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As local governments and employees continue to focus on the costs and 
adequacy of wages and benefits, it is important to look at how all the parts 
of compensation fit together. This brief, written by Robert Clark and his team 

from North Carolina State University, is the second of a three-part series that analyzes 
employee participation in primary and supplemental retirement plans, retiree health 
care benefits, and Social Security in 20 large cities and counties across the country. 

The research finds that government workers who work a full career in their city or 
county can expect a retirement income of between 45 and 80 percent of their pre-retire-
ment income. Those who leave public service early can expect a much lower retirement 
income unless they have other savings. Career employees of local governments who 
participate in Social Security can expect retirement income replacement rates of 20 to 
30 percentage points higher than employees whose governments do not participate in 
Social Security. These factors, along with variations in the retiree health benefits offered 
by local governments, mean that many local workers will need to be disciplined about 
participating in supplemental savings plans to meet their retirement security goals.

Primary and supplemental retirement savings plans play an important role in recruit-
ing and retaining knowledgeable public workers and preparing them for retirement. For 
more research and information about promising benefit and compensation practices, 
pension funding, and workforce trends and issues, visit slge.org.   

The Center for State and Local Government Excellence gratefully acknowledges the 
financial support from ICMA-RC to undertake this research project.   

Elizabeth K. Kellar
President and CEO
Center for State and Local Government Excellence



Retirement Benefit 
Decisions by City and 
County Governments

By Robert L. Clark, Melinda 
Sandler Morrill, Matthew 
Anderson, and Aditi Pathak*

The importance of supplemental retirement saving 
plans to public employees depends, in part, on the 
terms and generosity of other retirement plans that the 
state or local government offers. The first issue brief 
in this series, Supplemental Retirement Plans Offered 
by City and County Governments (Clark et al. 2014), 
describes in detail the characteristics of supplemental 
retirement saving plans offered by 20 city and county 
governments across the country.1 This second issue 
brief reviews, for those same 20 public employers, 
the parameters of the primary retirement plans and 
retiree health insurance. The expectation is that public 
employees’ use of supplemental retirement saving plans 
will be influenced by whether those employees are 
covered by Social Security, what the key characteristics 
of their primary retirement plans are, how generous 
their plans are, and whether their governments provide 
health insurance to retired employees. This issue brief 
examines each of these retirement benefits and pro-
vides a background for the forthcoming third brief in 
the series, which will assess average worker participa-
tion in voluntary retirement plans.

Defined Benefit Pension Plans 
As is common for public sector employers, all 20 gov-
ernments in this sample have a defined benefit retire-
ment plan that covers all full-time employees.2 Many 
governments have been making significant changes in 
their defined benefit pension plans, such as later retire-
ment ages and less generous benefit formulas. Because 
these changes usually affect only workers hired after 
a specified date and not individuals currently on the 
payroll, plan documents often list plan characteristics 
by tiers that cover workers hired at different times. This 
analysis presents the benefit formulas for the latest plan 

tier, as specified on the governments’ websites. Thus, 
the benefits described herein pertain to newly hired 
workers; workers hired in earlier years may be eligible 
for more generous benefits as they retire. 

Requirements for Normal and Early 
Retirement

For each of the 20 governments, Table 1 (p. 4) lists 
the age and service requirements for normal and early 
retirement, along with the benefit formula, for the most 
recent plan tier as of September 2014. The most recent 
tier applies to workers hired after the effective date, 
which is shown in Column 1. Readers should note that 
these plans are often modified, so all tiers are subject 
to change. For 18 of the 20 governments, this analysis 
focuses on the retirement plans that cover general city 
and county employees. These governments may have 
additional plans for police and fire employees, and pub-
lic school teachers may participate in still another plan. 
The plan for the District of Columbia is for only police 
and fire personnel, and the analysis of benefits for 
Houston is limited to firefighters. As described in the 
first brief of this series, these 20 employers were chosen 
to achieve some diversity in employer type, size, and 
geography, but they are not necessarily nationally 
representative.

In general, public pension plans have lower normal 
retirement ages than private sector plans, with many 
allowing “career employees”—those with 30 years of 
service (YOS)—to retire in their 50s with no reduction 
in benefits.3 In this sample, retirees below the age of 60 
are eligible for normal or unreduced retirement ben-
efits with 10 years of service in Boston or 5 YOS in the 
counties of Contra Costa, Los Angeles, and San Diego. 
Governments that have higher normal retirement ages 
for their pension plans include Austin (age 62 with 30 
YOS), Cincinnati (age 62 with 30 YOS), Denver (age 
65), and New York City (age 63 with 10 YOS).4 Thirteen 
of the 20 plans also allow early retirement at lower ages 
and fewer YOS than are required for normal retirement 
benefits, as shown in Column 2. This provision typi-
cally results in a penalty or reduction in the annual 

* Robert Clark is Zelnak professor, Poole College of Management, 
North Carolina State University; Melinda Morrill is an assistant pro-
fessor of economics; Matthew Anderson is an undergraduate student; 
and Aditi Pathak is a graduate student in the Department of Econom-
ics, North Carolina State University. 
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Local Government and 
Effective Date

(1)

Eligibility for Normal 
Retirement

(2)

Eligibility for Early 
(Reduced) Retirement

(3)

Defined Benefit Formula at  
Normal Retirement

(4)
Alexandria, VA
Tier: June 30, 2010

VRS Plan II: Social Se-
curity normal retirement 
age or Rule of 90 
City Plan: Age 65 + 5 
years of service (YOS);
Age 55 + 30 YOS

VRS Plan II: Age 60 + 5 
YOS
City Plan: Age 55 + 5 
YOS

VRS Plan II: Final average salary (FAS) (average of 
60 consecutive months) * YOS * 1.65% 
City Plan: additional 0.8% per YOS

Austin, TX 
Tier: Jan. 1, 2012

Age 65 + 5 YOS;
Age 62 + 30 YOS

Age 55 + 10 YOS FAS (highest 36 months during last 10 years) * 
YOS * 2.5%

Boston MA 
Tier: April 2, 2012

Age 55 + 10 YOS; 
20 YOS 

No separate formula for 
earlier retirement

FAS (highest 36 months) *Age factor (varies with 
age and YOS; 0.66 for age 62 with 30 YOS)

Mecklenburg County, NC  
Only one tier

Age 65 + 5 YOS; 
Age 60 + 25 YOS;
30 YOS

Age 50 + 20 YOS; 
Age 60 + 5 YOS

FAS (highest 4 consecutive years) * YOS * 1.85%

Cincinnati, OH 
Tier: Jan. 1, 2010

Age 62 + 30 YOS; 
Age 67 + 5 YOS

Age 57 + 15 YOS FAS (highest 60 months) * YOS* 2.2%
(2.0% per year in excess of 30 YOS)

Contra Costa County, CA 
Tier: Jan. 1, 2006

Age 52 + 5 YOS No separate formula for 
earlier retirement

FAS (highest 1 year) * YOS* Age factor (varies 
with age and YOS, 2.0 per YOS for age 62)

Denver, CO 
Tier: Jan. 1, 2011

Age 65; Rule of 85 Age 60 + 5 YOS FAS (highest 60 months) * YOS* 1.5%

District of Columbia police 
and fire 
Tier: Nov. 11, 1996

25 YOS No separate formula for 
earlier retirement

Average base pay (36 consecutive months) * YOS 
*2.5%

Fairfax County, VA 
Tier: Jan. 1, 2013

Age 65 + 5 YOS;
Rule of 85

Age 50 + 25 YOS; 
Rule of 75

FAS (highest 36 consecutive months) * YOS * 
2.0% * 1.03

Houston firefighters 
Only one tier

Age 50 + 20 YOS Age 50 with 10 YOS FAS (highest 78 pay periods) * (50% at 20 YOS+ 
3% for each additional year up to 80%)

Los Angeles County, CA
Tier: Jan. 1, 2013

Age 52 + 5 YOS No separate formula for 
earlier retirement 

Replacement rates by age provided in Plan G 
Handbook; FAS based on highest 36 consecutive 
months

Loudoun County, VA
Tier: Jan. 1, 2010 

Social Security normal  
retirement age;
Rule of 90

Age 60 + 5 YOS FAS (60 consecutive months) * YOS * 1.65%

Milwaukee, WI
Tier: Jan. 1, 2014

Age 65; 
Age 60 + 30 YOS

Age 55 + 15 YOS FAS (3 highest years) * YOS * 1.6%

New York City, NY
Tier: Jan. 1, 2012

Age 63 + 10 YOS Age 55 + 10 YOS If less than 20 YOS: FAS (highest 5 continuous 
years) * YOS * 1.67% 
If 20+ YOS: 35% of FAS for the first 20 YOS + 2% 
YOS in excess of 20 

Philadelphia, PA
Tier: Jan. 1, 1988

Age 60 + 10 YOS Age 52 + 10 YOS FAS (3 highest years) * 2.2% for first 10 YOS and 
2% for each additional year

Phoenix, AZ 
Could not determine  
effective date

Age 60 + 10 YOS;
Age 62 + 5 YOS;
Rule of 80

No separate formula for 
earlier retirement

FAS (highest 3 consecutive years) * 2.0% for first 
32.5 YOS

San Diego County, CA
Tier: Jan. 1, 2012

Age 55 + 5 YOS No separate formula for 
earlier retirement

FAS (highest 3 years) * YOS * Age factor (varies 
with age, 2.0 at age 62)

San Francisco, CA
Tier: July 1, 2012

Age 53 + 20 YOS; 
Age 60 + 10 YOS;
Age 65 

No separate formula for 
earlier retirement

FAS (highest 3 years) * YOS* Age factor (varies 
with age, 1.972 at age 62)

Tacoma, WA
Tier: Jan. 1, 2012

Age 60; Rule of 80
30 YOS

Age 55 + 10 YOS; 
Age 40 + 20 YOS

FAS (highest 24 months) * YOS* Age factor (var-
ies with age, 2.0 at age 62)

Tallahassee, FL
Tier: March 31, 2013

Age 65 + 5 YOS; 
33 YOS

Age 58 + 5 YOS; 
28 YOS

FAS (highest 60 consecutive months) * YOS* 
2.25%

Source: Local government websites, see appendix table.

Notes: Defined benefit formulas are for the most recent tier of retirement plan available to employees, as indicated in the first column. With the 
exception of the District of Columbia and Houston, the plans examined are those that cover general city and county employees only. “Rule of” 
laws require that the age and YOS sum to a set minimum. 

Table 1. City and County Defined Benefit Plan Formulas
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retirement benefit, the latter usually being a per year 
reduction for each year that the retiree is short of the 
normal retirement age.

State and local defined benefit plans tend to be 
more generous than private sector plans.5 However, the 
generosity of the plans varies considerably across the 
sample governments, with Denver providing the lowest 
benefit of 1.5 percent of final average salary (FAS) per 
year of service for general employees and Austin provid-
ing the highest benefit with 2.5 percent.6 Typically, police 
and firefighters have more generous pensions than other 
public sector workers, and their plans include lower age 
requirements for receiving an unreduced benefit. This 
pattern is seen in this small sample, with the District of 
Columbia police and fire plans having a generosity factor 
of 2.5 percent per year after 25 YOS without regard to 
age of the retiree. The plan for Houston firefighters has a 
formula of 2.5 percent per year for the first 20 YOS and 
3.0 percent per year for additional YOS, up to a maxi-
mum of 80 percent of final salary. Workers can receive 
an unreduced benefit after only 20 YOS. 

Replacement Rates for Career Employees

It is difficult to compare the generosity of defined ben-
efit pension plans directly since factors such as eligibil-
ity requirements, early retirement provisions, FAS rules, 
and annuity factors all determine the eventual benefit 
a retiree will receive. An often-used measure of retire-
ment plan generosity is the replacement rate, defined as 
the percentage of FAS that an individual would receive 
annually in retirement.7 While this measure does not 
account for the age or YOS requirement, it does provide 
a quantitative measure of generosity. Thus, replace-
ment rates for career employees with 30 YOS at age 
62 were calculated using the benefit formulas listed in 
Table 1. All the plans in this study except those for New 
York and Tallahassee allow for a full retirement benefit 
at this age and YOS level, and Table 2 (p. 6), Column 
1, presents the replacement rates in each plan. Those 
rates vary from a low of 45 percent in Denver to a high 
of 80 percent for Houston firefighters, with most of the 
plans providing replacement rates of between 50 and 70 
percent of FAS. The median 30-year replacement rate at 
age 62 for these 20 public employers is 60 percent.

Despite the difficulty of ranking of the generosity 
of plans among the full set of 20 government employ-
ers, some patterns emerge to suggest that some plans 
do provide workers with more income in retirement. 
For example, the low replacement rate in Denver (45 
percent) follows from the lowest generosity parameter 
of 1.5 percent per year of service. Similarly, replace-

ment rates for retirees in New York City and Tallahassee 
are lowered by penalties for retiring before the normal 
retirement age. The high replacement rate for Houston 
firefighters follows from the generous benefit formula 
and the assumption that the employee remains on the 
job until age 62 and has 30 YOS. However, since the 
Houston plan specifies a normal retirement age of 50 
with 10 YOS or any age with 20 YOS, it is likely that 
few firefighters remain on the job until age 62. 

Career employees in defined benefit pension plans 
that promise replacement rates at 75 or 80 percent of 
FAS may not be as reliant on supplemental retirement 
savings plans as those in plans with, say, 50 percent 
replacement rates. Employers with relatively less gen-
erous defined benefit plans may therefore choose to 
promote supplemental plans or even provide matching 
contributions. The third issue brief of this series will 
investigate whether supplemental plan participation 
rates are correlated with defined benefit plans eligibility 
criteria and replacement rates.

Replacement Rates for Noncareer 
Employees

So far, this brief has looked at replacement rates 
for career employees. However, since not all public 
employees remain with their city or county govern-
ments for 30 years, the focus now turns to the impact 
of shorter careers or younger retirement ages on the 
replacement rates in these public pensions. But note 
that while an employee who retires at age 62 with only 
10 or 20 YOS would have a substantially lower replace-
ment rate than the 62-year-old retiree with 30 YOS, that 
worker also might have retirement benefits from a pre-
vious employer. In some cases, the defined benefit pen-
sion plan formulas include penalties on shorter career 
workers because they have not achieved the necessary 
service required for normal retirement. 

Table 2, Column 2, shows replacement rates for age 
62 retirees with 10 YOS. As expected, a comparison 
of Columns 1 and 2 reveals that replacement rates are 
much lower for retirees with fewer YOS. The largest 
reductions in retirement benefits occur in those cit-
ies and counties with greater service requirements for 
unreduced benefits. Public employees with shorter 
careers must increase their own savings through 
supplemental retirement plans if they are to achieve a 
desirable retirement income. Thus, it can be anticipated 
that governments with stronger penalties for short 
careers might promote higher levels of supplemental 
retirement savings plan participation to help short-
career workers fill the gap in retirement income.
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Given the generosity of public pensions, many 
career employees will choose to retire from city and 
county governments in their 50s, often with fewer 
than 30 YOS. The final column of Table 2 shows how 
replacement rates drop for those who retire at age 55 
with 30 YOS. Here it can be seen that several plans 

do not allow workers to retire and receive benefits at 
age 55. On the other hand, in some areas the 30-year 
replacement rates at age 55 are the same as those at age 
62. This occurs because the benefit formula for normal 
retirement provides for unreduced benefits for retirees 
age 55 with 30 YOS.8 However, age 55 retirees with only 

Defined Benefit Pension Plan Replacement Rates

Local Government

Age 62,
30 Years of Service

(1)

Age 62,
10 Years of Service

(2)

Age 55,
30 Years of Service

(3)

Alexandria, VAa 73.50% 16.90% —b

Austin, TX 75.00% 18.38% 28.50%

Boston, MA 66.00% 22.00% 45.00%

Mecklenburg County, NC 55.50% 16.84% 55.50%

Cincinnati, OH 66.00% 13.07% — c

Contra Costa County, CA 60.00% 20.00% 39.00%

Denver, CO 45.00% 12.30% — d

District of Columbia police and fire 75.00% — e 75.00%

Fairfax County, VA  55.62%f — g 55.62%

Houston firefighters  80.00%h 17.00% 80.00%

Los Angeles County, CA 60.00% 20.00% 39.00%

Loudoun County, VA 49.50% 13.53% — i

Milwaukee, WI 48.00% — j — j

New York City, NY  51.43%k 15.61% 26.40%

Philadelphia, PA 62.00% 22.00% 43.40%

Phoenix, AZ 60.00% 20.00% 60.00%

San Diego County, CA 60.00% 20.00% 39.00%

San Francisco, CA 59.16% 19.72% 36.48%

Tacoma, WA 60.00% 20.00% 60.00%

Tallahassee, FL  57.78%L 19.26% 57.78%

Source: Local government websites, see appendix table.

Notes: Replacement rates are calculated for an employee at the age and years of service combination indicated. All calculations are based on the 
most recent tier of retirement plans available to employees, as listed in Table 1.

a Employees hired after January 2014 are covered by a new hybrid plan that provides a 1.0% per year multiplier in the defined benefit 
component plus a mandatory defined contribution plan with a required 1% of salary contribution by both the employer and employee. 
Voluntary contributions can be made by the employee, and there is an employer match. This newest plan is not considered in this report.

b Employees must be age 60 with 5 YOS to qualify for early retirement benefits.

c Employees must be age 57 with 15 YOS to qualify for early retirement benefits. 

d Employees must be age 60 age with 5 YOS to qualify for early retirement benefits.

e District police and fire employees are required to retire at age 60.

f The replacement rate is for employees with salaries below the Social Security breakpoint ($67,308).

g Employees in Fairfax County must meet the Rule of 75 to be eligible for early retirement benefits.

h This rate is calculated as 50% at 20 YOS + 3% for each additional year. However, it is unlikely that employees continue service after 20 years.

i Employees must be age 60 with 5 YOS to qualify for early retirement benefits.

j Employees must be age 65 to receive a benefit with only 10 YOS.

k The benefit is reduced by 6.5% for retirements prior to age 63.

l The early retirement reduction is 5% per year below 33 YOS.

Table 2. Defined Benefit Plan Replacement Rates
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10 or 20 YOS fall short of the criteria for normal retire-
ment and so their replacement rates are typically lower 
than those for age 62 retirees with comparable YOS.

The Role of Supplemental Retirement 
Savings Plans

This analysis highlights the fact that replacement rates 
will be lower for workers with fewer YOS and for 
younger retirees. Accordingly, employees who were 
hired at older ages and who expect to retire with fewer 
YOS should be more interested and likely to enroll 
in the supplemental retirement saving plans offered 
by their employers and should also be more likely 
to contribute a higher percentage of their salaries to 
them. Saving through employers’ supplemental plans 
can provide the additional resources that those who 
leave public employment in their 50s need in order to 
maintain their standard of living until claiming Social 
Security at age 62.

Although employers with relatively less generous 
defined benefit pension plans may place more empha-
sis on supplemental retirement savings plans, factors 
that influence the defined benefit plan generosity, such 
as preferences regarding compensation levels of pub-
lic sector workers, may also influence supplemental 
plan generosity. Table 3 compares the generosity of 
the defined benefit plans and supplemental retirement 
savings plans within the study sample. As discussed 
above, it is not possible to rank plans by their generos-
ity because plans differ in their rules for and treatment 
of short- and long-career workers. As an approxima-
tion, the local governments are classified in Column 1 
by whether their replacement rates for retirees at age 
62 with 30 YOS are at, above, or below the median 
replacement rate of 60 percent. Columns 2 and 3 
provide two measures of supplemental plan generos-
ity from Issue Brief 1: whether the employer provides 
a match to employee contributions and whether the 
employer promotes the plan by providing compre-

Local Government

Replacement Rate Age 
62, 30 Years of Service
above/below Median

(1)

Number of Defined  
Contribution Plans with a 

Match
(2)

Comprehensive Information 
about Plan(s) on Website

(3)

Alexandria, VA Above 0 Yes

Austin, TX Above 0 Yes

Boston, MA Above 0 Yes

Mecklenburg County, NC Below 3 Yes

Cincinnati, OH Above 0 Yes

Contra Costa County, CA Median 0 Yes

Denver, CO Below 0 Yes

District of Columbia police and fire Above 0 No

Fairfax County, VA Below 0 No

Houston firefighters Above 0 No

Los Angeles County, CA Median 2 No

Loudon County, VA Below 0 No

Milwaukee, WI Above 0 Yes

New York City, NY Below 0 Yes

Philadelphia, PA Above 0 Yes

Phoenix, AZ Median 1 Yes

San Diego County, CA Median 0 Yes

San Francisco, CA Below 0 Yes

Tacoma, WA Median 0 No

Tallahassee, FL Below 1 Yes

Source: Local government websites, see appendix table. 

Notes: Column 1 reports whether the replacement rate in Table 2, Column 1 is at the median, greater than the median, or below the median of 
60%. Column 2 is from Issue Brief 1, Table 4; Column 3 is from Issue Brief 1, Table 5. 

Table 3. Comparison of Defined Benefit Plan and Supplemental Plan Characteristics
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hensive information about the plan on its website. A 
comparison of these two measures against the median 
replacement rates reveals no pattern in the provision of 
either matching funds or information. Thus, there is no 
evidence within this small sample that characteristics 
of supplemental plans are related to generosity of the 
defined benefit pension plan offerings. Issue Brief 3 
will consider whether the average participation rate of 
employees is related to these factors.

Social Security Coverage
While virtually all private sector employees are cov-
ered by Social Security, public sector employees in 
about one-quarter of state and local governments 
remain outside this system and thus rely on employer-
provided pensions and individual saving for their 
income in retirement. Since these governments do not 
pay the Social Security payroll tax and their workers 
do not earn credit toward Social Security benefits while 
actively employed, one might expect that they would 
offer more generous primary and high-quality supple-
mental retirement savings plans. And indeed, Clark, 

Craig, and Sabelhaus (2011) found that pension plans 
in state and local governments where employees are 
not also covered by Social Security are more generous 
than those where the employees are also covered by 
Social Security. Statistical analysis indicates that the 
30-year replacement rate for pensions where work-
ers are not covered by Social Security is 9 percentage 
points higher than that for pensions where employees 
are covered. However, if one assumes that an employee 
begins receiving Social Security benefits at age 62, a 
reasonable approximation of Social Security benefits 
for middle-income public employees is a 28 percent 
replacement rate (see Munnell 2013). Thus, the esti-
mated total replacement rate, including defined benefit 
pension and Social Security, for workers not covered by 
Social Security is still lower, on average, than that for 
those who are covered.

As shown in Table 4, among the 20 governments 
examined, Cincinnati, District of Columbia police and 
fire personnel, Los Angeles County, and Tallahassee 
do not participate in Social Security. The table again 
shows the replacement rates for career employees age 
62 with 30 YOS and adds an average Social Security 
replacement rate of 28 percent for retirees in cities and 

Local Government
Social Security

(1)

Replacement Rate  
Age 62, 30 Years of 

Service
(2)

Replacement Rate
Age 62, 30 Years of  

Service, + Social Security
(3)

Alexandria, VA Yes 73.50% 101.50%
Austin, TX Yes 75.00% 103.00%
Boston, MA Yes 66.00%   94.00%
Charlotte-Mecklenburg, NC Yes 55.50%   83.50%
Cincinnati, OH No 66.00%   66.00%
Contra Costa County, CA Yes 60.00%   88.00%
Denver, CO Yes 45.00%   73.00%
District of Columbia police and fire No 75.00%   75.00%
Fairfax County, VA Yes 55.62%   83.62%
Houston firefighters Yes 80.00% 108.00%
Los Angeles County, CA No 60.00%   60.00%
Loudon County, VA Yes 49.50%   77.50%
Milwaukee, WI Yes 48.00%   76.00%
New York City, NY Yes 51.43%   79.43%
Philadelphia, PA Yes 62.00%   90.00%
Phoenix, AZ Yes 63.75%   91.75%
San Diego County, CA Yes 60.00%   88.00%
San Francisco, CA Yes 59.16%   87.16%
Tacoma, WA Yes 60.00%   88.00%
Tallahassee, FL No 57.78%   57.78%

Source: Local government websites, see appendix table.

Note: See Table 2 for a description of the replacement rate calculations. 

Table 4. Social Security, Defined Benefit Plans, and Supplemental Plan Characteristics
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counties that also provide Social Security coverage. 
Somewhat surprisingly, the local governments that do 
not participate in Social Security do not have higher 
replacement rates; their benefit formulas tend to have a 
higher multiplier for each year of service, but because 
of retirement and service requirements, this does not 
always lead to a higher replacement rate. As a result, 
the total replacement rate for public employees covered 
by Social Security tends to be considerably higher than 
that for public employees who are not included in this 
national system.

The main finding from this review of replacement 
rates is that in many cities and counties that also par-
ticipate in the Social Security system, career workers 
who remain on the public job until age 62 and retire 
with 30 YOS can expect to receive retirement benefits 
that are 80–100 percent of their FAS at the time of 
their retirement. In fact, three of the employers in this 
sample have replacement rates (for middle-income 
public employees) that exceed 100 percent. In contrast, 
public sector employees who are not included in Social 
Security are more likely to have total replacement rates 
in the range of 55–60 percent of final salary. Thus, 
supplemental retirement saving plans should be a 
greater concern to these workers as they must save on 
their own to achieve replacement rates that will allow 
them to maintain their standard of living into retire-
ment. However, among those employers who do not 
participate in Social Security, there is no evidence of 
higher match rates or of more comprehensive informa-
tion about the supplemental retirement savings plans 
they provide.

Retiree Health Insurance Plans
The promise of subsidized health insurance to public 
employees in retirement likely influences their need for 
retirement savings.9 Employees who are not allowed 
to remain in their employer’s health plan when they 
retire should save more while working in order to cover 
future health costs. This is especially important for 
public employees who plan on retiring prior to age 65, 
the age of eligibility for Medicare. Clark and Mitchell 
(2014 forthcoming) estimate the impact of retiree health 
plans on the accumulation of wealth and find that pub-
lic employees tend to accumulate less wealth during 
their working life if they are covered by retiree health 
plans. 

The value of retiree health insurance coverage is 
difficult to determine, especially as it is likely to vary 
over time as employers amend their plans by increasing 

deductibles, co-payments, co-insurance, and premi-
ums. In addition, employer agreements to provide 
health insurance to retirees have less legal protection 
than those agreements associated with pension plans. 
Retiree health plans also tend not to be prefunded, 
making the promised benefit even more uncertain. 
Clark and Morrill (2010) provide a detailed discussion 
of the development of state retiree health plans and 
how these plans vary across the country.

When evaluating how subsidized health insur-
ance in retirement affects personal savings, one should 
remember that these plans may also influence the age 
of retirement.10 If retiree health plans induce earlier 
retirement, workers will need to save more to finance 
their retirement consumption over a longer period of 
time. Thus, measuring the causal effect of retiree health 
insurance on retirement savings is complicated by the 
fact that retirement savings and age of retirement are 
likely to be jointly determined.

While the characteristics of health plans are even 
more difficult to summarize than those of pension 
plans, a review of retiree health plans for the 20 gov-
ernments in this study reveals many common char-
acteristics. As shown in Table 5, most plans provide 
different levels of premium subsidies based on YOS; 
however, the pattern of subsidies differs widely across 
the governmental units.11 For example, the city of 
Austin has five levels of subsidies, ranging from the 
lowest for retirees with fewer than 5 YOS to the high-
est for retirees with 20 or more years. Loudoun County 
has a similar structure with four tiers, but the subsidy 
is shown by varying the required premium in dollar 
amounts. Mecklenburg County has only two tiers: a 
100 percent subsidy for employees working 20 or more 
years and a 50 percent subsidy for employees working 
10–19 years. Cincinnati’s subsidy for enrollment in the 
city health plan varies by YOS and age of the retiree, 
with age and YOS being summed. Thus, a retiree with 
90 points (e.g., age 60 with 30 YOS) would pay only 5 
percent of the insurance premium and so would receive 
a 95 percent subsidy from the employer, whereas a 
retiree with only 60 points (perhaps age 50 with 10 
YOS) would receive a subsidy of only 25 percent of the 
premium. 

The general rule in Los Angeles County is that if an 
employee has 10 years of retirement service credit, the 
county contributes 40 percent of the health care plan 
premium, or 40 percent of the benchmark plan rate 
(Anthem Blue Cross Plans I and II), whichever is less. 
For each year of retirement service credit beyond 10 
years, the county contributes an additional 4 percent 



10 RETIREMENT BENEFIT DECISIONS BY CITY AND COUNTY GOVERNMENTS

Local Government Eligibility
Type of 

Health Plans Employer Subsidy for Pre-Medicare Retiree

Dependent 
Coverage 
Subsidy

Alexandria, VA   * HMO 2
PPO1

Subsidy percentage varies by years of service (YOS) 
4% per year subsidy up to a maximum reimbursement of $260 a month 

No

Austin, TX ** HMO 1
PPO 1

Subsidy percentage varies by YOS 
No subsidy for <5 YOS to 75% for 20+ YOS

Yes

Boston, MA 20 YOS HMO 3
PPO 1
POS 2

Subsidy percentage varies by YOS 
50% for 20 YOS up to 82.5% for 30+ YOS 

Yes

Mecklenburg County, NC 10 YOS PPO 1
HMO 1

Subsidy percentage varies by YOS 
50% for 10−19 YOS; 100% for 20+ YOS 

No

Cincinnati, OH 15 YOS PPO 1 Subsidy percentage varies by both age and YOS 
Points = YOS + age;
25% for fewer than 60 points up to 95% for 90+ pointsa

Yes

Contra Costa County, CA   * HMO 3
PPO 1 

County contribution is a fixed amount ($479−$628) according to plan as 
of May 2011

Yes

Denver, CO ** HMO 3b

DHMO 2
EPO 1

Denver Employees Retirement Plan contributes $12.50 for each YOS No

District of Columbia police  
and fire

5 YOS HMO 3
PPO1

Subsidy percentage varies by YOS
30% for <10 YOS to 75% for 25+ YOS

Yes

Fairfax County, VA * HMO 1
OAP 3

Retirees age 55 or older receive a subsidy toward premium based  
on YOS
$30 for 5−9 YOS up to $220 for 25+ YOS

No

Houston firefighters 5 YOS HMO 2c

OAP 1
CDHP (+ HRA) 

52% for all pre-Medicare retirees No

Los Angeles County, CA 10 YOS HMO 3
Indemnity
Plans 3

Subsidy percentage varies by YOS 
40% for first 10 YOS, with an additional 4% (or benchmark plan rate) for 
each year beyond 10

Yes

Loudon County, VA 15 YOS POS 1
OAP 1

Subsidy percentage varies by YOS
15% for 10−14 YOS up to 90% for 25+ YOS

Yes

Milwaukee, WI 15 YOS EPO 1
PPO 1

City contribution is a fixed amount for each type of coverage ($831.73 
for individual coverage)

Yes

New York City, NY 10 YOS HMO 6
POS1
EPO 1
PPO 1

City pays 100% for basic coverage; retiree may purchase additional 
benefits through Optional Riders for most plans

Yes

Philadelphia, PAd 10 YOS HMO 1
PPO 1

Retirees receive 5 years of retiree coverage Yes

Phoenix, AZ ** HMO 1
PPO 1
HDP 1

Qualified city contribution ranges from $90 to $375 based on coverage 
category
MERP Basic $117−$202 and additional MERP $100 per month to 
certain categories of workers
PEHPe $150 per month

Yes

San Diego County, CA ** HMO 3
PPO 1

Health Insurance Allowance (eligibility: 10 YOS)
($400 per month for 30 YOS)
Retirees who were in the high-deductible plan as active workers may 
access savings from their Health Savings Account

San Francisco, CA 5 years HMO 2
PPO 1

Subsidy percentage varies with YOS
50% for 10 YOS up to 100% for 20+ YOS

Yes

Tacoma, WAf   * PPO 1
CDHP

Cost of coverage to employees is fixed at $40/month; city contributes to 
premiums ($1,357−$1,966)

Yes

Tallahassee, FL ** HMO 1 $5 per month for every year of pension participation with the city, up to a 
maximum of 30 yearsg

No

Source: Local government websites, see Appendix Table.
Note: The table lists plans available to pre-Medicare employees only. HMO = Health Maintenance Organization; DHMO = Deductible HMO; POS = Point of 
Service; PPO = Preferred Provider Organization; EPO = Exclusive Provider Organization; OAP = Open Access Plan; HDP = High Deductible Plan. 
* Denotes retiree health enrollment continues in the plan enrolled as an active employee.
** Denotes that an employee eligible to retire under the defined benefit plan (as per normal retirement rules in Table 1) can enroll in a health plan offered to retirees.
a Access to dependent coverage not available for fewer than 60 points.
b UHC Healthcare Navigate plan is similar in structure to an HMO, although not technically classified as an HMO.
c Houston’s “Retirees of Texas Option Plus” plan is similar in structure to an HMO, although not technically classified as an HMO.
d Each union offers own health plan to retirees. Retirees not enrolled in the plan offered by their union can choose to participate in the city plans.
e Post Employment Health Plan (PEHP) was introduced in 2007 to replace Medical Expense Reimbursement Plan (MERP). More information can be found at 
employee.phoenix.gov/hr/benefits/citybenefits/retirementprograms/pehp/index.html.
f Medical coverage available only to retirees under the age of 65.
g Eligibility to receive subsidy is age 50 with 30 YOS or age 55. 

 

Table 5. Retiree Health Plan Characteristics

http://employee.phoenix.gov/hr/benefits/citybenefits/retirementprograms/pehp/index.html
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per year, up to a maximum of 100 percent for a member 
with 25 YOS credit. Other plans, such as that for District 
of Columbia police and fire personnel, subsidize cover-
age by 3 percent per year of service; upon the death of 
the retiree, the subsidy continues for survivors but is 
decreased by 5 percent. 

In contrast, some governments, such as Denver, 
provide a fixed dollar subsidy for health insurance to 
their retirees. In 2014, the Denver Plan has continued 
to contribute $6.25 monthly for each year of service for 
Medicare-eligible members and $12.50 monthly for each 
year of service for members who are not yet Medicare 
eligible. Similarly, Tallahassee pays $5 per month for every 
year of pension participation, up to a maximum of 30 
years. San Diego provides a monthly allowance of $200 
for non-Medicare retirees with 10 YOS, and the allowance 
increases to a maximum of $400 for those with 20 or 
more YOS. Milwaukee pays a fixed dollar amount depend-
ing on whether the plan includes dependents. Fairfax 
County has five tiers for retirees ages 55–64 and five tiers 
for Medicare-eligible retirees age 65 and older. These dol-
lar amounts must be changed periodically if the real value 
of this benefit is to remain constant. 

Most of the governments in the sample give workers 
a choice between various types of health plans, with 
the plans differing on the level of out-of-pocket costs.12 
Fifteen governments offer separate Medicare Advantage 
or supplement plans and, with the exception of Alex-
andria, give their Medicare-eligible employees several 
options from which to choose. While most of the gov-
ernments offer no more than four types of plans, New 
York City has a total of nine plans and Boston, Denver, 
and Los Angeles County make six different health plans 
available to their pre-Medicare retirees. Thirteen of the 
governments offer employees subsidies for dependent 
coverage, although all of the plans allow retirees to 
extend coverage to their dependents. Most plans require 
retirees to enroll in Medicare Parts A and B when they 
attain age 65; enrolling in Medicare reduces the pre-
mium the retiree must pay for coverage since Medicare 
is the primary payer of medical expenses. While New 
York City does not have such a mandate, it is strongly 
encouraged and financially beneficial for retirees to 
enroll in Medicare.

Many governments, such as Austin and Milwaukee, 
withhold the insurance premium from the retiree’s pen-
sion benefit. Loudon County specifies several different 
payment methods not linked to the pension benefits. 
San Francisco will not subsidize retiree health insur-
ance if retirees choose to take a lump-sum payment of 
their pension. San Diego and Phoenix have insurance 

premium reimbursement plans, so they do not deduct 
premiums from pensions. For certain health insurance 
options that New York City offers, premiums are not 
deducted from a retiree’s pension and are instead billed 
separately.

Summary and Implications
Nationally, most city and county governments provide 
their employees with good or generous pension plans, 
and most also allow retirees to remain in employer 
health plans after retirement. The benefit plans exam-
ined in this brief provide career public employees who 
remain with the same governmental unit for 30 or more 
years with a retirement income of between 50 and 70 
percent of their final average salaries if they retire at 
the normal retirement ages specified in the pension 
plans. In 16 of the 20 jurisdictions included in the 
study, workers are also covered by Social Security and 
will therefore receive that benefit as well. And career 
retirees from all these governments are also eligible for 
subsidized health insurance.

Under IRS tax codes, public employers are allowed 
to offer to employees one or more retirement saving 
plans [e.g., 401(a), 401(k), 403(b), 457], which are gen-
erally differentiated by who bears the risk and how the 
benefit is calculated. The categorization typically classi-
fies plans as either defined benefit or defined contribu-
tion, with the former indicating that the employer bears 
the risk and that the benefit is calculated according to 
age at retirement, YOS, and FAS. Some governments 
are now turning toward so-called hybrid plans, which 
either offer a choice or have elements of both a defined 
contribution and a defined benefit plan. The review 
of 20 local governments in this series has highlighted 
other important distinctions besides who bears the risk. 
First, some plans are mandatory while others are volun-
tary. Defined benefit plans are typically mandatory as 
employees are automatically enrolled in the plan when 
first employed. Many defined contribution plans are 
voluntary, but those that are the governments’ primary 
plans are typically mandatory. This leads to the second 
distinction: some plans are primary while others are 
supplementary or secondary. Primary plans are usually 
mandatory; in Alexandria, however, the local employer 
provides a mandatory supplemental DB pension on top 
of the primary state-managed defined benefit plan. 

This three-part review of 20 local governments’ 
supplemental retirement saving plans indicates that plan 
offerings are part of a complete set of retirement plans. All 
the governments in the sample have a primary defined 
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benefit plan and at least one voluntary supplemental plan. 
The voluntary supplemental plans can be classified under 
tax code 401(k) or 457. Typically, 401(a) plans are charac-
terized by having mandatory employer contributions and 
voluntary employee contributions, which must be made 
with after-tax dollars. When employee contributions are 
mandatory, they are generally paid with pre-tax earn-
ings. It should also be remembered that all these benefits 
are part of the employer’s human resource management 
plans, which have the objective of attracting quality work-
ers, retaining these employees, and ultimately providing 
for orderly retirements. Differences in the generosity of 
the plans and normal retirement ages reflect the differ-
ent objectives (and constraints) of the cities and counties 
considered in this study.

All 20 governments in this study have pension and 
health benefit plans that will provide an adequate 
retirement income for career employees. However, it is 
important to recognize that not all public employees 
will achieve 30 YOS with one employer; these employ-
ees will thus have lower retirement benefits and will 
not qualify for the maximum employer subsidy for 
inclusion in the retiree health plans. Workers with 
fewer YOS will need additional savings to maintain 
their living standards in retirement. This study finds 
that replacement rates are much lower for retirees 
with fewer YOS, as is the subsidy for health insurance 
in retirement. To achieve replacement rates of 75–80 
percent of final earnings, workers with 10–20 YOS will 
need to engage in additional savings. One efficient 
method for doing so is through employer-provided 
supplemental retirement plans. 

The findings from this summary of retirement 
income sources provided by 20 selected state and 
local governments indicate that some career public 
employees can expect to have income in retirement 
that allows them to maintain their pre-retirement 
living standards without drawing on additional 
funds from supplemental saving plans. However, 
the replacement rates from pensions and the health 
insurance subsidies vary considerably. Furthermore, 
for workers who have shorter careers or who retire at 
younger ages, defined benefit pension plans provide 
considerably lower replacement rates. Workers who 
anticipate lower pension benefits or higher health 

insurance costs should consider participating in the 
401(k) and 457 plans offered by their employers. 
Likewise, employers that offer less generous primary 
pension and health insurance plans might find supple-
mental retirement savings plans to be an important 
component of their compensation packages and might 
therefore provide better information and services to 
encourage participation.

The next brief in this series will consider employee 
participation in voluntary supplemental retirement 
plans. It will further explore how the primary retire-
ment plan characteristics, including cost of living 
adjustments and mandatory employee contributions, 
affect the participation rates. In addition, it will con-
sider the role of the supplemental plan characteristics, 
such as matching contributions and quality of plan 
information readily available to employees. Taken 
together, the three briefs in this series will describe 
and compare the supplemental retirement saving plans 
landscapes for 20 local governments.
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Endnotes
 1  As noted in the earlier brief, these cities and counties were 

chosen to provide a sample of governments from across the 
country that varies in size and geographical diversity. This is 
not a representative sample of all city and county governments, 
but the sample does indicate how 20 different city and county 
governments have developed the retirement benefits for their 
employees.

 2  Data from the National Compensation Survey, March 2013, indi-
cate that 99 percent of full-time state and local employees had 
access to a retirement plan, with 94 percent actually participating 
in a plan. Coverage was dominated by defined benefit plans, with 
92 percent of these public employees having access to a defined 
benefit plan. See www.bls.gov/ncs/ebs/benefits/2013/owner-
ship/govt/table02a.pdf.

 3  A report by the Wisconsin Legislative Council indicates that 40 
of the 85 large state and local retirement plans included in the 
analysis allow employees to retire at age 55 with 30 or fewer 
years of service. An additional 6 plans allow retirement at age 55 
with between 30 and 35 years of service. legis.wisconsin.gov/lc/
publications/crs/2012_retirement.pdf.

 4  These plans often have additional rules for normal retirement, 
including the Rule of 85 or Rule of 90.

 5  The Bureau of Labor Statistics reports that the mean flat percent-
age of final earnings per year of service for private sector defined 
benefit plans is 1.6 percent. www.bls.gov/ncs/ebs/detailedprovi-
sions/2010/ownership/private/table36a.pdf.

 6  The multiplier per year of service is not the only measure of 
generosity of a retirement plan. Other factors that affect the value 
of the plan for public employees include the employee contribu-
tion as a percentage of salary, the number of years included in 
the averaging period for FAS, and whether the plan provides 
automatic cost-of-living adjustments (COLAs). In addition, public 
employers often provide for disability retirement at ages younger 
than the normal retirement age.

 7  The replacement rates presented in Table 2 are based on the 
final average salary (FAS) using the benefit formulas described 
in Table 1. Some plans have an averaging period of three years 
while others base FAS on five years. In general, the shorter the 
averaging period, the larger the initial retirement benefit relative 
to the final year of salary. This difference is greater the larger the 
salary increases over the final working years. In addition, plans 
will differ in the timing and extent of COLAs, which will affect 
how replacement rates decay in real dollars over time.

 8  Of course, individuals retiring at age 55 must be prepared for 
a longer retirement than age 62 retirees and are years away 
from being able to start receiving a benefit from Social Security. 
Hence, they might be more likely to see the need for additional 
retirement saving.

 9  Clark and Mitchell (2014 forthcoming) find that coverage by 
retiree health insurance plans reduces the accumulation of 
wealth for public employees over age 50. They also review 
studies showing that personal saving is reduced by coverage by 
employer pensions, Social Security, and Medicare. 

10  Shoven and Slavov (2014 forthcoming) find that coverage by 
retiree health insurance increases the probability that public 
employees will retire prior to age 65. They also provide a sum-
mary of related literature showing that private sector employees 
retire earlier when their employers promise to include them in 
their health plans in retirement.

11  As in the case of pension plans, public employers have regularly 
been amending their retiree health plans in an effort to reduce 
the costs of these plans. Changes are often applied only to newly 
hired workers, so there are tiers of benefit generosity. As noted at 
the beginning of this brief, this analysis presents subsidies based 
only on the benefits available to the most recently hired workers.

12  Employers frequently change the type of health plans provided 
to active and retired employees and, as has been noted, regularly 
change premiums, deductibles, and co-payments associated with 
the plans.

http://www.bls.gov/ncs/ebs/benefits/2013/ownership/govt/table02a.pdf
http://www.bls.gov/ncs/ebs/benefits/2013/ownership/govt/table02a.pdf
http://legis.wisconsin.gov/lc/publications/crs/2012_retirement.pdf
http://legis.wisconsin.gov/lc/publications/crs/2012_retirement.pdf
http://legis.wisconsin.gov/lc/publications/crs/2012_retirement.pdf
http://legis.wisconsin.gov/lc/publications/crs/2012_retirement.pdf
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Local Government Employer Subsidy for Pre-Medicare Retiree Dependent Coverage Subsidy

Alexandria, VA www.varetire.org
www.alexandriava.gov/uploadedFiles/finance/
info/pension/1RetirementBenefitSummary 
GeneralScheduleEEs20121128.pdf

alexandriava.gov/personnel/default.
aspx?id=52546

Austin, TX www.coaers.org/index.html austintexas.gov/department/retired-employee-
benefits-program
austintexas.gov/sites/default/files/images/HR/
Benefits/2014_Retiree_Guide.pdf

Boston, MA www.cityofboston.gov/retirement/options.asp www.cityofboston.gov/ohr/benefits/group.asp

Mecklenburg, NC www.nctreasurer.com/retirement-and-savings/
Managing-My-Retirement/Pages/default.aspx

charmeck.org/mecklenburg/county/hr/ 
documents/benefits%20brochure.pdf

Cincinnati, OH www.cincinnati-oh.gov/retirement/ www.cincinnati-oh.gov/retirement/retiree- 
health-care/

Contra Costa County, CA www.cccera.org www.co.contra-costa.ca.us/1343/Employee-
Benefits

Denver, CO www.derp.org/index.cfm/ID/1/Home www.derp.org/index.cfm/ID/5/Health%20 
Insurance
www.derp.org/repository/files/pubs/2014%20
Open%20Enrollment%20Brochure%20WEB.pdf

District of Columbia 
police and fire

dcrb.dc.gov dcrb.dc.gov/sites/default/files/dc/sites/dcrb/
service_content/attachments/Plan%20Provider%20
Rates%20and%20Calc%20Sheet%2011_5_13_0.pdf
dcrb.dc.gov/sites/default/files/dc/sites/dcrb/ser-
vice_content/attachments/Police_Fire%20 
Retirees%20Chart.pdf

Fairfax County, VA www.fairfaxcounty.gov/retirement/retired_ 
employees/retired_employees.htm

www.fairfaxcounty.gov/retirement/retired_ 
employees/enrollment.htm

Houston firefighters www.hfrrf.org/default.aspx www.houstontx.gov/hr/benefits/
www.houstontx.gov/hr/oe10/retiree/contribution 
.html

Los Angeles County, CA www.lacera.com/home/index.html www.lacera.com/healthcare/healthcare.html

Loudon County, VA www.varetire.org www.loudoun.gov/index.aspx?NID=1146

Milwaukee, WI www.cmers.com/CMERS.htm?docid=1& county.milwaukee.gov/Medical

New York City, NY www.nycers.org www.nyc.gov/html/olr/html/health/health_ 
benefits_prog.shtml

Philadelphia, PA www.phila.gov/pensions/Pages/default.aspx

Phoenix, AZ phoenix.gov/phxcopers.html phoenix.gov/hr/citybenefits/index.html

San Diego County, CA www.sdcera.org/default.aspx www.sdcera.org/retired_health_insurance_plans.htm

San Francisco, CA www.sfers.org myhss.org/benefits/retirees.html

Tacoma, WA www.cityoftacoma.org/government/city_depart-
ments/tacoma_retirement_systems/

www.cityoftacoma.org/cms/one.aspx?portalId= 
169&pageId=1354

Tallahassee, FL www.talgov.com/retirement/retirementhome.
aspx

www.talgov.com/retirement/retirement-retiree-
health.aspx

Table A1. Websites for Defined Benefit Pension Plans and Retiree Health Plans

APPENDIX
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http://www.cityoftacoma.org/government/city_departments/tacoma_retirement_systems/
http://www.cityoftacoma.org/cms/one.aspx?portalId=
169&pageId=1354
http://www.cityoftacoma.org/cms/one.aspx?portalId=
169&pageId=1354
http://www.talgov.com/retirement/retirementhome.aspx
http://www.talgov.com/retirement/retirementhome.aspx
http://www.talgov.com/retirement/retirement-retiree-health.aspx
http://www.talgov.com/retirement/retirement-retiree-health.aspx
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About the Center for State and Local Government Excellence

The Center for State and Local Government Excellence helps state and local governments become knowledgeable and com-
petitive employers so they can attract and retain a talented and committed workforce. The Center identifies best practices 
and conducts research on competitive employment practices, workforce development, pensions, retiree health security, 
and financial planning. The Center also brings state and local leaders together with respected researchers and features the 
latest demographic data on the aging work force, research studies, and news on health care, recruitment, and succession 
planning on its web site, www.slge.org.
The Center’s five research priorities are:

• Retirement plans and savings

• Retiree health care

• Financial education for employees

• Talent strategies and innovative employment practices

• Workforce development

777 N. Capitol Street NE | Suite 500 | Washington DC 20002-4201 | 202 682 6100 | info@slge.org

Helping state and local governments become 
knowledgeable and competitive employers

http://www.slge.org
info@slge.org

