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T T Atnited Blakes Denale

WASHINETON, D.C. %

December 1982

Dear fellow employee:

Our retirement system has come under increasing attack
in recent years. Many of the benefits we once enjoyed no
longer exist. 1! believe this attack will continue to the
point where the retirement system's benefits will be emasculated,
unless we come up with an alternative. Recall the past
benefits such as the 1% kicker, the look-back formula, the
twice-a-year cost-of-living adjustment, and the full adjustment
at any age of retirement. They have been either changed or
repealed. Note also that as of this month we will be paying
the Medicare tax.

We anticipate that federal employees will be placed
under Social Security soon, a move I have opposed. Eowever,
when that occurs, I believe we should turn this loss into a
net gain for federal employees. For that reason, I have
suggested an alternative--to establish & new system for new
workers, which current workers may join, while leaving the
current system intact for all current workers who prefer to
remain in it.

The new system should be less costly and more closely
patterned after private sector plans. In this way, the new
system will not be subjected to cost-cutting necessities.
Establishing such an alternative system may be the only way
tg protect the current system from further substantive
change.

Until a majority of those affected by this proposal
support it, I will not pursus the passage of this legislation.
What follows is a detailed explanation of the proposal.
hope you find the information helpful.

With best wishes,

TED " STEVENS
Chairman

D
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LETTER OF TRANSMITTAL

U.S. SENATE,
COMMITTEE ON GOVERNMENTAL AFFAIRS,
SUBCOMMITTEE ON CIVIL SERVICE,
Post OFFICE, AND GENERAL SERVICES,
Washington, D.C., December 9, 1982.

Hon. WrLLiaMm V. RorH, Jr.,
Chairman, Committee on Governmental Affairs,
U.S. Senate, Washington, D.C.

DEarR MR. CHAIRMAN: The Subcommittee on Civil Service, Post
Office, and General Services transmits the following analysis of my
bill to establish a new federal employees retirement system.

Because of the recent changes and increasing future threat to
the current Civil Service Retirement System, we have formulated
an alternative pension system, closely related to the private sector,
to provide a more secure, stable, and financially rewarding pro-
gram for the federal worker. This new program would be for new
federal employees and for those in the current work force who
elect to participate.

Naturally, any proposed changes that at first glance appear
threatening are a cause for overwhelming concern. In presenting
these proposed changes to concerned federal employees, we have
developed a series of extremely informative position papers describ-
ing in detail the legislation’s three tiers of retirement benefits.
This has been a critical factor in informing the federal employees
of these proposed changes.

The requests for information on this proposal have been tremen-
dous in volume. In order to respond to these requests, we have com-
piled an analysis to help inform the Members as well as other fed-
eral employees of information necessary for making a decision on
such an important matter.

Therefore, I request that the Committee on Governmental Af-
fairs issue a committee print of the enclosed analysis in order to
better and more economically disseminate this information.

Cordially, TED STEVENS
Chairman.

(8 4]
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4 L. DESCRIPTION OF LEGISLATION

INTRODUCTION

Retirement spells drastic changes for individuals and families.
Income drops. Priorities change. A second life begins. Prior to re-
tirement an employee makes a variety of decisions affecting his
future. The most important questions are what will he do; when
will he retire; and how much income will be needed to meet the
needs of himself and his family.

Unlike 25 years ago, today an employer must offer a retirement
plan to attract quality employees. A good retirement plan offers to
resolve in part the questions of a reasonable retirement age and a
sufficient income level. To determine these and other specifics, an
employer must consider a number of factors, such as:

1. What can be profitably offered?

2. What benefits are competitive with counterpart businesses?

3. How much employee turnover is desirable?

4. What age range is necessary or desirable for the type of work
involved?

5. What re%ueicrsgents must be met under the Employee Retire-
ment Income ity Act of 1974?

The Federal Government as an employer, however, is faced with
a different set of circumstances. The government’s provision of a
secure retirement for its employees is counter-balanced by its re-
sponsiveness to the taxpayers. 351:11 e employee benefits in a busi-
ness are constrained by the profit margin, similar benefits in gover-
ment employment are constrained bli'l the public’s willingness to
pay. The government has a responsibility to both groups to provide
a good yet affordable retirement plan. The current Civil Service
Retirement System (CSRS) is clearly lacking in both respects. It is
an expensive plan which rewards a few at the expense of many.

The Con jonal Budget Office reports that annual outla¥s of
CSRS are 317.3 billion and will rise to $30.1 billion in 1986. Total
retirement costs constitute 36.8 percent of payroll, of which 29.8
percent are government costs. This is to be compared to typical pri-
vate sector plan costs of 22.7 percent. Yet, these high costs reflect
benefit payments to a relatively small group of ple. Studies
show that approximately 25 percent of new federal hires remain in
the government until retirement. The remaining 75 percent either
withdraw their contributions upon resignation with little or no in-
terest accrual or they remain vested in the system to receive a
marginally smaller retirement benefit upon reaching retirement
age. Hence, the exorbitant costs of the current system result from
the relatively few who take advantage of it.

We are convinced that the cost of the system can be significantly
reduced while redistributing the benefits to profit the most. In
order to do this in the most equitable manner, we have introduced

Q)
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a bill to establish a new retirement system to mandatorily cover all
federal emtﬁloyees hired after the date of enactment of this legisla-
tion with the option to current federal employees to elect coverage
under this new system. This legislation, the Civil Service Pension
Reform Act, will dramatically e the pension system for feder-
al employees.

It includes social security coverage for all new federal employees.
Social security will be the foundation for the rest of the system. It
will make the system comlparable to pension plans in the private
sector. The public will no longer have reason to single out federal
workers as ones insulated from their concerns. All will be treated
equally here. Yet, even to the federal worker, the benefits of social
security coverage far outweigh the liabilities.

The basic pension plan will be a defined contribution plan requir-
ing government contributions only, eventually to be invested in the -
private sector. One’s retirement will depend upon the accumula-
tions of his contributions plus its investment earnings. Private in-
vestment provides a variety of heretofore unavailable options. Indi-
vidual employees will now participate in investment decisions.
When an employee feels his account is sufficiently large to support
him, he can leave at any time.

Most federal workers will actually benefit from this new m.
Actuarial estimates reveal that employees at all income levels who
work a full career will receive greater net replacement of their
income (after taxes) than under the current system. The new
system will provide employees with portability between the federal’
and private sector, non-existent now. An emp oyee may leave after
five years, taki with him his accumulated earnings and his social
security credit. This option heralds a new flexibility for federal em-
g}gees. Retirement benefits will no longer direct the decisions for

id-career federal employees who are considering other career al-
ternatives. The retirement plan will continue to reward full career
federal employees while freeing part career employees to move in
and out of the non-federal sector.

In addition, unfunded liabilities and spiralling government costs
will be problems of the past. The system will be fully funded. The
government’s costs will be fixed. This system also achieves substan-
tial cost savings over the current system. The new system reduces
&:p:ost oﬁ feggral retireﬁent to the goverg{halenigd mm tofrghe

yer, by 20 percent. These savings are iev: i ily from
three places. First, coverage by social security precgudee the gen-
eration of di.sfproportionate benefits to those who work in covered -
employment for short spans. Second, those who take advantage of
the current system by retiriniewith minimum age and service eligi-
bility will no longer receive benefits commensurate with the cur- .
rent arrangement until age 62 when social security payments
begin. Third, cost-of-living increases are funded through private in-
vestment, rather than government largess.

Admittedly, the concepts contained in the legislation are some-
what revolutionary vis-a-vis the current system. However, such re-
tirement plans are fairly common in the private sector. The struc-
ture, the costs, and the benefits are comparable to many good pri-
vate sector retirement plans. The following describes the bill’s gen-
eral provisions:
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1. The proposal mandatorily covers all federal and postal employ-
ees hired after the date of enactment.

2. There is an option for current workers to elect coverage in the
new m.

3. The government will buy an employee’s current retirement
credit for the employee who elects coverage in the new system. The
new amount wﬂf be placed in the employee’s account in the new
system. The employee will have two options:

(a) The worker’s current retirement contributions will be
matched by the government with the total increased by a 5-
percent interest factor compounded for the number of years of
service, or

(b) The worker will be entitled to the present value of his ac-
cumulated benefits adjusted by a 6-percent inflation factor.

The following table illustrates the amounts involved for an em-
ployee who entered government service at age 25 with a starting
salary of $10,000 and received annual pay increases of six percent.
‘Option A is based on a 5-percent interest rate. Option B is based on
a 6-percent discount rate and an assumed 6 percent inflation rate.

A age— Option A Option 8
30 $9,104 $4.421
3’ 23,806 17,219
L) 46,692 50,135

45 81424 125219

4. The first tier of the new system will be social security. Federal
employees Wivlvl-n.lfay the same social security taxes as covered em-
ployees and will receive the same benefits. The government will
pay the employer tax and pay its portion into the social security
trust fund.

5. The second tier will be a defined contribution plan. The gov-
ernment will contribute to an employee’s account 9 percent of the
first $20,000 (adjusted annually) and 16 percent for every dollar
thereafter. This is a government contribution plan onl,lzt.1

6. The third tier will be a voluntary thrift plan. The employee
may contribute any amount he wishes. The government will match
100 percent of the empltglee’s contribution up to 3 percent of
salary. In other words, if the employee contributes 6 percent, the
government will contribute 3 percent; if the employee contributes 2
percent, the %ovemment will contribute 2 percent.

7. An employee will vest in the new system after five years of
participation. '%’hla' includes newly-hired employees and current em-
ployees who transfer to the new system. A.fger five years of partici-
pation, an employee may leave government with the entire amount
in his retirement account. This includes government contributions
plus interest. Alternatively, he can draw an actuarily-adjusted an-
nuity or he may defer drawu;f on the account until later in life. In
such a case, the account would continue to accrue interest. Survi-
vors will receive a social security benefit supplemented by the ac-
cumulated earnings in the employee’s or annuitant’s account.

8. The new system will contain a new pension fund. Avlvlﬂiovem-
ment contributions to an employee’s account in the fund will be in-
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vested in special issues of the Treasury for the employee’s first five
years of participation. The employee’s contributions to the thrift
plan will be available for private sector investment beginning the
second year. After an employee’s fifth year of participation, all new
government contributions will be available for private investment.
During the first several years of the new system, however, govern-
ment contributions tc an employee’s account after the fifth year of
participation will be phased into private investment.

9. There is established an eleven person Federal Pension Board
composed of the Secretaries of Treasury, Commerce, and Labor, the
Chairman of the Federal Reserve Board, six appointments by the
President (nominated to him by em%ll?yee organizations), and an
Executive Director appointed by the President with the advice and
consent of the Senate. All Board members will be subject to the fi-
duciary responsibilities spelled out in ERISA. The Board will gen- ;
erally oversee investments of the fund. The Board will also estab-
lish a variety of investment options to which employees may direct
their investments. Employees shall receive annual statements
showing their current accounts and providing them with an oppor-
tunity to choose investments. The presiding member of the Board,
one of the President’s appointments, will be the Executive Director.
The Director will implement the investments, contract with private
investment firms, and perform general administrative functions.

10. A new sick leave and disability m is established. Each
employee will be granted seven days o non-accumulating annual
sick leave. Illnesses or injuries necessitating longer leave will trig-
ger short-term accident and illness insurance. Such insurance wi
be preceded by a short waiting period and application for such pay-
ment must be accompanied by medical documentation. Depengia.ng
upon one’s length of service and the duration of his absence, an
employee will receive 100 percent, 80 percent, and 60 percent of his

gross pay.

If the absence will extend beyond six months, the employee may
apply for long-term disability. If he qualifies for disability under
socialsecurity,hewﬂlbeguaranteed60percentofhisgrosspay
until restoration or death. If he does not qualify for social security,
he will remain covered for two years. After two years, he must
take a fitness for duty examination or be drop from the rolls. If
he is considered capable of performing any federal“job, he must be
appointed to a position. If he refuses the position, disability pay-
ments cease. If he is not able to %erform any federal job but 1s sti .
not eligible for social security, he will receive 40 percent of his
gross pay until restoration or death. ]

11. The unfunded liability of the current system is amortized
over a 4(-year period by payments from the general Treasury. All
agencies will pay the fl.l.l.lP cost of the employees remaining in the
current system.

SociAL SECURITY COVERAGE

In developing a proposal to restructure the Civil Service Retire-
ment System (CSRS), we decided that social security should form
the base of any new system. We recognized, of course, that cover-
age of even new federal employees under social security is an ex-
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tremely volatile issue. (Qur proposal grandfathers current workers
and retirees in the current system.) efvertheless, we believe social
security coverage is a necessary part of any restructuring proposal
and that most federal employees will find their overall benefit
package improved.

Much misinformation has circulated concerning the issue of
social security coverage for federal workers. Many employees ap-
parently believe that the entire effort is motivated by a desire on
the part of some officials to “bail out” a financially troubled social
security system by draining the reserves of a financially sound
CSRS into the social security trust fund. This is not true. While
coverage of federal workers does enhance the financial status of
the social security trust fund in the short run, the additional reve-
nue will be largely offset by increasing eligibility for social security
benefits as those individuals reach retirement age.

Besides, the reason the Civil Service Retirement Trust Fund is
considered financially sound is due to the fact that the general rev- -
enues annually transferred to the fund from the Treasury subsidize
the system. This is not true for the social security m. Some
proposals for stabilizing the social security system include tapping
the general revenues of the Treasury. -

There are, we think, some basic considerations involved in the
question of whether federal employees ought to be covered by
social security.

1. The social security benefit is portable. Currently, the vast ma-
jority of those individuals who come to work for the federal govern-
ment will leave federal employment and receive virtually no retire-
ment benefit from CSRS. Social security coverage will provide
these individuals with a continuity of service covered by a potential
retirement annuity. Such portability should actually enhance the
recruitment of some individuals who would hesitate to take federal
employment because no such protection was being afforded.

2. Additional protections are found in the area of disability and
survivor benefits. Those who currently leave federal employment
without vesting in CSRS or who voluntarily withdraw from CSRS
after vestininllmve no minimum disability or survivorship protec-
tion of any kind until they fulfill the basic requirements for social
security coverage. With a social security based plan, such income
protection will exist continuously regardless of job transfer. In ad-
dition, there is a greater dollar protection under the social security
disability and survivor tprogra.ms than under CSRS. This greater

rotection includes the family benefit attached to a wage earner’s
asic social security benefit.

3. The social security benefit is tax free. Currently, CSRS bene-
fits are fully taxable once benefit payments equal the employee’s

_lifetime contributions. This usually takes 18 months to ears.
Social security benefits, however, are tax free from the first dollar.
This is especially significant for wage earners at the lower grade
levels, because a larger percentage of their retirement income will
come from social security.

4. Social security coverage of federal emp::fment would diminish
resentment many citizens feel toward federal employees and retir-
ees. Two reasons are often cited by citizens writing to Members of
Congress about this issue. First, they do not understand why they
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must contribute to and participate in the social security system
while a substantial group of employees, including those who admin-
ister the social security programs and make decisions affecting it,
are allowed to remain exempt. Second, they resent the fact that
federal workers who acquire social security protection without
having worked an entire career under social security acquire their
social security benefits under especially advantageous circum-
stances. The social security formula enhances benefits for workers
with low career average wages because of either low paying jobs or
because of periods of time out of the work force. Federal workers
who work short careers under social security covered employment
receive the weighted benefit intended to provide the transient
worker with a base income. This advantage is paid for by payroll
taxes of all other workers.

5. Perhaps the most important benefit of social security coverage
is the political one. The current exclusion of federal emplgggneg
from social security coverage and the nonintegration of the
with social security has left the CSRS open to political attacks.
These attacks have been quite successful in recent years as demon-
strated by changes in the cost-of-living increases. Currently, even
deeper cuts in the CSRS are being considered in virtually every
pro designed to reduce the federal deficit.

coverage of federal employees under social security and the
concomitant integration with a civil service pension system will
put federal employees in a comparable position with their private
sector counterparts. They will become a part of a larger, more po-
litically powerful group; i.e., taxpayers covered by social security.
This political strength was demonstrated last year when significant
social security changes were proposed and were almost immediate-
ly and unanimously rejected by Congress. This comparability will
assuredly restrain the singling out of the civil service pension for
cost-cutting exercises.

Dermnen CONTRIBUTION PLAN

ite the news accounts of the extravagant retirement benefits
aw to federal workers, for most, the federal retirement
system falls far short of true protection for the aged. Approximate-
ly 75 percent of a group of new federal hires receive little or no
benefit from the current system because the Civil Service Retire-
ment System is intended to provide adequate protection for only
those employees working long careers in the federal government.
Portability of benefits between the federal and non-federal sector is
nonexistent. Once vested, there is still no guarantee that the annu-
ity expected will be received. Federal retirement benefits are de- .
pendent upon Congress’ annual willingness to maintain the ever
increasing government funding of the system. In recent ﬁars, Con-
gress has continually the level of benefits. It is likely Con-
gress will continue to do so.

Our pro pension reform, however, resolves in large part
these problems. In addition to a first tier of fully portable socmf se-
curity credits, our approach provides for a supplemental pension
that vested employees would own and could take with them if they
left their federal jobs. It is this defined contribution plan, the
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second tier of the new system, that is the major vehicle to accom-
plish the desired changes. The defined contribution plan will pro-
vide a supplemental pension to an employee’s social security retire-
ment benefit. Thus, a combination of social security and a defined
contribution plan will form the primary basis for the employee’s
retirement income.

A defined contribution plan is significantly different from the
currently structured defined benefit plan. A defined benefit plan is
really a definition of eligibility together with a formula for the
computation of benefits an employee receives when eligibility is ac-
guired. The definition is subject to change by Congress at any time.

defined contribution plan is one in which a fixed percentage of
salary is contributed by the employer to fund a worker’s annuity,
the size of which would depend on the sums accumulated in an in-
dividual’s account. Federal employees covered by the new system
would make no contribution to the defined contribution plan.

Under our proposal, the Government will contribute 9 percent of
the first $20,000 in salary and 16 percent for every dollar thereaf-
ter. The contribution rates are designed to Igrovide a very good re-
tirement at age 65 with 40 years of service. For instance, under the
current system, an individual with the above age and service re-
ceives 85-90 percent of his net preretirement earnings five years
after retirement. Under our proposal, the same individual receives
90-100 percent of his net preretirement earnings by the combina-
tion of social security and the defined contribution plan. In addi-
tion, employees will have an opportunity to increase their net re-
placement rates by participating in a thrift plan (discussed fully in
the next section).

The percentage contribution variance at $20,000 is designed to
f)roportionately replace one’s preretirement income at all income
evels. This variance is intended to somewhat offset the skew in
social security benefits. Social security, as a social insurance pro-

, redistributes tax receipts to provide greater proportional
nefits to lower income workers. By providing a variable contribu-
tion, the Civil Service Pension compensates for this social security
distributive bias to more closely achieve a level percentage of re-
placement income at all income levels.

The government contributions to an employee’s account will
eventually be invested in the private sector. Thus, an annuity ar-
ranged with an individual will be dependent upon the contribu-
tions to his account plus the earnings. Another section discusses
the advantages of private investment. Suffice it to say that a whole
range of new opportunities are available to federal workers
through the private investment option.

NEW FLEXIBILITY

As mentioned previously, most federal workers receive little or
no benefit from the current system. The current system rewards
employees who work for the government most of their lives. For
those individuals, the retirement system is a great bonus. But for
those who leave government before retirement age, the system is
unrewarding. Employees who leave prior to retirement may choose
to withdraw their own contributions with little or no interest or
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leave the money in the system and draw a significantly lower an-
nuity at retirement since it’s computed on the salary they were re-
ceiving at separation. This dilemma often constrains employees
from leaving government service, even though they may desire to.
This phenomenon, known as the “golden handcuffs”’, not only
hinders employee futures but builds a certain amount of unproduc-
tivity in the federal work force.

The new pension system alters this scenario. After five years of
participation, an employee may leave the government and receive
the entire value of all pension credits earned up to the point of sep-
aration. In effect, the employee will be able to choose one of three
options: (a) a lump sum payment of the full value of earned pen-
sion credits; (b) a deferred annuity which would be based on the
full value of credits earned up to the point of separation, plus any
additional interest on those credits earned between separation and
the date the annuity begins; and (c) an immediate annuity. Thus,
under this plan there would be no age requirement. Any worker
who stays for five years would reap a benefit earned under the re-
tirement system, and in addition, would retain all social security
credits earned through federal employment. The system is designed
to %rovide a good retirement for someone who works until age 65
with 40 years of service, and younger in some cases; yet, under our
gelan, ones who choose to leave government earlier will no longer

pe

LEGAL RIGHTS

Regardless of the claims by federal workers that once vested
their retirement benefit cannot be changed, it is clear that Con-
gress has the authority to make changes in the system applicable
not only to vested employees but also to current retirees. In the
past few years Congress has repealed the 1 percent kicker, the
‘look-back” feature, twice-a-vear cost-of-ﬁvinia:djustments, full
cost-of-living adjustments at any age, and has changed the opportu-
nity to take full advantage of a new cost-of-living adjustment to a
method that prorates the first cost-of-living adjustment after retire-
ment to reflect only the months since the annuity commenced.
Congress will continue to consider other changes, further reducing
benefits under the current system.

The courts have consistently upheld Congress’ authority to
modify government, pensions. The Supreme Court has held that a
pension granted by the federal government confers no rights which
cannot be “revi.sec{ modified, or recalled” by subsequent legislation.
Additionally, the court has ruled that until a pension is due, an
employee’s right is not contractural but a mere expectancy which
can be revoked at any time. Hence, there is little certainty or secu-
rity in the current system. Qur proposal, however, is structured to
remove the uncertainty of the current system and to actually es-
tablish currently vested property rights in the government’s contri-
butions to the pension fund.

Once an employee begins participation in the new ﬁtem, an in-
dividualized account is opened for the employee. Contributions
from the employing agency will flow through the employee’s ac-
count into the directed investments. Those contributions will be
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pooled with other employees’ contributions and invested into var-
ious private and public instruments. Earnings on those investments
will be continuously credited to employee accounts. Annually, the
employee will receive a statement showing the principal and inter-
est accrued in his account.

According to the legislation, an employee vests in the pension
system after five years of participation. But unlike the current
system, in which vesting simply means eligibility to receive an ex-
pected benefit, vesting in the new system means each employee
owns and therefore has a right to receive all monies in that em-
ployee’s account upon leaving federal service. In effect, because the
employee’s monies could be in part invested through private invest-
ment firms, the government would not be able to subsequently
withhold any monies credited to the employee’s personal account.

Once contributed to an employee's account, the monies become
part of an investment portfolio administered under a quasi-
contractural relationship involving the employee, the Pension
Board, and the investors. The Congress, of course, could alter
future contributions by legislation but could not tamper with the
monies currently in the accounts. Therefore, an employee’s pension
will have far greater protection than now.

REDUCED COST AND FULLY FUNDED

In recent years there has been much bantering about the term
“unfunded liability”’. Unfunded liability describes the difference be-
tween the expected obligations of the retirement system minus the
expected receipts. It has resulted from the lack of government
funding through the late 1960’s, the cost of cost-of-living adjust-
ments that are not paid for, certain retirement credit recognized
for which no contributions are made, poor money management,
and other reasons too numerous to mention.

The current unfunded liability is estimated to be $500 billion. As
long as the government is willing to subsidize the system through

neral revenues of the Treasury, the system is financially sound.

owever, the cost is increasing annually as is reflected by this
growing unfunded liability. These facts jeopardize the continuation
of the current benefit level. The sheer immensity of these future
obligations guarantees political attention that can only harm the
financial integrity of the current program.

The cost of a current worker’s expected future retirement benefit
has climbed to 36.8 percent of pay. The worker contributes 7 per-
cent matched by his employing agency. The remaining 22.8 percent
is, in effect, an outstanding future cost. The only guarantee that
his benefits will be paid at the level promised is Congress’ willing-
ness to allow this-ever increasing demand for a general revenue
subsidy to continue.

Our proposal resolves the issue of unfunded liabilities. The spi-
raling costs of CSRS will be brought under control. The govern-
:ﬁ?ﬁ future costs will be fixed. 'I‘heftotal cost ht;ochthe government

ways remain a set percentage of salary which is easily recog-
nized and predictable. Ulz,x‘i‘tmded liabilities will never exist since
the only government commitment will be the annual contributions
to employees’ pensions. In addition, as part of our plan, the un-
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funded liability of the current system will be amortized over a 40-
year period. Hence, the current system will have adequate funding,
and the threat to benefits under that system will decline.

As a result of our restructuring proposal, the government’s cost
for retirement for its employees will be reduced. Under the current
system, the government pays approximately 29.8 percent of payroll;
under the new system that cost will drop to approximately 22-23
percent, including the cost of social security. This reduced cost com-
pares favorably to good private sector plans.

In conclusion, our proposed defined contribution plan, although
transferring some investment risk to employees, contains a multi-
tude of advantages—legal, social, and monetary—over the current
defined benefit plan.

THRIFT PLAN

Using reasonable economic assumptions, an employee can retire
under the first two tiers of our proposal at age 65 with 40 years of
service with better benefits than under the current system. The
third and last tier of this new m, a thrift plan, can ensure
greater benefits, with the possibility of enabling an earlier retire-
ment. Participation in this thrift plan is optional. Inclusion of the
thrift plan in our proposal is designed to give the federal work force
maximum flexibility in its retirement p ing.

Thrift plans are a growing, popular feature of compensation pro-
fra.ma in both the public and private sector. In fact, currently at
east two federal agencies provide thrift plans to their employees—
the Federal Reserve Board and the Tennessee Valley Authority.
The plan proposed in this new system is comparable to those found
in the private sector. These plans have proven to be an attractive
addition from both the employer and employee perspective.

Under our system an employee may contribute up to 16 percent
of pay with the government matching the first 3 percent. For prac-
tical purposes, most employees who participate will contribute 1, 2,
or 3 percent of their pay which will be matched by the government.
These contributions will be comingled with contributions to the de-
fined contribution plan and will be invested in the private sector.
However, employee vesting in the government contributions will
occur more quickly than in the defined contribution plan.

In the basic pension, employees vest in five years. In the thrift
plan, employees vest in a portion of the tiovernment’s contributions
after the first year. Vesting begins with 20 percent vesting after
the first year, increasing by 20 percent each year until it reaches
100 percent after the fifth year.

The advantages of earlier vesting are considerable. Approximate-
ly one-third of all employees entering federal service leave govern-
ment within the first five years. Because they have left prior to
vesting, they cannot be eligible for a benefit. Under the current
system, these employees receive refunds of all of their retirement
contributions. Under the new system, the five-year vesting require-
ment in the basic pension also precludes those who leave before
five years from receiving a retirement benefit. However, they have
earned and will carry with them social security credits based on
their federal employment, a refund of their own contributions to
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the thrift plan, with interest, plus the prorated vesting in govern-
ment contributions to the thrift plan.

The primary motive for the institution of a thrift plan is to en-
courage employees to save for their retirement. Traditionally, re-
tirement income flows from three sources, i.e., social security, em-
ployer pensions, and personal savings. During inflationary periods
it is difficult to save. A thrift plan is designed to attract reluctant
savers and to grant employees additional options for retirement

planning. :

With the availability of IRAs, some may argue that the addition
of a thrift plan is suferﬂuous. We disagree. An IRA is most helpful
as a limited tax shelter. Many, however, will find that the govern-
ment matching contribution will be more beneficial than an IRA.
This feature is not intended to dissuade the opening of IRAs but
rather as an additional option for federal workers’ retirement plan-

ning.
Funds in an IRA are tied up for many years. However, the Fed-
eral Pension Board (discussed in the next section), which manages
this new system, is given discretion to establish loan arrangements
with employees from their thrift accounts. A number of private
firms who utilize these plans have similar loan opportunities. Nor-
mally, such arrangements are restricted to illness or significant fi-
nancial commitments such as higher education. Thus, in general,
the loan arrangement and the early vesting of the thrift plan make
these funds more readily available to the participants.
Participation in the thrift plan significantly increases retirement
benefits. For example, an individual at age 65 with 40 years of
service would receive 90-100 percent of his net preretirement earn-
ings without participation in the thrift plan. An individual partici-
patmg sufficiently to garner the government’s maximum contribu-
tion (3 percent of pay), would receive 110-125 percent of those same

earnings.

In agzition, participation in the thrift plan can afford earlier re-
tirement opportunities. Under the current system, an individual
who retires at age 55 with 30 years of service receives 65-70 per-
cent of his net preretirement earnings. Under the new system, the
same individual who does not participate in the thrift plan receives
20-35 percent of his net earnings at 55, and 55-67 percent with the
onset of the social security benefit at age 62. Employees participat-
ing in the thrift plan will receive 31-50 percent of their preretire-
ment earnings at age 55 and 67-81 percent at age 62. Thus, at age
62 the individual would be receiving greater benefits under the
new system than under the current system.

PrIvaTE INVESTMENT OF THE CrviL SERVICE PENsION FuND

One of the more significant changes brought about by the Pen-
sion Reform Act is in the use of private investment rather than
government securities for holding retirement assets. Private invest-
ment of retirement assets accomplishes several objectives we had
in mind when we first began to consider reform of the current Civil
Service Retirement System (CSRS).

Investing retirement assets outside government assures that the
accounts upon which projected benefit levels are based cannot
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become subject to budgetary restraint during economic hard times.
The money to pay benefits will not be an available target in a
period of budget cutting but will actually exist independent of the
budget. Employees will know that they can count on the money for
their benefits at retirement because they will actually own their
accounts. These accounts will be able to earn interest in the pri-
vate sector and will not be restricted to the low relative yields of
federal securities. Finally, this investment method not only places
the federal plan on a comparable footing with private sector plans,
it actually increases money for much needed capital formation
throughout the economy.

RATES OF RETURN AND INVESTMENT EXPERIENCE

Under the current system, all monies are required to be invested
in federal government securities. Most of the oldings are in spe-
cial issues of the Treasury which were purchased at the time at ap-
proximately the market rate of interest. Average yield on these se-
curities is relatively low because much of the retirement fund’s
holdings consist of old, multiyear bonds which were issued at inter-
est rates far below current rates. It should be pointed out, however,
that the relatively low yield of the fund’s holdi has no effect
upon the ability of the system to pay the current level of benefits.

In 1969, a law was enacted which allowed the general revenues
of the Treasury to be tapped in order to stabilize the retirement
fund. In general, the law required any future benefits not backed
up by trust fund assets to be endowed with interest payments to
the fund as if those missing assets were actually present in the
fund. This interest payment of the “unfunded liability” assured
that income would be entering the trust fund sufficient to cover all
benefits without further appropriations, and would continue to do
so indefinitely.

This continuing and increasing subsidy insures the financial
soundness of the retirement fund and does not depend upon the in-
terest earned on the securities actually present. Thus, under the
current system, because of the internal nature of the financing, it
is reasonable for the government to maintain ownership of any
assets actually dpresent: in the fund. In addition, because the cur-
rent plan is a defined benefit plan subsidized by government pay-
ments, there is no advantage to the plan of private investment be-
cause benefit levels are not dependent on investment performance
but upon the willingness of the federal government to continue to
pay the benefit levels required by the present benefit formula.

owever, the design of the new system makes private invest-
ment an attractive device for reducing government cost while pro-
viding employees with some return on economic performance.
Since retirement income in the new system will in large part be
dependent upon investment performance, simply requiring the sys-
tem’s contributions to be invested in special issues of the Treasury
would be denying an ogportunity to employees of improving their
investment returns (and therefore their benefits) should the oppor-
tunity arise. Although interest earned on government securities is
presently high, the long term experience has been that the guaran-
teed nature of government securities has meant a much lower
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return than could be acquired through a more active and more
speculative investment strategy.

Projections for adequate retirement income under the new plan
are based on the assumption of a 2 percent rate of return (real
rate) after inflation. Historically, the real rate of return on all pri-
vate investments taken as a whole has been between 2 and 3 per-
cent. Hence, assuming a 2 percent rate of return is a very reason-
able expectation, given the size and diversity of federal retirement
asset investment in the private sector under the new plan. Mandat-
ing investments in historically low yielding government securities
z_xvou.ld undermine the system and fail to provide the expected bene-

t.

This is not to say that investments in government securities will
be prohibited. The Pension Board (the body which oversees invest-
ments in the new plan) will be given wide latitude in investments.
Investment decisions will be subjected to the same ‘“prudent man”
and conflict of interest rules under ERISA, but the Board will have
the opportunity to invest in a variety of income producing assets
including high yielding government securities.

A well-rounded investment portfolio consisting of private and
public instruments can ide reasonably secure and growing
assets. A retirement fund accumulates contributions and invest-
ment earnings for 30-40 years and then continues to earn interest
as the principle declines during the 15-20 years of retirement.
Long term trends of the economy are more important to the experi-
egiee of the fund and its participants than are short term fluctu-
ations.

Normally, investors seek a strong mix of long term investments
to assure stable growth in assets. In the past couple of years, how-
ever, pension investors have invested in shorter term securities to
gain substantial rates of return. Occasionally Sgor growth periods
could delay individual retirement decisions. the other hand,
strong economic performance balances out the poor times and
could accelerate retirement decisions. In general, however, an earn-
ings based plan will not interfere with rational retirement plan-

m.%%e legislation gives the Pension Board wide latitude in provid-
ing alternative forms of annuities. Comgarable pension plans offer
(1) a fixed annuity which in real terms declines in value over time;
(2) an indexed annuity which begins payments at a lower rate and
then increases them in monetary terms over time in order to hedge
against inflation; (3) a variable or participating annuity which re-
flects changes in market conditions. Under our plan, when an indi-
vidual retired, he could choose a form of an annuity that would be
fully tgroi:ected from market fluctuations, or one which provides
both the advantages and disadvantages of greater risk.

Basically, when an individual decides to begin receiving his an-
nuity, he is selling his account to the retirement fund for an
income stream over the remainder of his life. If the economy does
better than projected, the individual with a fixed growth annuity
in a sense loses while the one with a risk annuity gains; if the
economy does worse, the circumstances are reversed. However,
unless an annuitant specifically chooses a variabie annuity, market
conditions will not substantially affect retirement income.
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The general rule for the Pension Board is that investments
should balance risks and returns so that account growth will be
consistent with the need for dependable retirement planning. It is
expected that investments will flow to a variety of stocks, bonds,
money market instruments, real estate, and other income produc-
ing sources. Obviously, since the fund is for retirement, the vast
zzﬂ'ority of investments will be conservative. However, employees

ill have annual choices to direct their monies into general catego-
ries of investments. This will allow them greater opportunity to re-
alize their own retirement objectives.

PROJECTED BENEFIT LEVELS

The system is designed to provide a greater retirement benefit
than the current system for an individual retiring at age 65 after
working a full 40-year career in government. The system does not
require an employee to work that long to receive a benefit; in fact,
employees at any a‘g;could leave federal employment after five
years service and W an annuity immediately. Of course, to
retire on a liveable income would require far more service than
five years, but as a practical matter, retirement at age 55 with 30
years of service would still be possible, although full benefits would
not be received until age 62 when the social security payments

Another point worth mentioning here is the change in tax status
of retirement benefits under our proposal. CSRS benefits are fully
taxable as deferred compensation after an amount equal to the em-
ployee’s total contributions to the system has been repaid in the
form of an annuity, a period usually about 14 to 16 months. Treat-
ing CSRS benefits as taxable income is consistent with the treat-
ment of private pensions, but not with the treatment of social secu-
rity, which is not taxable under any circumstances.

gocxa.l' security is considered a benefit for loss of earnings power
due to old age, not as a pension benefit earned with each year of

ly th

service. Regardless of the extent to which it might be u:med that
such distinctions are unfair or outdated, it remains i at
this differing tax treatment will be changed. Under the new
system, a substantial part of each total retirement benefit would be
paid from the social security program, thereby assuring federal re-
tirees of the same advantageous tax treatment now afforded virtu-
ally all other employees.

nder the current system, once an employee’s contributions are
exhausted, his benefits are taxed. An employee who retires at age
65 with 40 years of service receives, depending upon his salary
level, between 102 and 129 percent of his net preretirement earn-
ings. That percent replacement decreases to 85-39 percent after ap-
proximately three years. Thus, replacement of an employee’s after
tax or net gereretirement earnings decreases dramatically after the
m year before leveling off and remaining constant for the rest of

e.

Under the new system, the same individual who chooses an in-
dexed annuity is projected to receive 110-125 percent of his net
preretirement earnings for the remainder of his life. An individual
who instead chooses a fixed annuity will receive 129-145 percent of
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his net preretirement earnings initially which gradually decreases
to 94-128 percent after 15 years. Thus, even those who choose fixed
annuities are in better shape than beneficiaries under the current

system.

An individual who works until age 55 with 30 years of service
under the current system receives 74-92 percent of his net salary
which after 3 years decreases to 64—70 percent for the remainder of
his life. Under the new system, the same individual would receive
32-50 percent of net salary at age 55, but the percent replacement
would climb to 67-82 percent at age 62 when social security bene-
fits began and would remain there for the rest of this life. While
the aim of the system is to fully compensate those who work full
careers in ﬁovernment, those who plan to retire early at age 55 will
still be well protected in their later years.

Recognizing that many individuals familiar with this entire issue
would want to be certain that we had projected benefit levels on
some reasonable basis, we have sought to verify the study done by
the Congressional Research Service (CRS) from which these
were drawn. Projections of future benefit levels are highly depend-
ent upon economic assumptions, and while the CRS study used a
commonly accepted best-estimate set, we believed it advisable to
select three other widely respected sets of long term assumptions,
those of Chase Manhattan Bank, Data Resources, Inc., and the
Wharton School of Finance.

We compared projected benefits for a worker retiring at age 65
with 40 years of service. Instead of using the net or after tax salary
replacement rate, we used gross or before tax replacement rates.
The gross replacement rates for the current system are 70.7 per-
cent of final salary for all pay levels. Under DRI's assumptions, the
same individual would receive an indexed annuity of 127-148 per-
ce% salaxl'g fiosrztllxgzrest of his fl_ife; a non-indexed annuity wu(gilld
initially yie - percent of preretirement salary, gradually
decreasing to 103-127 percent fifteen years later.

Under %hase’s assumptions, the individual would receive an in-
dexed annuity of 126-144 percent of his salary for the rest of his
life. If he chose a fixed annuity, he would initially receive 163-182
percent of salary, again gradually decreasing until it fell to 99-120
gercent fifteen years later. Finally, under n’s assumptions,

e would receive an indexed annuity of 140-160 percent of his
salary for the rest of his life. If he chose a fixed annuity, initially
he would receive 193-204 percent, gradually decreasing to 107-128
percent after fifteen years.

The economic assumptions used to project retirement income
under this legislation are relatively conservative. Three alternative
assumptions reveal higher retirement income. No doubt, more pes-
simistic figures could have been used to show retirement rates that
were not as good as those projected. However, we thought it more
reasonable to analyze the assumptions of reputable forecasters
than to pull figures out of the air.

PROTECTION OF BENEFITS: EMPLOYEE CONTROL AND OWNERSHIP

The primary difference between the current plan and the new
one is the question of ownership. In other words, to what is an em-
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ployee entitled. We argued in the Defined Contribution section that
unlike the current system in which an employee’s benefit is de-
g:ndent upon Congress’ commitment to maintain the expected
nefit, the new system provides the vested employee with a prop-
erty right in the contributed monies and their earnings. Because
vested employees would own these contributions, they could be
granted the freedom to invest in instruments of their choice
through representatives on the Board. Undoubtedly, some retire-
ment assets would always remain invested in government securi-
ties. However, a quick analysis of large investors shows that an ex-
clusive portfolio of government investments is highly unlikely.

Any private investment would enhance the contractural nature
of the pension system. Although we argue that a property right de-
volves from the nature of a defined contribution plan, even if the
money is invested solely in government securities, distributing em-
ployee monies through various private firms and into the economy
strengthens the contractural and property concepts. The govern-
ment would no longer be guaranteeing a benefit: not only would
that be strong grounds for considering the employee’s account sac-
rosanct, but any private investment would assure that accumulated
contributions plus investment earnings could not even be reached
by government action. Furthermore, because of varying portfolio
mixes resulting from employee investment options, it ' would be vir-
tually impossible to distinguish any government investment within
each separate employee account.

CAPITAL FORMATION
L Private investment: Key to growth

The formation of new capital is considered critical to economic
growth. Currently, one of the most significant sources of this much
needed capital comes from pension funds. The nation’s largest
1,000 funds hold over $500 billion worth of assets. During this

riod of tight money and high interest rates, this source of

cing is indispensable to some industries. There is evidence,
for instance, that pension funds have kept the real estate industry
afloat during the industry’s severe recessionary periods.

The Civil Service Pension Fund would constitute a large pool of
new capital. As mentioned previously, monies in the current retire-
ment fund are simply held in government securities. The new fund
would also contain substaatial amounts of funds, but these funds
would have the potential of vastly in ing capital available for
revitalizing old industries, for beginning new businesses, and for all
other purposes to which otherwise idle investment potential could
be usefully put. The principle of investments is predicated upon re-
wards for the investor and the borrower. The investor increases his
net worth while the borrower has a ready source of funds for busi-
ness expansion. Under our plan, there would be available a greater
pool of money to plan and build for the future.

II. Market absorption of new funds

The current fund holds approximateli $80 billion worth of assets.
If all of its benefit obligations were backed up by real assets, as the
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new system will be, the fund’s size would be in the hundreds of bil-
lions of dollars. Whenever private investments of this magnitude
are contemplated, concerrs arise as to whether markets could
absorb such amounts without serious consequences for the econo-

my.

Our legislation is designed to gradually wean the pension system
away from government securities and into private holdings. For
the new system’s first five years, only employee contributions to
the thrift plan would be permitted outside of the government.
During the next five years, government contributions to the thrift
plan would begin to be invested privately. Thereafter, each year an
additional 10 percent of the new contributions toward the main
g‘%nsion would be available to the entire variety of investments.

us, not until the twentieth year would 100 percent of the fund’s
new contributions be invested in securities outside of the govern-
ment. Therefore, fears of flooding the markets with huge doses of
money are unfounded.

ing this transition period, much of the money is obviously
held in government securities. To be equitable to participants
during this time, money required to be invested in government se-
curities would be guaranteed at a 2 percent real rate of return.
With this guarantee, participants are assured that they will receive
all the growth in their retirement accounts and thus benefit values
will be accumulating at at least the value as the projections upon
which the legislation is based.
III. Unfounded fears that the fund will control the market

Another concern we have heard raised is the possibility that the
pension fund would eventually control the market. As previously
discussed, private and public pension funds now hold over $500 bil-
lion of assets. While the Civil Service Pension Fund would contain

igni t sums of monies, as a pro(rortion of the total investments
in the economy the amount would be small, particularly by the
time the transition period ends. In addition, the Pension
would not have the authority to make direct investment decisions.

The Board’s Executive Director would be required to contract
with various private investment firms who would diversify the in-
vestments throughout the economy. Many h‘;f pension funds al-
ready act in a similar fashion. 'Tzustees of these funds contract
with various money managers, who then invest in a wide variety of
investment opportunities. Thus, the Civil Service Pension Fund
could not be in a position to control the market any more than
other large pension funds.

IV. Protection from political pressure on the use of the fund

Fears of political pressure to direct investments in various ways
are also unfounded. The Board members, composed of the Secretar-
ies of Treasury, Labor, and Commerce, the Chairman of the Feder-
al Reserve Board, and six members appointed by the President
from recommendations of federal labor and manager or%a.nimtions,
would not have direct authority over investments. Such authority
would be vested in the Executive Director. This individual would be
appointed by the President for a seven-year term with the advice
and consent of the Senate. He would be a professional money man-
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ager from the private sector. He, as well as the Board members,
would be under the restrictions applied to tirivat:e pension investors
that require the “prudent man” rule in the practice of investing.

V. No increase in Government borrowing

Arguments have been made that investing government contribu-
tions in the private sector would require the government to first
borrow the money from the private sector and then put it back in
at a net loss. It is then argued that the government investment in
the private sector would create upward pressure on interest rates
because of increased government borrowing. No mention is made of
the effect upon interest rates of having substantial amounts of new
capital available for private investment. Nor is it pointed out that
gradual increases in government outlays for investment will be
more than offset by the tgradua.l decreases in government outlays
for benefit payments as the transition to the new retirement plan
gets underway. )

The current system actually contributes to the deficit and thus to
government borrowing because every time benefits are aid, gov-
ernment outlays ensue. Thus, the difference between employee con-
tributions and benefit payments during the year contributes to that
year’s deficit. By gradually investing the contributions in the pri-
vate sector, and by assuring that benefit payments will be drawn
from those contributions and not from annual general fund subsi-
dies, over the long-run our plan gradually reduces the effect on the
federal budget of federal employee retirement benefits.

The major difference in the impact on the federal budget of the
two systems is the point at which outlays will actuallﬁy occur. In
the current system, outlays are delayed until the benefits are paid
and then are of the amount of the benefits. In the new system, out-
lays occur when the employee’s account begins to be invested five
years after beginning empioyment. Government borrowing is not
increased by the new system; government payments in the form of
contributions are made earlier and earn income outside the govern-
ment, thereby reducing government costs. Thus, government costs
simply occur at a different point in the system’s existence and at a
savings to the taxpayer.

The real question is what happens tc the money when it leaves
the government’s hands. In the current system, it directly to
an annuitant, in the form of a benefit payment, who then spends
most of it to meet his needs. In the new system, it goes through the
hands of investors into predominately long term investments. In a
sense, one could say the current system is economically biased to-

consumption, whereas the new system bolsters investment.
As was discussed earlier, the increased formation of new capital is
an important ingredient in any program to return the economy to

prosperity.
NEW OPPORTUNITIES

Private investment opens the door to a multitude of opportuni-
ties for plan participants and for the economy. The much publi-

ized [RAs with their promises of future wealth pale in comparison
with the real returns and opportunities afforded through private
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investment of the new Civil Service Pension Fund. Private invest-
ment is synonymous with economic wealth for the individual and
for the society. For the first time, federal workers will have availa-
ble to them this same wealth. In one sense, an investment-based
retirement plan earning investment income in the private sector
shifts some risk to employees. However, in light of almost certain
changes to the current system, the proposed system is far more
protective of employee benefits and certainly more flexible than
the current one.

PROTECTIONS AND PROVISIONS FOR THE CURRENT WORKER

As mentioned many times in prior sections, the new Civil Service
Pension Reform bill mandatorily applies to only new federal em-
ployees. Yet, often voiced and reasonable concerns are what will
happen to the current system as the number of beneficiaries dwin-
dle; what assurances do the current workers have that they will re-
ceive what they were promised; and, finally, what provisions apply
to current workers who elect to join the new system?

PROTECTIONS FOR THE CURRENT WORKER

The current system has come under increasing attack in recent
years due to its cost, its unfunded liability and its benefits superior
to those found in the private sector. Benefits such as the one per-
cent kicker, and “look-back” formula, the twice-a-year cost-of-living
adjustment and the full cost-of-living adjustment applied to retire-
ment benefits received at any age have been either repealed or
changed drastically. Yet, the attacks persist. Note the recent CBS
“Sixty Minutes” presentation of the retirement system.

Our new system is designed to protect and maintain the commit-
ments made to the current work force. We feel the only way to pre-
vent further ¢ is to establish a fully funded, less costly
system for new workers modeled after a good, typical private sector
plan. By doing so, however, it is with the recognition that the cur-
rent system becomes a closed system to which fewer employees will
contribute and, hence, income to it will dwindle. Many may see
that as a potential threat to the viability of the current system. It
is not.

Income to the current system comes from a variety of sources. In
Fiscal Year 1980, income to the trust fund was as follows:

CSR TRUST FUND FINANCING, BY SOURCE: FISCAL YEAR 1980

[Doltars in billions)

Source Contributed m

Employee contributions $3.6 149
Employing agency contributions 28 116
Off-Budget agency contributions 15 6.2
Eamed interest and other income 5.0 207
Appropristions from the general fund of the U.S. Tressury 11.2 45.5
Total trust fund income 282 100.0

Sowrce: US. Budget appencix for fiscal year 1982, P. -V118.
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Since outlays in fiscal year 1980 were ap roximately $14 billion,
it appears the system is well funded. W'hil% the system is clearly

solvent, it is not fully funded. The system was intended to assure
that an employee’s actual contributions matched by his agency’s
would pay for the benefit he would later receive. In reality, today’s
contributions pay for today’s retirees. If the current system were
closed and the funding were not changed, the system would clearly
run out of money and be unable to pay the benefits for the current
work force.

Since our new proposal closes the current system, i.e., new em-
g{gyees will instead be under the new system, a mechanism to fully

d the current system must be adopted. Our proposal remedies
this in two ways. '

One, it requires the agencies to pay the full retirement costs of
their employees. Best projections reveal that the retirement cost of
a current worker is 36.8 percent of his salary. Since an employee
contributes 7 percent of his salary toward his retirement, to fully
fund a worker’s account, our bill requires his employing agency to
contribute the remaining 29.8 percent.

Two, the unfunded liabilty of the retirement system which is ap-
proximately $500 billion is amortized over a forty-year period. The
combination of these two provisions assures that adequate money
will be in the fund as every worker retires.

The sole reason the solvency of the fund is jeopardized by the
cessation of new contributions is because the system is not current-
ly fully funded. By assuring that full contributions are made annu-
ally for a worker’s benefit plus the forty-year amortization sched-
ule of the unfunded liability, there will be no need for new work-
ers’ contributions to keep the system ogerating. There will be suffi-
cient sums in the trust fund to pay the last retiree’s final dollar.

It would appear that in ing agency contributions to the re-
tirement system plus paying off the unfunded liability would have
an adverse impact on the federal budget. In fact, these changes
have no impact on the budget. Agency accounts and the retirement
trust fund are part of the same federal budget. A debit to an
agency account in the form of increased contributions is an asset to
the retirement fund in the form of additional holdings. The overall
i:gd%et d?; tfmt affected; it is simply an accounting transfer within

e bu

The same is true for the amortization of the unfunded liability.
Paying off the unfunded liability will require that the current pay-
ments from the general revenues of thx:q‘reasury to the retirement
fund be increased. Again, however, there is no budgetary effect.
Both accounts are within the federal budget.

The only action in the retirement system that affects the budget
is the payment of benefits to retirees and contributions to the fund
from employees. All other transactions ‘have no budgetary effect.
The moneéli\s Sil?;&ly transferred from the general fund to the re-
tirement d. y fundx:g the current system will assure that
the level of benefits promised to the current work force will be paid.

As mentioned previously, our new proposal is predicated on the
fact that the current system will remain unchanged for those who
elect to remain in it. One of the pu written into the new leg-
islation is to guarantee the right of all current workers to enjoy
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the current level of benefits of the system. In other words, as best
we can, Congress is making a commitment not to change the level
of benefits under the current system after the enactment of the
new legislation.

In addition, current workers will receive an annual statement
valuating their current level of benefits. Instead of knowing the
amount of their own contributions, workers will be apprised of the
current value of their benefits. This is designed to legally strength-
en their ties to a certain benefit. The courts have consistently held
that publicly provided retirement benefits are a statutory entitle-
ment which Congress or the legislature can change at any time, a
Congressional prerogative exercised with increasing frequency
during these years of severe budgetary restraint. Furthermore, the
courts have held that the employees under these systems do not
have any contractural rights to the benefits. In our plan, however,
the annual provision of a valuated benefit plus a statement guaran-
teeing an employee’s rights to the current level of benefits
strengthens the legal ties to that benefit. While one Congress
cannot bind another, establishing these greater rights to existing
benefits would make them more protected than they are now.

OPTIONS TO CURRENT WORKERS WHO ELECT TO JOIN THE NEW SYSTEM

While the new system is designed for new workers, there are op-
tions allowing current workers to join. The new system contains a
number of advantages over the current system, i.e., increased por-
tability, ater flexibility, better survivor and disability protec-
tion, and better benefits for full career employees.

Most employees, when they join government, do not plan to
make it a career. However, the current retirement system inhibits
workers who have served for a number of years from leaving. If
they do, they lose virtually all of their benefits. Under this new
plan, an employee is not penalized for leaving government early to
pursue another career. As was discussed in other sections, an indi-
vidual can leave government after five years and take with him all
the government contributions, his own contributions, and any accu-
mulated earnings on those contributions. He could also draw an
immediate annuity, or defer it to a later date and allow it to con-
tinui to draw earnings. This will be a great attraction for current
workers.

In recent years, pay caps and benefit cuts have made govern-
ment work unappealing and at times discouraging. Government
workers, though, often cannot afford to switch jobs and lose their
retirement rights. In addition, and in some cases, more important,
they should not be unprotected for disability and survivor benefits
when they do separate from their government jobs. The new plan
protects workers from these situations. The more lenient vesting
requirement in the new plan described above provides alternatives
to workers who may wish to leave government early. Social secu-
rity covera%: ensures continued disability and survivor protection
between jobs. We feel these benefits alone will attract a large
number of current workers to the new system. In addition, with
the recent imposition of the Medicare tax on the current work

- force, current workers will find joining the new system to be finan-

Approved For Release 2010/03/01 : CIA-RDP89-00066R000100120002-9



o e = s

Approved For Release 2010/03/01 : CIA-RDP89-00066R000100120002-9
22

cially attractive. A current worker could have greater disposable
income by participating in the new system since the only manda-
tory contribution is the social security tax which is 6.7 percent of
the first $35,700. This compares to the 7 percent contribution under
the current retirement system, plus the 1.3 percent Medicare tax.
Alternatively, the additional income could be used to participate in
the thrift plan.

A current worker who joins the new m must participate in
it for five years (except for survivor benefits, which are earned gen-
erally after 18 months) to enjoy all its benefits. As an incentive to
join the new system, two buy-out options of his current retirement
credits are provided. In the first option, the government would
match dollar for dollar the employee’s total contributions to the
current system, and appalﬁ a factor of five percent to represent in-
terest compounded for of his years of employment. This sum
would be transferred to the new system.

In the second option, the present value of accumulated future
benefits is computed, using an inflation factor of six percent. As in
the first option, this new sum would be transferred to the new
system to the employee’s account. The first option is more benefi-
cial to those with less than about thirteen years of service; the
second option is more beneficial to workers ‘with service greater
than thirteen years. Here’s an example:

Assume an employee entered government at age 25 with a start-
ing salary of $10,000 and received annual é)ay increases of six per-
cent. At age 30 the first option would yield him $9,100; the second
option, $4,400. At age 45 the first og:ion would yield him $81,400;

second option, $125,000. Remember that these sums are in the

name of the employee and are available to him if he decides to

};ave government after participating in the new system at least
ve years.

Moreover, protections are afforded to those current workers who
join the new system but for some reason fail to meet the vesting

uirement of five years. In those cases, the current workers may
either withdraw their own contributions or their years of service
will be recredited to the current retirement system.

For example, assume an employee has worked fifteen years
under the current system. He then I_i'oi.r:xs the new system, and he
chooses one of the buy-out options. He works for three more years
under the new system and then resigns. He may either withdraw
the contributions he originally made under the current system plus
any contributions to the new thrift plan, or he may have his full
eighteen years recredited to the current system. This arrangement
protects a current worker who joins the new system from unfore-
seen circumstances which could disrupt his working career and
cause him to lose everything. .

While the new system is specifically designed for a new work
force, the aforementioned features make it very attractive for cur-
rent workers to join. The flexibility and portability of the benefits
in the new system would certainly lure those who have not yet de-
cided that they want to make government work a career. The spe-
cial buy-out options kProvide a great incentive to a current worker
who desires to quickly build a substantial retirement fund for his
later years. Many current workers will find this new system very
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appealing. Those who do not will likely be protected from further
changes.

INCOME PROTECTION IN THE EVENT OF ILLNESS OR INJURY

Up until now, we have concentrated strictly on the retirement
art of our proposal to restructure the Civil Service Retirement
ystem. Another major improvement is in the protection a worker

would have upon becoming temporarily disabled, totally and per-
manently disabled, or sick for an extended period of time.

Contrary to popular opinion, the current sick leave and non-work
related disabling systems fail to adequately protect workers from
long illnesses or disabling injuries. (Work related injuries will con-
tinue to be covered under the Federal Employee Compensation Act
and are not affected by any changes in our proposal.) Long illnesses
or injuries requiring long recuperation periods can be financially
devastating.

Federal sickness and disability protections pale in comparison to
typical private sector coverage. Good private sector coverage usual-
ly includes a combination of sick leave, accident and sickness insur-
ance, and long term disability protection. While the federal govern-
ment now offers fairly generous sick leave benefits, long term dis-
ability protection is inadequate, and protection is virtually non-
existent for individuals who exhaust their sick leave because of a
recurrent illness or the need to recuperate from sickness or injury.

Currently, each full time employee receives 13 days of sick leave
a year, or four hours every two weeks. Unused sick leave may be
accumulated for future use. These sick leave days are designed to
cover short term absences with accumulated unused leave intended
to provide t.grot:ection against longer term absences. This arrange-
ment, for the most part, is the only financial f)rotection the em-
pl%ee has for all illnesses or injuries, short and long.

e only other protection available to federal workers for long
illnesses or disabling injuries is that offered by the disability retire-
ment program. That protection is limited, however.

1. An employee is not vested for disabilitiy retirement until he
has served for five i'ears or more in the federal government.

2. Until the employee serves in the government for 22 years, his
maximum benefit will be 40 percent of his high three average

3. Disability retirement is the only option for an employee who
exhausts his accumulated sick leave even if the illness or disabling
injury is of a temporary nature. Once an employee chooses to retire
on disability, he is no longer guaranteed the right to return to his
old job upon recovery.

Our proposal revamps the sick leave and disability systems for
those who come under the new retirement plan, namely all new
federal workers and those current workers who elect to join the
new system. Current workers who do join will be required to ex-
haust their accumulated sick leave before using the benefits under
the new system. Current workers who prefer to stay in the current
retirement m would not be affected by any of the proposed
changes to the sick leave and disability systems. Our proposal is
patterned after good private sector systems.
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SHORT TERM PROTECTION

Our proposal provides for seven days of non-accumulating sick
leave. These days are designed to cover employees’ medical ap-
pointments and minor illnesses. Over the years, average usage of
sick leave in the federal work force has approximated eight days a
year. However, that usage included time for both long and short
term absences. Since long term absences will be covered by other
arrangements discussed below, the annual provision of seven days
oﬁ:lick lti:ve will be fully adequate for short term protection of fed-
eral workers.

INTERMEDIATE PROTECTION

The absence of adequate protection for long, but not necessarily
permanent, absences is the current system’s greatest failing. This
1s particularly true for employees early in their careers. The sole
way in which employees gain financial protection from long ill-
nesses and injuries is to refrain from using sick leave. If employees
use an average of eight days of sick leave per year, an average em-
ployee would need 25 years of service to be protected from a six-
month absence, certainly a not unheard of length of time for recu-
peration from a serious illness or injury. Even an employee who

-uses absolutely no sick leave would require ten years to accumu-
late such time.

Our proposal fully tgrot:ects an individual in such a situation
from the first day on the job. The provisions covering sickness and
accident insurance protect workers up to six months for each seri-
ous illness or accident. Coverage begins at 100 percent of gross pay
for a few weeks, declining to 80 percent and then to 60 percent
over a 26-week ﬁlod, after which other longer term disability pro-
tection begins. ployees with more years of service have more
weeks of protection at 100 percent of pay, then 80 percent, etc.

For example, an emg:loyee with two years of service has two
weeks of coverage at 100 percent, six weeks at 80 percent and 18
weeks at 60 percent of pay. Someone with five years of service or
more has five weeks of coverage at 100 percent, nine weeks at 80
percent and 12 weeks at 60 percent of pay.

This schedule renews itself with each new occurrence of an ill-
ness or injury. Each illness or injury will have a generally pre-
scribed period of expected recovery established by the Pension
Board. Say a specific kind of back surgery may warrant 16 weeks
of recovery. If an emtployee of ten years has back surgery, he will
receive seven days of sick leave, plus five more weeks all at 100
percent of pay, nine weeks at 80 percent and the remaining week
at 60 percent. If that same employee returns to work and receives
a new injury with a scheduied four-week recovery period, those
four weeks are again insured at 100 percent of his pay.

LONG TERM DISABILITY PROTECTION

If a disabling sickness or injury causes an employee to exhaust
COV! under the sickness and accident insurance provisions, he
will be entitled to a short term disability benefit. This benefit ex-
tends up to 18 months and pays 60 percent of an employee’s pay
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(offset by any social security disability benefits received). Compara-
ble protection under the current system is provided under the dis-
ability retirement provisions which generally only pay 40 percent
of the average of the high three years of pay. Moreover, entitle-
ment to disability protection available under the current system
does not vest until an employee works for five years in the govern-
ment. Vesting in the new system occurs after the first year of em-
ployment. In addition, because social security protection is earned,
and therefore carried to virtually all employment in society, em-
ployees leaving their federal jobs would not undergo periods with-
out any disability protection as they enter new employment.

Under our proposal, disability beyond two years will be covered
by long term disability provisions. To qualify for long term disabil-
ity, one must either be deemed disabled under the Social Security
Act, in which case the employee will receive 60 percent of his pay
until death or restoration, or be unable to work in any federal job
in his commuting area, in which case he will receive 40 percent of
pay. If the employee is capable of working in any federal job in his
area, he will be guaranteed the next available position for which
he is qualified. He will receive the greater of the pay of his new
position or 60 percent of the pay of his original position and will be
entitled to pay retention provisions in current law. This would
assure a gradual reduction of pay in the case where the individual
was disabled from a high paying position and was placed in a lower
paying job. This fairly complex arrangement is to be compared
with the current disability system’s benefit of approximately 40
percent of pay, with no reemployment guarantee.

Taken together, our proposed redesign of the sick leave and dis-
ability systems provides for a more extensive coverage for sickness-
es and injuries. The five-year gap or vesting period in the current
law is closed. Protection for long but temporary disability is far
greater in the new plan. Even long term disability coverage is more
generous in the new system. Finally, an employee who leaves gov-
ernment before retirement will no longer face periods of no disabil-
ity protection due to the portable disability coverage provided for
in the social security benefit.

12-547 0 - 83 = 3
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II. SECTIONAL ANALYSIS
TrrLE I—CriviL SErvIcE PENSION SYSTEM

SUBCHAPTER I——DEFINITIONS

§8401. This section establishes various definitions for the new
pension system.

SUBCHAPTER II—CIVIL SERVICE PENSION SYSTEM

§8411. Civil service pension system; participation

The bill establishes a new civil service pension system. The new
system consists of a defined contribution plan and a thrift or sav-
ings plan. This section provides that all employees who were hired
or regu-ed into federal service after the enactment date of this bill
will be covered by these new pension provisions. Employees under
the current Civil Service Retirement System have the option of
choosing coverage under the new system or continuing to partici-
pate in the current Civil Service Retirement System.

§8412. Defined contribution plan

All employees in the new system are mandatorily covered under
the provisions of the defined contribution Yalin Employees do not
contribute, however, to the contribution plan. Each agency must
contribute into the account of each covered employee an amount
equal to 9 percent of the first $20,000 of annual basic lg:y plus 16
percent for evezg' dollar of basic pay over $20,000. The $20,000
figure will be indexed to rise at a rate equal to the percentage of
each year’s pay adf'\\du;htment under the General Schedule. Also, the
Secretaries of the Military Departments will have to contribute to
the fund at this rate for the years a participant served as a
member of the uniformed services. This requirement generally does
not apply to those who are entitled to military retired pay.

§ 8413. Thrift savings plan

All employees in the new system may voluntarily participate in
the thrift or savings plan. If they choose, they may contribute as
much as 16 percent of their annual salary. The employing agency
must match that amount dollar for dollar up to a 3 percent of
salary maximum. All government contributions to both the defined
contribution and thrift plans are paid by the agency out of appro-
priated salary and expense funds.
8§ 8414. Annuity: Vesting; payment method; amount

Employees Fartidpating in the new system are vested after five
full years of federal service under the system. After being vested,
the employee has the right upon separation from federal service to

@7
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elect a monthly annuity based on all funds in his or her individual
account including all returns on investments, past and future. The
Board will tgt'escribe the methods of payment of annuities. The
amount of the annuity will be based actuarily on the employee’s
age at the time the employee separates or at a later date elected by
the employee. A reduced annuity will be available to provide survi-
vor benefits for the employee’s spouse in the amount of 55 percent
of the monthly annuity payable on the day before the death of the
annuitant. Increasing annuities will also be available to hedge
against inflation.

§ 8415. Deferred retirement; withdrawal in lieu of annuity

A vested employee who separates from federal service may elect
in writing to take an annuity at a date after separation. The annu-
ity amount will be based actuarily on the individual’s age at the
date the individual is to begin receiving the annuity. The individu-
al may also elect to receive all the money in his or her account in
one lump sum payment.

§ 8416. Death benefits

If a participant dies before receiving an annuity, a death benefit
in the term of a monthly annuity or lump sum payment based on
the balance of the deceased employee’s account will be paid to his
or her survivor(s).

§ 8417. Civil service pension fund

A new Civil Service Pension Fund is created consisting of all gov-
ernment contributions to the defined contribution plan, all employ-
ee and government contributions to the thrift plan, and all returns
minus any losses on investments of these contributions. The sums
in the fund are to be used only for investment, the payment of
benefits and the payment of expenses incurred in the administra-
tion of the fund. sums in the fund are not subject to execution,
levy, attachment, garnishment or other legal process except for cer-
tain obligations to provide child support or alimony.

§ 8418. Investment of the fund

The funds will be invested initially totally in government securi-
ties with the funds slowly being infused into private sector invest-
ments over several years. Investments of the contributions to the
defined contribution and thrift plans will be moved to the private
sector in varying ways. Investments mandated to be made in gov-
ernment securities are guaranteed a 2 percent real rate of return.

For the first ten years of the new system, all contributions to the
defined contribution plan must be invested only in government se-
curities. For the next teg_’zeam thereafter an additional 10 percent
per year of all new contributions will be transferred to private in-
vestments until the 21st year of the plan when all the then new
contributions will be invested through the private sector.

In the first of each employee’s participation in the thrift
plan, all contributions, government and employee, will be invested
only in rnment securities. The second through the fifth year,
the employee contributions will be invested through the private
sector and the government contribution will remain in government
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securities. From the sixth year on, all new contributions will be in-
vested through the private sector.

Once the twenty-year cycle is completed, the government contri-
butions fcr the first five years of each new participant will be in-
vested in government securities. Every year thereafter all new con-
tributions for that participant will be invested through the private
sector. Earnings on these investments from the defined contribu-
tion and thrift plans will be credited to the participating employ-
ee’s account on a pro rata share basis. Each employee will deter-
mine what type of investment (private) and how much of their fund
to each investment shall be made.

§ 8419. Administrative provisions

Each participating employee will have an individual record
maintained showing how much money has been contributed by the
employee and the government to both the defined contribution and
thrift plans, how much of each is maintained in both public and
private investments, the accumulated earnings from such invest-
ments, and disbursements from the individual’s account upon sepa-
ration or death. Each year the employee will be given a copy of
this record of his or her account. )

§ 8420. Transition provisions

Employees under the current retirement system are given the
opportunity to join the new pension system. Such employees must
elect in writing to join the new system. Employees electing to ‘“buy
into” the new system will have their credit in the old system satis-
fied by transferring money into an account in the new system.

The amount of money transferred to the new system will be the
greater of the following two formulas. The first formula is equal to
the employee’s unrefunded contributions in the current system
matched by an equivalent amount of government contributions.
Each year’s worth of contributions will receive five percent inter-
est, compounded annually up to the time of transfer to the new

The second formula is equal to the present value of the accumu-
lated benefits the employee has earned as a result of the employee
and government contributions. This amount, actuarily determined,
will assume an average annual increase in cost of living of six per-
cent. The greater amount of these two formulas will be transferred
to an account in the new system for the electing employees.

An electing (transferring) employee must remain in federal serv-
ice for five years after transferring to receive the full benefit of
these amounts.

If an employee converts to the new system but separates before
vesting in the new system, that employee may revert to coverage
under the old system or be refunded his contributions to both sys-
tems.

§ 8421. Payment of benefits; commencement, termination and
waiver of annuity

The payment of an annuity will be on a monthly schedule. Pay-
ment will begin upon separation or date after separation elected by
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the employee. The annuity terminates upon death of the annuitant
or survivor.

§ 8422. Audit

The Comptroller General shall, not less frequently than eve
two years, conduct such audits of the financial condition as he s
deem necessary.

SUBCHAPTER III—ILLNESS AND ACCIDENT INSURANCE BENEFTTS:
DISABILITY COMPENSATION

§ 8451. Definitions

This section gives a few basic definitions for the new Illness and
Accident Insurance Program which will replace the existing sick
leave system for participants. The most important one is the basic
definition of “disabled.” A participant is d?s?ab led if he is unable,
because of disease or injury, to render useful and efficient service
in the participant’s position, and is not qualified for reassignment,
under procedures to be established by OPM, to a vacant position.

§ 8452. Iliness and accident insurance benefits

A new benefit structure has been established to pay eligible em-
ployees for periods of incapacitation to perform the duties of their
position. Only those employees participating in the new pension
:Kstem are covered. The illness and accident insurance portion of

e overall pro covers incapacitation for periods of 26 weeks
or less. In such a situation where the employee is temporarily

- unable to perform the duties of his or her position, the employee
receives graduated percentages of his or her basic pay, decreasing
from 100 percent to 60 percent, for specified numbers of weeks, up
to a maximum of 26, depend.ing upon length of service. Emg:loyees
must meet a waiting period of five work days to qualify for this
benefits terminates upon restoration of capacity of employee, expi-
without pay to fu.lﬁﬁ this waiting period. Entitlement to these
benefits terminate upon restoration of cadpadty of engloyee, expi-
ration of applicable recovery period provided in schedule of impair-
ments, expiration of prognosis period provided by authorized physi-
cian, or expiration of the 26-week period. These benefits are paid
from the agency’s salary and expense appropriation account.

§ 8453. Short term disability compensation

If an employee is determined to be disabled for federal service -
based on a physical examination which will be required by OPM,
the employee is entitled to receive a monthly short term disability
payment of 60 percent of basic pay for the period after accident
and sickness insurance terminates but no longer than 24 months
from date of disability. If the employee is also receiving social secu-
rity disability benefits, that amount is subtracted from the short
term disability benefit provided by this section.

§ 8454. Long term disability compensation

An employee who, at the end of the 18 months of short term dis-
ability is still determined to be disabled based upon an agﬁmpriata
physical examination, and who cannot be placed by O in an-

Approved For Release 2010/03/01 : CIA-RDP89-00066R000100120002-9



Approved For Release 2010/03/01 : CIA-RDP89-00066R000100120002-9

other position for which physically qualified, must be separated
and is entitled to a long term disability payment. This payment is
40 percent of the monthly rate of basic pay if not considered dis-
abled by social security or 60 percent of his monthly salary minus
an amount equal to his social security monthly d.lsag ility benefit if
he meets the :glcial(;%ecurity dxsfablzlhty teft. If the socxaﬁ sgmctlxlrity
payment is eq to 60 percent of the employee’s salary, he will re-
ceive, as a minimum, $50 a month in addition to his social security.
In either instance, the long term disability payment is reduced by
the amount of annuity which the employee is entitled to receive
from the Pension Fund.

§ 8455. General provisions

Any participant receiving illness and injury benefits, short term
disability compensation, or long term disability compensation shall
be examined by a physician under the direction of OPM or the
Board, as appropriate, as the case may require. Any participant
who fails to submit to the examination shall not be entitled to the
benefits or compensation provided for. An employee who is deemed
physically qualified for a federal position must be placed by OPM
in any such vacant position in the employee’s commuting area. The
employee will receive the greater of his new salary or 60 percent of
his original salary. Also, any participant who is offered placement
to an appropriate position within a reasonable commuting area and
who re placement is not entitled to such disability compensa-
tion.

SUBCHAPTER IV—CIVIL SERVICE PENSION BOARD

§ 8491. Establishment of Civil Service Pension Board

An independent agency referred to as the “Civil Service Pension
Board” in the executive branch will oversee the new system. The
Board will consist of 11 trustees: the Secretaries of Treasury, Com-
merce and Labor, the Chairman of the Federal Reserve Board, and
six members appointed by the President. These six appointees will
come from individuals recommended by management and employee
organizations.

An additional Presidential appointee will be an Executive Direc-
tor for the Board whose experience must include management of
financial investments. The Director will be appointed for seven

years.
The Board will meet at least four times a year and at the call of
the Director to perform the functions of the Board.

§ 8492. Functions

The duties of the Board consist primarily of oversight, of the
process for negotiatinf contracts with private investment firms and
of the performance of those investments. The Board will establish
policies for managing the fund. The Board will determine the types
of investment categories and number of options for investment
which will be offered to participating employees. Lastly, the Board
will oversee the actions of the Executive Director. The Executive
Director will be the chief operating officer of the Board and will
preside at the meetings of the trustees.
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§ 8493. Powers and administrative provisions

The Board may disapprove any investment action of the Execu-
tive Director by obtaining seven votes of the trustees against any
such action. A similar seven votes can direct the Executive Direc-
tor to take other actions, except with regard to investments, the
Board considers necessary to carry out the provisions of the new
system. The Board may prescribe rules to carry out the provisions
of the new system. The Executive Director has the authority to
staff and to pay the personnel of the agency. The Director’s pri-
mary responsibility will be to negotiate contracts with private
sector firms for investing the money of the pension fund. The Di-
rector will also provide the information and procedure for employ-
iees to make the necessary investment decisions called for by regu-
ations.

The contracts for investing these funds will call for maximum
return on the investments while using prudent financial investing
criteria.

§ 8494. Fiduciary responsibilities

The members of the Board (trustees) and those individuals in a
private business with whom the Board negotiates a contract for in-
vestment pu.t?osa must meet fiduciary responsibilities similar to
those called for in ERISA. These irements require prudent,
sound investment of the funds which ce maximizing returns
while minimizing risks.

Trrue [I—~MISCELLANEOUS AND CONFORMING AMENDMENTS

AMENDMENTS TO SECTION 5315 OF TITLE 5

Sec. 102. The Executive Director of the Civil Service Pension
Board will be paid at the Executive Level II rate of pay.

AMENDMENTS TO SECTION 5363 OF TITLE 5

Sec. 201. The pay retention provisions of this section are amend-
ed to include a special pay retention provision for those individuals
who take a lower ed position under the new disability provi-
sions. The normal pay retention process would be follow except
that a floor of 60 percent of the of the employee’s higher
graded position, held at the onset of disability, would be imposed.

AMENDMENTS TQ SECTION 8307 OF TITLE 5

Sec. 202. Employees covered under the new pension system are
also covered under new sick leave provisions. They earn seven days
of sick leave a year immediately upon hiring and each anniversary
date after that. Any days un at the end of the anniversary
year are lost and do not accumulate. This sick leave can be used
under the same conditions as current sick leave is used.

AMENDMENTS TO CHAPTER 83 OF TITLE 5

Sec. 203. This section requires each agency to contribute to the
current retirement fund the true cost of current employees’ retire-
ment benefits. These costs are based on dynamic assumptions. This
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section also requires the Treasury to pay off the current unfunded
liability amortized over 40 years. The purpose of this section is to
fully fund the current retirement program.

Also, an individual covered by the current retirement provisions
who separated from the federal service, kept his money in the re-
tirement fund and is rehired under the new pension system will
upon retirement have the old retirement benefit computed on the
years of service and high three years pay in effect at the time of
Initial separation. Additionally, all employees under the current
system will be given an annual statement of the value of the bene-
fits in their retirement account.

Sec. 204. This provides for court ordered survivors’ annuities,
under chapter 83, making it comparable to the existing court or-
dered share of the no annuity. It also provides that OPM will
reduce a full annuity to provide the appropriate survivor annuity,
unless notified to do otherwise.

ADDITIONS TO CHAPTER 83 OF TITLE 5

§ 8349. Annual statement

Employees choosing to remain under the existing Civil Service
Retirement System will be provided with an annual statement of
the present value of the future benefits payable to the employee.
This present value will be determined actuarialy based on the cred-
itable service and average pay of the employee on the last day of
the fiscal year.

§ 8350. Applicability

Unless otherwise specified, amendments made to Chapter 83 (by
this law or the new provisions of Chapter 84) are applicable only to
those employees who are covered by the new pension system.

AMENDMENTS TO CHAPTER 89 OF TITLE 5

Sec. 205. The Office of Personnel Management is authorized to
devise Medicare wraparound plans with the major carriers. That is
necessitated by the coverage under Medicare of federal employees
in the new retirement system.

CONFORMING PROVISIONS FOR OTHER RETIREMENT SYSTEMS

Sec. 206. Organizations whose employees are covered by the cur-
rent retirement system and which are considered “off budget” will
be required to pay the true dynamic cost of their employees’ par-
ticipation in the current system.

TrrLE III—SOCIAL SECURITY AMENDMENTS

SOCIAL SECURITY COVERAGE FOR NEW FEDERAL EMPLOYEES

Skc. 301. Employees who are mandatorily or voluntarily covered
by the provisions of the new pension system will in paying the
social security old a.% , survivors, disability and Medicare taxes as
of Janu 1, 1984. Federal service on and after that date will be
considered service creditable toward attaining social security cover-
age. Employees will have to meet the same quarters of coverage for
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attaining eligibility as private sector employees; ie., up to 40 quar-
ge:s ﬁfor retirement and 20 quarters for disability and survivors
nefits.

No current federal annuitants are affected by the provisions of
TrrLe [V—AUTHORIZATION AND EFFECTIVE DATE
FIRST YEAR EXPENSES OF THE SYSTEM

Sec. 401. Startup costs for the system will be met by appropri-
ated funds.

EFFECTIVE DATE
Sec. 402. January 1, 1984 is the effective date for Titles I and II
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III. REPLACEMENT RATES BY THE CONCRESSIONAL
RESEARCH SERVICE, THE LIBRARY OF CONGRESS

SOCIAL SECURITY II-B ECONOMIC ASSUMPTIONS

The following tables compare an individual’s retirement benefit
under our legislation versus the current system. The tables reflect
benefits at a variety of ages and salary levels. The non-bracketed
numbers reflect the percentage of one’s gross preretirement earn-
ings of his final salary. In other words, the retirement benefit is
described as a percentage of his final salary. For example, 72.3
means a retiree will receive 72.3 percent of his final salary as a re-
tirement benefit. The bracketed numbers are a percentage of one’s
net preretirement earnings, or after tax earnings. This is signifi-
cant because unlike civil service retirement benefits, social security
benefits are not taxed. Thus (101.9), means the value of one’s after
tax retirement benefit versus his after tax salary.

Table I describes an individual who retires at age 65 with 40
years of service and who receives an indexed annuity of four per-
cent. Inflation is also assumed to be four percent.

Table II describes the same person who receives a fixed or non-
indexed annuity.

Table III describes someone retiring at age 55 with 30 years of
service and who receives an indexed annuity. Note at age 62 the
jump in benefits under our plan. This is due to the commencement
of the social security payment.

Table IV describes the same person who receives a fixed annuity.

(35
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TABLE I

Purcencage of Gross and Net Preretirawent Laruings Replaced
by aa Indexed Anauity For Emplcyees Retiring
at Age 65 with 40 years of sarvice
{net in parenthesis)
(iadexiag = 4 percent annually)

’ Full value
Value of Value of of bdenefits
Selectad benafits without Dbenafits from including
general Current participating amployer con- employes
schedule CSks ia thrifc cributions only concributions
LoW ceceee 65 72.3 66.2 76.1 85.9
(102.5) €90.9) (101.9) (113.2)
essess 70 72.3 66.2 76.1 85.9
(85.3) {90.9) (101.9) (113.2)
sesees 80 72.3 . 66e2 76.1 85.9
(85.1) (90.9) (101.9) (113.2)
Mid coeues 85 72.3 58.0 67.2 76.3
(127.9) (89.9) €100.7) (110.5)
cevese 70 72.3 8.0 67.2 76.3
(89.5) (89.9) (100.7) (110.5)
essees 80 72.3 58.0 67.2 76.3
(89.3) (89.9) (100.7) (110.3)
High eeee. 65 72.3 67.4 77.9 88.8
(l12¢9.1) (100.4) (112.0) (122.6)
esces 70 72.3 67.4 77,9 88.8
(89.3) €100.4) (112.0) (122.6)
sesve 80 72.3 67.4 77.9 88.8
(89.3) (100.4) (112.0) (122.6)
Postal ... 65 72.3 71.3 82.4 93.5
(105.8) (98.7) (311.7) (124.1)
wes 70 72.3 71.3 82.4 93.5
(85.8) (98.7) (111.7) (l24.1)
ese 80 72.3 71.3 82.4 93.5
(89.5) (98.7) (111.7) (124.1)

Note: Assumes thrift plan of 100 perceat eaployer aatch of eaployee concri-
butica to 3 percent of salary. All economic assumpcions, and documentation of
sathodology and “selected general scheduls” carser histories ars detailed in:

U. S. Congrass. Sensts. Committes ou Covernmental Affairs. Restructuring the
Civil Servics Retiremeac System: Asalysis of Options to Coatrol Coscts and Main~
tain Recirement Iacome Security. Committee Princ, 97d Cong., lst Sess. Washington,
U.S. Govt. Priac. Off., 1982.

Source: Coangressional Research Service.
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TABLE I1I

Percuntage ol Gross and Net Preretirement Carnings Weplaced
by a Nonindexed Annuity For Employees Retiring
at Age 65 with 40 years of service
(net in parenthesis)

Full value
Value of Value of of benefits
Selected Currant benafits without benefits from including
general CSRS participating employer coa- employee
schedule (indexed) ia thrifc tributions only coatributions
LOW cvoees 65 72.3 76.5 89.7 103.0
(102.5) (102.4) (117.3) (132.0)
essese 10 72.3 69.4 80.3 91.2
(85.3) (94.5) (106.9) (119.1)
socses 80 72.3 58.8 66.1 73.5
(85.1) (82.3) (90.8) (99.1)
Mid ceveee 63 72.3 7.2 83.5 95.8
(127.9) (105.0) (117.9) (129.6)
escess 70 72.3 62.1 72.2 82.3
(89.5) (94.7) (106.2) (116.7)
eseses B0 72.3 48.3 55.3 62.1
(89.5) (78.3) (86.6) (94.8)
Bigh cceee 65 72.3 83.5 98.2 112.9
(129.1) (117.8) (131.4) (145.0)
esees 70 72.3 72.1 84.2 96.2
(89.3) (106.0) (118.4) (129.6)
eeees 80 72.3 55.0 63.2 71.3
(89.5) (86.4) (96.1) (105.1)
Postal ... 65 72.3 83.5 98.5 113.5
(105.8) (113.0) (129.6) (145.1)
ese 70 72.3 75.1 87.4 99.7
(85.8) (103.2) (117.4) (130.38)
eee 80 72.3 62.4 70.7 79.0
(89.5) (88.3) (98.0) . (127.8)

Note: Assumas thrift plan of 100 percant esployer astch of eaployae con=
tribution to 3 perceat of salary. All economic assumptions, and documentation
of mathodology and “"selected gensral schedule”™ career histories are detailed in:
U. S. Congress. Senate. Coammittee on Govermmental Affairs. Rescructuring
the Civil Service Ratirement Systes: Analysis of Options to Control Costs
and Maintain Retiresent Income Security. Committee Print, 97d Cong., lst Seas.
Washingtoa, U.S. Govt. Prianc. Off., 1982.

Source: Coagressional Research Service.
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TABLE III

Percontage of Grues sad Net Pracetiremant tarulngs Replacad
by an Indexed Annuity For Caployaas Retiring
ac Age 55 with 30 years of service
(net in paranchesis)
(ladexing = 4 paerceat annually)

Full value
Value of Value of of benefits
Selected benefits without benafits froa includiag
general Current participating amployer con-= eaployee
schedule CSRs in chrife tribucions oaly coatribucions
Low ceveee 55 33.4 14.8 19.7 2,7
T (73.9) (20.3) (26.1) (31.7)
censes 62 53.4 43.0 48.0 52.9
(65.2) (59.7) (63.5) (71.1)
cecees 70 53.4 43.0 48.0 52.9
(64.2) (60.1) (66.4) (72.2)
Mid veeeee 53 52.5 18.1 22.5 27.0
(89.8) (26.8) (32.9) (38.7)
seeces 62 52.5 3.6 39.1 43.5
(69.5) (55.4) (61.5) (67.3)
sseeee 70 52.5 34.6 39.1 43.5
(69.5) (56.0) (62.2) (68.2)
High ceeee S5S 53.4 24.6 30.2 35.9
(92.3) (35.9) (43.1) (50.0)
esvee 62 53.4 41.0 46.6 52.3
(70.5) (64.6) (71.9) (78.8)
eveee 70 53.4 41.0 46.6 52.3
(70.6) (65.3) (72.7) (79.7)
Postal ... 55 53.4 18.3 24.1 29.9
(76.0) (24.6) 31.7) (38.0)
e 62 53.4 48.3 54.1 59.9
(65.8) 67.8) (74.5) (8l.1)
see 70 33.4 48.3 341 59.9
(65.0) (68.6) (75.4) (82.1)

Nota: Assumes thrift plaa of 100 pstcent smployer astch of employee con-
tribution to 3 perceat of salary. All aconomic assumptions, and documancation
of aschodology and "seiected general schedule career” histories are detailed
ia: U. S. Congress. Senate. Cosmittee on Governmeacal Affairs. Restructuring
the Civil Servics Retiremeat Sysces: Analysis of Optioas to Control Costs
and Mafatain Retiremeat Iocome Security. Committee Print, 97d Coang., lst Sess.
Washiagton, U.S. Govt. Princ. Off., 1982. .

Source: Coongressional Research Service.
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TABLE IV

FYercentuge ol Cross and et Prarcetirement Larnings Keplaced
by a Noanindexed Annuity For Employees Retiring
at Age 55 with 30 years of service
(net in paraencthesis)

Full value
Value of Value of of benefits
Selected Current benefits without benefits from including
gensral CSRS participacing eaployer con- employee
schedule (indexsd) ia thrife tributions only coacributions
Low <coeee 55 53.4 22.0 29.3 36.6
(73.9) (28.7) (36.9) (45.1)
eveses 62 53.4 44.9 50.5 56.1
(65.2) (62.0) (68.4) (74.7)
ceseee 70 53.4 40.4 &h.S 48.6
(64.2) (56.3) (62.2) (67.1)
Mid ceeeae 55 52.5 26.9 33.5 40.1
(89.8) (38.6) (46.9) (54.9)
eevese 62 52.5 36.9 42.0 47.0
(69.5) (58.6) (65.4) (71.8)
eesces 70 52.5 3l.4 3s.1 38.8
(69.5) (51.7) (56.7) (61.8)
High eeaes 55 53.4 36.5 46,9 53.3
(92.3) (50.8) (60.7) (70.0)
esece 62 53.4 44,2 50.5 56.3
{70.5) (68.7) (76.6) (84.4)
ceees 70 53.4 36.7 4l.4 46.0
(70.6) (59.4) (65.8) (71.9)
Postal ... 55 33.4 27.3 35.9 4.5
(76.0) (34.9) (4b4.6) (54.3)
eee 62 53.4 50.7 57.2 63.8
(65.8) (70.5) (78.0) (85.4)
ees 70 53.4 45.1 49.9 54.7
(65.0) (64.7) (70.5) (76.0)

Rote: Assuses thrift plan of 100 percent match employer of employee con=
tribution to 3 percent of salary. All economic assumptions, and documentatiou
of msthodology snd “selscted general schedule” career histories are detailed in:
U. S. Congress. Senate. Committee on Governmeatsl Affairs. Restructuring che
Civil Service Retirement System: Analysis of Opcions to Control Costs and Main—
tain Rectirement lncome Security. Cosmittee Print, 97d Cong., lst Sess. Washingtoa,
U.8. Govt. Priar. Off., 1982.

Source: Congressional Research Servica.
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IV. EXAMPLES OF SURVIVOR BENEFITS

Salary replacement rates for families of federal employees who
die while working or after retirement are better, in most instances,
under our plan than under the current system.

This is primarily because the survivor under social security re-
ceives from 72 percent to 100 percent of the annuitant’s social se-
curity benefit after death. By contrast, the current Civil Service
Retirement System continues only about 55 percent of the annu-
itant’s benefit.

The tables that follow illustrate the replacement incomes for the
survivors of federal employees who:

(1) Die while working (at age 35 after 10 years of service.)

(2) Die after retirement (at age 65 after 30 years of service.)

CASE 1.—INCOME FOR FAMILY OF EMPLOYEE DYING AT AGE 35 AFTER 10 YEARS OF SERVICE

[ia parcant]
Stevens plan
Camrent SRS At death At sposse age 60
Social Social
security Plan Tota security Pan Totsl
Low-paid employee replacement
income (percent of final
saiary):
Spouss and 2 children......_.. 528 61.5 107 18.2 NA NA NA
SPOUSE 0N ...cevcoeeremecececserornnee 20.7 e 10.7 107 26.1 37 298
High-paid empioyee replacement
income (percent of final
satary):
Spouse and 2 children............... 30.1 33 130 46.3 NA NA NA

SPOUSE O ..rve oo e a0 13.0 130 137 3.0 167

CASE 2.—INCOME FOR SPOUSE OF EMPLOYEE DYING AT AGE 65 AFTER 30 YEARS OF SERVICE

{in percent}
Stevens plan
Cunrent CSRS At death At spouse age 80
ﬁg‘,ﬁ Pan Totl nés?m Pan Toal
Low-paid employee...................... 24 333 35.8 70.1 33 188 522

High-paid empioyee.... 293 185 536 121 185 a5 46.0
Now.—Actuarial work by Edwin Husiesd, Hay Associates.

4D

12-547 0 - 83 - 4
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V. REPLACEMENT RATES ggng%E GENERAL ACCOUNTING

We asked the General Accounting Office to choose certain pri-
vate forecasters’ economic assumptions and to use them to project
the retirement benefits under our plan and then to compare those
projections to the benefits earned under the current system. GAO
used three forecasters under four different age and service vari-
ations. Enclosure I describes the economic assumptions. Enclosure
II provides gross replacement rates for an employee retiring at age
65 with 40 years of service. It shows a fixed annuity and an annu-
ity indexed for the projected inflation rate. Enclosure III provides
for replacement rates for the same age and service periods as En-
closure II but reduced for survivor benefits. Enclosure IV provides
for replacement rates for the same age and service periods but in-
dexes the annuity by four percent a year. Enclosure V provides for
a fixed annuity for an individual retiring at age 55 with 30 years of
service.

43
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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20848

NOV 191982

The Honorable Ted Stevens

Chairman, Subcommittee on Civil Service,
Post Office, and General Services

Committee on Governmental Affairs

United States Senate

Dear Mr. Chairman:

At the request of your office, we calculated the estimated
i repla rates sh in the enclosures.

retir

Our calculations were based on the provisions of S. 2908,
current social security provisions, and various assumptions
specified by your staff. Your staff asked that assumptions
regarding future rates of inflation, interest, and salary in-
creases be based on current economic forecasts by Data Rescurces,
Inc., Chase Econometric Models, and Wharton Econometric Fore~
casting Associates Models. The assumptions used in making our
calculations are included in the enclosures.

we tru-£ this information is satisfactory to the needs of
your office.

Sincerely yours,

Clg%iord‘ff.i:;ld

Enclosures - 4
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ENCLOSURE I ENCLOSURE I

ASSUMPTIONS USED IN CALCULATING

ESTIMATED REPLACEMENT RATES

The estimated replacenent rates were calculated under
three different sets of economic assumptions relating to future
long-term annual rates of inflation, interest income, and salary
increases. The assumptions were dased on economic forecasts by
Data Resources, Inc. (DRI}, Chase Economectric Models, and Wharton
Econometric Porecasting Associates Models. Based on DRI's fore-
casts, it was assumed that the future rates of inflation, salary
increases, and interest would be 6.0 percent, 7.5 percent, and
8.5 percent, respectively. Based on Chase's forecasts, the same
rates were assumed to be 6.5, 8.5, and 9.5 percent, respectively.
Based on Wharton's forecasts, it was assumed the rates would be
7.5, 8.0, and 10.0 percent, respectively.

In deteraining the amount of the annual contribution under
sach example, it was assumed that the éovcrnnent contributed
9 percent of salary up to $20,000 and 16 percent of salary in
excess of $20,000. The $20,000 “break-point® was indexed to
annual salary increases. To avoid the complications of fore-
casting and timing promotions and within-grade increases, no
salary increases were assumed other than the level annual rates
mentioned above.

In the examples involving the thrift plan, it was assumed
that employees contriouted 3 percent of their annual salary to

the plan and the Government matched the contributions.
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ENCLOSURE I ENCLOSURE I

Estimated social security benefits under esach example are
approximate aqd were based on the Social Security Administration's
projections of ainiuwum, average, and maximum oenefits in the next
40 years. We modified the projections to fit our illustrative
exampies and economic assumptions.

In eacn example, annuity values werz oased on the 197l Group

Annuity Mortality Table.
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ENCLOSURE II ENCLOSURE II

COMFARISON OF RETIREMENT INCOME REFLACEMENT RATES
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905
FOR A MALE EMPLOYEL RETIRINMG AT AGE 65 WITH

40 YEARS SERVICE a/

{(Economic assumptions: Inflation 6.0 percent, Salary
increases 7.5 percent, Interest income 8.5 percent)

S. 2903
Civil Level annual Adjusted annual
service annuity plus annuity plus
Age system b/ social security social security c/
$§10,000 Starting Salary
65 WwWithout thrift plan 71 142.9 122.3
With thrift plan - 1P2.6 148.2
70 without thrift plan n.1 130.6 122.3
with thrift plan - 161.9 148.2
80 Without thrift plan 71.1 109.7 122.3
with thrift plan - 127.3 148.2

$20,000 Starting Salary

65 Wwithout thrift plan 71.1 122.¢C 101.4
with thrift plan - 161.7 127.3
7C Without thrift plan 7.1 109.7 101.4
wWith thrift plan - 141.1 127.3
B0 Without thrift plan 71.1 8e.9 101.4
With thrift plan - . 106.4 127.3

$30,000 Starting Salary

65 wWithout thrift plan n.1 127.5 101.6
With thrift plan - 167.2 127.5
70 without thrift plan 71.1 112.0 101.6
With thrife plan - 143.4 127.5
80 without thrift plan 71.1 85.8 101.6
With thrift plan - 103.3 127.5

a/Replacement rates represent the ratioc of retirement income,
including social security benefits where applicable, to the
employee's final year's gross salary. At ages beyond retirement,
final salary was adjusted to reflect the effect of the assumed
rate of inflation.

b/Under present law, both civil service and social security benefits
are adjusted annually for inflation.

c/Represents rate of replacement if employee elected to have annuity
increased annually by the indicated, assumed rate of inflation.
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ENCLOSURE I1 ENCLOSURE I

COMPARISON OF RETIFEMENT INCOME REPLACEMENT RATES
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 290§
FOR A MALE EMPLOYEE RETIRING AT AGE 65 WITH

40 YEARS SERVICE a/ -

(Economic assumptions: Inflation 6.5 percent, Salary
increases 8.5 percent, Interest income 9.5 percent),

S. 2905
Civil Level arnual Adjusted annual
service annuity pius annuity plus
Age system b/ social security social security ¢/

§10,000 Starting Salary

65 Without thrift plan 70.4 140.1 117.5
With thrift plan - 182.3 144.6
70 Without thrift plan 70.4 126.0 117.8
With thrift plan - 158.8 144.6
80 Without thrift plan 70.4 103.0 117.5
viith thrift plan - 120.8% 144.6

$20,000 Starting Salary

65 Without thrift plan 70.4 121.4 28.2
With thrift plan - 163.6 126.0
70 Without thrift plan 70.4 107.3 ge.8
With thrift plan - 140.1 126.0
80 Without thrift plan 70.4 4.3 %.8
with thrift plan - 101.8 126.0

§30,000 Starting Salary

65 Without thrift plan 70.4 128.7 100.2
With thrift plan - 170.9 127.4
70 wWithout thrift plan 70.4 110.9 100.2
With thrift plan - 143.7 127.4
80 Without thrift plan 70.4 82.0 100.2
With thrift plan - 99.5% 127.4

a/Replacement rates represent the ratio of retirement incone,
including social security benefits where applicable, to the
erployee's final year's gross salary. At ages beyond retirement,
final salary was adjusted to reflect the effect of the assumed
rate of inflation.

b/Under present law, btoth civil service and social security benefits
are adjusted annually for inflation.

S/Represents rate of replacement if employee elected to have annuity
increased annually by the indicated, assumed rate of inflation.
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ENCLOSURE 11 ENCLOSURE 1I

COMPARISO!' OF RETIRFMENT INCOME REPLACEMENT RATES
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 290§
FOP. A MALE EMPLOYEE RETIRING AT AGE 65 WITH

40 YEARS SERVICE a/

(Economic assumptions: Inflation 7.5 percent, Salary
increases 8.0 percent, Interest income 10.0 percent!

S. 2905
Civil Level annual Adjusted annual
service annuity plus annuity plus
Age aystem b/ social security social security ¢/
$10,000 Starting Salary
65 without thrift plan 70.7 160.0 128.2
wWith thrift plan - 213.0 160.0
70 Without thrift plan 0.7 140.0 128.2
With thrift plan - 179.7 160.0
80 without thrift plan 70.7 109.4 128.2
With thrift plan - 128.7 160.0

$20,000 Starting Salary

6% ¥vithout thrift plan 70.7 140.4 108.6
with thrift plan - 193.3 140.4
70 WwWithout thrift plan 70.7 120.4 108.6
with thrift plan - 160.1 140.4
80 Wwithout thrift plan 70.7 89.8 10€.6
With thrift plan - 109.0 140.4

$30,000 Starting Salary

65 wWithout thrift plan 70.7 151.4 111.4
With thrift plan - 204.4 143.2
70 Without thrift plan 70.7 126.3 111.4
with thrift plan - 166.0 143.2
80 Without thrifet plan 70.7 87.7 111.4
With thrift plan - 107.0 143.2

a/Replacement rates represent the ratio of retirement income,
including social security benefits where applicable, to the
erployee's final year's gross salary. At ages beyond retirement,
final salary was adjusted to reflect the effect of the assumed
rate of inflation.

b/Under present law, both civil service and social security benefits
are adjusted annually for inflation.

¢/Represents rate of replacement if employee elected %o have annuity
increased annually by the indicated, assumed rate of inflation.
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ENCLOSURE III

COMPARISON OF RETIREMENT INCOME REPLACEMENT RATES
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905

FOR A MALE EMPLOYEE RETIRING AT AGE 65 WITH 40 YEARS
SERVICE, ADJUSTED TO PROVIDE SURVIVOR BENEFITS a/

(Econpmic assumptions: Irflation 6.0 percent, Salary
increases 7.5 percent, Interest income 8.5 percent)

S. 2905
Civil Level annual Adjusted annual
service annuity plus annuity plus

system b/ social security social security ¢/

§10,000 Starting Salary

65
70
80

65
70
80

(-]
70
80

Without thrift plan
with thrift plan
Without thrift plan
with thrift plan
Without thrift plan
With thrift plan

Without thrift plan
With thrift plan
Without thrift plan
With thrift plan
Without thrift plan
With thrift plan

Without thrift plan
With thrift plan
Without thrift plan
With thrift plan
Without thrift plan
With thrift plan

64.1 134.8 114.8
- 169.1 135.7
64.1 121.8 114.8
- 148.9 138.7
64.1 104.9 114.8
- 120.1 135.7
$20.000 Starting Salary
64.0 114.0 94.0
- 148.3 114.9
64.0 101.0 94.0
- 128.2 114.9
64.0 84.0 %4.0
- . 99. 114.9
§30,000 Starting Salary
64.0 117.4 92.2
- 151.7 13.1
64.0 101.0 92.2
- 128.2 113.1
64.0 79.7 92.2
- %.82 113.1

a/Replacement rates represent the ratio of retirement inccme,
including social security benefits where applicable, to the

employee's final year's gross salary.
final salary was adiusted to refl

b/Under present law, both civil service and social security benefits

At ages beyond retirement,
ect the effect of the assumed

rate of inflation. The survivor benefit will be 55 percent of

the retiree's annuity provided by the
and/or the thrift plan.

are adjusted annually for inflation.

e/

Represents rate of re
increased annually by

defined contribution plan

placement if employee elected to have annuity
the indicated assumed rate of inflation.
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ENCLOSURE 1T : ENCLOSURE III

COMPARISON OF RETIREMENT INCOME REPLACEMENT RATES
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND §. 2905
FOR A MALE EMPLOYEE RETIRING AT AGE 65 WITH 40 YEARS
SERVICE, ADJUSTED TO PROVIDE SURVIVOR BENEFITS a/

(Ecomomic assumptions: Inflation 6.5 percent, Salary
increases 8.5 perzent, Interest income 9.5 percent:

S. 2905
Civil Level annual Adjusted annual
service annuity plus annuity plus
Age system b/ social security social security ¢/
$10,000 Startinc Salary
65 Without thrift plan 63.5 132.0 109.9
with thrift plan - 168.8 131.9
70 Without thrift plan 63.5 117.1 109.9
wWith thrift plan - 145.7 131.9
80 Without thrift plan 63.5 98.3 109.9
wWith thrift plan - 113.€ 131.9
$20,000 Starting Salary
65 wWithout thrift plan 63.4 113.4 91.2
With thrift plan - 150.2 113.2
70 Without thrift plan 63.4 98.4 91.2
With thrift plan - 127.0 113.2
80 Without thrift plan 63.4 7°.6 91.2
With thrift plan - 94.9 113.2
$30,000 Starting Salary
65 wWithout thrift plan 63.4 118.5 90.7
with thrift plan - 155.3 12.7
70 Without thrift plan 63.4 99.7 90.7
With thrift plan - 12e.3 12.7
80 Without thrift plan 63.4 76.0 90.7
With thrift plan - 9.3 n2.7

_u_/chl.-cumcnt rates represent the ratio of retirement income,
including social security benefits where applicable, to the
employee's final year's gross salary. At ages bayond retirement,
final salary was adjusted to reflect the effect of the assumed
rate of inflation. The survivor benefit will be 355 percent of
the retiree’s annuity provided by the defined contribution plan
and/or the thrift plan.

b/Under present law, both civil service and social security benefits
are adjusted annually for inflation.

c/Represents rate of replacement if employee elected to have annuity
increased annually by the indicated assumed rate of inflationm.
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+ ENCLOSURE ITI

65
70
80

65
70
80

(1]
70
80

ENCLOSURE 111

COMPARISON OF RETIREMENT INCOME REPLACEMENT RATES
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2908
FOR A MALE EMPLOYEE RETIRING AT AGE 65 WITH 40 YEARS
SERVICE, ADJUSTED TO PROVIDE SURVIVOR BENEFITS a/

(Economic assumptions: Inflation 7.S percent, Salary
increases 8.0 percent, Interest income 10.0 percent)

S. 2903

Adjusted annual
annuity plus

system b/ social security social security &/

Without thrift plan
With thrift plan
Without thrift plan
With thrift plan
Without thrift plan
With thrift plan

Without thrift plan
With thrift plan
Without thrift plan
With thrift plan
Without thrift plan
with thrift plan

Without thrift plan
With thrift plan
Without thrift plan
With thrift plan
Without thrift plan
With thrift plan

Civil
service

Level annual
annuity plus

$10,000 Starting Salary

63.8
63.8
63.8

150.2
196.6
129.0
163.8
104.1
121.0

$20,000 Starting Salary

63.7

63.7

63.7

130.5
176.9
109.4
144.2

84.4
101.2

$30,000 Starting Salary

63.7

63.7
63.7

139.0
185.4
112.4
147.2
81.0
97.9

100.0
128.7
100.0
128.7
100.0
125.7

a/Replacement rates represent the ratio of retirement income,
including social security benefits where applicable, to the
employee's final year's gross salary.
final salary was adjusted to reflect the effect of the assumed

rate of inflation.

At ages beyond retirement,

The surviver benefit will “e 53 percent of

the retiree's annuity provided by the defined contribution plan

and/or the thrift plan.

b/Under present law, both civil service and social security benefits

are adjusted annually for inflation.

c/Represents rate of replacement if employee elected to have annuity
increased annually by the indicated assumed rate of inflation.
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ENCLOSURE IV ENCLOSURE IV

COMPARISON OF RETIPEMENT INCOME REPLACEMENT RATES
UNDER CIVIL SERVICE RETIREMENT SYSTEFM AND S. 2905
FOR A MALE EMFLOYEE RETIRING AT AGE 65 WITH

. 40 YEAPRS SERVICE a/

(Economic assumptions: Infliation 6.0 percent, Salary
increases 7.5 percent, Interest income £.5 percent)

S. 2905
Civil level annual Adjusted annual
service annuity plus annuity plus
Age syster b/ social security social security e/

$10,000 Starting Salary

65 without thrift plan 71.1 142.2 129.2
with thrift plan - 182.6 159.7
7C Without thrift plan 71.1 130.6 125.1
with thrift plan - 161.2 152.8
80 Witheout thrift plan 71.1 109.7 118.1
With thrift plan - 127.3 141.2

§20,000 starting Salary

€5 without thrift plan .1 122.0 108.3
with thrift plan - 161.7 13e.8
70 Without thrift plan 7.1 108.7 104.2
With thrift plan - 141.1 131.¢
80 without thrift plan 71.1 8g.9 97.2
with thrift plan - 106.4 120.3

$30,000 Starting Salary

65 Without thrift plan 71.1 127.5 110.2
with thrift plan - 167.2 140.7
70 Without thrift plan 73.1 112.0 105.1
¥ith thrift plan - 143.4 132.8
8C without thrift plan 7.1 85.8 9.3
wWith thrift plan - 103.3 119.4

2/R¢pltccm¢nt rates represent the ratio of retirement income,
including social security benefits where applicable, to the
employee's final year's gross salary. At ages beycnd retirement,
final salary was adjusted to reflect the effect of the assumed
rate of inflation.

b/Under present law, both civil service and social security benefits
are adjusted annually for inflatiom.

c/Represents rate of replacsment assuming employee elected to have
annuity increased annually by 4 percent.
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Age

€S
70
eo0

65
70
80

65
70
ac

54

ENCLOSURE 1V

COMPARISON OF RETIREMENT INCOME REPLACEMENT RATES
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 290§
FOR A MALE FMPLOYEE RCTIRING AT AGE 65 WITH

40 YEARS SERVICE a/

(Economic assumptions: Inflaticn 6.5 percent, Salary

increases 8.5 percent,

Without thrift plan
With thrift plan
Without thrift plan
with thrift plan
Without thrift plan
With thrift plan

Without thrift plan
With thrift plan
Without thrift plan
With thrift plan
without thrift plan
with thrift plan

Without thrift plan
With thrift plan
Without thrift plan
With thrift plan
Without thrift plan
wWith thrift plan

Interest income 9.5 percent)

S.
Civil Level annual
service annuity plus

system b/ gsocial security

$10,000 starting Salary

70.4 140.1
- 182.3
70.4 126.0
- 158.8
7C.4 103.0
- 120.5

§$20,000 Starting Salary

70.4 121.4
- 1€3.6
70.4 107.3
- 140.1
70.4 4.3
- 101.8

§$30,000 Starting Salary

70.4 128.7
- 170.9
70.4 110.9
- 143.7
70.4 82.0
- 9¢.5

Adiusted annual
annuity plus

social security ¢f

12€.2
159.1
120.8
150.1
11l.9
135.3

107.%
14C.5
102.1
131.2

3.2
11€.7

111.2
144.1
104.3
133.7

3.2
116.7

a/Replacement rates represent the ratio of retirement income,
including social security benefits where applicable, to the

employee's final year's cross salary.

At ages deyond retirement,

final salary was adjusted to reflect the effect of the assumed
rate of inflation.

b/Under present iaw, both civil service and social security tenefits

are adjusted annually for inflation.

c/Represents rate of replacement assuming employee elected to have
annuity increased annually by 4 percent.

S —
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EMCLOSUFE IV ENCLOSURE IV

COMPARISON OF RETIREMENT INCOME REPLACEMENT RATES
UNDER CIVIL SCRVICL RETIREMEN'T SYSTEM AND S. 2905
FOR A MALE EMPLOYEE RETIRING AT AGE 65 WITH

4C YEAPS SERVICE a/

(Economic assumptions: Inflaticn 7.5 percent, Salary
increases 6.0 percent, Interest income 10.0 percent)

S. 290%
Civil Level annual Adjusted annual
service annuity plus annuity plus
hce system g/ social security social securitvy ¢/
$10,000 Starting Salary
65 Wwitrout thrift plan 70.7 160.0 143.0
witk thrift plan - 213.0 184.7
7C withcut thrift plan 70.7 140.C 133.7
With thrift plan - 179.7 169.2
80 Witheut thrift plan 7.7 109.4 119.4
itk thrift plan - 128.7 145.4
$20,000 Starting Salary
€5 without thrift plan 70.7 140.4 123.4
wieh thrift plan - 193.3 165.1
7¢ Without thrift plan 70.7 120.4 114.1
with thrift plan - 160.1 149.6
0 Without thrift plan 70.7 8%.8 99.8
With thrift plan - 109.0 125.7
$30,000 Starting Salary
65 Wwithout thrift plan 70.7 151.4 130.1
with thrift plan - 204.4 171.8
70 without thrift plan .7 12€.3 l118.4
With thrift plan - 166.0 153.8¢
80 wWithout thrift plan 70.7 e71.7 100.3
With thrift plan - 107.0 126.3

a/Replacement rates represent the ratio of retirement income,
including social :ocurity benefits where applicable, to the
employee's final year's gross salary. At ages beycnd retirement.
final salary was adjusted to reflect the effect of the assumed
rate of inflation.

b/Under present law, both civil service anc social security benefits
are adjusted annually for inflatiom.

c/Represents rate of replacement assuming employee elected to have
annuity increased annually by 4 percent.
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ENCLOSURE Vv ENCLOSURE V

COMPARISON OF RETIREMENT INCOME REPLACEMENT RALES
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905
FOR A MALE EMPLOYEE RETIRING AT AGE 55 WITH

30 YEARS SERVICE a/

(Economic assumptions: Inflation 6.0 percent, Salary
increases 7.5 percent, Interest income 8.5 percent)

S. 2905

Civil Level annual
service annuity plus
Age system b/ social security ¢/
$10,000 Starting Salary
55 Without thrift plan 52.4 34.9
With thrift plan - 58.1
62 Without thrift plan 52.4 82.7
With thrift plan - . 98.1
65 Without thrift plan S2.4 78.9
With thrift plan - 31.9
70 Without thrift plan 52.4 74.0
With thrift plan - 83.7
80 Without thrift plan 52.4 67.6
Wwith thrift plan - 73.0

$20,000 Starting Salary

$5 Without thrift plan 52.4 34.9
With thrift plan - 58.1
62 Without thrift plan 52.4 69.9
with thrift plan - 85.4
65 Without thrift plan 52.4 66.2
with thrift plan - 79.2
70 Without thrift plan 52.4 61.3
With thrift plan - 71.0
80 Without thrift plan $2.4 54.8
Wwith thrift plan - 60.3

$30,000 Starting Salary

$5 Without thrift plan 52.4 43.9
With thrift plan - 67.2
62 Without thrift plan 52.4 67.8
With thrift plan - 83.3
65 Without tarift plan 52.4 63.1
With thrift plan - 76.1
70 Without tnrift plan 52.4 57.0
wWith thrift plan : - 66.7
80 wWithout thrift plan 52.4 48.9
Wwith thrift plan - 54.3
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’ ENCLOSURE V ENCLOSURE V

a/Replacement rates represent the ratio of retirement income,
including social security benefits where applicable, to the
employee's Zinal year's gross salary. At ages beyond retirement,
final salary was adjusted to reflect the effect of the assumed
rate of inflation.

g/Undcr present law, both civil service and social security benefits
are adjusted annually for inflation.

¢/8ocial security benefits are assumed to begin at age 62.

12-547 0 - 83 - 5
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ENCLOSURE Vv ENCLOSURE V

COMPARISON OF RETIREMENT INCOME REPLACEMENT RATES
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905
FOR A MALZ EMPLOYEE RETIRING AT AGE 55 WITH

. 30 YEARS SERVICE a/

(Economic assumptions: Inflation 6.5 percent, Salary
increases 8.5 percent, Interest income 3.5 percent)

S. 2905
Civil Level annual
service annuity plus
Age system b/ social security ¢/

$10,000 Starting Salary

55 wWithout thrift plan 52.0 37.6
With thrift plan - 62.7
62 Without thrift plan 52.0 78.8
With thrift plan - 95.0
65 Without thrift plan 52.0 4.7
With thrift plan - 88.0
70 Without thrift plan 52.0 69.2
With thrift plan - 79.90
80 Without thrift plan 52.0 62.4
With thrift plan - 67.86

$20,000 Starting Salary

S5 Without thrift plan 52.0 37.6
With thrift plan - 62.7
62 Without thrift plan 52.0 67.6
With thrift plan - 83.7
€S Without thrift plan $2.0 63.4
With thrift plan - 76.8
70 Without thrift plan 52.0 58.0
With thrift plan - 67.8
80 Without thrift plan $2.90 . sl.2
Adith thrift plan - 56.4
$30,000 Starting Salary
85 Without thrift plan 52.0 47.4
With thrift plan - . 72.5
62 Without thrift plan $2.0 66.1
Wwith thrift plaa - 82.3
65 Without thrift plan 52.9 60.9
With thrift plan - 74.2
70 wWithout thrift plan 52.0 54.1
With thrift plan - 63.8
80 Without thrift plan 52.0 45.4
witn thrift plan - . 50.6
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ERCLOSURE V ENCLOSURE V

a/Replacement rates represent the ratio of retirement income,

T including social security benefits where applicarle, to the
employee'’'s final year's gross salary. At ages beyond retirement,
final salary was adjusted to reflect the effect of the assumed
rate of inflation.

g/Undor present law, both civil service and social security benefits
are adjusted annually for inflation.

c/Social security benefits are assumed to begin at age 62.
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ENCLOSURE V

COMPARISON- OF RETIREMENT INCOME REPLACEMENT RALZS
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2908
FOR A MALE EMPLOYEE RETIRING AT AGE S5 WITH

B 30 YEARS SERVICE a/

Civil

service

Age system
55 Without thrift plan 52.2
With thrift plan -
62 Without thrift plan 52.2
With thrift plan -
65 without thrift plan 52.2
With thrift plan -
70 without thrift plan 52.2
With thrift plan -
80 Without thrift plan 52.2
With thrift plan -
55 without thrift plan 52.2
Wwith thrift plan -
62 Without thrift plan 52.2
With thrifet plan -
65 Without thrift plan. 52.2
Wwith thrift plan -
70 Without thrift plan 52.2
With thrift plan -
80 Without thrift plan 52.2
With thrift plan -
535 wWithout thrift plan . 52.2
With thrift plan -
62 Without thrift plan 52.2
With thrift plan -
65 Without thrift plan $2.2
With thrift plan -
70 Without thrift plan 52.2
With thrift plan -
80 Without thrift plan 52.2
Witn thrift plan -

(Economic assumptions: Inflation 7.5 percent, Salary
increases 8.0 percent, Interest income 19.0 percent)

a/Repla t

~ including social security
employee’s final year‘'s gross salary.

rates repr

S. 2905

Level annuail
annuity plus

b/ social security ¢/

$10,000 Starting Salary

45.2
75.2
84.5
102.6
79.2
93.8
72.6
82.8
64.7
69.7

$20,000 Starting Salary

435.2
75.2
72.6
90.7
67.3
81.9
60.7
70.8
52.8
57.7

$30,000 starting Salary

356.8
87.0
71.9
$0.0
65.2
79.8
56.9
67.0
47.0
52.0

the ratio of retirement income,
benefits where applicable, to the

At ages beyond retirement,

final salary was adjusted to reflect the effect of the assumed
rate of inflatien.

b/Under present law, both civil service and social security benefits
are adjusted annually for inflation.

S/Social security benefits are assumed to begin at age 62.
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VI. COST ANALYSIS

The following paper by Sylvester Schieber of the Employee Bene-
fit Research Institute compares in great detail the cost of the cur-
rent system versus our plan. It shows the overall impact on the fed-
eral budget as well as the various internal funding transactions.
The one major caveat to this paper is the omission of the impact of
private investment of the new trust fund on the federal budget.
Private investment of trust fund monies will require additional
government outlays in the earlier years. However, in later years
the private investment of these funds will significantly reduce the
government’s cost. Following this paper is a section comprised of
budgetary flow charts. These charts show the additional budgetary
impact of private investment

THE COST AND FUNDING

IMPLICATIONS OF MODIFYING THE
CIVIL SERVICE RETIREMENT SYSTEM

by

Sylvester J. Schieber
Research Diirector

Employee Benefit Research Institute
Revised
Decembexr 2, 1982

The views presented here are those of the author and do_
not necessarily reflect the views of the Employee Benefit
Reseaich Institute, its Trustees, members or other staff.
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The public discussion of mandatory Social Security coverage of Federal
workers often focuses on the beneficial effects for Social Security. Mandatory
coverage critics, on the other l;and, argue that covering Federal workers will
raise the cost of Federal civilian retirement programs and threaten the
viability of their retirement trust funds. This paper provides an analysis of
the potential effect that Social Security coverage of Federal workers would
have on the cost of the Federal Civil Service Retirement Program, the Federal
budgetary effect of such a measure and the long term implications for the trust
funds.

TE COORDINATION PROPOSAL

In order for a discussion of this sort to be meaningful it has to be
concrete. This analysis focuses on an option discussed in a recent report
issued by the Congressional Research Service. 1/ The option used in the
analysis is Option IV-A from their report. This option was chosen because it
closely parallels the option included in draft legislation prepared by Senator
Ted Stevens of Alaska. '

The analysis assumes that all workers hired into Federal. Civilian jobs
after January 1, 1983 would be covered by Social Security. They would also be
covered by a defined contribution plan that would be financed solely by
employer contributions. This plan would provide contributions of 9 percent on
the first $20,000 of salary and 16 percent above that. The $20,000 would be
indexed by increases in the general wage schedule over time. In addition to
the basic benefit, a sq?plemental thrift plan would also be available for those
‘{7 Congressional Research Service, Restructuring the Civil Service Retirement

ystem Analysis: Analysis of Options to Control Costs and Maintain Retirement
Income Security (Washingtonm, D.C.: GPO, 1982).
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covered under the new plan. This would allow the employee to contribute up to
6 percent of salary into the pI;n and would be fully matched by the employer.
The Stevens' bill would fully match employee contributions up to 3 percent of
salary. Thi§ element of the Stevens' bill would reduce the cost estimates pre-
sented. On the other hand, the Stevens' bill would provide contributions based
on military service, raising costs compared to the option considered here. The
option discussed here and the Stevens' bill would also modify the Federal
employee sick leave and disability program to coordinate with Social Security.
THE QURRENT CSRS PROGRAM

The cost of CSRS can be considered from different perspectives. One
Common way to estimate the cost of a retirement program is to use what
actuaries call the "entry age nommal cost method." This method estimates the
percentage of a worker's salary that would have to be set aside each year to
fully fund benefit entitlements by retirement. Aggregating the normal cost of
all workers provides an estimate of the employer's total normal cost. As with
most estimates the normal cost estimate is sensitive to the assumptions on
which it is based. This is clear in Table 1, where two different sets of
cconomic assumptions are used to estimate the normal cost of the CSRS program.
The greatest variance in assumptions for the two estimates is in inflation,
although it is the inflation/interest differential that is most significant in
explaining the variance in the normal cost estimates. The real interest rate,
or return on assets under the II-B assumptions is twice that under the Board of
Actuaries' assumptions. Higher interest rates raise investment income over
time and increase the degree to which the trust fund supports benefits.

Since employees covered by CSRS contribute 7 percent of salary to the

retirement program this mcans the employer (i.e., the Govcrnaent's) cost of the
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TABLE I
Effect of Economit Assumptions on CSRS Cost Estimates

Wage Normal
Interest Growth Inflation Cost

CSRS Board of Actuaries 6.0 S.5 S 36.46
Social Security 1981,II-B 6.1 S.5 4 31.23

program is 29.46 or 24.23 percent of payroll depending on which set of assump-
tions are used. Since this discussion is focusing on Social Security coverage
costs the Social Security assumptions are used for the remainder of the dis-
cussion.

The normal cost measure is a useful concept because it gives a good
perspective on the generosity of the retirement program in comparison to
pensions established by other employers. For example, in the private sector,
eaployer normal costs for retirement programs generally run about 7 to 12 per-
cent of payroll on top of Social Security. The normal cost is also useful
because it is indicative of the portion of lifetime benefits paid to workers in
the form of deferred retiicment income.

An alternative way to evaluate the cost of CSRS is to look at the
cost on a budget basis. This is useful because it reflects the relative cost
of Federal retirement for taxpayers and participants. Figure 1 pictorially
represents the opcratiocn of the CSRS during fiscal 1980. The budget box
represents the total Federal budget components of the CSRS. It includes the
of f-budget Poustal Service. The first inner box represents the unificd budzet.
The arrows represent the budgetary flows relevant to CSRS. All transactions
which crogs the outemmost box affect the total cost of CSRS. Transactions

crussing the largest interior box affect the unified budget.
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sagnce L
Flow of Funds Related to

The Civil Service Retirement System
(1980 amounts in billions)

Employee Contributions (8$3.60}

Pastal Contributions ($1.49)4

N\
Unified Budget

Agency Contributions
($2.85)

Direct Appropriations/Transfers
“(511.23)

Ganeral Revenves N cses rund \}/ -
9
N
d

(34.9)

Anmuities, Refunds, Expenses
(314.78) -

SOURCE: Budgqet of the United States Government Fiscsl Year 1902, Appendix
p-I-Vile.
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The implication of this depiction is that most of the funding of CSRS
is internal to the unified budgét. Even the Postal Service contributions fall
conceptually within the unified budget framework. If USPS increased their con-
tributions it could ultimately lead to higher postage rates or general revenue
support of that off-budget account. In either case the cost would be borne by
the public. In terms of total Federal outlays in 1980, benefits and refunds
amounted to $14.78 billion while employee contributions were $3.60 billion.
The 1980 USPS contribution was split between the normal 7 percent agency
contribution ($775 million) and the obligations ($714 million) vis-a-vis
unfunded liabilities. Since USPS is off budget their contributions do affect
the unified budget net costs of the program but not total outlays from the
taxpayers' perspective. In short the taxpayer cost of CSRS is equal to total
benefits plus contribution refunds minus employee contributions. In 1980 this
was ($14.78 billion minus $3.60 billion) $11.18 billion.

The example also raises another important point in regard to funding
CSRS liabilities. A great deal of concern has been voiced over the unfunded
liabilities of CSRS. The total liabilities of the system exist because of the
statutes that define the prugram. To the extent the system holds govermment
securities as its funding instruments it has a contractual promise from the
goverment (IOUs) that certain resources will be available to meet benefit
paysents as required. The unfunded liabilities, on the other hand, are
statutory promises that have arisen because benefits accrued under the law have
not been matched by a comparable pool of assets (i.e., Government I10Us). If
the statutory liabilities were converted to contractual obligations, it would
not affect benefit levels because they are scparately defined by statute. The

important point is that there be a funding mechanisa available to meet these
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benefits as they come due. Even though the current system has sizeable
unfunded liabilities, the current funding method assures benefits for the
forseeable future.

However, the budgetary process would allow more rapid funding of CSRS
liabilities than now occurs without having an adverse affect on taxpayers. An
added annual contribution, say $20 billion, would be an increase in general
revenue cxpenditures but would be exactly offset by an increase in CSRS
income. The U.S. government would increase its bond issues by $20 billion but
these would be offset by a $20 billion .increase in CSRS funds. There would be
no impact on the taxpayers.

This is not to suggest that CSRS should be funded instantaneously, or
that the unfunded liability should be ignored. The presence of a fully funded
system could well lead to pressure for benefit increases which would, in turn,
increase the taxpayers’ cost. On the other hand, the unfunded liability is a
real cost that will eventually have to be covered.

There are three important veriables to consider in the context of CSRS
reform. These are: First, what is the effect on the level and distribution of
benefits?; Second, what are the budgetary implications of the proposal -~ both
long and short-tem?; and third, what must be done to assure that benefit
promises to existing empluyees are met during a transition to the new systea?

The first of these Questions is analyzed in detail in the CRS study
cited in footnote 1. The latter two questions are analyzed below.

BUDGETARY IMPLICATIONS OF CHANGING CSRS

The above discussion suggests that CSRS budgetary effects could be
described by the following formula:

Approved For Release 2010/03/01 : CIA-RDP89-00066R000100120002-9



Approved For Release 2010/03/01 ésCIA-RDP89-00066ROOO100120002-9

(1) CSRS Budgetary Cost = benefits + refunds minus
* employee contributions.
Table 2 shows the long-term projected costs of the CSRS if the program is not
modified.

In addition to the basic CSRS costs the budget is also affected by
Social Security windfall benefits paid to individuals covered by CSRS. The
annual magnitude of these windfalls for Federal workers and annuitants has been
estimated to have been roughly $1 billion in 1980. 2/ For the sake of this
analysis, this estimate is indexed by the CPI assumptions used to estimate the
future cost of CSRS benefits. There are several reasons to believevthis isa
conservative estimate. First, the number of CSRS beneficiaries is growing
rapidly and will continue to do so throughout this decade. This will increase
the prevalence of windfalls. Second, initial Social Security benefits are
based on indexed wages and the benefit formula itself raises benefits over time
because the bend points in the formula are themselves indexed. In coming years
this should increase initial entitlements and windfalls for short-coverage
workers more rapidly than prices increase. Finally, once benefits commence
they are indexed by the CPI. This indexation also applies to windfalls.

Because the current system gives rise to these Social Security
windfalls they should be considered in any cost estimates of present policy.
This total cost can be derived mathematically as follows:

(2) Current System Total Cost = CSRS budgetary cost + SS windfalls
The combined CSRS cost plus the Social Security windfalls are shown in

27 See Sylvester J. Schieber, Universal Social Security Coverage and
Rternatives: The Benefits and Costs (Washington, D.C.: EBRI, 1982).

12-547 0 - 83 - 6
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Table 3. 3/

The proposed modificatidn to the system analyzed here calls for Social
Security coverage coordinated with a modified Federal pension for new Federal
employees beginning in 1983. That means that the ongoing costs of the total
system have to be estimated separately for the closed system that applies to
old hires, and for the new system covering future employees. The budgetary
costs of the separate systems can be aggregated to get the combined systems
cost.

The total budgetary impact of modifying CSRS would be different than the
effect on the various accounts taken separately. Both CSRS and Social Security
are now within the unified budget. Because ths proposal analyzed here would
segregate the old and new systems the costs for the various accounts can be
_considered as follows:

(3) Closed CSRS Costs = benefits (old) + refunds minus

employee contributions
(4) New CSRS Costs = benefits (new) ¢ refunds minus
employee contributions

(5) Social Security Costs = benefits (SS) minus employee contributions
37 While the costs of Social Security windfalls are added here to the current
system total cost they are not included in the cuzrent system, cost in
comparisons with the modificd system. The Stevens' bill does not include any
explicit windfall reduction provisions so they are not considered. It should

be noted, however, that the Stevens' bill would gradually eliminate the wind-
fall phenomenon for Federal workers and result in real savings to taxpayers.
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(6) Total Budget Cost = old CSRS cost + new CSRS cost
) + Social Security cost

Equation (3) is essentially the same as equation (1) discussed eaxliex
that applies to the current systesm. The difference is that equation (3)
applies only to those workers on the payroll ox individual# entitled to CSRS
benefits (1eceiving ot deferied) on the assumed date the modified system would
be put into operation. Equation (1), on the other hand, assumed future new
workers would continue to be coveired unde: the current systes. Table 4
presents the annual budgetaiy flows specifically related to the closed CSRS
system under the proposal being analyzed.

Equation (4) repiesents the budgetary cost of the new Federal ietirement
progiam. It is the counterpart of equation (3). The flows in this account are
shown in Table 5. The very sizeable :efunds that develop under the modified
system axe the 1esult of the improved vesting provisions in the Stevens'
proposal. Under the curient CSRS more than 20 pexcent of today's Federal work
force, is now or will become vested tut, will leave Federal employment and
withdraw their own contributions and receive no benefit from CSRS. While these
workers will be technically vested under the definitions of the plan at some
point they will ultimately have no practical vested 1ight to an
employcr-provided benefit. Under the modified system such employees would vest
in a real sense. As they leave Fedcial employment they would be able to 10ll
their vested benefits out into an IRA or other 1etirement program. This would
1epresent a significant benefit improvement for workers who spend sevcral years

in Fedexral employment but do not make it their full careerx.
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Equations (3) and (4) and Tables 4 and 5 are based on the assumption
that the new systea's trust fund would be segregated fiom the curxent
'systel' s. This would not necessarily have to be the case. The reason the
Fedetal 1etizement account is split in this analysis is that the Stevens' bill
provides that the new system would ultimately be funded through private
securities markets. The two funds could be combined for either budgetary orx

_ practical purposes, however. Even if this were done, the combined fund could
still hold a portion of its portfolio in private securities. Table 6 1eflects
the budgetary flows requiied if the funds were combined.

Equation (5) shows the budgetary effects of Social Security coverage of
new hizes. Again the budgetary effect is different than the effect on the
OASDHI accounts. The difference is that the specific account would be credited
for both employer and employee contiibutions. The affect on these accounts is
shown in Table 7 as the 'Net Social Security Revenue Inciease.' Since Social
Security is in the unified budget the employer contribution would show up as an
expense in one section of the budget and as equal trust fund income at a
different place. The two would net each other out. The budgetary flows
1eflected in equation (S) aze shown in the right hand column of Table 7.

If Social Security is taken out of the unified budget it would charge
the analysis conceptually without affecting the practical iesult. For example,
if Social Security were an off-budget account, the employer contiibution would

- then show up as a real budget expense. The contribution would show up as
income to an off-budget account. The budgetary and off-budget accounts would
both still be Federal accounts, however. While taking Social Security
off-budget would change the bookkeeping it would not change the overall fiscal
position of the Federal govermment if coverage were extended to Federal

workez s.
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The total budgetary cost, modifying CSRS as consideied here, can be
calculated according to equatioh (6). The budgetary flows axe shown in Table 8
based on this calculation. They become meaningful in comparison to the
budgetary cost of the curient system which was shown in Table 2.

The flows fiom the cuzient system and the modified system are shown in
Table 9. Based on these two projections, moving to the modified system on
January 1, 1983 would save $1 billion over the fixst five yeais. While the
cost savings duzing the early years would be moderate in relative terms they
would grow significantly after the turn of the century as the Federal work
force becomes predominantly covered by the new system. Ultimately, the savings
would grow to neaily one-quarter of the curient system’s cost if it were to be
pexpetuated. The net savings estimates of moving to the modified system do not
include any savings that could be 1ealized if a Social Security windfall
reduction provision for old hires were implemented. For example, Congressman
Pickle, Chaiiman of the Social Security Subcommittee of the House Ways and
Means Committee, has suggested legislation that would ieduce windfalls in the
future for individuals not covered by Social Security for some portion of their
caieer. His proposal would reduce the benefit derived undexr the current
formula to that peicentage of total lifetime earnings in covered employment.

If such a proposal were implemented in 1983 the total savings would be small.
However, if one assumed that windfalls estimated in Table 3 weie 1educed at a
rate of 2 percent per year the savings could be as much as $100 million by the
mid 1980s and rise to more than $1 billion by the turn of the century. The
Social Security actuaries have estimated similar savings. Thcy estimated the
Pickle proposal would save $100 million in both 1985 and 1986 ~nd average .0S

percent of total Social Sccurity covered payrolls over the next 75 ycars.
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Last year the Reagan Administiation proposed a pension offset for
workers who accrued a public pefision in employment not covered by Social
Security. This might teduce the windfalls for individuals retiring in the near
future somewhat more tapidly than the Pickle proposal. Theie is a precedent
now in the law that reduces Social Security spouse's benefits if they are
receiving a noncovered benefit. Such offsets, however, are unpopular because
people pexrceive them as a reduction in benefits to which they are entitled.

The net cost inciease in the proposed system around the turn of ths
centuxy shown in Table 9 is the result of modification to vesting provisions
under the new plan. By that time, significant numbers of temminating workers
will be rolling their vested benefits into alternative retirement vehicles as
they leave Federal service. If the proposed modification of the new system
were made in conjunction with a windfall reduction proposal the cost savings
that would result from modifications to the CSRS would be significantly greatex
than those shown in Table 7.

The bottom line is that modifying the CSRS along the lines of the
option analyzed here, or the Stevens' proposal, would 1result in significant
budgetary savings over both the short and long run. Coverage of new hires
under Social Security will maintain the level of employee contributions for
tetirement purposes. In a budgetary sense then, any proposal coupled with
Social Security coverage that just maintains or slightly reduces total Federal
retirement benefits cannot cost the taxpayers more than the curient system.
The actual numbers that would show up in the unified budget might be affected
by moving accounfs in or out of the budget. This would not affect taxpayex '
costs for Federal retircment, however.

GUARANTEEING THE VIABILITY OF CSRS

Curzent CSRS financing provisions assure that the retivement trust
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fund will be sufficient to meet benefit obligations for the forseeable futue.
Modifying the system along the lines of the CSRS option discussed above, or the
nearly identical Stevens' proposal, would change the internal arithmetic of
CSRS Eundim; Both proposals would eliminate mandatory employee contributions
to CSRS by workers covered under the new system. Furthermoie, as curient
workers withdraw or retire the closed group contributions would also decline,
as long as the system is open (i.e., new workers come into the system as old
hires leave or retire). If the system is closed (i.e., new hires are not
covered by the system) the new workers' contiributions, the agency contiibutions
and general ievenue transfers on their behalf would diy up. Leaving the
current wor!crs and beneficiaries isolated in the closed system without
contributions based on new workers' salaries would iesult in the depletion of
the CSRS trust fund. Table 10 shows how this process would work if, in fact,
CSRS wexe closed and curient funding legislation weie Jeft in place. Some-
where around the turn of the centwry the CSRS tiust fund would be depleted.

Technically this could be resolved very quickly by converting the
unfunded liabilities for the closed group into formal debt. This would 1equiie
the issuance of government I0Us (i.e., bonds or securities) in the amount of
the unfunded obligations. This would 1equize 1aising the government's formal
debf limits while not changing its obligations. While the obligations aie now
unfunded they aie defined by existing Federal pension statutes. The issuance
of such 10Us would not change the current financial status (i.e., wealth) of
the Federal Govermaent at all. Each dollar of new debt (i.e., liabilities)
that would 1esult fiom such a transaction would also be a dollar of assets held
by a goveinacntal tiust fund.

As a practical and political matter i1aising Fcderal debt limits at
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once by the magnitude that would be required would be impossible. The cieation
of such a trust fund would certiinly inciease pressure for benefit liberaliza-
tions. It is also highly unlikely that the general public would acquiesce to
such an increase in the formal Federal debt at once.

Senator Stevens has proposed forty-year amortization of the unfunded
pension obligations for the workers who would continue to be covered by the old
CSRS system. The long-run projections of trust fund income, payments and
balances undex this proposal aze shown in Table 11. His proposal would provide
for an adequate trust fund to meet all benefit obligations of the old system.

Table 12 provides a calculation of increased funding requiiements
undex the Stevens' proposal. This funding modification would have diffeient
effects on the unified budget and the level of Federal debt.

The amoxtization of unfunded liabilities would have a neutral effect
on the unified budget. Referring back to Figure 1, it is clear that this
occurs btecause the transaction is all internal to the unified budget. The
inczeased funding would show up as an increased expense in agency
contributions or direct appropriations. It would be exactly offset as
increased income to the intcinal CSRS account, however. The net effect is
zero.

Since the increased funding would be accompiished through the issuance
of new Federal securities, it would represent an increase in the formal Federal
debt over the foxty year amortization period. It would not represent an
increase in actual liabilities, however. Thgse liabilities already exist
because of the benefit provisions defined in Fedexral statutss. The
amortization of the statutory liabilities would riexrely recognize them as foimal

debt obligations to the trust fund. This would in no way affect the actual

.

\
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benefit obligations undexr the plan.
The provisions in the Stevens' bill do appear to assure the long-teim
promises made to cuxzent workers and annuitants covered by CSRS. His proposal

or a similar one would accomplish this without incieasing the cost of Federal

1etirement program for the taxpayers.

Approved For Release 2010/03/01 : CIA-RDP89-00066R000100120002-9



Approved For Release 2010/03/01 : CIA-RDP89-00066R000100120002-9
78 '
15

TABLE 2

Projections of Existing Civil Service Retirement Systeam
Future Budgetary Costs for Selected Years
(dollar amounts in billions)

CSRS Retirement " Employee Federal Agency and
CSRS Disability and Contributions General Revenue
Payroll Survivor Benefits Minus Refunds Expenditures

198% $60.1 321.3 33.3 317.9
1984 65.5 23.9 3.9 20.0
1985 67.3 26.4 4.0 22.4
1986 77.5 28.9 4.6 24.3
1987 83.4 31.3 5.0 26.3
1988 89.0 33.7 5.3 28.4
1989 94.5 35.9 5.6 30.3
1990 99.8 38.2 5.9 32.3
1991 104.7 40.3 6.1 34.2
1995 132.3 50.1 7.7 42.4
2000 172.3 64.5 10.0 54.5
2008 230.4 84.3 13.5 70.8
2010 301.5 110.9 17.7 93.2
2015 404.7 146.2 23.8 122.4
2020 533.9 193.2 31.4 161.8
2028 699.4 253.9 4.3 212.6
2030 914.6 331.7 54.0 277.7
2035  1,195.4 430.5 70.5 360.0
2040  1,562.3 557.9 92.2 465.7
2045  2,041.9 724.6 120.5 604.1
2050  2,668.7 944.2 157.5 786.7

SOORCE: hese projections were developed by Edwin C. Hustead, FSA, former
Chief Actuary of the Civil Service Retirement Systea; he is now
Director, Actuarial Consulting Services, Hay Associates.
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TABLE 3

Projections of Future Cdsts for Existing CSRS and Social Security
Windfalls for Federal Employees for Selected Years
dollar amounts in billions)

Agency and General 1/ Social Security Windfall 2/
Revenue Costs of CSRS Benefits for CSRS Participants Total Cost

1583 17.9 1.3 19.7
1984 20.0 1.4 21.4
1985 22.4 1.5 23.9
1986 24.3 1.6 25.9
1987 26.3 1.7 28.0
1988 28.4 1.8 30.2
1989 30.3 1.9 32.2
1990 32.3 1.9 34.2
1991 34.2 2.0 36.2
1998 42.4 2.5 44.9
2000 54.5 3.0 57.5
2008 70.8 3.7 74.5
2010 93.2 4.4 97.6
2015 122.4 S.4 127.8
2020 161.8 6.6 168.4
2028 212.6 8.0 220.6
2030 277.7 9.7 287.4
2035 360.0 11.8 . 371.8
2040 465.7 14.4 480.1
2045 604.1 17.5 621.6
2050 786.7 21.3 808.0
17 From Table 2

2/ Estimated by the author; assumptions described in the text.
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TABLE 4

Budgetary Flows'for Closed CSR System Account b
(dollar amounts in billions)

Total Federal

Retirement, Survivor Refunds Employee Agency and General
Year and Disability Benefits Contributions Revenue Expenditures
1933 $2.3 — 30.6 34,0 313.0
1984 24.0 0.6 4.1 20.5
1985 26.4 0.6 3.7 23.3
1986 28.9 0.6 4.1 25.4
1987 31.3 0.7 4.0 27.9
1988 33.7 0.7 3.9 30.4
1989 35.9 . 0.7 3.9 32.8
1990 38.0 0.7 3.6 35.1
1991 40.2 0.7 3.4 37.5
1998 49.5 0.6 2.2 47.9
2000 62.7 0.0 1.4 61.3
2008 78.1 0.0 1.2 76.8
2010 94.1 0.0 0.0 94.1
2015 104.5 0.0 0.0 104.6
2020 105.9 0.0 0.0 105.9
2028 99.4 0.0 0.0 99. 4
2030 86.1 0.0 0.0 86.1
2038 67.3 0.0 0.0 67.3
2040 44.4 0.0 0.0 . 44.4
2045 25.0 0.0 0.0 25.0
2050 10.7 0.0 0.0 10.7

SOURCE:  These projections were developed by Edwin C. Hustead, FSA, former Chief
Actuary of the Civil Service Retirement System; he is now Director,
Actuarial Consulting Sexvices, Hay Associates.

1/ The system is described as "closed" because it {s assumed that no new
Federal employees hired after January 1, 1983 would participate in, contribute to
or 1eceive benefits from the curzent systes. They would be participants in the
modified system.
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TABLE 5
Budgetary Fldws for New Hizes CSRS Account
(dollax amounts in billions)
Total Fedexal
Ret{rement, Suxvivor Employee Agency and Genexal
Year _and Disability Benefits Refunds Cont:ibutions Revenue F_er?ndituxes
1984 0.0 0.1 0.2 (0.1)
1985 0.0 0.3 0.4 (0.1)
1986 0.0 0.5 0.6 (0.1)
1987 0.0 0.7 0.8 (0.1)
1988 0.0 0.9 1.0 (0.1)
1989 0.0 1.2 1.2 0.0
1990 0.0 1.6 1.5 0.1
1991 0.1 1.9 1.7 0.3
1995 0.1 3.5 3.0 0.6
2000 0.3 7.8 4.6 3.5
2005 1.1 10.1 6.4 4.8
2010 6.2 13.2 9.0 10.4
2015 16.1 17.4 12.1 .4
2020 36.6 23.0 16.0 43.6
2025 67.2 29.5 21.0 75.7
2030 110.5 38.6 27.4 121.7
2035 165.9 50.4 35.9 180.4
2040 239.1 65.8 46.9 258.0
2045 330.6 86.0 61.3 355.3
2050 439.4 112.4 80.1 471.7

17 Zacunts in parentheses are negative.
SOURCE: These projections were developed by Bdwin C. Hustead, FSA, foimex

Chief Actuary of the Civil Sexrvice Retirement System; he is now
Director, Actuarial Consulting Sexvices, Hay Associates.
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. TABLE 6

Fedexal Agency and General Revenue Expenditures
Projections for the Modified CSR
(dollar amounts in billions)

Federal Agency and
Combined CSRS Combined Combined Employee Genexal Revenue

Year Benefits Refunds Contzibutions ngndituxes
1984 24.0 0.7 43 20.4

1988 26.4 0.9 4.2 23.2
1986 28.9 1.1 4.7 25.4
1987 31.3 1.4 4.3 27.9
1988 33.7 1.6 4.9 30.3
1989 35.9 1.9 5.0 32.8
1990 38.0 2.3 5.0 35.3
1991 40.3 . 2.6 5.1 37.8
1995 49.6 4.1 5.2 48.5
2000 63.0 7.8 6.0 64.9
2005 79.2 10.1 7.6 81.6
2010 100.3 13.2 9.0 104.5
2008 120.7 17.4 12.1 126.0
2020 142.5 23.0 16.0 149.5
2025 166.6 29.5 2.0 175.1
2030 196.6 38.6 27.4 207.8
2035 233.2 50.4 35.9 247.7
2040 283.5 65.8 46.9 302.5
2045 355.6 86.0 61.3 380.3
2050 450.1 112.4 80.1 482.5
SOURCES: Yables 4 and S.
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TABLE 7
Social Security Account Contribution and Benefit
Paymenit Increases and Budgetary Cost Fiom
Covering New Employees Under Social Security
(dollax amounts in billions)
Contzibutions 1/ Incieased Net Social Secuxity Net Budget
Year loyer 1 OASDHI Benefits Revemew%ncxeases 2/ Cost ox (Gain)
N . . . — . (30.

1984 0.5 0.5 0.0 1.0 (0.5)
1985 1.0 1.0 0.0 2.0 (1.0)
1986 1.3 1.3 0.0 2.6 (1.3)
1987 1.8 1.8 0.0 3.6 (1.8)
1988 2.3 2.3 0.0 4.6 (2.3)
1989 2.8 2.8 0.0 - 5.6 . (2.8)
1990 3.6 3.6 0.1 7.1 (3.5)
1991 4.2 4.2 0.1 8.3 (4.1)
1995 7.3 7.3 0.4 14.2 (6.9)
2000 11.0 11.0 0.8 2.2 (10.2)
2005 15.5 15.5 2.0 29.0 (13.5)
2010 21.9 21.9 3.5 40.3 (18.4)
2015 29.4 29.4 6.3 $2.5 (23.1)
2020 38.8 38.8 20.1 $7.5 (18.7)
2028 50.8 50.8 43.0 $8.6 (7.8)
2030 66.5 66.5 70.5 62.5 4.0
2035 86.9 86.9 112.3 61.0 25.9
2040 113.5  113.5 171.3 §5.7 $7.8
2045 148.4  148.4 267.3 29.5 118.9
2050 193.9  193.9 395.0 (7.2) 201.1

1/ Assumes that 98 percent of total payxoll of new hires is below Social
Becutity maximum taxable earnings during first ten years, declining to 95 pexr-
cent over next 3 years. Currently legislated tax 1ates were used to calculate
the contzibutions. Estimated payroll was provided by Edwin C. Hustead, FSA,
former Chief Actuary of the Civil Sexvice Retirement System; he is now Dizectoz,
Actuarial Consulting Sexvices, Hay Associates.

2/ Benefit estimates for 1983-1990, 2000, 2025 and 2050 are fiom the Social
Tecuxity Administration. Estimates for remaining years were developed by the
authorz.
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TABLE 8
Federal Budget Flows Required to Meet Fedexal Civilian
Retizement Cost Undex Proposed Restructuring of
the Current Systea
(dollax amounts in billions)
Closed Modified System Cost Net Budgetary

Yeax Systea Cost _ Federal Retizement Social Securi Cost

N o . ?17.8
1984 20.5 (0.1) (0.5) 19.9
1988 23.3 (0.1) (1.0) 22.2
1986 25.4 (0.1) (1.3) 24.1
1987 27.9 (0:1) (1.8) 26.1
1988 30.4 (0.1) (2.3) 28.0
1989 32.8 0.0 (2.3) 30.0
1990 35.1 0.1 (3.5) 31.7
199 37.5 0.3 (4.1) 33.7
1998 47.9 0.6 (6.9) 41.6
2000 61.3 3.5 (10.2) 54.7
2008 76.8 4.8 (13.5) 68.1
2010 94.1 10.4 (18.4) 86.1
2015 104.6 21.4 (23.1) 102.9
2020 105.9 43.6 (18.7) 130.8
2025 99.4 75.7 - (7.8) 167.3
2030 86.1 121.7 4.0 211.8
2035 67.3 180.4 25.9 273.6
2040 4.4 258.0 §7.8 360.3
2045 25.0 355.3 118.9 499.2

2050 10.7 4.7 201.1 683.6

SOORCES: Tables 4,5, and 7.
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TABLE 9
Federal Agency and General Revenmue Expenditure Projections
for the Cuxrent CSRS and Modified Systea in Conjunction
with Newly Hired Workers Under Social Security
(dollar amcunts in billions)

‘Current System  Modified System  Net Savirgs 1/

1985 $17.9 7.7 $0.2
1984 20.0 19.9 0.1
1985 22.4 22.2 0.2
1986 24.3 24.1 0.2
1987 26.3 26.1 0.2
1988 28.4 28.1 0.3
1989 30.3 30.0 0.3
1990 32.3 31.7 0.6
1991 34.2 33.7 0.5
1995 42.4 41.6 0.8
2000 54.5 54.7 (0.2)
2005 70.8 68.1 2.7
2010 93.2 86.1 7.1
2015 122.4 102.9 19.5
2020 161.9 130.8 31.0
2025 212.6 167.3 45.3
2030 277.7 211.8 65.9
2035 360.0 273.6 86.4
2040 465.7 360.3 105.4
2045 604.1 499.2 104.9
2050 786.7 683.6 103.1

17 Raounts in parentheses are negative.
SOURCES: Tables 2, 6, and 8.
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TABLE 10
CSRS Income, Benefils and Pund Balances: Closed System
for Cuxzent Workers Undex Existing Pinancing
Legislation for Selected Years
. (dollar amounts in billions)
Employee Eaployex Investment Pund

Year  Contributions Contributions Income 1/ Benefits Balance 1/
T98% $ 4.0 ¥ 20.5 $ 5.7 ¥ 22.1 3 103.2

1984 4.1 22.1 7.2 24.6 112.0

1985 3.7 23.3 7.7 27.0 119.7

1986 4.1 25.0 8.1 29.5 127.5 .
1987 4.0 26.3 8.5 32.0 134.4

1988 3.9 27.5 8.9 34.3 140.4

1989 3.3 28.5 9.1 36.5 - 145.2
1990 3.6 29.4 9.3 38.7 148.8 .
1991 3.4 30.4 9.4 40.9 151.1

1998 2.2 34.4 3.9 50.1 143.3

2000 1.4 4.1 6.5 62.7 94.1

2005 1.2 49.7 0.9 78.1 (10.7}
2010 0.0 58.9 (9.0) 94.1 (193.4)
2ms 0.0 70.7 (23.7) 104.6 (453.2)
2020 0.0 83.1 (41.8) 105.9 (761.3)
2028 0.0 95.1 (61.3) 9.4  (1,087.1)
2030 0.0 105.8 (80.4) 86.1  (1,400.8)
2035 0.0 114.6 (97.4) 67.3  (1,673.4)
2040 0.0 120.7 (110.6) 4.4  (1,878.1)
2045 0.0 124.4 (119.3) 25.0  (2,007.8)
2050 0.0 126.1 (123.9) 10.7  (2,073.9)

__U Asounts in paientheses are negative.

SOURCE: These projections were developed by Edwin C. Hustead, FSA, fommer
Chief Actuary of the Civil Sexvice Retirement System; he is now
Director, Actuarial Consulting Services, Hay Associates.
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TABLE 11

CSRS Income, Benefits and Fund Balances: Closed System
for Quxient Workers Under Financing Proposed in
Stevens' Legislative Proposal for Selected Years

(dollaxr amounts in billions)

Employee loyex Investment Fund
Yea: Contzibutions Contiibutions Income Benefits Balance
1383 $ 4.0 ® 9.0 $ 6.7 @ 2.1 $112.5
1984 4.1 3.2 7.9 24.6 130.8
1985 3.7 31.5 9.0 27.0 148.1
1986 4.1 34.2 10.1 29.5 166.9
1987 4.0 35.5 11.2 32.0 185.7
1988 3.9 . 36.7 12.3 34.3 204.3
1989 3.8 37.7 13.3 36.5 222.5
1990 3.6 38.5 14.2 38.7 240.2
1991 3.4 39.1 15.1 40.9 257.0
1995 2.2 41.7 18.0 50.1 311.6
2000 1.4 49.5 21.3 62.7 363.7
2005 1.2 62.5 24.1 78.1 411.2
2010 0.0 76.2 26.9 94.1 456.8
201S 0.0 99.5 31.4 104.6 549.7
2020 0.0 130.1 43.8 105.9 798.5
2025 0.0 0.0 §$3.1 99.4 838.0
2030 0.0 0.0 39.0 86.1 603.3
2035 0.0 0.0 25.4 67.3 381.9
2040 0.0 0.0 14.1 44.4 204.7
2045 0.0 0.0 6.2 25.0 85.4
2050 0.0 0.0 1.7 10.7 19.0

SOURCE: These projections were developed by Edwin C. Hustead, FSA, Former
Chief Actuary of the Civil Service Retirement System; he is now
Director, Actuarial Consulting Services, Hay Associates.
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TABLE 12

Employer Contributidns to CSRS Under Current Legislation
and Stevens' Proposal: Closed System for Curient
Workers for Selected Years
(dollax amounts in billions)

Current Financing Stevens' Proposal Increased Funding

Yeax Contributions Financing Contributions Requirements 1/
1583 $20.5 329.35 35.1
1984 22.1 31.2 9.1
1985 23.3 31.5 8.2
1986 25.0 34.2 9.2
1987 26.3 35.5 9.2
1988 27.5 36.7 9.2
1989 28.5 37.7 9.2
1990 29.4 38.5 9.1
1991 30.4 39.1 8.7
1995 34.4 1.7 7.3
2000 4]1.1 45.9 8.4
2008 49.7 62.5 12.8
2010 58.9 76.2 " 17.3
2018 70.7 99.5 28.8
2020 83.1 130.1 47.0
2028 9s.1 0.0 (95.1)
2030 105.8 0.0 (105.8)
2035 114.6 0.0 (114.6)
2040 120.7 0.0 (120.7)
2045 124.4 0.0 (124.4)
2050 126.1 0.0 (126.1)

I7 Amounts in parentheses are negative.

-

SOURCE: These projections were developed by Edwin C. Hustead, FSA, foimex
Chief Actuary of the Civil Service Retiiement System; he is now
Director, Actuarial Consulting Sexvices, Hay Associates.
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VIL. BUDGETARY FLOW CHARTS

The impact on the federal budget as a result of our legislation is
extremely complex. Sylvester Schieber of the Employee Benefit Re-
search Institute in concert with the Senate Special Committee on
Aging has diagrammed the budgetary impact of our legislation vis-
a-vis the continuation of the current system. They chose four years
to portray the various impacts on the budget, i.e. 1990, 2000, 2025,
and 2050. The numbers are in billions of dollars. Beginning in the
year 2000 and following, three diagrams are provided. The first
shows the budgetary impact of maintaining the Current System,
assuming no changes. The second portrays the impact of our legis-
lation if all monies were retained in the federal treasury. It is enti-
tled the Modified System—Internal Funding. The third diagram,
entitled the Modified System—External and Internal Funding—
portrays the budgetary impact of our legislation as currently

(89)
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MODIFIED SYSTEM -~
INTERNAL FUNDING: 1990

$ 38.7
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CLOSED

CSRS $ 14,2 $nterest
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FUND E $ 38,5 contributions
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ENSION GENERAL
215 lNfunp $ 7.0 contributiors FUND
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SOCIAL
SECURITY $ 3.6
$ 3.6 TRUST ~
FUNDS : $0.1

$ +7.1

BUDGET EFFECT: Revenues: $ 8.7
Outlays: 40.4
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CURRENT SYSTEM; 2000
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