Q19063

REPORT TO THE CONGRESS

L

094013

Federal Retirement Systems:
Key Issues, Financial Data, And

Benefit Provisions .m0

BY THE COMPTROLLER GENERAL
OF THE UNITED STATES

7071081




COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20548

B-179810

To the President of the Senate and the
Speaker of the House of Representatives

This is our report summarizing benefit provisioms,
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We made our review pursuant to the Budget and Account-
ing Act, 1921 (31 U.S.C. 53), and the Accounting and Audit-
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We are sending copies of this report to selected Com-
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United States Tax Court; the Chairman, Board of Governors
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Valley Authority; and the Commissioner, District of
Columbia.
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COMPTROLLER GENERAL'S
REPORT TO THE CONGRESS

DIGEST

WHY THE REVIEW WAS MADE

The U.S. Government operates 10
retirement systems which provide
coverage to approximately 5.9 mil-
1ion Federal civilian and military
personnel. During fiscal year 1973
the total outlay by these systems
was $9.1 billion.

GAO made this review to provide the
Congress with a summary of financial
information and other basic data on
retirement systems which cover es-
sentially all Federal personnel and
employees of the District of Colum-
bia.

FINDINGS AND CONCLUSIONS

Pinaneing of retirvement systems

No uniform practices or principles
exist on financing Federal retire-
ment systems. Some systems are
financed on a contributory basis

and some on a noncontributory basis,
some provide for fully funding bene-
fits as they accrue, some provide
for partial funding, and others are
completely unfunded. (See p. 25.)

The unfunded liability of Federal
retirement systems was an estimated
$201 billion at the end of fiscal
year 1973, Of this amount approxi-
mately two-thirds was attributable
to the unfunded military retirement
system and one-third to the funded
civil service system. (See p. 38.)

Tear Sheet. Upon removal, the report
cover date should be noted hereon. i
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KEY ISSUES, FINANCIAL DATA, AND
BENEFIT PROVISIONS
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The unfunded 1iability of the civil
service retirement system continues
to increase, even though it operates
on a fully funded basis, primarily
because of unfinanced cost-of-1iving
annuity adjustments.

The Civil Service Commission has es~
timated that each cost-of-living ad-
justment adds a minimum of $2.1 bil-
1ion to the system's unfunded 1i-
ability.

FPinancial reporting

The Congress does not receive
complete or consistently developed
current and projected financial
information on Federal retirement
systems.

Although the Department of the
Treasury does prepare an annual re-
port for the Congress on the con-
tingent liabilities of Government
retirement systems, the report is not

complete and the data is not developed
on a consistent basis but by differing

actuarial methods.
26.)

(See pp. 25 and

Federal retirvement policy

There is no overall Federal retire-
ment policy to provide objectives
and principles to guide the devel-
opment and improvement of Government
retirement systems. Lacking such

a coherent, coordinated policy, the
benefit structures of Federal



retirement programs have evolved and
developed in a piecemeal fashion.
One consequence of this type of
development has been the creation
of duplicate and inconsistent bene-
fits. (See p. 36.)

There is no centralized mechanism
for monitoring development of
Federal retirement systems' bene-
fit structures, interrelation of
benefit systems, or the cost of
these systems.

RECOMMENDATIONS

We are making no recommendations
for action by the executive branch
because the issues involved require
overall policy determination by the
Congress.

MATTERS FOR CONSIDERATION
BY THE CONGRESS

If Government retirement systems
are to develop, collectively, on
some consistent and financially
sound basis, it is essential that
the Congress assume a major role

in establishing and controliing

an overall retirement policy.
Therefore, GAO suggests that the
appropriate Committees of the
Congress hold hearings to consider
indepth the issues raised in this
report.

The principal purpose of these
hearings should be to develop
legislation that would establish:

--An overall Federal retirement
policy which provides objectives
and principles to guide future
development and improvement of
Government retirement systems.

--A centralized mechanism for moni-
toring the development, interrela-
tionship, and cost of Federal re-
tirement systems, and to improve
ghe system for reporting financial

ata.

The Office of Management and Budget
and those agencies reponsible for
administering existing retirement
systems should be requested to
submit proposals for consideration
in these hearings.

ii



CHAPTER 1

INTRODUCTION

A retirement system is basically a program for
providing a pension to retired employees for life. The
amount of the pension is generally based on either length
of service, salary, or some combination of both. Although
a life pension is considered the primary benefit of any sys-
tem, retirement systems also frequently provide subsidiary
benefits for death, disability, and termination.

The 1966 report to the President by the Cabinet Com-
mittee on Federal Staff Retirement Systems pointed out that
a retirement system functions to serve both management and
employee objectives. The report stated:

W& % #%Qperating managers, rightly, look to
Government's staff retirement systems to--

Keep appointment and promotion opportunities
open, so that a force of the vigor and initia-
tive required to accomplish the agency's as-
signments efficiently and economically can be
maintained;

Help maintain the Government's competitive
employment position and reduce expensive em-
ployee turnover;

Induce able and still productive men and
women to remain in the service through the
peak of their productivity;

Ease adjustments in the size or composition
of the force as required to accommodate to the
impact of automation, occupational shortages and
surpluses, retrenchment, change in mission, and
other dislocating conditions;

Be reasonably flexible and administratively
usable.

"% % *Today's employees look to staff retire-
ment systems to--

Open employment and promotion opportunities
for them during their working years, through
orderly removal from the work force of older
employees of higher rank;

Preserve their retirement protection when
they change jobs, locations, or employers;
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Allow them some measure of personal choice
about when they retire, but protect them against
involuntary retirement;

Provide an adequate income to them (and their
families) after employment ceases, whether sep-
aration from employment is owing to age, dis-
ability, involuntary separation, death, or their
own choice;

Maintain the purchasing power of the post-
retirement income;

Cost them little;

Be equitable and just."

This report presents a summary of financial data and
benefit provisions and illuminates critical issues relating
to retirement systems which provide coverage for essentially
all Federal civilian and military personnel and employees
of the District of Columbia. In fiscal year 1973 the total
outlay by these systems was approximately $9.1 billion. Ac-
cordingly, proper reporting to the Congress on the financial
status of Federal retirement systems is essential for policy
and legislative deliberations and for an overall understand-
ing of the present and projected financial condition of
the United States.

The following retirement systems are included in this
report:!

Civil service Federal Reserve Board
Uniformed services Tennessee Valley Authority
Foreign Service D.C. police and firemen
Federal judiciary D.C. teachers

U.S. Tax Court judges D.C. judges

We have prepared a comparative summary of information
on the general benefits, coverage, and financial status of
these systems and included a general discussion of the
actuarial process by which the financial condition of a
retirement system is determined.

'Not included, due either to the unavailability of informa-
tion or relative size, are those systems which provide
coverage for employees of the Central Intelligence Agency,
Presidents of the United States, and Comptrollers General
of the United States.



We have reviewed several recent studies of Federal
retirement systems and provided information on the status
of the studies' recommendations. These studies have raised
a number of issues related to basic policies, financing,
administration, and benefits. Many of the major issues are
yet to be resolved. For this reason and in view of the
number of personnel and the financial obligation of the Gov-
ernment under these systems, we have prepared this report.

This report is not meant to duplicate previous studies
which examined these issues in considerable depth but rather
to illuminate the still unresolved issues and questions they
posed.



CHAPTER 2

FEDERAL STAFF RETIREMENT SYSTEMS

CIVIL SERVICE RETIREMENT SYSTEM

The civil service retirement system was established in
1920 and is administered by the Civil Service Commission.
The most recent amendatory legislation was enacted in 1974,
The legal authority for the system is contained in title 5,
chapter 83, of the United States Code,

Membership includes approximately 90 percent (2.6 mil-
lion) of all civilian employees of the Federal Government and
of the District of Columbia. The major exceptions include
civilian employees covered by other systems discussed in this
report and temporary or intermittent employees. Participa-
tion is compulsory except for Members of Congress and certain
congressional employees who may elect participation.

There are five types of retirement provided by the sys-
tem--optional, deferred, mandatory, disability, and discon-
tinued service (involuntary separation). To be eligible for
any type of retirement annuity, there are two general
requirements (1) the employee must have completed at least
5 vyears of Federal civilian service and (2), except for dis-
ability retirement, an employee must have been employed
under the system for at least 1 year within the 2-year period
immediately preceding the separation on which the retirement
is based.

The minimum age and service requirements for the various
types of retirement are presented in table 1 (p. 21). How-
ever, certain law-enforcement personnel, firefighters, and
air traffic controllers may be entitled to an unreduced imme-
diate annuity at lower age and service requirements than
those indicated in the table.

With certain specific exceptions, retirement credit is
given for both civilian and military service performed for
the Federal Government, including service for the District of
Columbia. Credit is also allowed for any unused sick leave
at the time of retirement.

The general formula for computing a retiring employee's
annual annuity is based on the highest average annual pay for
any 3 consecutive years and on the number of years and full
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months of service, including unused sick leave. A percentage
of the "high-3" average salary is multiplied by years of
service, as follows: 1.5 percent times the first 5 years of
service, 1.75 percent times the next 5 years of service, and

2 percent times all service over 10 years. The results are
then added to produce the basic annual annuity. An alternate
formula is used to produce a higher annuity when an employee's
high-3 average salary is less than $5000.

An employee's basic annuity cannot exceed 80 percent of
his high-3 average salary. However, annuity in excess of the
80 percent that is produced by crediting unused sick leave is
payable.

Death benefits in the form of survivor annuities are
also provided under the system. These benefits are paid
automatically in the event that an employee dies before
retirement and after completing at least 18 months of serv-
ice. Death benefits are also paid to the survivors of a
retired employee if such coverage was elected at time of
retirement.

Both retirement and survivor annuities are automatically
increased whenever the Consumer Price Index (CPI) rises at
least 3 percent over the CPI of the last adjustment and
remains up for 3 consecutive months. Such annuity increases
are equal to the percentage rise in the CPI rounded to the
nearest one-tenth of one percent, plus an additional one per-
cent.

Financing of civil service system

The system is financed on a contributory basis and all
benefits are paid from the Civil Service Retirement and Dis-
ability Fund, which the Department of the Treasury holds in
trust.

Deposits to the fund are mainly from (1) employee con-
tributions at the rate of 7 percent of basic salary,
(2) agency contributions in amounts which match their employ-
ees', (3) payments by the Treasury for interest on the sys-
tem's unfunded liability and for the cost of allowing credit
for military service, (4) appropriations to finance increases
in the system's unfunded 1liability, (5) interest earned on
fund assets invested in securities of the United States,



The Government is obligated to make the deposits
referred to in (3) and (4) above by title 5, section 8348,
United States Code, as amended (Public Law 91-93, approved
October 20, 1969). This law requires that the Treasury trans-
fer to the fund, at the end of each fiscal year, amounts
equivalent to (1) interest on the unfunded liability computed
for that year and (2) that portion of annuities paid during
the year which are attributable to credit allowed for military
service. Under the law 10 percent of such amounts were to be
transferred beginning in fiscal year 1971 and gradually in-
creased so that 100 percent will be transferred in fiscal year
1980 and each year thereafter.

The law also authorizes appropriations to the fund, in
30 equal annual installments, including interest, to finance
the unfunded liability created by any new legislation which
authorizes (1) new or liberalized benefits payable from the
fund, except annuity increases arising from a change in the
CPI, (2) extension of coverage to new groups of employees, or
(3) increases in pay on which benefits are computed. (The
Civil Service Commission estimates that every $1 pay
increase adds §1.95 to the system's unfunded liability.) 1In
fiscal year 1973 these requirement installments totaled
$737,470,000.

Unfunded liability of civil service system

The system's unfunded liability was approximately
$68.7 billion at the end of fiscal year 1973. This amount
represented an increase of §$5.2 billion over the preceding
fiscal year. Approximately 54 percent ($2.8 billion) of the
increase is attributed to increased annuities due to a rise
in the CPI. The remaining $2.4 billion is attributed to the
unpaid portion of the interest on the unfunded liability,
which, as mentioned above, will be fully paid beginning in
fiscal year 1980.

On the basis of the January 1974 CPI adjustment, the
Civil Service Commission estimates that each one percent
increase in annuities due to a rise in the cost of living
adds $527 million to the unfunded liability. Since the mini-
mum increase provided by the system is 4 percent, it can be
concluded that each time annuities are adjusted due to a rise
in the CPI an estimated $2.1 billion is added to the unfunded
liability. This growth in the unfunded liability will con-
tinue so long as the cost of living continues to rise and



until some provision is made to fund the consequent increases
in annunities.

Provisions of c¢ivil service system
applicable to Members of Congress
and congressional employees

Although most of the provisions of the civil service
retirement system apply to all participants, certain modifi-
cations have been made with respect to Members of Congress
and congressional employees. These provisions concern parti-
cipation, contribution rates, retirement-eligibility require-
ments, and benefit formulas.

As mentioned above, participation in the system is elec-
tive for Members of Congress and congressional employees.
Participating Members of Congress contribute 8 percent of
their basic salary and congressional employees contribute
7.5 percent.

The general requirements for retirement eligibility
differ for Members of Congress only in that (1) their retire-
ment must be based upon a separation from service as a Member
of Congress and (2) their last 5 years of service must be
covered by either contribution deductions from pay or a
deposit to the retirement fund.

The benefit formula for computing the annual annuity of
a retiring Member of Congress is based on high-3 average sal-
ary and the number of years and full months of service. A
percentage of the high-3 average salary is multiplied by
years of service as follows: 2.5 percent times years of
service as a Member of Congress, military service while on
leave of absence as a Member of Congress during wartime or a
national emergency, other military service but not to exceed
5 years, and congressional employee service; 1.75 percent
times years of other service which, when added to years of
2.5 percent service, do not exceed a total of 10 years;
2 percent times all remaining years of service.

The benefit formula for computing a retiring congres-
sional employee's annual annuity is the same as that for Mem-
bers of Congress except that 2.5 percent service is limited
to years as a congressional employee, military service not
exceeding 5 years, and any service as a Member of Congress.



UNIFORMED SERVICES RETIREMENT SYSTEM

Some aspects of the present day system for military
retirement are traceable to laws enacted before the Civil War
era. However, the current system is based primarily on por-
tions of the Army and Air Force Vitalization and Retirement
Equalization Act of 1948, approved June 29, 1948, and the
Career Compensation Act of 1949, approved October 12, 1949,
The legal authority for the uniformed services system is con-
tained, generally, in title 10, sections 1201 to 1455; title
42, sections 212 and 212a; title 14, chapters 11 and 13; and
title 33, chapter 17, United States Code.

Participation is automatic for members of the uniformed
services, which includes the Army, Navy, Air Force, Marine
Corps, Coast Guard, the commissioned officers corps of the
Public Health Service and of the National Oceanic and Atmos-
pheric Administration.

The Department of Defense administers the system for
the Army, Navy, Air Force and Marine Corps; while the Coast
Guard, Public Health Service, and the National Oceanic and
Atmospheric Administration systems are administered by the
Department of Transportation; the Department of Health, Edu-
cation, and Welfare; and the Department of Commerce, respec-
tively.

There are three basic types of retirement provided by
the system--optional (based on years of service), mandatory
(depending upon member's age, rank, promotion record, and
length of service), and disability. Service creditable to-
ward retirement is generally granted for all active duty and,
with some modification, for reserve duty.

The general benefit formula for non-disability (optional
or mandatory) retirement provides 2.5 percent of basic pay at
time of retirement multiplied by years of creditable service.
A minimum of 20 years' service is required for non-disability
retirement. The maximum benefit payable under the system is
75 percent of terminal basic pay.

The general formula for disability retirement provides
a benefit equal to the percentage of a member's disability
multiplied by his basic pay on the date of retirement. A
minimum of 30 percent disability is required, and the maximum
benefit payable is 75 percent of terminal basic pay.



The System's Survivor Benefit Plan provides survivor
annuities in the event a member dies after retirement. Par-
ticipation in the plan is voluntary at time of retirement.
The plan also provides survivor benefits if a member dies
while on active duty and had completed a minimum of 20 years'
creditable service. However, such benefits are limited and
paid in conjunction with the Veterans Administration's
Dependency and Indemnity Compensation program. The program
also provides survivor benefits if a member who has completed
less than 20 years creditable service dies while on active
duty.

The system provides for cost-of-living adjustments in
retired pay and survivor annuities on the same basis as dis-
cussed under the civil service retirement system. (See

p. 5.)

Financing of uniformed services system

This system is financed on a "pay-as-you-go basis."
That is, there is no fund from which benefits are paid. The
Government finances all benefits through annual appropria-
tions authorized by the Congress.

Since the system is operated on a pay-as-you-go basis,
its entire liability is unfunded. The Department of Defense
estimated that the unfuned liability was $130 billion at the
end of fiscal year 1973.

FOREIGN SERVICE RETIREMENT AND DISABILITY SYSTEM

The Foreign Service retirement and disability system was
established by the Rogers Act (the Act of May 24, 1924,
43 Stat. 140). The act has since been amended and the cur-
rent provisions are contained in title 22, sections 1061 to
1121, United States Code.

Participation is mandatory and includes all Foreign
Service officers, Foreign Service staff officers and employ-
ees who have completed 10 years of continuous service in the
Foregin Service, all Foreign Service information officers,
Foreign Service Reserve officers with unlimited tenure, and
persons who have served as chief of mission (ambassador or
minister) for 20 years or more.

There are five types of retirement under the system--vol-
untary, involuntary, disability, deferred, and mandatory.
Retirement credit is granted for all Federal and District of
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Columbia service. Credit for military service and unused
sick leave is also generally granted in accordance with pro-
visions similar to those of the civil service retirement sys-
tem.

The retirement annuity is computed by multiplying 2 per-
cent of the participant's high-3 average salary by years of
creditable service. The maximum benefit cannot exceed
70 percent of a participant's high-3 average salary, exclud-
ing any portion attributable to credit for unused sick leave.

The system provides survivor benefits automatically
(after 18 months of service) before retirement and by elec-
tion at time of retirement.

Provisions for adjusting annuities on the basis of a
rise in the CPI are essentially the same as those discussed
under the civil service retirement system.

Financing of Foreign Service
retirement system

All payments authorized under this retirement system are
paid from the Foreign Service Retirement and Disability Fund,
which the Treasury maintains as a special fund.

Deposits to the fund come from sources similar to those
outlined under the civil service retirement system. Partici-
pants contribute 7 percent of their basic salary and the For-
eign Service makes a matching contribution, The Government
is obligated to make deposits to the fund on the same basis
as under the civil service system--Public Law 91-93.

At the end of fiscal year 1973 the system's unfunded
liability was estimated at $727 million.

FEDERAL JUDICIARY RETIREMENT SYSTEM

The origins of a retirement system for Federal judges can
be traced to 1869. The present system operates under the au-
thority of title 28, sections 371 to 376, of the United States
Code and provides coverage for Supreme Court justices and Fed-
eral judges appointed by the President of the United States
under various provisions of title 28, part I, United States
Code. Coverage by the system is automatic except for partici-
pation in the survivors annuity plan which is by election.
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The types of retirement under this system are
(1) retirement from active service, (2) resignation from
active service, and (3) disability retirement. The differ-
ence between resigning and retiring from active service is
that in the latter instance the judge retains his office.
Retired justices and judges may be assigned to perform such
judicial duties as they are willing and able to perform.

The retirement benefit is the full salary of the office
from which the participant retires and is paid for life.
However, the benefit for judges who retire from active serv-
ice is the current salary of their retained office while the
benefit for judges who resign is fixed at their salary at
time of resignation.

Retirement credit is granted only for Federal judicial
service. However, other Federal service is creditable in
computing benefits under the system's survivor annuity plan.
The system does not provide cost-of-living adjustments for
either retirement or survivor benefits.

Financing of Federal judiciary system

Retirement benefits are financed from funds appropriated
by the Congress for Federal judiciary salaries. The elective
survivor benefit plan is financed jointly by participants and
the Government. Participants contribute 3 percent of their
salary both before and after retirement. All contributions
are deposited in the Treasury to the credit of the judicial
survivors annuity fund. The Administration Office of the
United States Courts submits annually to the Office of Man-
agement and Budget an estimate of expenditures and appropri-
ations necessary for the maintenance and operation of the
fund and such supplemental and deficiency estimates as may
be required from time to time.

The unfunded liability of the judicial survivors annuity
system was an estimated $14,657,000 as of December 31, 1971,
No determination has been made of the unfunded liability
attributable to retirement benefits accrued under the system.

U.S. TAX COURT JUDGES RETIREMENT SYSTEM

The retirement system for judges of the U.S. Tax Court
was established in 1953 and a survivor annuity plan was added
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to the system in 1961. The legal authority for the system
is contained in title 26, sections 7447 to 7448, of the
United States Code.

The system provides coverage for judges appointed to the
U.S. Tax Court and consists of both a contributory and non-
contributory plan.

The noncontributory plan provides retirement and dis-
ability coverage to participating judges. Participation in
the plan is by election, which once made becomes irrevocable.
Judges who do not elect to participate are automatically
covered by the civil service retirement system,

Retirement credit is granted only for service as a judge
of the Tax Court and as a member of the former U.S. Board of
Tax Appeals. However, under the survivor annuity plan addi-
tional credit may be granted for other Federal civil service
and military service.

A judge's retirement benefit is the current salary of
his former position multiplied by the ratio of his years of
judicial service to 10 years. However, in no case may the
benefit exceed the current salary of the former position.

Unless ill or disabled, a retired judge is subject to
recall to perform judicial duties for a period not to exceed
90 days a year. During periods of recall the retired judge
receives the full pay of an active judge in lieu of his
retirement pay.

The contributory plan provides benefits to surviving
widows and dependent children. Participation may be elected
any time before or after retirement.

There is no provision under this system for adjusting
either retirement or survivor benefits based on increases in

the cost of living.

Financing of Tax Court judges system

Retirement and disability benefits are financed through
annual congressional appropriations. The survivor benefit
plan is financed in part by participant contributions (both
before and after retirement) at the rate of 3 percent of
annual salary and in part by congressional appropriations.
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Contributions and appropriations for the survivor
annuity plan are deposited in the Tax Court Judges Survivors
Annuity Fund, which the Treasury holds in trust. Annual
estimates of the expenditures and appropriations necessary
for the maintenance and operation of the survivor annuity
fund are submitted to the Office of Management and Budget.

The unfunded liability of the survivors benefit plan was
determined to be approximately $173,000 as of June 30, 1973.
The unfunded 1iability of the noncontributory plan has not
been determined recently.
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RETIREMENT PLAN FOR EMPLOYEES OF THE BOARD OF
GOVERNORS OF THE FEDERAL RESERVE SYSTEM

The retirement system for employees of the Board of
Governors of the Federal Reserve System was established in
1944 to provide Board employees financial benefits comparable
to those granted under the civil service retirement system.
The benefit and contribution provisions are essentially the
same as under the civil service system and are revised when-
ever civil service retirement law is amended.

Financing of Federal Reserve Board system

Creditable service is granted for all Federal Reserve
System service, including service with the Federal Reserve
banks, and generally any service creditable under the civil
service system.

The system is financed on a contributory basis. Employ-
ees contribute 7 percent of basic pay and the employer con-
tributes the difference between what employees contribute
and the '"normal cost" (see p. 55) of the plan. The system
had an unfunded liability of §$715,000 as of December 31,
1972,

TENNESSEE VALLEY AUTHORITY RETIREMENT SYSTEM

The Tennessee Valley Authority (TVA) retirement system
was established in 1939. The system provides coverage to
permanent TVA employees. Membership is compulsory, except
for those who enter TVA from a Government position in which
they had civil service retirement coverage. Members of this
system have also had social security coverage since 1956.

There are five types of retirement provided by the sys-
tem--optional, deferred, disability, mandatory, and involun-
tary separation. Retirement credit is granted for all TVA
service for which required contributions have been made.
Credit is granted for military service performed between two
contiguous periods of coverage under the TVA system provided
the member makes contributions to cover such service. Credit
is also allowed for any unused sick leave at time of retire-
ment.
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The normal retirement benefit is composed of two amounts,
an annuity and a pension., The annuity is the employee
financed portion of the benefit and may be either fixed or
variable depending on election. The amount of the annuity
is based on the member's total contributions and age at re-
tirement. The pension is the employer financed portion of
the benefit and amounts to 1.3 percent of the member's high-3
average annual salary multiplied by years of service and re-
duced by a social security offset,

In the event of a member's death before retirement, the
system provides for an automatic refund of contributions and
a lump sum payment to the member's designated beneficiary.
However, in lieu of this automatic provision a member, while
in service, may elect to provide a life annuity for his des-
ignated beneficiary. 1In the event of a member's death after
retirement, survivor benefits are provided only if such cov-
erage was elected at the time of retirement.

The TVA financed portion of retirement and survivor
benefits has been adjusted each year since 1968 for cost-
of-living increases. An increase is made in January follow-
ing each year that the CPI average exceeds by at least 1 per-
cent the average for the last year on which an increase was
based. The benefit adjustment is the percent increase in
the CPI, up to 5 percent in any 1 year. The system has no
provision for cost-of-living adjustments of employee financed
benefits.

Financing of TVA system

The system is financed by employee and employer contri-
butions, The standard member contribution is 6 percent of
basic pay but may be more depending on the member's date of
entry into the system or less if the member elects to reduce
his contributions by 3 percent on that part of his salary
not in excess of the social security base. The employer
makes contributions in the amount required to cover the ad-
ministrative cost of operating the system and to provide all
benefits other than those derived from members' contributions.
The amount of the employer's contributions is determined by
an annual actuarial valuation and consists of a normal contri-
bution and a contribution to amortize any unfunded liability.

The system had an unfunded liability of $100 million at
the end of fiscal year 1973,
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D.C. JUDGES RETIREMENT SYSTEM

The D.C. judges retirement system was established in
1964, The legal authority for the system is contained in
title 11, sections 1561 to 1571, of the D.C. Code.

Membership is compulsory and includes any person with
"judicial service" as a judge in the District of Columbia
Court of Appeals, the Superior Court, or the former Juvenile
Court of the District of Columbia, District of Columbia Tax
Court, Police Court, Municipal Court, Municipal Court of
Appeals, or District of Columbia Court of General Sessions.

The types of retirement under the system are (1) optional,
(2) mandatory, (3) disability, and (4) deferred.

Creditable service includes all judicial service, mili-
tary service, and any service allowable under the civil serv-
ice retirement system.

The annual annuity for any type of retirement consists
of two parts, but may in no case exceed 80 percent of the
member's final salary. One part is based entirely on judicial
service and is that percentage of a member's basic salary at
time of retirement equal to the ratio of his years of judicial
service to 30 years. The second part is based on all other
creditable service and is computed under the civil service
retirement formula, except that salary at time of retirement
is substituted for average high-3 salary.

Participation in the system's survivor annuity plan is
voluntary. Participants contribute 3 percent of their annual
salary while serving as a judge and the same percentage of
their annual annuity during retirement. Survivor benefits
are contingent on the member having completed at least
5 years of service and are provided to both a surviving
spouse and dependent children.

Retirement and survivor annuities are adjusted for cost-

of-living increases in the same amount and at the same time as
annuities under the civil service retirement system.
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Financing of D.C. judges system

The system is financed by member contributions and Dis-
trict of Columbia appropriations. Members contribute 3.5 per-
cent of basic salary for retirement benefits and an additional
3 percent for participation in the survivor annuity plan. All
contributions and appropriations are deposited in the District .
of Columbia Judicial Retirement and Survivors Annuity Fund,
which the Treasury holds in trust. Whenever the balance in
the fund is insufficient to pay the current obligations of
the system the District of Columbia is required to appropriate
to the fund amounts necessary to pay the current obligations.
The system had estimated unfunded 1liability of §8.5 million
at the end of fiscal year 1973.

D.C. POLICEMEN AND FIREMEN'S
RETIREMENT AND DISABILITY SYSTEM

The D.C. policemen and firemen's retirement and disabil-
ity system was established in 1916. The legal authority for
the system is contained in title 4, sections 501 to 539, of
the D.C. Code.

Membership is compulsory and extends to members and of-
ficers of the D.C. Metropolitan Police, D.C. Fire Department,
Executive Protective Service, and the U.S. Park Police. Also
nonclerical employees of the U.S. Secret Service who have
10 years' service directly related to the protection of the
President of the United States may elect coverage under this
system.

There are three types of retirement under the system--
optional, disability, and mandatory retirement at age 60
(at the employer's discretion).

Creditable service is granted for service with the
D.C., Metropolitan Police Force, D.C. Fire Department, U.S.
Park Police, Executive Protective Service, U.S. Secret
Service, and certain military service. Additionally, credit
may be purchased for all Federal and D.C. service performed
before appointment to a position covered by this system.

The optional retirement benefit formula provides an an-
nual annuity of 2.5 percent of basic pay at time of retirement
multiplied by years of creditable service, except that years
of police or fire service in excess of 20 are computed at the
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rate of 3 percent. The maximum annuity is 80 percent of
basic pay at time of retirement; however, annuity in excess
of the 80 percent that is produced by crediting unused sick
leave is payable,.

Survivor benefits are provided automatically regardless
of whether death occurs before or after retirement. In the
event of a member's death survivor annuities are paid to
both the surviving spouse and dependent children. In addi-
tion to any survivor annuity if a member's death occurs in
the performance of duty each survivor receiving more than
one-half support from the member will receive an equal share
of a $50,000 lump-sum payment.

Retirement annuities are adjusted whenever there is a
salary increase for D.C. police and firemen. In the event
of such an increase, retirement annuities are recomputed on
the basis of the new pay schedules. Survivor annuities are
adjusted for cost-of-living increases in the same amount and
at the same time as annuities under the civil service retire-
ment system.

Financing of D.C. police and
firemen's system

The system is financed essentially on a pay-as-you-go
basis. There is no trust fund maintained and member contri-
butions of 7 percent of basic pay are deposited in the U.S.
Treasury to the credit of the District of Columbia. Current
benefits are paid out of the general revenue of the District
of Columbia, part of which comes from the District's annual
appropriation from the U.S. Government. The Government ap-
propriates monthly, as necessary, funds to reimburse the
District for benefit payments to or for members of the U.S.
Park Police, Executive Protective Service, and members of the
U.S. Secret Service who are or may become entitled to benefits
under the system. The amount of the monthly appropriation is
the excess of such benefit payments over the contributions of
the respective members. At the end of fiscal year 1973 the
system had an estimated unfunded liability of $564 million.

D.C. PUBLIC SCHOOL TEACHERS
RETIREMENT SYSTEM

The D.C. public school teachers retirement system was
established in 1920. The legal authority for the system is
contained in title 31, sections 701 to 746, of the D.C. Code.

!
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Membership is compulsory and extends to all public school
teachers employed by the District of Columbia and certain
other educational employees of the D.C. Board of Education.

The types of retirement provided under the system are
voluntary, involuntary, deferred, disability, and mandatory.
A member must have completed at least 5 years of eligible
service to qualify for any type of retirement. Eligible
service refers only to actual service in the D.C. public
schools under a temporary, probationary, or permanent appoint-
ment., Creditable service is granted for all service from the
date of original probationary appointment as a teacher in the
D.C. public school system. Creditable service may also be
granted, upon deposit to the retirement fund, for (1) public
school service outside the District of Columbia, not to ex-
ceed 10 years, (2) continuous temporary service in the D.C.
public schools immediately before a probationary appoint-
ment, (3) service with the Federal Government or D.C. govern-
ment, and (4) a leave of absence without pay for educational
purposes. Credit is also allowed without deposit, for cer-
tain military service and educational leave of absences with
partial pay.

The retirement benefit formula provides an annual annuity
which is the larger of (1) 1.5 percent of average salary
earned over a period of 3 consecutive years of eligible serv-
ice or (2) 1 percent of average salary, plus $25, times years
of service not to exceed 5; plus the larger of (1) 1.75 per-
cent of average salary times years of service in excess of 5
but not exceeding 10 or (2) 1 percent of average salary, plus
$25, times years of service in excess of 5 but not exceeding
10; plus the larger of (1) 2 percent of average salary times
years of service in excess of 10 or (2) 1 percent of average
salary, plus $25, times years of service in excess of 10,

The system's provisions for survivor benefits are basi-
cally the same as under the civil service retirement system,
with one major exception. In the event a member dies and is
not survived by a spouse or any dependent children an annuity
may be paid to the member's surviving dependent parents.

The system's provisions for adjusting retirement and sur-

vivor annuities for increases in the cost of living are the
same as under the civil service system.
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Financing of D.C. teachers system

The system is financed by member contributions at the
rate of 7 percent of basic pay and an annual appropriation
by the District of Columbia. The annual appropriation is an
amount necessary to maintain the system's fund balance at
approximately its June 30, 1969, level or the amount neces-
sary to maintain all members' equity in the fund, whichever
is greater. All contributions and appropriations are
deposited in the U.S. Treasury to the credit of the Teachers'
Retirement and Annuity Fund. The system had an estimated
unfunded liability of $263 million at the end of fiscal year
1973,
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GENERAL PROVISIONS

CIVIL. SERVICE
RETIREMENT SYSTEM

UNIFORMED SERVICES

FOREIGN SERVICE

TABLE 1

GENERAL RETIREMENT AND BENEFIT PROVISIONS

FEDERAL JUDICIARY

(THIS TABLE SUMMARIZES ONLY THE BASIC PROVISIONS OF

U.5. TAX COURT JUDGES

EACH SYSTEM.)

FEDERAL RESERVE BOARD

TENNESSEE VALLEY
AUTHORITY

D.C. POLICE AND FIREMEN

D.C. TEACHERS

D.C. JUDGES

A, IMMERIATE ANNULTY 1S PAY.
ABLE FOR THE FOLLOWING
TYPES OF RETIREMENT WHEN

MENTS ARE SATISFIED:

1. OPTIONAL

2. MANDATORY

3. DISABILITY

4. DISCONTINUED SERVICE
{INVOLUNTARY SEPARATION)

NOTE UNDER SOME SYSTEMS
IMMEDIATE RERUCED
ANNUITIES ARE PRO-
VIDED AT LOWER AGE.
SERVICE REQUIREMENTS

A IS PAY.

ABLE FOR THE FOLLOWING

TYPES OF EMPLOYMENT SEPA-

RATION WHEN THE INDICATED

AGE AND SERVICE REQUIRE-

MENTS ARE SATISFIED:

1. VOLUNTARY SEPARATION
AND INELIGIBLE FOR AN
IMMEDIATE ANNUITY

2. INVOLUNTARY SEPARATION
AND INELIGIBLE FOR AN
IMMEDIATE ANNUITY

BENEFIT PROVISIONS:

MINIMUM SERVICE REQUIRED
BEFORE ANY VESTING OF

1. RETIREMENT RIGHTS

2. SURVIVORS RIGHTS

NORMAL RETIREMENT
ANNUITY

3. GENERAL BENEFIT FORMULA

ANNUAL ANNUITY FOR
SURVIVING

4. WIDOW

5. WIDOWER

6. CHILDREN

PROVISION FOR ADJUSTING
ANNUITIES FOR COST-OF .LIVING
INCREASES

7. RETIREE ANNUITIES
8. SURVIVOR ANNUITIES

A,

C.

"1, AGE 62 AND 5 YEARS SERVICE;
AGE 60 AND 20 YEARS SERVICE

ANNUITY IS REDUCED IF UNDER
AGE 60

2.,AGE 70 AND 15 YEARS SERVICE
BUT NOT APPLICABLE TO
PARTICIPATING MEMBERS OF
CONGRESS OR CONGRESSIONAL
EMPLOYEES

3.ANY AGE AND 5 YEARS SERVICE

4.AGE 50 AND 20 YEARS SERVICE
OR ANY AGE AND 25 YEARS
SERVICE HOWEVER, THE
ANNUITY 1S REDUTED IF UNDER
AGE 55 OR UNDER AGE 60 FOR
MEMBERS OF CONGRESS

8.

1.BEGINS AT AGE 62 IF AT LEAST

5 YEARS OF COVERED SERVICE
HAD BEEN COMPLETED

2,SAME AS B.,1 ABOVE

1.RETIREMENT RIGHTS FIRST
ACCRUE AFTER COMPLETING
5 YEARS OF COVERED
SERVICE

2,BEGIN AFTER 18 MONTHS OF
COVERED SERVICE

3. HIGHEST AVERAGE SALARY
EARNED DURING ANY 3 CON-
SECUTIVE YEARS OF SERVICE

OF SERVICE, AND 2 PERCENT
TIMES ALL YEARS OF SERVICE
OVER 10. FORMULA MAXIMUM

1S 80 PERCENT OF HIGH-3
SALARY, EXCLUDING CREDIT
FOR UNUSED SICK LEAVE

{SEE TEXT FOR CONGRESSIONAL
BENEFIT FORMULA)

485. SUBJECT TO A GUARANTEED
MINIMUM, 55 PERCENT OF
SPOUSE'S EARNED ANNUITY IF
DEATH OCCURS BEFORE
RETIREMENT AND, DEPENDING
ON ELECTION, A MAXIMUM OF
55 PERCENT AFTER
RETIREMENT

6. VARIES DEPENDING ON
NUMBER OF CHILDREN AND
THE EXISTENCE OF A
SURVIVING PARENT

7&8. YES (BASED ON CPi)

A,
1, ANY AGE AND 20 YEARS
SERVICE

2. VARIES DEPENDING ON
MEMBER'S AGE, RANK, PRO.
MOTION RECORD, AND
LENGTH OF SERVICE

3. NQ AGE OR SERVICE RE.
QUIREMENTS

4. NOT APPLICABLE

B.
182. NOT APPLICABLE

C.
1. DISABILITY RETIREMENT
RIGHTS BEGIN IMMEDI-

ATELY

2. BEGIN AFTER 20 YEARS
ACTIVE SERVICE. HOWEVER,
VA BENEFITS ARE
AVAILABLE REGARDLESS
OF MEMBER'S LENGTH OF
SERVICE.

3.2 5 PERCENT OF BASIC
PAY AT TIME OF RETIRE-
MENT MULTIPLIED BY
YEARS OF SERVICE

48.5. SAME AS UNDER CIVIL

SERVICEC 4. & 5.
& SAME AS C.4 & 5. ABOVE,

EXCEPT THAT THE ANNUITY;
IS DIVIDED EQUALLY AMONG
ALL DEPENDENT CHILDREN
AND IS PAYABLE ONLY IF
THERE 1S NO ELIGIBLE OR
SURVIVING PARENT

78B. YES (BASED ON CP1)

A,
1. AGE 50 AND 20 YEARS
SERVICE

2, REGARDLESS OF LENGTH

AT AGE 65 AND ALL OTHERS
AT AGE &0

3. ANY AGE AND 5 YEARS
SERVICE

4. ONLY FOR OFFICERS IN
CLASSES 1,2, AND 3,
AGE 50 AND 20 YEARS
OF SERVICE

8.
1. BEGINS AT AGE &0 IF AT

LEAST 5 YEARS OF SERVICE
HAD BEEN COMPLETED

2. SAME AS B.1 ABOVE

C.
1&2. SAME AS UNDER CIVIL SERVICE|
C.1 AND 2
3. HIGHEST AVERAGE SALARY
EARNED DURING ANY 3
CONSECUTIVE YEARS OF
SERVICE MULTIFLIED BY 2

FORMULA MAXIMUM IS 70
PERCENT OF HIGH-3
SALARY, EXCLUDING CREDIT
FOR UNUSED SICK LEAVE

4.{a) DEATH BEFORE RETIRE-

TEED MINIMUM OF $2,400
(b) DEATH AFTER RETIRE-
MENT, SAME AS (o)
ABOVE EXCEPT PERCENT-
BSE NN Eh
MEMBER m_-m%..ﬂmm AT TIME
OF RETIREMENT
5. m)z—% Mw 4. ?mv & ﬁ:»mwnmnmm._.
WIDOW| .
ENT IF mvv%m_m.m w_mm BE omm
RETIREMENT
6. SAME AS UNDER CIVIL
SERVICE C.6
788. YES (BASED QN CPI)

A,
1. AGE 65 AND 15 YEARS
SERVICE OR AGE 70 AND 10
YEARS SERVICE

284, NOT APPLICABLE

3. NO AGE OR SERVICE RE-
QUIREMENTS

B. NOT APPLICABLE

C.

1. DISABILITY RETIREMENT

RIGHT S BEGIN ACCRUING
IMMEDIATELY

2. BEGIN AFTER 5 YEARS OF
CREDITABLE SERVICE

3. (o) MEMBERS RETIRING FROM
SERVICE RECEIVE CUR-
RENT SALARY OF
THEIR OFFICE

{b) MEMBERS RESIGNING
FROM SERVICE RECE|VE
SALARY EARNED AT TIME
OF RETIREMENT

4 MEMBERS WHO ELECT TO
PARTICIPATE IN SURVIVOR
BENEFIT PLAN BETWEEN
6.25 AND 37 5 PERCENT OF
PARTICIPANT'S AVERAGE
ANNUAL SALARY EARNED
DURING LAST 5 YEARS OF
CREDITABLE SERVICE

$. NO PROVISION

6. {a) WITH A SURVIVING PAR-

ENT $360 TO $900
DEPENDING ON THE
NUMBER OF CHILDREN
{b) WITHOUT A SURVIVING
PARENT MAX'MUM OF
$4B0 PER CHILD
788. NO

1. AGE 65 AND 15 YEARS
SERVICE

2. AGE 70 REGARDLESS OF
LENGTH OF SERVICE

3. NO AGE OR SERVICE RE-
QUIREMENTS

4. ANY AGE AND 15 YEARS
SERVICE

B. NOT APPLICABLE

1. DISABILITY RETIREMENT
GHTS BEGIN ACCRUING
IMMEDIATELY

2, BEGIN ACCRUING AFTER
5 YEARS OF SERVICE

3. CLIRRENT SALARY OF
FORMER POSITION
MULTIPLIED BY THE RATIO
OF YEARS OF SERVICE TO 10

4, MEMBERS WHO ELECT TO
PARTICIPATE IN SURVIVOR
BENEFIT PLAN BETWEEN
6,25 AND 37.5 PERCENT OF
PARTICIPANT’S AVERAGE
ANNUAL SALARY EARNED
OURING LAST 5 YEARS OF
CREDITABLE SERVICE

5. NO PROVISION

6 SAME AS UNDER FEDERAL
JUDICIARY C 6 (a) AND (b)

788 NO

A, SAME AS UNDER CIVIL
SERVICE SYSTEM

B. SAME AS UNDER CIVIL
SERVICE SYSTEM

C. SAME AS UNDER CIVIL
SERVICE SYSTEM

A,
1, AGE 65 REGARDLESS OF
L.ENGTH OF SERVICE
2. AGE 65 REGARDLESS OF
LENGTH OF SERVICE
384. ANY AGE AND § YEARS OF
SERVICE

B.
1, BEGINS BETWEEN AGES 55

HOWEVER, THE ANNUITY S
REDUCED IF MEMBER 15
UNDER AGE 65,

NOT APPLICABLE

RETIREMENT RIGHTS FIRST
ACCRUE AFTER COMPLETING

5 YEARS OF COVERED

SERVICE

BEGIN ACCRUING IMMEDIATELY

13 PERCENT OF AVERAGE

THE MEMBER'S CONTRIBUTIONS

SURVIVOR ANNUITIES ARE PAY-
ABLE TO BENEFICIARIES
DESIGNATED BY THE MEMBER

{a) DEATH BEFORE RETIRE-
MENT: THE SUM OF THE
ACTUARIAL EQUIVALENT OF

(1) MEMBER'S CONTRIBUTIONS
AND INTEREST

(2) 50 PERCENT OF MEMBER'S
SALARY AT TIME OF DEATH

SICK LEAVE CREDIT

{b) DEATH AFTER RETIREMENT-
A MAXIMUM OF 100 PERCENT
OF RETIREE’S ANNUITY TOQ
ANYONE OR ALL BENEFICIARIES
DESIGNATED THE RETIREE
DETERMINES THE AMOUNT
PROVIDED

788. YES (BASED ON CPI)

A
1. ANY AGE AND 20 YEARS
SERVICE

2, AGE 60, AT EMPLOYERS
DISCRETION
3. (o) ANY AGE REGARDLESS OF
LENGTH OF SERVICE IF
DISABILITY IS SERVICE
CONNECTED
{b) ANY AGE AND 5 YEARS
SERVICE IF DISABILITY IS
NONSERVICE CONNECTED

4, NOT APPLICABLE

B. NOT APPLICABLE

c.
1. SERVICE DISABILITY RETIRE-
MENT RIGHTS BEGIN ACCRUING
IMMEDIATELY
2, BEGIN ACCRUING IMMEDIATELY
3, 2,5 PERCENT OF BASIC PAY AT
TIME OF RETIREMENT MULTI-
PLIED BY YEARS OF SERVICE,
EXCEPT YEARS OF SERVICE IN
EXCESS OF 20 ARE COMPUTED
AT A 3 PERCENT RATE. FORMULA
MAXIMUM 15 80 PERCENT OF
BASIC PAY, EXCLUDING CREDIT
FOR UNUSED SICK LEAVE
4&5. (a) DEATH BEFORE RETIREMENT:
40 PERCENT OF SPOUSE’S
BASIC SALARY
(b} DEATH AFTER RETIREMENT:

ANKUITY HAD BEEN COMPUTE(Q

6. VARIES DEPENDING ON THE
NUMBER OF CHILDREN AND THE
EXISTENCE OF A SURVIVING
PARENT

7 NO HOWEVER, WHEN SALARY
INCREASES ARE AUTHORIZED
FOR D.C POLICE AND FIREMEN
RETIREE ANNUITIES ARE
INCREASED BY THE SAME PER-
CENTAGE

8. YES (BASED ON CPI)

A,

1,384, SAME AS UNDER CIVIL
SERVICE A,1,384

2, AGE 70 REGARDLESS OF
LENGTH OF SERVICE

B. SAME AS UNDER CIVIL.
SERVICE B.1 AND 2

C. SAME AS UNDER CIVIL
SERVICE EXCEPT THAT FOR
C.3 THERE 1S NO MAXIMUM
LIMITATION

1. AGE 50 AND 20 YEARS SERVICE
OR AGE 60 AND 10 YEARS
SERVICE

2, AGE 70 REGARDLESS OF LENGTH
OF SERVICE

3. ANY AGE AND 5 YEARS OF
SERVICE

4, NOT APPLICABLE

B,

182, A MINIMUM OF 10 YEARS JUDICIAL
SERVICE IS REQUIRED ANNUITY
BEGINS AT AGE 50 IF AT
LEAST 20 YEARS OF SERVICE
HAD BEEN COMPLETED OR AT
AGE 60 IF LESS THAN 20 YEARS
OF SERVICE WAS COMPLETED

C,
1&2. BEGIN ACCRUING AFTER 5
YEARS SERVICE

3. BASED ON SALARY AT TIME OF
RETIREMENT AND COMPRISED
OF TWO PARTS:

{o) PERCENTAGE OF MEMBER'S
SALARY EQUAL TO THE
RATIO OF YEARS OF

«cw_h._.prhnwwﬁnn 70 %0
EARS, PLU

AN AMOUNT COMPUTED
UNDER THE CIVIL SERVICE

SUBSTITUTING FINAL SALARY
FOR HIGH-3 AVERAGE SALARY

(THE SUM OF (a) AND (b) CANNOT
EXCEED 80 PERCENT OF FINAL
SALARY)

48.5. MAXIMUM OF 44 PERCENT OF
SPOUSE'S AVERAGE SALARY
EARNED DURING LAST 3 YEARS
OF SERVICE

] M)Mam AS UNDER CIVIL SERVICE

788. YES (BASED ON CPI)
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TABLE Il
PARTICIPATION, COVERAGE, AND FINANCING

PARTICIPATION FEDERAL TENNESSEE D.C. POLICE
AND COVERAGE CIVIL SERVICE | UNIFORMED SERVICES |FOREIGN SERVICE|{FEDERAL JUDICIARY{ U.S, TAX COURT RESERVE BOARD | VALLEY AUTHORITY | AND FIREMEN D.C. TEACHERS| D.C. JUDGES
PARTICIPATION IN:
RETIREMENT
COVERAGE ec C c C c C C C C o
SURVIVOR COVER=~ b
AGE A/E A/E A/E E E A/E A/E A/E A/E E
EMPLOYEES
COVERED AS OF
JUNE 30: 1973 2,623,400 3,288,628 5,800 503 16 €1,074 14,779 6,378 8,498 53
1972 2,623,000 3,365,986 5,687 456 13 €1,067 14,269 7,619 6,690 52
1971 2,612,000 3,814,602 5,668 447 16 €1,040 13,739 6,357 7,586 43
RETIREE AND _
SURVIVOR BENE-
FICIARIES AS OF g
JUNE 30, 1973 1,277,100 939,782 3,096 329 1 € 283 3,497 4,321 2,185 13
FINANCING
CONTRIBUTIONS AS
A PERCENTAGE OF
ANNUAL SALARY: 3.5% FOR RETIRE-
EMPLOYEE ® 7% NONE 7% fag fa9 7% 6% 7% 7% MENT COVERAGE
3% FOR SURVIVOR
COVERAGE
h ANNUAL ANNUAL ANNUAL ANNUAL
EMPLOYER ®7% ANNUAL APPROPRIATION 7% 9 ANNUAL APPROPRIATION] APPROPRIATION D) {j) APPROPRIATION APPROPRIATION |APPROFRIATION
LEGEND NOTES
¢ COMPULSORY PARTICIPATION % PARTICIPATION IS ELECTIVE FOR MEMBERS OF CONGRESS AND CERTAIN CONGRESSIONAL EMPLOYEES
E ELECTIVE PARTICIPATION b SURVIVOR COVERAGE IS COMPULSORY FOR ALL RETIRED MALES
A/E COVERAGE 1S AUTOMATIC BEFORE € AS OF DECEMBER 31

RETIREMENT AND ELECTIVE AFTER

RETIREMENT

d AVERAGE NUMBER DURING FISCAL YEAR 1973
® MEMBERS OF CONGRESS CONTRIBUTE 8 PERCENT AND CONGRESSIONAL EMPLOYEES 7.5 PERCENT
MEMBER CONTRIBUTES 3 PERCENT OF ACTIVE AND RETIRED PAY IF SURVIVOR COVERAGE 1S ELECTED

9 THE GOVERNMENT MAKES AN ANNUAL APPROPRIATION TO PAY RETIREMENT BENEFITS AND TO MATCH MEMBER
CONTRIBUTIONS FOR SURVIVOR COVERAGE

h THE GOVERNMENT MAKES ANNUAL APPROPRIATION TO PAY RETIREMENT BENEFITS AND FOR DEPOSIT IN THE
SURVIVOR ANNUITY FUND

EMPLOYER CONTRIBUTES THE DIFFERENCE BETWEEN TOTAL EMPLOYEE CONTRIBUTIONS AND THE NORMAL COST

f

i EMPLOYER CONTRIBUTES AN AMOUNT NECESSARY TO COVER ADMINISTRATIVE EXPENSES AND ALL BENEFITS NOT
DERIVED FROM MEMBERS' CONTRIBUTIONS AND AN AMOUNT TO AMORTIZE THE UNFUNDED LIABILITY
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CHAPTER 3

FINANCIAL STATUS

The methods of financing and funding Federal retirement
systems vary substantially. Some systems are financed on a
contributory basis (employer-employee) and others on a non-
contributory basis (by employer only). Some systems provide
for fully funding benefits as they accrue, some for partial
funding, and others are unfunded and operate on a pay-as-you-
go basis. The Cabinet Committee's study on Federal retirement
systems (see p. 30) reported that there is disagreement over
the extent to which the individual should share retirement
costs and over how best to approach financing retirement sys-
tems., Methods of resolving these problems will have a tre-
mendous impact on the administrative budget of the Government,
as well as on the sense of security of hundreds of thousands
of persons who depend on their retirement benefits for eco-
nomic security.

The 1liabilities which accrue under Federal retirement
systems represent a sizable financial commitment of the U.S.
Government. Although this commitment is of a contingent
nature, its consideration is essential in determining the
current financial condition of the United States.

The Secretary of the Treasury is required by title 31,
section 757f, United States Code to report to the Congress
on the first day of each regular session the amount (both
on an aggregate and on an individual basis) of the contingent
and unfunded liabilities of the Federal Government, determined
as of June 30th of the previous year. The law specifically
requires that the report include data on the contingent and
unfunded liabilities of Federal retirement systems, In addi-
tion, the Secretary is to include information on the assets
specifically available as security for such liabilities, with
Government securities noted separately, and all other assets
available to liquidate such liabilities of the Government.
The required data is to be presented in a complete and concise
form with such explanatory material, including an analysis of
the significance of the liabilities in terms of past experience
and probable risks, as the Secretary determines to be necessary
or desirable.
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The need for such a report, prepared on a uniform basis,
is expressed in the legislative history on section 757f by the
Statement that:

"Indeed, the committee recognizes a responsibility
to make available in such a report - as clear and
complete as possible - the overall financial condi-
tion of our Government. Such a report, consolidat-
ing information now available only in part (in
many diverse reports) with information which is not
now available at all, will enable Congress and the
public to have a better understanding of the cur-
rent fiscal needs of the Federal Government."

The legislative history also indicates that the report
should include information regarding the actuarial status of
Federal retirement systems on both a balance sheet basis and
a projected source-and-application-of-funds basis. However,
neither the legislative history nor the law itself prescribes
what actuarial cost methods should be used in determining the
liabilities of the systems and apparently has left this mat-
ter to the discretion of the Secretary of the Treasury.

Although the Secretary's report, in its present form,
provides information on only 5 of the 10 retirement systems
included in our review, it does include the principal ones.
For each of these five systems the report presents total as-
sets, total liability, and the unfunded 1iability. The
legislation requiring this report recognizes the need for the
visibility of the current financial status of retirement sys-
tems. However, in its present form, the report does not com-
pletely satisfy this need.

It lacks completeness because all Federal retirement
systems are not included. It lacks consistency because dif-
ferent actuarial methods are used in computing the liabilities
of the various systems, Because of this inconsistency it is
not possible, as noted in the Secretary's report, to determine
the total 1liability of all the systems combined. Further, it
does not indicate for each system the assets specifically
available as security for their liabilities nor other assets
available to liquidate such liabilities, However, much of the
problem with the report is a result of inconsistencies in the
retirement systems themselves.
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The following schedules present a summary of the finan-
cial data compiled on the retirement systems covered by this
report. The data is presented as it was reported for the
various systems. We have not audited the data. Schedules A,
B, and C present for each system, current and projected
figures on annual outlays, fund balances, and unfunded lia-
bilities, respectively.

SCHEDULE A

ANNUAL OUTLAYS FOR FISCAL YEARS 1973, 1978, AND 1983 (note a)

Projection B

Projection A Assumes annual increases
Assumes no changes in pay and CPI at rates
beyond FY 1973 of 6 and 4 percent,
in work force, respectively, but no
Actual pay, or CPI changes in work force
Retirement System FY 1973 FY 1978 FY 1983 FY 1978 FY 1983

(000 omitted)

Civil service $4,523,296 § 6,981,000 § 9,588,000 § 8,927,000 $16,110,000
Uniformed services 4,497,375 Y6.664,000 °7,829,000 ©8,101,000 ©12,145,000
Foreign Service . 30,754 42,500 55,800 52,000 86,900
Federal judiciary 7,455 (d) (d) (d) (d)
U.S. Tax Court 229 260 319 (d) (4)
Federal Reserve Board C1,400 (d) (d) (d) (d)
Tennessee Valley Authority 14,266 (4) (d) (d) (d)
D.C. police and firemen 32,596 41,000 48,300 53,100 83,300
D.C. teachers 16,901 22,400 25,700 27,500 40,100
D.C. judges 318 500 700 700 1,200
Total $9,124,590 $13,751,660 $17,547,819 $17,161,300 $28,466,500

2Qutlays generally include annuity payments, refunds of contributions, transfer payments
between systems, and administrative expenses.

bIncludes annuity payments for all uniformed services except the U.S. Coast Guard and Com-
missioned Officers Corps of the National Oceanic and Atmospheric Administration and U.S,
Public Health Service.
CActual outlay for calendar year 1972,
dNot available.
Note: The data presented in this schedule was obtained from actuaries of the Department
of Treasury, Department of Defense, Civil Service Commission, or actuarial reports

on the respective retirement systems, or The Budget of the United States Govern-
ment, Appendix, Fiscal Year 1975.
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SCHEDULE B

FUND BALANCES AS OF JUNE 30, 1873, 1978, AND 1983

Projectjon B

Projection A Assumes annual increases
Assumes no changes in pay and CPI at rates
beyond FY 1973 of 6 and 4 percent,
in work force, respectively, but no
Actual pay, or CPI changes in work force
Retirement System FY 1973 FY 1978 FY 1983 FY 19878 FY 1983

(000 omitted)

Civil service $31,079,512 $48,903,000 $67,315,000 $57,780,000 $95,375,000
Uniformed services (a) (a) (a) (a) (a)
Foreign Service 69,355 118,100 257,100 159,700 445,000
Federal judiciary 8,192 (¢) (c) (c) (¢)
U.S. Tax Court 376 451 532 (c) (c)
Federal Reserve Board b31,436 (c) (c) (c) (c)
Tennessee Valley
Authority 363,497 (c) (c) (c) {c)
D.C. police and firemen (a) (a) (a) (a) (a)
D.C. teachers 59,273 61,700 61,700 61,700 78,500
D.C. judges 854 0 0 0 0
Total $31,612,495 $49,083,251 $67,634,332 $58,001,400 $95,898,500

2No fund exists. System is financed on a pay-as-you-go basis.

bps of December 31, 1972.

ENot available.

Note: The data presented in this schedule was obtained from actuaries of the Department
of Treasury, Department of Defense, Civil Service Commission, or actuarial reports

on the respective retirement systems, or The Budget of the United States Government,
Appendix, Fiscal Year 1975.
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UNFUNDED LIABILITIES AS QF JUNE 30,

SCHEDUL

EC

1973, 1978,

AND 1983

Retirement System

Civil service
Uniformed services
Foreign Service
Federal judiciary
U.S. Tax Court
Federal Reserve Board
Tennessee Valley
Authority
D.C. police and firemen
D.C. teachers
D.C. judges

bTotal

8As of December 31, 1972.

Actual

Projection A

Assumes no changes
beyond FY 1973
in work force,

_pay, or CPI

Projection B

Assumes annual increases
in pay and CPI at rates
of 6 and 4 percent,
respectively, but no
changes in work force

FY 1973

FY 197

8

FY 1983

(000 omitted)

FY 1978

FY 1983

$ 68,677,000 $ 76,077,000 § 76,185,000 $ 85,351,000 $103,331,000

130,373,000 158,271,000 167,575,000 197,340,000 276,493,000
727,000 872,700 938,200 798,600 1,021,900
(c) (C)d (C)d () (c)
di73 287 287 (c) (c)
a71s (c) (<) (<) ()
100,000 (c) (c) (c) (c)
564,234 763,800 897,800 816,400 1,283,600
263,319 335,800 392,800 347,600 530,900
8,549 10,000 13,500 20,000 32,400

$200,713,990 $236,330,587 $246,002,587 $284,673,600 $382,692,800

bBecause the unfunded liabilities of the various systems are not determined on a common
basis, but by differing actuarial methods, it is not possible to present accurate totals.

Therefore, the totals shown indicate approximate magnitude only.

CNot available.

dUnfunded liability applies to survivors annuity fund only.

Note: The data presented in this schedule was obtained from actuaries of the Department
of Treasury, Department of Defense, Civil Service Commission, or actuarial reports
on the respective retirement systems.
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CHAPTER 4

RECENT STUDIES OF RETIREMENT SYSTEMS

There is a considerable amount of data available on
Federal retirement systems. Most agencies having respon-
sibility for a particular system make periodic studies either
to determine their actuarial soundness or for other reasons.
In addition, studies have been made in both the public and
private sectors. Important studies of Government retirement
systems made in recent years include (1) the Report to the
President by the Cabinet Committee on Federal Staff Retire-
ment Systems, (2) the Report to the Secretary of Defense by
the DOD Retirement Study Group, and (3) the Report of the
Commission on the Organization of the Government of the
District of Columbia.

CABINET COMMITTEE REPORT

The Cabinet Committee on Federal Staff Retirement Systems
issued a report to the President dated February 15, 1966, that
dealt principally with the civil service, military, and
Foreign Service retirement systems but also included a con-
siderable amount of data on other Federal retirement systems,
social security, and on selected State and local government
systems and private systems. The Committee was formed by
the President's direction through a memorandum dated Febru-
ary 1, 1965, to review the structure of the Federal Government's
staff retirement systems and to recommend necessary changes to
make the systems fully effective and more equitable. According
to the report, the study was a direct result of conflicting
management interests and employee demands and the mounting
pressure of unmet needs on both sides. The Committee was
chaired by the then Director, Bureau of the Budget,

Mr. Charles L. Schultz and included the Secretary of State;

the Secretary of Defense; the Postmaster General; the Secre-
tary of Labor; the Secretary of Health, Education, and Welfare;
and the Chairman of the Civil Service Commission.

In a broad sense the issues that emerged from this study
are:

--The urgent need of management to have some say in who

stays and who goes in the work force versus the desires
of employees to make their own retirement decision.
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--The nature of some occupations that require a young,
alert and physically superior work force that will
retire earlier and perhaps go on to second careers
versus the nature of other occupations that demand
long careers to compensate for the investment in
training and development.

--Benefit levels and the determination of those levels
in an espoused pay comparability environment that as
yet does not include all elements of compensation.

--The divergent methods of financing retirement systems
some of which are contributory, noncontributory, fully
funded, partially funded, and pay-as-you-go or annual
appropriations.

--Formal retirement itself is a relatively new concept.
Initially it was looked on as a gratuity, or reward,
but now it is becoming viewed as more nearly a right,
but the nature and dimension of the right are still
unclear. Social security limits the amount a person
can earn and collect in retirement, civil service does
not; regular military officers receive a reduced
annuity when they work for the Federal Government, but
not when they work outside of it; reserve officers are
not limited in either case.

The Committee concluded that Federal retirement systems
are inconsistent with each other, complex, and costly but
that there is some reason for this. These systems must meet
particular employment situations not common to all. They
attempt to balance divergent interests, accommodate conflict-
ing values, and adjust to changing needs. They are costly
because they are essentially generous. The Committee pointed
out that it would be relatively simple to prescribe remedies
if such things as traditions already established, entitle-
ment already earned, and costs incurred and accruing were
ignored. Because the Committee believed that these were
hard realities, certain recommendations were not made and
some that were made were recognized as being less than ideal
solutions to significant problems. A summary of the Com-
mittee's recommendations and their current status is presented
in Appendix I. (See pp. 41 to 49.)
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REPORT OF THE DOD (DEPARTMENT Oi DLFENSE)
RETIREMENT STUDY GROLP

By memorandum dated January 28, 1972, the Secretary of
Defense established a study group composed of representatives
from each of the military departments; the Joint Chiefs of
Staff; and the Offices of the Assistant Secretary of Defense-
Comptroller, Manpower and Reserve Affairs, and Systems Analy-
sis. The purpose of the study group was to provide additional
information on the recommendations contained in the report
prepared by the Interagency Committee on Uniformed Services
Retirement and Survivor Benefits (July 1, 1971). Before sub-
mitting any conclusions or recommendations to the President
on the military retirement system, the Secretary of Defense
wanted added information on the prospective benefits, costs,
and risks involved in the Interagency Committee's proposals.
He was also interested in (1) a searching look at the funda-
mental premises included in the Interagency Committee report
on the military retirement cost burden, (2) a delineation of
the retirement system reforms that may be desirable apart
from the overall financial cost, and (3) the principal options
available, in addition to the Interagency Committee recommenda-
tions, in modifying the retirement system. The DOD retire-
ment study group reported their findings, conclusions, and
recommendations to the Secretary of Defense on May 31, 1972.

A primary issue from the Interagency Committee study and
the DOD retirement study group report is one of deciding to
what degree service retirees should share in the benefits of
economic growth and of a rising standard of living. Inherent
in that decision is a recognition that any requirement to
change the present military retirement system must be viewed
primarily from the perspective of personnel management and
individual equity. The study group found that the present
system causes management problems and results in inequities
between members because the system has come to be used as a
management tool as well as a means by which to provide for
the retired.

Specifically, some of the defects the DOD study group
found in the present military system were

--lack of vesting before 20 years of service,
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--terminal pay inequity,

--less than competitive annuities for members with long
service,

--compensation for service when rendered balanced against
an equitable and competitive retirement system,

~--inefficient method of retention for short-service
personnel,

--lack of appropriate payment for separation short of
retirement, and

--lack of proper incentive to continue on active duty
after 20 years of service.

The study group concluded that

--changes in personnel management systems are required
to attain the desired force profile and

--to obtain the desired personnel management systems,
significant changes in the present compensation system
will be required.

The study group's recommendations and their current status
are presented in Appendix I. (See pp. 50 and 51.)

COMMISSION ON THE ORGANIZATION OF THE
DISTRICT OF COLUMBIA

Public Law 91-405, approved September 22,.1970 (84 Stat. 845),
authorized the establishment of the Commission on the Organization
of the Government of the District of Columbia. Its purpose was to
study and investigate all aspects of the District Government (ex-
cept the courts) for the purpose of developing ways of promoting
economy, efficiency, and improved service in the transaction of
the public business., It consisted of 12 members; 4 appointed by
the President (2 from the private sector, 2 from the executive
branch of the Federal Government or the government of the Dis-
trict of Columbia) and 4 each appointed by the Senate and House
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(2 to be from the House or Senate and 2 from the private sector].
The Commission was organized in February 1971 and issued its
report in March 1972. Included in the Commission's study was

a review of the District's policemen and firemen's (P§F) and
public school teacher's retirement systems,

The Commission's findings were:

1. The P&F retirement program and the Teachers Retire-
ment and Annuity Fund are not financed on a sound
actuarial basis. Specifically:

--Neither receives periodic actuarial study.

--The P&F program is unfunded and must rely upon appro-
priations from the District's General Fund. Poten-
tially, it must compete each year with other programs
for its share of the overall District budget, yet its
obligations are fixed and established by law.

--The Teachers Fund is also dependent to a large de-
gree upon appropriated funds to meet its current
obligations.

--The present level of both systems' unfunded accrued
liabilities is dangerously high.

--There are no plans for either curtailing the rate of
increase of these unfunded liabilities nor for their
systematic reduction or amortization.

2. Present disability retirements under the P&F sys-
tem, compared with optional retirements, appear
severely disproportionate and have an adverse
financial impact on the system. Also, there is a
disparity between benefits of the P§F system and
other District retirement systems.

3. The present organization and system for management
and administration of these two retirement programs
vary from those widely approved and practiced else-
where.
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4, The D.C. Government's financial reporting system
does not adequately disclose the financial status
of these two retirement systems on a regular and
systematic basis.

5. Since .the Treasury is required by law to conduct
periodic actuarial studies of the D.C. teachers
and D.C. judges retirement systems, it would follow
that periodic studies should also be made of the
P&F system,

The Commission's recommendations, based on these findings,

and their current status are presented in Appendix I. (See

PP.

51 to 53.)
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CHAPTER 5

FEDERAL RETIREMENT SYSTEMS--ISSUES

There are several major issues relating to Federal
retirement systems which deserve consideration. Most of
these issues have been addressed in previous studies but
remain unresolved. Although they concern various aspects of
Federal retirement programs, such as benefits and financing,
all of these issues center on the need for establishing an
overall Federal retirement policy and a centralized mechanism
for monitoring policy implementation.

NEED TO ESTABLISH A FEDERAL RETIREMENT POLICY

The Cabinet Committee recognized the need for establish-
ing a Federal retirement policy which provides objectives
and principles to guide the development and improvement of
retirement systems. The Committee, in commenting on retire-
ment systems, concluded that:

"They are inconsistent because each attempts
to cope with a particular set of employment condi-
tions specific to some but not applicable to all
who serve the Nation's largest and most diver-
sified employer; they must continue to meet those
special conditions if retirement is to serve its
purpose for those employees and make a positive
contribution to Government's missions.

"They are complex because they attempt to
balance divergent interests, accommodate con-
flicting values, and adjust to continually
changing manpower needs and policies; they must
continue to do so because that is what our
democratic system demands of its public institu-
tioms.

"They are costly because, despite their
various inadequacies, they are essentially
generous; they must remain so if Government is to
be a responsible employer.

'""Moreover, they cannot be substantially
modified without affecting the larger personnel
and management systems of which they are an
integral part.”
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In reaching these conclusions the Committee outlined a
set of guiding objectives and principles and recommended to
the President and the Congress that they be adopted. However,
no action has ever been taken.

In the absence of a coherent coordinated Federal policy
the benefit structures of Federal retirement programs have
evolved and continue to develop in a piecemeal fashion,

Inconsistent and duplicate benefits

Several consequences of this type of development have
been the creation of duplicate and inconsistent benefits.
For example, current civil service retirement provisions
allow some former military personnel to receive duplicate
retirement benefits. Under the civil service system certain
former military personnel may be granted retirement credit
for military service even when this same service has qualified
them for military retirement benefits. This practice not only
creates duplicate benefits but is also inconsistent with
military retirement provisions which generally do not grant
any credit for former Federal civilian service under their
system.

Another example of inconsistent benefits can be found in
comparing the civil service and Foreign Service retirement
systems. Under the Foreign Service system employees who
perform duty at certain designated "unhealthful posts'" may,
under certain circumstances, receive 1.5 years of retirement
credit for each year of service at such posts. However, under
the civil service system employees working at the same desig-
nated posts receive no extra retirement credit.

Gaps in retirement protection

Another consequence of the piecemeal development of
staff retirement systems is the creation of gaps in retire-
ment protection. Perhaps the largest gap has been created
by the fact that most Federal civilian service is not credit-
able under the Social Security Act. Consequently, employees
who withdraw from Federal service and subsequently are em-
ployed in a position covered by social security receive no
credit for their Federal service. The significance of this
lies in the fact that an estimated 68 percent of all employees
who become covered under the civil service retirement system
withdraw from the system without ever receiving any benefits.
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Need for centralized review

Along with the need for establishing an overall Federal
retirement policy there is a need for establishing a cen-
tralized mechanism for reviewing retirement benefit structures,
the interrelation of benefit systems, and the cost of these
systems. In effect such a mechanism would serve to monitor
the operation and development of Federal retirement systems.
This function would be based on the guiding objectives and
principles established by an overall Federal policy--a policy
which would take into account appropriate differences in
various groups of Federal employees but recognize the elements
of common purpose and structure in the various retirement

programs.

Inconsistent financing methods
and large unfunded liabilities

The absence of a single Federal retirement policy be-
comes most obvious in reviewing how various retirement systems
are financed. No uniform practices or principles for financ-
ing these systems exist. As noted previously, some systems
are financed on a contributory basis and some on a noncontri-
butory basis, some provide for fully funding benefits as they
accrue, some for partial funding, and others are completely
unfunded. While there are various acceptable funding methods,
inherent in each is the recognition of a responsibility for
sound financial planning.

‘ Perhaps the most common indicator of the financial con-
dition of a retirement system is the amount of the system's
unfunded liability--the excess of accrued liabilities over
accumulated funds. This amount is an indicator of the finan-
cial ability to meet present and future benefit obligations.

The aggregate unfunded liability of Federal retirement
systems at the end of fiscal year 1973 amounted to approxi-
mately §201 billion.! (See Schedule C, p. 29.) Of this
amount approximately one-third ($68.6 billion) is attributable

'Because the unfunded liabilities of the various Federal
retirement systems are not determined on any single basis,

it is not possible to provide an accurate total. However,

in the absence of any consistent data and for the purpose of
providing an approximate indication of the magnitude of these
liabilities, we are presenting in the aggregate the individual
amounts of each system,
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to the civil service retirement system and two-thirds
“($130 billion) to the military system.

The large unfunded liability of the military retirement
system exists because it operates on a pay-as-you-go basis
and all its accrued liability is unfunded.

An examination of the past and present financial provi-
sions of the civil service system discloses that, although
there were prior funding deficiencies, they have been cor-
rected by legislation (see p. 5) and presently all benefits
are funded as they accrue, with one exception. The excep-
tion is the major factor which causes the unfunded liability
of this system to increase. This is the unfunded liability
created by adjusting annuities for cost-of-living increases.
During fiscal year 1973 increases in the cost of living added
$2.8 billion to the system's unfunded liability. Until some
provision is made to fund this cost-of-living factor the
system's unfunded liability will continue to grow.

While the Congress has required full funding of bene-
fits, except for cost-of-living benefits, accruing under the
civil service system, which is the second largest Federal
retirement system, no funding is required of benefits accruing
under the military retirement system, the largest Federal
system,

We recognize that there are differences between financing
‘government and non-government retirement systems and that
there are many arguments both for and against funding govern-
ment systems; however, in view of the large financial commit-
ment and unfunded liability associated with Federal retire-
ment systems, we believe there is a need to examine the
existing financial policies of these retirement systems.

Need for better reporting of data

In addition to a sound financial policy, it is impor-
tant that the Congress be provided with complete current and
projected financial information on retirement systems if it
is to make sound decisions on establishing, amending, or
financing retirement programs. Such information must not
only be accurate but it must also be developed on some con-
sistent basis which permits analysis and comparison among
systems. Although the Treasury's annual report to the
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Congress (see p. 25) does provide some financial information
on retirement systems, it is incomplete and developed on an
inconsistent basis and does not cover all systems.

CONCLUSIONS

In view of the inconsistencies among Federal retirement
systems and the financial significance of such systems, we
believe there is a need for the development of legislation
-to establish:

--An overall Federal retirement policy which provides
objectives and principles to guide future development
and improvement of Government retirement systems.

--A centralized mechanism for monitoring the development,
interrelationship, and cost of Federal retirement sys-
tems, and to improve the system for reporting financial
data.
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APPENDIX I

SUMMARY AND CURRENT STATUS
OF RECOMMENDATIONS
OF RECENT RETIREMENT SYSTEM STUDIES

CABINET COMMITTEE REPORT ON
FEDERAL STAFF RETIREMENT SYSTEMS

The following is a summary of the Committee's recommenda-
tions and the actions taken on them.

1. Expenditures for fringe benefits for all Federal
personnel should be identified and controlled. The policy of
comparability, as it applies to both total compensation as well
as pay of civilian personnel, should include procedures for im-
proving methods of gathering data and comparing costs. An
equitable relationship between benefits received by military
and civilian personnel should be maintained.

In order to improve the identification and control of
retiremenit costs and fringe benefits, the Civil Service Com-
mission has partially implemented procedures to insure the
timely recognition of liabilities as they accrue. As a means
of evaluating the comparability of compensation received by
employees in the Federal and private sectors, the Bureau of
Labor Statistics prepares a biennial table contrasting various
Federal employee benefits to those provided employees in the
private sector.

2. Financing of present employee benefits under the
civil service and Foreign Service systems through equal
employee-agency contributions should be retained; however,
any future liberalization of benefits for the active work
force should be provided for by an upward adjustment in the
contribution rates. The cost of future unfunded liability
that results from liberalized benefits for the active work
force or annuitants, coverage of new groups of employees,
or wage increases should be fully financed by the Government
through direct appropriations to the fund over a 30-year period.
Such appropriations should be sufficient to peg the fund bal-
ance at the maximum level it attains or at employee equity,
whichever is greater.

These recommendations have been substantially imple-
mented.
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3. The civil service and Foreign Service funds should
be merged, but continue to retain their separate identity.

The two funds have not been merged.

4, The administrative costs of the retirement systems
administered by the Civil Service Commission should be fi-
nanced from the Civil Service Retirement and Disability Fund.

The recommendation has been implemented.

5. Federal staff retirement systems should continue
the policy of maintaining the purchasing power of civil serv-
ice and Foreign Service annuities and military retired pay by
prompt and full increases when the CPI rises,.

The systems continue to adjust annuities and retired
pay on the basis of changes in the CPI.

6. Employees subject to the civil service or Foreign
Service system should be assured of survivor, disability, and
retirement protection at least equivalent to that provided
under social security.

This recommendation has not been implemented.

7. Federal employees covered only by a staff retirement
system should have health insurance protection under the
social security system after they reach age 65. In addition,
employees and annuitants who become eligible for social se-
curity health insurance but desire broader protection should
have access to supplementary health insurance provided by
the Federal Government, with the cost shared by the Government
and participants.

This recommendation has not been implemented.
8. The eligibility criteria a student-child must meet
before receiving survivor benefits under the civil service and

Foreign Service systems should be liberalized and amended to
match those applicable under social security.
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This recommendation has been implemented in a slightly
modified form for the civil service system, but not the
Foreign Service system.

9. The maximum salary base for life insurance coverage
should be raised from the present $20,000 to executive salary
level II and the Civil Service Commission should be given
the authority to adjust contribution rates to meet estimated
level premium costs.

This recommendation has been implemented.

10. The Civil Service Commission should explore, with
officials administering the smaller contributory staff re-
tirement systems, the possibility of merging those systems
with the civil service system and initiate action for such
mergers if deemed practical and desirable.

This has not been adopted.

11. Under the civil service and Foreign Service systems
when an employee is eligible for optional retirement with
benefits equivalent to what he would receive as a disability
retiree, he should not be considered for disability retire-
ment, however, the agency's right to recommend disability
retirement for such an employee should be retained.

This recommendation has not been implemented.

12, The Civil Service Commission should submit its con-
clusions and recommendations for improving the Government's
leave system as promptly as possible.

This has not been done.

13. Under the civil service system the formula for a
guaranteed minimum annuity now applied to disability retire-
ments should be authorized as a basis for computing the
benefits of widows and widowers whose entitlement is based
upon the death of an employee in active service or an
employee retired for disability,

This recommendation has been implemented with respect

to employees who die in active service but not exployees who
retire for disability.
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14. Disability benefits payable under the civil serv-
ice system to an annuitant whose earning power is restored
should be discontinued at the end of his second comnsecutive
year of 80 percent earnings.

This recommendation has not been implemented.

15. An intensive study should be undertaken by the
Secretary of the Treasury, with participation and review by
other Federal departments and agencies, to conduct a com-
parative analysis of the income tax effect on individuals
receiving various benefit payments under the several Federal
staff retirement systems.

No action has been taken on this recommendation.

16. Provisions for purchasing an additional annuity
through voluntary contributions to the civil service and
Foreign Service systems should be discontinued in view of 1its
relative disuse.

Voluntary contributions have not been discontinued
under either system.

17. Under the civil service system, failure to redeposit
contributions withdrawn should be treated the same way as
failure to make deposits not withheld--by crediting the service
but applying the 10 percent reduction formula if payment is
not made.

This recommendation has been implemented.

18. Under the civil service system the high-5 average
salary (currently high-3) should be determined from salaries
earned before age 65. Retention of employees after age 65
under the retirement system should be permitted on a year-to-
year basis up to age 70 by affirmative management decision.

This recommendation has not been implemented.
19. Optional retirement under the civil service system
with an unreduced annuity should be permitted beginning at age

55 after 30 years of service, age 60 after 20 years of serv-
ice and age 62 after 5 years of service.
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This recommendation has been implemented.

20. Agencies should be authorized to retire, at
management's discretion, employees at GS-13 and above who
are eligible for retirement on immediate annuity and who
have 30 years of service.

Although the Civil Service Commission recommended this
be adopted, it has not been implemented.

21. Under the civil service and Foreign Service systems
an annuitant, who is dropped from the disability roll under
an earnings test or because of a medical examination showing
recovery and who does not return to Government service, should
be allowed to resume his group life insurance and health bene-
fits eligibility if his disability annuity is later reinstated.

This recommendation has not been implemented.

22. The civil service system should pay benefits to
otherwise eligible children of employees who die in active
service or after retirement whether or not the children
receive more than half their support from the deceased parent.

This recommendation has been implemented.

23. Civil service retirement credit should not be
granted for service performed by State or State-
instrumentality employees in programs supported wholly or
partly by Federal funds.

Such credit is not granted under the civil service sys-
tem.

24, Any period of employment performed by an alien
employee with a foreign government for the purpose of protect-
ing or furthering the interests of the United States during an
interruption of diplomatic or consular relations should
qualify as creditable civil service provided that the employee
completes at least 5 years of service actually subject to the
civil service system. Furthermore, employer contributions
to the civil service fund should be paid from moneys ap-
propriated to the Department of State.

This recommendation has been substantially implemented.
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25. An employee under the civil service or Foreign Serv-
ice system who is retired for disability or retires optionally
for reasons of health should be separated immediately,
paid for any unused sick leave, and receive a temporary
annuity supplement equal to the difference between his re-
tirement annuity and salary he would have earned had he re-
mained in pay status for the period of his unused sick leave.

This recommendation has not been implemented.

26. Necessary procedural changes should be effected by
statute to provide for the Federal appointment and super-
vision of National Guard technicians, thereby bringing them
under the civil service system. They should be granted a
statutory entitlement to civil service credit for all past
National Guard technician service.

This recommendation has been substantially implemented
with certain limitations on credit for prior service.

27. Benefits payable to a surviving spouse under either
the civil service or Foreign Service system should continue
without interruption if a spouse remarries after attaining
age 60. Also, benefits which cease because a surviving
spouse remarries before age 60 should be reinstated if
the marriage terminates.

This recommendation has been implemented for the civil
service system.

28. Reemployed annuitants should be allowed full salary
plus annuity for up to 720 hours a year (any consecutive
12-month period), with salary reduced by the amount of the
annuity during the remainder of the year. However, the com-
bined annuity and salary received during the year should not
exceed the highest per annum rate at which the annuitant is
employed within the 12-month period.

This recommendation has not been implemented.

29. Pending completion of the DOD force management
study, accrued retirement costs under the military retirement
system should be reflected annually in total obligational
authority. However, annual appropriation requests should
continue to reflect only those retirement costs expected to
materialize in the budget year.
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This recommendation was not implemented.

30. Foreign Service staff personnel and personnel who
convert to the proposed new category of foreign affairs
officer in the State Department, the Agency for International
Development, and the U.S. Information Agency should be
brought under the Foreign Service system as proposed in
H. R. 6277, 89th Congress, 1lst Session (1965).

This recommendation has been substantially implemented.

31. The maximum limitation on a Foreign Service annuity
should be raised from 70 to 80 percent of the high-5
(currently high-3) average salary.

The recommendation has not been implemented.

32. The following proposals were made regarding sur-
vivorship provisions under the Foreign Service system.

(a) The formula for reducing annuities of personnel
electing survivor annuities for their spouse at the
time of retirement and the percentage of the base
annuity to which a surviving widow, eligible
widower, or designee becomes entitled upon the
death of an employee or annuitant under the Foreign
Service system should be the same as the formula
used under the civil service system.

(b) The provision requiring male participants to
provide, at a minimum, a §2,400 survivor annuity
should be repealed and survivor annuities be made
elective.

(c) The provision for a minimum annuity of $2,400 for a
widow of a participant who dies in service should
be repealed, provided that certain social security
benefit amounts are available.

(d) Foreign Service officers who retired before
October 16, 1960, without electing any survivor
annuity should have an opportunity to elect a
$2,400 annuity for a wife to whom they were married
at the time of retirement.
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Except for (d) these recommendations have not been
implemented.

33, The Foreign Service annuity adjustment formula
based on changes in the CPI should be made identical to the

civil service formula.

This recommendation has been implemented.

34. Any recommendations for fundamental changes to the
military system should await completion of the comprehensive
force management study being made by DOD.

Substantial changes to the military system have been
proposed as a result of several studies.

35. Since increased costs resulting from transition to
a contributory retirement system would significantly outweigh
any advantages gained, the noncontributory nature of the
military system should be retained.

This recommendation was accepted.

36. Revision of the Retired Serviceman's Family Protec-
tion Plan to provide the right to make survivor elections up
to the date of retirement is the minimum step needed to
overcome nominal membership participation. To be effective
such action should not increase cost to participants.

The Protection Plan was supplanted in September 1972
by the Survivor Benefit Plan which has effectively overcome
the shortcomings experienced by the Protection Plan.

37. The Federal tax treatment of uniformed services
retirees and their survivors under the Retired Serviceman's
Family Protection Plan should be brought in line with the
tax treatment accorded retirees and their survivors under
the civil service and Foreign Service systems.

This recommendation has not been implemented.
38. For the purpose of computing their retired pay,
active duty enlisted members should receive credit for

previous reserve service on a point-credit basis comparable
to the entitlement enjoyed by officers.
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This recommendation has not been implemented.

39. Existing entitlements in a commissioned grade to
nondisability retirement from active service with retired
pay based on a higher grade in which the member may never
have served on active duty should be eliminated.

This recommendation has not been implemented.

40. A supplemental group life insurance plan scaled to
salary should be provided for uniformed services members
whose earnings exceed the $10,000 maximum policy authorized
under the existing servicemen's group life insurance system.
Premium costs should be assessed against only members
participating with the Government assuming costs traceable
to the extra hazard of military service. Extension of
protection after retirement is neither practical nor
desirable due to the nature of the military retirement
system.

These recommendations have been implemented.
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DOD RETIREMENT STUDY GROUP REPORT

Two of the key features of the recommendations of the
DOD study group are a transition mechanism and a save-pay
provision. The transition mechanism would gradually move the
military retirement system from where it is today to the
fully implemented recommended system and reduce the trauma of
change. The save-pay provision would guarantee that a member
who retires after the date of enactment would be guaranteed
at least as much retired pay as a similar member who retired
before him, The study group made the following recommenda-
tions.

1. Increase multipliers for members with long service,.
Under the present system, the formula multiplier for non-
disability retired pay is 2 1/2 percent times years of service
reaching a maximum of 75 percent of basic pay at 30 years of
service. Under the recommended system, the 2 1/2 percent
formula would be retained up through 24 years of service, but
for members who have 25 or more years of service, a 3 percent
multiplier would be provided reaching a maximum of 78 percent
of basic pay at 30 years of service.

2. Provide three types of retirement annuities, Under
the present system, a member retiring with 20 or more years
of service receives one type of annuity throughout his retired
lifetime. Under the recommended system, three types of annu-
ities would be provided. For a member who has 30 or more
years of service--a full career in the military--a full-career
annuity would be provided. A member who retires with less
than 30 years of service would receive

--an immediate early retirement annuity initially and

--an increased annuity at the time when he would have
completed 30 years of service had he not retired,

3. Provide a system of averaging in computing retired
pay. Under the present system the retirement multiplier is
applied to terminal basic pay. Under the recommended system,
military retirement would move gradually to a high-1 average.
The base used to compute retired pay would be gradually ex~
panded after the date of implementation until it reached a
year. After that point, the base upon which retired pay
would be based would generally be the last year before retire-
ment,
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4, Integrate military and social security retirement
benefits, Military and social security retirement benefits
are not presently coordinated. The recommended system would
integrate the benefits when the member reached 65 and this
would be accomplished by offsetting from the military annuity
one-half of the social security benefit attributable to mili-
tary service. The member would receive the actual social
security benefit to which he is entitled.

5. Provide a payment to members who separate short of
retirement eligibility. Under the present system members who
separate before completing 20 years of service receive no
payment for their service; they receive no equity payment.
Only certain categories of officers who are involuntarily
separated receive a payment and all other officers and all
enlisted men receive no payment for involuntary separation.

Two types of payment would be provided under the recom-
mended system. A voluntary separatee with 10 or more years
of service would receive an equity payment in the form of a
deferred annuity at age 60 which would be based on 2 1/2 per-
cent times years of service times high-1 basic pay. The
high-1 average would be CPI adjusted from retirement date to
age 60 and when he received retired pay it would be CPI ad-
justed thereafter.

The involuntary separatee with 5 or more years of service
would receive first a readjustment lump sum pay equal to
5 percent times final annual basic pay times years of service.
In addition, he would also be entitled to an equity payment.
However, the involuntary separatee would get a choice of
equity payments, either a deferred annuity similar to that
for a voluntary separatee or another 5 percent of final annual
basic pay times years-of-service payment.

DOD is pursuing the policy and legislative changes nec-
essary to implement the modifications to existing personnel
systems that are embodied in the foregoing recommendations.

COMMISSION ON THE ORGANIZATION OF THE
GOVERNMENT OF THE DISTRICT OF COLUMBIA

As a result of their review of the D.C. police and fire-
men's retirement system and the D.C. teachers retirement sys-
tem the Commission made the following recommendations:
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1|1 .

|I2 .

ng .

The Mayor-Commissioner initiate requests for
Congressional action to place both the P § F
Retirement Program and the Teachers' Retire-
ment and Annuity Fund upon a sound actuarial
basis. The following measures as a minimum
are deemed necessary:

a. Establishment of the P & F Retirement
Program financially as a Fund, i.e., dedi-
cated funds specifically earmarked for P § F
Retirement Program purposes, with provision
for investment of monies not required for
current operations and for periodic Treasury
Department actuarial evaluation.

b. Initiation of action to reverse the
present increasing rate of unfunded accrued
liabilities in the P & F Program and the
Teachers' Retirement and Annuity Fund, and
to provide a means of financing any liberal-
ization of benefits that may be approved in
the future.

. ¢c. Establishment of a Board of Trustees
for both the proposed P § F Fund and the
Teachers Fund to provide policy direction
and control.

d. Appointment of an Executive Director
and provision for permanent staffing to man-
age and administer both Funds, with a com-
mitment to study the feasibility of financ-
ing the cost of such personnel directly from
the Funds.

The Mayor-Commissioner review and evaluate
the policies and procedures governing the
P § F Program and its retirement benefit
categories, and those pertaining to other
District retirement systems and initiate
whatever steps may be necessary, adminis-
trative or legislative, to attain greater
compatibility where desirable and feasible
among the several systems, and issue more
realistic policies, standards and procedures
for each.

The Mayor-Commissioner cause full retirement
fund status to be disclosed to the public and
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to present and future beneficiaries as a
regular product of the District Government's
financial reporting system.

"4, The Executive Protection Service, the U.S,
Park Police and the Secret Service be re-
quested to pay their pro rata share of the
costs sustained by the District Government
in administering the P § F Program, from
which those agencies' personnel benefit, un-
less the Mayor-Commissioner determines their
pro rata share of the costs sustained to be
so minimal as to make the added bookkeeping
involved unproductive."

Based on the above recommendations the District Goyern-
ment requested the Treasury Department to make actuarial
studies of both the P § F and teachers retirement systems.
The studies were completed in April 1973 and March 1974,
respectively, and the District is presently studying their
results to consider what legislative action it will take.
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ACTUARIAL VALUATIONS

The ultimate cost of any retirement system is determined
as actual expenditures emerge throughout the life of the
system. However, by the very nature of a retirement system's
obligations there is a timelag between the accrual of benefit
rights and the payment of benefits. When a system requires
that future benefits be funded in advance it becomes neces-
sary to make some determinations of the cost of benefit
rights accruing under the system. Because the methods used
in making these determinations require computations involv-
ing compound interest, mortality tables, and other factors in
the field of actuarial science they are normally referred to
as "actuarial cost methods."

Formally defined an actuarial cost method is a technique
for establishing the amount and incidence of the annual actu-
arial cost of a retirement system's benefits, or benefits and
administrative expenses, and the related actuarial liability.
There are several major types of actuarial cost methods used
in determining the cost and liabilities of a system and many
variations within each type. The methods differ primarily
with respect to the recognition of the incidence of cost but
not in the recognition of the amount of the total future cost
of a system. A common characteristic of all methods is the
allocation of benefit costs over the period of time in which
the right to receive the benefits is being earned.

As mentioned above, actuarial cost methods require compu-
tations involving various actuarial factors. These factors
are referred to as "actuarial standards" or assumptions.
Actuarial standards are the basis upon which the experience
of a system is predicted. They can include, but are not
necessarily limited to, such factors as rates of interest,
death, disability, termination of employment, and retirement,
as determined by an actuary to be applicable to a system.

The process by which an actuary estimates the present
value of future benefits to be paid under a system and calcu-
lates the contributions (usually annual) which must be ac-
cumulated in a fund in order to meet future benefit payments
is called an "actuarial valuation." In considering the terms
actuarial valuation and actuarial cost method it should be
understood that the former refers to the process by which
liabilities and contributions are determined while the latter
refers to the method or technique used in making the determi-
nation.
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The underlying concept of an actuarial valuation, and
therefore of actuarial cost methods, is that of "present
value." Present value is a concept which recognizes the
time value of money and may be defined as the current worth
of an amount or series of amounts payable or receivable in
the future. For example, consider an agreement to pay a
$100 benefit 5 years from the present day. If an interest
rate of 5 percent, compounded annually, is assumed, then the
present value or current worth of that §100 future benefit
would be $78.35. Viewed another way, if $78.35 were placed
in a fund today and earned interest at a rate of 5 percent,
compounded annually, in 5 years the fund would contain §100,
the initial deposit of $78.35 plus interest earnings of
$21,65. This same concept can be applied where a series of
benefit payments are involved. It can easily be seen how
this concept enters the process of determining the present
value of future retirement benefits and the present cost of
providing for future benefit payments.,

In addition to the concept of present value, two other
concepts are essential to a basic understanding of actuarial
valuations-- "normal cost" and "accrued liability.'" Normal
cost is the present value (cost) of all benefit rights earned
during any given period (usually annually) after the incep-
tion of a retirement system and is determined by the actuarial
cost method used in performing the valuation. As such, normal
cost does not include the cost of any benefit rights attribut-
able to granting credit for employment service before the
inception of a system.

The accrued liability of a system, at any point in time,
is the excess of the present value of all future benefits over
the present value of all future normal cost contributions.

It should be understood that the total "present value of
future benefits" includes both the value of all benefit rights
earned to date and the value of benefit rights which are esti-
mated will be earned by those presently covered by the system.
On the other hand, the phrase '"all future normal cost contri-
butions'" refers only to the value of prospective normal cost
contributions and does not include any previous normal cost
contributions made for benefit rights earned to date. It can
now be seen that a system's accrued liability is the present
value of benefit rights earned since the inception of the
system and that past normal cost contributions placed in a
fund, with interest, should equal the accrued liability.
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If a system has fund assets equal to its accrued
liability and has the prospect of receiving future normal
cost contributions, it is considered adequately funded and
capable of meeting future benefit payments. However, when
the fund assets are less than the accrued liability an "un-
funded accrued liability" is said to exist.

An unfunded accrued or supplemental liability is defined
as the excess of the accrued liability over a system's fund
assets. An unfunded 1liability can arise for several reasons
the most common of which are (1) granting benefit rights for
employment service before the inception of the system, (2)
benefit increases which are not predicted or assumed in
previous normal cost calculations, for example cost-of-
living increases, and (3) other actuarial losses due to ex-
perience different from that predicted in the last actuarial
valuation, for example retirements occurring at younger ages
than had been predicted.

The actuarial cost method most frequently used in the
valuation of Federal retirement systems is the aggregate
entry age normal method. Under this method the future ex-
perience for a group of new entrants is predicted and the
present value of future benefits is calculated for the group.
A normal cost contribution, generally expressed as a per-
centage of payroll, is then calculated by dividing the esti-
mated present value of future benefits by the estimated
present value of future salaries, each related to the new
entrant group.

After the normal cost percentage is determined, the
present value of all future benefits payable under the system
is estimated based on the experience predicted for all active
employees, retired employees, and former employees entitled
to a deferred annuity. From this is subtracted the present
value of all future salaries for the active employees times
the normal cost percentage to determine the accrued liability.
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