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Mr. Chairman and Members of the Subcommittee: 

I appreciate the opportunity to appear today to present our 

views on the effects of temporarily requiring new Federal employ- 

ees to contribute to both social security and the civil service 

retirement system. We are pleased that your committee has under- 

taken these hearings to remedy this situation. We have been con- 
a 

cerned that the extra contributions would place the Government at 

a competitive disadvantage in recruitinq and retaining employees 

because they would result in a substantial reduction in take-home 

pay. While employees in the private sector must pay social 

security taxes, few are required to contribute to their 

employer-sponsored retirement programs. 

Most employees in the civil service system must-pay 7 per- 

cent of their salary into the retirement .fund. Some participants 

contribute even higher amounts, and all employees pay an 
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additional 1.3-percent,medi'care tax. Beginning in January 1984, 

newly hired Federal employees and former employees rehired after 

a break in service of 1 year or more will also be covered by 

social security. Therefore, in addition to retirement fund 

contributions and the 

social security taxes 

1985. While medicare 

medicare tax, they will be required to pay 

of 5.4 percent in 1984 and 5.7 percent in 

and social security taxes currently apply 
l 

only to the first $35,700 of annual salary, nearly all new 

employees will receive salaries below this level. Thus, they 

will be contributing a total of about 14 percent of their salary 

to these programs until a new retirement system to supplement 

social security is established. It is anticipated that the new 

system will not be in place until sometime in 1985. 

We issued a letter report to the Senate Committee on Govern- 

mental Affairs on August 31, 1983, which highlights our concerns 

and discusses some options to ameliorate the problem. I would 

like to submit a copy of that report for the record and summarize 

the options. 

It is difficult to predict at this time what a new supple- 
. 

mental retirement system will provide or how it will be imple- 

mented. Presumably, it will retroactively cover all service by 

new employees after January 1, 1984. We also assume thai: any 

contributions new employees make to the civil service system, 

during the period of temporary coverage, that are greater than 

the amount required by the new system would be refunded. 

The Office of Personnel Management (OPM.) estimates that by 

the end of 1985 a total of 385,000 Federal employees could be 

affected by the dual contribution requirement. OPM estimates 
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these employees will contiibute about $470 million to the civil 

service retirement fund during.this Z-year period, but only a few 

of them are expected to receive any civil service benefits from 

their contributions. This is because new employees must have 5 

years of civilian service to be eligible for disability benefits 

and must have been employed at least 18 months before their 

survivors could receive death benefits. Social security requires 
l 

coverage of up to 5 years, 'depending on the employee's age, for 

disability benefits and 18 months for death benefits. 

Thus, none of the new employees would be eligible for disa- 

bility benefits from the civil service system and only those 

hired early in 1984 would be eligible for civil service death 

benefits. Rehired employees could be eligible for more benefits 

because of their prior Federal service. Overall, OPM estimates 

that civil service disability and death benefits will be paid in 

750 instances, and such payments are estimated to be about 

$500,000 in 1984 and $2,900,000 in 1985. 

The extra contributions to be required-of new employees will 

cause a substantial reduction in their take-home pay. This could 

adversely affect the Government's recruiting and retention ef- 

forts. Officials in the five departments and agencies we visited 

were very concerned that the higher retirement contributions 

would place the Government at a competitive disadvantage 

especially in those occupations where the Government already has 

to pay special salary rates to compete with the private sector. 

In 1982, agencies were paying about $93 million annually in 
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salary supplements over anti above regular rates to 34,300 such 

employees. 

In view of the limited benefits that employees will derive 

from temporarily contributing to the civil service system and the 

problems the increased contributions may cause, we evaluated 

several alternatives that could resolve this situation., These 

alternatives were: 

1. Provide a 'temporary' tax credit to Federal employees 

covered by the social security system for the amount of their 

contribution to the civil service system. 

2. Provide no civil service coverage;,therefore, no contri- 

butions to the civil service system would be required. 

3. Provide temporary civil service coverage without requir- 

ing employee contributions but with a loo-percent social security 

offset against any civil service benefits received. 

4. Provide for voluntary temporary participation in the 

civil service system by new employees. 

Under each of these alternatives, employees' service credits 

would be transferred to the new supplemental system when it is 

established. 

I would now like to discuss the alternatives in more detail 

along with the advantages and disadvantages of each one. 

Tax credit 

One way to alleviate the impact of greater retirement con- 

tributions would be to provide the new employees an income tax 

credit for their civil service contributions during the 2-year 

period. Bills have been introduced in the House of Represcnta- 
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tives (H.R. 3371) andathe Senate (S. 1522).to perm it such 

credits. However, tim ing of the tax credit could be a 

disadvantage, inasm uch as the employees m ay not benefit from  the 

credit until the following year when they file their tax returns. 

This alternative would continue full employee and employer 

contributions to the civil service trust fund. E m ployees would 

have greater disability and death benefits than those hired prior . 
to 1984 because of the dual'coverage, but would have contributed 

less because of the tax credit. Since the proposed bills do not 

change the refund provisions of the civil service system , 

employees could receive not only the tax credit but also a refund 

of their contributions if they later left Governm ent service. 

No civil service coverage 

Under this alternative, the social security program  would 

provide disability and survivor benefit coverage for new employ- 

ees but, depending on individual circumstances, benefits could be 

m ore or less than civil service benefits. No employee or 

employer contributions to the civil service system  would be 

required. I 
This alternative avoids any duplicated benefits and the 

potential adm inistrative burden of refunding employee contribu- 

tions if a noncoatributory supplem ental plan is later established 

or the.contribution rate under the new plan is lower. 

Recruiting m ay be m ore difficult than under other alterna- 

tives because of the uncertainty about the level of future 

retirem ent benefits. Also, this alternative would generally pro- 

vide lower disability and death benefits, especially for rehired 
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employees who m igh< otherwise qualify for civil service benefits 

because of prior Federal service but who m ay not have sufficient 
. . 

service to qualify for social security benefits. 

Social security offset 

This alternative would provide employees coverage under 

both systems, but civil service benefits would be reduced by the 

amount of any benefits received from  social security. While 
. 

employee contributions to the civil service system  would not be 

required, agencies would continue to m ake civil service contri- 

butions which would be used to finance civil service benefits 

for these employees. 

The alternative assures disability and death benefit cover- 

age com parable to that provided employees hired'before 1984, but 

at less cost to new employees. However, it creates som e 

adm inistrative burden in com puting the social security offset. 

I It does avoid the potential adm inistrative burden of refunding 

) -em ployee contributions if a noncontributory supplem ental plan is 
I later established or the contribution rate under the new plan is 
/ 

lower. 

Voluntary participation 

While all new employees will have social security coverage, 

this alternative would perm it those employees who desired 

greater coverage to participate in the'civil service system . 

Participating employees and their agencies would each be 

required to m ake the regular contributions to the civil service 

I , system . 
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r  .  

This  al ternatfve wou lh  g ive  pa r t ic ipat ing emp loyees  m o r e  

cove rage  th a n  th a t p rov ided  emp loyees  h i red  pr ior  to  1 9 8 4 . 

W h i le it wou ld  g ive  th e  ind iv idua l  th e  responsib i l i ty  fo r  

d e te rm in ing  th e  adequacy  o f cove rage , it wou ld  b e  very  cost ly 

fo r  th e  lim ite d  add i tiona l  cove rage  m o s t emp loyees  wou ld  

receive.  

In  s u m m a r y , M r. C h a i r m a n , un less  th e  cur ren t law is 

c h a n g e d , n e w  emp loyees  wi l l  con tr ibute a lmos t $ 5 0 0  m i l l ion to  

th e  civi l  serv ice system , b u t on ly  a  very  smal l  n u m b e r  wi l l  

rece ive  any  b e n e fits from  those  con tr ibut ions b e fo re  th e  n e w  

system  is es tab l i shed . Mo reove r , th e  dua l  con tr ibut ions wi l l  

r educe  emp loyees ' ta k e - h o m e  pay  mak ing  recru i t ing a n d  re te n tio n  

o f qual i ty  ind iv idua ls  m u c h  m o r e  difficult. In  s o m e  cases, '  

spec ia l  pay  ra tes  m tg h t have  to  b e  inc reased  o r  -pa id  to  m o r e  
I emp loyees . Reso lu tio n  o f th is  p rob lem pr ior  to  January  1 , 1 9 8 4 ; 

~  wou ld  re l ieve n e w  emp loyees  from  th e  b u r d e n  o f con tr ibut ing to  

1  b o th  socia l  secur i ty a n d  th e  civi l  serv ice system . 

/ I wou ld  b e  p leased  to  answer  any  ques tions  you  m a y  have . 
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