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Portability of pension
benefits among jobs

A worker’s ability to maintain and transfer
accumulated pension benefits when changing jobs

is not widespread among defined benefit pension plans,
although portability provisions vary a great deal

merican workers hold numerous jobs
oner their working lives.! These work-

ers often receive lower retirement ben-
efits from employer-sponsocred retirement pians
than do workers who remain with one employer
because of the way such plans determine ben-
efits.2 A “portable” pension, which ties a pen-
sion to a worker instead of a job, may provide an
alternative solution to this pattern.

A worker’s ability to maintain and transfer ac-
cumuiated pension benefits when changing jobs
is generally less of a problem in defined contri-
bution plans than in defined benefit plans. An
account is established in defined contribution
plans for each participating employee. The em-
ployer and, in some cases, the employee, make
fixed (or defined) contributions to the account.
Benefits are not predetermined, but depend on
contributed amounts and investment earnings.
With comparable contributions and rates of re-
turn, a worker who switches jobs (and leaves his
or her funds in the plan of each organization)
could have the same benefit amount upon retire-
ment as a worker with an identical salary history
who worked for only one employer.?

In contrast, defined benefit plans use prede-
termined formulas to calculate retirement ben-
efits. Benefits generally are based on salary and
years of service with the employer sponsoring
the plan. If a “vested”* employee leaves a job
before retirement, the final salary at the time of
leaving is used to determine retirement benefits.
For the employee who stays at the same job un-
til retirement, benefit calculations are based on

preretirement salary levels, most often the high-
est salary. In addition, these high earnings are
multiplied over more years of employment.

The following illustrates the financial conse-
quences of changing employers when covered
by defined benefit plans that are not portable.
Individual A and Individual B work for 30 years
and have the same salary pattern. Their pension
benefits are calculated using the formula; annual
benefit = 1 percent x final average salary x years
of service, The only difference is in their em-
ployment histories: B changed employers after
15 years, while A remained with the same com-
pany for 30 years.

Individual A  Individual B

Starting salary ....... 510,000 $10,000
Salary after 15 years .. 20,000 20,000
(Changed
jobs)
Salary after 30 years .. 40,000 40,000
Annual pension benefit:

First employer .. ... 12,000 3,000
(30 percent {15 percent
of $40,000) of $20,000)

Second employer . . . 6,000

(15 percent
of $40,000)
Total ........... $12,000 $9,000

As shown, changing jobs yields only 75 percent
of the retirement income for B as A received,
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although both had the same earnings throughout
their work lives. Individual B’s retirement in-
come is lower because much of the pension is
based on the $20,000 final salary with the first
employer. '

Portability provisions

Portability provisions in defined benefit plans
generally cover assets, credited service, or both.
Portability of assets allows workers to withdraw
accumulated pension benefits or transfer them
to another retirement arrangement,’ or both.

A h it mla n 21
Because few defined benefit plans are avail-

able with portability or reciprocity agreements,
most lump-sum withdrawals are transferred di-
rectly to the worker. According to one study, if
lump-sum withdrawals were put into an indi-
vidual retirement account, a worker could have
a retirement amount larger than what would have
been available from the defined benefit plan.6
However, research indicates that most workers
spend their preretirement distributions.’
Portability of credited service allows years of
service with a previous employer to be included
when determining pension benefits from a sub-
sequent employer. For example, it allows a
worker to keep years of service credited to one
plan when changing jobs, even if he or she has
not met the vesting requirements of that plan.
Service credit portability is often found in multi-
employer plans. A multiemployer pension plan
is a trust fund established in collective bargain-
ing between one or more labor unions and em-
ployers of covered union members. These plans
allow workers who leave one participating em-
ployer to continue their credited service if they
work for another participating employer. In 1990,
4.95 million active participants were covered by
multiemployer defined benefit pension plans.?
A multiemployer pension plan can be a de-
fined benefit or a defined contribution plan, It
provides benefits to workers in unionized indus-
tries, such as transportation and trucking, where
workers tend to be highly mobile and work for
several employers a year. Multiemployer plans
are arranged by industry on a local, regional, or
national level; without these plans, workers
would be required to switch pension plans as
often as they switch employers, resulting in re-
duced or incomplete pension coverage.?
Although workers covered under a multi-
cmployer plan continue to earn benefits if they
switch to another participating employer, they
could lose benefits or not gain additional ben-
efits if they subsequently work for an employer
participating in another fund. Loss of pension
benefits can be reduced or prevented if a worker
participates in a plan with a reciprocity agree-
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ment with other multiemployer plans. A reciproc-
ity agreement is a mutual exchange of privileges
or rights designed to prevent the loss of pension
credits for participants who switch employers.
In 1987, nearly half of all multiemployer funds
included reciprocity agreements.'?

Reciprocity agreements

The two reciprocity systems most widely used
in multiemployer defined benefit pension plans
are pro rata reciprocity and “money follows the

man.” In a pro rata arrangement, money is not
transferred between funds: instead
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its are maintained by each fund. Upon retirement,
a partial, or pro rata, benefit is paid by each fund
in which the worker participated, based on the
pension credits earned in that fund. Vested sta-
tus or pension eligibility, or both, are based on
the credits earned in all funds.

An example of such an arrangement is among
the provisions of a multiemployer pension plan
covering members of an International Brother-
hood of Teamsters local in the New York City
area.!! The plan’s partial reciprocal pension
arrangement is for participants whose years of
service are divided between the local plan and
related plans, and who also are ineligible for a regu-
lar pension from any of the plans.!? For these parti-
cipants, credited service under the local plan and
related plans are counted for eligibility purposes, 1

The partial reciprocal pension amount is de-
termined by the following formula:

Monthly pro rata pension =
total pension amount x A/A + B

where: A = the number of years of local pen-
sion credit; and
B = the number of years of pension
credit earned under related funds.

As an exampie, local and related pension plan
credits entitle the worker to a total pension
amount of $1,200. The employee has 8 years of
service under the local plan, plus 7 years of ser-
vice with local Y, and 9 years with local Z. The
monthly pro rata pension from the local plan
would be $1,200 x 8/24 = $400. The employee
also will receive a pro rata pension from the lo-
cal Y and local Z plans.

Another example is a construction trades pen-
sion fund. In this plan, a reciprocal pension is
available to participants who would be ineligible
for a pension or whose pensions would be less
than the full amount because their working years
were divided between employment in the plan
and employment in related pension plans.

The related plans include signatories to a national
pro rata pension agreement or an international re-




ciprocal agreement, or any other pension plan au-
thorized by the board of trustees as a related plan.

As in the previous example, a participant is
eligible for a pro rata pension if all pension cred-
its earned in related funds and the local plan were
enough to allow the participant to be eligible for
a full pension in the local plan. The participant
must have at least 1 year of pension credit in the
plan and 1 year of pension credit in each related
plan to qualify for a reciprocal pension. Although
pension credits of a related plan are required for
eligibility, they are not used when determining
the monthly pro rata pension. For example, a par-
ticipant retires at age 65 with 9 years of pension
credit in the plan and 6 years of credit in a re-
lated plan. The monthly amount of a regular pen-
sion is $30 multiplied by years of pension credit.
The participant’s reciprocal pension would be
$270 (330 x 9). The related plan would deter-
mine and pay any benefits for the 6 years of re-
lated pension credit.

The “money follows the man” arrangement
assigns each worker to a “home” fund, If a
worker is employed outside the home fund’s ju-
risdiction, monetary contributions to the local
area fund are transferred to the home fund. When
the worker retires, the home fund pays the entire
pension, according to the fund’s benefit formula.
If participating funds have different contribution
levels, the home fund may have gains or losses,
depending on its contribution rate relative to the
other funds. The worker’s benefit remains at the
level it would have been had all his employment
been within the home fund’s jurisdiction.

An example of a “money follows the man”
arrangement is a construction trades pension
fund. If a participant works for an employer cov-
ered by the union’s collective bargaining agree-
ment, the employer is required to contribute
monthly to the plan. These contributions equal
the number of hours the participant worked mul-
tiplied by the rate per hour specified in the agree-
ment. The plan has reciprocity agreements that
allow participants to increase retirement benefits
while working in certain other jurisdictions.
Unlike the previous examples, contributions
made on the participant’s behalf may be trans-
ferred to the fund. The participant, however, must
request transfers of contributions. If hours and con-
tributions are transferred, they are treated as if they
had resulted from work in the fund’s jurisdiction.

Multiple employer trusts also can provide port-
ability. These trusts are not the same as
multiemployer plans established in collective
bargaining agreements. While more than one
employer contributes to a multiple employer trust,
a collective bargaining agreement is not involved.

An example of a multiple employer trust in-
volves a group of financial institutions, such as

savings and loan associations and Federal home
loan banks. The participating employers provide
a defined benefit pension plan for employees. A
participant who leaves employment before be-
coming vested in 5 years, but is reemployed by
the same institution or another participating in-
stitution, is immediately reenrolled in the plan.
If the employee’s break in service was 60 months
or fewer, the vesting service is reinstated; if the
break is 12 months or fewer, vesting service
credit for the break period also will be reinstated.

A single-employer portability plan

Portability provisions are not commonly found
in single employer defined benefit pension plans.
One exception is the mandatory portability ar-
rangement for employees of the former Bell Sys-
tem, a telecommunications firm.

Before the AT&T divestiture in January 1984,
employees who transferred from one Bell Sys-
tem company to another carried with them their
credited service and any accrued benefits. Many
of the companies had previously participated in
the Bell System pension plans, one for manage-
ment employees, and another for nonmanage-
ment employees. The plans provided automatic
portability when changing employment in the
Bell System. But after divestiture, these compa-
nies were no longer affiliated.

The Divestiture Interchange Agreement, which
was approved as part of the court approved dives-
titure, continued the predivestiture practice of ser-
vice credit recognition for employees who moved
from one former Bell System company to another
in 1984. In addition, Section 559 of the Deficit
Reduction Act of 1984, known as the Pension
Portability Act, requires that the service credit
of covered employees who move from one
former Bell System company to another on or
after January 1, 1985, be recognized by the hir-
ing company under the same terms as the Dives-
titure Interchange Agreement. Those covered are
primarily nonmanagement employees who were
on the Bell System payroll on December 31,
1983, and management employees who earned
less than $50,000 a year and were on the Bell
System payroll on December 31, 1983. Unless
covered by one of these agreements, employees
who leave one former Bell System company and
are later hired by another former Bell System
company, are considered new employees for ben-
efits related purposes.'*

The Bell System companies affected by the
Portability Act have signed a Mandatory Port-
ability Agreement that spells out their obliga-
tions. At the time of divestiture, each affected
company sponsored defined benefit plans with
identical provisions, including benefit computa-
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tion and rules for crediting service. Former Bell
System companies also had common pension
administration and actuarial methods. Nenman-
agement employees were represented primarily
by two unions and, until divestiture, pension
negotiations were conducted nationally. Despite
these common features, it took nearly 1 year for
the 11 companies that are part of the Mandatory
Portability Agreement to resolve most of the is-
sues regarding crediting of service, asset trans-
fer, and eligibility for other benefits,'*

The Mandatory Portability Agrcement outlines
the actuarial determination of the amount of pen-
sion fund assets to he transferred when a cov-
ered employee changes to another former Bell
System company and sets forth other relevant
terms and conditions for administering portabil-
ity.!® The agreement also protects the employee’s
accrued pension benefit given that it cannot be
reduced if the worker changes to a company with
lower pension benefit levels.

The transfer of fund assets is not automatic. A
covered employee who changes to another
former Bell System company must notify the new
company's employment office before the trans-
fer can occur. Once notified, the new companies
and those they succeeded verify portability eligi-
bility and provide for the appropriate fund transfer.

Public employee plans

Defined benefit plans remain the dominant re-
tirement plan for State and local government
employees. In 1992, 87 percent of full-time State
and local government employees participated in
defined benefit plans, compared with 9 percent
in defined contribution plans.!”

Sometimes plan information booklets will
state that membership is “portable” among em-
ployers. This is not entirely accurate; benefits
usually remain intact only if the participant’s job
change is to another branch or agency of the same
government employer that also participates in the
same pension plan. The participant is not work-
ing for a different employer as in the case of a
multiemployer plan.

Many State and local governments maintain
separate funds for teachers, firefighters, police
officers, and general employees. State and local
governments often have reciprocity where, for
example, a participant in a teachers retirement
fund who later works in a position covered by
the general employees fund may have contribu-
tions or credited service, or both, taken into ac-
count in the new job.

How this is taken into account varies among
government jurisdictions. In one State system,
the State’s teachers retirement system maintains
reciprocity with the State’s general employees
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retirement system. A participant in one system
who later works in a position covered by the other
system can request “multiple service,” which
allows the employee’s previous credited service
and contributions to be taken into account at re-
tirement. The system from which the person re-
tires will calculate the retirement benefit based
on the average of the highest 3 years of salary in
either system and the combined contributions,
interest, and years of credited service.

Another example is a county system that main-
tains reciprocity with the State employees retire-

ment system and several other county systems.
This reciprocity, however, involves a direct trans-
fer of credited service to the other systems.

Ome State system provides reciprocity among the
teachers, general employees, and the police and
firefighters retirement systems. Each requires an
employee contribution based on age at the time of
system enrollment, with younger entrants making
smaller contributions. At any given age, however,
the employee contribution varies with each system.

A participant in one system who later takes a
position covered by another system may request
a transfer of previous credits to the new system.
This transfer involves credited service and the
reserves the participant has accumulated. If the
reserves are not enough to cover the benefits pro-
vided by the new system, “public employers”
make up the difference. A participant entering a
new system will make the same contribution he
or she made in the previous system, not one based
on age at enrollment in the new system.

While not considered a portability provision,
many public employee plans allow participants
who have worked for public employers in other
States to purchase service credit based on these
previous jobs. These provisions allow partici-
pants with previous job changes to increase their
pension benefits. Participants are often limited
to the purchase of 1 year of credit for previous
employment per 12-month period in the current
job. A limit is often placed on the total amount
of credit (for example, up to 10 years of compa-
rable service) that can be purchased. In addition,
a stipulation is usually included that the partici-
pant not be eligible for, or currently receiving,
pension benefits based on this service. Some
plans also allow participants to purchase credit
for military service if they are not eligible for
retirement benefits based on this service,!3

Improving portability data

The issue of pension portability is often confus-
ing, partially due to the varying definitions of
portability, Even if a definition has been agreed
upon, illustrations may not conform to the given
definition.




The Bureau of Labor Statistics Employee Ben-
efits Survey first requested information on port-
ability in 1991.'° The 1991 survey defined port-
ability as the ability to transfer years of credited
service or accumulated benefits from one em-
ployer to another. In 1991-92, about 13 percent
of full-time workers participating in defined ben-
efit pension plans were covered by portability
provisions. The incidence of portability varied
by industrial sector and occupation, as shown in
the following tabulation:

White Blue
All collar collar
Total ............. 13 11 16
Private sector ........ 12 9 15
Medium and
large firms. ........ 9 9 9
Small firms.......... 19 9 31
State and local
government........ 16 16 18

The Employee Benefits Survey also categorized
portability provisions by type of provision:

* transfer years of service credits in limited
groups of employers (multiemployer plans);

* transfer years of service credits to another
employer’s plan (single-employer plans with
portability or reciprocity agreements);

* transfer pension benefits or assets to another
employer’s plan; and

® option to cash out vested benefits with a cur-
rent value greater than $3,500 (portability of
assets).

A study of these data indicated that these cat-
egories were incomplete and, in some instances,
not mutually exclusive. For this reason, BLS has
not published data by type of portability provi-
sion. For example, the 1991 and 1992 surveys
showed that while multiemployer plans allow
participants to work for several employers and
continue to accrue benefits, employers make
contributions to the plan on the participant’s be-
half. No transfer is ever made between employ-
ers and no transfer is made if a subsequent em-
ployer contributes to the same plan. Even with a

Footnotes

reciprocity agreement, there may be no transfer
if there is a pro rata pension involved. Thus, while
multiemployer plans vsually were included in
“transfer years of service credits within limited
groups of employers,” such plans used a variety
of portability and reciprocity arrangements.

Another problem was that the categories were
set up for transfers to be reported as only assets
or only service credits. As earlier noted, many
plans with portability provisions provide for the
transfer of both.

State government plans were particularly dif-
ficult to categorize. While plan information may
have used the term portable, the intent is only to
allow participants to retain benefits if they change
to jobs covered by the same plan or to switch
between related plans. One example is a partici-
pant in a State teachers retirement fund who later
works for another school district that also par-
ticipates in the plan; another example would be
a teacher being able to transfer to the State gen-
eral employees fund if he or she later takes a job
with a State agency. Portability is not provided
for participants who work for a private employer
or for a government agency in another State.

For the 1994 Employee Benefits Survey,
changes have been made to improve the useful-
ness of pension portability data. The categories
used to measure portability are:

¢ transfer of service credits;

® (ransfer of assets;

¢ transfer of service credits and assets;

® lump sum of more than $3,500 paid 1o
separated employee; and

* multiemployer plan.

For multiemployer plans, the Employee Ben-
efits Survey also indicates whether reciprocity
agreements have been made with other plans or
jurisdictions and, if so, whether contributions are
sent to a home fund; or a pro rata pension is paid
by several funds.

An additional question asks if State government
plans allow employees to purchase credit for pre-
vious government service in another State. =
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