plan. We
also suggest timetables for tmplementation of policies recommmended in
previous sections. The numbering that follows corresponds to the earlier
sections of the report.

2. Early retirement, This benefit should be made available to individuals
who elect to retire on or after July 1, 1993. The benefit is viewed as
ongoing, and requires no special phase-in. However, we recomrnend that
this program (and the planned retirement program as well) be coupled to
a special transitional benefit in the long term care nsurance plan.
Specifically, for those who elect both the Farly Retirement Subsidy
Benefit and the long term care insurance plan by July 1, 1993, the
University should provide a benefit whose effect is to reduce ongoing
long term care insurance premiums for those individuals to the level
they would have heen had the faculty member entered the long term care
plan 5 years earlier. The cash henefit to the individual should be 150%
of the premium required by the insurance company for that purpose.

3, Planned retirement. The planned retirement program should he made
available Lo all qualified faculty whe intend to retire after July 1. 1993.
Those who elect the plan and the long term care insurance plan by
Septermnber 30, 1993 should receive a benefit whose effect is to reduce
subsequent long term carc insurance premiums. Specifically, if the
faculty member elects retiremenil n years from July 1, 1993, then the
benefit should be to reduce the premiums to the level they weuld have
been had the faculty member entered the plan 5-n years ago. The cash
beneilt to the individual should be 150% of the premium required by the
insurance company for that purpesc.

4. Phased retirement. This plan should be Introduced together with
planned retirement. Those who enter the long term care program and
also elect phased retirement by September 30, 1993. agreeing to full
retirement within n vears, should receive a benefit analogous to thaut
provided to those on planned retrement. It should consist of 150% of
the amount required te reduce long term care premiums fo the level they
would have been had the taculty member entered the plan 5-n/2 years
ago.

. Cash out. This provision should be instituted right away so that those
who retire at the end of this academic year can {ake advantage of it.

6. Completing retirement coptributions, We recommend that end-of-year
data for 1992 be used for the first ealculation. The second calculation
should be done at the end of 1993. All of those who receive positive
completion signals in these successive calculations. and who are nol
protected by the safeguards listed in Seclion 6, would have University
retirement contributions ended as of July 1. 1994,

7. Changing the contribution rate. This change should be made effective
as of July 1, 1993.
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8. Long term care insurance. This program should be made available as
soon as possible, and niot later than July 1, 1993. For all faculty retiring
July 1, 19983 (including those subject to mandatory retirement] who elect
the long term care insurance program, the University should provide a
special benefit whose effect is to reduce ongoing long term carc
insvrance premiums for those individuals to the level they would have
been had the faculty member entered the long term care plan 5 years
earlier. The cash benefit to the individual should be 150% of the
premium required by the insurance company for that purpose.

10. Retirement in the Professional Schoaols

The Working Group examined separate plans under study by the
Medical and Law Schools. The Law School plan offers a guarantce of half time
appointment indefinitely for those who agree to retire at age 70 or befcre,
whereas the plan we propose sets a S-year limit on the planned retirement
interval. Similarly, a proposed Medical School retirement incentive under
review by the Dean's office is considerably more generous than thc one we
propose.

1t is our general view that our proposal should serve as the base plan for
the University. However, the Provost should not be prevented from allowing
appropriate additional features in the Professional Schools should resources be
available there. We had no objection to the Law School program, and agreed
(hat a specfal Medical School “window” plan might make sense if viewed as a
one-time initiative coupled to downsizing. However, we believe that repetition of
such a plan would not be consistent with that focus, and that any expectation
of repetition could even delay retirements.

11. Retiree health care

Financial security through all phases of retirement is dependent upon
the assurance of comprehensive medical benefits, including provisions for
continuing preventative health care, care during times of acute illness, as well
as care options for chronic lllness and progressive disability. Yale currently
provides excellent medical benefits for retired faculty. Retirees with 30 or more
vears of service may receive up to 100% of Yale's contribution for an employed
individual and spouse in the Yale Health Plan to apply against the cost of
health msurance. Depending on options chesen, coverage can include routine
healith care, hospitalization. major medical insurance, and a supplemcntal
policy to cover gaps In Medicare. To augment this coverage, our earlier
recommendations included establishing a voluntary insurance option for long
term care at home. or in a nursing home. However, the premiums for ihis
coverage, if started beyond retirement age. are oo high to appeal to most
retirees.

Our concetn for health care benefits for retirees is motivated not only by
loyalty to our retired colieagues and respect for their service to Yale, but also
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by concern that retirement not seem forbidding to those contemplating it
because of a sense of loss of health care privileges.

During the past year the issue of retiree health care benefits has been
under active consideration by Acting Prestdent Lamar, with his group of
presidential Advisors, and Dr. Stephanie Spangler, Director of Health Services.

Two major problems were identified in the proceedings. One was the
inability of retirees to get specialty care such as surgery and orthopedics in the
Hillhouse Avenue facility. {(Primary care services, for example internal medicine,
urgent visits, and ob/gym. continue to be available at the Health Center for
retirees.} Having to arrange appeointments and go outside for services is a new
experience for many retirees who are used to the convenience of the Tiealth
Center. Furthermore, the Medicare bureaucracy can presernt a formidable face,
On the other hand, University cost analysis procedures instituted in 1991 have
identified a significant deficit, which we understand to be roughly $400,000. in
the budget for taking care of retired participants through the Yale Health
Center. even though in principle the care of these individuzals should be paid by
Medicare,

while acknowledging that the complexities of the U.S. medical care
system defy explanation in a single pithy paragraph. we nonetheless attempt
here a clarification of the source of the problem of access to specialty services
in the Health Center by retirees: Primary care providers at YHF are paid a
salary by the Health Plan. Visits to primary services by retirees generate a
paper Lrall by which YHP can bill Medicare directly (at considerable
administrative cost to Yale), yelding revenue which {partly) offsets the
incremental costs. Certain non-YHP physicians, on the other hand, serve as
providers of specialty care. The Health Plan contracts with them for payment
on a “capitation” basis. This is an efficlent means of providing medical care in
which reimbursement is determined by the size of the population of YHF
members served. However, since Medicare patients are not members of YHP,
visits hy such patients must be charged directly to Medicare. The outside
providers will generally agree to do this on a Medicare assignment, fee-for-
scrvice basis, only on their own premises where the bllling and other
accounting infrastructure is in place. As a consequence YHP must send these
patients to the specialfy providers. rather than bring the providers to the
patients.

Provision of off-site specialty services has certain advantages for retirees,
who are offered a greater choice of consultants and. frequently, shorter waits
for appointments. Thus it seems to us that the issue is not quality of medical
care for retirees, which no one involved would be willing to compromise, but
rather a matter of adjustment to a new system, and, admictedly, of some
perceived inconvenience.

Adjusting to a modified system upon retirement requires instructicn on
procedures. Dr. Spangler has addressed this problem by improving
communication withh Medicare participants through brochures, newsletiers,
and orlentations. Furthermore, she and the University have committed to
employing a Medicare Program Ceordinator, whose duties include helping
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retirees in identifying high quality consultants, making off-site appeointments,
and taking care of paperwork, The Working Group finds this a suitable solution
to the specialty services problem. to be evaluated after an appropriate trial
period.

The other problem was an cven thornier one: Retirees have in recent
time not been allowed to use the Inpatient Care Facility (the ICF or infirmary} at
the Health Center. It is important lo note that the ICF is not a Medicare-
qualified skilled nursing facility, so Medicare reimbursement is not available
for the associated costs. Even if the additional {very costly) features required for
Medicare qualification were to be installed in the ICF, fewer than one-third of
admissions would qualify for reimbursement. That is because Medicare pays
only for post-hospital skilled nursing care and not for a typical infirmary visit.
Furthermore, the facility is not licensed for stays of more than 28 days, and is
unsuited for custodial care. Yel, as the ICF is a unique and popular facility.
offering a friendlier and more familiar environment than either acute care
hospitals or mere traditional skilled nursing facilities, members of the working
group met with Dr. Spangler to explore oplions.

From these discussions (and suggestions from Richard Silval an
apparent solution has emerged in which the cost of a limited number of
infirmary days per year could be added to the Major Medical plan, for which
vale is self insured. This plan carries a deductible portion which retirees will
have to pay if they use the ICF. They may have also to bear a small increase in
the corresponding insurance rate. The incremental costs appear to be smalk,
and we urge those responsible to lollow up this promising direciion. However,
there clearly remains an issue in the allocation of costs between retirees who
will want to use the ICF and these who will iot. either hecause they were never
members of the Health Plan or because they Live elsewhere. We believe that
access to the infirmary for medical condilions appropriate to brief stays should
be available to retirees. Neverlheless, compliex problems remain. and we must
be understanding of both the need to control costs and the admintstrative
difficutties faced by the Yale Health Plan,

12. Quality of life issues for retirees

In addition to financial security, health care and long term care
insurance, there are a number of other issues of importance to faculty who are
retired or who are considering retirement. These include the continuing use of
University facilities such as library and gymnasium, access to parking. offices
and secretarial staff, the availahility of laboralory space. as well as contlinued
opportunities for teaching. Past committees have considered these matters
without formal recommendations. In order to review these issues currerntly,
Provost Rodin asked a small ad hoe group chaired by Professor Fred Robinson
to advise the retirement working group on the quallty ol life issucs in
retirement. This group. composed of Professors Robinson, Harry Wassermarn,
Williarn Kessen, Georges May, and Assoclate Provost Ammn Ameling met in
December to consider and propose solutions to quality of life concerns of
retired faculty. Their report, “Some Positive Inducements Toward Retirement”
was presented to our Working Group. It was discussed with the understanding
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that a response to the report would be inciuded in any final report to the
Provost. In order to facilitate circulation of the report of the "quality of life"
subcommitiee, we reproduce s text here:

Some Positive Inducements toward retirement

We urge you not to be misled by our phrase "inducements toward
relirement” info thinking that anyone is going to be induced to retire by
such incidentals as free tunches in college or continued access to the
Ubrary. A faculty member's decision when to retire will be based in most
cases upon her or his scnse of her/his financlal secupity (or lack of it)
after retirement, For this reason il is very important that your
commitiee's plan for capping the university's contributions toward
faculty pensions be presented in a positive way and characterized as the
university's means of insuring that each reliree will have a comiobriable
retirement income and thus will not be driven by financial
considerations to teach beyond normal retirement age. Some members of
our committee also think that the University should rethink its position
on offering faculty significant financial inducements to retire - such as
finding a way to index pensions for inflation. For some faculty members
considering retirement (especially those in the scienices) our first
recommendation below could be a major factor as well in decision-
making on retirement.

Before proceeding to our list of recommmendations, we wish to share
with you some figures which Chuck Paul worked up for us indicating
what portion of Yale Faculty have in the past chosen to remain in the
New Haven area after relirement and what portion have left the area. The
first of the two tables the tables are provided in the Appendix] iS derived from
the payroll system and the second from the bilting system. Both give
only approximale cstimmates {the second table, [or example, may include
some widows and widowers of retired faculty), but they are suggestive:
for 6@ out of 254 emeriti on the first table and for 91 out of 33! on the
second table inducements consisting of amenities made available on the
Yale campus would be irrelevant. On the other hand, it is worth
remembering that it is those who remain in New Haven whose
impressions of retirement will most probably be heard by faculty
considering whether to retire. Thus it is in the unjversity's interest to
help make local retiregs’ experience as positive as possible.

Recommendations

1. Some faculty will want to use retirement to slart a new carecr. to write
their memoirs, ar to improve their golf and their gardens. We should try
to convey to these people our sense that this is a proper and honorablc
conception of retirement. For other faculty members retirement means
an apportunity to continue their professional careers only with less or no
teaching. If retirement means that this group must terminate research
activities, then they will be deterred from retiring. We suggest that the
university should announce that cach retiring faculty member who plans
to remain fully engaged in rescarch is entitled to negotiate with some



university representative over continued access (o research facilities
during retirernent. For some this would mean 110 more than office space
somewhere on campus or a carrel in the library. For scholars in the
sciences who wish to acquire and adminisler outside grants, a more
substantial support system would be needed. including reasonable
laboratory facilities required to continue significant research, and the
university will have to begin planning ahead to meet these needs where
the case warrants it. We deliberately leave this recommendation in
general flexible terms because the needs will vary from department to
department and individual to individual.

2 Long-termm health care is a major anxiety for faculty considering
retirement. We recommend (hat the university address this anxicly,
perhaps by making expert advice on this matter available to faculty.

3. We suggest that retiring faculty be given the option of remaining in
their offices for up to one year after retirement.

4. Chairmen of departmnents should be reminded regularly that retired
faculty who remain in the New Haven area should continue receiving the
normal privileges of department members such as a mailbox in the
department, invitations to all departmental lectures and social events,
departmental news [e.g. aNnOUNCEMENts of new appointments), etc.
Chairmen should centinue to solicit information for the annual
President's report from active retirces.

5. Masters of residential colleges should be reminded to extend to retired
fellows the normal courtesics: college mnotices, invitations to fellows’
meetings and social events, ete. The President of the university should
make a blanket rule that fellows of colleges remain fellows alter retiring.
All retired faculty, not just emeritus fellows. should be entitled to free
lunches in coliege.

6. The title “emeritus” should be made optional or replaced with some
other title such as "rescarch professor”.

= The Weekly Bulletin_and Calendar and other news releases from the
central administration should he sent to any retired faculty member who
wishes to remain on {he mailing list.

8. The President, the Provost, and the two Leans should consider
rotating responsibility for hosting one reception per year for retired
faculty who wish to attend,

9. We should consiler allowing retired facully who wish to do so to
direct dissertations, master's theses, and even scrior €ssays if the
retirees will be regularly avaiiable for consultation. When allowed to
direct dissertations. they should be namcd as co-directors with an active
faculty member. Directing student work is not @ burden that should be
imposed on retired faculyy but something they may do at their own
request.

27
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10. Retired faculty who are reading a paper or chairing a session at a
scholarly conference in North America should be free to apply for the
same subsidy towards travel expenses as active faculty receive. (In most
departments this is something like a maximum of $400 once per year.)

11. Continued full use of the Health Services Center for retired faculty
and continued access to the dental plan for those who had been using it
should be available.

12. Access to parking and to use of the gymnasinm at reduced or no
cost would be a pleasant perquisite for retired faculty.

13. The university might consider planning a Yale retirement cornmunity
for faculty, one which would pay for itsell but would not have a profit
margin and would therefore he somewhal morc within the reach of
retired faculty than are existing centers. . .

14, The university should provide support (primarily a place to meet} for
retirees who wish to establish an organization for retired faculty, Meeting
for lunch and a presentation by ene of their number on a regular basis
would be one format,

15. Opportunities for retired faculty to teach at Yale seem to us to be
adeguately addressed in the 1292 Faculty Handbook.,

December 3, 1992 Ann Ameling  William Kessen Georges May
Fred Robinson Harty Wasserman

The Working Group takes a positive attitude toward the subcominitice
recommendations, and believes that many of them can be implemented right
away. Our more detailed response and recommendations are given below to
cach of the commitiee points.

1. The subcornmrittee here addresses one of the most difficult issues the
university faces: potential cornpetition for limifed space resources
between retirees and active faculty, We believe that the university has no
choice but to give priority to (he legitimate needs of active faculty over
those of retirees when resources are not adequate for both. Now that
mandatory retirement is ending, facully who are determined to continue
with their research have the right to do so by continuing in active status.
There are those who argue thal older faculty should be "bought out” by
the promise of postretirement research space. Leaving aside the
negative view this implies of the continuing coniributions of our older
colleagues, we see dangers tn mortgaging the future, Newly hired faculty
need room for lieir programs to grow, and the continued quality of
Yale's academic effort is dependent on their success, This is not 1o say
that no retired faculty should have research space! indeed, we believe
that they should be accommodated when resources are adequae to do
so. The matter needs to be considered on a case-by-case basis. with



critical input from those best informed about the situation. We
recommend that any binding provision of post-retirement research space
must be agreed to by both the departmental chair and the Pravost, and
that binding commitments be limited ln term, preferably to three years or
less, but certainly to no longer than five years. Renewal of these
agreements should be judged in view of potentially competing needs of
active faculty and other retirees. Those involved in reaching a decision
should feel an obligation to make an effort to find appropriate space.
Possible longer range solutions to this preblem are discussed in Section
13.

2, The long term care proposal in our report deals with this issue for
future retirees: the new Medicare Program Coordinator should help to
bring expert advice to faculty, (ncluding retirees.

3. The oplion to remain in one’s oflice for a year after retirement
provides a dignified way to phase down professional activities. We urge
that department chairs and others responsible do whatever they can to
meet this request.

4. Continuation of normal departmental privileges for mailing.
deparimental invitations. efc.. s an entirely reasonable request. Depart-
ment chairs should be asked to act accordingly.

5. The Working Group did not understand why retired faculty should not
be continued as cmerdtus fellows. However, our knowledge of this issue
is limited. and we recommend that it be referred to the Council of
Masters. The issue of free lunches should be discussed there as well.

6. It is a recent policy decision to extend automatically to all faculty the
tile of Emeritus Professor. Faculty should certainly be free to elect to
decline the title. Perhaps more to the point would be a simple
mechanism to conler anolher title that conveys a greater sense of
current professional activity on those who want such a designation. We
refer this matter to the Provost’s office.

7. We recommend that all retired faculty whe so elect rerain on the
urniversity mailing list as recommended by the subcornmittee.

8. There has been hesitancy to segregate retirees for social functions
because it may seem demeaning. Certainly retirees should be mixed in
with non-retired faculty at repular social occasions. A survey of reliree
preference should precede action on this recommendation.

9. Retired faculty are a reservoir of knowledge which the university
should find ways to tap. Supervising student work is one way. We
believe that local autonamy should rule in this matter: the approval of
Deans of Schools, presutnably in consultation with their faculty. should
be required for allowing the practice generally, and Deparumental
approval should be required for allowing the practice within each unit.
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Deans should be asked to consider placing this item on their reeting
agendas.

10. We support the subcommitiee's request for travel subsidies. A total
doliar limit on retiree travel may be necessary, and the program should
not interfere with access to travel funds by non-retired faculty.

11. The issue of use of the Ilealth Center by retirees was addressed in
Section 11. We support access to the dental plan for retirees. Na
additional expense is involved since the plan is paid for by its sub-
scribers.

12. We support continued access to uriversity parking for retirees at the
minimum rate. Free usc of the gymnasium by retirees would be a
gracious gesture by the university. The only reason o disallow this
request would be cost. and our Wworking Group is not sufficiently well
informed on that aspect. We refer the matter to the Provost's office,

13. The issue of a Yale retircment community has arisen before, but it
has to our knowledge never had thorough study. at least not in recent
years. We deal with this matter in the concluding section of our report.

14. Organizing meelings of retired facully depends first on there heing a
sufficient number of them who are interested, and second on finding an
individuzal who is wilting to do the organizational work. We believe that
this person should come from among the retirecs. Certainly Yale should
he able to find a venue for their meetings. The last section of our report
suggests strategies that may facilitate self-organization by retliree groups.

15. We agree with the subcommittee.

Recommendations to treat retirces better are made with the best of
intentions, but are all too casily forgotten. This may result because of a lack of
an erganizational structure thatl sees to it that action is taken. We address this
issue in the final section of our report.

13. Long range recommendations

While recognizing our status as a Working Group, not a Committee to
develop policy, we nevertheiess use this oppertunity to draw attention to one
organizational matter, to the need [or evalnation of our recommended
retirement programs after a trial period, and to three directions for further
study that we believe have merit.

1. Proposal for a standing Retirement Working Group in the Provost's
office. We have nat solved all of the problemns associated with refirernent
policy. The Provost necds a continuing sgurce of knowledgeable advice
about how to implement general policy. Furthermore, programs dealing
with qualtty of life for retirees need an advocate with access to thosc who
can make decisions. We recommend a small standing Retiremerit
Working Group. under the direction of a Deputy or Associate Provost, 1o



whom the Provost can refer problems. One member should be a retiree.
who can elect to take a more pro-active role in following up on
recomnmendations dealing with policy toward retirees.

2. Review of the performznce of the revised retirement options. The newly
designed early, planned and phased retirement options should be
reviewed after a period of five years.

3. Proposal for study of options for inflation-adjusted pensions. Inflation
protection of annuity income was & Iajor concern of the 1291 and 1992
CESOF committee reports. Yale should continue to explere with annuity
providers the possibility of an option that offers to protect annuity value
against inflation or enhances the graded benefit currently available.

4. Proposal for study of a possible Yale retirement community. We have
heard more than one mention of a Yale retirement community to serve
the needs of our relirees, including recommendation 13 by the Robinson
subcommittee. The first stage in investigating this problem would be to
asscss what alternatives are available on the commercial market, and
what interest there might be among our retirees and faculty currently
making plans for retirement.

5. Developing ldeas for long term availability of auxlliary rescarch and
office space. A number of more senfor scicnlisls would likely give way to
younger colleagues if they could find a way to continuc thelr research
programs. The general limiting factar is lahoratory space. but it is clear
that Yale cannot afford to build new laboratories to accommodate
retrees. A possible way out of this dilemma is to rent or lease
commercial laboratory space in something like Science Park. or perhaps
in a new facility closer to the Schoal of Medicine, However. getung such
a center started using orly relirees is not likely to be feasible or even
desirable. Office space for retirees in other fields is also at a premium,
These are problems that need creative long range thinking.
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