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. PREFACE

The aging of the work force will be a prominent issue facing both
Congress and employers during the coming decade. Regardless of the
exact rate of growth in employment, any degree of substantial eco-
nomic growth combined with a dramatic shrinkage in new entrants to
the tabor force will mean s reiatively tighter labor supply in the
United States compared to any time in recent history. Thus situation
will raise the demand for older workers, yet serious concerns have been
raised relating tothe costs of an older labor force.

Under circumstances where fewer younger workers will be avail-
able to meet labor demand, policies encouraging early labor force
withdrawal may require modifications. The extent to which employ-
ment costs are related to age may therefore become an increasingly
significant factor in the costs of doing business. \

The availability of pension benefits at relatively early ages and the ‘
desire on the part of some to encourage early retirement has fostered-
the view that older employees are “more costly” than younger workers
and that incentives to retain such employees are not cost effective.
Some limited studies have attempted to disaggregate employment re-
lated costs for older employees on a firm specific basis. To date, how-
ever, comprehensive data relsting to the costs and benefits of employ-
ing older workers has been lacking. We hope this print will serve to
clarify the advantages as well as the concerns of employers facing
a maturing labor force. :

Reviewed and examined in this committee print sre the factors
which affect employment-related costs, and those factors which may be
related to age. Statistical data on nge-related costs is presented to t“e
extent that is available. Where no data -is available, the issues which
affect costs and how they relate to are discussed. The paper deals
with direct compensation, employee benefits; turnover, an other hu-
man resources issues, It takes a broad human resources perspective and
also deals with issues such as training, performance, and productivity.

This paper was prepared for the Special Committee on Aging in
conjunction with the Employee Benefits Research Institute [EBRI1],
a nonprofit research organization designed to investigate all aspects of
the employee benefits field. The committee and EBRI retained Mal-
colm Morrison and Anna Rappaport for the development of this paper.
Mr. Morrison is a faculty research associate in public policy and man-
agement at The Wharton School at the University of Pennsylvania.
Ms. Rappaport is a principal in the Chicago office of William M.
Mercer-Meidinger.

Jon~ Heinz,
Chairman.
Jon~ GLENN,
Ranking Minority Member.
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EXECUTIVE SUMMARY

The aging of the work force will be of major importance to employ-
ers during the coming decades and has policy implications for both
the public and private sectors. This committee print examines factors
related to patterns of labor costs by age and discusses the implications
of these factors. The print discusses direct compensation, employee
benefits, turnover, training, performance and productivity, snd pres-
ents both statistical data and qualitative inforiation,

‘The evidence indicates that there are some types of employment
costs which vary by age, and that overall compensation costs incresse
by age, largely because of increasing employee benefit costs. There is,
however, no statistical evidence that direct salary costs on an econoiny-
wide basis increase by age, Employee benefit costs are not usually sep-
arated by age, and individual employers do not generally make hiring
and retention decisions on the basis of benefit costs or differences in
such costs, However, general increases in medical care costs combined
with an expanding set of laws and regulations has served to focus the
spotlight on employee benefit costs for older workers, and it is possible
that employers will give more consideration to this issue in the future.
Employers who have implemented window early retirement programs
have also focused on this issue. .

‘The belief that older workers cost more seems generally related to
feelings about performance and productivity. There is no statistical
evidenve 1o indicate generally poorer performance or productivity by
age, and the limited data available refutes the basic notion that older
workers are less capable. However, there is a significant issue relatin
to maintenance of skills and training, Over time, as the nature of wor
changes and the skills of the employee are not kept up to date, there
will be an increasing mismateh of skills to the job, leading to deteriora-
tion of performance on that specific job. If older workers are to be
cost effective, their skills must be continuonsly updated through train-
“ingz and edueation to assure continued productivity. )

“The two major conclusions from s public policy viewpoint are as
follows:

(1) It is extremely important to encourage the maintenar - of
skills and lifelong education to prevent older worker obsolescence
and to provide individuals with the skills to compete on a fair
basis for jobs within or outside of their companies, Up-to-date
skills are more important than any age-related capabilities in
human resource. costs and older worker productivity.

(2) Legislative and regulatory requirements affecting employ-
went costs for older workers should not place undue cost or ad-
ministrative problems on employers, Such requirements can dis-
courage the employment of older workers.
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The print is divided into 7 sections as follows:

1) Overview of factors affecting the cost of human resources.
(2) Distribution of the compenss ion dollar.

(3) Employee benefit costs.

(4) Benefit costs attributed by age.

(9) Cost of compensation pack

(6) The older worker in the workplace ; and

(7) Policy implications and further research issues.

The cost of labor per unit produced is a function of direct compen-
sation, employee benefits amf, what each employee produces. What is
produced in turn is influenced by factors such as turnover, absenteeism,

woductivity while at work, etc. Numerous legal requirements affect

:nefit plan requirements, and these have been changed several times
in the Jast few years. Section 1 discusses both the elements of the com-
pensation package and the other factors which influence cost of
cmployees,

Conventional wisdom suggests that older workers are paid more
than younger workers for the same job and therefore older workers
cost more. This rationale has frequently been used to support early
retiremment. programs on the assumptions that younger workers can be
hired to replace older workers at lower cost. lgwevev, section 2
presents statistical data on family esrnings by age and a longitudinal
study lbased on inflation adjusted carnings ‘of a group. of workers
covered by Social Security over a long time period. These studies
indicate that older workers overall do not make more, but on the con-
trary after about age 50, real earnings decline with age. For individual
employers, the pattern will depend on the system of compensation and
such patterns vary b employer. ‘

However, in specific situations workers may be paid more than they
are worth, particularly if there are job matching and obsolescence
problems or a seniority based pay system. This issue deserves major
attention,

Employee benefits are the cost element for which there is specific ¢
quantgscive evidence of age-based cost. variation. An approach has
been de-eloped to allocate costs by age based on age related differences

" in claim costs expgeted, and differences in the periods over which funds
invested can earn interest. ’

Analysis of the compensation dollar indicates that 9.9 percent of
the toial dollar is paid }or pension and welfare benefits, for which the
costs ure age related. In section 3, background information is presented
on the methods of financing employce benefits, and how age is recog-
nized cither explicitly or implicitly in the development of such costs.

Then in seetion 4, the authors develop a system of attributing the costs

of this 9.9 percent of the compensation dollar to age which isolates

those parts of the cost that relate to differencet in expected claim costs. -
This metnod was developed for this work and is considered appro-

priate for consideration of policy issues. It is not necessarily appro-

priate for an individual employ or in costing employee benefits.

In section 5, the authors have developed & number of examples of

different compensation packages and used the methods of attri uting
- cost by age to get age mllstod costs of compensation. These costs assume

no dificrence in direct compensation and look at specific differences

in medical benefits, pensions, and life insurance. Other benefits such
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. as disability have heen exeluded since the total cost of such benelits
is relatively low. At ages S04, the compensution package is worth
1 to 7 percent more than at ages 4019 dependimg on the type of bene-
fits offered. A ages Hi- 04, the package 1s worth 1 to 16 pereent more
than at 45 49, and at 6064, the range s 5 to 34 pereent. The greatest
ditferences ave. found where there 15 a generous medieal plan with
employee contributions and a generous defined benefit pension plan.
The medieal plan is the most important factor for lower paid workers,
and defined benefit pension plan s the most important factor for
higher paid workers The differences by age will be mueh smaller when
pensions aze provided through a defined contribution plan and the
medieal plan is less generous.

There are various alternatives for handling benefits at 6569 <0 no
general conelusions can be reached. Issues relating to this age group
are disenissed i section 0.3,

Section 6 disensses factors related to the perfornanee of the older
worker in the workplace and ooks at funetional changes related to
age. The authors conelude that the major difliculty which 15 likely to
ari~c i mismateh of workers and jobs,

‘The dati on many of the issues dizeussed is scant, and N SONIE CANeS
it does not exist at all. As the age mix of the popnlation changes, it
will be eritieally important to productively and satisfactorily cmploy
older persons. fmprovements in mortality rates when combined with
changes in birth rafes over time will make it important for individuals
to work longer. The authors have snggested a number of areas for
further researcl in order to help provide the data needed to support
this goal. These are discussed in section 7.
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. THE COSTS OF EMPLOYING OLDOER WORKERS

Section 1
GENERAL OVERVIEW

The effective cost of personnel is a function both of the amount
which people are paid, whether in the form of direct wages or indirect
compensation such as employce benefits, and of what employees pro-
duce. This section of the paper reviews the approach to handling the
compensation package and discusses noncompensation issues which af-
fect the cost and value of different groups of workers. Noncompen-
sation issues are discussed with respect to the continuing work force.
Turnover issues are discussed separately. .

1.1 BACKGROUND

Concerns about productivity and the competitiveness of Americau
business Lave forced employers to psy mor: attention to the effect of
the costs of employees on the cost of their products and services.
Americans have learned that when goods can Le produced on a more
cost -cfective basis overseas, consumers often buy foreign products.

Changes in the economy, particularly in the last § years, have also
forced many employers to more carefully examine their work forces
and often to reduce them. At the same time that the economy has
been difficult, health care costs have risen to inore than 10 percent of
gross national product. In response to difficult economic conditions,
the use of early retirement incentives has also accelerated in the last
few ?'cam ‘These forces acting together have Jocused more attention
on the cost of :muployee benefits, particularly health and pension
benefits. .

Historically, employers viewed the cost of employee benefits as an
overall percentage of psy, perhaps allocating these costs to profit
centers and Jocations. Little attention was paid to the fact that dif-
ferent employees received benefits of different values. Employer-paid
health benefits were more valuable for those with families than for
single employees; certsin benefits also had underlying values which
differed by age.

Several developments, -however, caused employers to increasingly
focus on the rosts af benefits by age. In 1978, the Age Discrimination
in Employment Act smendments banned mandatory retirement before
uge 70 for most employees, and s};cciﬁc requirements were set forth
with respect to how employee benefits were to be treated. The develop-
ment and publication of these requirements focused attention to the
cost. of benefits at age 6569 and how the cost differed from the costs

9 BEST COPY
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Then in 1982, TXFRA amended medicare so that empbloyer coverage
hecamo primary for employees who remained in active service from
ages 65-69. Previously, medicare coverage was offered to these people
on the same basis thay it ‘was offered to those already retired. This leg-
islation sgmin encouraged employers to look at-the specific costs of
benefits for older persons. . * - .

These two legislative developments combined with the greater con-
cern about benefit costs genarally have caused employers to focus on
questions about how costs vary by age. ’

One last buckground issus should be mentioned. Legislation enacted
in 1978 and 1980 permits employers to offer plans of employee benefity
which allow ckoice between different benefit plans. The Revenue Aof
of 1978 and the Miscellaneous Revenue Act of 1980, as amended, permit
. & choice between taxable benefits, cash, and nontaxable benefits. There
is increasing interest in benefit plans permitting choices. When em-
sl?ep are allowed to choose between benefits anc cash, or between
different benefits, the cost for specific employees becomes much mere
important. The same considerations apply with voluntary benefts, For
axample, if empioyees can buy extra life insurance or trade life insur-
ance for something else, it must be age rated to be viable.

Due to the demographic changes which are bringing about the aging
of the work force, 15sues of costs of benefits related to age will continue
to increase in importance as employers consider the mmplications of
overall costs of compensation. D

12 APPKOACH TO COST OF THE COMPENSATION
PACKAGE

Tl » pay package consists of direct compensation in the form of a
stated salary or hourly wages, time off in various forms, and employee
benefits in the form of pensions, life, health, disability and accident
benefits, and reimbursement for education. In some cases other items
such as day care, clubs and company-sponsored activit ies are included
in the compensation package.

Some forms of compensation have costs which can be direetly allo-
cated to individual workers. For example, each worker has a specific
salary or amount of direct compensation whick is paid in g iven year,
For purposes of this analysis, we will look at patterns of direct com-
pensation by age to determine what, if any, gonclusions can be drawn
about the differences in cost of workers by age, Other forms of compen-
satioW provide a benefit plan to a large group of people on the basis
that there will be some averaging of experience over the entire group.
The employer traditionally has been concerned with the total cost of a
benefit, rather than a cost allocated to individuels, For benefit plans,
we will look at underlying expected claim costs by age to see how the
value of the compensation package differs by age, The cost of direct
compensation and several lenefits will be combined in seetion 5 to show
how the cost of the benefit package varies by age for different pay levels ,
and benefit plans.

Accident insurance can be used to explain the value approach. One
way of thinking of the costs of a benefit is to say that every employea
who has a claim has a cost equal to the dollars paid as a claim, and ll‘mt
averyone else has a cost of zero. Such an approach provides for no risk

10
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sharing in the cost allocation. Accident insurance involves a very high
Jevel of risk sharing in the provision of the benefit. The frequency of
accidents is Jow, and so the premium is low, but the cost for the worker
who has an accident is very high. If the plan were insured by individual
insurance policies, and the insurance compan charged a price which
fairly reflected the chances of each employee i'nnv'mg a claim based on

. individual risk characteristics, there would be a specific cost which
could be allocated to the employeg, More typically, lre insurance com-
pany will char%u g price which is the same amount’ per month per
employee regardless of the age and sex of the employee, but which is
based on the claim charactenstics of the total employee population.

From one perspective, the cost is the same regardless of employee

But snother view of this issue. is that the cost should be allocated
by looking at the underly: claim cost variations expected by age,
co that & different cost could be attributed to cmployees with a dif-
ferent claim expectancy. Theoretically, this i4 appesling if the em-
Poyer is interested n knowing the true cost of different age segments
of the work force. However, there may Lo practical problems in mak-
ing such allogations because of inadequate data. There may also be
theoretical objections te making & distinction on this basis because
the cost determination method does not allocate or build costs by age,
making a distinction on this basis inappropriate. 1f the program 1%

’ fully self-insured, or heavily efperience rated, so that the employer

pays for the cost of his own claims, the arguments for looking at claim

cost, are somewhat different. The 1ssue o expected variations by age

must be balanced with issues related to actual experience which

includes the effect of statistical variations. In a small employee popu-

lationthe statistical variations will be significant, which will make
mneralizations about age-related costs more diflicult to document.

It should also be noted that for ben.efits based on risks with & high
cost. of claim and relatively low frequency of claims, it is only beeause
insprance is available that the small employer can offer the benefit.
The insurance stabilizes the cost and makes it both predietable and
manageable. Self-insurance beeomes feasible when the overall varia-
tion in expected elaims represents a reasonable risk level.

Today, claim experience for employees typieally ix not disaggre-
gated by age groups. For pu -poses of this diseys<ion, however, we will
assume that it is appropriate to look Lehind the sated avernge eost
for employee benefits, and aitem % to determine the alloeation of
benefit costs In age. The oxp(-t‘tmf claim costs are implieit in either
the self-insnupimee cost or the insnrapee ccmpiny raies. 1t will nlso
e assumed that expeeted costs are appropriate for analyt weal pur-
poses. To the extent nossible, these costs will be developed on an age-
specific basjs,

It should also be noted that by using exspected costs by age, we are
making an arbitrary decision that age 15 an appropriate Iasis of
classifving for cost purposes. In examining the expectation of having
an accident, for example, we conld have ¢hosen to nse factors sueh
as sox. number of miles driven each vear, type of work duties, alcohol
consumption, and so forth. From a Nivpothetieal viewpoint, a number
of different kinds of factors ean be coryelated with differences in ex-
pected claim costs for different benefits. Some of thesc factors are
directly related to higher claim costs, whereas others may be statis-
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tically associated with differences in claim costs but not be directly
related to actual experience. It is a biological fact that costs of pro-
viding life insurance or annuity benefits are different by age and sex.
It is a result of behavior that smokers have higher costs for life and
health insurance benefits. '

What factors can be used in an analysis of expected claim ocosts
depend on data availability. What factors may ve appropriately used
in allocsting costs are also a function of social policy decisions The
purpose of this analysis is to focus on the relationships between age
and cost, and so age will be used as the only classification cate ry.
But, it is important to recognize that factors other than a re%?ave
oiten been found to explain differences in the occurrence of events
such as accidents, morbidity, and mortality. In specific companies, the
nllocation on a basis other than age will usually be the most effective
and practical approach given the difficulty of obtaining data by age.
Aggregate cost 15 the most common basis. Sometimes ¢laim experience
by location is used.

Section 3 of this paper discusses how benefit costs paid by employers
aro developed. Section 4 discusses techniques and data which can be
used to attribute these costs to employees at different ages.

Kzy Pornts anp Poricy Isguu

For this analysis, we develop expected claim costs by age for life
insurance pensions and health insurance, and assume age and expected
claim costs are appropriate cost attribution factors. These are benefits
whero there is strong quantitative evidence of cost valuations by age.
These factors can’ be used to assign overall plan costs to employees.

1.3 NONCOMPENSATION ELEMENTS OF COST—
CONTINUING WORK FORCE

What people produce is s function of how the work is organized,
what mechanization is used, how well people are matched to jobs, and
how well the individual performs. The output produced by a group of
people working as a team can be more or less than the sum of what each
conid produce working individually. The work organization today
m-m-m‘l y involves a combination of people and some type of mechan-
ization or automation. If there are several pegple involved in a proc-
ess, how they interrelate has a substantial ot{g}; on the total cost of the
process and the total output. The matching of people to jobs, and the
maintenance of that match over time, has a large-effect on the produc-
tivity of individual workers, One aspect of this matching is continued
education to maintain skills. 1f a group of workers is not given ade-
quate eduention as the work changes, their productivity will drop.

Some people believe that productivity or performance declines with
age. However, there is no evidence to prove that ame igdirectly related
to performance. Specific jobs have different kinds of eurrent qualifi-
eations needed to perform them. These qualifications inelude physical
abilities, mental abilities. specifie educetion, experience, and skills,

The qualifieations needed to perform a specifie joh may change over
time as technology and/or the organization of work clange. Poor
matching of peeple to jobs is a problem in some organizations. There

’ 12
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are two types of matching issues: matching at time of employment and

. maintaining a good matel. Maintaming s good match requires that an
organization be able to assess performance, continue to keep skills up
to date, and have a system of moving people to other jobs or out of
the organization when there is no longer a good fit. Historically, some
orgamzations were reluctant to deal with performance problems and
other issues with respect to longer service erspioy s, but were willing
to allow them to remain until they retired. In such cases, the problems
frequently grow worse because there is no further training to keep
skills up fo date. In addition, supervisors may reflect the attitude that
they really do not expect very much of the employee. This leads to
productivity problewms which nay be v iewed as being age related, when
in fact they are a result of poor management of personnel. Perceived
deterioration of productivity because of age may be the result of fail-
ure to maintain match rather than of actual change in productivity.

These issues will be discussed further in section 6.

Key Points ANp Poricy Issurs

Miintaining & good match between workers and job assignments is
very important in maintaining productiyity. Problems perceived as
age problems may be match problems.

Public pelicy should strongly encourage continued education
throughout life.

Lack of access to training can have severe consequences for workers.

Good performance ¢aluation systems are vital to successful man-
agement. of a work force on & v diseriminatory basis.

There is ho documented rele*ior:.aip between age and productivity.

14 TURNOVER

Turnover is costly to employers. The specific cost involves 8 num-
“ber of different items, including:

(1) Poor performance in the last fow days (or months) on the
job.
‘ (2) The cost of locating and recruiting the new employee.

(3) Training of the new employee, which includes time of the
trainer, and reduced productivity n the early stages.

(1) Disruption in operations er customer relations.

(5) The cost of losing firm-specific human capital.

I'n the case of employees with low skill who can be recruited readily
without significant recruiting expense, the cost of turnover is low, and
might equal 2 weeks’ to a month’s pay. In the extreme case, the em-
plover does not see any cost.

In some cases. however, the cost of turnover may be 1 to 2 years’ pay

, or even more. A professional or & manager may require months to
recruit. with a fee to a search firm of 30 percent or more of a year’s
salary. The employer doing the recruiting may spend many l‘wurs
sereening and interviewing candidates for the job. Tf the individual
reeruited mmst be relocated, and owns a home, the new employer will
oceasionally buv the home and provide some assistance in purchasing
a new home. This tvpe of relocation may cost 25 to 50 percent of a
year’s pay or more. It may be 6 months to a year before the new em-
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ployec is really familiar with the new company, and if customer vola-
tions are involved it may take years to build up rvlationships which are
at the level of the replaced employee.

Occasionally, an organization will lose customers when an employeo
leaves, and depending on the situation the cost can be very high.

Another situation which can be particularly diflicult is the employee
vho is developing and mawmtaining computer systems or some other
complex part of the workflow. In such cases, the new cmployee may
never fully develop the historical perspective which the old employee
had. Some computer systems comp{::cl y rewritten mainly because
it 15 hard to change other people’s programs.

Another area where turnover is costly is in the area of sales where
there is a reasonably long training period. Life insurance companies,
for example, may hire 10 or more new agents for cach person who be-
comes successful as an agent. The cost to replace an established, suc-
cessful agent may be several hundred thousand dollars and may require
recruiting a number of people.

In contrast, there will also be an occasional situation where turnover
is profitable or beneficial. For example, if an organization has been
automated and needs to reduce its work foree, voluntary turnover is
Fw ferable to costly forced terminations, provided that the right people

cave. Another situation is the case where there is a mismsateh between

the person and the job, and there is no convenient way to correct the
mismatch on a basis which is acceptable to both parties and practical
within the organization.

There are no general rules about the cost of turnover, and its cost
will vary by organization and by job within each organization. In a
spe-ific case, the cost can be calculated approximately. Older workers
tend to have lower turnover rates than younger workers, which can be
a significant cost advantage to employers, particularly in areas where
thero are & lot of people with middle level skills, and high turnover
rates.

Low turn.eer also leads to cost advantages beeause it enhances the
transfer of knowledge from more experienced to less experienced em-
ployees, enhances the development of the organization’s knowledge.
base, and saves on recruiting costs. In many cases, it also enhances
morale. :

Turnover rates generally vary by length of service, and grade down
sharply during the first few years of emplovment. For example, if 40
pereent. of employees terminate in their first year of employment, 20
pereent might. terminate in the second vear, and under 10 percent in
later vears. The heaviest turnover usually occurs in the first 2 years of
employment. ~

So far, this discussion has focused on voluntary turnover, generally
in situations where the employer wonld have preferred for the em-
plovee to stay. There are also many situations where the emplover will
initinte termination of the employment relationship. either becaunso of
unsatisfactory performance or a change in cir- umstances so the em-
ployee is no longer needed. A change in circumstances mav be reorga-
nization of the work, a decline in business, moving of a plant, or sim-
ilar company organization modifications. Emplover-initiated turnover
is generally costly also, even when no replacement is needed. One of

14
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the costs of such turnover is reduction in morale of the remaining
employees. Also. loss of firm-specific knowledge can adversely affect
productivity. The costs of employer-initiated turnover can vary by age
to the extent that the employees terminated have vested rights to em-
ployee benefits, In addition, the termination arrangements may pro-
vido for severance pay <hich may vary by length of service. To the
extent that service 15 finked to age, greater amounts would be paid to
older workers, but this should not be considered an age-related cost

r se,

This discussion of turnover has focused on the cost to the employer.
The cost of turnover may also be very high for the individual, Older
employces often have a significantly harder time getting new jobs, and
may have to take jobs at Jower pay levels. Some employees are able to
markedly improve their situations by changing jobs, and it is person-
ally good strategy to move out of a bad situation which has no hope of
improving if a suitable alternative is available. However, retirement
plans frequently require 10 years of service for vesting of benefits, and
tho formulas are designed to reward the employee with long service in
one company at time of retirement. Also, a new job is always risky to
the individual, and the probability that a job will not work out ix likely
to be the greatest in the first 2 years of employment.

Key Points avp Poricy Isstres

Older workers tend to have lower voluntary turnover rates than
vounger workers, This should be viewed as an wrea of cost advantage
for older workers.

ost of turnoves is variable, depends on the specific job and the
labor market. and ean be very high.

Turnover can be viewed as the way to solve certain types of per-
sonnel problems which cannot be resolved within the current work-
place.

Turnover of older portioirs in the work foree can negatively affect
productivity because of loss of technical expertise.

Turnover ean reduce the ability of the organization to transfer
knowledge between older and younger workers, which ean be very
costly in terms of retraining expenses. )

There is inadequate data to attach a quantitative measure to this
factor.

¢
1.5 REGULATORY REQUIREMENTS AND BENELFITS FOR
WORKERS AT DIFFERENT AGES

Existing law imposes specific requirements with respeet to em-
ployee benefits for workers aged 65-69. As » general rule, employers
must offer the same benefits to workers regardless of age. There are,
however., some exceptions deseribed here.

The major benefit requirements with respect to workers aged 6559
specifically are set forth in the Age Discerimination in Eniployment
Act of 1978 [ADEA], the amendments to the ADEA which were
part of the Tax Equity and Fiscal Responsibility Tax Act of 1982
[ TEFRA] and the interpretations of the ADEA.

15
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Some key requirements are as follows:
(1) Bonefit plars must not discriminate by age, and in gen-
eral 6egmploy('rs must continue benefits for empﬁym through

(2) Pension accruals are not required after age 65 in the em-
ployer’s rimary pension plan, whether it is a defined benefit or
8 defined contribution plan. This is an sres of possible ch

(3) Contributions must be continued to s secondary defined
contribution plan.

(4) Medical benefits must be continued for age 65-39, and the
employer’s plan will be primary over medicare. This was required
by TEFRA and became effective January 1, 1983. Employers
with significant numbers of employees over age 65 are concerned
about this provision because of potential costs for higher rates
of health claims by these employees.

(5) Life insurance must be continued ; benefits may be reduced
at age 65 to equalize costs between employees who are ages 60-64
and those who are 65-69, A 30-percent reduction will be consid-
ered to meet the requirements.

(6) Disability plans may stop benefits at age 65 if disability
occurs before age 60. If disability occurs after age 60, benefits
‘must be continued but never beyond age 70. The regulations pro-
vide alternative methods of adjusting benefits which will equalize
costs. ‘L he concept is to change the benefits provided by reducing
the amount or period payable so that an age 65-69 employee will
have an expected cost amount equal to that for an employee 60-64.

Two other exceptions to the general rule abcut benefits and age
should be noted. Under the Emplovee Retirement Tncome Security
Act of 1974 [ERTSAY. employers may exclude employees under age
25 from pension plans. They may also exclude employees hired aftar
azxe 60,

16
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Section 2
COMPENSATION

In this section, we discuss statistical data which indicates relation-
ships between direct compensation age and present data on the mix of
the compensation dollar. ‘ -

2.1 DIRECT PAY AND THE MIX OF THE COMPENSATION
DOLLAR

Conventional wisdom indicates that older persons are paid more than
younger persons for doing the ssme jobs, and that older workers cost
more as a result. In some early retirement programs, the underlying
rationale is that older employees can be replaced with younger employ-
ees at a lower price. '

There are several issues involved : Age-related differences in income,
quality of match of the employee to the job, and the cost of replace-
mzlcnlt. In this section, only the 1ssue of income and age will be consid-
ered.

Hourly pay systems may have the same rates for everyone, or may
have higher Tates with increased seniority. To the extent that older
employees have more seniority, they wil{ have higher average pay
rates in seniority-based hourly systems.

However, a salaried pay system generslly consists of a set of job
classifications or grades which have different pay ranges attached to
them: A system for changing the ranges and starting salaries with in-
flation, a system for providing periodic changes in pay to employees as
they move from grade to grade, and & reward for good performance.
Tt is not clear that pay automatically increases substantially with
seniority and s:f;e. Pay increases consist of a combination of merit, pro-
moticn, and adjustments as the scales change. In many cases, the in-
creases reflect merit and promotion only, and there is no explicit or
separate adjustment for a change in scales or to reflect inflation. Many
organizations which gave cost-of-living increases in the past have
stopped doing so. Ilowever, they continue to adjust the pay scales
which serve as the basis for new hire compensation. Where the in-
creases are for merit and promotion only, the new employee may be

aid just as much as someone with experience, or nearly as much. The
giﬁ'emnce between the change in starting pay, and the adjustments in
the pay of existing employees at a particular grade level is a critical
variable in this regard. This issue is particularly acute where there is
a tight labor market and employers are competing for the same pool
of people, so that they may be willing to pay » premium to get someone
to join the firm,

(9
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Thers is some data available on inc.ae related to age. Three sets of
data will be reviewed hee. Chart 1 gives national data on family in-
comeml()iy age, the results of a study o a sample of the individuals
covered by Social Security which shows how their income changed b
age, and data for some hypothetical populations based on the actual
pay distribution of the employees covered by some pension plans.

CHART ¥
\.A - .
1980 Mean Family Income
By Age of Family Head
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~ National dats [chart 1] shows that family income increases by age
until it peaks in the 45-54 age bracket, and that it declines moderate
from this bracket to the 55-64 bracket and sharply after age 65. This
effect is due to the interaction of many factors including wage levels
and retirement. It should also be pointed out that this data represents
the population at a single point in time, rather than one group of
people who have been tracked over time.

The Current Population Surveys provided data on money income
of houscholds by age of householder for 1970 and 1980. The dats below
is mean total household income :

1970 1980
mean Income mesn income
Age:
15 to 26 . $7.115 $14,696
251034 10313 21,394
Bkt 12,192 26.927
55t 64 .. " 10,573 27,319
65 . . 6.518 15.9
Al ages 10,001 23,

Source: P. 461, 1980 Statistical Abstract and p. 435, 1983 Statistica! Abstract.
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Household income peaks in the 45-54-yedr-old age group, with the
peaking more significant in 1980 than it was in 1940. Chart 1 shows
1980 data in graphic form. The increase from the 3544 group to the
45-54 group was 5.5 percent in 1970 and 12.5 percent in the 1980 data.
The 1980 results include more two-income families. The reduction
from 45-54 to 55-64 was 17.8 percent in 1970 and 10.8 percent in 1980,
The reduction from 55-64 to 65 and over was 48.8 percent in 1970
and 38.1 percent in 1980. In 1980, there were relatively few persons in
the labor force over age 65, and this number has been declining over the
long term. The relatively higher income over age 65 reflects & growth
in retircment benefits from public and private sources. The relatively
higher income at 55-64 may reflect the changes in retirement plans
plus the presence of more two-income families.

The question which we are studying is whether older workers are
aid more for the same work than younger workers. Taken alone, the
ata sbove really does not provide any answer to this question, How-

ever, it appears that the belief that older workers are paid more may
be a myth since there is no direct relationship between household
income and age. )

The next step in looking at this issue is to review data o~ earnings
over the life cycle. A major study of such data was done for the Con-
gressional Research Service by J\e Consultant Panel on Social Secu-
rity. In this study, the earnings of a sample of the people covered by
Social Security were analyzed over a long period of time. This study
focused on the period 1956 to 1971, The earnings of the group by age
and sex were also Jooked at in each year. The historical earnings were
indexed to remove the effect of changes in wage levels. Earnings from
the first calendar quarter were used to remove the effect of the maxi-
mum wage base. ’I"Le findings are stated in the report as follows:

Typically, until age 35, individuals experience wage growth
that is much more rapid than the growth of average earnings
in the economy. Between ages 35 and 64, individual earnings
growth does not differ too much from the growth of the econ-
omy-wide averages for those who do not claim retirement ben-
ofits. There are large unexplained elements in individual
earnings after one has adjusted for the typical age structure
and for other components of steady growth. Adiusted for
movements out of covered employment, the tvpical age struc-
ture of earnings does not vary much with the level of earn-
ings between the upper two-thirds of the income distribu-
tion. Tt is different at the bottom of the income distribution
showing a less rapid growth to the level of peak earnings.
The rendom component in earnings is smaller in percentage
terms the higher the income level.

This data shows that earnings for males go down after the mid-
1950 and is generally consistent with the pattern found in the house-
hold income dstz. Females tend to show more of an increasing pat-
tern by age, but. their overall earnings are much lower. The two sets
of data differ in that the household income is based on one point in
time and the Social Security study represents the same people. but
over a long period. The Social Security study does not separate those
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who stayed with a single employer from those who changed johs.
However, it provides significant evidence that overall older workers
are not paid more. Exhibit 2-1 shows the relative earnings levels for
males in 1956, 1961, 1966, and 1971. Exhibit 2-2 shows the same infor-
mation for females. This data is based on the worker, rather than the
family unit. The data is shown graphically in charts 2-9,
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Relative Mevn Earnings by Age in Vsricus Years
Cata is 1ndexed by Mean Earnings by Sex —~ Male Data

Datas from Report of the Consultant Panel oo Social Security
to the Congressional Research Service — August, 1976

Age 1956 1961 1966 1971
21 0.4879 0.4274 0.3917 ' 0.3776
22 0.53% 0.4967 0.4918 0.4421
23 0.5688 0.5763 0.5819 0.5 87
24 0.6500 0.6283 0.6611 J.6702
25 0.7214 0.6773 0.7094 0.6838
26 0.7564 0.7961 0.8176 0.7666
27 0.8440 0.8093 0.819% : 0.8224
28 0.8860 0.8542 0.8942 0.8968
29 0.9620 0.9022 0.8982 0.9650
30 0.9648 0.933% 0.9619 0.9480
31 1.0012 0.9957 0.9700 1.0118
32 1.0072 1.0121 0.9820 1.0290
33 1.9331 1.0285 0.9854 ' 1.1119
kT 1.0524 1.0808 1.,0605 1.0755
3s 1.0829 *1.1039 1.1160 1.1357
36 1.1001 1.1199 1.1051 1.1123
37 1.1331 1.0911 1.1145 1.158)
38 1.1020 1.1294 1.1291 1.1785
39 1.1157 1.1393 1,2055 1.1866
40 1.0828 1.1519 1.1664 1.2295
41 1.121¢8 1.1521 1,2287 1.2224
62 . 1.1632 1.1895 1.,2239 1.1923
43 1.1803 1.1597 1,1648 1.2624
&6 . 1.1624 1.1543 1.1828 1.2656
&S 1.1224 1.1083 1.2133 1.2477
46 §.1236 1,195 1.2260 1.2660
&7 1.0999 1.1747 1.2274 1.2283
48 1.1201 1.1741 1.1942 1.1917
49 1.1270 1.0846 1.1433 1.1938
50 1.1110 1.1103 1.1792 1.2386
51 1.1827 1.1820 J.1618 1.1790
52 1.1912 1.1099 1.1715 1.2547
$3 1.0971 1.1263 1,1271 1.1700
54 1.1254 1.1170 1.0477 1.1420
55 1.1062 1.0488 1.0543 1.0655
56 0.9935 1.1128 1.0564 1.1303
$7 1.1189 1.1144 1.0267 1.1439
58 1.0292 1.0792 1.0830 1.0714
59 1.0971 1.0818 1.02458 1.0743
60 0.8548 1.0152 0.9946 0.9968
61 0.8848 0.9587 0.4968 1.0637
62 0.9465 1.0784 1.1816 1.0574
63 0.9710 1.0879 1.0476 1.1598
64 0.8628 1.1889 1.1661 1.1972
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¢ . - Exhkibit 2-2
Relative Mesn Esrnings by Age in Various Years
Dats is Indexed by Mesan Bsrnings by Sex - Female Data

Data from Reporc of the Consultant Panel on Social Security
to the (ongredsional Resesrch Service - August, 1976

Age 1956 1961 1966 1971
21 0.789%6 0.7185 0.7026 0.6376
22 0.8510 0.7961 0.7995 0.7641
3 0.8914 0.8316 0.8905 0.8828
24 0.9092 0.8706 0.9297 0.9363
25 0.9171 0.9220 0.909C 0.9405%
26 0.9103 0.915¢ 0.8314 0.9423
27 0.954 0.8359 0.9174 0.9521
28 0.9323 0.8526 . 0.9451 0.9897
29 0.8452 0.8518 0.8331 0.7989
30 0.9654 0.8633 0.8866 0.9290
31 0.8757 0.8%03 0.9554 0.8928
K ¥J 9565 0.8757 0.9129 0.9300
33 «.9753 0.9404 0.8702 0.9332
3 0.8888 0.8800 0.9080 0.9320
35 1.0168 0.9850 0.9272 0.9122
36 0.9675 1.0171 0.9304 1.0366
37 0.9848 1.0116 0.9272 0.9536
38 1.0787 0,9663 1.0273 0.9739
39 . 1.0000 0.9867 0.9643 0.9829
40 1,002} 1.1134 1.0738 1.0875
41 0.9974 1.0326 1.0066 1.0276
42 1.1007 1.0510 1.0453 1.0422
43 1.0509 1.0895 1.0413 1.0668
Ab4 1.0656 1.1127 1.0318 0.9975
45 1.C855 1.0338 1.0742 1.1199
46 1.0756 1.0783 1.0882 1.1691
47 1.0992 1.0%08 1.0672 1.0893
48 1.0908 1.0883 1.1714 1.0740
49 1.0072 1.0865 1.1155 1.1014
51 1.0740 1.1058 1.0476 1.1199
52 1.0771 1.1106 1.0665 1.1109
53 1.1317 1.0596 1.1200 1.1779
54 1.1301 1.1508 1.1193 1.133%
55 1.1957 1.2546 1.1767 1.1415
56 1.0435 1.0835 1.1718 1.1132
57 1.0950 1.1195 1.097¢6 1.1084
58 1.0832 1.1063 1.1106 1.,0916
59 0.9281 1.1521 1.2C50 1.1856
60 1.0519 1.1508 1.1052 1.1937
6! 0.9822 1.101% 1.1733 1.1262
62 1.2066 1.2513 1.1470 1.21%
63 1.1868 1.1787 1.2306 1,25%9
o4 0.3722 1.2037 1.4351 1.2793

22
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__The suthors decided to review employer-specific data in order to see
if very different resuts would be found. Data by age and salary shows
that peak earnings ste likely to be found in the 35-54 age ranges, and
* that within a give?/ag'o range there is no correlation between average
earnings and length of service once an initial period after employment
has been excluded. This type of review is based on looking at pension
plan data coverin%all the emPloyew of an employer, and still does not
_ address the specific issue oS age and pay within a particular job
assignment. .
. It is the opinion of the authors that there is significant evidence to
indicate that older workers are not paid more on any consistent society-
wide basis. They may however be paid more in specific employment
situations, The situations where individuals are paid more than it is
currently perceived that they are worth may often flow from matching
prohlems and skills obsolesence rather than from a compensation sys-
tem which gives higher pay to salaried workers based solely on senior-
ity. Retraining is key to avoid a growing mismatch. Qur conclusions
with respect to pay and age are not valid in any collectively bargained
situatjons where there is direct pay for senority. Specific research is
needetl to prove these hypotheses and quantify them. But, since there
may ‘not be a direct relationship between earnings and age of employ-
ees, the theory that older employees are always more costly in terms of
compensation has not been confirmed.

Key Points anp Poricy IMPLICATIONS

There is inadequate evidence to show a general quantitative relation-
ship between age and compensation,

The specific situations where older workers have higher compensa-
tion in specific jobs may be linked to matching problems.

Compensation systems are not necessarily Xesigned to use seniority
or age as the basis for establishing levels of pay.

—-- - More information is needed to understandy differences in male and

female wage patterns by age and the implications of such differences.

2.2 MIX OF COMPENSATION DOLLAR

The Chamber of Commerce of the United States regularly surveys
employee benefit spending by employers in different areas of business
activity. Exhibit 2-3 shows the mix of the compensation dollar exclud-
ing legally required payments from the 1981 U.S. Chamber of Com-
merce survey.
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Exhibit 2-3
Spending for Employee Benefits in the United $tates
Pata from 1981 Chamber of Commerce Survey of Employee Benefits

. 2 of Direct Average Amt. 2 of Totsl
Type of Benefit Compensation Spent per Es  Compensgtion

Pensions and welfare 12.7% $2,2%6 9.9%
benefits (employer ' :
share of coset)

Profit Sharing and bonus 2.8 $ 91 1.7%

Payment for time no 13.4% $2,301 10.43
worked ‘

Direct Compensation 100.0% 817,767 77.9%

TOTAL 128.32 $22,795 100.0%

NOTE: lLegally required payments have not been considered compensstion
for this purpose.

Pensions and welfars benefits account for 9.9 percent of the compen-
sation dollar. Profit sharing and bonuses are 1.7 percent ; direct com-
pensation is 77.9 percent; and time not worked is 10.4 percent. There is

8 demonstrable difference by age in costs for part o th99.9glu\;mt.,
WS

The 9.9 percent can be further disaggregated from the study as

. l'.A N N T caad ey Vm W e - - R B S R P - Ve T LA “&'.?.

Porosnt --wm'
of pagredl
il 3 1
Misssllencons A
* Yool e Y
mvmwmummmmmmmm

] by [
compensation dollar. Peasions, life and
ago related components of the benefit package. These will be discussed

. in depth in sections 3 and 4. '
. For time not worked, there are & number of factors interacting. For
’mmyemployms,vmionislhkedmh)ii‘;gnrvim,mdformch
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 firms older workers on sverage would have higher vacation costs. How-
ever, older workers tend to have lower rates of sbeenteeism than young-
er workers 50 it is not possible with existing dats to link any cost differ-
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Section 3
EMPLOYEE BENEFITS—HOW EMPLOYERS PAY
FOR BENEFITS

Mmﬁomo{womwmml:ideqomykw&fd@pyw&
costs are determined an viewpoin indicate w
mmmmmm&m b
Underlyingthmeuhmhetonwhiebmlbutneodnotbeap-
perent; including age-related factors. Section 4 will take & different
) bemefit costs, in that it will examine a meihod
costs by age, so that compeasation package differences
by age can be for diffexent scenarios.

Employee beneflt costs are gemerally described in terms thst repre-

‘sent'nmgcaomm‘ntm The cost may be

8 percen of payroll, a rate of coverage, or a per em-

eot:t.‘e'l'hegcidmeoimlﬁmnt mdslsotochnng?them,
are on costs stated in terms. This is an adequate framework
for most antgloyudeciuimwhem the employees have no choice about

31 HEALTH BENEFIT COSTS TO EMPLOYER

.-

To provide s ive and to assist in understand-
ing cost differentials by age, we first how health benefits costs -
are charged to the emp A

The employer can thess benefits through a health mainte-
NANoe of s program which reimburses

ion [HMQ] or
the care provider directly, or the employee for all or of the
health care coot, The FIMO 2 paid # coet feed in sdvance for each

employee covered, the cost 1s the same for the nﬁﬂuof
mpmnmmdmammhmm% 0. The
reimbursement planis offer benefits which are paid as illness occurs.

. Theee plans wi inlude a description of how much will be paid under

dig'mtg’ loyer’s viewpoint, the of ,

rom the em T® AT® & TANge amdm
available for ﬁ:ancmg reimbursement Ith plans, ave
described schematically on exhibit 3-1, rahge from totally insured
approaches to totally self-insured approaches. Under s totally insured

spproach, an insurer sets & price for the coverage and the employer

simply pays the claims as they occur. (An outside organization may
be hired to administer the program and pay the claims. Insurance com-
panies freauently offer thess services under administrative services
only [ASO] contracts so that the involvement of an insurance com-
pany does not mean the program is insured.) There are slso a variety
of arrangements availahle which provide for a division of the risk be-
tween the employer and an insurance company so that there is. some

(28)
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insarance. Under these arrangements, the insurer may guarantee the
maximum amount which the employer will pay under a stop-loss ar-
mment,ord\eimumr may charge & premium which can be re-
od in the event of good rience. Another variation of the re-
fund arrangement is set up so the employer pays a relatively low
premium, but can be required to ry an additional premium up to a
maximum at the end of the year depending on experience:

Bxhibic 3-1

Alternatives for Employer Payment for

Realth Care
HM0 NOT _HMOs#

|
Per Capitas Charge
per Year

|
Based on Expected
Costs

SPECTRUM ‘
I - l
Fully Risk 1s Self

Employer Pays

T ‘ T T

Preaium ‘
REwployer Bsployer Eaployer
fays Pays Claims Pays
Premiums ~ and Admin. Claims

_ Gets Retuwnd Costs and Plus
- of X¥xcess of - Stop Loss ~ AMain,
Premium Over Insurer Pays Costs
Clais Cost Claims Over
and Admin, Stop Loss Level
Cost#

* Yarious methods cao be used.

. #%May offer complete chofce of providere, or may offer imcentives to

use particular providers.



The employer will choose the approach desired on the basis of atti-
tude to n& and cash flow considerations. The options which are avail-
able and logical vary significantly, based on the size and type of em-
ployer. Exhibit 3-2 shows the relationship between employer size and
spectrum of options for providing health care benefits, and also shows

how cost isd along the spectrum. .

Exhibit 3-2

Alternstives for hplojer Paynent of Health Care
Use and Definition of Cost
14

Insurer bears Employer bears
100% of Risk 1002 of Risk
SPECTRUM
I | ]
Fully Risk is Self
Insutred Shared Insured

Small employers

Mediua Employers

LARGE EMPLOYERS

Cost Cost defined Cost
Defined by & Defined
by Combination by:
Premivm of Premium/Clains Claims

Exhibits 3-3 and 3-4 show the factors which influence claim costs
and premiums., For purposes of this analysis wa will assume that
premiums are developed as & function of expected ‘claim costs, even
though for small groups they represent claim costs for many different
employers rather than for one employer only. The data used to develop
costs by age are based on the ides that expected claim costs are the ap-
propr’irst; measure, '

N ;
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Exhibic 33

Factors Influencing Clsim Costs

Claims (Not HMO)
Puaction of

flan Pesign
Merhod of Provider Payment/Charge

Illness in Population (Number and s“cuty)
Providers Chosen
Care Rendered
Plan Administration
Geographic Location
Time of Care (Costs

change rapidly)
v

Function of ' Punction of

Size/Characteristics of Population Baployee Choice
Statistical Fluctustion (Chance) - Plan Options

.

L ]
Function of

I1inesses

Contgel Mechanisms
Plan Design
Utilization Review

Chance

Notes: 1. In spall group variation is very large.
2..Control mechanisme are possible in every factor.

-
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Exhibic 3-4

Factors Influencing Premiums in

Experience of
all Croups

|
Rate Manusl

Insured Plans

Experience of
this group

Premiums

Expected Trend

RQUAL

Expected Claims
plus
Expenses
plus
Margin for
Profit/Fluctuatfon

Relationship to demrgraphic characteristics:

-

Rate manual links to demographics.
Experieace of this group links to implied demographics,

,Presium may cover one employer or many ~

Pooling of claims combine experience on larger clatims for
different ewployers.
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Where the employer is paying premiums, examining costs by age re-
uires understanding the process which the insurance company uses to
velop premiums. Where the employer is paying the cost of the claims,
understanding costs by age requires knowledge of claim experience.
The insurance carrier typically bunilds & rate manual which is based
on s nunber of factors including demographic composition of the em-
N E}O)'er group, different benefit patterns, and geographic variations.
he rate manual is used for new gronps .with no prior experience, and
to help with changes in benefit patterns. Once s group has actual past
experience, the experience will be given more weight than the manual
if the group is large enough. If the group is too small, the group will
be combined with other groups in order to get adequate experience.
Larger groups may choose not to combine, or to combine only very
large claumns, This is called pooling.

Where the employer is paying for the claims directly, normally the
actual claimn experience is the most important variable in estimating
future claim experience. Actuarial data 1s used by insurance companies
and by outside actuaries who are providing consulting services to esti-
mate future claims. The rate manual approach is one method used to
evaluate the cost of expected plan changes. Another method is to de-
velop a model of the expected tlinesses in the population using dats on
frequency by DRG's and develop expected claim costs in that way. The
rate manual and an analysis of historical experience are the com-
monly used approaches. Tﬁe DRG based models may come into much
more copnon use in the future, ' '

In both the premium rate development and expected overall claims
development situations, there is underlying variation by age. The un-
derlying variation by age, however, may not explicitly surface in either
the an ntysis of experience or in the development of the expected claims
for thir coming year. The data is often not sanalyzed by age. Instead, it
is analyvzed by type of expense, geographic location or cost center, em-
ployep vergus dependent, length of hospital stay, DRG, et cetera. Age
15 no considered explicitly, but there isan implicit assumption that the

istribution will not shift, We have provided some dsia in this
which provides an approach to estimating the underlying cost
y age. This jata is based on certain limited published sources as will
be lster cited and has not been tested over a wide range of different
playf designs. in different time periods, and geographic situations,
P‘Fhibit 3-3 shows the factors which are likely to influence overall

clnifn costs for a group. Some of these are changing as new forms of
health care delivery financing are emerging, and as providers are mak-
in;lzlditfvrvnt arrangements with employers, .
lan design is a key factor influencing overall costs, Plan design can
em*mrnge either in or out of hospital care and can affect the total bill
for health care as well as the allocation between the benefit plan and
the employce. Data to show how the cost variatlons’llzg age are in-
fluenced by plan designs is not currently available. The new DRG
based costing models open the door for research iff this area. Th'e{y
also open the way to see if the expected distribution of claims is dif-
ferent for different age groups. _ .
The method of procider payment will also influence the cost to the
employer. In the l{).\l() ease, the provider is paid on a per capita basis;
in other cases the provider is traditionally paid on a fee for service

3
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basis. DRG's are now being used medicare, and their use in the
private third-party payment sector may also develop over time, It
15 too early to determine how and whether this might affect the cost by
age. However, it should be noted that the payment of medicare benefits
at less than & full share of the hospital costs shifts costs to employers,
and depending on how the hospital allocates these costs in its fee struc-
ture, this could affect the costs by age, )

Costs can be shared with employees through employee contributions,
deductibles, coinsurance and exclusion -of certain types of exﬁenses
from coverage. Contributions share costs with all employees whereas
deductibles and coinsurance shift costs to those who have claims. Con-
tributions, if substantial, may encourage employees whose spouses
already have coverage to decline to participate in the plan.

The specific illnesses in an employer's work force are a key factor
afecting claim costs; the illnesses in a given time period are s func-
tion of the size and characteristics of the covered group, statistical
fluctuations, the type of occupations, environmental problems, etc,
(viven n set of illnesses, the claim costs are also 8 function of what
hea:lth care providers are chosen, and what specific care they chooss to
render. 7

This paper deals with the issue of rost variations by age. A related
fmblic policy issue, however, is how to control health care costs, Ex-

1ibit 3-4 shows that ex'pected claims depend on many different factors.
These factors are likely to vary by employer, and many of them can
be influenced by employer action, An employer interested in managing
health care costs can design a multifaceted approach which will prob-
ably include the following types of activities

~-Plan design to encourage effective utilization of health care facil-

ities and least costly slternatives. - '

-—Consumer education for employees on use-of the health care sys-

tem and possibly also on wellness,

~—Cost sharing with employees. .

~—Utilization review to ensure that employées are not misutilizing

costly services. ' .

—Administrative controls and sudits to ensure that claims are paid

in accordance with plan provisions,

~—A data analysis system to allow identification of where funds are

snent. of problem providers, and of likely excess utilization.

—Risk sharing with health care providers.

-~—Price negotiation with health care providers.

Comprehensive approaches to health care cost management are be-
coming quite common.

The cost of claims is the critical factor affecting employsr payment
for health care, whether the form of pavment is direct payment of
claims or payment of preminms to an insurance carrier. is n
not obvious as a factor in the determination of the cost. Nevertheless,
claim costs do vary by age. so that there are real differences in cost by
age. Therefore. an approach will be taken to attributing costs to differ-
ent ages. This will be discussed in section 4.1 of this paper.
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32 LIFE INSURANCE

Life insurance benefits are usually insured, because life insucance

» roceeds are taxed more favorably to the beneficiary than death bene-

its paid directly by the employer. The insurance may involve experi-

ence rating so that the employer actually assumes much of the risk.

‘The types of insurance available provide options for the manage-

ment of cash flow, The cost of the insurance to the employer is usually

/ stated as a rate per thousand for the entire employee group. This rate

is developed by looking at the amount of insurance needed at each age,

and applying a cost per $1,000 based on the mortality rate at the specific

age. The expected cost is adjusted for administrative expense and the
actual past experience of the employee group.

Voluntary life insurance provides additional amounts to employces
on an optional basis, Voluntary life insurance is nearly always based
on premiums which vary by age. This is critical since the employee can
buy life insurance on the open market and the rates for term insurance
for younger persons are very low.

3.3 DISABILITY

Disability benefits may be provided as insured or self-insured
benehts. :

Disability costs also vary by age. Since disability benefits run to a
maximum age, the potential period of payment decreases with increas-
ing age. The rates of disability increase with increased age. The totai
cost of disability benefits is estimated in the Chamber of Commerce
study as 0.6 percent of payroll. The shorter potential benefit period and
higher incidence rates are otisetting, so that the variation of disability
cost by age is not a major factor in cost differences by age. Disability
as defined here excludes the cost of job related injury which is covered
by werker's compensation,

Disability costs are not a major factor in the compensation package.
Disability will not be considered in sections 4 and 5, or in the com-
pensation package examples in the appendix.

However, it should be pointed out that long-term disability benefits
cannot be offered on a viable basis to persons beyond usual retirement
ages. Eligibility for disability benefits under most definitions of dis-
ability is partly subjective and claims experience is a function of mo-
tivation as well as physical condition. If long-term disability benefits
are available after retirement ages, the plan can often be used as a
retirement plan with marked increases in costs.

34 PENSIONS

Retirement benefits are of two general types. Some plans provide
for a defined contribution, or 2 contribution stated usually as a per-
centage of pay for each employee. These plans have the same cost
regardless of the employee age. The one exception to this rule is that
employees below or ahove certain ages may be excluded. Under ADEA,
employees having a defined contribution plan only may be excluded
from further contributions after age 65. Under ERISA, all employees
may be excluded before age 25.
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Other plans provide for s defined beneﬁ’, or & benefit which is stated
as a formula usually based on years of service, and often based on
pay. The cost for such plans is generally calculated using the entire
group and its experience, and no cost is generated on an individusl
employee basis. As a matter of interpretation, one could decide that
costs are 8 level percentdge of pay for all employees, or one could try-
to look behind the and develop some measure by age. This sec-
tion of the paper discusses the issues related to benefit accrual and
how employers pay for benefits. Section 4.3 attributes costs to age.

+In the case of life, disability, and health insurance, each year can
be treated as a separate time period. The employee either does or does
not have claims n the year, and there is an identifiable annual cost
which can be attributed to the age of the employee. However, as pre-
viously explained, individusd claims experience of employees is not
n rily the besis for development of employer costs for such
benelit plans. ‘

In contradtyfor defined benefit pension gela.ns‘, the employes works
for a long period of time and then gets s benefit during another pe-
riod of tile. There is a sil‘lfle pension fund to psy benefits for all
covered employees. The fund is not allocated to individuals. The con-
tributions to the fund sare determined using one of several actuarial
cost methods. The choice of method is a financial decision. Current
contributions depend on many factors not related-to the current em-
ployee population. For example, the assets already in the fund are
an important factor in current and future contributions needed. Bene-
fits are paid out over the future lifetimes of employees, and contribu-
tions are made over lo riods of time. The cost methods which are
acceptable provide flexibility in spreading the cost, and in fitting the
plan to the financial needs of the pmployer sponsoring the plan,

This paper will not deal with specifics of the diflerent methods.
They are not. viewed as an appropriste way to attribute costs.

Tf‘x'ere are various benefit formulas which assign the benefit earned
at retirement to different time periods. The actual year-by-year ac-
crual of benefits is also viewed as arbitrary and a function of the type
of benefit. formula chosen. This is not viewed as an amepriate wAy
to attribute costs because it is arbitrary and based on the benefit for-
mula as will be shown below. An examination of the accrual provides
some insights which will be useful in understanding how benefits
accrue and issues related to cost of employment and age.

Benefit accruals will be reviewed under three different formulas:

A flat doller amount for each year of service,

A percentage of current year earnings for each year with a
perios:c recalculation of benefits to bring them up to levels con-
sistent with current price levels—career average plan. '

A percentage of final average earnings for each vear of service.

Exhibits 3-5, 3-6, and 3-7 and charts 10, 11, and 12 show the devel-
opment of these bencfits on a year-hy-vear basis. These plans are
simplified and not realistic in that there is no Social Secwrity

integration.

42 .
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Exhibic 3-9
1illustracion of Benefits Esrned in Each Year
Flst Dollar Flan - Employes Hired At Age 30

Inftisl Benefit Level fs $10,00 Pes Moath Per Year 2f Service
Benefit 1s Improved for All Service Every Thr¢e years by Ove Dollar Per mnth

£

Split of Mditionsl

Bepef it
Benefit/Year Projected Ben Accrued AMditional Sarned Plan
Year of Service st Age 65 Benefit Benefit Earned Service Improvement
(Monthly) (Annual) (Anpusl) (A 1) (Ansesl)  (Annusl)
)} $10.00 $,200 $ 120 $120 $120 $ 0
2 10.00 4,200 240 120 120 [\]
3 10.00 4,200 350 1o 120 ]
4 11.00 4,620 528 168 132 3o .
5 11.00 4,620 660 132 132 0
¢ 11.00 4,620 792 132 132 (4]
7 12.00 5,040 1,008 216 144 72
8 §2.00 5,040 1,152 lek 144 0
9 12.00 5,040 1,29¢ 144 144 1]
10 13.0 5,460 1,%60 204 156 108
11 13.00 5,460 1,716 156 156 0
12 13.00 5,460 1,872 156 156 [\]
13 14.00 5,880 2,184 312 168 144
14 16.00 5,880 2,352 168 168 [\]
15 14.00 5,880 2,920 168 168 0
16 15.00 6,300 2,880 360 180 180
17 15.00 6,30Q 3,060 180 180 0
18 15.00 6,300 3,240 180 180 0
19 16.00 6,720 3,648 408 i92 216
20 16.00 6,720 3,840 192 192 4]
21 16.00 6,720 4,032 192 192 o
22 17.00 7,140 4,488 456 204 252
23 17.00 7,140 4,992 294 204 0
24 17.00 7,140 4,89 294 20% [+]
25 18,00 7,560 5,400 . 592 216 288
26 18 .00 7,560 5,616 < 216 216 0
27 18,00 7,560 5,832 216 216 0
2 19,00 7.980 6,384 352 228 3.4
29 19.00 7,980 6,612 228 228 0
30 19.00 7,980 6,840 228 228 0
31 20,00 8,400 7,460 699 240 o0
32 20.00 8,400 7,680 249 240 0
33 20.00 3,400 1,920 249 240 )]
34 2100 8,820 8,568 648 252 390
35 21 .U 8,820 8,820 252 252 U
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Bxhidbit 34
Kllustration Of Denefite Narmed In Each Yasr

- Career Aversge Plan - Eaployde Rired st Age 3

fenafit Level 1o 1.251 for Rach Year of Service

Beaefit .is Inproved for All Service Every Three Years by Recalculeting Renefft
Recalculated Becefit fo 1.253 of Average Pay Multiplied by ug'vtec

Average Pay 1s the Average of the Last Three Years Pay

Pay 1s Asswmod to Increase 5% Bach Year

Benof £t Recalcw~ Splic of Additional
Barned 3 Year lasted AMddicional Benefit
. Annual  4in Yesr Average Bemefic Accrued  Beuefit Earoed Plan
Year Salary of Service Pay on Update Bemefit Earned Service Improvesent
1 §18,000 § 225.00 . $ 225 § 225 $ 22
2 18,900 236.25 461 23 2%
3 19,845 248.06 709 248 48
4 20,937 0,47 $ 8,915 &8 709 990 260 260
5 21,879 273.49 19,861 N/A 1,243 273 273
6 22,973 287.16 20,950 N/A 1,530 298 298
7 24,122 ¥01.52 21,89 1,642 1,944 413 302 $ 112
8 25,328 316.60 22,991 N/A 2,2% 3 i
9 26,5 332:43 24,141 n/A 2,593 . 3 332
7 10 27,92 }9.05 25,348 2,852 3,201 08 349 259
11 29,320 366.%0 26,815 (7Y 3,57 37 de7
12 30,786 384.83  27,%6 K/A 3,952 395 395
13 32,325 -404.07 29,343 4,402 4,806 954 404 449
14 33,982 426.27 30,911 N/A $,23% 424 424
15 35,639 445.48 32,351 ®/A 3,674 445 445
16 37,421 467.76 33,969 6,39 $,938 1,162 468 69
17 39,292 495.15 35,067 n/A 7,328 495 49
I8 41,256 515.79 37,450 N/A 7,94 516 S16
19 43,319 541.49 39,323 8,848 9,389 1,545 54l 1,004
20 45,485 68.56 41,209 LY 9,958 569 569
21 47,759 596.99 43,35 n/a 10,555 598 597
22 50,147 026.84 45,521 11,949 12,576 2,021 627 1,395
23 52,655 658.18 A7,797 N/A 13,23 658 658
26 55,287 91.09 50,187 N/A 13,925 691 691
25 58,052 125.65 52,69 15,809 16,353 2,609 726 1,884
26 60,95 761.93 553,331 n/A 17,297 762 762
17 64,002 800.03 48,098 na 18,097 800 800
% 67,202 840.03 61,003 20,588 21,428 3,332 840 2,692
29 70,502 882.03 64,053 N/A 22,310 882 882
0 74,0% 926.13 67,25 K/A 23,2y ) 926 926
377,798 972.44 70,618 26,482 27 ,4% 4,218 972 3,245
32 81,685 1,021.00 74,149 w/A 29,475 1,021 1,021
33 65,769 1,072.31 71,887 N/A 9,547 1,072 4,072
3% 90,057 1,125.72 831,75 33,122 34,948 5,300 1,126 4,174
35 %,%0 1,182.00 95,837 N/A 36,029 1,182 1,182

44
e BES: ..0PY

Aruitoxt provided by Eic:



87

B

Exhibic 37 ¢
1ilustrstion Of BDensfits Barned In Sach Year

Tinal Average Pay Plan -~ Buployee Nired at Age X

A
Benefit Level 1s 1.253 cimes 5 Year Final Average Poy for Rach Year of Service
Fay 18 Asswed to Iocrease 5% Bech Year

Splic of Additicnal
5 Year Projected Addicional Benefit
Annias)  Average Benefit Accrued Bevefit Earned  Rifect of Increase

‘ Year Salery Pay At _Age 65 Bansfic Bsrned Service in Finsl Average Pay

1 $18,000

2 18,900 $18,000 §35,822 $ 450 $ 450

3 19,845 18,450 35,822 692 282 $22% s 7
4 20,937 18,915 35,822 946 254 23 23
s 21,879 19,39 35,822 1,212 260 2% 0
6 22,973 19,892 35,822 1,492 280 242 3
7 26,322 10,887 35,822 1,929 336 249 9
8 25,318 21,931 35,822 2,193 3% 261 104
§ 26,59 23,029 35,822 2,591 98 274 123
10 27,924 24,179 35,822 3,022 432 288 144
141 29,320 25,388 35,812 3,491 469 302 166
12 30,78 26,658 35,822 3,99 508 317 150
13 32,325 17,990 35,822 4,548 $50 33 217
14 33,92 19,390 35,822 5,143 595 350 245
1S 35,639 30,839 35,822 5,786 643 367 276
i6 37,821 ' 32,402 35,822 6,400 694 386 309
17 39,292 35,023 35,022 7,2% 749 405 364
18 41,25 35,726 35,822 8,038 808 425 393
19 43,319 37,510 35,822 8,909 871 447 434
20 45,485 39,385 35,822 9,845 938 469 469
21 47,759 41,35 35,822 10,856 1,009 492 st7
22 30,147 43,422 35,822 15,948 1,086 517 569
23 52,65% 45,593 35,822 13,108 1,167 543 624
26 55,287 47,873 35,822 14,352 1,25 570 684
25 $8,052 50,257 35,822 15,708 1,346 598 748
26 60,9% 51,760 135,822 17,15 1,445 618 - 817
27 64,002 56,439 35,822 18,704 1,550 660 891
28 67,202 58,190 35,822 20,357 1,663 693 970
29 70,52 61,100 35,822 22,149 1,782 727 1,055
30 74,000 66,15 35,822 24,0%8 1,989 764 1,146
31 77,795 67,302 822 25,103 2,045 802 . 1,283
32 81,685 70,73 35,821 28,292 2,189 842 1,37
33 85,769 7a,207 35,822 30,634 2,343 884 1,459
34 90,057 17,980 35,822 33,142 2,507 918 1,578
35« 94,500 81,879 35,822 35,822 2,681 975 1,706

Note: Accrwed Benefit is benefit which would be rvailable Lf esploymeat tersinated and
1¢ based on pay and service (o date. Projected benefit assumes future ps*
tncresses and completion of 35 years of service.
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CHART 10

Growth of Accrued Benefit — Age 30 Hire
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o Growth of Accrued Benefit — Age 20 Hire
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CHART 12

Groewth of Accrued Benefit — Age Z0D Hire
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The flat dollar plan has benefits improved periodically—for our
example, every third year.

The career average p:gdplm has similar characteristics, except that
the annual benefit covered is tied to pay, rather than being stated as
a flat dollar amount. Benefits are also improved overy 3 years.

The final average pay plan has benefits based on servics, the formula’
and on pay. The pay nost often used is an average of the last § or
highest consecutive 5 Each year the benefit increase is y
the result of additional service and partly the result of additional pay.
Assigning the full benefit increase to the year does not seem logical.

. 'The data demonstrates that there is some difficulty and arbitrariness’
about assugnm&garts of the total pension benefit to particular yesrs of

senl'lir:e. Thle (}‘s ullty arises bocat;se the incma:sel‘u1 1}1‘1&:&’ beneﬁd t
each year links to 1 more year of service, [ pay an y

interacting with prior service. A change 1& a flat dollar p iSPl;l-

plictly linked to a pay level change, although this is never stated. These

interact differently in different plans. An employer who wants to Ry

the same benefits at retirement mag do so in many different ways, The

route used will not affect people who stay to retirement, but will affect
people who leave at earlier agu.

e factors which affect the real long-term pension cost include:

—The amount of benefit earned in a given year.

-~The period from the time the benefit is earned until retirement (or
some other event which triggers a benefit payment).

—The interest which can be earned until the benefit is paid.

—The chance that the benefit will be lost due to termination of em-
ployment before benefits are vested, or death before death benefits
are payable,

—The chance that the benefit will be paid at various times,

Higher age employees can be viewed as having higher costs because
of the shorter time for the money to earn interest, and the smaller
probability of death or termination. This type of difference in cost
is ago related in & way that is comparable to the way costs of life in-
surance, disability, and health insurance are age related.

In section 4.3, costs by age will be developed using attribution factors
and time to retirement. Benefit accrual differences will not be consid-
ered age related.

The approach which will be used to attribute costs to age is equally
valid for emplcyees hired at older ages and older long service em-
plovees.

If henefits accrued are greater in early vears of emplovment, then
employees hired at older ages earn relativelv greater benefits and have
higher costs. For example, if a plan provides 2 percent of pay each
year for the first 2¢ vears and 1 percent of pay thereafter for the next
15 years, an employee hired at 50 will have all service at the 2 percent
accrual rate, whereas an emplovee hired at age 30 will have 20 years
at 2 perent and 15 vears at 1 percent. Such differences in accrnal rates
are plan specific. and will not be recognized in the cost attribution
method. '
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Section 4

EMPLOYEE BENEFITS—ATTRIBUTION OF
BENEFIT COSTS BY AGE

As indicated in section 3, employee benefit costs are generally de-
scribed in terms that represent averages over an entire employee popu-
lation. However, underlying the costs is experience which varies with
the actual demographics.

The purpose of section 4 is to ook behind these averages to see what
the expected claim costs by .ﬁe might be. Overall, the expected claim
benefit costs are higher for older employees. In this section, we will
discuss costs separately for life insurance, health insurance and pen-
sians. Each presents some different issues. '

41 MEDICAL AND DENTAL BENEFITS

Historically, the-cost of employee benefits was not an issue which at-
tracted top managément attention. Cost allocation by employee grou
was often done on an average basis, or total claims were allocated di-
rectly to locations.

However, in recent vears, there has been a major shif* in thinkinﬁ
concerning the importance of benefit costs and their allocation. Healt
care costs today are over 10 percent of gross national product and in-
creases in heslth care costs have had a major impact on profits for some
businesses. The TEFRA change requiring the employer plan to pay
health benefits before medicare would pay for employees age 65-69
focused attention on older employees sns health insurance.

Since 1980, many emploxers have restructured health benefit plans
to move away from first-dollar coverage to encourage employees to act
as good consumers, and to create incentives for out-of-hospital care.
Some employers have become proactive in communicating on health
issues and in trying to influence the health care system.

Various methods for financing health benefits are available, as de-
scribed in section 3.

Historically, group claim data has been analyzed largely from an
overall viewpoint. This is shifting with a new focus on where dollars
are beine spent and with a lot of comparison of utilization to normative
data. While these analyses are not usually age focused, it is expected
that more age-related data will become available.

As indicated in section 3, claim costs are critical to cost regardless of
the health care financing arrangements. We will develop factors for
relative costs by age using available data.

For medical insurance, the claim data is still usually not maintained
by age in group plans, so that claim costs are not directly developed
by age. Younger emplovees tend to have more children if they have
dependents, and also to have maternity claims. On an individual basis,

(42)
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it is clear that claim costs increase by _ge There is also & problem
with to the handling of ages 65-69. Past experience would not
be valid use medicare was primary for these individuals, whereas
since January 1, 1983, the employer’s plan is primary. It is suggested
that the following index numbers are appropriste for attributing claim
costs by age. Age 45-49 has been set equal to 100 percent.

Age m(ﬁ m-‘s)w
Under 45 e — — - - —— 80.0
FLETIE | U — ——— - e 100.0
80 to 54 — e e e e e et e e e e et e e mrn e 112.8
B 0 B e v oo s e g 2 o i b o 2 1 o e e 126.0
60 to 64 e et e e e e e e e e e o e 1 0 e b 1 o 2 2 o8 0 160.0
B 20 OB e e e e v e e o £ e - 2260

These index numbers were developed from HMO experience for
families covered by group contracts as published by Hutchil}gs and
Ullman in the Transactions of the Society of Actuaries in 1983. Exhibit

4-1 shows the data published by Hutchings and Ullman. T'he age 65—

69 data was estimated. The ratios below age 65 were confirmed by re-

viewl ex;ferience on individually underwritten hospital and major

\, medical policies as published in the “1981 Reports Number of the

\. Transactions of the Society of Actuaries.” This experience covers 1977
'snd 1978, and confirms the general pattern.

o1
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Bxhibitc 4~}
HNO Claim Cost per Contract Year

Inpatient and Outpacient Comdined

(New York Blue Croes Blue Shield Experience for 1978) '
Age Individual Indfividual
Group ) Male Female Yamily
20~-29 $112,30 $169.02 $524,53
30-39 $153.23 $240.02 §516.12
4044 $216,70 $312.29 $540.92
45-49 $301.19" $374.90 $652.07
50-54 $448,55 $400.79 $761.82
55~59 $456.99 : $473.29 $644.9)
60-04 $725.11 $587.43 $1,079,24
*
Average $213.15 $326.49 $667.94

Ratios of Claim Costs to Average

Age Individual Individual
Group Male Yemale Yamily
20-2% 52.7% 51.8% 78.5%
30-39 71.9% 73.52% 77.3%
4044 101.7% 95.62 81.0%
45-49 141.3% 114.82 97.62
50~54 210.4% 122.82 114,12
55-59 214,4% 145.9% 126.5%
60-64 340.22 179.92 161.62

Source: Butchings snd Ullman, Prepared Bospital Care Age/Sex and
Hospital Continuation Study -~ to be published {n the 1983
Transactions of the Society of Actuaries.

Note: The claim levels are very such below current claim costs but
this 16 the most recent data on costs by age within the working

population age span. -

o «1?{")'"‘ 59 IE‘]E:‘E;flf ‘u"u’jt'T,{
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1f we use these index numbers, we can then get claims costs by age
if we assume different level of average claim costs for different plans.

These costs are as follows:

Age Average Claims for Total Group
Group $1,600 $2,000 $2,400 $2,800
Under 45 1,280 1,600 1,920 2,240
45-49 1,600 2,000 2,400 2,800
50-54 1,800 2,240 2,700 3,150
60-64 2,560 3,200 3,840 4,480
65-69 3,600 4,500 5,400 6,300

“

The average claim costs are the per employes cost, and so they repre-
sent the cost of the employer-supported care for dependents allocated
bined with cost for the employee, These costs are
attribution factors developed earlier.

w contributory, the employee contribution is the same
. and so the variation that in the employer’s share of

p
regardless of a

the cost becomes more substantial, For example, assume the average
cost for all employees is $2,000 and the employee pays $400. The total
cost attributable to an employee under 45 is $1,600, and so the employer
cost is $1,600 -——$400, or $1,200. The total cost attributable to an age 60

mployee is $3,200, leaving an employer cost of $2,800. The data below
ohows what could happen if the employee pays 20 percent of the
average cost.
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Avarage Employer Claiwe for Contrtbutgjz,rlan

Average Total Claims

per Employes $L,600  $2,000  $2,400  $2,800 .
Employee Contribution _— .
at 202 $ 320 § 400 $ 480 $ 560
Employer Cost $1,280  $1,6000 $1,920 §2,240
Employer Cost by Age

Croup

Under 45 ) $ 960 $1,200 $1,440 $1,680
45-49 1,280 1,600 1,920 2,240
50~ 54 ) 1,480 1,850 2,220 2,590
60-64 2,240 2,800 3,360 3,820
65~69 3,280 4,100 4,920 5,740

For employers with high cost health plans, the medical care cost for
older employees is & substantial burden. Those with employees 6560
have already isolated and considered this cost because it was called to
their attention by TEFRA. While medical benefits may be worth
about 5 percent og psy overall, for lower paid older workers this per-
centage could be 2C to 30 fercent of pay. This is particularly true if
the ezns)loyer offers medical benefits to emlployees who work on reduced
schedules. Some employers offer medical coverage to eu;gloyees who
work 20, 25, or 30 hours per week. Qlder persons are one of the groups
who prefer such schedules. Department stores, banks, food service es-

 tablishments, and hospitals are examples of employers who have sig-

nificant nunbers of employees with reduced work schedules.

The employer may have a ch “ce in filling these jobs with teenagers,
housewives who need work on i.mited scheduies, and older persons.
The older person could provide advantages in terms of lower turn-
over. lower abdenteeism, and greater attention to the job. but could.
8lso be # real disadvaninge in terms of cost of medical benefits. But, of
course, if medical benefits are not offered, this cost is eliminated.

It is very likely that employers «ill pay much more attention to
health care costs by age in the future than has been paid to it_in the

Where employees pay for part of their health care, the employeé
payment does not—and cannot under existine 'aws—vary by age. The
employer cost varies by age more than empioyee cost. '

Historically, health care providers have charged fee for service or
if the service is provided through an HMO. a per capita charge. A
shift is oconrring at the present time, with medicare having adopted
& svstem of reimbursement for in-hospital services based on flat.
amonunts per dinsmostic related groupings or DRG's, Some people be-
lieve that the DRG concept will be extended to much health care pro-



. DRG. The use of DRG’s may influence
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vided to employces. Under the DRG concept, the risk of health care
costs exceeding sverages for the DRG shiflt)s in part to the hospital.
Age 1ssfactormsomeusesindmmégnwntofaspeciﬁccasetoa
190 pattern of health care costs
by age, but it is too early to tell what effect it will have.

Key Points anp Poricy IMPLICATIONS

Health care costs rise with age. Data on the pattern by ag is limited,
and it is not clear what factors influence that pattern.

For low-paid employees, health care is a substantial part of the total
compensation package, particularly for older workers.

_Currently, law creates a significant health benefie cost for employers
hiring workers at age 65-69. The long-term magnitude of this cost
is not known at this time.

TEFRA has imade this issue much more visible.
Health care costs may influence future employer decisions about hir-
ing older workers, particularly on reduced schedules.

42 LIFE INSURANCE

For life insurance, we can judge the cost difference by age by looking
at the morality rates. The following is the cost as a percentage of pay
for a life insurance benefit of one times pay assuming that morta‘it ¥
rates follow the 1960 basic group table, This table has somewhat higher
mortality rates than recent experience. The rates are as follows:

Cost of death
bencfit
Age: (percent)

B3 o e e e e e o e e e o e 0 e 1 o o 01
B o e oo a2 e e o 1 T i e 0.2
A o e ————————— o R e e 03
;g . S (1)18
B8 o e o e e e e e e 0 0 7 T e 1.5
B oo e v e R e e o 2.8

Life insurance amount ; typically range up to three times pay pro-
vided by the employer. ¥ any employers offer a basic amount and then
require the omp,loyce to ~ay for the additional amount. Age bracket
employee contributions a e often used for the voluntary amounts,

4.3 PENSION COST ATTRIBUTION BY AGE

For purposes of the cost of the benefit package by age, we will assume
that the pension cost attribution in a defined plan consists of compo-
nents which are age related and componénts which are uot age related.
Corononents which tie iato the benefit formula and the pattern of bene-
fit & - rual will be considered as not age related, since these factorsares
function of arbitrary decisions with respeet to plan design. However,
differences in the cost which arise from the shorter time to retirement,
the shorter period of interest earnings, and the shorter period in which
the individual may die will be assumed to be age related. This will en-

able us to develop factors by age which can be applied to the average

-
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cost plan in order to develop relative costs of benefits by age. The plan
cost will be the current contribution rate as a percentage of pay. This .
method is consistent with the handling of health benefit costs.

The factors shown in exhibit 4-2 are developed by getting an annuity
factor for §1 of life annuity payable starting at age 65, and then getting
the ratio of the annuity at the specific age to the annuity at age 45. The
factor measures how much more or less is needed at the specific age
than at age 45. For example, a deposit of $1.85 each for a large group
all age 45 will earn interest at 715 percent so it will grow to an amovnt
large enough to pay $1 per year starting at age 65 for all those who are
still alive. Payments continue to death. The corresponding deposit
needed.-at 50 is $2.69. The factor for 50 is 125.4 percent or $2.69 divided
by $1.85. The 50-year-olds must pay 25 percent more to get the annuity
to make up for the loss of interest fromr age 45-50 and to make up for
the fact that the number dying from age 45 to age 65 is greater than
the number dying from age 50 to age 65. Those who die before 65 get
no benefit.

The calculations shown in exhibit 4-2 are based on an assumpt:ion of
age 65 normal retirement and actuarial reduction for retirement before
age 65. The same method could be applied for other retirement years.
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« Age

Note:

20
21
22
23
24
25
26
27
24
29
3
3
32
33
34
K}
3o
37
38
39
40
&1
42
43
Lb
45

ERIC

Aruitoxt provided by Eic:

Annuity

Factor

0.2963
0.3187
0.3427
0.3686
0.3964
0.4263
0.4585
0.4931
0.5304
0.5706
0.6136
0.6600
0.7100
0.7637
0.8216
0.8839
0.9510
1.023)
11011
1. 1849
1.2752
1.3726
1.4775
1.5908
1.7130
1.8451

Cost as % of
Age 47 Cost

13.8%
14,9
16.0%
7.8
18.52%
19.92
25.4%
23.02
24.82
26.6%
28.6%
30.82
33.12
35.7%
38.42
41.3%
bl 4%
47.83
51.4%
59.3%
59.5%
64.13
69.0%
74.3%
80.0%
86.:2

Exhibic 4-2

Pension Cost Factors
Relative Cost of Pensions st Various Ages
Messures Cost per $1 of Life Annuity Starting at Age 05 or Current Age (f Later
Costs Based on 7-1/2% snd che 1983 Croup Annuity Table (Male Values)

Age 47 used to represent Age
the percentage change from the prior sge to the current age.
69, ancuities are assumed to be paid immedistely 80 the cost reduces by age
to reflect the shorter life expectancy as sge increases.

Increase

4549 age group.

Increass Aanuity Cost as % of
By Age  Age Factor  Age 47 Cost

1.13 46 1.9878 92.81
1.1% 47 2.1622 100.0%
1.2% 48 2.3093 107.6%

1.3 A9 2,4903 116.3%

1% 50 2.6865 125.48
1.5% s1 2.8993 135.3%
1.6% 52 3.1303 146.13
1.8% 53 3.3811 157.8%
1.8% 56 3.6537 170.63
2.0% 55 3.9501 184.43
2.1% 56 4.2726 199.52
2.1 57T 4,623 215.8%
2.3 58 $.0061 233.7%
2.6% 59 5.623% 253.2%
2.7% 60  5.8795 274.53
2.7% 61  6.3788 297.8%
3.33 62 6.9270 323.4%
3.5% 63 7.5303 351.5%
3.6 66  8.1967 382.6%
3.9% 65 8.9353 a17.12
.23 66  8.7078 406.53
.63 67 8.4773 395.7%
.93 68 8.2649 384.93
5.3% 69  8.0109 374.01
5.7% 70 7.775 363.0%
6.13

By Age
6.7%
7.22
7.82
8.52%
9.12
9.9%
10.8%
11.7%
12.8%
13.8%
15.1%
16.33
17.9%
19.52

21.3%

23.32

25.62

28.12

31.13

34.52

(10.6%)

{11.8%)

(10.8%)

(10.9%)

(11.0%)

Increase by Age measures

fFor ages 65~



Section 5

COST OF COMPENSATION PACKAGE

In this section, we will present an approach for combining the age
related costs which are part of the compensation package and showing
costs by age for a number of different compensation packages.

5.1 APPROACH TO DEVELOPING COSTS BY AGE

In this section, the costs developed earlier in this paper will be
combined together to develop costs of compensation . The
bamcap%roachwillbetoassumethstt.heoostofdimct is not
related, but that specific benefit costs are age mlated.?gese benﬁz
costs will be added to direct pay to get ‘ndex numbers by age.

For convenience we have ‘that age bracket 4549 should
have an index number of 100 percent. The benefits which are used as
having significant age related coats are defined benefit pension plans,
medical insurance and life insurance. The factors developed in sec-
tion 4 are used to develop age related costs for the total compensation
}mcksge. Pension cost variations reflect only variations due to a dif-

erent period of time to earn investment income and different exposure
to mortality before retirement. We have assumed that differences
related to the pattein of benefit accrual are not related to age.

The calculation basis is as follows:

—We have used three pay levels: $10,000, $25,000, and $50,000.

—JEmployees are grou into 5-year age groups.

—~For medical insurance, an average cost per employee is assumed,
and relative yalue as the health benefit at different ages is used
to translate this amount into an age cost. If the plan 1s paid for
partly by employees, the amount paid by employees is deducted
after the amount is translated into an based cost.

—Calculations are shown for employers with high and low medical
care costs overall. The differences in average cost per employee
reflect whether it is a generous or low cost plan, geography, and
the demographics of the group. They also reflect the quality of
administration. However, it is assumed that none of these factors
affect the relative cost by age. The total annual employer cost

r employee is $1.600 for the low cost plan and $2,.800 for the

igher cost plan. Emplovee contributions listed are zero and

$600 per vear for the $1,600 plan, and zero, $600, and $1,200 for
the $2.800 plan.

—For life insurance, mortality costs are used. The compensation
package includes two times pay as the life insurance amount.
Lifc insurance is not a major facto: so no variations are tested.

—~For pensions, the plan is not looked at, but rather the employer
is categorized hy total defined benefit. contribution as a percent-
age of pay, and it is assumed that this amount can be atfributed
to emplovees as a different amount by age. Defined contribution

plan contributions do not vary by age. This method assumes that -~ -

(60)
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the overall contribution sets the cost level and that the factors are
appropriate as & way to attribute them to age. Defined benefit
'g are tested af, 2 percent, 5 percent, and 10 perceni of pay.

o ned contribution plans are tested at 5 percent and 10 percent
of pay.

—-Disab¥lity benefits have been excluded from the analysis as they
are not & major item in the compensation package,

—Time off, productivity, training, turnover and other costs except
direct pay which are either not related to age or can’t be quanti-
fied are excluded from the analysis.

—Overall, these results show the ra..ge of cost variation by age in
a variety of cases (exhibit 5-1).

Exhibit 5-1
Summsry of Cost Factors by Age for Use in Costing Benefit Plans

Defined Beunefit Life Insurance
Medical Cost Cost Factor as Cost as X of
Factor as % of 2 of Average Pay for One
Age Group Average Cost Cost Times Pay
Under 30 80.0% 23.02 0.12
30-34 80.0% 33.0% 0.1%
35-39 80.0% 48.02 0.2%
40-44 80.02 69.0% 0.3%
4549 100.02% 100.02 0.6%
50-54 112,52 146.0% 1.0%
55-59 125.0% 216.02 1.5%
6U~64 160.0% 323.02 2.32
6569 225.0% * 2.32

Note: Same life insurance cost is sssumed for 65-09 as for 6064
because it 15 sssumed that the benefits will bdbe reduced to
equal cost; Tegulations allow & 30% reduction.

1f benefits are not reduced, assume costs &t 65-69 are about

302 higher.

Pefined contribution costs are the same by age.

FPension costs are determined on the basis that retirements are

at age 65 or current age is greater,

*See Sec.ion 5.3 for a discussion of pension costs st ages 65-69.
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5.2 COSTS OF VARIOUS COMPENSA.TION PACKAGES

The appendix includes 25 sample compensation packages and shows
the costs by age groups of these ssmple compensation packages. Costs
are also shown as a percentage of age 45-49 cost. The packages include
five medical benefit plans and five retirement plans, which have been
combined with base salaries ot $10,000, $25,000, and $50,000. The med.
ical and pension plans are defined In terms of their cost and type. The
medical plans are as follows:

Annual cost per employee: “”: am'm
LO00 e . ——
$1600 . ... __ —— e et o2 e e 1 = et on o $600
00 e e 0
$2800 e ——— oo e o o o 20 e s 19 0 et 000
$2800 e - — o —— 1,200

The retirement plans are as follows: '
Defined benefit plan—Contribution of 2 percent, 5 percent, and
10 percent by the employer.
efined contribution plan—Contributions of 5 percent and 10
percent by the emFloyer.
Noncontributory life insurance of two times pay is included. Disa-
bility benefits are not included in these calculations.
Exhibit 5-2 summarizes the dollar costs of some of the compensation
kages for ages 50-64. See the appendix for development of these
gures and costs at all ages. '
Exhibits 5-3, 54, and 5-5 summarize the relative costs of com-
pensation packages analyzed for ages 50-54, 55-59, and 60-64. This
data shows cost relative to cost at 4549, '

.
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Exhibit 5-2
Attributed Compensation Package Cost in Dollsrs
Medical Cost Age * Anoual Sslary Level
per_Year Renge $10,000 $25,000 $50,000
Pension Plan - Defined Benefft - 2% of Pay Oversll Contribution
§1,0600 50-54 $12,292 $28,0%0 $54,260
§1,000 55~59 $12,732 $28,8% $55,660
§1,600 60-04 $13,0600 $30,325 $58,090
§2,800 50-54 $13,642 $29,380 $55,610
$2,800 55-59 $13,232 $30,3% $57,160
§$2,800 60-64 $15,586 $32,245 $60,010

Pensfon Plan -~ Defined Buaefit ~ 53 of Pay Oversll Coatribution

$1,600 S0-54 $12,730 £29,125 $56,450
$1,600 55~-59 $13,380 $30,45%0 $58,900
$1,600 60-64 $14,635 $32,748 $62,935
$2,800 5054 §14,080 $30,475 $57,800
$2,800 55~59 $14,880 $31,950 $60,400
$2,800 6064 $16,555 §$34,608 $64 ,855

Pension Plan - Defined Benefft ~ 10X of Pay Oversll Contribution

$1,600 50~-54 $13,460 $30,950 $60,100
$1,600 55-59 $14,400 $33,150 $64,300
$1,600 6064 §$16,250 $36,785 $71,010
$2,800 5054 $14,810 $32,300 §61,450
$2,800 55-59 $15,960 $34,65 $65,800
$2,800 60-064 $18,170 $38,705 $72,930

Pension Plan - Defined Contribution ~ 5T of Pay

$1,0600 5054 $12,500 $28,5% $55,300
$1,600 5559 $12,800 $29,000 §56,000
$1,600 6064 §13,520 $29,960 $57,360
$2,800 5054 §13,850 $29,900 $56,650
$2,800 5559 $14,300 430,500 $57,500
$2,800 60~64 $15,440 $31,880 §59,280

Pensiqn Plan -~ Defined Contribution ~ 103 of Fay

$1,600 50-54 $13,000 $29,800 $57,800
$1,600 55-59 $13,300 $30,2% §58 ,500
$1,600 60-64 $14,020 $31,210 $59,860
$2,800 50--54 $14,350 $31,150 $59,150
$2,800 $5-59 $14,800 $31,750 $60,000
$2,800 6004 $15,940 $33,130 $61,780

Note: Medical Plan fs patd for entirely by employer; medical cost is
avefage for sll employees. A §1,600 sverage cost ot all ages is equi-
valent to 8 cost rsnging from $1,280 to $3,600.
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Exhibft 5-3
Attributed Compensation Package Cost at Ages 50-54

a8 Percent of Age 45~49 Cost

Medical Coat Employee Annusl Salary Level
___per Year Contributfon $10,000 $25,000
Pension Plan - pefined Benefit -~ 2% of Pay
$1,600 $ 0 103.1% 102.3%
§1,600 § 6 103.33 102.42
$2,800 $ 2 104 .9% 102.7%
$2,800 § 600 104.2% 102.8%
$2,800 §1,200 106.4% 102,82
Pension Plan - Defined Banefit - 5% of Pay
$1,600 $ 0 104,2% 103.5%
$1,600 § 60 104,4% 103,52
$2,800 $ 0 104.92 103.82
$2,800 $ 600 105.1% 103.92
$2,800 $1,200 105,82 104.0%
Pension Plan ~ Defined Benefit - 10% of Pay
§1,600 $ 0 105.82 105.32
$1,600 § 600 106,12 105.42%
$2,800 $ 0 ‘06.4% 105.62
$2,800 $ o600 06.7X 105.7%
$2,800 $1,200 107.02 105.82
Pension Plan - Defined Contribution ~ 5% of Pay
-
$1,600 $ 0 102.32 101.43
$1,600 § 600 C102.42 101.52
$2,800 ® $ 0 103.22 101.92
$2,800 $ 600 103.42 101.9%
$2,800 103,52 102.02

Penstion Plan

T

Defined Contribution ~ 10% of Psy

$1,600 $
§1,600 $
$2,800 $
§2,800 $
$2,800 $1
ﬂ\ f"‘ ::,
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600
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102.22
102,31
103.12
103,22
103.42

101.43
101.42
101.82
101.82
101.92

sEST COry

$50,000

102.0%
102.0%
102,22
102.2%

102.32%

103.2%
103,22
103.42
103.42
103,52

105,12
105.1%
105.2%
105.3%
105.32

101.1%
105.'2%
101.32
101 .4%
101.4%

101.02
101.1%
101.3%
101.3%
101.32
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Exhibft 5% .
Attributed Compensation Package Cost at Ages 55-59

as Percent of Age 45-49 Cost

Medical Cost Employee — Annus]l Salary Level
per Year Contribution $10,000 $25,000 $50,000

Pension Plan -~ Defined Benefit ~ 2% of Pay

$1,600 $ Y 106.8% 105.22 104,62

$1,600 $ 600 107.2% 105.32 106.7%
$2,800 $ 0 108.5%. 106.0% 105.1%
$2,800 $ 600 108.92 106.22 105.12
$§2,800 ! $1,200 109.32 106.32 . 105.22

Pension Plan ~ Defined Benefit ~ 5T of Pay

$1,600 $ 0 109.52 108.22 107,72
§1,600 § o600 110.02 108.32 107.82
$4,800 $ V] 110.92 108.92 108.1%
, $2,800 $ oW . 111.4% 109.0% 108.1%
$2,800 $1,200 1.9 109.2% 108.22

Peasfon Plan - Defined Benefit ~ 10T of Pay °

$1,60u $ 0 113.72 112.82% 112.4%
$1,600 $ 000 114.4% 113.0% 112.5%
$2,800 $ 0 114,72 113.22 112.72
$2,800 $ 600 115.3% 113.5% 112.82
$2,800 - 81,200 116.0% 113.82 112.92

Pension Plan - Defined Comtridbution - 5% of Psy

$1,600 $ Y 1U4.7% 103.0% 102.42
$l,o00 $ 600 105.0% 103.1% 102.4%
$2,800 $ 0 106,52 103.92% 102.92
$2,800 §$ 600 106.92 104 0% 102.92
§2,800 $1,200 107.2% 104,12 102.97

Pensior Plan ~ Defined Contributfon ~ 10T of Pay

$1,600 $ 0 104.6% 102,9% 101,02
$1.600 $ 600 104 .83 103.01 102.3%
$2,800 $ 0 106,31 103.82 102.73
$2,800 5 600 106.6% 103.81 102.81
$2,800 $1,200 106.9% 103.92 102.8%
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Attributed Comp: 3

Exhibit 5-5
fom P

Coet at Ages 60-64

$1,600
$1,600
$2,800
$2,800
$2,800

$1,600
$1,600
$2,800
$2,800
$2,800

$1,600
$1,600
$2,800
$2,800
$2,800

$1,600
$1,600
$2,800
$2,800
$2,800

$1,600
$1,600
$2,800
$2,800
$2,800

1

'

a8 Porcont of Age 45-4% Cost

-

Employee Annual Salary level
Contribution $10,000 $25,000 $30,000
Defined Benefit - 2% of Pay
$ 0 186,62 110.7% 109,22
$ 600 115.4% 110.92 109.32
$ 0 118.8% 112.7% 110.32
$ &00 119.7% 113.02 110.42
$1,200 120.7% 113.1% 110.5%
Defined Benefit ~ 5% of Pay
§ 0 119.8% 116.32 115.1%
$ 600 120.82% 116.7% 115,22
$ 0 123,42 118.1% 116.0%
$ 600 124,5% 118.5% 116.2%
$1,200 125.7% 118,92 116.4%
Defioed Benefft ~ 10X of Pay \
$ 0 127.8% 125.1% 124.1%
$ 600 129.12 125.6% 124 .4%
$ 0 130.5% 126.5% 124.92
$ 600 131.9% 127.0% 125.12
81,200 133,42 127.6% 125.4%
Defined Coatribution ~ ST of Pay
$ 0 110.62 106.4% 104,92
$ 600 111.22 106.63 104 .9%
$ 0 115.1% 108.6% 106.0%
$ 600 115.82 108.82 106.1X
$1,200 116,.5% 109.02 106.2%
Defined Comtributios ~ 10T of Pay
$ ] 110.2% 106,22 104.7%
§ 600 110.7% 106.3% 106.7%
$ o 114,52 108,32 105.8%
$ 60 115. 22 108.42 105,82
$1,200 115.9% 108.6% 109.1%

£
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Some of the key points shown by these exhibits are as follows:

—The value o t&w compensation package is greater at the older
ages, and this is particularly pronounced at ages 606+, The value
at 6569 depends on how benefits are handled. This is discussed
in section 5.3.

~At ages 50-51, the compensation package is worth between 101
percent and 107 percent of the value at ages 45-49. This range
ncreases from 101 percent to 116 percent at ages 55--59 and from
105 percent to 134 percent at ages.60-64.

—There is much more variation in a package including a defined
lx;neﬁt plan, than in one including only defined contribution
lans,

—For lower paid people, the most significant item will be the medi-
cal plan. particularly if it is a relatively generous plan.

—For higher paid people, the defined benefit plan will often become
the most important element.

-~The greatest variation is found in costs of defined benefit pension
plans. It should be noted that the higher the rate of investment
return expected, the greater will be the variation, since interest
earnings are available over different time periods.

53 BENEFIT COSTS FOR THE OVER AGE 65 WORKER

The cost approach developed includes costs for workers who are over
age 65, These are included in the appendix. They are not included in
the summary tables. There are some special considerations which
~hould be understood in order to interpret the over age 65 data. The
medical care costs are estimated. No reliable data exists yet since
TEFRA amendments required emiployer coverage to be primsary only
relatively recently. Using the method suggested by the authors, the
per emplovee medical care cost at ages over 65 varies from $3.600 to
%6.:300. This includes the cost tor dependents. Per capita medical costs
over age 65 are over $1,000 per person in 1984, so that these amounts
may be reasonable even though they seem to be extremely high.

Pension costs at older ages vary greatly depending on the plan de-
sign. For employers who ;.roozo benefits at age 65, there is actually a
negative cost for employees who continue working at 65-69 since they
are foregoing benefits and not earning additional benefits. For em-
plovers who continue aceruals, the vahue of the continued acerual may
or may pot be greater than the value of the benefit lost, In many cases,
it will not be greater, so a pension cost savings results from retirement
after 65, The high extreme of costs will apply in the case where the
plan continues aceruals and offers actuarial mereases, This combination
is found rarely. Tyo sets of costs are shown in appendix. On one basis,
the cost is taken at zero for 65 69 and in the other it is calculated con-
sistently with the vounger ages. The zero cost assumes no further
benefit acerual. but actuarial increases so that there is no loss of the
vahie of the pension benefit. The high cost assumes continued accruals
and nctuarinfinvrensos.

Life insurance is handled on the basis of cost equalization in accord-
ance with the ADEA Interpretations. This method is commonly used
and this =cems to be the approach most consistent with employer
practice.
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Section 6

THE OLDER WORKER IN THE WORK FORCE—
ISSUES AFFECTING THE BOTTOM LINE

This section of the pc})er rovides an overview of factors which
sffect the performance of older employees. While performance level
is sometimes difficult to relate directly to costs of specific workers, there
is no disagreement ing the overall costs of low performance.

_Earlier, we pointed out specific jobs require particular capa-
bilities including physical and mental ability, education, snd experi-
ence. Wo also mentioned that there is no evidence indicating that in-
creasing age causes changes in productivity and that s critical issue re-
garding performance level is matching the individual to the job.

This section examines functional changes with age, work perform-
ance, productivity, training, and health as critical factors relsted to
the costs of mature employees,

6.1 INTRODUCTION

In addition to direct and indirect compensation costs which may be
attributable to age, employers have become concerned with the ~
ing functional capacities, productivity, training potential, and heal
of older workers. While it is difficult at present to develop valid cost
estimates for these varisbles, they nevertheless are extiemely impor-
tant influences on the oversll costs of human resources because they
sffect the magnitude of productive capacity.

Beliefs that older employees are more costly in texms of compensa-
tion, employee benefits, and that they have lower productivity, have led
to the view that greater incentives should be provided for early retire-
ment. Of course these incentives can themselves be costly for emplovers.
So far s productive capacities are concerned, thers is substantial evi-
dence indicating that older workers’ productivity is hardly affected
by functional changes and health limitations. Rather, many difficulties
in performance attributed to age mav in fact be related to deteriora-
tion of human capital over time, resulting in mismatches between jobs
and workers. Therefore, costs associated with functional health or
productivitv changes may be attributable to age to only a limited de-
gree if at all. Instead, it may be more appropriate to consider such
costs as the opportunity costs of not offering training, education, ex-
perience with new equipment or new svstems of work organization,
and so forth. The changing srructure of industries and occupations, in-
tensified by technological development, will continue fo reauire train-
ing and continuous updating of skills for greater proportion of the
1ahor force, Training is expensive, but not. training mav be even more
expensive. Older workers whose opportunities for training and educa-
tion have traditionally been quite limited may be increasingly mis-

(88)
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matched to jobs, and therefore more costly if such opportunities are
not provided in the future, These costs are not related to age but in-
stead involve using employees who have differing amounts of human
capital which can be applied to specific jobs. Thus, disadvantages of
older employees in terms of productivity may be related most closely
to employer human resource development policies which historically
have favored vounger workers, The costs of mismatches bet ween em-
plovees and jobs far exceed those which may be related to minor func-
tional, health, and productivity changes minimally associated with
aging. Consequently, the maintenance of human capital on a long-term
basis may be the most effective approach for maintaining the cost-
effective utilization of older employees.

Burnout is a phesomenon which has recently attracted attention.
There is no evidence to link burnout with age. However, if burnout
victims are left in the work force without rehabilitation, they will
gradually age to hecome what will e perceived of as older unproduc-
tive workers. It is important that victims of burnout be rehabilitated
and matched well to new jobs.

8.2 FUNCTIONAL CHANGES AND AGING

There has been a widespread belief that the physical and mental
capabilities of older workers decrease with Lacreasing age. This view
enconrages the use of early retirement incentives on the assumption
that less capable older employees will leave the organization earlier,

However. while there are physical changes that ocenr with age, they
are usunlly insuflicient to resnlt in alterations in job perfomance. For
example, sensory processes of hearing, vision, taste, touch, and smell be-
conte les= aeute over time but the process is extremely sradual, Nimer-
ous bodily processes--such as metabolizm rate, lung capacity, kidney
function. and o forth- -begin to decline by age 30, again very grad-
ualiy. However, rescarel has demonstrated that age is not an accurate
indicator of such physical changes due to wide individual variations,
In =ome instances. it has been found that high speed work or continnons
heavy physical demands have been more difficult for older workers= bt
cueh workers were also more accarate and consistent and therefore
overall productivity was hardly affected. Under today®s cirenmstances,
most jobs are well within the physical capacitios of older workers and
therefore the tvpes of physical changes experienced with aging have
virtaally no practical effect on joh capabilities, In the ense of phvsical
attribntes the mo-t important factor is matehing phy-ical capabilities
with job requiremnents, This appr.ich is not related to chronological
age but vather involves assessment of functional capability. Very large
number of workers aged 45 70 ave physieally capable of perforiming
most jobsin the ceconomy,

Again, in the case of the eharacteristics of inteiligence. memory, and
Tearning. conventional beliefs have held that these decline with age.
This view has nstally resulted in seriously limiting education and
training opportnnities for older emplovees and lis led to the <olf ful-
filling prophecy that these workers are more costly becase they are
techinteitlly obsolete and anfamiliar with changing equipment and
method< of prodnetion. Tlowever. as with phivsical changes. the evi-
denee does not indicate that intelligence, learning ability, memory or
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motivation decline with aging, or if so, not until very late in dife. It is
clear that vocabulary, general information, ideation, flexibility and
associative skills do not decline with aging through age 65 or +0. Stud-
ies of 1.Q. indicate that there is virtually no significant decline until
very late in life and that for the majority of job tasks, any changes of _
intellectual level have no effect on performance. There‘is also little evi-
dence to support tho view that short-term or long-term memory declines
precipitantly with age. Once information is acquired and organized it
remains quite stable in the memory of older employees. With regard to
learning ability, research has demonstrated that the ability to lezrn and
apply new information continues almost indefinitely and that while
older persons sometimes requairc more time to learn—due to their
tendency to be more cautious—subsequent performance is not affected.
Since intellectual ability does not decline with age, learning can con-
tinue well into old age. It may be desirable, however, to permit flexi-
bility in time requirements for learning for older employees.

Finally, it is well known that motivation is a key factor affectin
perforinance. Older employees tend to be more satisfied with worg
that is inherently interesting, requires significant attention to detail
and involves responsibility. Since older employees are more stable
and consistent in their work, they often are highly motivated. But,
it has been demonstrated that age stereotypes and organizational per-
sonnel practices have serious consequences on the motivation of older
employees. This problem may be caused by inappropriate responses
by managers to older employees whose need for continuous growth
in job responsibility has diminished but whose need for recognition
for performance and continued job learning remains high. Managers
have been found to more often transfer older employees, not refer
them. for training opportunities, and promote them less often, despite
the fact that their qualifications equaled tho.e of younger workers.
Often older employees recognize such age stereotyped practices and
therefore brcome less motivated in response to them. It therefore ap-
pears that in most cases, loss of motivation is being erroneously at-
tributed to age when in fact it is related to organizational barriers to
continued growth and development which differentially affect older
emplovees. For many older workers, opportunities for continued job
growth, training, and variety of assignments are more important than
monetary benefits in terms of maintaining motivation. ~

Funetional changes in physical, intellectual, and psychologica
eapacities of older workers are generally not dramatic and there is
high variation in snch changes within age groups. Older employees
clearly have the necessary capabilities to participate successfully in
job training prorrams. In sone cases, particular approaches to train-
ing older workers have emphasized : self-paced learning. controls over
amounts of information being processed and required speed of re-
sponse, snd rapid feedback of resulta. These have proven successful
in improving learning speed and retention of information. Once
trained. over time older emplovees can survive in new johs resulting
from training lonmer than younger workers. This remains the ease
despite the fact that older employees have a shorter working life
head in the organization.
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Certainly a basic coneern of employers is that their workers retain
the physical, intellectua:, and psychologieal capacities to assure con-
_ tinuing high performance. When capacites deetine, cmployeis usuully
assunpe that performance and productivity are negatively atfected
and that costs of production increase. While certain changes in major
functicanl eharacteristies do oceur over time, these are not significant,
occur Lery gradually and vary considerably within age groups. It 1s
therefore inappropriste to assume that there are major shifts in ca-
pacities with aging that negatiyely atfect productivity and thus raise
costs, Individual differences are so substantial that age is an incffec-
tive indicator of changes in eapacities. 'Fherefore, a superior approach
is to examine both individual and job characteristics so that these can
ve better related to achieve higher productivity,

6.3 PERFORMANCE AND PRODUCTIVITY

Irrespecti.o of certain age-reluted changes in functional charac-
teristios, age is not correlated with any level of change in productiv-
ity. ‘There s no pattern of higher or lower productivity in sny par-
ticalar age group, Within age group variability in performance is
higher than differences between age groups. Most jobs do not fully
require the phiysical or intelectual abilities of workers und older em-
plovees car often compensate for most of the minimal changes which
fuke place. A large * ety of studies have comparatively examined
thie performanee o1 e caployees in numerous occupations. In
pamufacturing industtes, ontput remains stable through the mid-
1950°s and declines ~lightly (less than 16 pereent) thereafter, Service
comtinuity was highest for older employees, For more service oriented
oceupations (elerical, sales, trupsportation) the evidence indicates that
there is litthe or no deeline in performance until ages 60 65 and when
deelines oceur they are minimal, Older workers in these occupations
have steadier rates of output, an equal degree of acenracy and greater
con-isteney in output than yvounger workers.

Stuedies of ~eientis- wnd engineers have found bimodal distribu-
tions of productivi:y ~ b the first peak at age 40-50 and the secend
at ot G This paon was also observed for scholars and artist=” A
very large proportion of ereative ideas, patents, research papers, ete.,
are praduced by older employees. Research on‘managers, however, re-
veals older managers are moge reluctant to take risks and take longer
to reach decizions than vounger managers. But, these more mature
managers are hetter able to evaluate new information, analyze it in
the context of the organization and make reliable and consistent deci-
<ion=. Thus there is no evidence to indieate that risk-aversion Jeads to
" Jowered productivity for older managers (exhibit 6-1).



Q

ERIC

Aruitoxt provided by Eic:

a2

Exhibic  6~]
Comparative Jab Performsnce by Age, Selected

Uccupations and Industries
(Indexes of cutput per man-hour; age group 35-44 =~ 100)

Under 65
2% 25-34 35-44 45-54 5564  Years
Occupacion or Industry Years Years Years Years  Years & Over
Incent tve Workers (a)
Men's Footwear
Men 93.8: 100.3 100.0 7.7 92.% 81.1
Women . 94.4° 102.8 100.0 98.8 94.1 88,0
Househuld Furnfture
Men 98.5 i01.5 100.0 90.1 94.9 93.¢6
wWomen 101.4  107.4 100.0 98.7 85.0 (b}
Uttice Workers 92.6  99.64  100.0 100.0  98.6 101.2
Federal Mall Sorters 101.2  100.7 100.0  100.1 98.5 93.3

(a) Based on s study of 15 large establishments in the men's footwear fndustry
and 11 large cstablishments fn the houserold furnfture industry., The great

®ajority of the workers surveyed were piece-rate workets.

(b) LS. Department of Labor, Buresu of Labor Statistics, Comparative Job Per-

formance by Age: Large Plants in the Men's Footwear and Nousehold Furniture

Industries, Bull. 1223 (Washiogton, DC 1957): “Comparstive Job Performance of
Vttice Norkers by Age,” Monthly Labor Review, January 1960, pp.39~43; “The Job
Perfurmance of Federal Matl Sortets dy age,” Monthly Lsbor Review, March 19064,

pp. 196-300.

.

Supervisors’ ratings of the performance of old.r workers indicate
that most are rated as equal or superior to younger employees in terms
of absenteeism, demn(mility, judgment, quality and amount of work
and jnterpersonal skill; there 1s no particular age when productivity
declines and it is virtually inpossible to identify specific weaknesses
related to age. In examining actual experience with older workers
within orgarizations, it is clear that while for specific occupations
older employees’ performance ratings may be equal, below, or exceed
those of vounger employees, overall output rarely differs significantly.
Frequently performarce improves with better s{ills and firm-specific
knowledg@gained by experience. Organizations that have used per-
formance ratings in reduétion-in-force decisions have often found that
the average ¢ ye of their work force has increased. The use of age based
criteria for evaluating performance is therefore inappropriate unless
a direct rolationship%mween aging and change in performance can
bo demonstrated.
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Fven though for many or most occupstional tasks, skill and experi-
ence determine productivity, there are some circumstances where the
tvpe of job and its requirements can affect the performance level of
older employees. Usually this is the case for jobs where speed is an im-
portant factor or where continuous physical strength is required. In
these situations there may be a relationship between performance, pro-
duetivity and age. However, the extent of this effect depends upon the
functional physiological capacities of individuals, not on their chron-
ological age. It has been found that modest alterations in production
work arrangements and making continuous performance requirements
less rigid usnally permit older employees to maintain prior rates of
production. Therefore, even for jobs which may place stress on certain
declining physical and/or physiological capacities of older employees,
adjustments can often be made which will compensate for the effect
of job-related stress and permit continuation of productivity.

Beeanse chronological age is not related to maintenance of perform-
ance, older emplovees are not more costly to firms becanse of « eclining
productivity. This is not to suggest, however, that certain older (as
vell as younger) individnals do not experience declining performance.
This can and does occur and is very costly to organizations. Since with-
in age groups, variations in capacities and skills related to job require-
ments. This means that functional individual and job task criteria
shonld be applied to mateh the person with the job. Age is not a usefnl
criterion for functional analysis, What is needed is information about
the level of <kill, knowledge, and experience required for particular
jobx information usnally available in organizations—and informa-
tion on emplovee eapabilifies which is very often available for the exist-
ing work force and can also be obtained for entering employees.

Miintaining matehes between workers and jobs requires relatively
continuens training and employee development efforts by organiza-
tions. Failure to do so will clearly be costly in terms of productivity
declines which will oceur irrespective of the ages of workers. Subsi-
dized early retirement can be very costly to organizations in terms of
emplovee benefits and loss of firm specific knowledge and experience,
From the <tandpoint of performance and productivify. using age as a
eriterion for emnloyee retention poliev decisions, is nsually mefleetive
if aintaining the organization’s capacity is an important objective.
High tornover of trained younger employees is often unavoidable,
There fore. even when efforts are made to mateh yonnger workers <kills
with job<. through providing training, costs may not he recovered due
to turnover. This situation need not oceur with older employees, pay
tienlarly tho<e ylready within the organization beeause they ave un.
Jikelv to Jonve gfter many vears of cervice. Provizion of traiming, job
redesign and jolk environment maodification can be highly cost-effective
for u-ing the knoswn human eapital of older employees,

It i< diffeult at present to develop cost estimates for loses of pro-
duetivity due to mismatehes between employees and johs<, But. the age
of employees s trrelevant to these costs and they depend upon the
degree to which functional capacitios are matched to job requireinents.

-
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6.4 MEALTH AND THE AGING WORK FORCE

The health of all employees is & major concern of organizations be-
cause of the costs for medical, disability and insurance benefits, the
affects of health on productivity and the consequences of health for
individuals and work groups. Standard measures of health include:
mortality rates, incidence of illness- -both acute and chronic—incidence
and prevalence of disability and resulting physical and functional im-
pairments affecting work performance. Rising costs for health care are
a major national concern involving public programs-—medicare, medic- -
aid, aid to the medically needy --private insurers, and firms which self-
insure. To the extent that health costs are perceived as increasing with
the age of employees, such costs serve as a Qisincentive to retaining or
hiring older workers. On the other hand, to the extent that the health
of older persons is improving because of improved management and
control of acute and chronic conditions, and reduction in stress related
dangerous occupations, their productive capacity in the organization
can increase.

Farlier it was shown that statistical data demonstrates that health
care costs increase with age of employees, The extent to which this cost
influences employer decisions to retain or hire older workers is not
documented. The influence probably depends on the expected incidence
and prevalence of health problemsn employer work forces. Therefore,
even though the overall health of older workers and the length of time
thev can remain productive may be increasing, multiple other factors
influence the emplover cost of health benefits for older workers. Though
there is considerable variability in individual emplover claims experi-
ence, emplovers may be precluded from varying health plan contribu-
tioms by age in order to rednee the effect on emplovers of inereasing
health costs with aging of their work forces. Tt is clear that higher
contributions are prohibited at ages 65-69, bnt it is not clear if age
biased contributions are acceptable at vounger ages.

In terms of life expectancy, the overall health of older persons con-
tinnes to imbrove. On average. reaching age 63 now can expect to live
for an additional 16 years with women exceeding men by 4 to 5 vears.
Projections indicate a continuation of increased life exnectaney in the
futurve. ITowever, life expectaney is only one measure of health status
and mav be the least important from the standpoint of the work en-
vironment,

It is elear that acute conditions inerease in freanenev between ages
4562 and that chronie conditions predominate thereafter. Tlowever,
die to variability among the older popnlation, age is a poor predictor
of health status, For those persons having acute epizodes, the incidence
of dizability has inereased sigmificantly in recent vears. However, many
persons reporting disability continne to work and therefore the exist-
ence of physical impairments (which inerenaces with age) is not a good
measure of emplovment retention (exhibit 6-2).
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Sxhibie 6-2
Percant of Populstion Aged 45 and Over Who Reported
Selected Chromic Conditions, by Age, 1979

. Rypertensive Heart
e Archritis Discasc Conditions® PMabetes

Total 45 Years

and Over 321 27% 183 n ®
45-04 Years 25% 12 12 o2

45-54 Years 20% . 172 24 5%

55-64 Years nz 26X 172 62
05 Years & Over 74 392 27 8x

05~74 Years [ Y2 m 263 82

15 Years & Over 49% 412 302 82

Note: The data reported in the above section reflect illness incidence and
prevalence patterns. They do sot indicate the seriousaess of the
reported conditions in cerms of cthair disability fmpact, their medical
requirements, of their associated mortality riske. loformation of that
nature is not tradfcionally fecluded in such repocts. This fact should
be borne in mind when evaluating etandard health dats such as those
presented above. .

*pPercentage of persons with heart conditions may be overestimated because the
estimate does not represent an wnduplicated cownt of pereons with conditions.

Source; Bealth laterview Survey, National Center for Health Statfstics.

While acute episodes of illness are costly, their ultimate consequences
depend upon the degree of chronic functional impairment that results
from illness, It turns out that: (8) the majority of people aged 45-74
report no limitations in detivity due to chronic functional impair-
ments; (b) less than 15 percent of those over age 45 report that they
arc unable to perform major activities because of a chronic impair-
ment; and (¢) most persons aged 45+ report partial rather than full
work disabilities. Evidence is accumulating that older persons with
mild or moderate im{:airments can often return to work with only mod-
est amounts of rehabikitation assistance so long as employers provide
the opportunity to continue employment. In terms of time lost from
employment due to illness, there are only very small differences for all
employees over age 45 in average days in bed per person-year, absences
from work due to illness, average number of physician visits per yesr,
and incid®nce of hospitalization. However, these rates are higher than
those for younger employees. While the prevalence and incidence of
acute (for the middle-aged) and chronic (for those 60 and older)
health problems increases with age, the functional consequences in the
workplace of these health problems varies considerably and age is s
poor predictor of employment-related effects. It is not clear how efforts
to assure continueda employment after an illpess with accompanying
disability will change health costs of employers. But there is no ques-
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tion that major savings in long-term disability and workers’ compensa-
tion costs occur when employees return to work.

With regard to workplace injuries, a major national review of the
workers’ compensation records has disclosed that older workers have
lower rates of occupational injuries than younger and this is primaril
attributable to job experience effects, When older workers are injured,
however, there is a greater likelihood of more severe consequences in
terms of fatality ang permanent disability. While total costs for older
injured workers are lower than for younger employees (due to fewer
cases) average indemnity comj»ensatxon and medical payments increase
~with age (see exhibits 6-3 and 6-4). :

While most older employees retain good heaith and experience no
work limiting impairments, the incidence ar:l prevalence of heaith
problems does increase with age. This results in 1ncreased health care
costs which must be partly covered by employers. The functional con-
sequences of episodes of illness experienced by older employees are
highly variable and it is difficult to evaluate the degree of cost savings

Fxhibit 6-~3

Work-injury ratios by agel

Percent Percent work
Age Fmployment Injury Injur;
Distributfons| Distribution Ratio
16 ~ 17 3.2 1.9 .50%
18 - 19 5.3 6.8 .20
20 ~ 24 ' 15.2 21.0 1.38
16 ~ 24 23,7 29,7 1.25
25 ~ 34 26.4 30.3 1.15
35 ~ 44 18.7 16.7 .89
49 ~ 54 17.6 13.6 .77
95 -~ b4 11.4 8.8 77
65+ 2.2 0.9 414

1 Based on curreat cases in 26 States. Includes 1llnesses.

2 Industry eamployment CPS data 1977.

3 The ratio computation ¢ column 2 divided by column l.

4 Because of the relatively small magnitudes assocfated wish one |
or both components in these ratfos the relative errors for these
age groups would be larger than those for the other age groups.

source: N. Koot, “lnjuries at Work are Fewer Among Older Employees,” '
Monthly Labor Review, March 1981.

L
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Exhibit 64

Ratio of Dicability Ouwtcomes by Age
k)

Age Group
16~24 2534 3544 A58  53-64 65+
All closed casas 1.19 1.05 N 90 -88 .50
Fatalities 077 .90 1.06 0“ 1.45 2095
Permanent | ' {
disadbilities 81 a” 1.09 .15 1.24 .81
Temporary . .
disablli%es 1.27 1.03 .89 .86 -85 A4S
Other 1.17 1.14 a” 89 .75 .36
-

Source: N. Root, "Injuries st Work Are Fewer Among Older Employees,”
Monthly Labor Review, March 1981.

when older workers continue employment after illness. Health status
itself cannot be predicted by age of employees nor is it directly related
to minor functional decrements accompanying normal aging. The fact
that acute and chronic conditions increase with age is not sufficient to
require changes in corporste gzmnel policies relating to retention
of older workers because most do not experience excessive health prol
lems. The most important issue involves controlling incressing health
care costs for ihat portion of the older work force which experiences
major acute . - chronic health _

Kxy Poners anp Porxcy Issuxs

Chenges in physical, mental, and psychological capabilities associ-
ated with aging occur very gradually, vary considerably between indi-
viduais and generally do not affect performance.

Older workers maintain the capacity to learn and successfully apply
new information, .

Chronological age is not relsted to any level of productivity.

Itrl: most occupations productivity levels remsin stable or increase
wi . . .

Wh:glgglployws experience declining productivity, the declines are
usually caused by factors other than age.

Heslth care costs tend to increase for older workers but most do not
experience sickness episodes which lower work performance. .

'R'ehe critical factor in maintsining productivity of older workers is
al?;ur‘l)tlx’g that their skills and capacities match the requirements of
the job. )
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SECTION 7

Section 7 summarizes policy implications in two parts. Section 7.1
discusses policy issues in several areas and section 7.2 discusses areas
where further research would be helpful. '

7.1 POLICY IMPLICATIONS

Benefit costs do increase with Depending on the benefit plan,
the cost of employees at ages w&’&gn:' like 1‘: to be 1 to 7 percent hl%her

. than at the 45-49 group. At ages 55-59, this increases to 1 to 16 per-

cent. At ages 60-64, this incresses to 5 to 35 percent. At ages 6509, -
the medical cost increases sharply. Peusion costs also increase if the
plan offers actuarial increases and continued accruals. However, if pen-
sion benefits are frozen, thers is actually & reduction in cost in the pen-
sion plan. If accruals are continued, but actuarial increases are not
granted, there are offsetting costs for the accruals and shorter period
of expected benefit payments, In many cases these offset so that there
is no cost or a reduction in cost. If unreduced retirement benefits are
offer=d at ages 60 or 62, then pension costs may start to decline after
the first age at which unreduced benefits are available. This willdepend
on plan design, and has not been reflected in the calculations in this
paper.

xisting legal requirements have served to ensure that older workers
would have access to benefits on generally the same basis as all workers,
They have also served to bringﬁttention to the issues and to the costs
of benefits for older workers. TEFRA amendments changed the over-
all picture with respect to employees who are age 65 to 69. It is the
opinion of the authors that benefits have not been 8 major factor in em-
p O{ment policy decisions made by employers in the but they
could become an incressingly important factor in the future.

Flexible benefits make it possible for employers to spend benefix dol-
lars so as to do the best job for the greatest number of employees. The
authors believe that the needs of employees vary, and that encouraging
employers to offer r ms which allow emglovees to tailor their own
benefits §s desirable. Tf such program can be based on equal cost at
different ages, they will be a positive factor in the hiring and retention
of older workers. '

If policy is to encourage (or not discourage) the employment of
older persons, it is important that the requirements placed on employ-
ers not be too onerous. Therefore, the authors suggest that the require-
ments placed on emplovers should be kept to a minimum, and that the
g‘t]'fncipie of cost equalization be maintained and possibly extended.

is is because it is counterproductive for employers to have com-
pensation policies which are significantly more costly for older
‘workers.

(68)
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Health care costs for older persons whether they are employed or
not employed are hugh. Current per capita health care costs ot the over-
65 population are believed to Le In excess of $4,000 per year. For
Touple, this is in excess of $8,000 per year. The Congress is addressing
this matter when it deals with medicare policy. It is important that
this be dealt with as an issue rehtedwtﬂzbealthcmsgliverysy&
temn, and not through imposing too many requirements on employ-
ers. As demonstrated esarlier, employers arc facing significant cqst
escalation for health benefits which in many cases is beyond their
control to a significant extent.

Existing requirements for older employees may be aggravating em-
slqur cost problems. Further requirements might easily result in

ecisions to reduce the number of older workers because of problems of
obtaining coverage and costs of coverage.

Maintenance of productivity is determined by the extent to which

- the skills of employee~ are matched to the requirements of the job.

For older workers thi. :ssue is often critical because they are more at
risk in terms of skill and education obsolescence. It is well recognized
that the pace of technological change is making continuous education
and training much more important for maintaining the value of
human capital and enhancing the efficiency of productivity. For the
older employee, the access to training and education may become a crit-
ical factor In maintaining the advantage of continuing in employ-
ment. Employers cannot be expected to continue to retain workers of
any age who are unfamiliar with methods of production, equipment, or
work processes.

While there are many reasons why employers have not tended to
offer education and training to older employees in the past, it is
unlikely that this approach can be successfully continued in the future,
Work force aging and the decline in younger Jabor force entrance will
be key influences i, this regard. Thus, for practical reasons employers
will be distributing training and edueation resources more broadly in
the future However, this does not imply that a complete change in
existing patterns is in the offing.

For older employees to more fully benefit from education and train-
ing, some additional encouragement for employers through appro-
priate public policies could be extremely significant. Certainly serious
attention shonld be given to such proposals as the individual training
account. enhancement of tax incentives for employee training and
development activities and experiments with lifelong learning pro-
grams in education, It should be recognized, however. that these steps
alone will not automatically result in emplovers shifting training
resources toward older employees. But they could serve as incentives
for extending training to aging workers on a more frequent and con-
sistent basis,

The eritical issue which will relate to satisfactory employment for
older persons is the maintenance of useful skills throurhout the work-
iner lifetime. Tt is ossential that more attention be paid to the issue of
trainine. both within and outside the workplace so that Americans
have the opportunity to maintain their skills. Toss of skills and inade-
quate access to opportunities to earn new skills will n‘mhn}.ﬂv bP t_he
major problem facing older workers in the future. Public policy initia-
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tives are needed to encourage private sector initiatives in this regard
and to use public educational institutions for this purpose.

'Excess cost can result for an employer whenever there is an employee
poorly matched to a job, or a) employee who is not performing. These
1ssues are not related to age, but are easily confused with issues which
are. 't is the opinion of the authors that the maintenance of sound
svstems of performance appraisa) and personnel management are key
to successfully working with older workers. The same systems prevent
discrimination against women and minorities. Sound personnel policies
are important also for fair treatment of all workers. Public policy
should encourage such systems. There are already in place a variety of
different laws regarding nondiscrimination in employment. It is the
impression of the authors that enforcement of such laws is mixed in
its effectiveness, The authors support consolidation of such require-
ments into one set of standards, with paperwork and filin uire-
ments to be kept to a minimum, and wittx an adequate leve! o% enforce-
ment so that employers will believe that the laws will actually be
enforced.

Some older workers will be displaced and need new jobs. In light
of the re’atively high benefit costs, and the concerns which employers
have, it would be desirable to provide some incentives to emplovers to
encourage the use of such workers. Public support for training for
such displaced workers is also encouraged.

INCENTIVES AND DisincenTIVES IN CosTS OF EMPLOYEX BENEFTITS

Although the attribution of employee benefit costs by age indicates
that certain components of benefit costs increase, it is very questionable
whether employers currently are making employee retention and hir-
ing decisions based on these types of cost implications. Chansing orga-
nizational, skill and technical needs and competition are more im-

rtant ressons for employer personnel decisions including incentives

or earlier retirement. However, this review of the costs of older work-
crs demonstrates that certain components of cost, notably health bene-
fits, may become major influences on employer retention and hiring
decisions in the future. Unless steps are taken to moderate the impact
of these costs, older employees might be in an even more disadvanta-
geous position in the future through no fault of their own. In fact, cost
increases might be significant enough to have the effect of reversing
the desirable goal of using fusnctional rather than chronological meas-
ures to assess the valuo of older employees, making employer policy
decisions even more age related than in the past. The suthors there-
fore believe that issues related to costs of older employees may be
highly significant in terms of their future employment potential. More
research would be appropriate to better define and conceptualize these
issues for public policymakers. .

7.2 RESEARCH NEEDED

Our analysis of costs of older employees has raised a number of ques-
tions which cannot be answered defihitively based on available data.
We believe that further research would be helpful to policymakers in
dealing with these issues. The further research suggested is in those
areas where there are likely to be significant policy considerations.
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We helieve that some costs of emplo t are legitimately attribut-
sbleto‘-.ﬁgandare in fact age relsted. include the costs of health
benefits, life insurance, disability insurance, and certain portions of
defined benefit pension plan costs. Other costs should not be viewed as
being age related even though obeerved experience may differ Uy age.

,Tbese include turnover, costs of training and education, direct pay,
and other human resources costs. ' -

Aress where further research may assist policymskers in under-
;lsm&dmg‘ the workplace and in setting employment related policy in-

ude: '

~Anslysis of the factors which affect pay, sccess to jobs, access to

training opportynities and promotion. :
~Further information about health care costs by age and benefit
lan design, and methods of controlling such costs.
udy of the cost and implications of failure to maintain a match
between skills and job assignment. The implications of failure to
do lifelong training.
— Productivity implications of providing or not providing regular
training and maintenance of human capital.
—Use of flexible benefits to aid in providing benefit packages well
suited to the needs of all workers at a reasonable cost.
—The implications of various approaches to heslth care and retire-
ment benefits for workers over age 65, including innovative and

new app

»
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APPENDIX

ATTRIBUTED COST OF SANPLE CONPENSATION PLAN BY ASE
Exhibat A -}

Redjcel:
Per Esployee Total Cost Per Yesr $1,600 .
Eaployee Contributions par Yeor $0

Pansions Befined Benefst
Percentage of Salary 2.0%

Life Insurance - 2 times Pay - Noncontributory

Msgical Cost Pensson Cost Life Insurance Salary plii Cost
Age Pa:d by Patd by Cost Faid by Stat~d Relative to
Growp Eeployer Employer Esployer Benefits Age 435-49

Salary Level -~ $10,000

Unger 30 $3,280 844 $20 $11,348 ”%.2%
30-34 $1,280 66 s20 811,364 95. 43
33-3¢ $5,280 $9¢8 $40 $11,410 95.6%
40-44 $1,280 $138 $60 $31,478 956.32
45-49 $1,600 $200 $320 $11,920 100.0%
50-54 $1,800 $292 $200 932,292 103.1%
5939 $2,000 9432 $300 $12,732 106. 6%
80-64 $2,960 $64b 8460 $13,886 114. 0%

65-69¢ $3,600 $0 $440 854,060 118.0%
63~6900 $3,400 $792 $460 834,852 $24. 0%

Salary Level - $25,000

Under 30 $1,280 #1135 50 826,445 96. 52

30-34 $1,28¢0 #1468 $50 $26,495 96.7%

® 35-3¢ $1,280 $240 $100 $26,820 7.2
40-44 $1,290 $343 $150 926,773 v7. 7%

45-49 $1,800 £300 $300 827,400 100.03%

50-54 $1,0800 $730 $500 20,030 102.32

35-59 $2,000 $1,080 $750 28,830 105.2%

60-44 $2,560 $1,619 $1,1%¢ $30,323 110.7X

69-49¢ $3,600 $0 $1,150 $29,750 100. 6%

65-49es $3,800 $1,960 $1,130 $31,730 115.8%

Salary Level - $30,000

Under 30 $1,280 $230 $100 $51,010 97.0%
30-34 $1,280 $330 $5100 51,710 ”.21
35-39 $1,280 $480 $200 51,960 97.7%
40-44 $1,200 $8%0 $300 $52,270 96.31
45-49 $1,600 $1,000 $600 T 983,200 100.0%
50-54 $1,800 $1,450 $1,000 $54,260 102.0%
35-89 $2,000 $2,160 $1,%00 895,680 104,63
40-04 $2,560 $3,2%0 $2,300 $58,090 109,22

45-69¢ $3,600 $0 $2,300 595,990 T 105,11
85-46%00 $3,400 $3,940 $2,300 $59,060 112.9%

eActuarsal equivelent sncrease but no coatinued pension sccrusl aftear age 65
eeContinued pension accrual after age &5 and actuarial equivalent benefit sncrease

(15)
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AT" “BUTED COST OF SAWLE CONPENSATION PLAN BY AGE
Exhibst A ~ 2

\
Nedicals

76

Per Employep Total Cost Per Yesr
Eeployee Contridetions per Year

Pansion: Pefined Bunefit

Percenfage of Salary

Li¢e Insurance - 1 times Pay ~ Noacontributory
I

Nedicas!l
Age Patd by
, Sroup Eeployer

[ 4

tnser 30
30~ 34
35-39
4044
§5-49
50-54
58-89
40~ 64

85-69¢
836900

Under 30
¥0~34
35-39
40-44
45-49
30-54
55-9¢
60-64

63-49
85-4900

Undar 30
$0~34
35-39
40-44
45-49
$0-54
$5-59
60~-64

85-49¢
$5-690¢

eActuarisl eguivalent incresse but no continued pension accrusl after age 5

Co?t

$480
s680
$680
$4680
$1,000
$1,200
$1,400
81,960
$3,000
$3,000

$480

$680

$680

$680
$1,000
$1,200
$1,400
$1,960
$3,000
3,000

$480

$680

$480

$680
$1,000
$1,200
$1,400
$1,960
$3,000
$3,000

'oﬁtso« Cost
Paig by
Enployer

Salary Level -~

$4s
66
$9
$138
$200
$292
8432
s6dé
$0
$792

Selary Leve) -~

$113
$145
$240
$343%
$500
$730
$1,080
$1,819
$0
$1,900

Salary Level ~

$23¢0
$330
s490
$490
81,000
$1,440
$2,560
43,230
$0
83,980

$1,000
$4600

2.0%

Life [nsurance Salary plus
Cost Paté by

Enployer

$10,000

$23,000

$50,000

$20
$20
$40
$60
#3520
$200
$300
$460
$440
$440

$30
$30
$100
#3150
$300
$300
$750
$1,130
$1,150
$1,150

$100
$100
$200
$300
$4600
$1,000
$1,3500
$2,300
$2,300
$2,300

Banefits

$10,746
$10,766
$10,616
$10,878
$11,320
$11,692
$52,852
$13,066
$13,480
$14,252

$25,045
425,895
$26,020
$26,17%
76,000
$27,430
$28,230
29,728
$29,190
$31,1%

$51,010
#51,810
$51,340
$51,070
$52,600
$53, 660
$35,000
$57,490
33,300
$59,260

Cost

Relative to
Age 45-49

4.2
35.12
95.3%
9. 12
100.0%
103. 3%
107.2%
115. 8%
118.9%
123.9%

9. 47
96.0%
7.1%
$7.7%
100.0%
102. 4%
103,31
110.9%
108. 6%
118,22

.03
.22
97.8%
§6.2%
100.0%
102.0%
104.7%
109.3%
105. 1%
112.7%

seContinuad peaston accrual after age 43 and sctusrsal equivalent Denefst incresse

O
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Age
Sroup

UInger 30
30-34

35-39

40-44

45-49

50-34

55-9¢

$0-04

- pS-87e
69-69e0

under 30
30-34
$5-39
40-44
45-49
So-54
83-39
60-~64
83-49¢

85- 4690

Unser v
30-34

35-39

40-44

45-49

$0-54

¢ 95-59
50-64

A%8-49¢
4%-49¢¢

sAstuarial e3uivalent increase
ssfontinued pension accrual after age [+]

O

RIC
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ATTRIBUTED COST OF SANPLE CONPENSATION PLAN pY

Nedical:s
. Per Employee

Eaployee Contradutions per Yeai

™

.

AGE
Extibit A - 3

+cnsr1ont Pafinas Benefst

‘ercentage of Salary

Life Insurance

nedical Cost
Pard by
Employer

$2,240
$2,240
$2,240
. $2,240
$2,300
$3,1%0
$3,300
$4,400

el 28y
<280
$2,240
$2,240
$2,800
$3,15¢
$3,500
4,480
$6,300
$4,300

$2,240
'$2,240
$2,240
$2,240
$2,000
$3,150
$3,500
$4,480
$b,300
$6,300

Total Cost Per Vear 2,800
$0
2.0%
- 2 times Pay - Noncontribdutory
Pension Cost Life Insurance Salar
Pard by Cost Pard by Stated
taployer Eaployer Benefits
Salery Level - $10,000
$4b s $20 $12,308
$66 $20 $12,326
$% $40 $12,376
$138 $40 $12,438
$200 $120 L$13,120
$292 $200 $13,042
$432 $300 $14,232
646 $45C $35,986
$0 $4560 $316,760
$792 $460 $17,352
. lgry Lavel - $25,000
$115 $50 $27,40%
$165 $50 $27,459%
$240 $100 $27,%60
$345 $130 $27,73%
$50¢0 $300 $26,400
$730 $500 $29,380
$1,080 $750 $30,330
$1,610 $1,150 $32,245
$0 $1,1%0 $32,4%
1,980 $1,150 $34,4%0
Salary Level - $30,000 ,
$230 $100 $52,370
$330 $100 $52,670
$4680 $200 $52,920
$690 $300 $53,230
$1,000 $600 $54,400
$1,460 $1,000 $55,610
$2,180 $1,500 $57,140
$3,2%0 $2,300 $60,010
$0 $2,300 $58,600
$#3,9%0 $2,300 el 1

but no continued pension accrual sfter
and actuarial eguivalent bene

-~

Cost
Relatr. .~ to
AgL 4D 9

93.8%
93.9%
94.3%
94.8%
100.0X
104.0%
108.5%
118.8%
127.7%
$33.8%

95.82%
96.0%
95,42
§7.0%
100.0%
$02. 7%
105,02
112.7%
113,91
120. 4%

96. 6%
95.81
97.3%
97.8%
100.0%
102, 2%
303, 1%
110, 3%
107.71

sge 65

1t 1ncrease

.
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Age
6r oup

Under 30
30-34
35-39
40-44
45-49
50-54
5%-59
60-54

45-490
45-4000

Under 30

35-39
40-44
43-49
50-54
35-5¢9
60-64
83-49¢
87-b%¢s

Under 3¢
3c-34
35-3¢9
40- 44
46-49

0-34 .
35-59 .

80-64
85-69¢
oN-b9es

#Actuarsal squivalent inc-ease but no continued pension accrual after age 43

ATTRIBUTED COST OF SANPLE CONPENSARTION PLAN BY AGE

Nedical:
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Exhibat A - &

Per Eeployee Total Cost Par Year
Esployese Contributsons per Year

fension: Defined Benefit
Percentage of Salary

Lafe Insurance - 2 times Pay - Norcontradutory

Nedical Cost
Pasd dy
Employer

$1,540
$1,640
$1,640
$1,640
$2,200
$2,550
$2,900
3,080
$5,700
$5,70¢

$1,640
$1,540
$1,680
$1,600
$2,200
$2,350
$2,900
$3,680
$5,700
$5,700

$1,680
81,680
81,640
$1,8400
' $2,200
$2,550
$2,900
$3,8080
$5,700
5,700

Pension Cost

T Paid by

Employer
Salary Level -

$45
$bé
$96
$158
$200
$292
$432
$646
$0
$792

Salary Level -~

$115
$165
$240
$345
$500
$730
$1,080
$1,613
$0
$1,980

Salary Level -

$230
$33¢0
$480
$690
$1,000
$1,440
$2,160
$3,230
$0
3,560

$2,800
$600

2.0%

tife Insurance Salary plus
Cost Pard by

Employer

$10,000

$25,000

$50,000

$20
$20
s40
$40
$120
$200
$300
$460
$450
$4560

$50
$30
$100
$130
$300
$300
$750
$1,150
$1,130
$1,150

$100
$100
$200
$300
$67%

" $1,000

$1,500
$2,300
$2,300

ca wan
Phydvy

Senefits

$11,706
$11,726
$11,776
$11,030
$12,520
$13,002
$17,632
$14,986
$16,160
$16,952

$256,805
$26,859%
$26,980
$27,13%
$28,000
$28,780
$29,730
$31,645
$31,850
$33,830

$51,970
$32,070
$52,320
$52,630
$53,800

©,010
$56,560
$59,410
$58,000
260,700

Relative to
Age 43-49

935.51
93.72
94.13%
94.6%
100.0%
104,22
108.92
119.7%
$129.32%
135. 02

95.72
95.9%
96.4%
96.97
100.02
102.82
106.22
113.0%
113.8%
120.8%

96.562
96.8z2
97.2%
97.8%
100,02
102.2%
105.1%
110.42
107.8%

115.23%

seContinued pension accrual after age 65 and actuarial squivalent denefit smcrease

ERIC

Aruitoxt provided by Eic:
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eActuvarial wquivalent
ssContinued pension accrual after c~v 43 and sctusrisl

O

Age
Sroup

nder 30
30-34
35-39
40-44
4549
30-54
$5-9¢
4

69-69¢
65-49¢0¢

nder 30
30-34
> 35-39
40-44
45-49
50~54
5-5¢
40464
45-69¢
65-690¢

nder 30
30-34
35-39
$0-44
45-49
50-54
55-5¢
60-64

65-69¢

#5-4"00

ERIC

Aruitoxt provided by Eic:
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ATTRIBUTED COST OF SANPLE COMPENSATION PLAN BY ABE

Nedical:

Exhibit A - 5

Per Employee Total Cost Per Yeor
Eaplovee Contridbutions per Year

Pension: Defined Banefst
Percentage of Salery

Lite Insurance ~ 2 times Pay - Noncontributory

Medical
Paird by
teployer

Cost

$1,040
$1,040
$1,080
$1,040
$1,600
$1,950
$2,300
$3,280
$5,100
$3,100

$1,040
$1,080
$1,040
$1,040
$1,600
$1,950
$2,300
$3,280
$5,100
$5,100

-
$1,040
$1,040
$1,040
$1,0480
$1,5600
$3,9%0
$2,300
$5,100
9,30y

Pension Cost
Pasd by
Esplover

Salary Level -

46
$hd
$96
$138
$200
$292
$432
$6456
$0
$792

Salery Level -~

$119
$163
$240
$345
$500
$730
$1,080
$1,619%
$0
$1,980

Salary Level -

$230
$330
$480
$490
$§,000
81,460
$2,150
$3,230
$0
23,960

$2,800
"'200

2.0%

Life Insurance Salary plus
Cost Paid by Stated

taplover

$10,000

$25,000

$50,000

Benef:

$20
$20
$40
$60
$120
$200
$300
$4460
$460
$460

$50
$50
$300
$150
$300
$500
$7350
$3,350
$1,150
$1,190

$100
$100
$200
$300
$600
$1,000
$1,500
$2,300
$2,300
$2,300

ts

$11,106
$11,126
$11,178
$11,238
$11,920
$12,442
$13,032
$14,386
$15,560
$16,352

$26,20%
$26,259%
$26,300
$26,535
$27,400
$78,180
$47,130
$31,045
$31,2%0
$33,230

$51,370
$31,470
51,720
$52,030
$53,200
$54,450
$535,960
$58 810
$5/,400

ie TIA
g

Lost

Relative to
Age 45-49

increase but no continued pension sccrual sfter age 65
equivalent benefit incresse

93.22
93.3%
93.6%
94.32
100.0%
104,42
109.32
120.7%
$30.52
137.2%

95.62
95.8%
96.3%
96.8%
100.0%
102.8%
$06.3%
113.3%
134.1%
124.31

6. 6%
96.72
97.2%
97.8%
100.0X
102.3%
105.21
110.52
167.9%
1Hy. N



ATTRIBUTED COST OF SANPLE CONPENSATION PLAN BY AGE

. Exhipit A ~ &
Nedicals
Per Esployee Total Cost Per Yesr 41,600
Esployee Contributions per Year 0

Pension: Befined Benefi’ :
Percentage of Ealary . 3.0

Life Inserance - 2 tiews Pay - Noncontribwtory

Nedical Cost Pension Cost Life Insurance Salary plus Cost

Age Paid bv Paié by Cost Pai¢ by Statesd Relative to
' Sromp Employer Employer Espleyer Beasfits Age 45-49
‘ Salary Level - $10,000

Mtr; 30 $3,2080 $115 $20 $11,815 93.42
30-34 $5,230 $1435 $20 $11,4635 93.82
-3¢ 1,200 , $240 $40 $11,540 94.862
40-44 1,280 ) $345% $60 $11,605 95.42
45-49 $3,400 . 300 $120 $12,220 100. 0%,
30-54 41,000 $730 $200 s 812,730 104,2X%
959 $2,000 C 45,080 $300 $13,380 109.5%
40-464 $2,340 $1,613 $450 $14,535 119.682
83-49¢ $3,600 $0 $450 $14,060 115.1%

45-4%40 $3,500 $1,980 $440 $14,040 131.3%

Salary Level - £25,000 : .

Under 30 1,280 $286 $30 $26,618 4,63
30-34 1,280 $413 $30 $26,743 5.0%
35-3¢9 1,280 . $600 $100 $24,980 .82
40-44 $1,280 #8463 $150 $27,293 97.0%
43-49 $1,600 $1,250 $300 $28,1%0 100,02
s0-34 81,800 $1,825 $300 $29,1125 103, 5%
35-99 $2,000 $2,700 $750 $30,4% 108.2%
8084 2,560 $4,038 $1,150 $32,748 116.32
85-4890 $3,600 $0 $1,150 $29,750 105.7%

85-49a0 $3,600 $4,990 $1,150 $34,799 123.31

Salary Level -~ $30,000

.ndar 30 1,280 $575 $100 $51,995 95.0%
50-34 $1,280 $825 $100 - 952,209 5,41
35-39 $1,280 $1,200 $200 $52,680 .31
4044 $1,280 $1,725 ¢ $300 $35,30% 97.4%
45-49 $1,0 $2,500 $600 954,700 100.0%
50-54 $1,800 3,650 $1,000 $34, 450 $03.2%
55-59 $2,000 $3,400 $1,500 $99,900 107,71
60-64 $2,540 8,075 $2,300 $62,935 115,11

$5-i%¢ - 85,400 $0 $2,300 $35,900 102,23
65-8900 $3,500 $9,900 $2,300 $45,000 $20,3% -

*Actusrial aquivalent increase but no continued pension accrun’ after age 4%
eeContineed pension sccrual after age 65 ~nd actuarial equivalent Beneiit increase

eRlc s¢ ' BEST COPY



Age
Srevp

Under 30
J0-34
35-39
4044
4549
S0-54
55-59
80-04

$5-69¢
bu-bFee

Under 30

30-34

) 35-39
40-44

45-49

50-54

55-59

40~ 48

65-69¢

65690

Under 30
30-34
35-3¢
40-44
45-49
50-54
95-59
60-64

85-69¢
88-5919

eActuarssl equivalent increase but no continued pension accrual after age

81
ATTRIBUTED COST OF SAMPLE CONPENSATION PLAN BY AGE
Exhibst A - 7
Negscal: .
Per Emplioyes Total Cost Per Year $1,400
Eaployee Contributsons per Year $400

Pe.ssson: Defined Benefat
Percentage of Selary 3.0

Life Insurance ~ 2 tises Fay - Noncontribetory

Wedical Cost Pensson Cost Life Insurance Salary plus
Faid by Paid dy Cost Paid by Stated
.Esployer Eeployer Esployer Banefits

Salary Level ~ $10,000

480 9115 920 $10,815
$480 #1569 $20 $10,289
$680 $240 $40 $10,960
$580 $345 $50 $11,08%
$1,000 $500 $120 $11,620
$1,200 $710 $200 $12,130
$5,400 s1,08% $300 $12,780
#1,980 $5,619 $440 $14,035
$3,000 $0 $450 $13,480
$3,000 +1,900 $450 $13,840

Salary Level - $25,000

$680 $289 $50 $26,018
$600 $413 $50 $26,143
9680 $600 $100 $26,380
680 $863 $150 $26,693
$1,000 1,250 $300 $27,950
$1,200 $1,825 $300 $20,525
$1,400 $2,700 $750 $27,850
1,960 $4,039 $1,150 $32,148
$3,000 0 o 1 $29,150
#3,000 $4,950 $1,150 . $34,300

Salary Leve) - $350,000

sepot © $57% $100 $51,395
#5680 929 . $100 $51,405
$680 $1,200 $200 $52,080
8480 $1,72% $300 $52,70%
$1,000 $2,500 $600 $54,500
$1,200 $3,650 $1,000 $53,850
$1,400 $5,400 $1,500 $39,300
$1,960 $0,07% $2,300 $62,339
$3,000 $0 $2,300 .$5%,300
$3,000 49,900 42,300 $45,200

Cost
Relative to
Age 45-49

93.1%
93.91
945
9. 41
190. 0%
104, 4%
119.0%
120.81
115.8%
i32.9%

94. 42
94.92
95. 82
9.92
100.0%
102.35)
108.3%
£16.7%
103,81
123.9%

94.92
95. 41
96.3%
97.4%
100.01
103.2%
107.81
115.2%
102.2%
120.5%

eeContsnued pensson accrual after age 8% and actuarial equivaient dbenefit increase

ERIC

Aruitoxt provided by Eic:
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ATTRIBUTED COST OF SANPLE COMPENSATION PLAN BY AGE
Exhibit A - 8
Nedacal:
Par Eaployee Total Cost Per Year $2,800
Ee~loyee Coatridations per Year $0

Fersions Definad Paneést .
Parcentage of Salary 5.0

Life Insurance ~ 2 times Pay - Noncontridutory

Medical Cost Pension Cost Life Insurance Salary plus Cost
Age Paid by Paid by . Cost Paig by Stoted Relative teo
Sroup Employer Esployer Enployer Bendfits Age 45-49

Salary Level -~ $10,000

tnder 30 $2,240 $113 $20 $12,37% 2.2%
30-34 $2,240 $1465 s $20 $12,425 92,67
33-39 $2,240 $240 $40 $12,320 93,32
4044 $2,240 $343 ! $60 $12,64% .22
43-49 $2,800 360 $120 . _. - £1%,420 100.02
30-54 $3,1%0 $730 $200 $14,080 104.91
35-59 $3,300 $1,080 $300 $14,000 110.9%
60-64 $4,480 $1,613 $460 $16,955% 123.43

43-69¢ $6,300 $0 $4460 $16,760 12.2
45-690¢ $6,300 $1,980 $460 $18,740 139,62

Salary Level -~ $23,000

Under 30 $2,240 $289 $50 $27,978 94.0%
30-34 $2,240 $413 $50 $27,703 94.41
35-3¢ $2,240 $500 $100 $27,940 95.23
40-44 $2,240 #8463 $150 $28,253 956.32
45-49 $2,000 - $1,250 $300 929,350 100.0%
50-54 ‘3,180 61,029 $500 $30,473 103.81
95-59 $3,500 $2,700 $750 $31,9%0 108.91
6044 84,400 ' 44,038 $1,150 $34,008 118.13

65-49¢ $6,300 $0 21,150 $32,4%0 110,43
45-590¢ $6,300 $4,950 $1,3i50 $37,400 127.4%

Salary Level - $30,000

Undar 30 $2,240 $573 $100 $52,915 94.72

30-34 $2,240 9923 $100 $53,145 95.1%

35-39 $2,240 $1,200 $200 $33,640 96.0%

. 40~44 $2,240 $1,72% . $300 $54,265 97.1%
r 45-4¢ $2,000 $2,500 $400 $55,900 100.0%
30-34 $3,130 $3,630 $1,000 $37,800 103.43

33-5¢9 $3,500 95,400 $1,5%00 $60,400 . +08.1%

&0-c* 4,480 $8,073 92,300 $64,83% 116,02

85-49¢ $6,300 $0 $2,300 $58,600 104.82

45-690e $4,300 $9,%00 $2,300 $68,300 122.%2

¢Rctuarial eguivalent increase but no co.. -~ 2d penston accrual after age 65
esContinced pension accruasl after age 65 and actuarial equivalent denefit increase

ERIC | - 88 BEyi LuPrY —
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L
. ATSRIBUTED COST OF SANPLE COMNPENSATION PLAN BY ASE
. Expidit A -9
Redicals
Per Esployee Total Cost Per Year 42,800
Eeployee Contributions per Year $400
Pension: Befined Banefit
Rercentage of Salary 35.0%
L1fe Insurance -~ 2 times Pay ~ Noncontridutory
Medical Cost Pwnsion Cost Life Insurance Salary plus  Cost
Age Pasd by faid by Cost Paid by Stated Relative to
Sroup Esployer Eaployer Eaployer Benefits Age 45-49
Salary iLevel ~ $10,00°
Under 30 83,640 §119 $20 $11,278 ?1.9%
J0~-34 $1,640 $365 $20 $11,023 92.2%
35-3¢ $1,440 $240 $40 $11,920 93.02
- 40-44 1,640 #3435 . $60 $12,085 94.02
45-49 $2,200 $300 $120 $12,0820 100.02
$0-54 £2,5% $73%0 $200 $13,48¢C 109,12
55-5¢9 $2,9¢0 £1,080 $300 $54,280 111,41
60~ 64 $3,880 $1,613 $460 $15%,995 124.52
4569 $3,700 $0 $460 $16,160 126.1%
85-6%00 $3,700 5,980 $4460 $18,140 N LI 9%}
Salary Level - $25,000 ¢
Under 30 $1,640 $208 $50 $26,97t 93.81
30-34 $1,640 $453 $50 $27,103 4.2
359-39 $1,4640 $600 $160 $27,340 95.1%
40-44 $1,640 $863 $150 $27,4853 956.2%
45-49 $2,200 41,250 $300 $20,750 100.0%
50-54 $2,550 1,825 $300 $29,8735 103.92
55-5¢9 $2,%00 $2,700 $750 $31,3%0 109.0%
60-564 $3,880 $4,038 $1,150 $34,008 118.5%
65-49¢ $5,700 $0 33,1%0 $33,8%0 150.8X
65-6%¢0¢ $5,700 $4,950 $1,150 436,800 128.02
Salary Level - $30,000
under 30 $1,680 #5753 $100 452,319 T 94.6%
30-34 $1,680 $825 $100 $52,946% 95.1%
35-39 $1,640 9. 61,200 $200 $53,040 95.9%
40-44 $1,680 ° " $1,729 $300 $53,665 97.0%
45-49 $2,200 $2,500 $600 $55,300 100.0%
50-54 $2,550 $3,650 $1,000 $57,200 103. 4%
55-39 $2,900 $5,400 $1,500 $39,0800 ,}09.11
60-64 $3,860 $8,079 $2,300 $64,2%5 $16.2%
65~69¢ $5,700 ' $0 $2,300 $58,000 104,92
89-69¢¢ $3,700 $9,900 $2,300 $47,900 122.8%

eActuarial equivalent sncreass but no contineed pension accrual after age 69

eeConty ved pension sccrual after age

&S and actusrial squivalant bdenefit increase



. ATIREBUTED COST OF SANPLE COMPENSATION PLAN BY ABE

* Medicals
Per Esployee

Exbipit A - 10

Total Cost Pzr Year

Employee Contridutions per Year

Pensions Sefined Banefst
Percentage of Salary

Life Insurance ~ 2 tieses Pay - Noncontridatory

82,800
$1,200

5.01

Redical Cost Pension ( st Life lasurance Salary plus Cost
Age Paid by Paid by Cast Paid oy Stated Relative to
Sroup  Employer Esployer Eapioyer Benefits e 45-49
Salary Level - $10,000
Under 30 $1,040 $119 $20 $13,179 91.4%
S0-34 $1,040 $16% « $20 $11,22% 91,93
. 35-3¢ 1,040 $340 $40 $11,320 92.6%
‘ 40-44 $t,040 $34% $60 $11,443 93.7%
45-49 41,600 #3500 $120 $12,220 100.0%
30-54 $1,950 $730 $200 $12,800 105. 41
55-5¢ $2,300 -$1,080 $300 $13,680 111.9%
? 60-68 $3,280 $1,615 $4560 $15,355 425.7%
65-49¢ 5,100 $0 $440 $15,360 127.3%
43-46%0¢ $35,100 $1,930 $4460 $17,540 143.52
- Salary Leve} - $25,000
Under 30 $5,040 $288 $30 $26,378 93.7%
30-34 $1,040 $413 50 $26,503 94,13
35-3¢ $1,040 $600 $100 $26,740 5, 0%
40-44 $1,040 8963 $130 $27,33 95.312
45-49 $1,600 $1,250 $300 * $20,150 100,032
90-54 %1,950 $1,6825 $500 $29,275 104, 0%
35-5¢ $2,300 $2,700 ‘$750 $30,7%0 109,22
60~64 $3,280 $4,038 $1,130 $33,%48 118. 9%
5-49¢ $5,100 $0 $1,1%0 $31, 111.0%
63-490¢ $3,100 4,950 $1,150 $36,200 128, 6%
Salary Leve)l - $30,000
Under 30 $1,040 #5793 $100 51,715 94.5%
30-34 $1,040 #8235 $100 $51,945 5.0
35-39 $1,040 $1,200 $200 132,440 93,91
40-44 $1,040 $1,725 $300 : $53,069 ¥7.01
45 49 $1,600 $2,500 $600 $54,700 100,02
30-54 $1,950 $3,650 1,000 $56,600 103.5%
$5-59 $2,300 $#35,400 $1,500 $99,200 108,21
60-64 $3,280 $8,078 $2,300 863,655 116,43
65-6%¢ $5,100 $0 $2,.300 $37,400 1C4.93% *
X 83-8%0e $3,100 $9,900 $2,300 $67,300 123.0%
\ *Actuarial equivalent increase but no continwed pension sccrua) after age 69

seContinued penston accrual after age &5 and actuarsal equivalent penefst increase
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Age
roup

/ under 30

30-34

. 35-39
40-44
45-49
50-54
55-8¢
8084
83-4%¢
69-469¢¢

Under 30

30-34

3%-39

n 40-44
45-49

50-54

35-99

60~64

09-69¢

65-69¢0¢

Under 30
30-34
35-3¢
40-44
45-49
50-54
9559
60-~64

65-89¢
45-590¢

86

ATTRIBUTED COST OF SANPLE CONPENSATION PLAN BY
Exhidit A - 11
Redical:
Per Esployee. Total Cost Per Year
Eaployee Contridutions per Year

Pension: Deiined Benefit
Percentage of Salary

Liée Insurance ~ 2 tises Pay - Nonconmtridutory

AGE

$1,600
0

10.0%

Nedical Cost  Fension Cost Liéc Insurance Salary glus

Paré dy Paszd by Cost Paié by
Eaployer Eaployer Esployer

Salary Level - $10,000

$1,280 $230 $20
$1,360 $330 $20
$1,280 $480. $40
" $1,280 $490 $60
1,600 $1,000 $120
$.,800 $1,460 $200
$2,000 $2,160 _ $300
$2,560 $3,230 $450
$3,600 $0 $460
$3,600 $3,960 $460

Salary Leve) - $25,000

$1,200 $575 $50
$1,280 $825 $30
$1,280 $1,200 $100
$1,280 $1,725 $150
$1,600 $2,500 $300
$1,800 $3,650 $500
$2,000 $5, 400 $750
$2,560 $8,075 $1,130
3,600 $0 $31,150

$3,600 $9,900 $1,150

Galary Level - $50,000

$1,260 1,150, $100
$1,280 $1,650 $100
$1,280 $2,400 $200
$1,260 $3,450 $300
$1,600 $5,000 $500
$1,800 $7,300 $1,000
$2,000 $10,800 ° $1,500
$2,560 $16,150. $2,300
$3,600 $0 $2,300
$3,600 $19,800 $2,300

eActuarial equivalent increase put no continued pension

eoCont1nued pension accrusl after age 43 and sctuariel

O

LRIC

Stated
Benefits

$11,530
$51,630
$51,900
$12,030
$12,720
$13,860
$14,880
$16,250
$i4,060
$18,020

$26,905
$27,158
$27,580
$28,155
$29,400
$30,950
$33,150
$36,78%
$29,750
$39,630

$52,530
$53,030
$33,890
$55,030
$57,200
$60,100
54,300
$71,010
$55,900
$75,700

sccrual after age 63
equivalent benefit sncrease

Relative to
Age 43-49

90.6%
91.482
92.8%
4.6
100.0%
105.8X
113.7%
127.81
110,.5%
141.72

91.51
92.4%
93.8%
93.8%
100,02
105.32
112.8%
12%.1%
101,22
134,92

91.8%
92.7%
94,21
95,23
100.03
105.1%
312.02
124,12
97.7%
332.32

BEST COPY

91
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ATTRIBUTED COST OF SANPLE COMPENSATION PLAN BY AGE A
Exhadst A ~ 12

Nedicals .
Par Employee Yotal Cost Per Year $1,600
Eaployese Contributions per Year $600

FPension: Pefined Benefst
Percentage of Selary 10.0%

Lifte Insursnce ~ 2 tsoes Pay ~ Noncontributory

Nedical Cost Pension Cost Life Insurance Salary plus  ast
ye Paid by Paid by Cost Paid by  Stated " Relative to—.
6r~~~  Esployer Esployer Eaployer Benefits Age 43-49

Salary Level - $10,000

nder 30 $680 $230 $20 $10,930 90.21%
30-34 $680 $330 $20 $51,030 91.01
35-39 $680 $480 T sa0 $11,200 92. 4%
40-44 $680 $490 $60 $11,430 24.3%
45-49 . $1,000 $1,000 $120 $12,120 100.0%
50-54 $1,200 $1,060 $200 $12,860 106.13
55-59 $1,400 $2,160 $300 $13,060 114.4%
40-04 $1,980 $3,230 $460 $15,650 129.1%

65-49¢ $3,000 $0 $440 $13,460 111,13
83-69¢0 43,000 $3,960 $460 $17,420 143.71
Salary Level ~ $25,000 .

Undem 30 $660 $575 $50 $26,305 91.2%
30-34 $680 $825 $50 $26,559 92.2%
35-39 $680 $1,200 $100 $26,980 93.7%
40-44 $680 $1,725 $150 $27,95% 95.71
45-49 $1,000 $2,500 $300 $28,800 100,03
50-54 $1,200 $3,450 $500 $30,350 105, 41
$5-59 $1,400 $5,400 $750 $32,550 113.01
60-64 $1,960 $8,073 $1,150 $36,165 125.6%

83-69¢ $3,000 s¢ $1,150 $29,1%0 101,21
63-6900 $3,000 $9,900 . $1,150° *$3%,050 135.6%

Salary Level - $50,000

Under 30 $4680 $1,150 $100 $51,93¢ .72
30-34 $680 $1,650 $100 . $52,430 v2.63%
35-3¢9 . 8680 $2,400 $200 853,280 94,1
40-44 $680 $3,450 #300 $54,43%0 96.2%
45-49 $1,000 $5,000 $600 $36,600 100.0%
30-54 $1,200 $7,300 $1,000 $3¢,500 105.1%
55-59 $1,400 $10,800 $1,500 $63,700 112.92
60-64 $1,960 $16,150 $2,300 $70,410 124. 402

#5-69¢ $3,000 $0 $2,300 $55,300 87.7%
85-494¢ $3,000 $19,800 $2,300 $73,100 132.7%

tActuarial equivalent increase but no continued pemsion accrual aften age 49
eseContinued penrsion accrual after age 03 and actuarial equivalent benefst increase

o . ~-_ ’ 4 e _' . ' 2' ; 3
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ATTRIBUTED COST OF SANPLE CONPENSATION PLAN BY ASE
Exhipst A -~ 13

Nedicals .
Per Qpploycc Tots) Cost Par Year $2,800 .
Eoployez Contributions per Year : $0

Pensions Deésned Benefst
Percentage of Sélary 10.0%

Life Insuranoe - 2 times Pay - Noncontribetery

Nedical Cost Pension Cost Life Insurance Salsry plus Cost
Age Pasd by Paid by Cost Patd by Stated Relative to
Broup Eeployer Employer Esployer Beneéitse Age 45-49

Salary Level - s:b,boo

Under 30 $2,240 $230 $20 $12,490 89.7%
30-34 $2,240 $330 $20 $12,590 90.42

a 33-39 $2,240 $480 $40 $12,760 .72
40-49 $2,240 $4690 $60 $12,990 93.3%
45-49 $2,800 $1,000 $120 $13,920 100,01
50-54 $3,1%0 81,460 200 $14,010 108, 4%
55-59 $3,500 $2,160 0 $195,950 114.7%
60-44 $4,400 . $3,230 0 $18,.70 130.95%
65-69¢ $6,300 $0 $450 T 818,760 120,42
65~ 6900 86,300 $3,960 $460 $20,720 148.9%

Salary Level - $25,000

Unger 30 $2,240 $879 $50 $27,.865 91.12%
30-m $2,240 $825 $50 $28,115 91.9%
35-39 $2,240 $1,200 $100 $28,540 93.3%
840-44 $2,240 $1,725 $150 $29,119 95.11%
45-49 $2,0800 $2,%00 $300 $30,5800 100.02
50-54 $3,150 $3,650 $500 $32,300 105. 6%
55-59 $3,.500 $5,400 $7%0 $34,650 113.2%
40-44 $4,400 $8,07% $1,150 $38,70% 126.9%
89-69¢ $6,300 ¢ $1,150 $32,450 106.02
65600 . $6,300 $9,900 $1,150 $42,350 139. 4%

Salary Level - $50,000

Yager 30 $2,200 $1,150 $100 $55,490 91.42
30-34 $2,240 $5,650 $100 $55,990 92.4%
35-39 $2,240 $2,400 $200 $54,840 ?3.9%
40-44 $2,240 $3,450 $200 555,90 95.91

T 45-45 $2,800 $5,000 $600 50,400 100.0%

. 50-54 $3,150 $7,300 $1,000 $61,4 10%5. 21
55-59 $3,500 $10,800 $1,500 $65,000 112.7%
60-44 $4,400 $16,150 $2,360 $72,930 124.91

65-69¢ $6,300 $0 $2,300 $50,400 100. 3%

85-59¢0 $6,300 $19,800 $2,300 $78,400 134.7%

tActuarsal tqu;vllcnt sacresse but no-continued pension sccrusl after age 65
eefontinued pension accrual after age 65 and actuarial equivalent peneisl increase
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ATTRIBUTED COST OF SANPLE CONPENSATION PLAN PY AGE
Exhabit A - 14

Medicel: - .
Per Esployes Total Cost Per Year $2,800
Esployee Contridutions per Veasr 8409

Pension: Defsnes Benefst
Percentage of Salary 10.0%

Life Insurance - 2 tises Pay ~ Noncontridu- ory

Medical Cnet  Pension Cost Lsfe Insurance Salary ples  Cost
Age Paid by Paid by Cost Pasd by Stateo Relative to
Sroup Esployer Eaployer Esployer Panefits Age 45-49 )

Salary Level ~ $10,000

tnder 30 $1,540 $230 $20 $11,890 89. 32
30-34 $1,660 $330 $20 $11,990 90.0%
35-39 $1,640 $480 $40 $12,160 1.3
40-44 $1,640 $690 $80 $12,390 93.0%
45-49 $2,200 $1,000 $120 $13,320 106.0%
50-54 $2,950 $1,400 $200 $14,210 106, 7%
55-5¢ $2,900 $2,180 $300 $15,380 115, 3%
$0-04 . $3,0800 $3.230 $450 $17,570 i31.9%

#5-49¢ $5,700 $0 $450 $36,140 121.3%
#5-69¢¢ $5,700 $3,980 $450 $20,120 151,12

Salary Level - $2%5,000

Under 30 $1,600 373 $50 $27,26% §0.92
30-34 $5,640 $025 $50 $27,51% 95.7%
35-39 $1,640 $1,200 $100 $27,940 3.4
40-44 $1,040 $1,723 $150 $20,515 5.13%
43-49 $2,200 $2,500 $300 $30,000 100.0%
30-54 $2,55% $3,450 $300 $31,700 103.73%
85-5¢9 $2,900 $3,400 $750 $34,050 113.51
60~464 $3,800 $8,075 $1,150 $38,105 127.02

45-49¢ $5,700 $0 $1,130 $31,0%90 106.2%
63-692¢ $3,700 $9,900 $1,150 $41,750 | 139.2%

Salary Level ~ 850,000

Under 30 $1,640 $1,150 $100 $52,890 .51
30-34 $1,860 $1,6%0 $100 $33,390 92,43
35-39 $1,040 $2,400 $200 $54,240 93.81
40-44 $1,640 $3,450 $300 $55,390 95,81
495-49 $2,200 $5,000 $600 $57,800 100,02
50-54 $2,5%0 . $7,300 $1,000 $60,050 105,31
55-59 $2,900 $10,800 $1,500 $65,200 112.82
80-84 43,880 $16,150 $2,300 $72,330 125,112

€5-69¢ $5,700 Y $2,300 $58,000 100, 3%
5-89¢¢ $¢,700 $19,800 $2,300 $77,800 134,83

*Actuarsal equivalen: 1ncrease but no contsnued pension accrus) after age 4%
eeContinued pension accrusl after age 65 and actusrsal equivalent benefst 1ncrease

BESL vury
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ATTRIBUTED COS? OF SARNPLE COWPENSATION FLAN BY AGE
Exhstit A - 1S

fedical:
Per Eaplioyer Yotal Cost Per Yeor $2,800
Emplovee Contritutions par Year 1,200

Fension: Defined Pansfit
Percentage of Salary 10.0%

Life 1asurance - 2 times Pay - Noncontributory

L

Redical Cost Pension Cost Life Inssrance Salary plus  Cost
Age Paid by rard by Cost Paid by Stated Relatsve to
Sroup Eaployer faployer Esployar Benefits Rge 45-49

Salary Level - 810,000

Unger 30 81,040 $230 $20 $11,290 86.8%
30-34 $1,040 $330 $20 $1],3%90 89.35%
39-3¢ 81,080 $480 $40 811,560 20.92
40-44 $1,040 $4690 $560 $11,790 92.7%
45-49 $1,800 81,000 $120 $12,720 100.0Y
30-54 $1,990 $1,450 8200 813,510 107.0%
55-39 $2,300 $2,160 $300 814,760 116.0%
60-64 $5,280 $3,230 $460 $16,970 135.02

85-89¢ $5,100 $0 $460 $15,560 122.3%
£5-6%00 $5,100 $3.960 $460 $19,3520 133.5%

Salary Level - $29,000

Under 30 $1,040 1.7, T $50 824,083 9¢. 71
30-34 $1,040 828 50 $26,915% 91.5%
35-3¢ $1,04C $1,200 $100 $27,340 93.0%
40444 $5,080 $1,725 $150 $27,919% 94.92
45-49 $1,600 $2,300 $300 $29,400 100.01
50-54 $1,9%¢0 $3,650 $500 $31,100 105, 0%
%5-39 $2,300 $5,400 $7%0 $33,4%50 113.8%
60-04 $3,200 $8,07% $1,130 $37,508 127.8%

65-69¢ $5,100 0 $1,150 $31,2%0 106.32
65-690¢ $5,10¢ $9,900 $1,150 841,150 140.02

Salary Level - $30,000

Under 3¢ 1,040 $5,430 $100 $52,29¢ 91.4%
30-34 $1,040 81,630 $100 $52,790 92.3%
35-39 81,040 $2,400 $200 833,640 93.8%
40-44 $1,040 $3,450 | $300 $54,790 95.8%
45-49 $1,600 $5,000 8600 $57,200 100,0%
50-54 $1,950 $7,300 ' $1,000 $460,250 108.3%
55-5¢9 $2,300 $10,800 ! $1,500 - 864,600 $12.9%
#0-64 $3,280 46,130 $2,300 $71,730 125. 4%

85-49¢ $5,100 $0 $2.300 857,400 100.32
65-6%00 $5,100 o 9w $2,300 $77,200 135.0%
eActuarsal equivalent sncrease . - continued pes10n accrual after age 6%

eeContinued pension accrual atter age 69 and actusrssl egusvalent benaiéit ancrease
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Age
Broup

Under 30

30-34
35-39
40-44
45-49
3094
35-5¢
60~ 64
63-6%¢
65-49¢¢

Under 30

~

30-34
15-3¢
40~ 84
43~ 4¢
50~-54
55~-5¢
40-564
65-49¢
#3-0900

Under 30

30-34
38-39
40-44
45-49
50-54
55-59
60-64
85-69¢
65-69¢¢

ATTRIBUTED COST OF §
Exhibst - 18

Medicals
Per Enployee Total Cost\ Per Year

Eaployee Contributsons p¥x Yesr

Pension: Defined Contridbution
Percentage of Salary

Lite Insursnce ~ 7 tises Pay -~ Noacontridatory

&

£ CONPENSATION PLAN BY AGE

$1,4600
$0

S.0%
1

Nedical Cost Pans.on Cost Life Insurance Sslary plas

Pasa by Paid by

Salery Level - $10,000

$1,200 $300 , $20¢%
1,280 $300 T s20%
$1,280 $500 $40
$1,200 $500 $60
$1,600 $500 $120
$1,800 €300 $200
$2,000 $500 $300
$2,560 $500 $440
$3,800  { %0 8440
$3,600 $3500 $440

l |

saaojL Level - $25,000
R
i

$1,260 $1,25¢ $50
. $1,280 $1,2%0 $30
$1,2680 \‘i $1,250 $100
$1,280 C O $1,250 $150
$1,800 $1,250 $300
1,800 $1,250 $500
$2,000 $1,2%0 $750
32,560 $1,2%0 $5,150
$3,5600 $0 $1,150
$3,600 $1,250 $1,1%0
$elory Leve) - $50,000
$1,280 $2,300 $100
$1,200 82,300 $100
$1,280 $2,500 $200
$1,280 $2,%00 $300
$1,800 $2,500 $600
$1,800 $2,500 $1,000
$2,000 $2,500 $1,500
$2,560 $2,500 $2,300
$3,800 $0 $2,300
$3,800 $2,500 $2,300

#No further contridbutsans sfter age 65
eelontridutions cantinued after age 45

O

ERIC

Rl A e provided by enic:

Cost Pard dy Statesd
-Employer Enployer Employer Benefits

t

- $11,800
$f1,800
\\\;:11020
840
$12,220
$12, %00
$12,800
$13,520
$14,040
$14,560

$27,580
$27,580
$27,630
$27,480
$28,150
$28,530
$29,000
$29,940
$29,750
$31,000

$33,880
$53,880
$53,980
$54,080
$56,700
$56,000
$57,360
$55,900
438,400

/

Relatsve to
Age 45-49

96. 6%
94,82
%.72

6.9%
100.02
102, 3%
104,72
1106, 6%
113,11
119,11

e

98.02
98.02
98.21
98.31
100,02
101,42
103.0%
104,47
§08.72
110,12

96.52
98.5%
0.7
99.9%
100,02
101, 5%
102,42
104,93
102.22
106.8%

‘1;
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ATTRIBUTED COST OF SANPLE CONPENSATSON PLAN BY ASE
Exnhidit A - 17 ~
Medical: :
Per Esployee Total Cost Per Year $1,600
Enployee Contridutions per Yesr $600

Pansions Defined Cortribution
Parcentage of Salary 5.0%

Life Insurance - 2 tises Pay - Noncontributory R
Medical Cast Pension Cost Life Inswrance Salary plus  Cost
Age Paid by Paid by Cost Paid by Stated Relativ to
Sroup Esployer Eaployer Espleyer Benefits Age 43 ©

Salary Level - $10,000

Uadsr 30 $680 $500 $20 $11,200 9%.4%
30-34 $680 $500 $20 811,200 96.4X
35-3¢ $600 $300 $40 $11,220 6.6
40-44 $680 $300 L $11,240 9%.7%
43-49 81,00 $300 $120 $11,820 100.0%
50~-34 $1,200 $300 $200 $11,900 102.4%
35-5¢ $§,400 $500 $30¢ $12,200 105.0%
80-64 $1,960 $300 $460 $12,920 111.2%

45-469¢ $1,000 $0 £440 $13,4460 115.8%
45-6908, $:,000 500 $4.0 $13,9480 £20.3%

Salsry Level -~ $2%,000

Under 30 $680 $1,250 $50 $26,980 97.9%
30-34 . $680 $1,290 $50 $26,980 §7.9%
35-39 $480 $1,250 $300 $27,030 99.11
40-44 $680 $3,250 $350 $27,080 .31
45-49 $1,000 $1,25¢ $300 $27,550 100.0%
$0-54 $1,200 $3,2%0 $300 $27,930 101,5%
55~-9¢9 $1,400 $1,250 $750 $28,800 103.32
80-64 $1,960 $1,250 $1,150 $29,360 106.6%

e5-89¢ $3,000 $0 $1,150 $29,150 ~105.8%
65-494¢ $3,000 $5,2%0 $1,150 $306,800 © 110.3%

Salary Level - $30,000

Under 30 $680 2,500 $100 53,200 .51
30-34 $080 $2,500 $100 953,280 98.5%
35-39 $480 $2.900 $200 $353,380 9.7
a0-44 $480 $2,500 $300 53,460 98.9%
45-49 $1,000 $2,500 $400 $54,100 100.0%
50-54 $1,200 $2,500 $1,000 $54,700 101.1%
. 8559 $1,400 $2,500 1,500 $53,400 102.4%

80-44 $1,960 $2,500 $2,300 $36,700 104,92
s3-89¢ $3,000 $0 $2,300 35,300 102.2%
65-690¢ 3,000 $2,900 $2,300 57,800 106.8%

oMo further costributions after age 45
seContributions continued after age 63

BEST COpPY
ERIC vioogy

Aruitoxt provided by Eic:
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ATIRIBUTED COSY OF SANPLE CONPENSATION PLAN BY ASE
. Exhidst A - 18
Medicals

Per Esployee Yotal Cost Per Yesr 2,800
Enployee Contridutions per Year $0

Pension: Pefined Coatridution
Percentage of Salary 3.0X

Life Insurance ~ 2 times Pay « Noncontributory
findical Cost Pensson Cost Life Insurance Sa’ary plus  Cost

Age Paid dy Paic by Cost Paid by Stated Relative to
Broup Egploycr Employer £eoployer Benefits Age 45-49

Salary Level - 810,000

Under 30 $2,240 $300 $20 $12,760 95.1%
J0-34 $2,240 $500 - $20 $12,760 93. 1%
38-39 $2,240 £3500 $40 832,780 ”.n 4
40-44 $2,240 $3500 $60 $12,000 93,42 ;
45-49 $2,800 ) $300 $120 © $13,420 100.0%
50-54 $3,150 $500 $200 $13,8%0 103, 2%
38-3¢ $3,300 $300 $30¢ $14,300 106.62
60-44 . 84,480 $500 $450 $315,40 15.1%

83-49¢ $5,300 $0 $460 $16,74v 124.9%
63-69¢¢ $6,300 $300 $460 , *17,268 128. 6%

Salary Level -~ $25,000

Under 30 $2,240 . $1,2%0 $30 $28,540 7.2%
30-34 $2,240 $1,29%0 $350 $28,540 97.2%
35-3¢ $2,240 <$1,250 $100 $28,359%0 97,42
40-44 $2,240 $1,230 $130 $28,640 97.62
15-49 $2,0800 $1,250 $300 $29,4%0 100.0%
30-54 $3,150 $1,250 $300 $29,900 105,93
35-5¢9 $3,500 $1,2%0 $730 $30,3500 103,93
6064 $4,4680 ‘1,250 $1,1%0 $31,880 108.6%

83-469¢ 85,300 $0 $1,150 $32,4M 110, 6%
43-492¢ $6,300 $1,230 $1,150 $33,700 114.82

Salary Leve! -~ $30,000

tirder 30 $2,240 $2,500 $100 $34,840 98.1%
Jo-34 ’ $2,240 $2,500 $100 354,840 98,112
33-3¢ $2,240 $2,500 ’ $200 $34 ,940 98.32
40-4. $2,240 $2,500 $300 $33,040 98.5%
43-49 $2,800 $2,300 $600 $33,900 100.0%
30-34 $3,150 $2,300 $1,000 $54,06%0 101,32
55-9¢ $3,3500 $2,500 $1,500 $37,300 107.9%
$0-54 $4,480 $2,500 $2,300 $39,2680 106.0%

85-69¢ $6,300 . $0 $2,300 $58,600 104,0%

$5-6%4¢ $6,300 $2,500 $2,300 $61,100 109.3%
#No further contridutions after age &9 .
seContradutions continued after age 69

BEST COPY
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ATTRIBUTED COST OF SANPLE CONPENSATION PLAN BY ASE
Exkibit A -~ 19

Nedicals ..
Per Esployee Total Cost Per Year $2,000
Enployee Contridutions per Yesr $600

Pensions Definad Contridution
Percentage of Salary $.0%

Life Insurance - 2 tises Pay - Heacontributory

° Mesical Cost  Pession Cost  Life Insurance Sslary plus Cost
Age Pard by Paid by Cost Paid by Stated Relative to
Group Employer Eaplovyer Eaployer Bunetits Age 43-49

Salary Lovel - $10,000

* Under 30 $1,680 $300 $20 $12,1480 . .n
30-34 $1,640 $300 $20 $12,160 9.2

33-3¢ $1,080 $500 $40 $12,180 95.0%

40-44 . 81,040 $300 880 €12,200 .23

43-49 $2,200 $300 $120 $12,820 160.0%

30-54 . $2,35%0 $300 $200 $13,250 103. 4

95-39 $2,900 $300 $300 $313,700 106.9%

80-64 83,800 $300 $450 814,000 11 .81

45-49¢ $5,700 $0 $460 $16,160 12s. 13

45-4%0¢ $3.700 $300 “ 8460 816,660 130.02

Sslary Level - $25,000

Undec 30 $1,640 $1,250 $5¢0 $27,940 97.2%
30-34 $1,240 $1,250 3¢ $27,%40 97.2%

3%-3¢ $1,640 $1,2%0 $100 $27,990 7.4

40-44 $1,640 3,2 $130 $28,040 97.5%

4 45-49 $2,200 $1,250 . $300 $28,7%0 100.0%
30-34 $2,350 3,250 $300 $29,300 103.9%

55-39 82,900 $1,1590 L8750 $2¢9,900 104.01

40-64 $3,800 o §3,250 $1,1%0 $31,200 ¢ 109.01

45-6%¢ $3,700 $0 81,150 $31,850 130.81
63-49¢¢ - $9,700 $1,750 #1130 $33,100 139.1%

Salary Lovel - $50,000

Under 30 $1,640 $2,500 $100 $34,200 .11

30- 3o $1,600 42,500 $100 34,240 9.3

33-3¢ - $5,640 $2,300 $200 $54,340 98.32

40-44 $1,640 $2,500 $300 54,440 9.5

43-49 $2,200 42,500 $400 $39, 300 100.0%

, 30-54 $2,550 $2,300 $1,000 $54,050 104,42
55-9¢ $5,900 $2,5%0 $1,.300 $36,900 102.9%

60-64 $3,880 $2,500 $2,300 $38,480 106.11

3-89+ $3,700 $0 $2,300 $38,000 104,92

43~4690¢ $5,700 24,300 $2,300 $460,%00 109. 42

ono further contributions sfter age 3] -
ssContributions continued after age &3

| BEST COPY
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ATTRIBUTED COST OF SAMPLE COMNPENSATION PLAN BY AGE
Exmibit A - 20

Nedscals .
Per Employee Total Cost Per vear . 92,800 .
Eaployee Contributions per Year : $1,200

Pension;: Deéined Contridution R 'y
Percentage of Salary S5.0%

(1@ Insurance - 2 tisms Pay - Nonconfributory

Ned:cal Cost Pension Cost Life Inswrance Sslary plys Cost
Rge Pard by Pasd by Cost Pajd by Stated Relative to
Sronp  Esployer Esployer Esployer Benefite Age 45-49

Salary Leve! ~ $10,000

Under 30 $1,040 $500 920 $11,560 94.63
30-34 $1,040 . $500 $20 $11,560 94.61
35-3¢ $1,040 $500 $40 $11,580 94.8%

v)-44 $1,080 $S00 $40 $11,600 94,92 -
45-49 - $1,800 $300 $120 $12,220 100.0%
50-54 $1,950 #3500 $200 $12,450 103.5%
$5-59 $2,300 $500 $300 $13,100 107.22
80-54 $3,280 2500 $450 $14,240 116.53
85-69¢ $5,100 $0 1460 915,560 127. 31
654900 $5,100 $500 3480 $18,080 131.43

Salary Level ~ $2%5,000

Under 30 $1,080 $1,250 $50 $27,340 e7.1%
30-34 $1.080 $1,250 $50 $17,340 97.1%
35-39 $1,040 . £3,250 £100 $27,390 97.5%
40-44 $1,040 $1,250 ' $150 $27,440 97.51
45-49 $1,600 " 81,250 $300 $28,1%0 100.01
5054 $1,950 $1,250 $500 $29,700 102.04%
35-59 . $2,300 $1,250 ‘ $7%0 $29,300 104.13%
80-44 $3,280 $1,250 $1,150 $30,680 109.0%

65-49¢ $5,100 $0 $1,150 $31,2%0 111.0%
65-6909 $5,100 $.,290 $1,150 $32,500 119.51

Sclary Level ~ $50,000

Under 30 $1,040 $2,%00 $100 .$83,640 98.11
30-34 $1,040 $2,500 $100 $53,640 98.53%
3s-39 $1,040 $2,500 $200 $5%,740 98.21
40-44 $1,080 $2,%0 $300 $53,840 98.433
45-49 $1,800 $2,500 $600 $54,700 100.02
50-54 $1,950 $2,500 $1,000 55,450 101. 41
85-59 $2,300 $2,500" $1,500 $56 300 102.91
80-64 $3,280 $2,500 $2,300 $58,080 106.23

63-69¢ $5,100 $0 $2,300 $57,400 106. 9%
5~49¢s $%5,100 $2,500 $2,300 $59,%00 109.5%1

oNo further contridbutions after age 835 .-
e4Contridutions continued after age 45

BEST GOPY -
ERIC - 100 :
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ATTRIBUTED COST OF W’l.i COMPENSATION PLAN BY ASE
Exhidit A - 21 "

Nedical: .
Per Esployee Total Cost Pec Year . $1,800
Eaployer Contridutions per Year - $0

Pension: Pefsned Contridbution
Percentage of Salary 10.0X

Life Insurance - 2 times Pay ~ Noacontributory

Wedics] Cest Pension Cost Life Insurance Salary plus  Cost
fge Paid by Paid by . Cest Paid by Stated Relstive to
Orgup Eeployer Easployer fesployer Denefits Age 45-4¢

Sajary Level -~ $10,000

Under 30 $1,280 $1,000 $20 $12,300 9.7%

’ 30-34 $1,280 $1,000 $20 $12,300 9.7
35-39 $1,280 $1,000 $40 $12,320 2.9%

40-44 1,280 $1,000 $80 $12,340 97.0%

45-49, $1,600 $1,000 s1206 - $12,720 100.0%

50-54 1,800 $1,000 $200 $13,000 102.2%

. 85-59 $2,000 $1,000 $300 $13,300 104. 6%
60-84 $2,560 $1,000 $460 $14,020 110.2%

85-49¢ 3,600 $0 $460 $14,000 110.5%

85-69¢¢ $3,600 $1,000 $4460 . £13,00" 116.4%

Salery Level - $25,000

Under 30 $1,280 $2,300 $30 $28,8%0 98.1%

- 30-34 $1,280 $2,%00 830 $28,830 98.12
35-3¢ $1,280 $2,300 $100 $28,800 98.2%
40~44 $1,280 $2,300 $150 $28,930 90.4% °
45-4¢9 $1,600 $2,500 $300 $29,4800 100.0%
30-94 $1,800 $2,%00 $360 $29,800. 101,42
55-%9 $2,000 82,300 $750 $30,2%0 102.92
40-54 $2,360 $2,%00 $1,150 $31,210 104.2%

63-69¢ $3,400 $0 $1,130 $29,750 101.2%

05-0942 $3,600 $2,500 $1,1950 $32,2%0 109.7%

s.uﬁ Level - $350,000

uUnder 30 $1,290 $3,000 $100 $56,380 5. 6%
35-39 $1,280 $3,000 $200 $34,480 98.7%
40-44 $1,200 5,000 $300 $56,580 .93
45-49 $1,800 $3,000 $600 $37,200 100.02
50~54 B $1,800 $5,000 $1,000 - $37,800 101.02
35-5¢ $2,000 $5,000 $1,300 38,500 102.3%
6064 © 92,360 $3,000 $2,300 . 39,000 104.7%

65-469¢ 83,400 #0 $2,300 $35,900 97.7%
45-4900 835,600 5,000 $2,300 $60,900 104.5%

eNo further contribntions after age 45
seContributions continued after sge 65

’
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Aye

Broup

uUncer 30
30~34
35-3¢9
40-44
43-49
50-5¢
35-59
$0-04

5-69¢
03-89¢0e

Undwr 30
334
35-3¢
40-44
45-49
$0-54
35-59
#0-64

45-69¢
65-49¢¢

Under 30

30-34
35-39
40-44
45-49
30-54
$5-93¢
40-64
§3-69¢
45~-69¢0e

-

Y ' 96

ATTRIPUTED COST OF SANPLE COMPENSATION PLAN 8Y AGE
Exhidit & ~ 22

Nedicals

Por Eapioyee Total Cost Per Yesr
Eaployee Contridutions per Yesr

Pensiont Pefined Contribdution
Percentage of Salary

Life Insurance -~ 2 times P;y -~ Nencontributory

Nedical Cest
Pasd by
Employer

$680
$480
$680
folv
$1,000
$1,200
$1,400
$1,980
83,000
$3,000

$580
$480
sebo
$000
$1,000
$1,200
$1,400
$1,960
$3,000
$3,00¢

»

S, 8680
$480
2400
5580

$1,000

$1,200
$:,400
$1,960
$3,000
$3,000

Pensjon Cost
Paid by
Esployer

Salary Level ~

$1,000
$1,000
$1,000
$1,000
$1,000
$1,000
$1,000
$1,000

0
$1,000

Salary Lovel -

$2,900
$2,500
$2,500
$2,900
$2,500
2,500
$2,300
$7,%00

. $0
$2,%00

Salary Level -

5,000
3,000
® 5000
$3,000
$5,000
5,000
$5,000

* 85,000
$0
85,000

o further contributic s after age 65
esContributions continued after age 45
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ERIC

Aruitoxt provided by Eic:

Esployer

$10,000

$23,000

$30,000

$20 .

$20
$40
$60
$120
$200
$30Q
$4460
$4460
$460

$50
$50
€100
$150
$300
$500
$750
$1,1950
$1,150
$1,150

$100
$100
$200
$300
$400
$1,000
1,500
$2,300
42,300
$2,300

81,600
$600

Life Insurance Solery plus
Cost Paid by
Benefats

$11,700
$11,700
$11,720
$11,740
$12,120
$12,820
$12,700
$13,420
$13,460
$14,460

$28,230
$26,230

02..280'v '

$2¢,330
$20,000
$29,200
$29,450
$30,610
$29,150
$31,650

$35,700
$35,780
35,880
833,980
34,600
$37,200
57,900
$39,260
$55,300
$60,300

Rejative to
Age 45-49

96,52
9s.5%
9.71
96.9%

100, 0%

102.3%

104,82

110.7%

11114

1f9.32

98.02
98.02
- 98.2%
9"0.0
100.0X
101,42
103.0%
106.32
101.2%
109.92

98.02
98.62
.72
8.9
100.02
101.1%
102,32
104.7%
”.717
106.52

102 BEST GurY
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ATTRIBUTED COST OF SANPLE CONPENSATION PLAN BY ASE
Exhipit A - 23
Kedical:
Per Eaployee Tetal Cost Per Year . 92,800
Eoployse Contribations per Year L4
Pensions-Defined Contridution
Percantage ﬁ‘laury $0.0%
, i Life Insurance ~ 2 times Pay - Nencontribwtory
Mudical Cost Pension Cost Life Imssrance Salery plus  Cost
Age Paid by Patd by Cost Paid by States Relstive to
Growp CEopleyer Enployer Enployer Benefits Age 45-49
. Salary Level - $10,000
7~ under 30 $2,240 51,000 $20 $13,260 . 9531
30-34 $2,24¢ $1,000 ’ $20. 913,260 5. 3%
35-3¢ 92,240 b 81,000 $40 $13,280 "%, 4%
40-44 $2,240 $1,000 $60 $13,300 5.5%
‘ 45-49 $2,000 . $1,000 $120 . $13,920 100.02
50-%4 $3,190 $1,000 $200 $14,3%¢ 103.1X%
559 $3,300 $1,008 $300 $14,800 106.3%
40~-64 $4,480 ) 1,000 $440 955,940 114,.3%
#5-49¢ 86,300 "0 $440 $16,760 120.4%
~ 45-b9¢e 86,300 81,000 $4460 $17,760 127.8%
Salary Lovel - $25,000
Under 30 $2,240 $2,300 $50 829,790 97.4%
30-34 $2,240 $2,500 30 $29,790 97.4%
35~3¢ $2,200 $2,500 $560 829,840 97.5%
40~44 92,240 92,300 $1%0 $29,890 97.7%
43-49 $2,800 $2,500 $300 $30,600 100.0X%
50-94 $3,150 82,300 $300 $3§,150 101,082
55-99 83,500 $2,300 : $7%0 31,730 103.68%
60~-04 84,400 82,300 81,190 833,130 108.3%
65-69¢ 6,300 0 $4,150 $32,450 © 106.0%
65-69¢8 86,300 82,900 $1,130 $34,930 154,2%
Sslary Leve) - $50,000
under 30 $2,240 $5,000 $100 $37,340 98 21
30-34 42,240 95,000 €100 $537,340 96.2%
35-3¢ $2,240 $3,000 $200 837,440 98. 4X
40-44 $2,240 $5,000 $300 $57,540 90.5%
45-49 $2,800 $5,000 8460 $38,400 100.0%
50-54 83,150 3,000 81,000 $39,1%0 101,37
55-59 $3,500 $3,000 $1,5¢0 $60,000 102.7%
50-64 84,480 3,000 $2,300 $61,780 105.68X
4%-4%¢ $6,300 0 $2,300 858,600 100.3%
65-6891 $6,300 95,000 $2,300 43,600 108.9%

oo further contrtbutsaas after age &%
eeContridutions contineed after sge 63

BEST COPY
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ATTRIBUTED COST OF SANFLE CONPENSATION PLAN BY ASE
Exhipst A - 24

Nedicals
Per Esployes Yotal Cost Per Year 2,000
Eoployes Contridutions per Year $4600 .

Pension: Pefined Contribution
Percentoge of Satary 10.0%

Life Sasurance -~ 2 times Pay - Noacomtridutory

- Ned.cal Cost Pansion Cest Lite Imsurance Salary slus Cost
Age Pastd by Paid by Cost Paid by Stated Relative to
Stoup Employer Employer Esployer Senefits Age 43-49

Salery Level - 810,000

2

Under 30 $1,640 5,000 20 $12,860 9.0X

30-34 $1,680 $1,000 $2Q $12,660 95.03%
38-39 51,640 $1,000 $48 $12,880 "5.2x
40-44 $1,0680 31,000 S 7Y $12,760 95.3%
45-49 $2,200 $1,000 $120 $13,320 100.0%
30-54 $2,5%0 $1,000 $200 $13,7%0 105.2%
53-59 $2,900 $1,000 $300 $14,200 106, 6%
80-64 $3,0880 81,000 $840 $13,340 118.2%
65-49¢ $3,700 $0 $450 816,180 127.3%
45-4%0¢ $%,700 81,000 ' $440 $17,140 170,0%

Salery Level - $25,000

Under 30 $1,080 T 92,900 $50 $29,190 er1.31
$0~34 $1,6480 $2,500 $50 $29,190 97.3%
v 35-3¢ $1,600 $2,500 . $300 $29,200 47,92
40-44 $1,640 $2,500 N $150 $29,290 97.6%
5~49 $2.200 $2,%500 $300 $30,000 100.0%
80-54 $2,5%0 $2,590 $500 $30,5% = 101.8%
85-9¢ $2,900 ¥2,900 os780 $31,1% 103.0%
4004 $3,880 $2,500 $1,1% $:2,530 108, 6%
#5-69¢ $5,700 - $0 $1,150 $31,0%0 106, 2%
3-4900 3,700 $2,500 $1,150 $34,3% 154.9%
Salsry Level - 834,000
_unger 30 $1,640 $5,000 $100 $56,740 99.2%
30-34 $1,840 $5,000 $300 $36,740 9.2
35-39 $1,600 $3,000 $200 $35,0840 © 99,3%
40-44 $1,080 $5,000 $300 $56,940 99.5%
45-49 $2,200 $5,000 $400 #57,800 100,0%
50-54 $2,550 < $5,000 $1,000 $38,550 101,3%
95-99 $2,900 . $5,000 $1,300 $39,400 102.0%
044 $3,08¢ $5,000 - $2,300 $61,180 105.8%
83 69 $35,700 $0 $2,300 . 58,000 100, 3%
54900 $5,700 $5,000 $2,360 $43,000 109.0%

No further contridutsons after age 63
seContributions cuntinued after age 435

«

o ' BEST CoM¥



* -

ATTRIDUTED COST OF SANPLE CONPENSATION PLAN DY AGE
. Eshibit @ ~ 19

Nedicals . -
Per Eaploywe Total Cost Per Yeur $2,000 -
Eaployee Cantridutions per Year 41,200

+ Pensions Definad Contridution
Percentoge of Salary : : 10.01
‘

Life lnsrmt - 2 tiaes Ray - Neacontributory

Nedical <ost Puwsion Coest Lifte laserance Salary ples Cost

Age Paid by Paid dy Cost Paid by . Stated Relative to
Group CEoployer Evployer Eaplayer Dene:its Age 43-49
4
! Salary Level - $10,000
Wnder 30 $1,040 1,000 $20 $12,060 94.0)
Jo-¥4 1,080 1,000 20 $12,000 94.8%
35-39 1,040 1,000 40 $312,080 93.0%
d0-44 $1,000 1,000 860 $12,100 98.1%
45-49 1,600 © 81,000 120 $12,720 100.0%
50-34 §1,950 1,400 - $200 $13,390 " 303.68%
55-939 $2,300 $1,000 $300 $13,600 104.92
60448 3,200 $5,000 #4460 816,740 1185.9%
43-49¢ 5,100 0 9460 $15,560¢ - $22.3%
63-4F0¢ $5,100 41,000 8460 316,560 130.2%

Solary Level - 823,000

Under 30 $1,040 92,560 $30 828,590 7.2%
30-34 $1,000 92,500 30 $28,590 97.2%
38-3¢ 91,000 92,300 5100 520,040 97.0%
0~ . $1,060 $2,500 1930 $28, 690 97.46%
4s-49 91,800 92,900 2300 829,400 $00.0%
30-54 $1,950 52,300 #3500 929,9% 505.92
§5-59 92,300 92,9300 730 930,590 103.9%
40-64 93,200 91,500 $1,190 $31,93¢ 108,48

65690 95,100 _ s0 $1,190 431,250 104.3%

“65-4940 95,100 - $2,900 81,190 $33,75¢ 134,8%

. .
Sslary Level - $30,000 -

Uader 30 91,000 $3,000 2100 $50,140 .18
30-34 $1,040 95,000 100 - T 88,340 1811
38-39 91,000 3,000 2200 56,200 "n.3n
5-49 81,600 95,000 #4000 $57,200 . 100,0%
90-34 $1,950 99,000 $1,000 $57,950 101,3x
$5-39 92,300 $5,000 $1,300 $50,900 102.0%
$o0-00 $3.280 43,000 $2,300 960,500 505.9%
§5-49¢ 5,100 0 $2,300 - 857,600 $00.3%

#5-6900 85,100 3,000 82,300 $62,400 109.1%

oie furthar contridutions after oge 49
soContridutions cantinund after age 49
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