
Circular U5-84

TO: University Faculty Council

SUBJECT: Amendment of 18/20 Rule

FROM: Fringe Benefits Committee 

DATE: January 20, 1984

The Fringe Benefits Committee moves the following amendment of the 18/20 Rule:

1. REDUCE ELIGIBILITY FOR EARLY RETIREMENT UNDER THE 13/20 RULE FROM AGE 65 TO AGE 64 AND BY
THE END OF THE SECOND YEAR PREPARE A REPORT OF THE UTILIZATION AND COST OF THIS CHANGE
WITH AN OUTSIDE ACTUARIAL PROJECTION OF THE COST OF REDUCING THE AGE TO 63 IN THE 
FOLLOWING YEAR AND 62 IN THE YEAR AFTER.

2. PAY INTERIM BENEFITS FOR 5 YEARS OR UNTIL AGE 70, WHICHEVER COMES FIRST.

3. PAY TIAA/CREF PREMIUMS FOR THE 5-YEAR PERIOD OR UNTIL AGE 70, WHICHEVER COMES FIRST.

4. THE UNIVERSITY WILL PROVIDE THE DIFFERENCE BETWEEN THE APPLICABLE MEDICAL INSURANCE
PREMIUM AT THE GROUP RATE AND THE SUM OF THE PREMIUM FOR COVERAGE WITH THE MEDICARE 
"CARVE-OUT** PLUS THE COST OF MEDICARE FOR A SINGLE INDIVIDUAL. IF THE INDIVIDUAL 
PRESENTLY HAS FAMILY COVERAGE, THE UNIVERSITY WILL PROVIDE THE DIFFERENCE BETWEEN THE 
APPLICABLE PREMIUM AT THE GROUP RATE AND THE SUM OF THE PREMIUM FOR COVERAGE WITH THE 
MEDICARE "CARVE-OUT'* PLUS THE COST OF MEDICARE.

5. THE 18/20 INTERIM BENEFIT BY THE UNIVERSITY WILL BE REDUCED BY THE AMOUNT A RETIRED
EMPLOYEE EARNS THROUGH GAINFUL EMPLOYMENT AND INTERIM BENEFITS IN EXCESS OF THE FOLLOWING 
ESTABLISHED LIMITS:

A. FOR 12-MONTH EMPLOYEES: THE SUM OF THE BASE SALARY EARNED DURING THE FINAL YEAR OF 
ACTIVE UNIVERSITY SERVICE PLUS 20% OF THAT BASE SALARY.

B. FOR 10-MONTH EMPLOYEES: THE SUM OF THE FINAL YEAR'S BASE SALARY PLUS 40% OF THAT 
SALARY.

6. IF REDUCTIONS IN INTERIM BENEFITS ARE REQUIRED, THEY SHALL APPLY ONLY TO THE AMOUNTS IN 
EXCESS OF THE FORMULA AND SHALL 8E $1 FOR EVERY $2 BY WHICH THE INTERIM BENEFIT FOR THE 
YEAR AND EARLY RETIREE'S EARNINGS EXCEED THE FORMULA IN §5.

7. THE COMMITTEE RECOMMENDS FUNDING PROJECTING 75% UTILIZATION OF THE PROGRAM FOR THE FIRST 2 
YEARS.

Rationale for Change:
In the last few years, several campus groups have urged changes in the 18/20 Rule. For example, 
last spring the Bloomington Faculty Council's Faculty Affairs Committee urged a series of proposals 
similar to those found below. In urging considerations of those recommendations, Christoph K. 
Lohmann, Associate Dean of Faculties, Bloomington, provided an excellent summary of several major 
reasons for the changes:

The background of the proposals is partly the concern we have about the need for creating 
greater staffing flexibility over the next decade or so, in which reallocation of resources may 
become increasingly difficult because of high tenure ratios. The average ages of our faculty 
will increase significantly during that period until, beginning somewhere in the mid-1990s, the 
rate of retirements will accelerate. To offset some of these developments and to maintain a 
healthy level of hiring new faculty at a time of non-expansion (possibly even reduction, if 
enrollment predictions turn out to be correct) a modest increment in early retirement 
incentives seems to be the best strategy, especially if such increments [are reviewed after a 
limited period of time.]

Obviously, another reason for the proposed changes is to enhance early retirement, a benefit for 
individual faculty members. The 13/20 Rule is already a major recruiting tool, and any enhancement 
of the program would certainly increase its value in attracting new faculty and retaining them.

Furthermore, it is the considered opinion of Professor John Long that the present policy with its 
"gainful employment" reduction provision is both a disincentive to early retirement and difficult to 
administer. He argues that the original rationale for that provision was that Indiana taxpayers 
should not be required to provide interim retirement benefits while an individual was working 
elsewhere. However, he notes that increasingly pension benefits are viewed as "a payment of 
deferred wages that have been fully earned by and that belong to the employee." Wnile this would
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seem to suggest that no reduction should be part of the plan? Professor Long upon reflection urged 
the adoption of a Social Security type of two for one reduction, a change which would enhance the 
financial picture of the retiree without exposing the University to possible embarrassment due to 
the earnings of a faculty member during the interim retirement period. It would require some 
advanced funding and take some of the burden off future generations.

The committee realizes that the points raised fall into two categories:

1. Encouraging early retirement and helping to mitigate the demographic pattern of the 
University in the late 1980s and 1990s to provide an alternative to retrenchment and

2. Providing a bonus for long service by allowing a faculty member to retire at a comfortable 
level, tnerby enhancing the options of members of the University community.

The committee asserts that these two categories are not necessarily mutually exclusive goals and 
believes that the suggested amendment speaks to both objectives.

Financial Impact:

The impact of such a recommendation for the University hinges on three factors: the number of 
individuals eligible for the program, the number that exercise the option, and the type of funding 
that we decided upon. It is possible with great accuracy to determine the numbers of individuals 
who are eligible for early retirement this year, but figures for the future are less accurate 
essentially due to the attrition or turn-over rate (4.7%).

It is even more difficult to determine what percentage of the individuals eligible might actually 
elect to exercise the option, though figures are available for past years. A recent study by 
Professor Lohmann indicated for IU-Bloomington the number of early retirements under the 18/20 Rule: 
1980: 1; 1981: 14; 1982: 10; 1983: 11.

Five additional retirements occurred in 1983 as a result of recommendations by the Exceptions 
Committee (usually for minor deviations from the stated eligibility requirements.) Furthermore, 
using such figures to predict how many additional individuals would take early retirement at age 64 
would be a guestimate because lower benefits would, no doubt, reduce the number of individuals 
wishing to take advantage of the option. Also experience has shown that system-wide discussion of 
programs generate more selection.

A minor problem in estimating cost is that the proposal recommends the University pick up a small 
amount of the early retiree's medical insurance costs. Because Blue Cross/Blue Shield costs have 
been increasing exponentially, the University's share would follow suit. Another factor that 
determines the numbers electing to take early retirement is the value of CREF shares. When the 
stock market is up, CREF shares are up. This in turn makes earlier retirement more feasible and 
attractive.

The final major factor in determining the cost of the program (and the most critical one) is the 
actual funding philosophy. Because it is impossible to predict with any degree of acccuracy how 
many people would choose to take the option, the safest way to fund the program is to assume that 
100% of tnsoe eligible would do so. The cost of such an assumption is staggering. At present, 
fewer than 50% of those eligible for 18/20 retire at 65, so 100% funding is not necessary if the age 
is dropped to 64. A safe rate of utilization might be as low as 50%, but the committee felt that 
75% might provide a greater margin of safety. If 75% were accepted, any surplus funds should be 
dedicated and restricted. A surplus would permit some advance funding of this benefit by the 
individuals who will benefit from the program. It would avoid an unbearable burden on future 
generations as the number of eligible faculty increases. (See Tables I, II, and III.) Table III 
indicates the cost of 75% utilization as a percentage of TIAA payroll.

The impact on a faculty member taking earlier retirement is also worth considering. The individual 
taking the option if available at age 64 would receive 8% less than the individual taking the option 
at age 65. In reality the individual would not receive the full 92%, because part of the money 
would go to TIAA/CREF premiums. If the program were extended to age 63, the individual would 
receive slightly less than 87% of what an individual would receive at age 65. Finally, if the age 
were reduced to age 62, the individual would receive 68% minus the praniums, a significant reduction 
in retirement benefits.

The financial bonus to the University is that senior faculty and administrators would be retiring 
earlier and freeing the University of a financial obligation at an early point in time and at a 
lower rate. For example, if X retires in 1985 at age 64 under the 18/20 Rule, the University 
doesn't need to pay him/her for the six years until age 70. It does pay interim benefits for five 
years. Interim benefits are fixed for the five-year period and neither the present plan nor the 
recommended amencfrment suggests changing that, so tne University eventually saves a full year of pay 
plus five years of salary increments.
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Table I
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Table II
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Table III

Age 64 eligibility pay-as-we go funding @ 75% utilization 

Age 65 eligibility pay-as-we go funding @75% utilization

Age 65 eligibility 20 year level funding with guarded sur
plus with 9% interest assunption
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THE PRESENT 18/20 RULE

Subject; Statement of the 13/20 Rule applicable to TIAA/CREF retirament plan participants as 
approved by the Trustees, May 13, 1959, and amended April 20, 1974.

Purpose: For delivery to a retiring participant at the time of formal request for benefits under 
the 18/20 Rule.

I. If a participant has completed at least 20 years of full-time service at Indiana University and
18 years of participation in the TIAA annuity plan, and if he becomes retired on or after his
65th birthday and prior to his 70th birthday, the University plans to pay:

A. To the participant: an interim oenefit which (with benefits then available from Workmen's 
Compensation and Occupational Oisease Insurance, if any) will result in a total that is 
equal to “benefits expected at age 70" as defined below, and

B. To TIAA/CREF: annuity premiums for the recipient's account in the regular anount paid by 
the University immediately prior to the recipient's retirement.

II. However, payments by the University of interim benefits and annuity premiums shall terminate on
the earliest of the following dates:

A. The date of the recipient's death.

B. The date he resumes gainful employment and for the period of such employment.

C. The recipient's 70th birthday, at which time TIAA/CREF retirement annuity benefits will 
begin.

III. Definition: "benefits expected at age 70" refers to the sum of A ♦ B:

A. The single life annuity from regular contributions made under this plan, with computations 
based on payments to TIAA/CREF until age 70 as described above and the assumptions 
currently used by TIAA/CREF in annual reports to annuitants.

+
B. Any supplementary retiring allowance payable by the University if service and salary 

continued until age 70.

18/20 RULE INTERIM BENEFIT PAYMENT CONDITIONS AND PROCEDURES

I. General Conditions:

A. An "18/20 Rule Retirement Benefit Application" must be filed and duly approved before 
benefit payments begin.

B. Interim benefits payable to the retiree shall be made monthly, on a 12-month basis, 
regardless of whether active service appointment was on an academic year basis or on a 12- 
month basis. Check mailing will normally commence at the end of the first month of the 
retirement year, unless there are deductible provisions as described in §I£.

C. For persons retiring from academic-year appointment, the "retiranent year" will begin 
January 1 for those retiring at the close of the first semester and on July 1 for those 
retiring at the close of the second semester. Under all other conditions the "retirement 
year" will begin on the first day of the first month following the last month in which 
compensable service was (or might have been*) rendered, provided that regular and terminal 
vacation pay (but not staff Honorary Service Vacation pay) up to but not exceeding the 
amount of the interim benefit shall be deducted from the interim benefit payment for each 
month or partial month of credited vacation time.

D. The check mailed at the end of the last month before the 70tn birthday or before death 
occurs, if it precedes the 70th birthday, will be the final interim benefit check. The 
final interim premium payment will be determined likewise.

* This presumes that an academic-year appointee becoming retired on his/her 65th birtnday in a 
summer month might have rendered compensable service up to the beginning of the retirement year.
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II. Interpretation of the Gainful Employment Proviso of the 18/20 Rule:

A. A retiree shall be regarded as gainfully employed when his or her employment earnings 
during a calendar year, or portion thereof, plus the interim benefit, will exceed the 
retiree’s terminal base salary rate.

B. In such event, the interim benefit shall be reduced dollar for dollar of such excess until 
the interim benefit for the year is terminated; provided that, in any year in which 
employment earnings cannot be or are not forecast by the employee for advance 
determination of any required reduction in the benefit, resulting in payments during such 
year of earnings and benefits in excess of the terminal base salary, the excess payment 
shall be carried forward and deducted from otherwise eligible benefits in the succeeding 
year(s). but such excess carried forward shall not exceed the benefit actually paid in the 
year or excess payment.

C. Definitions:

1. The "terminal base salary rate" for this purpose shall be defined as the average of 
the base salary for the five years preceding most closely the employee's date of 
early retirement.

2. '^Employment earnings" for this purpose shall be defined as those earnings that will 
or would be reportable in tne "Social Security Annual Report of Earnings" for a 
Social Security retirement benefit recipient, regardless of whether the retiree is, 
at the time of earning, a Social Security benefit recipient.

III. Gainful Employment Reporting:

A. "Gainful Employment Reports" will be requested by the System Benefit Services Office each 
calendar quarter for the purpose of monitoring the gainful employment proviso of the 18/20 
Rule.

B. The retiring person who anticipates any gainful employment that will result in a stoppage 
of the Interim Benefit during the first quarter of retirement should file a "Gainful 
Employment Report" before the commencement of Interim Benefit payments to avoid excess 
payment in the tax year.
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