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FOREWORD

Th efficiency and mbrale of members of follege faculties
are dependent in a large measdre on an assuriance of economic
security.

In order, that they may render a high standard of seivice
in teaching youth and in discovering knowledge for the
benefit of society, protection for them and their families"
against the risks and anxieties of the future is essential.
The generally low pay of college staffs makes it difficult for
the individual teacher to provide this protection.

A recognized solution of the problem is th'e establishment
by the. cplleges of retirement or disability systems by which
insurance annuities or old-age pensions will be provided for

14 faculty 4embers. In the case 45f publicly controlled insti-
tutions, such systems are instituted principally through State
legislatures while privately controlled institutions must
depend on tlieir own initiative. The establishment of insur-
ance and annuity systems by colleges is a complex and intri-
cate undertaking beset with difficulties. One of the chief
obstacles is the general lack of available and refiable infor-
mation regarding the subject.

The present publication is intended primarily to rat: in
part this deficiency. It is also intended to encourage or
promote the movement for greater economic seCurity for

e college faculty member6. Its contents, though not in form,
are.embodied in a thesis which the author wrote in partial
fulfillment of the requirements for a doctor's degree at
George Washington University. The Office of Education
through its division of higher education was responsible for
the collection of a large part of the data contained in the
publication. The data were gathered through question-
naires sent tit) th institutions. Ben W. Frazier, seniòr
specialist in teacher training, participated in the prepara-
tion of the questionnaire and assisted in organizing the
material. John H. McNeely, specialist in higher education,
reviewed a-nd criticized the manuscript before publication,

BESS GOODYKOONTZ,
Assistant Commissioner.
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INSURANCE AND ANNUITY PLANS FOR
COLLEGE STAFFS

CH4PTER 1: INTRODUCTION

With few exceptions, trustees and administrators of inr
stitutions of higher edu.ation have long felt the need of pro-
tection against old age for their teachers and employees.
When they attempt to institute an insurance or annuity
plan of their own or t study the plans adopted by ,other
institutions, however, they find the' literature is conflicting
and inadequate.' After a discussion of the subject for some
time and the appointment of a committee, the members of
which rarely agree to a specific plan, the proposal is either
dropped or some plan is adopted without adequate knowledge
of its relative wgrth.

Therefore, it is believed that a survey of the various plans
adopted by all tile universities and colleges in the United
states with a comparative study of their values, adequacy
and effectiveness will be useful to those which have no system
of their own or which may wish to alter or modify their
present plan of protection.

The purposes of this study are: (1) To describe and com-
parè the; various insurance and annuity plans suitable for
college staffs; (2) to determine the extent tcfvhich universi-
ties 'end colleges have availed themselves of these ch;vices
for the financial security and social betterment of their em-
ployees; and (3) to show the principal features of existing
plans' or systenp that seem to Abe most feasible for institu-
tional adoption aild most attractive for employees' partici-
pation.

Plan of treatment. The first part of the bulletin contains
the Ilistorical development of pensions, annuities, and life
insurance. It . shows how individual annuity and death
payments preceded the present complicated old-tige pension

'r systems and group life contracts, as well as how the early
social philosophy reApecting economic independenqe was
modified by the industrial Iwevolution and accompaving
changes ifi modes of living. This is followed by a descrip-
tión and comparison of insurance and annuity plans now
being used,by 'Universities and coll es for the protection of

el

.

A

V.



2 IN§URANCE 'AND ANNUITY PLANS

their teaChers and employees. An outline and discussion (If

the fundamental principles forming the basis of a compre-
hensive program of insurance and annuities for co)lege
staffs are then presented.

Sources of data.Two methods of investigation have been
employed in the preparation of this bulletin. First, a sur-
vey of the literature in the field of higher education bearing
on 'teacher welfare; in ,the field of economics as applied to
risk and risk hearing; and in the field of sociology insofar

. as college teachers' protection will influence their contribu-
tion to society through more effective teaching and research.
Second, reports of activities, policies:and practices of insti-
tutions of higher education with respect to insurance and
annuity plans obtained by means of questionnaires and
letters.

Under the first method constitkaing secondary authorities,
there were a great many opinions expressed by educators
and writers in the field of economics, but of the most impor-
tant publications the following were used: Reports and bul-
letins of the Carnegie Foundation for the Ackranceinent of
Teaching and the publications of the National Education
Association. These reports and bulletins' proved to be most
valuable in supplementing the primary data. Additional
books on the subject as well as articles in educational
periodicals also provided much information.

The second method of securing first-hand information
through questionnaires and letters directed to the colleges
furnished most of the material included in the bulletin.
This was stipplemented by data collicted through letters serif,
to insurance companies, church pension boards, and State
teachers retirement boards.

.

.



CHAPTER II: HISTORY OF PENSIONS AND GROUP
LIFE INSURANCE

An individual pension or annuity grant is an ancient
institution. A scientific plan for providing retirement allow-
ances for a group of aged employées is relatively modern.
The less complicated arrangement of a single annuity would
naturally appear first. Its rise is inextricably bound up
with that af life insurance, as both are based upon a mortality
table which records the expectation of years of life at different
ages.* The one is the complement of the other. In Éuropean
countries the annuity forms have predominated, while in
Anerict life insurance is far more popular.

Origin and early history. .P eople under the e.arliest forms
of civilization were often eager to establish some type of
insurance protection. The Collegia societies of the Romans
collected dues from memberg to provide funeral benefits.
Later the Friendly societies were organized in England for
the same purpose. During the feudal age, labor services
and land rents were settled by annuity payments. However,
most of these early schemes devised for the distribution of
futids to persons in old age or at death failed for lack of basic
data and adequate knowledge of the principles of insurance
and old-ige protection.

The'publication of the Northampton Tables of Mortality
in the latter part of the eighteenth centur3ir mad6 possible the
establishment of life insurance and annuities on a more
scientific foundation. Premiums now could be fixed on a
basis of age and due tregard could be given to the health of
the individual seeking insurance. The funds of insurance
companies were invested and surpluses were distributed.
Many changes were made from time to time as more elaborate
mortality tables were constructed. Legislative enactments
served to insure the public against bad practices on the part
of the companies.

It was at the beginning of the nineteenth century that
industrial and cii fensions were inaugurated as a system to
afford large group protection. The industrial revolution,
which began in Europe before extending to America, gave
rise to this form of group pensions. Practically all the
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European countries inaugurated stich systéms as a defense for
the workingman against want in old age and against invalidist*ii.
Another purpose was to relieve the government of the finan-
cial burden of paupeiism. Germany led this movement.

Pehsion systems for government employees were alm'ost
coincident with the rise of industrial pensions. The earliest
cjIvil pension system in existence is that for the city employjes
of Paris. The English civil service pension dates back to
1810. The pension for military officers as a class was de-
fended upon the grounds of the 'dangers undergone by them.
From the pensioning of soldiers it was an easy step to the
pensioning' of civil servants of the government.

Teachers' pensions in inrope.an cotintries alsO came int6
existence along with pensions for other civil servants, the
tetichers, whether in schools or universities; being civil employ-
ees of the gosernment. Most of these 'civil pensions differed
from the industrial pensions since theywere free and required no
payments by the beneficiaries. These free pen§ion systems
cost the government but a small sum at the beginning. With
the ificrease in the numbel of Onsioners, the ultimate load
b'ecave too heavy to be borne by the governmeni with the4
result that modification in the systems had to be made.

American development.The United States has been relit-
tively slow in Providing for general social security. Life-
insurance contracts in this country are barely a centtfty old.
Old-age annuity systems have developed- only since 1900.
The Nation has been spared the experimentation that charac- *6

terized the establishment of the early European plans of
protection. In many respects, the United States has been,
able to profit by the sittcessful principles .and practices
developed in these countries, although in some instances thz
plans for pensions adopted in America: have repeated the
mistakes of the driginal European systems.

The Presbyterian Ministers Fund was the first American
organization to offer life-insurance add annuity contracts. It
was organized in 1759 as a mutual aid sóciety for Presby-
terians, but is now a legal reserve company. The Mutual
Life Insurance Co. of New York in 1842 issued the first
lifb-insurance policy of the type existing today in America.
Since that time, hundieds of companies have beeWormed in
this country and a great variety of policy formsMavè been

41
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issued to attraa the public to protect themselves ar,td their
families against the major hazards of life. How'ever, group
life insurance did not make its appearance until the beginning
of the.present century.

The first- use of group life insurance is said to have been
made when a policy was written on0700 côolies during their
transportation from China to 'Panama, but tiais application
of the plan had little to do with it-s future development.. In
July 1912 a large American company insured the lives of a
group of the employees of a large mail-order concern of
Chicago. This is considered the real beginning of wholesale
insurance protection. f.

Other pláns of group protection, such as pension and
annuity systems, began before group insurance as it is known
today. State-wide teacher-ietirement systems were foKmed
as early as 1896 while many local city systems were inaugu-
rated before that date.' Between 1911 to 1920, the greatest
growth is found. During this period no fewer than 18 State
legislatures enacted laws providing State-wide 'teacher-
retirement systems. At present, there are provisions for
State-wide s'ystems in 24 States including probably 68 percent
of the tkachers in American public whools.

The various Protestant denominations since the beginning of
the centwy have set aside endòwment funds for the retjrement
of ministers and church workers. Millions of dollars have been
distributed to superannuated vinistrs in one form or another,
but even today very ilw of the denominations can boast a
complete system. of retirement allowances adequate to meet
the needs of their professional workers. It is interekiing to
know that the total funds accumulated for this purpose by
the Protestant churches in America far exceeds $100,000,000.

For many years, Federal, State, tind city governments
have worked diligently on the problem of providing Rensions
for public employees. Mistakes made in the initial experi-
ences have been gradually corrected. At present most of
the publié systems are being placed on a sound contractual
and actuarial &isis. -

Unemployment insurance and old-age pensions have been
, in the forefront as public questions .sitice the beginning of

Nida Pearl. PensN Systems for Publio8cbool Teachers. U. B. Dipartinent
of the Interior, Moe of Education. Bulletin, 1927, No. 23. p. 34.
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6 INSURANCE AND ANNUITY PLANS

the economic .depression. Every State legislature has de-
voted much time to the subject. Many States have &finitely
committed themselves to some plan that is expected eo pro-
vi4e social security for their people when they are no longer
able to earn their livelihood.

Pensions arid insurance in American colleges.College pen-
sions probably date from the time of the early colonial col-
leges. Originally they consisted of paying an aged and re-
tired president or ptofessor an indefinite allowance out of
the current income of the institution. The payments were
not guaranteed and no pretense was made that an old-age
pension system in the modern sense of the word had been
established. The beginning of college pension systems ac-
cording to the modem conception was in 1890 when Colum-
bia University instituted a plan of allowances for retired
faculty members. Seven years later in 1897, Yale Univer-
sity inaugurated a system, and Harvard University insti-
tuted a more elaborate pension plan in 1899.

The University of California first provided for retirement
of its staff members through an order adopted by its board
of regents in 1903 which was later modified to a slight extent
in 1905. It provided retirement benefits at the age of 70 for
members of the faculty holding professorial rank The pen-
sions consisted of an annual sum equal to two-thirds of the
salary received by the professor during the year last preced-
ing retirement. The order was repealed in 1909 and another
plan adopted by which the retirement age was reduced to

65 years and the pension was based on two-thirds of the
average salary for the 5 years preceding retirement.

The plan adopted at Harvard University in 1899 provided
a retiiing allowance for staff members with the rank of
assistant prófessor or higher who had been employed by the
institution for a period of 20 years and who had reached the
age of 60. The governing board reserved the right to retire
a staff member at the age of 65. The institution paid the
entire amount of the allowance.

By the year 1906, pension plans tad been established in
eight universities and colleges in America. The list in-

cluded the University of California, Columbia University,
CirnelfUniversity, Harvard University, McGill University,
Randolph-Macon Woman's College, Toronto University, and

.



COLLEGE STAFFS 7

Yale University. Apparently, the primary purpose of these
institutions in establishing the systems was to reward their
facul6- members for long and faithful service upon reaching
old age. Another reason was to enable them to felieve aged
teachers from active duty when their mental facultio began
to wane without discharging them.

Thee systems have undergone many changes since they
were first put in operation. Under its original plan McGill
University treated each application for an allowance as an
individual case in granting pensions instead of adopting a
general scheme applicable to all staff members. The system
at Toronto University was little more than an arrangement for
contributory savings. At Cornell University the pensions
were provided by joint cpntributions. Columbia University
provided for the retirement at half pay of professors over 65
years of age who had served fo years in the institution.'

thNotwithstanding the fact scientific principles for es-
tablishing pension systems had een developed in Europei.
the American colleges did not take advantage of them in
many instances. However, these early attempts of the col-
lege§ to improve the status of professors were very commend-
able. Out of thekie abortive efforts came the modern college
pension and annuity systems as they exist today.

The first attempt of any magiaitude to establish pedsions
for college teachers wiis in 1905 when Andrew Carnegie made
the announcement that he was setting aside a gift of
$10,000,000 as a foundation for the purpose of providing
retirement pensions for teachers of universities, colleges,
and technical schools in thè United States, Canada, and
Newfoundland. Institutions controlled by religious de-
-nominations or State and Provincial governments were ex-
cluded from the benefits of the foundation. In 1908, how-
ever, an additional $5,000,000 was proviCied by Mr. Carnegie
in`order to include faculty members of certain publicly con.*

. trolled institutiOns.
The Carnegie proposal started a wid*pread movement

for the creation of college pension systems. Upon a basis
of the effect of the movement, universities and colleges may
be classified as follows: (1) Those which were eligible and

I Carnegie Foundation for the Advancement of Teaching. Fifteenth Annual Revd,
1910, P. 4.3.
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8 INSURANCE AND ANNUITY PLANS

were admitted to membership in the Carnegie plan from the
beginning; (2) those which modified their charters or organ-
izations in order to meet its terms and obtain membership,
and (3) those which immediately sought ways and means of
providing their own systems of retiring allowances.

Many of the institutions admitted to membership and
placed on the accepted list of the Carhegie Foundation had
te.achers who were not eligible for old-age pensions under its
rules. In some cases the institutions adopted special ar-
rangements to provide pensions for these particular teachers.
Among the inqitutions undertaking to provide their own
systems were Brown University, lithverfond College, Univer-
sity of Chicago, and University of Wooster. Brown Uni-
versity and Haverford College inauguritted a plan of accu-
mtilating reserve funds to pay the pensions. The University
of Chicago started the segregation of a reserve fu4d which
was to reach $2,000,000. The University of Wooster under-
took to raise $200,000 through the Presbyterian churches of

At the time of Mr. Carnegie's original grant, it was ex-
pected that the benefits of this endowment would be avail-
able for teachers ilia strictly limited number of institutions.
It was his desire and expectation that the pension to teachers
in these institutions should be modest, and that they should
be furnished without expense to the teacher. Tile trustees
proceeded to grant pensions under these conditions. Ob-
viously, a great deal was left to the discretion of the trustees
of the foundation as to institudons to be admitted upon the
approved list, the individual membeis of the faculties to be
pensioned, and the amount of each pension to be granted or
allowed.

Many difficult problems presented themselves to the trus-
tees. Probably the mist important decision was with regard
to the amount of the pensions to be paid. It was definitely
decided that these pensions should bear a relationship to the
salaries paid. Consequently the foundation planned to pay
a pension equivalent to one-half of the average annual salary
of the teacher for tke preceding 5 years, plus $400. Under
this arrangement the teacher on s very low salary would

s Carnegie Foundation for the Advancement of Teaching. Seventh Annual Report, 1912.
pp. 94-26.

Ohio.'



COLLEGE STAFFS 9

receive a much larger proportionate pension in relation to
his salary than the teacher on a high salary.

The next step was the framing of the rules under which the
pensions should be awarded. Three alternate plans were
considered: (1) To use the income of the endowment to
assist colleges in establishing pension funds; (2) to receive

applications from individual teachers in all colleges and vote
as many pensions as-the income of the endowment 'would
justify; (3) to admit a limited list of institutions to the privi-
leges of the pension endowment.

After a thorough consideration of the plans, it was decided
that the terms of.the gift made it obligatory that the income
of the endowment be used for the actual payment of pensions
for individual teachers. The third plan, therefore, was
adopted. The trustees also decided that in order for an
institution to be placed óìi the selected list, it should have
attained certain definite educational standards. In coming
to this decision the trustees were influenced by the knowledge
that this great gift had for its purpose not merely the pay-
ing of pensions, but also the dignification of the profession
of college teaching through such pensions. For the achieve-
ment of this objective, it was realized that the foundation
would have to be more than a mere pension-distributing

agency.
The next problem for the trustees to settle concerned the

conditions updn which pensions should be granted. This
necessarily involved the question of how many colleges were
to be admitted to share in the probable benefits of the endow-
ment. The answer to this question could be found only by a
thorough actuarial study of the teachers in all the colleges
likely to be eligible.

The rules finally adopted were framed in consultation with
various advisers, actuaries, administrators, teachers, and
publicists. They recommended that the trustees make
rules "to minister most directly to the actual needs of the
teachers at this time, and to include such institutions as
rough estimates which have been made seem to justify, in
such wise as experience may show to be necessary, and in
the interest of the great body of teachers." 4

p. 81.Ibid.,4



INSURANE 'AND ANNUITY PLANS

With this advice, the trustees went ahead, to administer
the foundation upon this general plan.. The pension system
developed in the first 10 years placed the ipcome of the foun-
dation at the service of the*teachers in 73 colleges and univer-
sities on the associated list. The following benefits, based upon
fixed rules, were Erwrided to teachers of these institutions:

(1) An old-age pension payable at the age of 60 years or
later and amounting to about 60 percent of tho active pay ol
the thers during the last 5 yekrs of service, but only after
25 years -: ':zervice 9as professor, 30 years of service as pro-
fessor 4,nd iiisfructor or as instructor alone.

(2) A disability pension granted in cases of total disability.
This benefit amounts on the average to something like 40
percent of the active pay.

(3) A pension to the widows of teachers who have fulfilled
either of these two conditions equivalent to one-half of the
annual salary which the husband was either receiving.or to
which he was eligible.

The financial load resulting from pensions paid in these 73

associated institutions during the period from 1910-11 to
1914-15 is shown in table 1. The average amounts to
approximately $1,700.

TA BLE 1.-CARNEGIE PENSION LOAD FOR 73 ASSOCIATED
COLLEGES FROM 1910-15 1R'

_

Teachers Widows Total annualYear pensioned pensioned payment
""---..........

,

1910-11 215 52 $388, 619. 33
1911-12_ _ _ _ _ _ _ _ _ 236 61 441, 964. 64
1912-13 244 67 478, 967. 14
1913-14 _ _ _ _ __ 268 79 514, 489. 58
1914-15 289 95 554, 121. 69

,

In addition to the payment of pensions in the 73 associated
institutions, a considerable number of pensions we voted
to individuai teachers in some 80 other colleges. The inco
on about $2,500,000 of the endowment of the foundation was
employed in the payment of these pensions.

During the first 10 years of the operation of its free-
pensions system, the foundation spared no effort in studying
the effect of pensions of this type in this country and abroad.
All literature available was examined with the view to
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COLLEGE STAFFS 11

appraising the relative vallie of all forms of retirement gllow-

ances. As a result, 'the disadvantages of free pensions

became more obvious. Then again, the discrimination in

favor of certain of the more prominent colleges. was certainly

a source of embarrassment to the foundation. Both enroll-

ments and salaries in the colleges increased rapidly necessi-

tating the assumption of an added load as time went on.

As a result of the foundation's experience and the informa-

tion received from its studies, the following weaknesses of

free pensions became evident: (f) Financially impossible

to sustain on a scale sufficient to provide equivalent pay;

(2) demoralizing to the beneficiaries ; and (3) tended to de-

press the salary scale.

The important question was: What ought to replace the free

pensions? To ahmer this question, a more systematic study of the

literature of the subject was undertaken, together with an examina-

tion of the experience of the oldenystems in European countries.
Out of this study of pension systems made by the Foundation

came the conclusion that a contractual form of old-age retirement,
provided by the joint payments of the*Racher and his college was

the soundest solution of the teacher-pension problem, both for the
teacher and the college. That solution found its practicaliealiza-
tion in the Teachers Insurance and Annuity Association of

America, established in 1918, and operated under the supervision

of the department of insurance of New York, probably the stfictest
insurance scrutiny in our country!'

The function of this associatio4 as finally organized was

to issue individual deferred-annuity contracts to college

teachers to be purchased by the combined contributions of
the teacher and the college% This is kiown as a eenibu tory
plan. The important features of the contract are:

1. The college will match dollars with the teacher by deducting

5 percent from salary payments and forwarding premiums

monthly to the association.
2. The contract is between the association and the teacher; the

college has no equity in it.
3. It provides for annuity [payments. beginnink at a stated% age in

case premiums are duly paid in the meantime. This age may

be changed.
4. In event of prior death, the accumulated premiums are paid to

a named beneficiary or annuitant's estate in 120 monthly
installments.

Carnegie Foundation for the Advancement of Teaching. Twenty-eighth knnual

Report, 1933. p. 30.

131642*-37 2
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12 INSURANCE AND ANNUITY PLANS

5. The policy contains no loan provision nor a cash surrender
clause.

6. If the teacher moves, he carries with him his pohlrand.the
rights accrued thereunder.

The assoeiation is also prepared to offer the popular forms
of life insurance to college teachers. The premium rates are
on a net basis with a small administrative expense. Divi-
dends have been distributed every year since the association
began business. In spite of the fact that the associaiion does
not employ solicitors, the number of policies issued annually
has steadily grown. - During the first 15 years of its existence
it has placed 8,309 policies representing a total of $48,548,645
in life insurance.

At the same time the commercial life-insurance companies
of America have increased their services to the public by
offering new group life-insurance policies and annuity con-
tracts. Group life insurance developed since 1910 and
designed for industrial groups has played its part in furnish-
ing protection also for professional groups. Reports froni
the leading companies offering group life insurance reVealed
the fact that up to July. 1935, 31,093 employees in 136
universities and colleges were protected by policies totaling

s approximately $86,500,000.
Twenty-seven universities and colleges had also availed

themselves of group health and accitlent insurance up to
the same date, while 12 were using the facilities of life-
insurance companies in administering old-age pension or
annuity plans. Other institutions under special arrange-
ments with insurance companies are collecting the premiums
by salary deductions on policies of individuals in their em-
ploy. The deductions are made monthly and remitted to
the company *annually on the date when the premiums fall
due. This is a convenient way for teachers to pay their
premiums and tends to reduce lapsation. .

Old-age pensions for Acoll:.le teachers group themselves
undel the following headings:

First.The group annuities of comffiercial initurance com-
panies. There are 12 institutions following this procedure.

Secand.The Carnegie free pensions instituted in 1905 for
certain associated institutions. During 1936-37, 134

Is
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COLLEGE STAFFS 13
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teachers and widows of teachers were receiving Carnegie free

pensions and more than 2,275 other teachers have future
expectation of pensions from the same source. Eighty-eight
institutions participated.

Third.The Teachers Insurance and Annuity Associa-
tion, incorporated 1918, designed for the use of colleges

and teachers in a cooperative plan of contributing toward
deferred annuities. There are 15,000 teachers in nearly 800
institutions of higher education now using this association
as a depository of annual contributions to be used for the
payment of retirement annuities. More than 100 of these
jAstitutions are assisting their teachers by matching dollars
with them in the payment of the premiums on these deferred
annuities.

Fourth.State teachers retirement systems, city teachm
retirement and general State retirement systems, which

include the faculties of publicly controlled institutions, such
a4 State universities, State teachers colleges, and other types
of State inttitutions of higher education. The employees of
94 such institutions are receiving this type of protection.

FifthsChurch pension plans which extend their benefits
to ordained ministers serving on the staffs of colleges and
frequently to all the employees of the institutions under
their control. There are 56 of these colleges in which at
least some of the faculty members participate in pensions
administered by the various denominations.

Sizth.Isolated plans administered by the institutions.
Fifteen tolleges have established funds either by setting
aside a certain endowment or accumulating a reserve fund
through a joint contributory plan to meet future-retirement
expectations. In 25 colleges retirement allowances °are being
paid to aged employees out of current iticome based upon a
fairly definite arrangement.

Nearly all of the institutions having no definite plan are
showing a marked interest in the subject of insiirance and
annuities. In all probability a large- number of them will

adopt one of the ábove plans as soon as they are financially
able.

Each of these pension plans is described in detail in the
next chapter.
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CHAPTER III: GROUP LIFE INSURANCE AND
RETIREMENT SYSTEMS

A description of group life-insurance and retirement annui-
ties ilivolves an ahalysis of the various plans of commercial
insuráge companies, Philanthropic foundations, State teach-
ers retirement systems, church denominations or organiza-
tions, and other agencies. The plans of commercial life-
insuran.ce companies will bé considered first.

Grow) life insurance .Grpup life insurance has been de-
fiRed as that form of life insurance cos:ering a minimum of 50
employees with or without medical examination, written
under a policy issued to the employer: The premium is paid
by the employer or by the employer and the employee
jointly. In general the policies are designed to include all
employee# or %particular classes of employees as a group.
Since 1912 when the first group policy was issued, industrial
corporations have encouraged their employees Idrioin with
them in securing wholesa1 6 protection of this character.
The widespread acceptance of group insurance is illustrated
,by the fact that approximately 40,000 corporations and
associations in the United States have their employees in-
sured for an amount exceeding $10,000,000,000.

Universities and colleges have kept pace with the industrial
concerns in adopting group insurance: The first policy of
this type at any higher educational institution was written
on .288 lives at Princeton Uniersity in 1919. The next
policy was written in 1922 find since that time there has seen
a steady increase each year in the amount of new group in-
surance issued to universities and Colleges. Table 2 shows
thesencreases ateintervals of 4 years since 1922. .

TABLE 2.-NUMBER OF LIVES INSURED AND AMOUNT OF
GROUP LIFE INSURANCE IN FORCE ON COLLEGE EM-
PLOYEES FROM 1922 TO 1934

..

,

Year

.
Number of

lives
Amount of
insurance

,

Number
of colleges

1929_
1995 .. _ .. _
193o. ..
1934

438
6, 334

22, 656 o
30, 667

NOO, 000
13, 924, 000
64, 713, 000
55, 632, 679

,

2
23

102
131
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.
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COLLEGE STAFFS 15

During the depression one college was forced to drop its
policy. There was also a general decline ih the number of
new institutions applying for group life insurance. A

revival, however, has ocurred beginning in Jarivary 1935.
Since that date group life-insurance policies have been issued
insuring 426 employees in 5 additional colleges to the amount
of $781,750.

Group insurance is written undir a master policy issued to
a university or college covering all or some of its employees.
The premium is liaid,either by the institution (noncontrib-
utory) or by the institution and the employees jointly
(contributory or cooperative). It is a plan by which the
economies of wholesale purchasing can be applied to insur-
ance. The insurance company under the general plan gives
protection in a blanket policy and offers more favorable
premium rates than those available in individual policies.

The chief sources of savings are in the overhead and ad-
ministrative costs. The medical fee is eliminated. There is
only a single premium and one receipt notice required'. It is
not necessary to pay commissions to solicitors and agents.
No cash or loan value on the policies is guaranteed. Reli-
ance is placed on the operation of the law of large numbers

a, to secure a normal mortality experience.
The coverage of group insurance is broad. Such insu'r-

ance is provided without limitations as to sex, color, physical
condition, s d occupational risk. No medical examination
is nec,e- ry, provided the employee applies for the pro-
tection when becoming eligible. Each insured employee
receives an individual certificate stating bis rights under
the master policy. The employee names his 4wn bene-
ficiary with the right to change to any other. If none is

named, the proceeds go t,o his estate either directly or
through the employer.

At least 50 employees must apply. When the employer
is to pay the entire premium, all the employees or till of
those in the eligible classes must be insured. In case the
premium i io be paiVointly by employer and employees,
not less than 75 percent of those eligible must be insurcl.
There are several ways of determining the amount of
insurance for the individtial of the group: (1) The same
amount of insurance for all employees, such as $1,000 given

,

.
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immediately upon employment or after a waiting period of
6 months or 1 year, or (2) an amount equal to the annual
salary of an employee or some amount based thereon. A
typical plan woula be as follows:

AmonntAnnual salary:
insurance

Less than $1,000 $1, 000
$1,000 to $2,000 1, 500
$2,000`to $3,500 2, 500
$3,500 and more 3, 000

There are a number of variations of tlis plan for fixing the
amount of each individual. One provides for a progressive
increase, in the amount of insurance based on length of em-

. ployment. For example, beginning with an initial amount
of $1,000 after 1 year of employment, $100 is added for
each additional year of,service thereafter til a mwdmum
has been attained, such as $2,000 or $2,500. 1th plan
vovides for a $500 increment at the end of eac -year
period until the maximum is reached. 011 the length-of-

. service plan is used, it-should be based upon continuous
service. The amount may be graded according to academic
rank as illustrated In the following schedule-. Administrative
officers and professors, $5,000 assistant professors and
inOructors, $3,000 clerical yorkers, $1,500 laborers, $750.

0 The amount may also be based upon a combination of these
factors.

Generally, the insurance ranges from $500 for laborers to
$10,000 for the highest paid officers or faculty members.
The maximum amount of insurance possible on the lives of
the employees in the *ghest class in any group is determined
by (a) the total le sunt of insurance in the group when
actually issued and (b) the amount of insurance on the lives
.of 50 employees insured for the highest amounts. Employees
may only apply for the insurance according to the prear-
ranged schedule adopted at the time of issuance.

Most insurance companies have adopted standard group
life insurance rates for the various agts. These are usually
guaianteed to remain unchanged for a period of 5 years.
While the cost may fluctuate from year to year, the replace-
ment of older employees by younger ones will tend tostabilize
it. Adjustment in premiums may be reqtiested from time
to time by employees or the insurance comp:: TE y. The total
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COLLEGE STAFFS 17

premium is determined by multiplying the premjums for each
$1,000 at each age by the number of thousands of insurance
for that age, the sum of the several amounts being the total
premium. To obtain the average, the total premium is
divided by the number of thousands öf dollars of insurance
in the group. Premiums may be paid annually, semiannu-
ally, quarterly, or monthly. If they are not paid on the
annual basis, a small additional amount is charged to cover

extra administrative cost and loss of interOst on advanced
payments of premiums.

In the event the contributory plan is adopted,.no employee
May pay more than 14 cents weekly, 60 cents monthly, or
$7.20 yearly for each $1,000. This maximum is considered
necessary, so that the youngest employee will find the rates
attractive. Dividends earned by the companies may reduce
the rates.

Each group life insurance certificate provkies that the
insurance on any employee leaving the employ of the con-
cert), or institution is continued for 31 days. During this
period the employee has the right to convert his insurance
into an individual policy at rates based on his age or class of
risk without medical examination. If any employee becomes
totally and permanently disabled either physically or men-
tally from any cause whatever arid is less than 60 years of age,
the company waives further premiums and pays the employee
the amount of insurance in monthly installments. Since
1930, however, many of the companies have discontinued this
disability provision on new policies.

The companies holding the policies return in dividends the
savings brought about through rechiced administrative ex-
penses or favorable mortality experience. Their practices
are to iefund as promptly as possible any unused portion of
the premium not required.to defray administrative and other
costs. While, of,course, the general mortaliiy experience of
their entire group business must be taken into consideration
in returning dividends, all possible weight is gived to any
savings underithe particular group.

On small groups the amount of one or two death claims
may ex the amount of the premiums paid for i or more
years. the other hand, there may be years in which no
claims will occur. On acc4unt of this wide varifince diVi

'
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18 INSURANCE AND ANNUITY PLANS

dend apportionments on small groups must be conservative
in the earlier yealz3 that the policy is in force. Fôr large
groups, such as 200 employees and upward, with a minimum
premium varying according to the size of the group,1 a
definite plan of dividend disbursements is possible.

In groups of at least 500 lives '(or less than 500 if the pre-
mium is sufficiently large) a complete experience premium
plan for crediting dividends is possible. At the end of the first
year' a dividend as large as possible is %apportioned'. If the
claim experience has been favorable, the premium for the
second year will be reduced accordingly. A further dividend
will be declared at the end of the second year if there are
savings that,can be returned. The same practices as in the
second year are followed in subsequent years.

Wholesale insurance.Wholesale insurance has mttny 'ele-
ments in common with group life insurance and is designed
for employees in groups of fewer than 50, but more than 10.
A medical examination is sometimes required for aged mem-
bers or when the insurarkce applied for exceeds $2,500, The
amount of insurance must be based upon some plan which
will preclude individu-al selection. The premiums are deter-

By the ages of the employees t9 be insured and by
the a ounts of insurance issued.' The cost is slightly
greater than in the case of group life insurance. At least
75 percent of the eligible employees must subscribe to the
plan. Conversion and transfer privileges are granted under
this plan of protection.

Blanket covTages insurance.Blanket coverage insurance
is much like groinsurance except that the persons insured
are not required to have a common employer or conunon
employment. It is designed principally for insuring large
or small groups which are unable legally to buy group insur-
ance. In the case of college faculties, it would apply when
a small portion of the members associate themselves together
for the purpose of securing coverage uncle': pertain advan-
tages not allowed to the individual. A medical examination
is required when the amouut of insurance is more than
$3,000 6r when the applicant is more than 50 years of age.
There must be at least 20 persons applying for the insurance
and the .iorume must not be less than $50,000. Other fea-

,
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turei3 and provisions of ordinary group insurance apply to
this form of protection.

Gioup health and accident insurance.A group health and
accident policy is a protection against; temlioitiry or perm-
nent loss of earning capiicity through disease or accident.
In general, the accident coverage provides for payment of
a certain amount to the beileficiary in case of death. In the
event of injury the benefits are fixed in accordance with a

schedule of rates for different bodily injuries. The health
coverage provides for a weekly amount to be paid in case of

total disability due to sickness with a reduction by one-half
in case of partial disability. The insurance may be written
on groups of 25 or more employees. II the institution pays

the premium, all employees of a certain classification must
be included. In case the employees are to contribute in the
payment of the premiums, at least 75 percent must enroll.

Group health,and accident insurance may be written alone,
or in combination with group life, wholesale, and other types
of special insurance': Separate contracts are made ¿or each
of the different types. A master policy isissued to the em-

ployer and a certificate is given to each insured employee.
The amounts of insurance are based upon some plan which
will piecluae individual selection. Amounts may be uniform
based upon the earning capacity of the employee or the

particular position held by him in the organization.
The rates are based upon the followifigfactors: Maximum

number of weeks of indemnity Paid, waiting perio* before
benefits start, hazard 9f the occupation, percentage of female
employees, average age of the employees, Amount of weekly
indemnity, amount of the principal sum in the event of acci-

dental death, additional hospital benefits sr those confmed
at an institution, identifivation and red's 1. tion features
for those sick or injured wfiile away trom hom and waiver
of premium payment while disabled.

Group death and dismemberment insurance. Any institu-
tion with at least 10 employees may apply for this type of

insurance under a separate contract provided that either
group life, wholesale, or group health and accident insurance
is- also carried. No medical examination is required and
there is no limitation as to age, 'set, ór occupqtion. The
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20 INSURANCE AND ANNUITY PLANS

premium may be paid entirely y the empl6yer, or entirely
by the employee, or by the employer and employee jointly.

The principal sum of the policy is paid in the event of
accidental loss of life or two members, such as feet, hands,
or eyes. One-half is paid for the loss of a single member.
The insurance is paid only when the dismemberment occurs
within: a period of 90 days after the date of the accident.
There are no conversion privileges in these policies.

Graup annuities and pensiow.Many of the life-insurance
companies issuing group life insurance also offer group annu-
ity contracts providing retirement allowances for aged
employees. While some companies furnish general informa-
tidlPon this type of insurance, most of them prefer that they
be supplied with the salaries and other data concerning the
employees of a given group and be allowed to submit specific
proposals. One company, however, has preparbd an edu-
cational pension plan specially designed to meet the peculiar
needs of educatiemal institutions.

Under the terms of this proposed plan, the retirement age,
for both males and females is 65 years. There is no fixed
amount of pension. This is determined by 'the joint con-
tributions of the employee employer varying according
to the amount of the contributions and to the age of the
employee at the time of joining the plan. The most com-
mon contribution of the employee is 5 percent of his salary.
The contribution, however, may be lower or even* higher, if
desired. The employer usually matches the employee's
contributions, although he may contribute a higher or lower
percentage, if desired. A requirement of the taan is that the
employer participate and contribute to its cost.

The plan provides a refund of all contributions both of the
employee and employer in case of death or withdrawal of
the employee. In addition, accumulated interest at the
rate of 3 percent is generally paid. In the event of the death
of an employee, his beneficiary usually receives the em-
ployer's share of the refund as well as that of the employee.
In the event an employee withdraws from the service of the
employer under satisfactory circumstances, he may be given
the employer's share of contributions provided he elects to
accept a paid-up deferred annuity. The policy generally
provides ordinary life annuities, which guarantees an iucome

_
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during the life of the employee. The employee, however, is

allowed the option of selecting a different form prior to
retirement.

Another typical retirement pension-plan has been outlined
by a second company. In the case of this plan the retirement
payments are determined in advance. The amount is fixed
at 1 percent of the salary of the employee fcr each year of

service prior to the installation of the plan and 1 3 percent
of the salary for each year of service after the installation of
the plan. Contributions of about 5 percent of pay roll are
required. The age of retirement is 65 years.

The plan provides an option by which the pension of the
employee is continued after his death to his widow who
receives one-half of the akiginal pension. Another feature of
the plan is that the employee at the termination of his services
pyior to retirement age may receive a refund of his entire
contribution in cash or he may elect to take a paid-up policy.
This paid-up policy calls for a pension at the age of 65. Ile
may also continue making contributions direct to the insur-
ance company until retirement.

The death benefit consists of tie return to the annuitant's
estate of the entire contributions less the pension payments
already received. The employee contributes 3 percent of his
salary. The employer contributes between 2 to 4 percent of
the pay roll dependent on the age, sex, salary, and length of
service of the employees.

Attention is called especially to the fact that this pension
plan does not provide for any refund to the employer at the
death of an employee, although the employee, himself,
receives his refund. The reason is that the contributions of
the employer were reduced at the outset, this reduction serv-
ing as an offset to the refund. The employer's actual outlay
is, therefore, about 20 to 30 percent less than would otherwise
be the case if a refund was allowed at the death of the
employee.

In case the services of an employee should terminate prior
to pension age while he is in good health, the employer's
share of the contribution together with 4 percent compound
interest is applied as a credit 'against the premiums due on
the pension policy. The credit is made in the form of annual
reductions in the premiums on each anniversary of the polig.

.



22 INSURANCE AND ANNUITY PLANS

If desirM, an employee leaving after a specified period of
service and not taking his refund of contributions in cash
may be given full credit for the employer's share of the con-
tributions on his behalf. In such ease, no refund would be
made to the employer. The employee is given a paid-up
policy consisting of the full amount of pension credited to
hiril covering all years of service since he joined the plan.
The employee's pension payments would commence at the
regular pension age.

Every college in inaugurating a pension plan will desire
to give the employee credit for past years of service at the
institution. If the plan provides for a pension of 1% percent
of salary for each year of service, then the employee is
credited with 1% percent of the total salaries previously
received. This is known as the accrued liability. Fre-
quently, information is not available to make this compu-
tation. In that case the credit is calculated upon a basis
of the salary paid the employee at the time the pension plan
is adopted. For example, instead of allowing 1 percent of
the total salaries received during these past years, the
pension is credited with 1 percent of the present salary
multiplied by the mimber of years of prior service.

The cost of the accrued liability must be met in addition
to the current annual cost. For a single premium or its
equivalent the insurance company will assume the acci.ued
liabilities. The employer must furnish to the company a
schedule of credits fôr past years of service at the time the

, plan is inaugurated. If the employer wants to repay the
accrued liability in installments over a period of 20 years,
the amount required to be paid each month is about six-
tenths of 1 percent of the lump-sum settlement.

It is difficult to estimate the exact amount of accrued
liabilities. For an institution just being opened it is praeti:-
cally nothing. For an old-established institution it may be
a large amount. A rough estimate of the monthly payinent
to cover the accrued liability for an established institution
twill be about 2 percent of the annual pay roll for 20 years.

Twelve institutions reported they were using group old-
age pension and annuity plans of life-insurance companies.
On the average all teachers in these institutions are included
in this type of coverage. The usual age of retirement is
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65 years of age, and is compulsory at 68 or 70. The amount.
of the annuity paid upon retirement is based upon the age
of the annuitant at the time of takirig out the policy add his
salary/during the premium-paying period. Accrued lia-
bilities are paid by the institutions either from endowment
funds or current income. In some instances the colleges
contribute toward the payment of premiums on endowment
and annuity policies already in force.

The general practice in these institutions is for the college
to match the employee's contribution, which is usually 5

percent of his salary. In some instances the college pays
the entire premium. Upon withdrawal from service 9 out
of 12 tolleges allow the employee to take the policy with
accrued benefits with him. Two colleges refund his con-
tributipns with interest. The amount received at retire-
ment is an annuity equal to what the accumulated contribu-
tions will plirchase. Only one college permits a cash settle-
ment. %Participation is not compulsory in 7 out of the
12 colleges. Three reported participation as compulsory
and one requires all new faculty members to participate.
Most of the colleges request the employee not to borrow or
surrender his equity before retirement and some institutions
include a stipulation to this effect in the contract.

The institutions using annuity plans of life-insurance coin-
panies are: Bryn Mawr College, Drexel Institute, Elmhurst
College, Jefferson Medical College, Loyola University
(Illinois), Mission House College, Princeton University,
Russell Sage College, Skidmore Coll e, University of Maine,
Vassar Coll t.:e, and Williamette College.

Salary investment insurance.Salary investment insurance
is sometimes called salary allotment, salary savings, or pay
roll deduction insurance. This is one of the latest develop-
ments in the field of insurance and is very similar to group
life insurance. The contract is made with the company
through the employer. The employer deducts the premiums
from the pay of the employee with his consent and sends it
to the company. The contract is with the individual. All
the employees of one institution inay. be insured under this
plan. There must be a minimum of five individuals taking
out policies. The total- amount of life insurance must be at
least $15,000. In the case of several members of the same

.



24 INSURANCE AND ANNUITY PLANS

family being insured the premiums are deducted from the
pay of the head -of the family.

A complete medical examination is required for all females
applying for more than $1,000 of insurance and all males
applying for more than $2,500. If the group is unusually
large, the companies may dispense with the medical exami-
nations. All standard forms of insurance fife usually avail-
able. If an employee leaves the services of the institution
he has the privih.:e of converting his policy to other types.
Under salary investment insurance an apprtNiable saving is
realized by the company due to reduced overhead costs.
Experitnce with this plan shows that there is a lower per:
centage of lapsation as a result of the premiums being
deducted directly from the employee's pay.

Total and permanent disability benefits.This form of
insurance was at one time written by the companies and
formed á part of their regular policies. It provided originally
an incOme to the insured and a waiver of premium during a
period of disability without any reduction in the principal
sum at the time of death. Later, some companies, particu-
larly in the case of group life contracts, modified the plan and
provided for the deduction of disability payments from the
death claim. Since 1930 there has been a concerted effort
on the part of most companies to change practices with
respect to disability benefits in the following ways: By writ-
ing a less liberal disability clause, by increasing the rates for
this feature, by reducing the benefits, and by discontinuing
disability benefits altogether but allowing the waiver of the
payment of the premium.

Beginning in this same year health and accident policies
have been extended to cover total and permanent disability.
Various interpretations are given to tUe te ri_n "total disability."
.A. liberal definition is, "such injuries or diseases as shall
prevent the insured from performing the duties of his occupa-
tion, and are incontestable as to the time of occurrence."
Loss of sight and disniemberment of two or more limb's, are
often considered total and permanent disability.

The amount of indemnity is ordinarily 12 percent of the
face of the policy per yearl payable monthly. In some in-
stances, the insured may elect to receive the full amount in
cash or a monthly income until the pal and interest are
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consumed. If the insured dies be ore receiving all of such
installments, the residue is paid to s beneficiary.
. Package-pLan inturance.This plan of itisurance 'includes
any combination of the various types ot group insurance.

* Under package-plan insurance the employee can provide for
protection against the major hazards of life including death,
loss of limb or sight, sickness, accident, and old age in a single
policy through payroll deductions.

CARNEGIE FOUNDATION FUND AND FREE PENSIONS

The early history of retirement allowances paid through
the Carnegie Foundation was given in the previous*chapter.
It now remains to present the changes made in the original
plan of distributing these allowances and to show t e influence
,exerted by the foundation upon present-day co .:e pension
systems.

The total number of college teachers having expectations
of pensions in 1915 from the Carnegie Foundatiop including
professors, assistant professors, and instructors amounted to
6,626. Of this total, 1,840 were instructors. The founda-
tion had set aside a definite sum partly arising from its annual
income and partly from the liquidation of its large reserves
'to provide retirement allowances for this number of teachers.
An additional suril of $1,000,000, known as Reserve Fund
No. 2, was to be used to assist other institutions in establish-
ing a contractual plan of annuities for their teachers.

In that year the fo4ndation decided the basis upon which
the free pensions for these teachers were to be fixed. After
estimating the life expectancy of the 6,626 teachers and mak-
ing allowances for the proPortion which might withdraw
from service, the foundation reached the decision to pay a
proportionate amotmrof the salaries :ived by the teachers
prior to retirement. However, tbe :rvation was made
that the payments were not to be obligatory and were not
to exceed the resources set aside for that purpose by the
foundation.

Since 1915 the foundation has gradually raised the normal
retirement age. At the same time the salaries of teachers
in the universities and colleges have been steadily rising.
Withdftwals from the fund -consequently became greater,
threatening its early exhaustion. In order to meet this threat-
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ened emergency as well as to provide for other developments,
the trustees of the foundation were again compelled to revise
their earlier plans.'

In an announcement made in1929 notice was given by the
foundation on the universities and colleges as well as the
teachers anticipating allowances that new plans would be
adopted to supplement the Carnegie expected pensions.
The importance of this was especially stressed for younger
teachers who would be able to obtain greater protection on
account of having a longer period in which to accumulate
an annuity fund. Simultaneously the foundation adopted
a new scale of maximum allowances and set aside another
fund of $5,400,000. The scale provided an additional
annuity of $500 for the teachers upon reaching 65 years of
age after 1931. Payments were to begin at the age of 70
and were to be made in monthly installments. In other
words the teacher reaching 65 yeari of age in 1936 received
$1,000 annual4, plus the additional $500, or a total of $1,500.
The widow of fi, deceased teacher received a pension equal
to half of her husband's allowance.

In June 1929, a total of 505 teachers and 377 widows of
teachers were receiving rediement allowances or pensions
from the foundation. Also 3,355 teachers in 83 institutions
in the United States and Canada were eligible under the
regulations to receive later such allowances for themselves
and their widows as the resources of the foundation} would
justify. To meet these demands during the next 35 years,
the foundation will provide some $45,000,000. The addi-
tional fund set aside by the foundation will increase this
total to more than $50,000,000. At the end of this period
it is anticipated that the load cif retirement allowances will
have been so reduced that the annual income of the endow-
ment will be sufficient to pay them.

. During the year ending June 1933, 1,064 teachers or widows of
teachers received $1,688,084. Since 1905, when the system was
instituted, to June 1933, $25,370,122.82 had been paid college
teachers in America and Canada under Carnegie Foundation
grants.'

Carnegie Foundation for the Advancement of Teaching. Twenty-fourth Annual Report,
() ¡929. .P. 21.

p. 22.
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The result of the recommendations of the foundation that
supplementary annuity contracts be made by teachers in

. order to increase their Carnegie retirement allowances is
summarized in the following quotation from one of its annual
reports:

Accordingly, communications were sent to 88 institutions
associated with the foundation requesting Information as to what
plans, if any, formal or informal, were in operation or in contem-
plation for supplementing the allowances of the foundation.
Replies came from 87 institutions. Radcliffe College, from which
no answer had been received, employs teachers already serving
upon the staff of another associated institution, namely, Harvard
University.

Of the 88 institutions, 19 have no plan, formal or informal,
fore supplementing the retiring allowances of the foundation,
maki no individual grants to this end, and do not avail themselves
of the provisions of part-time teaching by recipients of retiring
allowances. Of the remaining 69 institutions, 20 have no formal
plan although individual cases are considered on their meritseand
institutional grants made accordingly, while 49 universities and
colleges have definite plans for supplementing the retiring allow-
ances of the foundation. These 49 institutions may be divided
into three groups: The 4rst group consists of 20 colleges having
contributory plans but no guarantee concerning a minimum
retiring allowance. The second group of 17 institutions have in
operation retirement plans which may be used to supplement 4he
allowances of the foundation. The third group of 17 institutions
supplement the retiring allowances of the foundation without
contributions on the part of the teacher. In this group, 5 univer-
sities require no contributions from the teachers although such
contributions are optional.'

TEACHERS INSURANCE AND ANNUITY ASSOCIATION

The Teachers Insurance and Annuity Association was
incorporated in 1918 under the laws of the State of New York,
With a capital stock of $500,000 and a surplus of the same
amopnt. This $1,000,000 was furnished by the Qtrnegie
Corporation at the suggestion of the Carnegie Foundation
for the Advancement of Teaching. While the association*is
a stock company, its charter of incorporation provides that
no profits from the business shall be paid to the stockholders.
The stock is held by the Carnegie Corporation.

Carnegie Foundation for the Advancement of Teaching. Twenty-eighth Annual Report,
1933. p. 10.

131842047-3

s



28 INSURANCE AND ANNUITY PLANS

The association was oiganized for the specific purpose of
providing a pra/ctical application of the principles that college
pension systems should rest upon joint contributions of

employee and employer; that for the assurance of an ahnuity
there must be accumulated during the productive period a
reserve adequate to support the annuity provided ; that the
arrangement with the teacher should be a co traatual one

upon an aCtuarial basi,s and that su uities should be
supplemented by life insurance.

The association represents the concrete embodiment of
these principles and provides a special and comprehensive
service to the great body of university and college teachers
of North America. The association is subject to the same
detailed supervision and searching triennial examinations as

are the other life-insurance companies domiciled in the State
of New York. No soliciting agents are employed by the
association, thus eliminating heavy agency expenses from its
costs of operation. It deals directly, usually by correspond-
ence, with those who are eligible to its contracts.

The facilities of the ftssociation are open to the general
body of teachers in the universities and colleges of the United
States, Canada, and Newfoundland. All premiums are on
a net basis with a small admini;tration expense, which is
waived providing the policyholder does not enter a commer-
cial occupation. In the following table are presented data
showing the development of the association:

TABLE 3.-FINANCIAL STATEMENT SHOWING THE
GROWTH OF THE TEACHERS INSURANCE AND ANNUITY
ASSOCIATION

.....
Financial statement 1924 1929 1934

Number of life-insurance policies 2, 718 5, 791 a. 304
Amount of insurance $14, 378, 943 $32, 788, 197 $48, 548, 645
Number of annuity policies_ 2, 822 8, 132 12, 310
Life annuities _ _ $4, 295, 764 $12, 913, 397 $18, 348, 298
Total different policybolden __ __ _ -4, 197 10, 635 14, 798
Institutions represented ,_ 470 777 841
Insurance reserve_ $W, 335 $2, 298, 478 $5, 620, 538
Annuity reserve $2, 939, 453 $13, 395, 232 $36, 306, 488
Disability reserve _r _______ _ _ __ 450 $241666 $49, 608
Otber funds _ 648 $614, 501 $916, 708
Capital__ 1 000 $500, 000 MOO, 000
Surplus and contingency reserve___ _ _ _ _ 680 $2, 159, 141 $3, 280: 272

Total funds Pk ON, TOO SIS, WS, OIS $A ITS, 704

a

n kl

......

.

1%,

$6,
$164,

$800,

- - -.....
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While the association is prepared to issue all types of life- .

insurance policies, the deferred annuity is the contract of
special interest at this time. In consideration of certain
premiums paid to the association during the years of em-
ployment, a college teacher will receive monthly ittlçonlk-
papifents for life, beginning usually at the age of 65. Until
annuity payments begin, the premiums paid accumulate at
ompound interest.

No cash value is allOwed, as this would defeat the very
purpose for which the policy is devised. If premium pay-
ments are discontinued, the amount already paid with in-
terest is refunded to the teacher at a future date. In the
event of death before the annuity begins, the entire equity
includiAg dividends is paid in 120 equal monthly install-
ments at the rate of $0.83 per $1,000 of accumulation to the
widow or to the estate of the policyholder.

At retirement, the teacher is paid an annuity during his
lifetime. In case the annuitant dies, the3 remaining premium
accumulation to his credit is paid to his widow in install-
ments until the accumulation has been exhausted. Another
option provides an annuity payable to the annuitant during
his lifetime and continued after his death upon a 50-percent
asis to his widow for the remainder of her lifetime.

Within certain liberal limits the annuitant may pay more
than regular premiums annually or make lump-sum pay-
ments if he desires with corresponding increase in the
benefits. Should the annuitant abandon teaching and enter
a commercial occupation, he is then required to pay gross
premiums for his annuity. The gross premiums are orie-
tenth higher than the original premiums. This increase is
not applicable if the teacher enters the employ of any gov-
ernmental agency, public library, or nonprofit organization.
Neither does it apply if he retires altogether from gainful
work.

Single premium life annuities, providing a life income to a
teacher upon the payment of a large lump sum rather than
periodical premiums are also offered by the association. The
premiums are in units of $1,000. The following popular
life-insurance policies are offered by the association: Whole
life, limited-payment life, endowment, modified life (low
premiums for first 5 years), decreasing life (death benefit

Alb
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being reduced each year), and term insurance (pure protec-
tion with no cash value). These policies contain liberal
clauses covering loan values after 1 year; paid-up values, and
extended term insurance. Waiver of premium payments
in the event of disability is offered. The association per-
mits the usual optional modes of settlement allowed by com-
mercial life-insurance policies.

STATE TEACHERS' RETIREMENT SYSTEMS

State systems providing retirement annuities and pensions
for public-school teaihers vary in different *Ades. They
may, however, be grouped into two general classes: (1)
Those having the flat benefit plan, and (2) those having the
combined annuity and pension plan. States making up the
former group includé'Arizona, California, Illinois, Montana,
.Nevada, and Wiiishington. The second group includes all
other States with retirement systems. The principal feature
of the latter plin is that the anntities are paid through the
conbined deposits of the teachers and pensions provided by
contributions of the State. The systems in Arizona and
Rhode Island are financed wholly by the State. In most of
the other States varying proportions of the annuities and
pensio.ns are paid by theLState.

of special interest here are the States which have extended
their retirement systems for public-school teachers to include
faculty mtmbers of State institutions of higher education.
This investigation shows that the systems in 16 States in-

,

clude the faculty members of State teachers colleges. All

told, there are 72 Statp teachers colleges involving 4,008
faculty members to which State teachers retirement systems
are applicable. The States with the number of teachers
colleges in each are: Arizona, 2 ; California, 7 Cbnnecticut, 3;
District of Columbia, 1 Indiana, 2; Maine, 1, Maryland, 3;
Massachusetts, 9, Michigan, 4 Minnesota, 6, New Jersey, 3;
New Mexico, 2, North Dakota, 5, Pennsylvania, 13; Rhode
Island, 1, and Wisconsin, 10. In the State of New"York the
State teachers colleges are members of the geneial retirement
system for State employees. Under the laws of California
faculty members of the State teachers colleges may partici:
pate in either the State employees retirement system or the
State teachers retirement system.

4
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State universities and colleges of other types have . . :wise
been included in the systems of a number of States. a ong
these States are Connecticut, Massachusetts, New Mexico,
North. Dakota, Ohio, Rhode Island, Wisconsin, and the
Territory of Hawaii. In New York City the employees of
the city colleges participate in the municipal retirement
system for Ahe city school teachers. There are 20 publicly
controlled universities and collges of several types which
have been included in these State or city systems. In
describing the retirement systems in the individual States
applicable to publicly controlled institutions of higher educa-
tion, each will be treated separately.

Ohio.Teachers in any school, college, or institution
supported by public fimds in Ohio are eligible to participate
in the State teachers retirement system. This includes the
faculty members of the rank of instnictor and above at the
State's several institutions of higher education. _

All other employees of the institutions holding penhanent
jobs have been incorporated in the State employees' retire-
ment system unctér an additional plan recently adoptèd by
the State. Contributions -to the retirement fund öf this
latter system have been made only since January 193'5.
Many details are yet to be worked out by legislativé action.

The Ohio State retirement system for teachers was estab-
lished in 1920. A teacher °may retire at 60 years of age or
after 36 years of service. Retirement is compulsory at 70
years of age providing the board employing the teacher con-
sents. The teachers are entitled to retire on accotmt of disa-
bility, but they must have had at least 10 years' service.

Teachers who receive $2,000.or less annually are required to
contribuie 4 percent of their salary. The teacher at retire-
ment receives an annuity consisting of the accumulated con-
tributions and a pension of equal amount paid by the State
plus an amount equal to 1% percent of the average fixed
salary of the teacher multiplied by years of service. Pro-
vision was made at the time' of adoption of the system for
the State to take care of accrued liabilities by State appro-
priations. In case of death of the teacher the beneficiary
may receive a life income- or have the option of' several
modified plans. At the time of the adoption oi the Ohio
system, membership was not compulsory for the teachers

_-
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already emp1eYed but new teachers were compelled to join.
A teacher is not permitted to borrow on the fund accumu-
lated from his contributions.

A contributor 'who ceases to be a teacher for any cause
other than death or retirement is entitled upon demand to
the accumulated contributions stindi4g to the credit of his
individual account in the teachers retirement savings fund.
The demand must be made within 10 years after the teacher
leaves the service. State institutions in Ohio participating
in the State's retifement system are Bowling Green State
University, Kent State University, Miami University, Ohio
State University, Ohio VLIiversity, and University of Akron.

New York.The teachers' retirement system of New York
City includes three institutions, namely, Brooklyn College,
College of, the City oftNew York, and Hunter College.

This sistem was established in 1917. A teacher -41tay
retireat the age of 65 or after 36 years of service, 20 years of
which must be city servicb. Disability retirement is allowed
only after 1.0 years of seivice.

The teacher. contributes 6 percent of his salary, or he may
elect to contribute an amount that will provide half-pay
at retirement. The city of New York matches this amount
and pays a pension at retirement. On resignation, all con-
tributions plus 4 percent interest -are refunded to the member.
-After 6 months' service, a death benefit of one-half of the
averagOi'sarary of the teacher is paid. After 10 years, 5

percent of the salary is added for each year of service until
the twentieth year.

Membership for all teachers is compulsory. The retire-
ment annuity is ordinarily one-half the average salary for the
5 years preceding retirement. The jact amount .of the
annuity varies, however, dependent upon the acctiniulate4
contributions and, the particular option elected by the teacher
at retirement. Among the several-options is onetttf which
the widow or beneficiary of the teacr will receive an income
after his death. -

. The New York State College of Forestry at Syracuse Uni-
versity and the New York State College of Agriculture at
Corfiell Un iv ersi ty are m ars of the State retirement
system for State employees. nder this system -the teacher
has the option of retiring at 60 years of age. The system

INSURANCE
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provides fo\D compulsork retirement at 70 years of age.
Disability ritirement is permitted only after 15 iimrs of.
seirvice. The anhuities at retirement consist of tipprpx6ate1y
on&-seventieth pf the average salary for the .previous 5 years
multiOlied by the number of years of serviCe. Disability
benefits amount to about 25 percent of the avekage salary
for the precediug 5 yeam before/etiremeat.

The amount of the death benefit depends upon age d
ye* of service' under several options. Contributio
the tàehers are based on age and annual salary. e

State contributes a like amount. Vpon withdra rom
the service the teacher is Itritit1e0 to a refund his con-,/
tributions with interest.

Rito'ck'Island.Rhode Island State Colleg taff members
participate in thi3 State's teacher retire si nt system. Re-
tireinent ii based on length of service nd begins after 35
years of service. A condition is that 5 years of the service
shall have been within the State o hode Island and tbat
the last 15 years preceding re nt shall have been in the
actual employment of the State. In order to receive dis-
ability benefits the teachers must have had 20 years of service.
'The teacher is not required to make contributions. A
pension equal to one-half of the average, ahnual salary for
le previous 5 years is paid with a maximum of $700 pei

A annum and a minimum of $500.
Hawaii.The University of Hawaii is included in the

employees' retirement system of the Territory of 'Hawaii.
The system was established in 1926. Memberships for the
staff members"of thi3 university have been compulsory since
1928. Both the employees and the Territorial Govern-
meat

64.

contribute toward the fund to pay the retirement
annuities. Retirement is voluntary at 'the age of 60 years
and compulsory at 70. yean. Ten years of service is neces-
sary fir case° of 'retirement due to disability. A teacher
leaving the service may withdraw his contributions with
compotmd interest.

On retirement the teicher is entitled to an allowance con-
sisting of approximately oneseventieth of the average annual
salary received by him during the lgst 10 years of service
multiplied bly the numter of years of service as a member of
the system!" The teacher's contribution makes up about

4.
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one-half of the retirement fund whilé the government pays
the other half. When the system was inaugurated the
Territorial government provided fundsrto cover the accrued
liabilities of teachers in service prior to its initiation. Settle-
ment at retirement or death may be made according to
several options.

New Mexico.The teachers retirement law of the State of
New Mexico was passed in 1933. It provided for the
retirement of teachers who have readied the age of 65 years
and who ha ie taught in the State for 25 years from and
after January 1, 1934. Retirement for disability is per-.
mitted only after 10 years of service. All teachers in the
public schools, State institutions of higher education, and
other special schools supported by taxation are eligible for
an old-age pension under the system. Faculty members of
the University of, New Mexico and the New Mexico College
of Apiculture are included in the retirement system.

The fund to pay the pensions is made up in part of con-
tributions from the teachers on the basis of 50 cents monthly
on a salary of less than MO, $1 monthly on a salary of $100,
and $2 monthly on a salary of more than $200. In addition,
the State coritributes 5 percent of the proceeds of an inherit-
anc,e tax levied by the New Mexico government. Further
accretions to the fund include interest on its investment,
gifts, and any special appropriations the State legislature
may make. The retirement annuity consists of $400 annu-
ally. In case of retirement on account of 'disabiliiy the
annuitant must have had at least 25 years of service.

North Dakota.In North Dakota the law specifies that
any teacher in the public schools or State institutions may
contribute to the State teachers retirement fund and receive
a retirement allowance after 25 years of service. The original
maximum retirement annuity wits $750, but 'this has been
reduced to $510 due to the fact that the income failed to
support the plan. A teacher is permitted to retire for dis-
ability after 15 years of service. Contributions of the teach-
ers consist of 1 percent of their annual salary with a maximum
contribution of $20 for the first 10 years and 2 percent of
their annual salary with a maximum of $40 for, the balance
of the years prior. to retirement. The contributidub 'are
designed to provide an annuity amounting to two-hUndiredths

s
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of the average annual salary for 5 years preceding retirement
multiplied by the total years of service.

Because of the limited income provided at retirement in
the North Dakota system, the teachers are permitted to
continue in the service to an advanced age. As yet the
State legislature has not appropriated money for the support
of the retirement fuud. Faculty members of the University
of North Dakota and the North Dakota Agricultural College
contribute to the fund. Membership is optional and not
compulsory.

WisConsin.k addition to public-school teachers the
Wisconsin State teachers' retirement system applies to faculty
members of the University of Wisconsin and the State teach-
ers colleges. The 'system provides for the retirement of
teachers at any time after 50 years of age and 25 years of
service. Retirement with annuities on account of disability
is permitted provided the teacher has served 5 years and made
contributions to the retirement fund during this period.

Under the Wisconsin system each teacher is required to
contribute 5 percent of his salary. The State contributes an
amount equal to 50 percent of the contribution of the teacher,
plus 5 percent for each year of teaching experience and minus
1 percent for each $100 in excess of $1,200 salary". A surtax
levied on incomes in excess of $3,000 furnishes the public
funds contributed by the State.

The annuity paid after retirement consists of the accumultv-
tions of the contributions of the teacher and the State.
Several options provide for extension of benefits after death
to the teacher's widow or beneficiary. The disability an-
nuity of a teacher retired after 5 years of service prior to the
age of 50 years amounts tic.) $25 monthly.

Ma8achugett8.Massachusetts State College is a member
of the State Retirement Association of Massachusetts. All
employees of the institution, both educational and non-
educational, are eligible after 1 year's service. Retirement is
permissible after 35 years of service or at age of 69 with 15
years of service. It is compulsory at the age of 70. The
teacher retirïng from disability must have had at least 15
years of service and the minimum annuity paid to him is
$300 annually.

35
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Funds were appropriated by the State to cover the accrued
liabaities existing at the founding of the system. The
teacher's annual contribution is 5 percent of his salary which
is matched by a State contribution. Upon leaving the
institution, the employee may withdraw his total accumu-
lated contributions with interest at the prevailing rate.

The amount of the retirement annuity is based upon the
amount of money contributed by the individual teacher plus
the amount set aside for him by the State. In no case are
the annual annuities less than $200 nor more thain one-half
the average annual salary of the teacher for the 10 years
prior to retirement. If the accumulated contributions of
any teacher are in excess of the amount required to provide
an annuity equal to one-fourth of the average annual salary
for the 10 years prior to retirement, the excess amount is
remitted in a lump sum to him with the first monthly
payment.

Connecticia.The State law of Connecticut permits the
State board of finance and control to retire State employees,
including those of Connecticut State College, upon' the
completion of 20 years or more of service, or upon reaching

tothit ;: e of 70 rears. The retired employee receives an allow-
*ancp equal to one-half of his average salary for the 5 years
next preceding such retirement. An employee who has been
in the service of the State for 40 yeaN or more may be re-

tired with an annuity equal to diTsazills of the salary
which be was receiving at the time of his retirement. The
retirement plan in Connecticut is purely permissive. The
college has no legal power to force the retirement of a staff
member on part salary.

CHURCH PENSION PLANS

In this country there are 534 universities and colleges
offering 4-year curricula leading to *degrees which are under
the control of the various denominations. In this study
questionnaires were sent to 427 of these, institutions and
reports were received from 243. The list to which the ques-
tionnaire was sent excluded institutions with faculties of

fewer than 25 members. More than 50 of the institutions
indicated in their replies that at least 1 or more of their
faculty members were participating in retirement allowances
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ot from soil . church pension fund. Since the information
ought s. as on pension sstems operated by the colleges

t: fate ves it is believed that some of the other institutions
also had a few faculty members eligible for church pensions
but failed to mention the fact.

No accurate statement, therefore, can be made as to the
exact number tpf denominational college teachers receiving
benefits from church pension funds. When it is considered,
however, that there are 534 institutions controlled by denom-
inations and that these same denominations have accumu-
lated pension funds amounting to more than $100,000,000, it
is safe to assume the number is large.

Church pension plans are designed primarily to care for
ordained ministers in their old age after long years of faith-
ful service. Retirement grants and pensions are made to
them from general church funds or funds specially set up
for this purpose. The benefits are commonly extended to
ordained ministers whether engaged in preaching or teach-
ing in denominational colleges and schools. This practice is
particularly true in the case of the Catholic Church. Priests
and teachers are members of religious orders of the church
which provide homes and sustenance for superannuated mem-
bers. However, 8141 arrangements may not be regarded
as old-age pension4n the strict sense of the term.

The plans of old-age pensions of the various denomina-
tions as applicable to their universities and college's may be
divided into two kinds. Under one plan the denominational
fund is used to pay pensions to ministers serving as adminis-
trators or faculty members of the institutions but other
faculty members and employees receive no pensions. In
some instance%) a layman who has rtindered exceptional
service at a college may be granted a pension by a special
vote of the board administering the fund. The second plan
consists of allowing all faculty members to párticipate in the
denominational pension fund provided the Diember and the
college make joint contributions.'

The first insurance and annuity contract of this type in
America was written by an association, known as the Presby-
terian Ministers' Fund. The organization of this association
for the purpose of offering insurance and annuities at mini*
mum oo4 to Presbyterian' minis ikhm marked the beginning.

.
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of an effort to provide protection for ministers against pre-
mature death and the hazards of old age. With the excep-
tion of the 'annuities provided by this association and pensions
offered to individual ministers from current funds or endow-
ments of the church denominations, no systematic effort to
provide benefits for aged minister% developed until the'
beginning of the present century.

In order to obtain information on the prefRent situation
with respect to this question, special letters of inquiry were
sent to the heads of pension funds operated by denominations
where retuins in the questionnaires of denominational uni-
versities and colleges indicated that such benefits were given
by the denomination controlling the institution. It was
found that the faculty members of 56 institutions, including
6 participating in the Y. M. C. A. retirement fund, are
receiving some aid from the church pension funds. The
plans of the different denominations will be discussed sepa-
rately.

American Missionary A880Ciatim --The American Mis-
sionary Associatiön organized by the Congregational Board
of New York City has offered universities and colleges under
their control an opportunity to cooperate in accumulating
a fund for retirement allowances for their eikployees. Five
colored institutions are eligible for participation, the list
including Le Moyne College, Tennessee; Talladega College,
Alabama; Tillotson College, Texas, Tougaloo College, Mis-
fissippi ; and Straight College, recently named Dillard Uni-
versity, LoTisiana.

The plan was originally organized in 1929, but its actual
operation did not begin until 1931. All teachers and employ-
ees of the institutions are eligible to join the plan, which is
entirely optional with them. Contributions of 3 percent of'
their saltily to the "Retirement fund for lay workers" of the
association are made by the teacher and employee. The
amounts of these contributions are matched by the institu-
tion. These contributions are credited to the individual
member and ale increased by interest accretions. Each col-
lege is encouragt4 to provide for the accrued liabilities of the
older teachers by payments distributed over a period of 10 or
15 years. If this arrangement is not followed, the college,
may tile ore of such liabilities by making the'necessary
payments out of pirent income.

410
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Accumulations of the joint contributions of the employee
and college are used at the retirement of the employee to
pay him a life income. An optional plan, however, permits
him to select a joint and survivorship annuity under which
bis widow or other beneficiary receives a life annuity after
his death. The minimum age of retirement is 62 years with
10 years of service. Retirement is compulsory at the age of
68 years.

410
In the event of withdrawal from service, the employee

m'ay allow the joint contributions to remain at interest with-
out further payments until retirement. In case of a demand
for cash settlement, he receives only that part which he has
contributed with the accumulated interest. In the event
of death prior to retirement, the amount to his credit is
applied toward providing annuity benefits for the wife,
husband, minor children, or other beneficiary. The admin-
istrative expenses of the plan are defrayed by the association.

American Baptist Home Minion Society.In reply to an
inquiry, the American Baptist Home Mission Society, which
conducts several colleges for Negroes, reported regarding its
oId-age pension system as follows:

The employees of this !society who are employed in educa-
tional institutions are eligible and I would say that the following,
schools are now participating in insurance and retirement plans
provided by our society: Beneclict College, South Carolina;
Bishop College, Texas; Morehouse College, Georgia; and
Virginia Union University, Virginia. The amounts paid are
determined by length of service and total salary of the bene-
ficiary.

Seventh Day Adventiste pemion .8.F acuity members and
employees of colleges under the control and support of the
Seventh Day Adventists participate in benefits provided
by its "Sustentation fund." In order to be eligible, an
individual must have worked continuously for 15 years.
The amount of the benefit is in proportion to the length of
service of the employee.

The colleges are required to pay into the fund 2% percent
of °their pay rolls covering all employees. Tbe general
conference of the church pays 3 percent of its mission receipts
which are derived from a "Forty-cente-a-week fund"
collected fiom church members. These payments are
compulsory. The annuity paid to married workers on retire-

1
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ment is $20.70 a month plus 90 cents a month for each year
of service up to 35 years. The highest annuity is $61.25
a month for 40 or more years of service. Surviving widows
or widowers receive one-half the rate paid the regular
annuitant during their lifetime, and two-thirds the rate if
there are dependent children. In the event of &ability tbe
college must pay the employee his regular salary for 6 months
before he receives any sustentation benefits.

The colleges participating are Atlantic Union College,

Massachusetts, Emmanuel Missionary College, Michigan;
Pacific Union College, California, Union College, Nebraska ;

Walla Walla College, Washington, and Washington Mis-
sionary College, Distriqt of Columbia.

Disciples of Christ.F aculty members of colleges con-

trolled .by the Church of Disciples of Chriit are entitled to

participate in the pension fund maintained by this denomina-
tion. In order to do so, a faculty member must contribute 5
percent of his pthly salary to the fund. At the same time

the college m ay a similar amount.
The church an provides for thb death and retirement

benefits. Based uPon an annual s lary of $2,000, the, bene-

fits include $1,000 at death payabl in cash and $300 annual
prnsion to the widow with an additional $100 for each minor

child. In the event of total and permanent &ability the
employee receives $600 annually, and at death the widow is

paid half this amount plus $100 annually for each dependent
child. The retirement pension paid at the age of 65 years or

over consists of one-seventieth of the annual salary times the

years of service. For employees having 30 years of service

the pension amounts to $900 annually. One-half of this
amount is paid annually to the widow in case of the death of

the annuitant.
This plan has been in operation since January 1931. At

that time most of the staff members and employees of the

colleges elected to contributeand join the plan, but since the

depression many have dropped out. At a few institutions
including Phillips University in Oklahoma and Chapman
College in Cáliforni# a portion of the faculties participate.
In some other institutions only those teaching religious sub-

jects have membership in the plan. There are some coh

leges in which a few faculty members pay 5 percent of their

fl
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salary into the fund, but the college does not contribute its
share of 5% percent. In such instances the benefits are
proportionately reduced. The administrators of the fund
are hopeful that in the near future, financial conditions at the
colleges will be so improved that all employees will ,participate
and be entitled to the full benefits of the plan.

Twelve colleges are eligible for participation in the Dis-
ciples of Christ fund. The list includes: Atlantic Christian
College, North Carolina, Bethany College, West Virginia;
Butler University, Indiana; Chapman College, California ;

Culver-Stockton College, Missouri; Drake University, Iowa ;

Euitka Colli.:e, Illinois; Hiram College, Ohio; Lynchburg
College, Virginia; Phillips University, Oklahoma; Texas

,-----*Christian University, Texas; and Transylvania College,
Kentucky.

Pre8byterian Church in the United States . Many of the
colleges under the control of the Presbyterian Church in the
United States cooperate with its board of pensions in pro-

. viding pensions for their presidents and faculty members.
The system operated by the church is known as the Service
pension plan. The benefits are based upon length of service
and the amount contributed by the beneficiaries.

An amount equal to 10 percent of the teacher's salary is
the usual contribution, a part of which may be paid by the
college or ithurch. In collecting the information from the
various colleges, it was impossible to ascertain in most in-
stances the exact proportion of the 10 percent paid by the
teacher and the college. The following is the list of institu-
tions participating in the plan: Albany College, Oregon,
Auburn Theological Seminary, New York Biblical Senullary
of New York; Bloomfield College and Theological Seminary,
New Jersey; College of Emporia, Kansas; College of Idaho;
Lindenwood College for Women, Missouri Lafayette College,
Pennsylvania ; Monmouth College, 1.11ingis Maryville College,
Tennessee; Park College, Missouri, PreNyterian Theological
Seminary, Elinois; Princeton Theological Seminary, New
Jersey; University of Dubuque, Iowa; and Western Theolog-
ical Seminary, Pennsylvania.

The Princeton Theological Seminary reported that only
ordained ministers serving on its staff receive the benefits of
the plan. Ten perCent of their salaries are contributed to

/
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the fund of which the seminary pays three-fourths and the
individual one-fourth. If the minister leaves the service he
may withdraw his contribution plus interest at the current
rate. The age of retirement is 70 years. The pension
received by the retired MiniStele is 50 percent of his average
salary for the last 5 years of service. In the event of perma-
nent &ability, he receiv 40 percent of his average salary
for the last 5 years. The pension system was inaugurated
in 1927. For the ministers of advanced years to whom pen-
sions were to be paid, the institution made arrangements to
take care of the accrued liabilities out of its current income.
Membership is not compulsory and only those contributing
to the plan receive the benefits.

Norwegian. Lutheran Church of Arneriecc erne of the
faculty members of the four colleges under the control of the
Norwegian Luthaan Church are members of its general
pension plan. Its principal feature is an end9wment pension.
The plan is administered by a board and permanent fund
of $635;000 has been accumulated. At the-present time 340
pensioners are receiving an income of $10 monthly.

A contributory reserve plan has been adopted, but the
congregations of the church have not contributed the
amount necessary to cover accrued liabilities. The colleges
under the jurisdiction of the church include: Concordia
College, Minnesota; St. Olaf College, Minnesota; Luther
College, Iowa; and Augustan& College, South Dakota.

Protestant Episcopal Church.The Protestant Episcopal
Church extends the benefits of its church pension fund only
to the ordained clergymen, their wives and minor children.
Administrators and teachers with ministerial status holding
positions in the seminaries and colleges under the control of
the church, however, paiticipate in the ions way as ministers
in the field. The General Theological Seminary of New York
reports that the institution pays the necessary contributions
so that its faculty members may receive the pensions.
Ministers were not required to join thepension system when
it was first inaugurated, but membership is obligatory now
for new ministers of the church.

Under thtpresent regulations of the pension fund the age
of retirement is 68 years. Upon retiring the clergyman
receives an annuity equal to 1% percent of his annual salary

.
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since ordination multiplied by the number 'of years during
which he paid the pension assessments after March 1, 1917.
Adjustments in service credit are allowed minister; entering
the service of the church prior to 1917. For total and per-
manent disability the benefitis 40 percent of the minister's
average annual salary for the 5 years preceding such disa-
bility, but in no case is the amount less than $600 annùally.

The plan provides for the protection of the widow at the
minister's death. An annuity *is paid her amounting to
one-hfilf of the pension to which her husband would have
been entitled, his service credit being calculatekfrom the
time of marriage with a minimum of $300 annually. In
addition, the widow receives $100 for each child below the
age of 7, $200 while each child is between the ages of 7 and
14 years, and $300 between the ages of 14 years and majority.
The total pension of the widow, however, must not exceed

_ the annuity to which the deceased would have been entitled.
The trustees of the fund stre financiers of national reputa-

tion. It is constantly 'Ring checked tia assure its actuarial
soundness and is under the scrutiny of 'the New York State
Insurance Department.

Methodist Epi8copal Church.Wiley College a Negro
college in Texas under the control of the Methodist Episcopal
Church, reported that certain faculty members were receiv-
ing retirement innuities from the board of education of this
church. Upon inquiry it was found that this board had
accumulated -a reserve fund of slightly over $100,000, the
income from which is available io pay old-age benefits to
needy executives and to teachers who have given long
service to the colleges and schools conducted by the church.
This cannot be called a pension plan in the true sense of the
word. It is rather a retirement allowance voted annually
by the board in consideration of the services rendered
by the applicant and based on his needs.

Young Men's Christian A880646011.In 1913, the Y. M.
C. A. made an attempt to establish an old-age retifement
system at ita annual convention. The task was undertaken
to collect the ne9essary data to determine the amount of
fuilineeded to place the proposed system on a sound

basis. Before the work was completed the WorM

,
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War broke out and the project was postponed. In 1920
the plan was again revived and definitely adopted by the
association to go into effect as soon as the necessary funds
were obtained. It was 2 years before the system finally
became effective. The system comprises both a retirement
plan to provide old-age annuities'and an assesoment insurance
plan, ttke latter being ¿mown as the Employed Officers
Alliance. Y. M. C. A. secretaries, executive officew,
full-time directors, and teachers of colleges or schools operated
by the association are eligible for the benefits of the system.
On June 30, 1930, the're were 1,158 local associations and
2,917 individuals participating.

The plan provides for joint contributions by the bene-
ficiaries and the local associations. Membership, however,
is not compulsory. The age of retirement is 60 years, but
members have the right to continue work beyond this age.
The secretary, college teacher, or other employee of the
association upon retirement receives an annuity Which is
the actuarial equivalent of his accumulated contributions
plus an amount consisting of three-fourths of 1 percent of
his average annual salary over the 10 previous years for
each year of service up to 60 years of age rendered sub-
sequent to the establishment of the fund. .If his employ-
ment antedated the time the system was inaugurated, an
amount consisting 'of 1% percent of his final year's salary
for each year of prior service is paid to him. The employee
and the local association contribute an equal amount to
the retirement fund. Ir case of permanent disability, the
employee receives an annuity sufficient to provide a total
retirement allowance of 1 percent of his salary during his'
last year of service multiplied by the total number of years
of service. The minimum benefit is 20 percent of the last
year's salary except when the employee is over 46 years of
age at the time of entering the service.

Upon death prior to retirement the beneficiary on demand
is paid the accumulated contributions standing to the credit
of the deceased in the fund plus interest compounded annually
at curent rates. In the event thAt the exiiplone withdraws
from the service at( ii4y time he is entitled to receive a similar
refund. Several *ions are offered the members at the time
of retirement. He may elect a life annuity ceasing altogether
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at his death or he may accept reduced payments cove-ring
two lives so that his widow is given protection after his death.
Some other actuarial equivalents are also available provided'
that they are approved by the association's retirement fund
board. Under the second plan Conducted by the association,
the group life insurance benefit provided through the Em-
ployed Officers Alliance amounts to $5,000, which is paid in.
case at death. The premiums of the life insurance are paid
in full by the member.

Six institutions of collegiate standing operated by the
el Y. M. C. A. are eligible for participation in the system. These

include: Central Y. M. C. A. College, Illinois; Fenn College,
Ohio ; George Williams College, Illinois; International Y. M.
C. A. College, Massachusetts; Northwestern University,
Massachusetts; and Youngstown College, Ohio.

Increased payments are being provided by the associations
to take care of the acrued liabilities which are being liqui-
dated over a period of years. Periodical adjustments are
also being made by actuaries to provide for new entrants and
disability payinents prior to Tetirement. Total assets of the
association's system at the end of 1934 were $15,256,805.

PLANS ADMINISTERED BY INSTITUTIONS

Pension and annuity systems administered by universities
and colleges cowist of two general types, funded pension
plans, and nonfunded pension plans. Each will be presented
separately.

Funded pension pkn8.---Funded pension plans consist of
those under which the institution accumulates certain sums
of money in the form of a retirement fu4d to meet future
expectations. The retirement fund may be completely segre-
gated from the institutional endowment and invested sepa-
rately or it may form a portion of the regular institutional
endowment. The amounts included in the fund and set
aside in some cases are basea s upon actuarial calculations.
Iii mosi of the institutions, however, the retirement fund
represents an accinhulatidn of surpluses from current income
special endowment funds, appropriations, gifts, and retire-
ment contributions from the salaries of the teachers without
any reference to actuarial needs when the younger members of
the faculties mach the age of retirement.

ij

il

EI

L.;

In



46 INSURANCE AND ANNUITY PLANS
.

The 15 institutions having funded pension plans are
Amherst Col Ike, Cornell University (in part), DePauw'
University, Hampton Institute, Hartford erninary, Harvard
University, Massachusetts Institute of Technology, Simmons
College, Union Theological Seminary, University of Cali-
fornia, University of Southern California, Wellesley College,
Wells College, Wheaton College, and Yale University.

According to the information received, 11 out of these 15
institutions have joint-contributory plans. In eight of them
the institutions match the amount contributed by the teacher
which consists of 5 percent of his annual salary. Two of
these institutions divide their contributions into two parts,
3 peretnt being set aside for retirement pensions and 2 percent,
for *life insurance. The Union Theological Seminary con-
tributes 7% percent while the teach : 5 percent of his
salary. Cornell University and Hartford Seminary have
joint contributory plans, but did not, furnish information on
the salary percentages paid by the beneficiaries or the institu-
tion. Foal- .colleges have noncontributory funded plans
paying thegretirement benefits Out of an accumulated fund
which is supplemented out of current income.

The annuity or pension paid the faculty member at retiret
ment in the institutions is usually about one-half of the annual
salary received during their last year of service with certain
limitations. When the member reaches the age of retirement
it i s

.customary m most o t e statutions eit er to pay t e
benefits out of the accumulate fund, or the amount credited
to the particular faculty mem er is used to purchase an
inimediate annuity from a wance- company. At 10
of the institutions the retiiple e was 65 years and at 4,
60 years. Eleven of 4.11/e insstitu ons allow the teachers to
continu: work afte the minimum retirement age, but retire-
ment smes,s,ompulsory at the age of 66 years in three
cases, 68 yea in one, and 70 years in one.

In the event of death or withdrawal of the member prig*
to retirement, various practices have been adopted by the
institutions. Of the four colleges having noncontributory
plans the member receives nothing at death or withdrawal in
three and an indefinite amount in one' In the 1 1 4ptitutions
with contributory plans 5 refund the teacher's corltibutions
with interest and 6 refund the jointv,ontributionp provided

t'
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the teacher.has §erved for a certain period of time, such as
5 years.

All employees are eligible to participate in the retirement
system at two institutions. In 10 only factilty members
'holding the rank of assistant professor or above may partici-
pate while in 1 the system applies only to administrative
officers and ull professors.

In respoiise to the question, "Is a special fund provided
for retirement contributions?", nine answered "Yes" and
six "No", indicating that in a considerable proportion of the
colleges no provision had been made to segregate the retire-
ment fund from regular operating funds of the institution.

Non-funded-pension plans. Non-funded-pension plans,
while providing for the distribution of pensions to aged
employees, make no provision for accumulating a definite
retirement -fund for this purpose. Such plans are generally
regarded as the least satisfactory since frequently through
unforeseen financial difficulties promised pensions and
retirement annuities cannot be paid. The result is that
employees whip have placed their depeildence on anticipated
pensions in their old age suffer serigus disappointments.

Civil govqnments and industrial concerns as well as uni-
versities and colleges have long made the mistake of adopting
old-age pension plans for their employees without making
any arrangements for raising the necessary funds in advance.
While it is true that a few of the heavily endowed universities
are financialty able to pay retirement pensions and meet their
steadily increasing drain, difficulties are often encountered
that handicap the operation of the plan. One of the most
important shortcomings of such plans, is that no definite
contract exists between the faculty members and the institu-
tion. Neither is any explicit age of retirement ordinarily
fixed. The teacher, therefore, is dependent wholly upon the
judgment of the governing board or bbard of trustees as to
the time when he is too old for active fiervice. In the same
way, the board decides the amount of pension that he is to
receive on a basis of what it regards as his 'needs.
situation is a source of constant embarrassment before and
after retirement to both the college and the teacher. In
some instances, the pension is based on a ies-o1ution passed
by the board of trustees without any conception of the load

Thi4
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assumed in paying the pension year after year until the death
of the retired faculty member.

In their replies to the 'questionnaires 25 institutions classi-
fied themselves as having non-funded-pension plans. Many
of the practices of these institutions are similar to those of
colleges having no definite pension plans described in a later
section of ,this chapter. The followiq list comprises the
institutions having nonLfunded-pension plans: Austin College,
Butler University, Centre College, Dennison University,
General Theological Seminary, Gettysburg College, Heidel-
burg College, Kalamazoo College, Lafayette College, Mary
Baldwin College, Milton College; Moravian' College, Mount
Union College, Nèbraska Wesleyan University,. New York
Horn.eopathic Medical College, Ohio Wesleyan University,-
Otterbein College, Princeton University, University of
Florida, University of Illinois, University of Kentucky.
University of Minnesota, University of Nevada, Waynesburg
College, and Western Maryland College.

The plans of these institutions vary considerably with
respect to the amount of the old-age pensio§ granted to the
retired faculty members. Two reported that at retirement
the faculty member is paid half salary for the remainder of
his life as an old-age pension. Four consider each case on its
merits in fixing the benefit. Two continue to pay the same
salary but reduce the work assigned to the teacher. The
pensi9n is fixed at 20 percent of the salary received by the
teacher in his last year of service plus 1 percent for each year's
service up to 50 percent of the salary in two institutions; 33
percent of the last year's salary in one institution; $480
ahnually in one institution $1,200 in one institution ; and
between $2,000 and $2,600, annually, depending upon the
rank held by the teacher in ()fie institution. An indefinite
amount was reported as being paid in two institutions.

In the. event of siòkness of the faculty member, further
differences hi the policies of the 21 institutions reporting are
found. Five institutions stated that full salary is paid"until
recovery; four consider each case on its merits; two pay full
salary for a p.eriod ranging from 1 to 6 months; one pays full

. salary for a year; two continue full salary provided a sub-
stitute teacher is paid by the incapacitated faculty member;
and five pay an indefinite ainount for a limited time.
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Twénty institutions reported upon the policy followed bY
them in the event of death of ihe faculty member. Of this
number, five pay nothing to the teacher's estate; five pay the
full salary of the deceased teacher for 3 months; two pay 25

percent of the salary during the lifetime of the widow ; one
continues the salary to the estate for the remainder of the
collegé year; one pays the salary Tor a full year to th.e widow
or estate; 'one pays from 5 VI 50 percent of the annual salary
in cash depending upon the length of service; one shares the
premium on a $1,000 insurance policy; and one pays the
full salary for a month. One institution reports that no cases
of this character had occurred.

In reply to the question: "Are benefits guaranteed by con-
tract?" all reporting institutions answered "No", exept
one, the University of Illinois. The benefits at this institu-
tion are considered as part of the employee's regular salary
and constitute, therefore, an employment contract. How-
ever, the board of trustees of the institution reserves the
right to alter, modify, or annul the -contract relating to lia-
bilities of the university. At 24 of the 25 institutions there
is no pretense that the pensions are on a contractual basis.

In response to the question: "Who determines the amount
paid in the event of sickness, death, and old age?", 17 out of
the 25 institutions reported that the board of trustees makes'
the decision or follows resolutions adopted by the board at
former meetings. At four additional institutions the board
of trustees confirms the recommendations of the president of
the college. At two' others the president determines the
amount, while at one the dean decides the question. In the
case of one institution it is predetermined by contract.

The factors determining the amount of pefision paid include
years of service at institution, age, faculty rank, amount of
salary, and personal wealth cif the faculty member. At four
institutions the amount paid is dependent on years of service
and age. At three others, years of service alone is the de-
ciding factor. The remainder of the institutions, with one
exception, reported that the amountwas dependent on anhese
various factors with years of service is the most important.

As the word "nonfunded" indicates, all these institutions
pay tbe benefits out of current income. Many indicated
tliat the policy was a strain upon their resources due largely

:A ks.

2

4



50 INSURANCE AND ANNUITY PLANS

to reduced income dtuing.the period of the recent depression.
Asked if they were of the opinion that some form of annuities
administered by an outside agency wouild be a better means
of solving this problem, five answered "yes", five answered
"no", four were undecided, and one explained that the out-
side plans were too expensive. The others did not reply to
the question.

Mutual benefit plam.A mutual benefit association is an
organization of employees having a common employer, the
members of which contribute small amounts of money reg-
ularly to 'a common pool to be used in paying definite stipu
lated benefits to any member as a protection against certain
risks. In addition, the association may also consist of an
organization on a Nation-wide scale such as a .10-dge or broth-
erhood. The benefits are paid in the event of death, old age,
sickness, or accident varying aècording to the type of the
association.

The plans of the association, whether local or Nation-wide,
are based upon the principle of insurance through the aver-
aging of risks. They are usually conducted at low cost arid
are productive of an intimate, cooperative spirit among the
members. If properly organized and administered, such
plans may perhaps be adapted more satisfac I0 1 local
conditions and needs than can- those of commercial t -in-
purance companies. This is particularly true where sic Al ess

and accident benefits are paid. On the other handythe m n-
bership is frequently too small to permit a proper s

tion of the risks and the association,"therefore, may be subject
to grave danger of insolvency in case of local epidemics or
other unforseen catastrophes.

Mutual benefit associations have had their largest develop-
ment among groups of employees in commercial and indus-
trial concerns. Several hundred such associations are now
ill operation in the United States. The industrial relations
section of Princeton University recently made a study of 100
well-developed plans of mutuaLbenefit associations. A sum-
mary of tht results and findings of this study follows:

Membership in the association is usually optional if the
group is large, and should be compulsory, if the group is

small. It is necessary that poor risks be balanced by good
risks to assure success of the pfin. this requires that a

f
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substantial majority of the workers be included. Otherwise
the outgo in payment of benefits will be unduly high since
the older employees and those in poor health are the first
to join the association. Most of the plans fix a maximum
age limit above which membership will not be accepted. In
some cases this age limit is high and in others low. Other
means of selecting members to protect the association is by
examination. Temporary employees are not eligible for
.membership. The amount of the dues is most often small.
Membership terminates when the employee quits his posi-
tion or job.

Dues in mutual benefit associations are fixed either on the
basis of a flat rate for all members or a sliding scale accord-
ing to the salaries or wages of the members. The most
frequent method used to collect dues is by deduction from
the employee's salary check or pay envelope. Special
assessments are sometimes necessary when an unusually
large number of cases develop requiring the payment of
benefits. At other times the payment of dues is temporarily
suspended when no benefits are to be paid. Einployers
o n match the dues of the employees paying the same
am i t or a fraction thereof into the association's treasury.
Additi s al income is derived from one or more miscellaneous
sources, such as dances, bazaars, athletic events, and other
specially arranged social activities.

The amount of the benefit depends primarily on the
group's experience as to the extent of the claims which must
be met in relation to the income from dues. A flat rate for
dues calls for the same benefit to each member. A period
of delay of 1 or more weeks before the payment of the benefit
commences is specified by most associations in case of sick-
ness. Accident benefits usually begin at once. Ordinarily
the benefits for illness are paid for 13 ipeeks after which they
cease. The beneficiary once having 'been paid benefits is
not entitled to any payments for the next 12 months. Death
benefits in general consist of an amount covering the cost of
a modest burial. The association is administered by a
tommittee of the employees and a representative of the
employer.

There are three plans of operating mutual benefit associa-
tions. One consists of the reserve plan under which suffi-.

n
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ciently high Clues are charged so that a reserve fund may be
accumulated to pay the benefits. The second is the assess-
ment plan which provides for pro-rata assessments against
members of the required amort necessary to pay the
current benefits. The third is a combination of the two
plans. The reserve plan providing for the charging of the
necessary dues to create a fund to meet all cóntingencies is
the easiest to administer. It also has the advantage of
eliminating &satisfaction among the members. The assess-
ment plan while apparently relieving members from paying
dues except when cases develop requiring the payment of
benefits is more likely to cause fluctuating membership and
delay in meeting obligations. A combination of the two
methods is perhaps the best. High dues discourage wide
membership. Lower dues and infrequent assessments in
times of unusual drain have been found more advantageous
in most associations.

The University of Southern Califoniia is the only institu-
tion of higher education in the United States which has
established a mutual benefit association. Prior to 1935 the
university carried an insurance policy with a commercial
life-insurance company providing health and accideiit pro7
tection to its faculty mknbers. At the end of 1935 the
policy was about to be discontinued. On this account the
president appointed a committee to study and make recom-
mendations on a substitute plan to replace the policy. After
spending some time studying the problem, the commipee in
December 1934 made its report in which was presented a
42point plan for adoption by the institution.

The report proposed that the trustees and faculty organize
a mutual benefit association to be known as the University
Benefit Association. The purposes of the association were
to provide: (1) Protection to faculty members against disa-
bility due to accident or illness interfering with regular
income; (2) adequate and expert medical service for the
faculty members and 'their dependent families; (3) old-age
annuities after retirement from active duty; and (4) addi-
tional protection for dependents in the form of life insurance
at low costs.

As a result of the recommendations contained in the report
of the committee, the trustees and faculty members of the ,
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University of Southern California organized the association.
At its initiation the association undertook only to furnish
protection against disability due to sickness and accident as

a substitute for the expiring insurance policy. Plans for
providing it system of retirement annuities, medical service,
and group life insurance are to be formulated and, put into
effect by the association at some future time. An outline
of the provisions of the associa,tion's constitution and bylaws
as finally adopted follows:

Name: The University Mutual Benefit Association.
Membership: All employees of the university at least on a

half-time basis.
Object: 1. To foster and develop projects or plans which may

be of mutual benefit to members of the association. 2. To,ad-
minister any type Qf protection upon a mutual benefit plan or to
make contracts with-any commercial carriers which may provide
any part of, or all of such protection. 3. To engage in any undet-
taking which may be considered to be of advantage in advancing
the interest of the University of Southern California.

Control: Five directors appointed by the president, who shall
have the privilege of ,consulting with the insurance committee of

the university which shall act in an advisory capacity on all
major problems affecting the association. They shall employ
such persons as are necessary to conduct the affairs of thetsso-
ciation and shall have power to supervise an invest all funds
belonging to the association and to order the payment of funds

-a to just claimants. The board of directors shall render an annual
statement to the members of the association showing the true
financial status of the association.

Bylaws: Accident and sickness disability.
SECTION I. Protection will be provided in ease of accident or

ickness disability to the aifount of one-half salary. Premiums
ay be increased or the benefits reduced byaction of the board.
SEC. II. Benefits shall consist of monthly indemnity for dis-
ility resulting from bodily injury effected solely through acci-

ental means, and for disability resulting from sickness.
SECS. III and IV. The monthly indemnity shall in no case ex-

ceed $320 per month. A month's salary shall be considered to
be one-twelfth of the annual salary.

SEC. V. A premium equal in amount to three-quarters of 1 per-
cent shall be deducted from the member's monthly salary. This
amount may be increased not to exteed 1% percent of the mem-
ber's monthly salary. During disability the premium shall be
deducted from the amount payable as monthly indemnity.

SEC. VI. Disability payments shall begin at the end of the first
month and continue as long as the member shall be totally and
contihuously disabled and prevented from engaging in any and

1
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o

every occupation o mployment for compensation, gain, or profit.
In the event it sh continue beyond the sixty-first birthday, he
shall receive one-h the regular monthly indemnity.

SEC. VII. Members shall not be entitled to benefits for dis-
ability resulting directly or indirectly, in whole or in part from
(1) venereal diseases, (2) pregnancy, (3) self-inflicted injuries, (4)
imm9derate use of 'stimulants or narcotics, (5) injuries sustained
while intoxicated, or (6) fighting, unless in self-defense against
unprovoked assault.

SEC. VIII. A liberal interpretation has been given to the -aerial-
passenger clause.

SEC. IX. All university employees, )),:i half time or more, under
age 61, who have passed the requiréd medical examination, are
eligible to participate unless they give evidence of adequate pro-
tection otherwise. During the first year of employment a mem-
ber is entitled to 6 months indemnity, and the period of indemnity
is increased until at the end of the fifth year of employment, it,
will continue indefinitely.

SEC. X. Protection is continued during sabbatical or other
official leaves.

SEC. XI. When a member withdraws from the university,
benefits shall automatically terminate at the end of the current
school year, but without prejudice to any pre-existing claims or
continued indemnity.

SEC. XII. Benefits shall be terminated upon the member reaching
his sixty-sixth birthday without prejudice to any claim existing on
account of disability commencing prior to date of such termination.

SEC. XIII. -The board of directors shall determine actual cases
of disability upon recommendation of the association physician.
Appeal may be taken to an arbitration committee.

SEC. XIV. No indemnity shall be payable for any period of
disability during which the disabled member is not under the cite
of the legally qualified physician, other than the insured.

SEC. XV. Applicant is reimbursed for the medical examination
within 30 days after the commencement of disability.

SEC. XVI. Written notice of injury or sickness must be given
within 30 days after the commencement of the disability.-

SEc. XVII. Affirmative proof of loss must be furnished at any
time upon demand.

Sze. XVIII. Any indemnity received from workmen's compen-
sation law shall reduce the indemnity received under this policy.

SECS. XIX and XX. Indemnity paymenta are limited to funds
in the treasury and no claim may be brougbt against any member
of the association including officers and directors.

SEc. XXI. The board of directors may make alterations in the
plan subject to the ratification by a two-thirds vote of the members.

Articles II, III, and IV, covering medical service, retirement annu-
ity, and group life insurance, are to be formulated in the near future.'

The University of Southern California, Committee on imams plans, 1934.
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Hos service association.Western Reserve University,
Cleveland, Ohio, has recently arranged with the Cleeland
Hospital Service Association for insurance of all employees,
who elect to take it, against hospitalization costs. The uni-
versity deducts the premium from pay checks but does not
pay any portion of the costs.

This mutual-benefit hospitalization association was organ-
ized by the hospitals of Cleveland, the details of the plan
having been devised by. them. It is a nonprofit corporation.
When an individual becomes a subscriber to the association,
he is provided 21 days of hospital care in any 1 year at any
of the member hospitals. The care consists of meals and
bed, general nursing service, routine laboratory service,
X-ray-department service, use of operating room, and
anfesthesia without extra cost, and medicines and dressings.
Benefits are not given in maternity cases.

In order to join the association and participate in the
benefits the individual must be one of a group of employees
of the same employer, and in good health at the time of
applying. If the individual leaves the employer he may
continue to pay his subscription for the remainder of the
year after which he is no longer eligible. There is no physi-
cal examination nor age limit for subscribers.

The association has the endorsement of all the city's wel-
fare and charity organizations. Its board of trustees con-
sists of 24 representative citizens of Cleveland who are
giving theiroactive support to the plan. The annual sub-
scription fee is $7.20 for ward service and $9 for semiprivate-
room service. The fee is payable either semiannually,
quarterly, ör monthly.

INSTITUTIONS WITHOUT DEFINITE PLANS

In the present study, 642 universities and colleges reported
either by filling in the questionnaire or by some other method.
Of the 786 guéstionnaires sent out, 335 were returned filled
insofax,a§ the questions applied to the institutions. Ninety-
fowletters were received in lieu of questionnaires in cases
where no plans existed. Therefore, reports from institu-

, tions totaled 429. Two hundred and sixty-six reported
that they had no definite plans.
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This section of the study is devoted to the practices of
those universities and colleges with respect to benefits
granted in the event of retirement, death or illness of their
employees, although np definite plan had been established.
The first part of the questionnaire was designed to record
these practices. Here are the questions together with the
number of institutions classified according to their answers.

Question 1.Has any study been made by your institution
of insurarice and annuity plans? Yes, 146 ; no, 69 ; total, 215.
The fact that 68 percent of the institutions answcired "Yes"
to this question makes it obvious that there is a widespread
interest in the subject.

Question 2.Who initiated the movement that led to this
study?, Faculty, 42; president, 75; trustees, 26 ; treasurer, 4
busineis manager, 2; comptroller, 1; education board, 1

salesman, 1; total, 152. It is interesting to note that in
almost 50 percent of the institutions, the presidents were
instrumental in initiating the.movement. In an additional
16 percent the board of trustees was responsible. Thus -in
approximately two out of three of the institutiong the
administrative authorities have recognized the desirability
of providing pratection for the employees.

Question 3.Have all proposals for a definite plan been
abandoned? Yes, 20; no, 68; total,-88. Postponed,,es, 92 ;

no, 13; total, 105. State briefly the reason for your decision.
The answers to this question are presented in tabular form
as follows:

TABLE 4.-INSTITUTIONAL REASONS FOR NOT HAVING A
PLAN OF INSURANCE AND ANNUITIES

- Reason Number of
institutions

Percent
age-

Financial difficulties 55 50. 0
Have plans for prompt action 28 25. 4

Not interested at present 12 10. 9

Faculty has adequate personal protection t. 4 . 8. 1

Seeking aid or plan through State legislature .% 9 3. 6

Discontinued a plan . 1 L O

Too small for group plan
..

1 1. 0

Total 110 100.0
,

Question 4.Do you have plans for overcoming this diffi-
culty? Yes, 30; no, 73, total, 103.

L,
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It is evident that most of the universities and colleges are
hopeful of adopting a plan at some future time. Only 22
percent have abandoned all proposals for a definite plan, and

88 percent have merely postponed action because of tem-
porary contingencies. The reason for the abandonment or
postponement in the case of 50 percentkof the institutions was

financial difficulties. While an economic depression empha-
sizes most forcibly the need of social security for employees,

it makes at the same time the immediate adoption of a plan
a difficult undertaking because of the reduced income of both
eMployer and employees. About 30 percent of the institu-
tions reported that they have plans for overcoming the diffi-
culty confronted by them and have prospects for adopting a
plan soon.

Question 5.If you wtre to adopt a plan, what benefits
other than financial would you hope might accrue to the
advantage of the institution and the personnel? Reduced
faculty turn-over was repoled as the more impórtant benefit
by 50 institutions and impfoved prófessional attitude of staff
members by 'SO. Other Advantages stressed -by the various
institutions were: Security for old age, graceful retirement,
improved morale and increased loyalty, institutional self-
respect, and freedom from worry.

Question 6. In the event of an employee's illness, what has
been your practice? Out of the 157 institutions reporting,
47 pay full salary until recovery or death; 13 pay full salary
for a period of 1 to 2 years; 49 pay full salary for a period of 1
to 9 months; kpay half salary for periods of 6 months up to
the time of recovery ; 26 have no degnite practice but consider
each case on its merits; 8 continue the payment of full salary
provided the teacher pays a substitute; and 10 pay nothing.

Otestion 7.In the event of the employee's death, what
has been the practice with reference to paying benefits to
dependents? Of the 150 institutions reporting, 95 pay
pothing, 1.7 consider each case on its merits, 7 pay half salary
to the widow as long as she lives, and 31 pay full salary to the
widow for periods from 1 to 6 months.

Question 8.In the event of the gmployee's retirement,
what has been your practice with reference to paying benefits?
Out of 141 institutions reporting, 73 pay nothing, 29 considen
each case on its merits, 25 continue to pay half of the em-

41.
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ployee's salary for the remainder of his life, 11 pay from 25
to 40 percent of his salary for life, and 3 pay his full salary
for several months.

Question 9.Arv these benefits guaranteed by a written
contract between the college Iliad the employees? Of 105
institutions replying, all answered "no."

Question 10.Who determines the amount paid to the
staff members in the above cases? Out of 113 institutions
reporting; the trustees determine the amount in 48 instances,
the pre.sident in 22, the president and trustees jointly in 35,
and in 8 othérs, administrative officers, such as the treasurer,
dean, and the like, or the donor of the fund.

Question i i .What factors determine the amounts paid
to an employee in the event of illness, death, or retirement?
In most instances the institutions indicated more than one
factor. The particular factors stressed were years of service
in 66. institutions, attained age in 44, faculty ank in 28,
amount of salary in 39, uniform benefits to all employees in
8, and personal wealth or income of the individual employee
in 51. The total number of factors checked by all thp
institutions replying was 216.

Question 12.What funds are used to meet these benefit
payments? In 104 institutions the benefits were paid out
of current income and in 1 out of an endowment fund.

Ques4ion 18 .Do you think that some form of group
insurance or annuity, administered by an ()inside agency
would be a better means of solving this problem? Out of
102 institutions, 53 reported "Yes",. 7 "No", 35 undecided,

.4 too expensive, 2 unfamiliar with other form, and 1 not
interested.

In summarizing the information obtained by the que;tion-
.naires from the institutiops without definite insurance and
pension plans, it may be said that the president and trustees
have in general diicretionary powers in determining the
employees wbo Allan reCeive benefits. In most cases tho
amounts of the benefits paid are dependent on the merits of
'the individual case.

Although guaranteeing nothing in the event of illness;
there seems to be an established practice among the institu-
tions of keeping the employee on the pay roll for a reasonable
length of time at full salary. Benefits to the widows and

Ar



COLLEGE STAFFS 59

dependents of employees at death are not so liberal. A
considerable number of institutions, however, pay the
widow 1 month's full salary when her husband dies. When
an employee has outgrown his usefulness and his discharge
is necessary due to old age, one-half of the institutions
reported that they pay nothing in the° form of retirement
benefits to him. Approximately 18 percent indicated that
they pay the retired employee half of his annual salary for
the remainder of his life.

From the information collected, it is evident that in most
of the institutions protection against death, sickness, and
old age has been regarded as the personal rdiponsibility of
each employee rather thad the concern of the institutional
authoritres. Portunately, a change of sentiment is.occurring
as it is found that most of the institutions without definite
plans are making a determined effort to solve the problem
by seeking the services of organizations, such as the Teachers
Insurance and Annuity Associ on and other agencies
specializing in this field'. Publicly ntro1led institutions are

P exerting their influence to securßtate pension legislation.

INSTITUTIONS HAVING INSURANCE AND ANNUITY PLANS

Institutions of all types have insurance and annuity plans.
A considerable difference exists in the number of institutions
of particular types which have established plans. In order
to show this difference, the institutions have been classified
on a basis of type as follows: Publicly controlled universities
and colleges (including professional schools ,but excluding
teachers colleges) ; privately controlled universities and col- .

leges; denominational universities and colleges; teachers
colleges; *and Negro colleges. Information concerning the*
several types is pregatted separately.

Publicly controlled universities and colleges. There are 152
publicly controlled universities and colleges in the United
States and its outlying parts. Of this number 49, or 32.2
percent, hive some plan of meeting the retirement problem.
Twenty are included under,State retiremeni systems for
public-school teachers or other Stab). employees; 16 are ustnK,
the deferred plan of annuities offered by the Teachers -135(-.
surance and Annuity Association; 5 have a plan of paptig

.r
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litilowances out of their current incoine; 4 ha-ire faculty mem-
bers receiving Carnegie pensions; 2 administer their own
funds for retirement purposi3s; and 2 have life-insurance
companies administering retirement payments. Thiity-
seven palicly controlled colleges and universities have group
life insurance and 6 have group health and accident policies
for their employees. .

Privately controlled universities ana colleges.Of the total
of 369 privately controlled universities and colleges 105, or
28.4 percent, have' retirement plans. Seventy-eight provide
for annuities thiough the Teachers Insurance and Annuity
Astisiociation, 11 En n ster their own funded plans; 7 have
faculty members receiving pensions from the Carnegie
Foundation; 7 have annuity plans administered by life
insurance companies; and 2 are paying retiring allowances
from current incoine. Fifiy-four privately controlled insti-
tutions have their employ.., e rotected by grou0 life insurance
and 11 by group health : 1*. accident insurance.

Denominational universities and colleges. re are- 5:4
universities and colleges under the control of i e various
denominations. rn many of these institutions f ty mem-
bers who are ordained_ ministers participate in retirement
systems operated for the ministers by the particular denomi-
nation, although the institutions have no system of thcitown.
Fifty-six institutions receive church funds which are used to
provide retirement benefits; 18 are administering their own
non-fundedwpension plans; 14 participate in the plan offered
by the Teachers Insurance and Annuity Association, 3 have
plans administered by life insurance companies; 3 administer
their own funded pension plans; and 2 haye faculty members
ieceiving benefits from the Carnegie Foundation. Forty-
five denominational universities and colleges have their em .
ployees protected by group life insurance and six 'by group
health and accident insurance.

Teachers colleges.Of the 158 teabhers colleges, 74 of the
148 publicly controted institutions are included in Státe
teachers retirement systems and 1, Colorado State Teachers
College, hatristablished retirement -annuities through the
Teachtirs Insurance and Annuity Association. Thp George
Peabody College for Teachers, a privately controAed insti-

. tution at, Nashville, Tenn., also -provides annuities through
-
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the same association. Six teachers colleges have group life

insurance and four have group heidth and accident insurance.
Negro institutions. Many of the Negro institutions have

small faculties which are frequently not large enough to meet
the requirements of group contracts. Therefore, the re-
sponsibility for providing retirèment and insurance is left to
the individual members. In the larger Negro colleges it was
found that Hampton Institute, Howard University, and Fisk
University have adopted the plan offered 1-3y Teachers In-
surance and Annuity Association. Ten other Negro insti-

f
tutions are included in pension plans of denominations:9 have
group life contracts; and 1 has group 'health and accident
insurance.

Summary.Information on the institutions having insur-
ance and' annuity plans are summarized in the following

three tables. Table 5 gives ,the number'. of institutions
segregated according to the several retirement plans used.
In some instances, the employees of one coilege are participat-
ing in more than one retiremelit system. There are eight
colleges where this situation wdsts.
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TABLE 5.INSTITUTIONS USING THE VARIOUS PLANS
FOR RETIREMENT

Retirement plans " Number of
institutions Percentage

_Ai__
33. 1
29. 2
17. 4
7. 8
4. 0
4. 7
3. 8

_

Teachers Insurance and Annuity Association
State or city retirement systeme
Church pension plans
Nonfunded plans of paying out of current inoome
Annuity plans administered by commercial companies
Funded plan administered by the institutions
Caine& pensions only

Grand total_
Duplicates__ .

Total
,

106,
94
56
25
12
15
13

321 100. 0

313

In table 6 are shown the number of institutions of different
types using each of the several retirement plans. Duplica-
tion occurs because the same college may beclassified as both
Negro and privately controllea, th&by causing its nameto
appear twice.
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k TABLE 6.---1-NUMBEt-OASTITUTIONS CLASSIFIED BY TYPE
HAVING DIFFERENT RETIREMENT PLANS

Type of institution
-

NUMBER Or INSTITUTIONS HAVING

Teach-
ers in-surance
and an-
nuity

associa-
tion

.pm

State or
city

teach-
t;,...
b"'ment
plan

Church,.-
sion
plans

Non-fundedr,"
Fa""

Funded
plan

Group
annu-

ity
plan

Car-
negitb
Foun-
dation
plan

_

8

.

3
..

3 4 5 I 7

Publicly controlled
Privately controlled. 9....
Denominational
Teachers colleges -
Negro, .414- ,

Grand total
Duplicates

-
Total

16
78
14

2
4

20

74
56

10

5
2

18

2
11
3

2
,

3

4
.

2

i'

114
8

St 66
10

25 16 12 1 . 13
1

,

106 i4 56 25
I

15
I

1 12 13
I

1

1

Table 7
a

shows the number of institutions according to

type having group 'life and health and accident insurance.
Duplication of institutions appear also in this table.

TABLE 7.NUMBER OF INSTITUTIONS CLASSIFIEb BY

TYPE HAVING GROUP-INSURANCE PLANS
.

,

- .

Type of institution

s
INSTITUTIONS HAVINGÀ.

Group life Health and accident

Number
e

Percent
I

Number
,

Percent

1 I s 4 5

Privately controlled
Denominational _ .

Publicly controlled
Negro
Teachers colleges

54
45
37

6

35. 8
29. 8
24. 4
6.0
4. 0

11
6
6
1

4

21. 4
21. 4
3. 6

14. 3

Grand total _ _____ _ ___
Duplicates

Total. _ _ ____

151
15

100. 0
...

28
1

100. 0

1 N _ _ 27 1........: i
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CHAPTER IV: FUNDAMENTAL PRINCIPLES OF A
COMPREHENSIVE PROGRAM OF INSURANCE
AND ANNUITIES R COLLEGE STAFFS

In establishing an insurance and pension system there are

certain underlying principles that should be given considera-

tion by a university or college. On the basis of the pre-

ceding analysis of the policies and practices of institutions
conducting plans of various typea and the review of tie
literature dealing with the many phases of the subject .an

attempt will be made in this final chapter to set forth these
principles.

I. Coverage should include protection against the effects of

three major hazards of economic lifepremature death, old age,

arid sickress and aceident.--No system of protection ig com-

plete without providing for all three of these major hazards.
The elimination of one will reduce the effectiveness of the
others. Eách form of protection is so dependent on the

other that it is difficult to state which is the important
or which should be postponed in the event an institution sees.,

fit to adopt only a partial system. Some authorities suggest
that all three forms be adopted on a reduced scale rather than
exclude any one of them. The. main reason behind this
proposal is that death may. cufshort the period during which
superannuated benefits are being accumulated. The widow
and children of the employet are thus stranded without
adequate income at a most critical time of , their lives.
There is also the possibility ill; s Bability may taie away

. the earning power of the emplu.. during the period when
he is making his contributions for r t ement pensions.

The data collected in the stud mdicate that many
institutions have concentrated in providing protection against
old age to the exclusi.on of pr,emature death and of sickness
and accident. More thitii 300 institutions have made at
least some effort to pay benefits to itaff members retired on

account of old age. Of all the institutions, 136 have at the
same time arranged for group life insurance and 27 for group
health and accident insurance. The failure of the institu-
tions to ticlopt group Iealth and accident insurance is com-
molly due to the fact that they have adopted the practice

63
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of continuing the Onployee's salary for a reasonable period
during his incapacity.

Seventy-two colleges have a combination of retirement
benefits and group life insurance, 13 of group life insurance
and of group sickness and accident insurance, 20 of retirement
benefits and of group sickness and accident insurance.
There are 11 institutions which have complete systems
including retirement benefits, group life insurance and group
sickness and accident insurance. Only a minor proportion
of the institutions, therefore, have follovied% the principle of
providing protection against all three of the major hazards
of economic life.

II. Membership should include all the employees of an
institution both professional and nonprofessional.An insti-
tution has not fulfilled its responsibility of providing a com-
prehensive plan of protection so long as any group of the
employees is excluded from the program. The janitAor in
most instances has more dependents.than the professor and
the chief engineer has as much right to security in old age as
the president. There is a tendency among the institutions
to exclude nonprofessional employees. It is found, however,
that such employees are included to a greater extent in
the group life-insurance plan and in the group health and
accident plan adopted by institutions than in old-age retire-
ment plans. Of the' total institutions reporting as having
old-age retirement plans honprofessional employees are
excluded in 82 percent of them. On the other hand, 80
percent of the institutions having group life-insurance plans
include the nonprofessional employees, such as clerks, and
68 Percent nonprofessional employees, such as laborers.
In these same institutions, all professional employees are
invariably included in the group life-insurance plan. It is
the general practice to extend the accident and health benb-
fits to include all employees, both professional and non-
professional. In their reports 28 colleges expressed a desire
to extend the protletion to groups of .their employees not
included under their present plans.

III. Membership should be compulsory for new members
evading the service after the adoption of a plan; optional for
those already in the service with the understanding that the
institution assumes no responsibility for those eligible wiw do
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not avail themselves of the benefits offered.The reason for
compulsory membership is obvious. To have a portion of
the group protected and a portion unprotected defeats the
primary purpose of the system. Moreover, the costs of
group life insiirance and of group health and- accident
insurance are correspondingly reduced as the size of the
participating group increases. From the point of view of
the employee; compulsory membership is an advantage
rather than a disadvantage. The employee is sure to grow
old, die, or quit his job. In any event he is guaranteed
protection in the form. of regular benefits or the return of
his contributions with interest. In response to the ques-
tion in the questionnaire: Was membership compulsory for
old members when plan was adopted? Twelve institutions
answered "Yes" and 100 answered "No." In replying to
the question: Is membership compulsory for new members?
Fifty-three institutions reported "Yes" and 64 reported
"No." It is evident, therefore, that this principle of com-
pulsory membership of new faculty members is not being
followed by the larger proportion of the institutions. As
might be expected, the reporting institutions gave a unani-

Nemous response to the question: Does the institution assume
responsibility for those eligible who do not participate?
All institutions answered "No."

4V. The employees and the institution should share approxi-
mately on an equal basis in the payment oj the premiums on
group insurance and assessments in mutual benefit associations
or in making contributions to the retirement fund.---An almost
unanimous agreement ,exists among authorities on ¡roil')
insurance and annuity systems that the cost should be
distributed approximately equally between employer and
employees. In the case of group life insurance the employer
is required by the life-insurance companies to pay all, thea'
premium in excess of $7.20 per thousand. While the em-
ployer may pay the entire premium for group life insurance,
the laws of a number of States prohibit the employees from
bearing the total cost thus legally requiring joint contribu-
tions of employer and employee.

With respect to old-age retirement, tbe fallacious plan of
free or noncontributory pensions has been almost universally
discarded. Both the employee and employer are interested

,



66 INSURANCE AND ANNUITY PLANS

in solving the old-age problem because of self-interest and
self-protection. Each, therefore, should be required to share

the costs. The employee is interested in his own future

security, and the employer is anxious to reward the employee
for long and faithful service. At the same time a satis-

factory means of eliminating employees no longer able because

of old age to perform their work efficiently is provided. The
latter is especially true in the case of college teachers. The

Teachers Insurance and Annuity Association, which special-

izes in annurfres for collegVeachers, has this to say on the

question:
It is held by many that, after a few years, the payments on the

c part of the college in this way are taken into consideration by both

the teacher arid the college in revising salaries, so that these
payments become a part of the salaries of the teachers. From this
standpoint the teacher pays the whole cost of the retirement plan.

On the other hand it may be said that since the college pays the
whole of the salary of the teachers, the college pays the whole cost.
In other words, the plan in which the college pays for retirement
without any contribution from the teacher, the plan in which the
college and the teacher go 50-50, and the rare plan under which the
teacher pays the full cost without college contributions are not
widely different. In all cases provisions fdr old age is made bécause

service is rendered.1

\f In the returns of the questionnaire, only two institutions
4 having old-age pension systems reported that contributions

to the retirement pension fund were paid entirely by the
employees. Eight institutions, however, reported that they

% provided till contributions to the fund, the employees c_on-

\\)tributing nothing. In all the other institutiops where
ension plans were in operation joint contributions were

made by lxith employer and employees and in the greater
\ I : jority of them the contributions were shared on an equal

e amount of group liife insurance for each member

8h01L41 be greater during his early and middle life when family

ob1ig4ions are most keenly felt and when retirement &posits

have nO accumulated adequately for-a ckath claim than during

later lifi\TGroup life insurance uses the plan known as yearly

renewal Om which is based upon the natur41 premium

system, i. e., the premiums are collected as they. accrue in

I Planning a Retirement System, New York City Teachers Insurance and Annuity Asso-

ciation, 1935. p. 20.
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accordance with advancing age and the increasing scale of

mortality. If at age 35, the rate of death per 1,000 is 9,

then the- annual premium is $9 plus administration costs of

the policy. At age 45, if the rate of death is 12 per 1,000,

then the annual. premium is $12, plus administrative costs.

This is the -simplest form of insurance, but is objectionable

if conversion to another form of policy is demanded at an
advanced age when the cost is practically prohibitive.

The results of this study of group life-insurnce and pen-

sion systems indicate that in general the younger members

of a group are forced to pay more than their portion of the

costs. Because of their lower salaries, they are not permitted

under the law to carry adequate protection against death

during the period -of maximum family obligations. A

scientifically constructed pension system will allow a death

payment equal only to the combined accumulations of

employee and employer deposits as of time of death. If

death occws prematurely, the young employee has but a

small accumulation to his credit. Consequently, it seems

only fair that he beallowed to carry the greatest amount of

life insurance when the death benefits from the retirement
fund are smallest.

Conventional group life insurance practices follow an
opposite principle with the result that thé older the member
becomes the greater Is the death claim both in the life

insurance and the annuity account. As he approaches

retirement, a high prehlium for life insurance is being
sacrificed which should .4ave been cared for in the past.
What principle should I.)6 used in determining the amount
of insurance a person shopld carry? Of course the amount
varies according to onei obligations and responsibilities;
but the general answer m4y be given to the question here.
A human life has a value which can be roughly computed.
This is 'done by ca4!talizing the individual's future income

on a percentage basis, such as 5 percent, A human being

has a .certain number of years during which he can labor

- and produce. Even though he remains healthy and nothing
prevents him from working, his life value depreciates each
year. As this depreciation proceeds, there is less potential
productivity to be insured. Hence the decreased amount of
protection as. the life values are used up. If he dies pre-
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maturely, his dependents are deprived of his earning power,
but they réceive the capitalized value of that future income
through the proceeds of his life insurance. A man at the
age of 40 is expected to live for approximately 28 more years,
according to the American Experience Table of Mortality.
At 40 he should be prepared to leave An estate capable of
producing an annuity sufficient to provide for his family for
28 years, or his expected lifetime.

Group life insurance is still in the experimental stage, and
certain limitations are being placed upon its issuance until
it reaches a point where the insurance companies cian feel
justified in liber:alizing the terms of this contract. At present,
it is their practice to place a maximum of $10,000 on one
life, and no person in a specified classification can apply for
more than the others in that group regardless of his needs
or desires. This is apparently done to prevent adverse
selection, or the tendency for the unfit to apptly for larger
amounts than the healthy. Until these limitationg are re-
moved, personal insurance must be used to supplement the
group contracts. This can be secured on the term basis to
cover the period of greatest need. However, if all the
younger member6 of one classification, who on the average
receive the. lowest salaries, are willing to apply for larger
amounts, the company is likely to grant them. It is not
considered adverse selection where all individuals are accepted
on the same basis.

Several of the institutions have; made requests for plans
that will better equalize- the cost of the insurance for the
younger members, and the companies are extending their
service in'an effort to meet the need.

VI. The income from insuraue during disability Mould be
less than the full palary formerly paid the employee.The ex-

.
penses of an employee and his family cbntinue during his

disability. Nevertheless, the disability insurance paid him
should be less than the full salary formerly received by him.
I der no circumstances advisable to pay an income

to full salary during disability as such an arrangement
has the effect of encouraging idleness and prolonged lay-offs.

If the disability .is prolonged or become technically per-.

miment, the best plan is to regard it as a sort of economic
death although the emPloyee is still alive. The disabled

.--44
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employee should be allowed the face amount of his group

insurance policy. At the same time the accumulated de-

posits in his retirement account should also be allowed him.

It is highly important that the.se payments be used to pur-

chase some form of annuity for his benefit rather than be

paid to him in cash to expend as he sees fit. If the employee

later completely recovers and is reemployed he should be

treated as a new member of the system re-entering on the

same terms as other new members.

VII. A minimum age of optional retirement and a maximum

age of compulsory retirement should bi protriclid.Individual
differences do not permit the fixing of an arbitrary age of

retirement. As a protection to both the -employee and the

employer, however, a minimum and maximum age of retire-

ment should be stipulated. Early retirement from active

duty, such as 60 years of age as a minimum, does not appeal

as a rule to the average faculty member because the retire-

ment annuity paid Him is much smaller than his -regular

salary. However, the accumulation of his contributions in

the retirement fund at this age should be adequate to permit

his retirement should he feel unable to perform his duties

satisfactorily and desire to retire voluntarily.
The reason for fixing a maximum'age for retirement is to

avoid any possible embarrassment to the institution should

the faculty member insist on remaining in active service after

ht has outlived his usefulness. The most advantageous

compulsory retirement age has been found tó be 'TO years.

The retirement systems of some institutions provide for

ietirement on a basis of years of service rather than a certain

age. The reports of the institutions having retirement sys-

tems indicate that the- average minimum age fof4etirement

is 65 years and the average maximum age, 70 years.

VIII. The contributions for retirement purposes should be

paid into a fund controlled and administered by a responsible

agency other than the college.An employee's life is divided

into two periods so far as retirement provisions are concerned.

The first represents that period durinewhich contributions

are made and extends from the time he enters the system

until retirement. The second begins with retirement and

ends with death unless the income payments are continued

to his widow.
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The contributions cóllected during the first period and held
in trust for the individual must be safely invested where they
will be augmented by a reasonable interest yield. An ade-
quate and actuarially sound reserve must be created to pro-
vide retirement allowances when the employee reaches old
age. When the contributions are made regularly during the
active life of the employee and improved with interest, the
accumulation represents a reserve. This toial is used to pay
an annuity or pension no matter how long he may live after
retirement.

In determining the \annual amount that the employee shall
receive a number of factors mbst be considered. The most
important factor is whether he lives for a short or long time
after retirement. The application of the "law of large num-
bers" is the -only solytion to this problem. The average
group employed by a univemity or college is not large enough
to insure the normal operation of this law. There must be
literally thousands, and regular actuarial adjustments must
be made from time to time. This difficulty may bb 'best
met by transferring the risks to a specialized agency, such
as an insurance and annuity company of the legal reserve
type or some larger pension system. Such organizations are
large enough to insure the operation of the "law of large
numbers." Moreover, they are staffed with persons well
versed in the science of investment of funds. They are
likewise equipped with the necessary machinery and facilitiés
to guarantee the handling of the funds in an economical
manner: The cost of administration is practically absorbed
through excess intorest income. In the case of the profes-
sional employees of universities and colleges, a special insur-
ance and annuity association of the legal reserve type has
already been established and is organized fis a corporation.
CarAegie Corporation of New York 'has endowed most of
the administrative costs of this organization.

Ix. The agency responsible for the administration of the
fund upon the basis of a contract with each employee should
open a separate acc4nt with him. Joint contributions of the
individual and the institution should be made regularly and
concurrently during the employee's period of service. Sums
deposited in that account should be held in trust for that employee
and increased through interest until withdrawn at death, transfer,

,
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or retirement. A2 Fontract should exist between the employee

fInd the selected agency setting forth the conditions under

which the contributions are to be made and under which the

accumulated funds are to be distributed to him at the time

of his retirement. Each employee should be credited with

his contributions which are to provide the retirement annu-

ities. Contributions of one member should not be used to

pay the annuities of another. The inteiest rate earned on

the composite investments of the accumulated fund should

be prorated by the agency and applied to each of these

accounts after deducting the necessary administrative costs.

The success of a retirement system is directly dependent

upon regular and concurrent contribution3 by both the

employee and employer. The institution must be b.ound by

contract to match the payments of the employee. On the

other hand, the employee must authorize the institution

to make the necessáry deductions of contributions from his

current salary as they become due. _ These contributions

should be made during the entire periöd of service of the

employee to insure an adequate amount to provide an

annuity in old Age.
X. In the event-of withdrawal' of the employee, the accumu-

lated contributions should either be returned with= interest or

held until his retirement with or 'without the employee con-

tinuing to make contributions under his new employer.If the

member leaves the employ of the institution to engage in

some other work, his annuity contract should be continued

in force and he should retain the right to all the accumula-

tions to his credit. In case the contract has a cash surrender

value, it should be equal to the sum of his deposits plus

interest.
Previously, it has been pointed out that the employee and

the employer should share equally in contributions to the

retirement fund. Since the employee has contriblited only

ft portign of the fund-, the amount to which he is entitled at

withdrawal onfleath before retirement becomes an involved

q stion. The maximum amount that can be returned to

m would be the total of the joint contributions with interest.

On the other hand there are certain situations where the

employee forfeits his entire equity upon withdrawal. Tbe

Teachers Insurance and Annuity Association has asgumed

7
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the position that the entire amount to the credit of the
employee, including contributions of the employer should
become the employee's property upon withdrawal withoutthe right of surrender for cash. Under this plan the em-
ployee has the option of allowing the fund to remain un-
molested accumulating interest until his retirement when a
small annuity will be! provided for him, or he may continue
to make regular Contributions individually or jointly withhis new employer. In the event of death before retirement
the entire equity including accretions through dividends is
paid in 120 equal installments at tie rate of $9.83 for each
accumulated $1,000 to the/employee's widow or beneficiary.
The main reasons advanced by the association for allowingthe contributions of the institution to become the propertyof the teacher were that the teicher would be enabled to
move freely- from one employer to another and that the
institution's contributions were indirectly a part of the
original compensation paid the teacher.

The conclusion of the National Education Associationafipt prolonged study of this subject was that "teacher's
accumulated deposits with interest should be returnable
upon withdrawal from the teaching service, or death prior to
retirement." In other words, his deposit should be ?on-
sidered as it savings account until the amount was actually
transferredinto a definite retirement fund to 6i3 used to payhim an annuity after retirement. "Under no circumstances
should a teacher forfeit his right in'this trust fund."'

Most State teachers' retirement boards will not be respon-
sible for the investment of the accumulated funeafter a
certain number of years when the teacher has withdrawn
from the service. The Teachers Insurance and Annuity
Association insists that the accumulated fund rem* in its
possession until the normal age for retirement, or death
prioie to that age. In any event, it seems apparent that the
most efficacious plan is to allow thelund to remain in 'tiehands of the agenoy responsible for the administration ,to be
invested at interest and at the same time to permit the em-
ployee to continue his contributions individually or jointry
with hisS new employer. In case the original employer does

I Current Isaties\in Teacher Retiremeni, vol. VIII, no. 5, p. 228, National EducationAssOciation, Waahington, D.C.
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not agree to surrender his evity in the accumulated fund
to the withdrawing employee, he would knder a great service
by allowing a certain part of it to remain, conditional upon the
fund being continued intact until the employee's normal re-
tirement. This would tend to conserve the accumulations
and deter the emp1oyee4r6m withdrawing his contributions in
cash. It is believed that colleges should adopt the policy
of encouraging their employees to allow their accumulated
contributions to stand upon withdrawal and to co e- to
make deposits until retirement thus obtaining th r re lar
old-age annuities. A

Life-insurance, health- and accident-insurance companies
provide for the cont*ency of withdrawal of employees by
allowing them to convert their contracts into any regular
type policy. The application for such conversion must
be made within a specified period. No physical examina-

,

conversiontion is required of the applicant ai the time of
of the policy. In the event of death or disability the
policy matures and the-face amount is paid in cash or some
other plan of settlement is adopted. Insurance companies
recommend that an annuity be paid the beneficiary rather
than' that the accumulated fund be given to him in a lump
sum so as to avoid any possibility that it may be lost through
improvideni investments,

XI. The member should have a choice as to the manner in
which he shall receive the retirement income in oklage.At the
time of retirement, the employee should be given the right
to select the type of annuity he shall receive. Six popular
annuity foims are available for men and women, as follows:

(1) Immediate life annuity.Payable during the lifetime
of the annuitant. Any unused portion of the fund at the
time of his death is foileited. This type is intended for
individuals in_good health without)dependents.

(2) Deferred life annuity.Payable during the lifetime of
the annuitant, but beginning after a designated waiting
period. Intended foie those in good healthwithoutdependents,
who wish to increase the size of their annuities during the time
that they receive the payments. This type is especially
advantageous to individuals who retire early in life but have
otlier sources of income available for use prior to the time
when they will be dependent on the old-age annuities.

9
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74. INSURANCE AND ANNUITY PLANS

(3) Refund annuily.Vayable as long as the annuitant
lives, with the additional guarantee that should the annu-
itant die before the accumulated -fund is exhausted the
annuity will be continued to the widow or beneficiary until
the remaining sum in the fund is consumed. The annuity?
under this form is generally less, than under the other forms
but is recommended rfor incifyiduals who have no other
available means -of,suppiort for their dePendents.

(4) Joint and survivor annuily. .Nyable (hiring the life of
the retired employee and contint,t. d after his. death to hio
widow or keneficitry few life. The annuity may or may not
be reduced upon the first death. This form used when the
annilitant wishes to prótect his wife. In order to assure
còutinuance of the income to the widow, provision should be
made for a reduction in the amount of the* annuity after the
death of husband. Unde'r this arrangement a larger annuity
is provided when the two individuals are to be supported and
a smaller one when only, one remains,

(5) Survivorship annuity.Ufider this form the retired
employee does not receiye any annuity during his lifetime.
Beginning at his death the. annuity is paid his wife ene-
ficiary continuing during her lifetime. The annuity paide
widow is much larger in size than it would otherwise have
been because of the additional accumulations in the fund from
ifitArest accruing during the period when no withdrawals Were
made to. pay the retired employee. A survivorship annuity

to the deferred atpuity, but is rarely used. It is
especially advantageous when thé retired employee has other
mens of support and his wife or beneficiary is relatively
young.

(6) Assured annuity of a certain number of equal pay-
ments.The principal feature of this form of annuity is that
the annuitant is paid a pre-arranged amount monthly for a
fixed period of time after which* he receives the regular
annuity during the 6remainder of his We. The pre-arranged
amount is less than the regular life annuity and may run.
either for a period of 5 or 10 years. At the death of the
annuitant before the expiration of the selected period, what-
ever balance remains in the fund to the credit of the annu-
itant is paid in a single lump sum to the widow or estate,
discounted at current rate of interest compounded annually.

n
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Evidence must be furnished that the annuitant is living
when each payment of an annuity is made. Under the joint
and survivor anmiity form and also under the Aurvivorship
annuity form, proof dif the widow's date of birth a'nd of her
being alive at the time is required. The inome from annui-
ties for men is slightly more than that for worilen because of
greater life expectancy in the case of women.

XII. If a &finite income is promised at retirement, the fund
should be subject to adjustment as determined by periodic
actuatial investigations.Two methods of accumulating funds
for retirment allowances and annuities have been followed
in the past. The first method, which is the more simple,
consists of the accumulation of the,.regular con utions in
an account or fund during the active service of the e 1 yee
until the retireiiient age is reached. The actual amount of
the annuity to be paid is then determined upon a basis of
the to,4al accumulated fund. The second method, which is
more complicated, provides for fixing the definite annuity to
bo paid and then atermining in advance 'the requisite con-
tributions that must be made over .the period of years to
accumulate the requiréd fund. This m.ethod necesOtates the
consideration of such factors as ages of all .the einployees,
prospective salary increasesN estimated number of with-

b drawals and %deaths prior to retirement, accrued liabilities of
old and new members, and the like:- In order to maintain
the reserve fund on an adequate basis to pay the stipulated
retirement annuities, periodical readjustnienes. tnust be made
to take care of these varying factors.

In general, the services of expert actuaries are needed to
make the calculations essential for these adjustments:
Certain well-established mortality and annuity tables are
used at the time of the system's establishment in corriputing,
the *amount of contributions or Premiums necessary to meet
fueure obligations. These tables are generally based on large
groups. Frequently, the basic calculated averages for
smaller groiips do not conform tó those of the larger group.
Likewise, interest and earnings from investments change
from time to time, As a restilt, origiral estimates of neces-
sary ContributiQns must be revised if financial soundniig of
the syseem is to be insured. This is particularly true where
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76 INSURANCE AND ANNUITY PLANS

the college attempts to administer its own retirement system .

However, if the college secures the services of a legal reserve
agency uryder official State supervision to administer its
re.tirement iung3, such readjnstments aild revisions are made
by the agency. The soundness of the operation of the
system is thus insured from the beginning.

Experience has shown that it is not particularly advanta-
geous to predetermine in advance the exact amount of
retirement annuity that the employee is to receive during

e his old age. The important thing is for the employee to
begin making his contributions as early in life as possible so
that the accumulated funds may be safely invested where
they will yield a reasonable interest rate. It has been
definitely founc that 5 percent of an employee's annhal
salary plus an equal amount contributed by the employer
over a period of about 30 years of service with moderate
salary increases produce a retirement annuity consisting
of one-half the salary of the employee for the remainder of
his life.'

XIII. Upon the adoption of a plan of old-age protection ,

employees nearing retirement $houid be given creda for their
services pri& to its inauguration and be permitted to retire with
the same annuity as younger employees.. Priiizion must be
made for payment of the accrued liabilities for these older em-
ployee8.One of the que4ions arisk* at the time of the
adoption of an old-age retirèment system is the status to be
given the employees who have reached advanced, age and
will shortly, 'retire. These older employees will hive made a
relatively small numbar of Contributions out of their annual

- salaries so that tilt aCcumulations to their credit will be
inadequate to Pity thé required annuities at retirement.

Several plans havb been proposed for solving-thi; problett.
One con;ists of extending the age .pf retirement fpr thffie
older employees so as to give them a longer time to make
contributions. Another provides for the ulduction of the
annuities paid 'them to a smallgr amount, on the giound art
they Oimould not expect to lsoeive a large annuity in view of
their ). led contributions. The plan generally recootized
as the Wrest and most satisfactory is an arrangement by

Robbins, Millard B. Retirement Plans for College Faculties. Teachers Insurance and
Annuity,Ameocistion of America, 1934. P. 51.
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which the instituti* assumes responsibility for the payment
of all back contributions sof the older members. The actual
amounts are calculated on a basis of the number of their
yeais of service and are designated as accrued liabilities. The
institution agrees to pay these accrued liabilities into -the
retirement fund as a supplementary obligation to its regular
contribution. U4der this plan the older employees who are
to retire in the near future receive the same annuity as the
younger employees.

Small institutions with limited incomes sometimes hesitate
to assume the accrued liabilities because they regard them
as too greit a burden. Frequently these liabilities may total
as high as $100,000, depending upon the number of older
èmplpyees approaching retirement age at the time the system
is inaugura s . One way of meeting them is to transfer titi

amount from the institution's endowment. An-
gother solution of the problem is for the institutión to exclude
these employees entirely from the new retirement system
arranging through a life-insurance company for their retire-
ment annuities. The institution, of course, must take out a
policy with the .company and pay the required -premiums.
The inititution may also make .a special arrangement with
these older employees ta pay them a certain annuity upon
retirement out of its regular income.

The. better plan is for. the institution to compute the total
amount required to cover the accrued liability for each older
employee nearing retirement age, And then niake propor:
tionate increases in its regular contribution along with that
of the employee until he is finally retired. This method
spreads the necessary payment of the accrued liability over
a period of years. Forty-four out of the 71 institutions
reported that they wér4ponfronte4 with this problem at the
time of instituting their retirenrent system. Of this nuniber
26 arranged to pay the accrued liabilities for older employee's
from instituiional funds, 4 from State funds, 4 from private
endowments, 8 from current funds, from city funds, and
5 from funds provided by the Carnegie Foundation.

XIV. Th4 rights of employees already haring protectipn
should be r=.tAol-ized and Tespected when a new plan is inztiltd-

.

ed.When a nevi retirenunt systepi is adopted, tle problem
arises "as to what is best to do in tde case of epployees already
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provided with some sort of protection. As already shown,
some colleges under ihe control of certain denominations
have faculty members who are entitled to receive old-age
peni.ons as ordain0 ministers under the system operated
by thir church. Faculty members in other institutions have
expectations from the Carnegie Foundation. likewise,
every institution finds at the time of inaugurating its pension
system that many of its employees have already through
individual initiativé provided for their protection 4- a degree
through personal insu'grance policies of some type or other.
It is necessary, of course, that adjustninti be madeaso that
these equities be safeguarded and at the Arne time the em-
ployees, if possible, be included in the new system.

Under no circumstances should the employee receive
smaller benefits than those to which he is entitled under the
existing plan to which he has subscribed or under the insur-
ance policies held by him. The %employee should be assured
of the payment of the same annuities under the new system
even if they are larger than the benefits of ihe other émploy-
ees. This may be accomplished by revisions in the contribu-
tions and retirement allowances for these particular employ-
ees. In case the institution has a cppsiderable number of
older members eligible' to receive free pensions from the
Carnegie Foundation, the institution is greatly aided since
it is relieved of paying the accrued liabilities for them. When
a considerable proportion of the employees are already in-

eluded in another system, which is;organizeA and operatiiig
on a ound basis, it is often well to leave theiiientirély "ou-t of
th ew plan.

Where an wployee belonging to a system of another insti-
tution transfers into the institution, he should be Otrmitted
to continue to make salary contributions to the former insti-
tution so that he will not lose his equity. Frequently, it is
possible to make an adjustment whereby he may withdraw
his accumulations- at the old institution in a lump sum and
receive creclit'for it in the system at the new instikon with-
out sacrificing any of his rights. 'Depreciation or the resXe
ftfnd by transfer from one institution to another, hdivever,
should always be avoided. As more institutions adopt
insurance and annuity sygtems it will be possible to devise
means for transferring the accumulated fund of an employee
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when he resigns from a posit4on at one institution to assume a
new one at another college.

Before adopting a new system an institution should make
a careful appraisal of each personal life insurance or annnity
policy carried by the individual employees. Since thé insti-
tution under the neNs- system will pay a share of the contribu-
tions or premiums it may lail'pzofitable for the employee to
surrender his personal policy. ThereAvw be cases, however,
when the employee has paid such a large number of premiums
that the policy is nearing maturity, or when other advantages
would accrue to him by its retention. Under these Cir-

cumstances, it would be better to allow the employee to con-
tinue his 'Atonal policy and not join the system being
established by the institution.

XV. Membership in retirement systems may be postponed
until.the ,new employee 1m passed the probationary period.
When a new employee starts making payments for group
life insurance or for health and acciderit insurance, he has
the right to expect that he is immediately covered by pro-
tection. This is true tireless otherwise specified in the policy
or contract. In the case of old-age retirement protection
for college faculties, however, the new employee's member-
ship in the system is frequently postponed until he has be-
come permanently established in his position on the staff.
For a young employee there is no objection to this arrange-
ment, but it has the disadvantage of shortening the period
over which contributions will be accumulated thereby re-
ducing t& ultimate amount available to pay the retirement
annuities. Some institutions otter p.rotection t9 their em-
ployees immediately upon entering the service giving them
a certain period of time when they must decide yhether
they intend to join the retirement system. At its expiration
they are denied the right of membership. The same plan
is followed when they leave the institution with respect to
conversion privileges.

XVI. When a plan of protection is first cossid.er a care-.

fully selected joint committee of the e loyer and tmphyees
should be appointed by the president qfthe institution.One
of the first steps to be taken when an ip Artion contemplates
the installation óf an insurance and Jension system is the
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appointment of a committee to make a detailed and compre-
hensive study of the question.

The committee should include both employee and employer.
Special care shpuld be taken in selecting the cQminittee tomake certain that all classes of employees are represented.
The committee should consist not only of the representativesof the governing board, the employing authority, but also
representatives of administrative officers, faculty members,
clerical workers, laborers, and other classes of workers in theinstitution.

In its study, the committee should investigate all thevarious insurance and annuity plans Nevailable for college
employees. The findings of the committee should be pre.sented to the entire group and, if possible, a copy of the.report furnished to every employee." After the plan has beenadopted by the institution, a standing committee should becreated to exercise general supervision over the operation ofthe system, to receive and investigate complaints, and toconduct further studies for the improveNnt of the system.It is highly important that "this comrahtee consist of indi-
viduals having a special interest in the development of thesystem and a general interest in the whole problem of social
security.
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