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EXECUTIVE SUMMARY 

REPORT OF THE COMMISSION TO STUDY THE INTEGRATION 
OF THE MAINE STATE RETIREMENT SYSTEM AND SOCIAL SECURITY 

The Commission reviewed the eligibility and benefit 
structures of the Social Security System and the Maine State 
Retirement System. It had its staff prepare a model to compare 
and contrast Maine State Retirement and Social Security System 
benefits received by employees at different income levels and 
with different career patterns. It also reviewed the 
Tillinghast proposal for an integrated plan and found that it 
was inadvisable to accept that recommendation given the recent 
revisions in the Social Security System and federal tax codes. 

ELIGIBILITY, BENEFITS AND COST 

The eligibility and benefit structures of the Maine State 
Retirement System and the Social Security System clearly 
reflect different basic principles upon which they were 
developed. The Maine State Retirement System has a clear 
pension system structure with retirement pensions based on 
salary level and length of service. Social Security is a form 
of social insurance. It weights its pensions toward the basic 
needs of the recipients and therefore provides a higher 
percentage of income protection to low income earners than high 
income earners and includes additional benefits for 
dependents. A more detailed examination of the eligibility and 
benefits are provided in the main report. 

Of importance, however, are the 1983 amendments to the 
Social Security Act which institute a Windfall Elimination 
Provision and a Government Pension Offset. Prior to these two 
amendments it was advantageous for a couple to have one spouse 
covered by Social Security and the other covered by Maine State 
Retirement or to work the first part of ones career on Social 
Security and the second part under Maine State Retirement. The 
1983 amendments reduce this advantage as compared to the 
coverage of all career employment under Social Security. The 
provisions do not apply to employment covered simultaneously by 
both pension plans as in the case of many Maine 
municipalities. 

Comparing the costs of the two systems was not as straight 
forward as it first appeared. The State's contributions to the 
Maine State Retirement System include expenditures to cover the 
funding of expanded benefits which were enacted in the past but 
which are funded on an ongoing basis. Under present actuarial 
assumptions and contribution rates, these expanded benefits 
will be fully funded by the year 2000. These are referred to 
as the systems unfunded liability as differentiated from the 
cost of the system for current employees. Secondly, since 
employees who leave state service before they have worked 10 
years or reached retirement age are not eligible for retirement 
benefits, the State's contributions to fund current employees' 
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pensions are lower than if the pension rights were portable to 
most other private and public employment as is the case with 
Social Security. Employees who leave before they are vested in 
the system can have their contributions returned. Indirectly, 
the State's employer contributions are also returned in the 
form of an actuarial adjustment of the State's contributions, 
calculated as a percent of salary of current employees. 

When the adjustments are made, the Social Security System 
appears to be funded at a lower contribution rate than the 
Maine State Retirement System. The disability pensions under 
Social Security are funded at 1% of salary divided equally 
between employers and employees. Disability pensions under 
Maine State Retirement costs 1.48% of salary and are usually· 
attributable entirely to the employer's costs. It should be 
noted that the eligibility requirements of the Maine State 
Retirement System disability program are more liberal than 
those of Social Security. 

The combined retirement and survivors benefits are funded 
under Social Security at 10.4% of salary, again equally divided 
between employers and employees. Under Maine State Retirement, 
the costs differ between the state employee plan and teacher 
plan and among the various municipal plans. The total cost is 
estimated at 12.12% for the state employees and 12.7% for 
teachers. Of that amount, the employees share is 6.5%. The 
higher cost of the Maine State Retirement System is probably 
the result of the higher percent of coverage of middle and 
upper level salaries under that system. It should be noted 
that while the employees' contribution is 6.5%, the State 
contribution is actually only 4.04% for state employees and 
4.42% for teachers because those individuals who leave covered 
employment before becoming vested (or reaching retirement age) 
are not eligible for a pension. 

BENEFITS ASSOCIATED WITH COMPUTER SIMULATED CAREER PATTERNS 

A review of the benefits of the two pension systems does 
not necessarily describe what an individual will receive in a 
pension. The actual work career of an individual determines 
the size of the pension derived from the benefit structure. In 
order to compare the actual size of the pensions earned, the 
main report analyzed the out come for four different 
hypothetical salary levels for each of eight career patterns. 
(See the main report for a more in-depth description of the 
computer simulated career model.) 

The general finding for a career totally within one system 
or the other was that the retirement and disability pensions of 
the Maine State Retirement System generally protected a higher 
percent of salary than Social Security. Because the benefits 
are weighted toward the first dollars earned, the percent of 
salary coverage is lower in the higher income brackets under 
Social Security. They remain constant under Maine State 
Retirement. The major exception to this general pattern is for 
low income earners with dependents. Social Security provides 

i i i 



additional benefits for a spouse and dependent children if 
these individuals do not have their own earned income. For low 
income families, and to a lesser extent average income 
families, the added benefits for dependents produces a larger 
total benefit under Social Security than Maine State 
Retirement. 

For careers divided between Social Security and Maine State 
Retirement covered employment, it is clearly advantageous to 
work under Maine State Retirement at the end of ones career 
rather than at the beginning. The retirement pension for a 
career which is first covered under Maine State Retirement 
System does not produce a pension as large as would have been 
earned if the individual had been covered by Social Security 
for his or her entire career. For low and average income 
earners, an individual with a dependent spouse would have 
earned a larger pension under continuous Social Security 
coverage than having Social Security followed by Maine State 
Retirement. The reason that Maine State Retirement provides a 
lower pension if coverage is early in an individual's career is 
because the final average compensation upon which the pension 
is calculated is not adjusted for inflation. If there is a 
substantial number of years from the end of Maine State 
Retirement covered employment to retirement, even moderate 
rates of inflation reduces the purchasing value of the 
individual's calculated final average compensation. The 
disparity does not occur under Social Security because prior 
earnings are adjusted for inflation before they are included in 
the formula to calculate an individual's pension. 

Disability pensions are also negatively affected by having 
Maine State Retirement System coverage early in one's career. 
First, the years under non-Social Security covered employment 
are included as zero earning years in calculating average 
Social Security earnings. Lower average earnings result in a 
lower disability pension. For any given salary level, the 
longer the period of employment not covered by Social Security 
the longer the period needed to produce an average Social 
Security earnings high enough to produce a minimal pension. It 
is also true that for any given employment period, individuals 
with higher level salaries accumulate a minimal Social Security 
pension faster than those with lower salaries. 

Second, Social Security requires a period of recent covered 
employment, referred to as a current connection, before an 
individual is eligible for a disability pension under the 
system. This current connection is not required of younger 
individuals who are not old enough to have a work history. 'The 
requirement does negatively affect individuals who have worked 
outside the Social Security System for a number of years and 
later enter Social Security covered employment. 

Survivors benefits were generally higher under Social 
Security than under Maine State Retirement. The only · 
exceptions is when a spouse of an upper income individual 
receives a pension under the early ret~rement/survivors benefit 
option of the Maine State Retirement System. 
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income) plan to higher income earners with the individual's 
contribution increasing with the size of the pension coverage 
selected? 

5. How should the supplemental state plan be paid for? 

a. totally by employer? 

b. employer share plus an equal percentage share for 
all employees? 

c. employer share plus an employee share based on the 
amount of income the employee chose to protect? 

6. The present Maine State Retirement plans are completely 
portable only for individuals moving between State 
employment and teaching in local school units. Should a 
supplemental plan insure portability among: 

a. municipal employers? 

b. municipal employers and State employment and 
teaching? 

In addition to a general statement (see letter in Appendix 
B) supporting the work of the Commission, the Maine Committee 
on Aging made the following comments on the specific questions 
listed above. They would like to see a plan which provided for 
new employees but also allowed present employees the option of 
joining the new plan. They wanted equal coverage provisions 
under retirement, disability and survivors benefits. They 
favored the new plan following the pattern established by 
Social Security with a greater proportion of salary protection 
being provided to lower income workers. They felt higher 
income groups should be provided optional deferred income or 
annuity plans. They felt that there should be portability of 
benefits between municipal and state employment and among 
municipalities. They also felt that the cost of the plan 
should be born equally between employer and employee. 

The Maine Municipal Association indicated that there were 
two major factors which precipitated the commissions work: the 
threat of federally imposed universal coverage and excessive 
cost to participating local districts for providing dual 
coverage under existing Maine State Retirement and Social 
Security plans. While they felt that universal medicare 
coverage was imminent, they did not feel that the federal 
government would impose universal social security. They also 
felt that for the towns presently offering both Social Security 
and Maine State Retirement the financial burden did not seem to 
be a problem. The benefit package elected by a participating 
district under Maine State Retirement has been negotiated 
between the municipal employer and their workers and was 
generally at an acceptable contribution level for the employer. 

The Maine Municipal Association also cautioned the 
Commission not to push for a resolution of the policy questions 
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immediately. The recently passed rev1s1ons of the federal ·tax 
Code will have a substantial impact on the structure of plans 
that could be developed. The MMA felt it would be prudent for 
the commission to wait until the new tax regulations had been 
promulgated. 

The Maine Municipal Association encouraged the Commission 
to develop an additional plan which could act as a supplement 
to Social Security which a town could then accept or reject in 
bargaining with their employees. They felt that the percent of 
employer and employee contributions should be left to 
collective bargaining rather than establishing a fixed percent 
employee's share as in the present statutes. They supported 
portability for vesting rights as under the present system and 
would encourage risk pooling among municipalities and hence 
probability among members of the pool. They felt that 
portability, otherwise, should be left as an optional matter 
for the local units. The written testimony of the MMA found in 
Appendix B. 

The Maine State Employees Association recognized that the 
questions asked by the Commission raised important value 
questions. They were not, however, willing to commit their 
membership to one set of alternatives over another. They 
shared with the Commission a recent Labor Relations Board 
ruling which supports their union's position that pension 
benefits are a negotiable item. They felt that the Commission 
should not try to answer the questions posed for the public 
hearing. The union felt that the answers to these questions 
would be based on value judgments which were best decided 
through collective bargaining. 

A letter provided by the Maine State Retirement System from 
their actuary(see Appendix B) encouraged the Commission to 
proceed cautiously in developing any supplemental plan. They 
first suggested that the Commission should wait until the 
Federal government had promulgated its regulations for its new 
tax law. Second, while many of the impact of many of the 
provisions of the new tax law are still must be defined one 
issue seems to be clear. "Offset" type supplemental plans are 
not as advantageous as they once were. 
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LEGAL ISSUES 

A critical part of the Commission's consideration of the 
implications of modifying the Maine State Retirement System to 
integrate it with or replace it by the Social Security System, 
is a determination of the extent to which the state may 
constitutionally modify the MSRS for current and new 
employees. This constitutional issue can further be divided 
into two parts. Part I will discuss employee rights to 
benefits under a pension plan and under what circumstances 
those benefits may be modified. Part II will look at how 
collective bargaining laws affect the issue of modification of 
pension plans. · 

PART I: EMPLOYEE RIGHTS TO BENEFITS UNDER A PENSION PLAN 

A. Development of the contractual theory of pension benefits 

As private pension plans developed in this country, courts 
traditionally considered them gratuities. Under that theory, 
an employee had no right to the pension benefit and the 
employer was permitted to modify or withdraw the plan at his 
pleasure. As pension plans became more frequent and more 
accepted, the courts began to discard the gratuity theory. 
Courts increasingly began to characterize pensions as a 
contractual right instead of a gratuity. 

Public pension plans have experienced the same 
developmental pattern, at first being c6nsidered nothing more 
than a gratuity. The employee had no vested rights in a 
pension. (Throughout this section, the term "vested rights" 
shall be used in its broad constitutional sense to refer to 
rights which are so completely and definately accrued to a 
person that they cannot be interfered with by restrospective 
laws. It does not refer to the more limited meaning in which a 
retirement system member is said to have "vested" after a 
designated number of years of service.) In addition to being 
considered a gratuity, the employee's right to participate in 
the pension plan was subject to the legislative right to amend 
or repeal that plan. Initially, this view denied an employee 
any rights even after he or she had been granted a pension. 
Later cases recognized an employee's right to a pension once it 
had been granted, or in more liberal cases, when the employee 
had completed all the requirements for a pension except the age 
requirement. That right was not subject to legislative repeal 
or adverse modifications. 

At the present time, state courts still vary in their 
interpretation of employee rights to public pension benefits. 
There are three distinct philosophies among the various 
jurisdictiqns. 
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1. Employee rights are subject to legislative discretion: 

One line of jurisdictions holds that a contributing 
employee has no vested pension rights either before or after 
the pension has been granted. Under this view, the employee 
making such mandatory contributions is deemed to acquire no 
rights that will prevent the legislature from modifying or 
amending the statute establishing the pension system. In 
jurisdictions following this concept, it is within the power of 
the legislature to modify or abolish the pension plan at will, 
even though the pension fund is maintained in part by the 
contributions of the beneficiaries. However, the rule that the 
legislature may reduce or increase the amount of a pension at 
will is subject to the generally recognized exception that such 
reduction or increase cannot validly operate on pension 
installments or amounts already due under the prior pension 
st~tutes (Dodge v. Bd. of Education 58 S Ct 98, 1937). 

2. Employee rights vest after meeting requirements for 
benefits: 

Decisions in other jurisdictions have held that a 
contributing employee has no rights during the period before 
the employee fulfills the requirements for grant of the 
pension. Once the requirements are fulfilled, the employee's 
rights become vested and become immune from abolition or 
adverse change. (60 AmJur2d 921, § 49) 

3. Employee has contractual right to benefits: 

The more recent cases maintain that a contributing employee 
has vested rights upon rendition of service under a pension 
statute. Prior to retirement, rights may be modified to permit 
the pension system to accommodate changing conditions. Such 
modifications, however, must be reasonable and must be 
materially related to the theory and successful operation of 
the system. Rights are absolutely vested upon the employee's 
fulfillment of requirements for grant of a pension. 
Jurisdictions with this view see a pension not as a gratuity 
but as part of the compensation of an employee. (Yeazel! v. 
Cooins, 402 P2d 541, 1965; Hanson v. Idaho Falls,· 446 P2d 634, 
1968). 

B. Current trends in pension rights theory: 

The clear trend is toward the contractual theory of 
pensions. Statutes in several states make retirement benefits 
for public employees contractual rights which may not be 
diminished or impaired. Rights under these laws may not be 
diminished for anyone who is already a member of the system. 
Wary of the potential for legislative amendments to statutes, 
New York, Florida and Illinois have placed those rights in 
their Constitutions. 
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In places where the contractual right to pension benefits 
has not been placed in the constitution or the statutes, 
courts have been judicially adopting the contractual theory of 
an employee's right to pension benefits. Pensions are 
considered as much a part of the compensation to which an 
employee, under ordinary circumstances, is entitled as the 
salary which he receives. California, a leader in judicial 
adoption of the contractual theory, has stated: "A public 
employee's pension constitutes an element of compensation, and 
a vested contractual right to pension benefits accrues upon 
acceptance of employment. Such a pension may not be destroyed, 
once vested, without impairment of a contractual obligation of 
the employing entity." (Allen v. Board of Administration of 
the Public Employee's Retirement System, 665 P2d 534, at 538.) 

Neither the Maine statutes nor the Maine judiciary has 
resolved the question of the nature of pension benefits in 
Maine. In 1983, the court was asked "to hold that the pension 
benefit provided for public employees is a part of the 
employment contract and is constitutionally protected from 
impairment. Under this view the pension benefit is considered 
to be deferred compensation rather than a gratuity, and 
although an employee does not obtain any absolute right to 
fixed benefits, there are strict limitations upon modifications 
of the pension system in effect during employment." (Soucy v. 
Board of Trustees of the Maine State Retirement System, 456 A 
2d 1279, at n.3, p. 1282, 1983.) The court decided the issue 
in that case on other grounds and declined to rule on the 
contractual aspects of the question. "We have no occasion in 
this case to consider adoption of (that) rationale." (Ibid.) 

Although Maine courts have not determined the rights that 
public employees have to a retirement benefit, at least one 
Attorney General opinion has determined that "employees who 
accumulate ten years of service credit are entitled to a 
pension as a matter of law (5 MRSA § 1121, sub-§ 1, par. 
A) .... Thus, the rights of these employees must be regarded as 
'vested' in the constitutional sense, which means that the 
Legislature cannot adversely alter them." (AG.Op. 85-25, p. 4, 
1985.) A more recent Attorney General Opinion (86-7, p. 2, 
1986) again presumes that the law establishing the MSRS creates 
some kind of contractual relationship between the state and the 
retirement system member and that the reasonable expectations 
of the member for a pension is protected, at least to some 
extent, by the provisions in the u.s. and Maine Constitution 
which prohibit impairment of contract. 

c. The Constitutional protection for contractual rights and 
how it applies to employee rights in pension plans? 

The contractual relationship between the state and the 
retirement system member which the court cases and Attorney 
General Opinions have been referring to is a constitutionally 
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protected relationship. The United States Constitution 
prohibits any state from passing a law "impairing the 
obligations of contracts." (U.S. Canst., art. I, § 10.) A 
parallel provision is contained in article I, section 11 of the 
Maine Constitution. It is this provision that courts employ 
when they seek to determine if modification of a public 
employee's pension plan (by legislative enactment) impairs the 
contractual obligation of the employing entity. 

Not every amendment to a retirement system constitutes an 
impairment "of the obligations of contracts." Nor does every 
impairment of contract rise to the level of a constitutional 
violation. The U.S. Supreme Court has stated that they will 
consider the gains which the party reasonably expects to obtain 
from the contract in determining if there has been an 
impairment. "Laws which restrict a party to those gains 
reasonably expected from the contract are not subject to attack 
under the Contract Clause, notwithstanding that they 
technically alter an obligation of a contract. (El Paso v. 
Simmons, 379 u.s. 497, at p. 515, 1965) 

California has defined the criteria which their legislature 
must follow in order to modify their retirement system. "A 
constitutional bar against the destruction of such vested 
contractual pension rights, however, does not absolutely 
prohibit their modification. With respect to active employees, 
we have held that any modification of vested pension rights 
must be reasonable, must bear a material relation to the theory 
and successful operation of a pension system, and, when 
resulting in disadvantage to employees, must be accompanied by 
comparable new advantages." (Allen v. Board of Administration 
of the Public Employees' Retirement System, 655 P.2d 534, 538, 
1983, citing Allen v. City of Long Beach 287 P.2d 765, 1955) 
"As to retired employees, the scope of continuing governmental 
power may be more restricted, the retiree being entitled to the 
fulfillment of the contract which he already has performed 
without detrimental modification. Nevertheless, even here, it 
is necessary to perceive the terms of the contract and utilize 
those terms to measure the claimed impairment. (Allen v. Board 
of Administration of the Public Employees' Retirement System, 
655 P.2d 534, 538, 1983, citing Lyon v. Flournoy, 271 Cal. 
App.2d 774, at p. 783, 1969). 

D. Concluding remarks: 

If Maine follows the recent line of judicial decisions in 
other states which holds that a public employee's pension 
constitutes an element of compensation and a vested contractual 
right to pension benefits accrues upon acceptance of 
employment, modification of the Maine State Retirement System 
statutes which affect the benefits of retirement system members 
would be subject to the Contract Clause of the u.s. and Maine 
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Constitutions. Any mandatory modification of vested pension 
rights for active employees: 

1. must be reasonable, 
2. must bear a material relation to the theory and 
successful operation of a pension system, and, 
3. when resulting in disadvantage to employees, must be 
accompanied by comparable new advantages. 

Any modification of vested pensions rights for active 
employees that are optional, i.e. may be accepted at the 
discretion of the employee, are constitutional. They do not 
violate the Contract Clause because they become a mutually 
agreed upon modification of the contract. 

:For retired employees, virtually every detrimental 
modification of the retirement plan is prohibited. 

New employees, those who were hired subsequent to any 
modification of its provisions, are not parties to any previous 
retirement provisions. The state has incurred no contractual 
obligation with regard to these future employees. The 
retirement system laws may be modified or repealed as the 
Legislature sees fit in regard to future employees.* 

PART II: The effect of collective bargaining on pension 
modifications 

A. Are modifications to the retirement law bargainable? 

The threshold question which must be asked in this instance 
is whether or not retirement provisions are subject to 
collective bargaining. Since 1949 when pensions were declared 
to be a bargainable issue in the private sector (Inland Steel 
Company v. National Labor Relations Board, 170 F. 2d 247, 251, 
1949. Certiorari denied by the Supreme Court, 336 U.S. 960, 
1949), bargaining over pensions has become common practice in 
those sections of the private sector subject to collective 
bargaining. It is the exception, however, for public employee 
unions to bargain over pensions. 

* Current employees who have the option to become members of 
the retirement system may have a reasonable expectation of 
being able to join the retirement system as it was prior to any 
detrimental modification. This paper does not address that 
issue. 
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In the majority of states, public pensions are not · 
collectively bargained, partly because they are legislated and 
partly because the retirement plan has a wider scope of 
coverage than the bargaining unit. More fundamentally, there 
is an inherent conflict over the right of the legislature to 
legislate and the right of organized employees to collectively 
bargain. In most cases, it is necessary for the legislature 
to approve any pension bargain that might be negotiated between 
a political subdivision and a public employee union. If the 
legislature refuses to amend the pension law, the bargaining 
that took place would have no effect. The negotiated agreement 
would merely be an agreement to petition the legislature to 
amend the law. The collective bargaining agreement would not 
be an automatic guarantee that the law would be amended. 
Therefore, many collective bargaining units choose to go to the 
legislature in the first place. 

B. Are Maine state retirement laws subject to collective 
bargaining? 

Maine is currently litigating the question of whether 
pension provisions are bargainable. The state law which 
controls collective bargaining by state employees states that 
"All matters relating to the relationship between the employer 
and employees shall be the subject of collective bargaining, 
except those matters which are prescribed or controlled by 
public law." (26 MRSA § 979-D, sub-§ 1, para. E, sub-para. (1). 

The current litigation over whether provisions of the Maine 
State Retirement System (MSRS) Laws are bargainable arose from 
the negotiations between the Maine State Employees Association 
(MSEA) and the State which commenced in 1982. MSEA proposed, 
as part of its bargaining package, four amendments to the MSRS 
laws, three proposals dealing specifically with benefit 
provisions and one proposal concerning purchase of military 
service credits. The state maintained that those provisions 
were "matters which are prescribed or controlled by public law" 
and thus not subject to collective bargaining. 

In December, 1983, MSEA filed a prohibited practices 
complaint with the Maine Labor Relations Board (MLRB) alleging 
the State's refusal to bargain over the retirement proposals. 
By October, 1985, the State and MSEA had reached a collective 
bargaining agreement. They both agreed, however, that the 
question of bargaining for changes in the MSRS Law would likely 
occur again and continued to pursue the MLRB decision. 

In July, 1986, the Maine Labor Relations Board concluded 
that the retirement law was subject to collective bargaining. 
(Maine State Employees Association v. State of Maine, MLRB No. 
84-17, July 17, 1986.) The State has appealed that decision to 
Superior Court. Oral arguments are scheduled for early in 
1987. It is anticipated that this case will eventually be 
decided by the Law Court. Unless the legislature takes 
decisive action, the results of this case will determine if 
Maine's state employee retirement laws are bargainable. 
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C. What effect do the collective bargaining laws have on 
modifications to the MSRS statutes? 

If retirement provisions are not subject to collective 
bargaining, any modification to the retirement statutes is not 
subject to the collective bargaining process. Of course, these 
amendments would still be subject to the legislative process 
and, subsequently, subject to influence from representatives of 
all interested parties, including the state and the employee 
unions. 

If retirement provisions are subject to collective 
bargaining, modifications to the retirement laws may be made 
by: 

1. mutual agreement of the state and the employee union, 
as described by their final agreement. This could only affect 
those employees who are members of that particular employee 
union and would still require ratification by the legislature, 
or 

2. legislative enactment, subject to the legislative 
process. 

A more definitive answer will depend upon the law court's 
decision on the bargainability of pension rights. 

A list of sources which were not cited are found in 
Appendix C. 
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CONCLUSIONS 
POLICY QUESTIONS AND NEEDED INFORMATION 

The Commission reviewed the eligibility and benefit 
structures of the Social Security System and the Maine State 
Retirement System. It had its staff prepare a model to compare 
the actual benefits received by employees at different income 
levels and different career patterns of MSRS and FICA 
coverage. It also reviewed the Tillinghast proposal for an 
integrated plan and found that it was inadvisable to accept 
that recommendation given the recent revisions in the Social 
Security System and federal tax codes. 

The Commission feels that the analysis provided in the 
preceding report will provide a sound basis for future policy 
and actuarial decisions which are necessary for the development 
of an integrated plan. However, the Commission felt that final 
recommendations for a proposal needed to wait until the federal 
government had promulgated its regulations governing the effect 
of the new tax law on the relationship of private and state 
operated pension plans with Social Security. The question of 
whether the benefits under Maine State Retirement are issues 
for mandatory collective bargaining is also presently under 
litigation and a ruling is expected early this year. 

Once these two issues have been decided, several important 
policy questions must be addressed. These are: 

1. Should a supplemental plan option apply to: 
All new employees? 
Current employees who choose to join the new plan? 
All Current employees? 

2. Should the supplemental plan provide the same levels of 
benefits for retirement, disability and survivor's benefits 
or different levels of benefits? 

3. Should the supplemental plan provide equal percent of 
salary protection for all income groups or (partially) 
reverse Social Security's emphasis on low income workers 
and families by providing higher benefits to higher income 
earners? 

4. Should the supplemental plan be a plan which offsets a 
portion of an individual's Social Security pension or be 
calculated by a formula independent of an individual's 
eventual Social Security pension? 

5. Should the supplemental plan help higher income workers 
protect their income level by providing a state match to 
the states present deferred income plan? 

6. Should the supplemental plan be paid for entirely by the 
employer or shared between employees and employer? 
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·The committee has discussed these issues and has reached 
tentative recommendations on some. The Commission decided that 
what ever plan is adopted it should not be an "offset" plan. 
This is because an "offset" plan would reduce the added support 
Social Security provides lower income workers and because of 
the potential of creating an unfunded liability if Maine State 
Retirement System benefits were dependent on future changes in 
Social Security regulations. The members also felt that any 
new plan should apply primarily to new employees but that 
current employees should have the option of joining if they 
wished. 

RECOMMENDATION 

The remaining questions, the Commission believed, are 
partly dependent on actuarial determinations of the cost of 
different options. It is the recommendation of the Commission, 
therefore, that the study of the Integration of the Maine State 
Retirement System and Social Security be extended for one year 
and that the funds be provided for the Commission to contract 
with the Maine State Retirement System to provide actuarial 
services to the Commission. 
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APPENDIX A 

ASSUMPTIONS FOR THE MODEL 

1. There are four income groups. The MIDDLE-LOW group 
equals the average earnings of individuals in FICA covered 
jobs. The LOW group is equal to 1/2 the average earnings. 
The MIDDLE-HIGH and HIGH groups are respectively 2 and 3 times 
the average earnings. 

2. On 5 of the 8 career patterns studied, individuals 
remain within an income group throughout their work career. 

3. Career coverage for retirement benefits can include the 
following 5 (same income group) options: FICA or MSRS alone 
(1951 to 1986 or 36 yea~s), FICA and MSRS concurrently (36 
years), FICA for 20 years followed by MSRS for 16, or MSRS for 
15 years followed by FICA for 21. Three advancement careers 
are based on 5 years in the low income group, 15 years in the 
middle/low group and 15 years in the middle/average group. 

4. The recipient is either single or a "traditional" family 
where there has been one earner (ie., not a family unit in 
which both spouses were contributing to retirement programs.) 

5. The MSRS benefits are computed on the state employee or 
teacher plan. Not all participating districts have adopted the 
50 year base for retirement. If they still use the 60 or 70 
year base the retirement benefits will be lower than those 
computed here. 

6. The estimated state and federal income tax rates for the 
groups are 0%, 7.47%, 13.39% and 17.48% respectively. The 
federal income tax estimate is based on the proposed new tax 
code. 

7. MSRS pensions are taxable beyond the dollars contributed 
by the member. The tax rate used on MSRS pension for each 
group was that of the income group in which the individual was 
located prior to retirement. This assumes that the individual 
had other sources of taxable income which brought their total 
up to their employment level. 

8. The MSRS pension for an individual is reduced in 
accordance with the age of the designated eligible survivor. 
The computation was based on a spouse of the same age. The 
reduced pension is 91% of the individual recipient pension. 

9. The MSRS figures apply to participating districts which 
have adopted all the amendments to make their plan compatible 
with the l/50th plan provided for state employees and 
teachers. Participating districts which still have l/60th or 
1/70 plans would provide lower MSRS benefits. 
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APPENDIX B 

MAINE COM1\1ITTEE ON AGING 
State House Station 127 
Augusta, Maine 04333 

Statement of Marjory Blood 

Member, Maine Committee on Aging 

before the 

Commission to Study the Integration of 

LOCAL 289-3658 
TOLL FREE 1-800452-1912 

(for Ombudsman Progr.m1) 

Social Security and the Maine State Retirement System 

December 9, 1986 

Good morning. I am Marjory Blood, a member of the 

Maine Committee on Aging. I also happen to be a 

retired Maine state employee. Today's work force are 

tomorrow's retirees. For this reason, we must all be 

concerned about the issues before us. 

Our comments today are of a very general nature. 

This is an enormously complicated area. We believe 

that integration of the Maine State Retirement System 

into Social Security is inevitable, and we are 

fortunate to have time to thoroughly explore the 

issues. We want this integration to work for the 

benefit of Maine citizens as well as for the Social 

Security system. An integrated system must contain_ 

protections which ensure that individuals receive more 

than Social Security and which ensures that this 

supplemental plan adequately provides for add-ons. 
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Because we are one of only five other states remaining 

without an integrated system, we strongly urge you to 

use the experiences from other states who have already 

gone through the integration process to Maine's best 

advantage. 

Because future state employees will rely heavily 

on Social Security plus a supplementary state 

retirement plan, it must be adequate. We believe it is 

crucial that future retirees receive at a minimum the 

equivalent of what we receive today. For example, 

state retirees receive as a benefit the Blue Cross/Blue 

Shield Companion PlEQgnd~ntal_bene~its. These 

necessities must remain in any integrated plan. 

The Maine Committee on Aging strongly supports the 

concept of portability which would be achieved through 

integration and a shortened vesting period from ten to 

five years. In Maine, 75% of the over-65 population 

today relies on Social Security for their sole or 

primary (50% or more) source of income. Nationwide, in 

1984 only half as many women (21%) received pensions as 

men (43%). This is in large part because women move in 

and out of the work force to care for children and 

older dependent adults. The one in five who did get a 

pension received only half of what men with pensions 

received on the average. We must improve our public 
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policies if we are ever to improve the economic plight 

of older women. I would remind you that in 1980 the 

average retirement income was roughly $6,000 - $8,000 

for men and $4,000 for women. It is time to plan ahead 

for future retirees to correct this imbalance which 

largely results from pension benefits. 

A shorter vesting period is also an important 

incentive for older workers to enter the Maine state 

system. An individual 55 years of age or older is much 

less likely to begin employment with the State if he or 

she faces a required ten years of employment in order 

to gain any retirement benefits. We have all come to 

recognize the contributions older workers make. This 

change would greatly increase the desirability for an 

older worker to enter employement with the State of 

Maine. 

Finally, another area that we would like to bring 

to your attention is that IRA's and Keogh Plans 

intended as retirement income currently are not 

protected in the event of a catastrophe. Although 

there is little that this study committee can do about 

that, it increases the importance of maintaining an 

adequate retirement system. 

Thank you for the opportunity to comment. We look 

forward to future discussions with you. 
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Maine Municipal 
Association 
COMMUNITY DRIVE 
AUGUSTA MAINE 04330 
(207) 623-8428 December 12, 1986 

Commission to Study the Integration of Social Security 
and the Maine State Retirement System 

c/o Lars H. Rydell 
Office of Policy and Legal Analysis 
State House Station 13 
Augusta, Maine 04333 

Dear Chairman Bonsey and Members of the Commission: 

The Maine Municipal Association would like to take this opportunity to 
submit in writing the comments we verbally committed to you at your December 9 
public hearing. 

In light of the uncertainty surrounding federal tax reform, MMA would 
recommend extending the time which t·his Commission has to study the issue of 
integration. If a desire of this Commission is to make an integrated plan a 
qualified plan, meaning that employee contributions would be sheltered from the 
federal income tax, then it seems necessary to postpone final recommendations 
until more is known about new federal tax law·in this area. MMA also questions 
the necessity for hurried recommendations, since univeral Social Security 
coverage does not seem to be the threat it was at the time the Commission was 
created. 

In speaking with Maine's Congressional Delegation and with our colleagues 
at the National League of Cities, it seems certain that an attempt will be made 
by Congress to require all state and local government employees to be covered by 
Medicare. Congress seems to have created a distinction between Medicare 
coverage and Social Security coverage. That distinction seems to be a 
legitimate one. There are a large number of previous employees of state and 
local governments who now are eligible for full Medicare benefits. That is 
because only a minimum level of service with an employer covered by Social 
Security is necessary to receive full Medicare benefits. Social Security 
benefits, on the other hand, are based on service time and an employee would 
only receive the benefits he or she accumulated during their service with the 
covered employer. It seems then that the threat of universal Social Security 
coverage is not real in the next couple of years. Elimination of that threat, 
coupled with the uncertainty surrounding federal tax reform, would suggest that 
this Commission take more time beyond the January 1, 1987 reporting deadline to 
arrive at its final recommendations. 

In developing final recommendations with respect to integration, MMA asks 
that the Commission recognize the differences between participating local 
districts and State employees. 
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Commission to Study the Integration of Social Security 
and the Maine State Retirement System 
P~e 2 
December 12, 1986 

The primary and most crucial difference is that retirement packages and 
benefit levels are bargained between the employer and the employee at the local 
level. This is not true for State employees, although that issue is before the 
Superior Court. When the Legislature allowed municipalities to join the Maine 
State Retirement System as participating local districts, it stated in the law 
that any changes to the benefit levels enacted by the Legislature would be 
optional to participating local districts. Benefit level changes are bargained 
at the local level. It is the~efore essential that any new integrated plan also 
be optional. We are not suggesting that each participating local district be 
allowed to devise its own integrated plan. Rather, we.are suggesting that the 
Legislature, with the assistance of this Commission, develop the integrated 
plan. The only option available to participating local districts would be to 
accept the plan or not to accept the plan. If they chose not to accept the 
plan, they would obviously continue with the benefit package already bargained 
between the district and its employees. 

The other major difference between participating local districts and State 
employees, and another reason why an integrated plan must remain optional for 
participating local districts, is that the Legislature is not able or prepared 
to calculate the costs they would be imposing by a mandatory plan. That type of 
cost analysis is done with respect to the State budget, but is never done to 
determine whether it is within the ability of municipalities to pay for a new 
mandatory plan. 

MMA asks that these major and basic differences be kept in mind as the 
Commission struggles with the issue of an integrated plan. 

In addition to our first and foremost recommendation that any recommended 
plan remain optinal at the local level, we make the additional recommendations 
to the Commission: 

1. MMA proposes that the percentage of employer and employee contributions 
to the Maine State Retirement System for the new integrated plan be 
subject to local agreements. Under the current statute, each local 
district is assessed a contribution which is based upon its own 
actuarial experience and its pro rata share of administrative costs. 
Thus, the annual local district contribution is subject to wide 
variation from year to year and to wide variation between participating 
local districts, while local district employees' contributions are set 
at a specific percentage of compensation. 

MMA recomends that the proportion of contributions by employers and 
employees be set by agreement within each district. In this way, 
contributions by both employers and employees would reflect actuarial 
experience and administrative costs. In this way also, employees 
could agree to make a greater contribution in return for a more 
beneficial retirement plan than that which the local district otherwise 
might be able to afford. 
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CONSULTING ACTUARIES 

SUITE 3600 

1301 FIFTH AVENUE SEATTLE, WASHINGTON 98101·2646 

2061624· 7940 

TELECOPIER 2061340·1380 

November 21, 1986 

Mr. Claude R. Perrier 
Executive Director 
Maine State Retirement System 
State House 
Station 46 
Augusta, Maine 04333-0046 

Re: Design of an Integrated Plan 

Dear Claude: 

This letter is to express my concerns about developing a new 
pension program for units of government in Maine that may 
participate in Social Security. My concern is not that the 
present program will be satisfactory indefinitely, but that the 
proper foundation has not been laid for a new program. 

The Tillinghast report of January 14, 1986, presenting a proposed 
integrated benefit plan, is not such a foundation. Although 
there are certainly elements of the report which will be of 
value, its primary thrust is to provide documentation of the 
recommendation that an offset plan be adopted. At the time the 
report was submitted, we might have accepted the recommendation, 
although with some reluctance -- offset plans are quite unusual 
in the public sector: moreover, the report bases some of its 
recommendations on Federal laws and regulations that are 
inapplicable to public plans. 

Since the Tillinghast report was submitted, however, a major 
event has made the report obsolete, at least in most respects. 
The 1986 Tax Reform Act modified the rules for integrating with 
Social Security, even to the extent of changing the name to 
"permitted disparity" rules. Most drastically affected were 

.offset plans, the type recommended by Tillinghast. Probably the 
best way of synthesizing the end result is by a quotation from 
Donald Grubbs from a recent edition of the BNA Pension Reporter 
(October 27, 1986, page 1845): 
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Mr. Claude R. Perrier 
November 21, 1986 
Page Two 

"Offset plans under tax reform may be best described in 
three words: 'Don't have one.'" 

We concur, or at least would urge substantial reluctance to 
initiate an offset plan until the law is clarified with 
regulations. 

All of this is not to say that work cannot be done on developing 
an integrated program at this time. Other approaches to 
integration were treated much less harshly in the Tax Reform Act. 

Please call either Gene Kalwarski or me if you would care to 
discuss these issues further, Claude. 

omas P. Bleakney, F.S.A. 
Consulting Actuary 

TPB/jrw 

cc: Mr. Eugene M. Kalwarski 

Jl"579 
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