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The Retirement Law Commission submits herewith its report on
the Actuarial Valuation of the Teachers Retirement System.

This report is third of a series of actuarial studies conducted by
the Commission setting forth the financial participation of the
Commonwealth, counties, cities and towns in their employer rela-
tionship with the public employees in their respective jurisdictions.

The filing of this report together with the report pertaining to
the State Employees Retirement System, filed with your Excel-
lency and the Honorable Senate and House of Representatives in
July 1967, completes the studies of the two systems, the supporting
funds for which, the Commonwealth has the sole responsibility to
produce.

This report sets forth pertinent statistical data and certain con-
clusions.

The completion of a study now underway will enable the Com-
mission to provide statistical and actuarial bases to your Excel-
lency and to the General Court for evaluating suggested changes in
the retirement law as such changes pertain to and affect all seg-
ments of public employees and the political jurisdictions in which
such are employed; further it will serve as the bases for recom-
mendations of your Retirement Law Commission.
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Chairman for the Commission



Massachusetts Retirement Law Commission

June, 1968

REPORT OF ACTUARIAL VALUATION OF

TEACHERS RETIREMENT SYSTEM



(ttnmmmuupctltli of UJaHaartyuaetts

JOHN J. BAZZINOTTI, Chairman

JOHN J. MANNING, Vice Chairman

JOSEPH B. CARROLL

RETIREMENT LAW COMMISSION MEMBERS

WILLIAM F. DAIGLE, JR.

GERARD M. FRITZ

HAROLD L. MILLER

PATRICK D. SULLIVAN



1969.] HOUSE —No. 4716. 5

This report of the Massachusetts Retirement Law Commission
in its continuing studies of emerging pension costs summarize the
actuarial valuation of the Teachers Retirement System. It is the
Commission’s third report in a series of actuarial studies of the
contributory retirement systems of the Commonwealth and of its
political subdivisions. The first report presented actuarial cost
estimates of the State Employees Retirement System; and the
second pertained to contributory retirement benefits for police
and firemen throughout the State. A fourth study is presently
underway, and such will result in actuarial cost estimates that
pertain to employees (other than fire and police employees) in
counties, cities, and towns.

The actuarial studies have been prepared by Martin E. Segal
Company, Incorporated, Jack M. Elkin, A.S.A., Robert D. Krinsky,
A.S.A., and Brain A. Jones, A.S.A., of its actuarial staff, per-
formed the actuarial calculations. Sherman G. Sass, John van
Steenwyk, and Matthew J. Ryan also participated in the work of
Martin E. Segal Company in the preparation of the report presented
here by the Massachusetts Retirement Law Commission.

The Teachers Retirement Board manages the Teachers Retire-
ment System and administers the provisions of Chapter 32 of the
General Laws as such provisions pertain to teachers.

The membership of the Teachers Retirement System comprises
those persons described as teachers in Chapter 32 who are employed
in the public day schools of all of the cities, towns, and regional
school districts in the Commonwealth, with the exception of teach-
ers in the public day schools of the City of Boston. Additionally,
the instructional staffs of three county agricultural schools are
included in the membership.

It is important to note that the employer’s liability for pensions
paid to teachers on account of their membership in the Teachers
Retirement System is borne wholly by the Commonwealth of Mas-
sachusetts by annual appropriation from the tax revenues of the

I. INTRODUCTION
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Commonwealth. Additionally, all administrative costs are borne by
the Commonwealth.

Further, it is to be noted that, although teachers in the City of
Boston are not members of the Teachers Retirement System, the
Commonwealth reimburses the City of Boston annually for the
pensions paid by Boston to its retired teachers, as it does to
several cities and towns who pay pensions to a limited number of
teachers retired under old non-contributory laws. This report,
however, does not include the value of such annual reimburse-
ments made by the Commonwealth through the Teachers Retire-
ment Board. Rather, the report confines itself to actuarial cost
estimates relating to the actual active and retired membership of
the Teachers Retirement System.

The cost calculations presented here do not attempt to project
the amount of benefit payments for any particular future
year. Rather, they establish actuarial measurement of long-term
level annual costs.

This approach identifies a level cost, as a percentage of payroll,
for each year, recognizing that benefit rights accrue each year
which will be exercised later as employees retire. In order to
determine such actuarial estimates of long-term level annual costs,
it is necessary to assume a funded or reserve system.

In presenting this report, the Commission recognizes that the
Teachers Retirement System is not operated on an actuarial fund-
ing basis, but obtains annual appropriations from general state
revenues to meet the amount of benefits payable for each fiscal
year.

It is not the purpose of this report to urge one policy or
another with respect to funding. However, this report does indicate
the costs if a funding policy were to be adopted, and further,
gives a measure of long-term level cost of the retirement benefits
provided.

The studies are reviewed in these sections:

11. PLAN OF BENEFITS
111. DATA
IV. ACTUARIAL METHODS AND ASSUMPTIONS
V. COST FACTORS
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In Massachusetts, one state law, General Laws Chapter 32, Sec-
tions 1 to 28, provides the contributory retirement benefits for
public employees including teachers, with a few minor exceptions,
where certain so-called special act systems are still in effect for a
decreasing minimal number of public employees including teachers.
Through normal attrition such special act systems will become
extinct. The plan of benefits described in this section directs itself
to the provisions of the aforementioned statute, Chapter 32, here-
after referred to as the “contributory retirement law”.

There are ninety-nine separate retirement systems established
under the contributory retirement law. Qualified public employees,
including teachers, become “members” of the system to which
they belong and there is withheld from their salaries, at the rate
of 5 per cent, a deduction hereafter to be referred to as “con-
tribution”.

This report concerns itself with those persons described as
“teachers” who hold membership in the Teachers Retirement Sys-
tem, and the “plan of benefis” extracted from the general provi-
sions of the contributory retirement law, as such are applicable
to teachers, is set forth.

The contributory retirement law provides for voluntary retire-
ment beginning at age 55 to age 70, at which age retirement is
mandatory.

The maximum benefit rate of 2.5 per cent of final salary (3
year average) for each year of creditable service is reached upon
attainment of age 65, and such benefit rate is applied at ages 65
through 70. Therefore, the allowances at ages 65 through 70 are
computed as 2.5 per cent times final salary (3 year average)
times years of creditable service.

Retirement at ages under 65 requires the use of a lower benefit
rate according to the age attained on the last birthday prior to
the date of retirement. For example, at age 64, the rate is 2.4
per cent, at age 63, the rate is 2.3 per cent, at age 60, the rate
is 2.0 per cent, and at age 55, the rate is 1.5 per cent.

Retirement allowances are also available at ages under 55, at
further reduced benefit rates, after the completion of not less
than 20 years of service.

11. PLAN OF BENEFITS
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Ordinary Disability retirement allowances are provided in the
event members become totally and permanently disabled, although
not job-connected.

The allowance for the “non-veteran” member is available on
the conditions that the member has completed not less than 15
years of service and has not attained age 55. The amount of re-
tirement allowance available is computed as 1.5 per cent (factor
at age 55) times final salary (3 year average) times actual years
of service to the date the retirement is effected.

For the “veteran” member the allowance is available at any
age up to age 70, after the completition of not less than 10 years
of service. The amount of the allowance is computed as 50 per
cent of final salary (average salary last 12 months) plus an
annuity derived from the member’s accumulated contributions
(that is his “contributions” at 5 per cent of his salary plus
interest credited thereto).

Accidental Disability retirement allowances are provided in the
event that a member becomes totally and permanently disabled
as a result of a job-connected personal injury sustained or hazard
undergone at any age. The allowance available is computed as
66-2/3 per cent of final salary (a) salary on date of personal
injury or hazard undergone or (b) average salary for the last
12 months) plus an annuity derived from the member’s accumu-
lated contributions; and in addition an amount of $312 a year
for each child under age 181. The allowance so determined cannot
exceed the final salary (as described above) receivable by the
member.

Accidental Death Benefits are provided in the event of death
resulting from a job-connected personal injury sustained or haz-
ard undergone. The benefit consists of an annual amount of pen-
sion payable primarily to the spouse for life or until remarriage,
and is computed as 66-2/3 per cent of the salary on the date the
personal injury was sustained or hazard was undergone, or 66-2/3
per cent of the average salary for the twelve month period for
which the member last received regular salary immdiately pre-
ceding the date of death, and in addition an amount of $312 a year

i Dependent children who are incapacitated, physically or mentally, remain
eligible beyond the age of 18 years.
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for each child under age 181
. In addition to the foregoing annual

payments, a refund is made of the total accumulated contributions
to the credit of the member.

In the event of death of the spouse or in the case of remar-
riage, the annual benefit is continued to any surviving children
under the age 181

, and is payable to the legally appointed guard-
ian in equal shares for the benefit of such surviving children.

Survivors’ allowances are provided in the event of death be-
fore retirement, such death not resulting from job-connected
causes. One of the allowances available consists of two-thirds of
the member’s reduced allowance under the joint and survivor
option provided. The second allowance available directs itself to
the widow and/or children under age 181

, of a male member
having not less than two years of service, and consists of $lOO
per month for the widow; $5O per month for one child; and $35
per month for each other child. If there is no surviving widow
on the date of death of the member or the surviving widow dies,
the allowance as set forth is paid in equal shares for the benefit
of the surviving children under age 181

. If the widow remarries,
the entire allowance terminates and, thereafter, $35 per month is
paid to a legally appointed guardian for each surviving child under
age 181

. Provision is also made for surviving children of issue
under age 181 of a female member having not less than two years
of service, who dies before retirement. If there is a husband,
an amount of $5O per month is payable for one child, and $35
per month for each other child. If there is no surviving husband,
or the surviving husband dies, an additional amount of $lOO per
month is payable in equal shares to a legally appointed guardian
for the benefit of the surviving children under age 181

.

Certain additional special provisions apply to certain “veterans”
as defined in the contributory retirement law.

Members of the Teachers Retirement System who are “veterans”
and who qualify under special veteran sections, outside of Section
1 to 28 of Chapter 32, are not retired by the Teachers Retirement
Board. Rather, they are retired by the appropriate local retiring
authority holding such jurisdiction in the city, town, county, or

1 See note 1 to page IX-2.
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regional school district in which the teacher is employed at the
time of retirement. As a result, any such pension liability is
borne by the city, town, county, or regional school district, and
not by the Commonwealth, nor are such amounts of pension sub-
ject to the reimbursement set forth in Section I of this report.
Separation from membership in the Teachers Retirement System
occurs when such “veterans’ ” retirement is effected, and the
total accumulated contributions of such persons are refunded in
one sum.

A further note on the use of certain terms will be helpful in
understanding the presentation of costs later in this report. The
amounts payable to retired teachers are termed retirement allow-
ances, except in the cases of accidental death benefits and guar-
anteed survivor allowances for widows and children. A retirement
allowance consists of two parts: an annuity derived from the total
accumulated contributions of the members; and a pension which is
derived from the appropriations of the Commonwealth.

Therefore, as this report primarily concerns itself with, and
confines itself to, the estimates of “cost” to the Commonwealth,
the term “pension” is used to report such cost. Further, the
term “pensioner” is used to describe the retired member who is
receiving a retirement allowance from the Teachers Retirement
System.

The actuarial calculations require employee data which include
age, sex, salary, and length of creditable service of each teacher
who is a member of the system. For the purpose of these studies,
it was necessary to compile this data from the working records
of the Teachers Retirement Board. In this connection, a large
number of source documents were handled and tabulated.

In summary, data was gathered for a 20 per cent random sam-
ple of the total group of 46,601 active members of the Teachers
System as of December 31, 1965; and this data was entered on
electronic data processing cards. A distribution of the active mem-
bership by age and length of service is set out in the census
tables that follow. (See Tables 1 and 2.)

HI. DATA
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The table showing the distribution of female teachers reveals
that approximately 34 per cent are under age 30 and about 45
per cent are over 45. This bi-modal (that is, two peaks) concentra-
tion results in part from the fact that many female teachers inter-
rupt their teaching careers to raise a family.

But this distribution also reflects the increase in the total num-
ber of teachers, male and female, in recent years. From Tables
1 and 2, we have drawn this summary table, which shows that
more than half the total group have less than ten years of service.

Years of Service Males Females

Total 100% 100%
0- 9 63.12 57.37

10 -19 23.99 18.88
20 and over 12.89 23.77

Detail percentages may not agree exactly with totals because of rounding.

From the annual reports of the Teachers System, we find this
continuing increase in the number of active members: 26,685 at the
end of 1950; 42,217 at the end of 1960; and 46,601 at the end of
1965. (The accelerating growth in the size of the total member-
ship is further evidenced by these total counts of members as of
the end of 1966, 49,268, and 1967, 52,500 (unverified).

In addition to the data for active employees, pertinent informa-
tion was transcribed to punched cards for all employees who
terminated employment before retirement for any reason, in-
cluding death in the years 1963, 1964, and 1965.

Also analyzed for these studies were complete data on pensioners
and beneficiaries on the retirement rolls at December 31, 1965,
as well as information on new pensioners who entered the rolls in
the years 1963, 1964, and 1965 and data on deaths among pen-
sioners and beneficiaries in those same years. Tables 3, 4, and 5
showing selected information about the pensioners are included
at the end of this section.

As further background information, we want to cite these sta-
tistics concerning the growth of the retirement rolls, as recorded
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in the annual reports of the Teachers Retirement System. At the
end of 1960, there were some 5,800 retired members receiving
total benefits of $14.6 million. By the end of 1964 the retirement
rolls increased to 7,700; and benefits paid in that year totalled
$24.5 million. The retired members’ rolls increased to 8,300 at
the end of 1965. During 1965, total benefit payments amounted
to $27 million, of which approximately $22.5 million is pension
and $4.5 million is annuity. To restate, the “pension” cost is
that part of the retirement allowance that is borne by the Com-
monwealth; whereas the “annuity” is that portion of the retirement
allowance which is derived from the accumulated contributions
of the member.

Further evidence of the continued growth of he retirement rolls
is found in the 1966 and 1967 experience. During 1966, the retired
members’ rolls rose to 8,897 and 1967 to 9,423. In 1966, total
benefit payments amounted to $30.2 million, of which approximate-
ly $25.3 million is pension and $4.9 million is annuity.



1969.] HOUSE —No. 4716, 13

II I 3 1 1; 1MI I I| | I
IMIII | | { | J§°Od I

§ M I I I I I I SS a I .
gdo o I M

”

w | | I I I I I to to t- to || g
S O r-i d d

I oa IO I o
Si 00 I I I I I ICOHOO O lO 2A 8 s 11 '35 33 3 J
i * g I I M lag?s s % § I

K_j o o rH tH o o |
** I -c

2 IS
r7l I I I i |>,

. I I I I^IfICDHCO^S - dd d d d 1 |

S
"

« MISSSSSSSS I3 50 h to iri h dd d d!|
I 4 - >I °

ln I I, I I >,

lO & OCOOtpcNrHOdd 12s
! iI y?I °

T ldo fn oojeot-coeirHddd I &

g
I

| § l
H ° ot”SSSgt: o®Md I

a| § I
5 |SBSBJSSSS|



,4 HOUSE— No. 4716. [March

1 * S 11 I I II II 1 H5B
oo o o

T S I II I I I I I H“ 9
O 04 dr-id

8 s I I I 1 I I I Ia g a
h,

m * 04 * ° am S
C

Th 3Z rO<N|||||||OCOCOrH Oo , <N | 1 I 1 I I 1 TH in rH
u o th d d d
0 . CO °

1| g m
S r #i C > CM | I I I I I co c£> h o Tf c 3Hw g g , o* 1 I I 1 I I CD 05 in t- H O

a c/} H in O rH rH O O C

Jh > r CM
WHO b. “

H3n ° Sg a § a «siiiiissgspa3
a O H rH (N rH r-i O O j-

S m . >h dK W >< >

H a CQ !>

a 07 .cm rd o S m iHos I I >»w 3 Z a ,rH I I loNcSncot-OH "3
W M&"5 d mod d r-i r-i rH rH rH O O 2H « S a S rH S
CQ S H o S s5j ffi "<4 a °

I s ? 8 i i isssnaas |
„2g og rHrHr^rHdrHdd^
[5 o 2 °a cq c
3 a rH m Ci |rhtDCoooooolot>CDa> .

rh co 03 oo locNCHintDoocomo »

oS3 a; ' in dtotoHrici«H'dd 3
<q a H
W M CQrn S V)
< a g (D
g U a w>

H h .. CO (MlNt-tDinOOh-COUI- I 2
£ Q C
a ' r-i d r-i d cm cm cm* cm’ r-i d d 9.
O o CO £
a <o

CQ O*

73 (NineoiHOOcnoot-oco *3
q

O o Xd rH CM rH rH tH W

U
CD

r-l >
Q) £ § °

hX) ■Jr
< £

tr* H*3iiii i i i i i
domioioomoinoinPcjNrtfO^^ioinoco

1'



1969. HOUSE —No. 4716. 15

Massachusetts Teachers Retirement System
Pensions in Force on December 31, 1965 by Age of Recipient

Males

Type of Pension
Age on Ordinary

December 31, 1965 Total Disability Othei

Total 1,155 33 1,122

Under 50 43 4 39
50-59 170 14 156
60- 69 454 8 44G
70-79 335 7 328
80-89 120 120
90-99 27 27
Unknown 6 6

Massachusetts Teachers Retirement System
Pensions in Force on December 31, 1965 by Age of Recipient

Females

Type of Pension

Ordinary
Disability

Age on
December 31, 1965 Total Other

Total 7,298 80 7,218

Under 50 76 4 72
50-59 619 59722
60-69 2,823 2,793

2,605
30

70-79 2,618 13
80-89 985 9769
90-99 170 1682
Unknown 7 7

TABLE 3.

TABLE 4.
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Massachusetts Teachers Retirement System
Pensions in Force on December 31, 1965 by Age of Recipient

Males and Females

Type of Pension

Ordinary
Disability

Age on
December 31, 1965 Total Other

8,355Total 8,468 113

111Under 50 119 8

50-59 789 36 753
3,23960-69 3,277 38
2,93370-79 2,953 20
1,09680-89 1,105 9

19590-99 197
28Unknown 28*

Includes 15 whose sex was not shown

IV. ACTUARIAL METHOD AND ASSUMPTIONS

The calculations were performed according to the entry age
normal cost method one of the standard and accepted actuarial
methods in use and one considered appropriate by the actuaries
for these calculations.

The calculations are based on a series of actuarial assumptions
which are set forth below. These assumptions differ in certain
respects from those considered appropriate in the earlier cost
studies of the state employees and of the police and firemen. From
our analysis of the data derived from recent experience, it was
found that a somewhat higher retirement age assumption is ap-
propriate for teachers; and further that longevity following re-
tirement is greater. These findings are consistent with the retire-
ment and mortality experience of other groups of teachers.

1. Interest Interest at the rate of per cent was assumed

TABLE 5
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For purposes of these cost calculations which determine the
long-term level annual actuarial costs, it is necessary to apply a
measure of the long-term worth of money.

2. Retirement Based on studies of past experience, it was
assumed that members would retire at age 64, on the average.
Based on an average retirement age, the calculations allow
for the fact that some members will retire earlier and some
later, but none beyond the compulsory retirement age.

3. Mortality after retirement The 1951 Group Annuity Table
with projection to 1960 was used. This is a standard table for
the prediction of mortality established by the Society of Actuar-
ies and based on group pension experience. The adoption of
this table followed an analysis of the actual mortality experience
in the three-year period 1963 1965.

4. Salary increments ■— It was assumed for purposes of the cost
calculations that the salary of each individual would increase
at the rate of 1 per cent per year for females and 1% per cent
for males. This progression of salaries is based on the present
distribution of salaries and is intended to reflect increases
due to promotions. The basic cost studies did not assume any
projection for general, across-the-board salary increases.

5. Turnover From an examination of past experience (in the
calendar years 1963, 1964, and 1965), it was concluded that it
would be reasonable and appropriate to anticipate a low degree
of turnover as summarized in the following schedule:

Age Rate %

22 5.4
27 4.5
32 3.3
37 2.0
42 1.0
47 .7
52 1.3
57 2.4
62 5.1

6. Disability rates Rates to anticipate the incidence of retire-
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merit for ordinary and accidental disability are summarized in
the following schedule:

Age Rate %

37 .1
42 .1
47 .2
52 .6
57 1.1
62 3.2

A determination of actuarial costs begins with the calculation of
the “normal cost”. The normal cost, for each individual, is an
amount which, if contributed or set aside annualty by the Com-
monwealth would accumulate over his working lifetime to the lump
sum amount necessary to finance his pension benefits beginning
at his expected retirement date. (For example, in order to finance
a pension of $3,000 for a male beginning at age 65, a lump sum
accumulation of $33,000 would be required as of that retirement
date. Taking account of expected interest, this sum can be ac-
cumulated in a series of level annual installments over the working
career of the employee.)

The normal cost of a retirement system is the sum of the normal
costs attributable to all of Its individual active members. The
normal, annual cost calculated for the Teachers Retirement System
is $38,600,000, as of December 31, 1965. This amount represents
11.6 per cent of total payroll of the active members as of that
date.

This cost, expressed as a percentage of participating payroll,
should remain as a reasonably valid estimate of the “current” or
“normal” cost of the retirement system to the state. (To repeat,
the costs discussed in this report are the costs to the state after
taking Into account the employee contributions of 5 per cent of
pay.) The normal cost cited here represents an approximate
measure of the accrued pension costs attributable to service rend-
ered by the active teacher member in each year. It should be

V. COST FACTORS
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explained, however, that the normal cost can change in the future,
for such reasons as:

2. Increase in benefit levels following changes in the law gov
ing contributory retirement benefits;

3. Changes in the pattern of hiring teachers, such as first employ-
ing teachers at later ages; other changes in experience that
would warrant modifying the actuarial assumptions from those
that were adopted in these studies for purposes of projecting
turnover and average age at retirement.

It should also be noted that the costs shown do not attempt to
forecast or anticipate adjustments on account of future changes
in the cost of living index. Such changes would be the occasion
for increases in the retirement allowances, in accordance with re-
cent amendments to the Contributory Retirement Law.

In order to provide a measure of the possible effect on the
normal cost shown here from general increases in salary levels
and from the cost of living adjustments to benefits of retired
members, we have made some separate cost calculations.

As we explained earlier, these actuarial costs do not include any
allowance for general salary increases in future years or for the
adjustments to retirement allowances on account of changes in the
cost of living index. We have prepared supplementary calculations,
however, to show the estimated increases in cost that would follow
from certain assumed general increases in salary and increases in
the cost of living. If we assume that the consumers price index
will rise at the average rate of 2 per cent a year, the average total
annual long-term cost, in dollars, would be 18 per cent higher
than quoted here. If we assume that on the average the level
of teachers’ salaries will increase at the rate of 2 per cent a year,
exclusive of promotional increments, the average total annual long-
term cost, in dollars, would be 24 per cent higher than quoted
here. Combining the two assumptions, the long-term costs, in
dollars, would be 42 per cent higher.

1. General increases in salaries, as opposed to increases on account
of promotions which were taken into account on the cost cal-
culations;
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The Commission recognizes that the normal cost of the Teachers
Retirement System, as for other groups in the public employ,
may be compared with the cost of retirement benefits for indus-
trial groups.

In this connection it should be pointed out that the benefits
provided for public employees in Massachusetts are more extensive
in both scope and amount than benefits provided by most private
employers and, indeed, by most large governmental units. One
important determinant of the scope and amounts of these retire-
ment benefits is the fact that public employees in Massachusetts
are not covered for Federal Social Security benefits. Accordingly,
the Teachers Retirement System is not a supplement to Social
Security, rather, it is a self-contained, comprehensive retirement
program.

The discussion of actuarial costs to this point has been in terms
of the normal cost.

A further element in the calculations is to identify the accrued
actuarial liabilities of the Retirement System.

The total accrued actuarial liabilities of the Teachers Retire-
ment System as of December 31, 1965, were $1,037,500,000.

This is the present value (as of December 31, 1965) of the
amount which is expected to be paid as pensions to pensioners on
the rolls; as well as to active employees who will enter the pension
lists in later years for pension credit they have earned to the
valuation date. It is broken down as follows:

- Pensions to pensioners and beneficiaries on
the retirement rolls $240,200,000

Pensions to inactive teachers entitled to
future benefit payments 2,000,000

Pensions to employees in active service as
of December 31, 1965, on account of
accrued service to that date 759,300,000

The amounts totalling $240,200,000 payable to present (as of
December 31, 1965) pensioners and beneficiaries perhaps require
little explanation. It is the amount, discounting for interest, expect-
ed to be paid over the future lifetimes of the individuals on the
rolls, assuming no changes in benefit amounts. The liability of
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$2,000,000 for future benefits to inactive teachers is estimated on
the assumption that those who have at least ten years of service,
but are presently inactive as of December 31, 1965, will return
to teaching service at some time and qualify for a pension. In
addition, it is assumed that all those who terminated after age 55
(and who can receive their benefits at anytime, upon their election)
will, In fact, receive their benefits.

The amount of $795,300,000 represents the present value of bene-
fits already earned by present (as of December 31, 1965) active
teachers; and is based on a calculation taking in account the census
of active employees described in Section 111 of this report; and on
the expected rates of turnover, salary progression, and entitlement
to benefits by reason of death, disability, or age and length of
service, in accordance with the assumptions outlined in Section IV
of this report.

To the extent that certain of these active employees may qualify
for and elect to take non-contributory “veterans” pensions which
are paid for by the local cities, towns, counties, and regional
school districts, however, the estimated costs and liabilities present-
ed here would be reduced.

Another way of characterizing the accrued actuarial liability
for pensioners and active employees is that the sum of $1,037,500,-
000 represents the amount which would be on hand as of December
31, 1965, if all of the normal costs for years up to that time had
been appropriated.

In many private pension plans and governmental retirement
systems, it is desired to hold constant the accrued liability (or so
much of it as is not already funded). This is done by assigning,
as a part of the annual appropriation or payment, an amount
representing interest on this unfunded accrued liability. This is in
keeping with the concept that, through time, any measurement
of money is affected by interest. Interest at 3% per cent on the
accrued liability of $1,037,500,000 would amount to $35,800,000
annually (level monthly payments are assumed).

In the absence of an interest payment, the unfunded accrued
liability grows each year by a measure of interest.
If a policy of holding the accrued liability constant were to be

followed, and if the system’s normal cost were to be appropriated
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each year, the indicated contribution based on data as of December
31, 1965, would be:

$38,600,000
35,800,000

Normal Cost
Interest on unfunded accrued liability

374,400,000To

This amount approximately 22.3 per cent of annual payroll
may be identified as the long-term, level annual cost; and is

considerably higher than the current outlay for benefit payments.
If such an actuarially calculated amount were to be appropriated

to this system each year, then the expectation would be that
these appropriations could be relatively constant in amount from
year to year. Otherwise, the expectation is that the amounts
required for benefit payments will increase each year over roughly
the next 30 to 40 years, or until a condition known as “actuarial
maturity” is reached. At that point, it may be expected that
the number of pensioners and beneficiaries dying each year would
be roughly equal to the number newly qualifying for benefits,
and the retirement rolls would then be stabilized.

This expectation of an eventual levelling of benefit payments is
based on the December 31, 1965 census of teachers. If the number
of teachers continues to increase in the future, then it can be
expected that the retirement rolls would continue to grow for a
longer period.






