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a modest level of living, its cost is sub-
stantially above the weekly benefits
under unemplbyment insurance, even
when they are at the statutory maxi-
mum. As shown in table 5, in none
of the 34 cities in which this budget
was priced did the maximum weekly
benefit equal half the cost of goods
and services for a family of four. In
Jacksonville the proportion was 27.4
percent, in seven cities it was 31.7-
24.2 percent, in 15 cities 35.0-38.6 per-
cent, and in 10 cities 40.3-44.8 per-
cent. Only in Buffalo could the maxi-
mum weekly benefit defray as much
as 48.1 percent of the cost of goods
and services in the budget.

These differences in the ratio of the
maximum weekly benefit to the cost
of goods and services result largely
from differences in the maximum
weekly benefit. Five of the seven
cities with the highest ratios had a
maximum weekly benefit of $25, and
two had a maximum of $26, while the
city with the lowest ratio had a maxi-
mum of $15. The cost of goods and
services in the least expensive city was
88 percent of that in the most expen-
sive; the lowest maximum weekly
benefit was only 58 percent of the
highest maximum benefit (54 percent
of the maximum including depend-
ents’ allowances in Michigan).

Among families of smaller size, of
course, the maximum weekly benefit
could meet a larger proportion of the
budget costs. For a single person,
however, the-maximum weekly benefit
was sufficiently large in only one of
the 34 cities—Buffalo—to fully cover
living costs. The ratio of the maxi-
mum weekly benefit to these costs was
next largest in New York, Los Angeles,
Baltimore, San Francisco, and Boston
(97.3-94.8 percent). For the major-
ity of the 34 cities in which this
budget was priced, however, the ratio
ranged between 69.9 and 79.2 per-
cent.

The weekly benefit was not enough
to pay for even the essentials of food,
housing, and utilities—expenditures
that cannot easily be deferred during
unemployment—for g family of four
persons. The basic maximum weekly
benefit could purchase only 48.9 per-
cent of those essentials in Jackson-
ville. In 22 cities it could purchase
56.2-69.4 percent, and only in three
cities—Buffalo, Los Angeles, and San

Francisco—could it bring as much as
80.5-86.4 percent.’

Dependents’ Allowances

In five States-——Connecticut, the Dis-
trict of Columbia, Massachusetts,
Michigan, and Nevada—the greater
cost of basic necessities for larger-
size families is met to some extent by
the payment of allowances in behalf
of certain dependents. These weekly
allowances of $1, $2 or $3 per depend-
ent are nominal, however, in relation

7 The cost of these items for families of
other sizes was not estimated. From
table 5, however, it would appear that in
most cities the maximum weekly benefit
could purchase food, housing, and utili-
ties for persons living alone.

to the increase in costs as family size
increases. In each of the 34 cities the
total weekly cost of goods and services
increased about $10 with each addi-
tional member of the family. In De-
troit, for example, where a claimant
would receive a $2 allowance for each
dependent child, these costs were
$26.31 for a person living alone, $37.23
for a family of two persons, $47.87 for
three persons, and $57.19 for four per-
sons. Nominal as the $2 allowance
for dependents is in relation to these
costs, the total allowance for depend-
ents in Michigan could increase the
weekly benefit by as much as 47 per-
cent and bring the augmented benefit
to 98 percent of previous weekly earn-
ings.

Recent Amendments to the Civil
Service Retirement Act

By Robert J. Myers*

Provision of survivor benefits under Federal old-age and
survivors insurance in 1939 and under the Railroad Retirement
Act in 1946 greatly strengthened and extended the protection

given to wage earners and their families.

The recent amend-

ments to the Civil Service Retirement Act which, among other
liberalizing changes, provided benefits for survivors of Fed-
eral employees, are of equal significance to students of social

insurance,

For that reason, and because the Bulletin carries

monthly data on the operations of the Civil Service Retirement
Act as @ regular part of its reporting on developments in social
insurance and allied fields, it offers the following discussion and
evaluation of the recent changes in that act.

A SWEEPING REVISION of the Civil
Service Retirement Act was effected on
February 28, when the President ap-
proved Public Law No. 426 amending
the provisions of that act. In brief,
the major changes in the benefit struc-
ture are the introduction of a single,
simple, and generally more liberal
formula for computing annuity bene-
fits and the provision of benefits for
survivors of employees in active serv-
ice as well as for survivors of annui-
tants. Atthe same time, the employee
contribution rate was increased from 5
percent to 6 percent, effective in July
1948. Many other changes of im-
portance were made—some liberaliz-

* Actuarial Consultant, Social Security
Administration.

ing benefits and others simplifying
administrative procedure.

This article discusses in detail the
revised system and also indicates how
the amendments have changed certain
of the previous provisions.! In addi-
tion, it presents tables of illustrative
benefits and certain actuarial analyses
of the elective options offered and the
over-all cost of the program. Certain
minor points, such as the application
of the system to legislative employees,
have been omitted, as have such ad-
ministrative details as the payment of

1 A brief summary of the amendments
appeared in the Bulletin, March 1948,
p. 33. For a discussion of the former
provisions, see the Bulletin, April 1941,
pp. 29-42, and February 1942, pp. 77-79.
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benefits when the annuitant is legally
incompetent.

Benefit Formula

For all employees retiring .on or
after April 1, 1948, there is now only
one formula for computing the basic
annuity, regardless of the mode of
separation. The same formula also
applies for those who are separated
from service on or after that date and
receive a vested deferred withdrawal
annuity. For determining the annual
retirement benefit for those whose
highest salary? is $5,000 or less, the
formula is 1 percent of highest salary
plus $25, for each year of service.
For employees whose highest salary
is $5,000 or more, the formula is a
straight 1% percent per year of serv-
ice? For example, a $3,000 employee
would receive an annuity of $55 ($25
plus 1 percent of $3,000) multiplied by
his years of service; correspondingly,
a $6,000 individual would receive an
annuity of $90 multiplied by his years
of service. Unlike the previous pro-
visions, the new law sets no maximum
on the number of years of service that
may be used in this computation, but
there is a maximum limiting the
annuity to 80 percent of the highest
salary.* Both for employee annuities
and for survivor annuities, the
monthly amount payable is rounded
to the nearest dollar, presumably for
administrative simplicity. The upper
half of table 1 shows illustrative
monthly annuities computed by this
formula for variations in period of
creditable service and highest salary.

In general, this new benefit formula
produces higher amounts than did the
previous law, which in effect provided
four rather complicated formulas.
The amounts are not higher in all
cases, however, especially at the ex-
tremes of the salary scale. Under the
previous law, lower-paid individuals
with lohg service could receive an-

2 Throughout the article this term
means the highest average annual salary
received during 5 consecutive years of
service. ’

3 The two computations, of course, yield
the same result when the salary iIs $5,000.

+ This limitation, however, affects only
low-salaried employees with long service,
as, for example, a $1,500 employee with
more than 30 years of service or a $2,500
employee with more than 40 years of
service.

nuities exceeding their highest salary,
but that is no longer possible because
of the 80-percent limitation. Like-
wise, at the upper end of the salary
scale, the few persons with long pe-
riods of service at a high salary would
have received a higher annuity under
the “matching” formula that was
formerly in effect. In neither of these
instances can the limitation be con-
sidered very serious since such cases
will be relatively infrequent; more-
over, it is impracticablé, if not im-
possible, to ensure that everyone will
gain when a system is changed..

Present Annuitants

For employees who had already re-
tired and were receiving annuities be-
fore April 1, 1948, the benefits were not
recomputed on the basis of the new
benefit formula, as is often done when
a retirement system is changed. In-
stead, the annuitants received a flat
increase in monthly payments of 25
percent or $25, whichever was small-
er; in other words, annuities of less
than $100 were raised 25 percent and
larger annuities were increased $25.

The increase applied to the annuity
actually being received regardless of
whether it had been reduced because
of early retirement or previous elec-
tion of a joint and survivor annuity
at time of retirement under the old
law, but it did not apply to the sur-
vivor annuity (if one had been elected
or was then in effect). i
Moreover, the annuitant had the
option of retaining his original an-
nuity and making a survivor annuity
available for his or her spouse; the
amount of the latter annuity is 50 per-
cent of the employee’s annuity but in
no case more than $50 a month. It is
payable immediately upon the death
of the employee annuitant regardless
of the age of the spouse and continues
for life. This survivor annuity is
paid in addition to any survivor an-
nuity elected under the old law.
While this procedure of granting
optional survivor protection was ad-
ministratively simple, it presented
substantial “bargains” to many indi-
viduals and difficult choices to others
because the factors are on an arbi-
trary rather than an equitable actuar-

Table 1 ——Illztstratxve monthly annuities for retired employees | and for widows when no
children are present *

Years of creditable service
Highest 5year average salary
5 10 15 20 25 30 35 40
Employee !
$17 $33 $50 $67 $83 $100 $100 $100
19 38 56 75 94 113 131 133
21 42- 63 83 104 125 146 167
23 46 69 92 115 138 *160 183
25 50 75 100 125 150 175 200
27 54 81 108 135 163 190 217
31 63 94 125 156 188 219 250
38 75 113 150 188 225 263 300
44 88 131 175 219 263 306 350
50 100 150 200 250 300 350 400
56 113 169 225 281 338 394 450
63 125 188 250 313 375 438 500
Widow 2

$8 $17 $25 $42 $50 $50 $50
9 19 28 38 47 56 66 67
10 21 31 42 52 63 73 83
11 23 34 46 57 69 80 92
13 25 28 50 63 75 88 100
14 27 41 54 68 81 95 108
16 31 47 63 78 94 109 125
19 38 56 75 94 113 131 150
22 44 66 88 109 131 153 175
25 50 75 100 125 150 175 200
28 56 84 113 141 169 197 225
31 63 94 125 156 188 219 250

1 Amount before any reduction for early retirement
or election of a joint and survivor annuity; assumes
all refunds have beeu repaid and all service credit
purchased.

2 For conditions under which this annuity is pay-
able, see text. Amount shown assumes that em-
ployee did not have a reduction in his annaity for

early retirement and had repaid all refunds and made
all service credit deposits.

Norr: The figures in this table may differ slightly
frou: those arising for actual cases because of differ-
ences in method of rounding, but differences will
rarely, if ever, exceed $1.



Bulletin, April 1948

11

ial basis. For instance, an annuitant
aged 65 with an annuity of $100 a
month had the option of increasing
that annuity to $125 or of letting it
remain at $100 and providing his wife
with an annuity of $50 after his death,
if she should outlive him. Since the
same reduction applied regardless of
the age of the wife, a man with a
young wife will receive far more from
the option than he would if it were
calculated on an equitable actuarial
basis, while a man whose wife is nearer
his own age will get less of a bargain;
in fact, if the wife is older than the
husband, the Ilatter suffers a loss in
that the reduction is greater than it
should be on a proper actuarial basis.

Persons about to retire when the
amendments were enacted had to
make a difficult decision because of
the great differences that would arise
if they retired before the effective date
of April 1, or afterward. The question
was not only which date would give
the larger annuity® but also which
type of survivor benefit would be most
advantageous. As will be shown sub-
sequently, survivor protection may dif-
fer considerably, depending on date
of retirement.

Service Requirement for Annuity
Benefits

For all types of annuities (age re-
tirement, disability retirement, vested
withdrawal, and survivor) the em-
ployee must have had 5 years of civil-
ian service, not all necessarily in a
position covered by the retirement sys-
tem. In most cases, however, military
service does count in the benefit com-
putation once this minimum service
requirement is met; moreover, once 5
years of civilian service have been ac-
quired, military service may be used to
meet the various service requirements,
such as the 30 years needed for volun-
tary retirement at ages 55-60. Here-
after, unless otherwise specified, the
term “service” will be used to denote
both civilian and military combined.

S Retirement under the previous law,
supplemented by the $25 or 25-percent
increase mentioned above, would be more
favorable for all persons other than those
with medium-range salaries (roughly
82,600 to $4,000) or those with long pe-
riods of service (since in most cases only
30, or at most 35, years were creditable
previously).

Compulsory Age Retirement

Retirement is compulsory at age 70
if the employee has at least 15 years
of service. Those with less than 15
years’ service at age 70 must retire as
soon thereafter as they have com-
pleted the 15 years. The Government
cannot, as it could under the previous
law, require retirement when the con-
ditions for voluntary retirement (see
below) are met.

Voluntary Age Retirement

Voluntary retirement at the option
of the employee is possible at age 62
with 15 or more years of service °® or at
age 60 with 30 or more years of serv-
ice. In addition, those with 30 or more
years of service may elect to retire be-
tween the ages of 55 and 60, but their
annuity as computed by the usual for-
mula will be reduced one-fourth of 1
percent for each month that they are
under age 60 at time of retirement, or,
in other words, 3 percent for each year.
(For example, for retirement at exXact
age 55, the reduction would be 15 per-
cent.) However, this reduction is
much smaller than if it were computed
on an actuarial basis, which would re-
sult in a rate of about 6 or 7 percent
per year instead of 3 percent. Thus
there is some “bargain” element for
early voluntary retirants.

Involuntary Separation Retirement

Employees who are involuntarily
separated after 25 or more years of
service receive reduced annuities on
the same basis as early voluntary re-
tirants.” For those with less than 25
years of service who are involuntarily
separated, only deferred annuities at
age 62 are available, as will be de-

¢ Employees aged 62 or over who have
less than 15 years of service but 5 or more
years of ¢ivilian service can, under the
withdrawal annuity provision (described
subsequently), elect immediate retire-
ment, with the annuity computed by the
usual formula. Employees in this cate-
gory, however, while they get the advan-
tages of the same benefit formula, cannot
obtain the very favorable joint and sur-
vivor annuity options that those with 15
or more years of service may elect.

7 Quite obviously an individual involun-
tarily separated with 30 or more Yyears
of service and at age 55 or over qualifies
under either this category or as an early
voluntary retirant. In either case the
benefits available are identical in all re-
spects.

scribed subsequently. Formerly per-
sons with 5 or more years of service
who were involuntarily separated
could receive actuarially reduced an-
nuities beginning at age 55. Although
this provision was no “bargain” ac-
tuarially, it was of great convenience
and advantage to certain individuals
in this category.

Disability Retirement

Employees who have had at least 5
years of civilian service and who are
disabled so that they cannot perform
their usual work can retire at any age.
The annuity is computed by the regu-
lar benefit formula, with no reduction
because they are’below the normal re-
tirement age. The provisions for this
category are largely unchanged from
those in the previous law.®

Withdrawal Benefits

Individuals who leave Government
employment before completing 5 years
of civilian service can receive only a
refund of their own contributions to
date with accumulated interest,” re-
ferred to subsequently as the “ac-
count.” :

The so-called tontine charge of $1
per month of service, formerly de-
ducted from the individual account,
has been completely eliminated, for
both past and future months, in the
case of persons withdrawing after
March 1948.

Employees who withdraw after hav-
ing had at least 5 but less than 20
years of civilian service may elect
either a refund of their account or a
vested deferred annuity at age 62,
computed by the regular benefit for-
mula.” Previously, such individuals
could use only two of the four annuity
formulas. For middle and high-sal-
aried employees these formulas gave
lower amounts than would be avail-
able in the event of retirement di-

8 The law contains various administra-
tive provisions in regard to determination
of initial disability, continued proof of
disability, and recovery from disability,
but they are not discussed here.

9 Before 1948 the interest rate was 4 per-
cent while the individual was in service
and 3 percent otherwise; in 1948 and
thereafter it is 3 percent in all cases.

10 The electlon to receive a vested de-
ferred annuity instead of a refund is not
binding; the individual can obtain a re-
fund of his account at any time between
withdrawal from service and age 62.
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rectly from active service. As indi-
cated previously, individuals who are
at least 62 years old but who have
less than 15 years of service may, nev-
ertheless, effect immediate retirement
by coming under this withdrawal an-
nuity provision. If an individual
elects to receive a vested deferred an-
nuity but dies before age 62, the ac-
cumulated account is paid. It might
be pointed out that, on the whole, per-
sons who take the cash refund instead
of the deferred annuity suffer a con-
siderable financial loss, since in most
instances the actuarial value of the
deferred annuity will always be ap-
preciably — three to four times—
greater. )

Persons withdrawing after 20 years
of civilian service can receive only the
vested deferred annuity. They thus
cannot lose their old-age protection
by electing a lump-sum refund.

Individuals who had at least 5 years
of service and who withdrew between
January 24, 1942 and April 1, 1948,
continue to have the same rights to
vested deferred annuities as under the
previous law; the benefit amounts and
all other conditions are unchanged by
the amendments unless they should
return to service, in which event the
conditions of the new law prevail.

Survivor Benefits for Deaths in
Active Service

At the death of an employee who
has had less than 5 years of civilian
service there is only a lump-sum re-
fund of the account. If the employee
has had 5 or more years of civilian
service, monthly survivor benefits are
provided in many instances. With re-
spect to the deaths of married women
and all nonmarried persons without
children, however, only the lump-sum
payment of the account is available.
Under the previous law (applicable to
deaths on or before February 28, 1948)
the death benefit in all cases was
merely the return of the account.

When a married man dies and there
are no children, his widow, if she is
at least 50 years of age or when she
reaches age 50, receives a life annuity
equal to half her husband’s annuity,

1 Before the 1942 amendments to the
law, individuals who withdrew from serv-
ice could not generally receive vested de-
ferred annuities but instead had to take
refunds.

computed as of the date of his death
and for the full amount without any
reduction because he was under re-
tirement age. In other words, the
same computation applies here as
would apply for a disability annuity.
The lower half of table 1 shows illus-
trative monthly annuities for widows.
The annuity ceases on remarriage. If
the widow is under age 50 at the time
of her husband’s death, only the de-
ferred annuity, not the lump sum, is
available. If the annuity ceases be-
cause of death or remarriage, and if
the total payments that have been
made do not equal the account as of
the date of the hushand’s death, a
refund of the difference is then pay-
able as a lump sum. As a result of
these widow’s benefits, a considerable
amount of insurance is added to the
holdings of Government employees.
For instance, for a man aged 55 with

25 years of service and with a wife
aged 50 and no children, the equiva-
lent face amount of insurance is
about $9,000 for a $2,000 employee,
$14,000 for a $4,000 employee, and
$25,000 for an $8,000 employee.

The widow of a man with children
(unmarried and under age 18, or re-
gardless of age if incapable of self-
support by reason of disability) re-
ceives the annuity immediately, what-
ever her age. The annuity continues
throughout her lifetime (or until re-
marriage) even if she is still under
age 50 when the children are no longer
eligible. Each child receives half the
widow’s annuity (or, in other words,
one-fourth of the employee annuity)
but with a monthly maximum of $30
per child or $75 for all children in the
family.

Table 2 gives illustrative monthly
annuities for families consisting of a

Table 2.—Illustrative family monthly annuities for widow and orphans 1

275

Years of credjtable service
Highest 5-year average salary
] 10 15 20 25 30 35 40
‘Widow and 1 child:

$13 $25 $38 350 $63 $75 $75 375
14 28 42 56 70 84 96 97
16 31 47 63 78 93 103 113
17 34 52 69 86 99 110 122
19 38 56 75 93 105 118 130
20 41 61 81 98 111 125 138
23 47 70 93 108 124 139 155
28 56 84 105 124 143 161 180
33 66 06 118 139 161 183 205
38 75 105 130 155 180 205 230
42 S4 114 143 171 199 227 255
47 93 124 155 186 218 249 280
17 33 50 67 83 100 100 100
19 38 56 75 94 113 126 127
21 42 653 &3 104 123 133 143
23 46 69 92 115 129 140 152
25 50 75 100 123 135 148 160
27 54 81 108 - 128 141 155 168
3 63 94 123 138 154 169 185
38 3 113 125 154, 173 181 210
44 88 126 148 169 191 213 235
50 100 135 160 185 210 235 260
56 113 144 173 201 229 257 285
. 63 123 154 185 216 248 279 310
21 42 63 3 104 125 125 125
23 47 70 94 117 131 141 142
26 52 78 1 127 138 148 158
29 57 56 1156 132 144 155 167
31 63 94 125 138 150 163 175
34 68 102 129 143 156 170 183
39 78 317 138 153 169 184 200
47 94 131 150 169 188 206 225
55 109 141 163 184 206 228 250

63 125 150 175 200 225 250
70 1st 159 188 216 244 272 300
78 138 169 200 231 263 264 325

1 For conditions under which this annuity is paya-
ble, see text. Amountshown assumes thatemployee
did not have a reduction in his annuity for early
retirement and had repaid all refunds and made all
service credit deposits.

Note' The figures in this table may differ slightly
from those arising for actual cases because of differ-
ences in method of rounding, but differences wili
rarely, if ever, exceed $1. Figures below line are
those that result from the maximum provision on
orphan annuities.
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widow and different numbers of chil-
dren. It will be observed that the
maximum provisions on the children’s
annuities have an appreciable effect
on the total amount, particularly if
the employee was in the high-salary
bracket and had moderate or long
service. When there are more than
three children, the total benefit is, in
most instances, the same as when
there are three children, in view of
the fact that the $75 maximum for
the children applies in all such cases.
When any annuities are terminated
by the death of the widow or child or
by a child’s marriage or attainment
of age 18, the benefit amounts are
recomputed on the basis of the new
family composition as though it had
existed at the time the employee
died; no such recomputation is made,
however, when the widow remarries
or reaches age 50. The same refund
provision as in the case of married
men without children applies if the
aggregate annuity payments made to
all beneficiaries are less than the
account.

The survivor benefits for married
men with children also afford consid-
erable insurance protection. The
equivalent face amount for a man
aged 30 with 10 years of service and
‘with a wife aged 25 and three chil-
dren aged 0, 2, and 4 is about $10,000
for a $2,000 employee and $14,000 for
a $4,000 man. The corresponding
figures for a man aged 45 with 25 years
of service and with a wife aged 40 and
three children of 5, 10, and 15 years
are $17,000 and $24,000, respectively.

Survivor annuities are payable to
the surviving orphan children of non-
married persons—that is, chiefly with
respect to the deaths of widows and
widowers. The conditions of payment
of these child survivor annuities are
the same as those when the mother is
present, but the amounts are larger.
Each child receives half of the em-
ployee annuity, but not more than $40
a month; the maximum for all chil-
dren in the family is $100.

Illustrative family monthly annui-
ties for various numbers of orphans
when there is no widow present are
given in table 3. For most of the cases
shown the maximum provisions apply
rather than the amount as computed
from the benefit formula. As has
been said, the total benefit is gen-

erally not increased for children in
excess of three, because of the $100
maximum provision. It is interest-
ing to note that in numerous in-
stances the total family benefit for a
widow and three children is less than
if the widow were not present—less,
in other words, than when there are
merely three orphan children. In the
case of a $3,000 employee with 15
years of service, for example, the bene-
fits would total $86 in the first situa-
tion and $100 in the second. Likewise,
in many instances a widow and two
children receive only the same amount
as do two children alone.

Survivor Benefits for Deaths After
Retirement

The survivor benefits discussed up
to this point have been those available
to the families of employees who re-
tired before April 1, 1948. This sec-

tion deals with survivor benefits pay-
able on the death of employees retir-
ing after that date’® As indicated
earlier, no survivor benefits are pay-

12 An anomalous situation arises for
those who retired after February 28 and
before April 1, 1948. The employee annu-
ity is computed by the previous law and
is increased for April and thereafter by
$25 or 25 percent unless the joint and
survivor option, described previcusly, is
elected for the spouse. However, if there
are eligible children when the annuitant
dles, the survivor benefits to the widow
and orphans under the new law (as de-
scribed hereafter) are payable and are
computed from the new formula. Appar-
ently, it is possible for a widow to receive
two separate annuities with respect to
her husband, one for life under the joint
and survivor option made available for
existing annuitants by the new law, and
the other, if eligible children were left,
payable to age 50. In fact, there could
even be three separate annuities for the
widow if the husband had also elected
a joint and survivor annuity (on an actu-
arial basis) under the old law.

Table 3.—lllustrative family monthly annuities for orphans when no widow is present 1

Years of creditable service
Highest 5-year average salary
' 5 10 15 20 25 30 35 40
1 child

$8 $17 $25 $33 $40 $40 $40 $40

9 19 28 38 40 40 40 40
10 21 31 40 40 40 40 40
11 23 34 40 40 40 40 40
13 25 38 40 40 40 40 40
14 7 40 40 40 40 40 40
16 31 40 40 40 40 40 40
19 38 40 40 40 40 40 |- 40
22 40 40 40 40 40 40 40
25 40 40 40 40 40 40 40
28 40 40 40 40 40 40 40
31 40 40 40 40 40 40 40
17 33 50 67 80 50 80 80
19 38 56 75 80 80 80 80
21 42 63 80 80 80 80 80
23 46 69 80 80 80 80 80
25 50 75 80 80 80 80 80
27 54 80 80 80 80 80 80
31 63 80 80 80 80 80 80
38 75 80 80 80 80 80 80
44 80 80 80 80 80 80 80
50 80 80 80 80 80 80 80
56 80 - 80 80 80 80 80 80
63 80 80 80 80 80 80 80
25 50 76 100 100 100 100 100
28 56 84 100 100 100 100 100
31 62 94 100 100 100 100 100
34 69 100 100 100 100 100 100
38 75 100 100 100 100 100 100
41 81 100 100 100 100 100 100
47 94 100 100 100 100 100 100
56 100 100 100 100 100 100 100
66 100 100 100 100 160 100 100
75 100 100 100 100 100 100 100
84 100 100 100 100 100 100 100
94 100 100 100 100 100 100 100

1 For conditions under which this annuity is
payable, see text. Amount shown assumes that
employee did not have a reduction in his annuity
for early retirement and had repaid all refunds and
made all service credit deposits. <o

NETRI

NotE* The figures in this table may differ slightly
from those arising for actual cases because of differ-
ences in method of rounding, but differences will
rarely, if ever, exceed $1. Figures below line are
those that result from the maximum provision on
orphan annuities.
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able after retirement (or for that mat-
ter, after withdrawal) in the case of
employees who withdraw after 5 years
of civilian service and receive vested
withdrawal annuities. For age re-
tirements and disability retirements,
monthly survivor benefits are avail-
able in certain instances—in some
cases for all individuals concerned and
in other cases only when the employee
has made an election. In all instances,
there is a provision for refund of the
difference between the total annuity
payments made after all possible an-
nuities have terminated and the ac-
count at the time of retirement.

If there are eligible children at the
time the man dies, an annuity is pay-
able to the widow in the same amount
as those outlined in connection with
deaths in active service, that is, half
the husband’s full annuity prior to
any reduction actually made because
of a joint and survivor annuity. How-
ever, this annuity ceases at age 50 (or
earlier death or remarriage) whether
or not any children are then eligible.
That age limitation is set because a
joint and survivor annuity for the
widow, beginning at age 50, may be
elected. Likewise, the children re-
ceive the annuities described previ-
ously. A similar annuity is paid the
children of a nonmarried annuitant.”®

Two types of joint and survivor an-
nuities are available to annuitants
who take a reduction in their own
benefit. One type is available to mar-
ried men for their surviving widows,
and the other type is for nonmarried
persons for a named beneficiary.
Strangely enough, this option may
not be elected by married women, even
though the married women who were
on the annuitant roll as of the effec-
tive date could make such an election
in lieu of the increased annuity. Non-
married annuitants—excluding those
retired for disability, to whom the op-
tion is not available—must furnish
proof of good health.

Under the option for married men,
the widow’s annuity is 50 percent of
the full employee annuity. It is pay-
able only after age 50, and it ceases

13 There is a minor exception that will
probably occur very rarely in actual prac-
tice; a child cannot receive, with respect
to the same person, an annuity both un-
der this provision and under a joint and
survivor option.

Table 4.—Joint and survivor annuity fac-
tor for married male annuitant under
civil-service retirement system as percent
of factor on reasonable actuarial basis!

Factor in law as percent of factor
on actuarial basis,! when retire-
ment age of employee annui-

Age of wife tant is—
55 60 65 70
07 102 109 120
101 111 125 150
99 112 134 180
101 112 131 173
102 108 120 141
96 99 105 115

I Based on Standard Annuity Table at 3-percent
interest. These comparisons would differ only
slightly if the computations had been based on the
U. 8. White Lives Table.

on remarriage. The annuity payable
to the employee during his lifetime is
the full annuity reduced by 10 percent
if the wife is 60 years or over at the
time the husband retires (regardless
of his age) and by an additional three-
fourths of 1 percent for each year the
wife is under age 60 at that time, with
a maXximum reduction of 25 percent
(. e., for wives aged 40 or under). It
should be noted that the reductions
specified apply only to the employee
annuity and not to the annuity for
the surviving widow. Thus, for in-
stance, if the employee annuity prior
to election of the option is $100 per
month, the reduced amount payable to
the employee for life would be $90 if
his wife is aged 60, $84 if she is aged
52, and $75 if she is aged 40 or under;
in all instances, however, the surviving
widow would receive $50. It will thus
be seen that in general this option,
if it is elected, ties in with the annuity
benefits payable for deaths in active
service ™ and with the survivor bene-
fits automatically paid with respect to
annuitants who leave children at their
death. '

The factors prescribed in the law
for the reduced employee annuity
when the husband elects this option,
unlike those for joint and survivor

1 An exception occurs when the annui-
tant has retired before age 60 and his
annuity has been reduced 3 percent for
each year under that age. Consider, for
instance, an employee with a full annuity
of 3100 a month who retires at age 55
and whose actual annuity 1s therefore
#85. If he dies, his widow receives half
his annuity or $42.50. If, on the other
hand, he had died just before retiring,
she would have received an annuity of $50.

annuities in the former act, are not on
an actuarial basis. In most instances,
but by no means in all, they represent
a “bargain” to the annuitant. These
arbitrary factors were probably intro-
duced for ease in administration, but
they create significant inequities as
between different individuals. Table
4 compares, for certain combinations
of ages of husband and wife, the fac-
tors that will be applicable according

. to the law, and those developed on a

sound actuarial basis. As will be seen,
in some instances the factors in the
law are more generous by as much as
80 percent, although in certain other
cases there is a relative underpayment
of about 5 percent.

For nonmarried employees electing
a joint and survivor annuity option
the survivor annuitant must have an
insurable interest in the employee, as,
for example, in the case of a parent,
brother, or child.* This survivor an-
nuity, unlike that for the widow, is
payable immediately on the death of
the employee annuitant and runs for
life without any specific age limit and
regardless of marriage or remarriage.

15 See footnote 13, however, for the lim-
itation on duplication of benefits in this
case.

Table 5.—Joint and survivor annuity fac-
tor for ried stant under
civil-service retirement system as percent
of factor on reasonable actuarial basis!

Factor in law as percent of
factor on actuarial basis,!
when retirement age of em-

Age of female
ployee annuitant is—

survivor annui-

tant
55 60 65 70
Male employee
87 95 106 121
84 92 102 116
80 87 97 109
95 95 90 101
101 101 103 107
100 105 106 109
95 98 103 109
92 94 96 100

Female employee

81 87 95 106
78 84 92 102
75 80 87 97
89 89 82 90
96 95 95 96
97 100 99 100
94 95 98 103
92 92 94 96

1 Based on Standard Annuity Table at 3-percent
interest. These comparisons would differ only
slightly if the computations had been based on the
U. 8. White Lives Table.
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The amount is always half the reduced
employee annuity, rather than half
the full employee annuity as in the
case of widows. The reduction in the
employee annuity is based on the dif-
ference in age between the employee
and the survivor annuitant, as fol-
lows:

Survivor younger than Percentage

employee by— reduction
Less than 5 yearso- . ——— oo 10
50 YeArSe e 15
10-14 years o eaemeoaa 20
1619 years oo 25
2024 years_ e 30
25 years Or MOTr€ac oo eeen 40

© Once again, in most instances, these

arbitrary factors contain a “bargain”
element, as is shown in table 5 for
certain selected cases, although by no
means as much as in the case of mar-
ried men. As will be seen, however,
in many instances the reductions are
too large as compared with factors
computed on an actuarial basis As
8 result, while the arbitrary factors
are favorable to some annuitants,
they are very unfavorable to others,
with a range of variation as high as
20 percent in each direction. More-
over, there are the very serious objec-
tions that no allowance is made for
the sex of the employee and the sur-
vivor annuitant, and that the various
age groups are so broad as to cause a
significantly large difference in bor-
der-line cases.

The new survivor provisions are
much more comprehensive than those
formerly available. Under the old
law, both age and disability annui-
tants could choose between two types
of annuities for themselves. The first
type, which was most commonly used,
was in effect a cash refund annuity,
while the second was a somewhat
larger annuity but with no refund at
death. Thé cash refund annuity dif-
fered from the one in the present law
for employees who do not elect a joint
and survivor annuity in that it re-
duced the account only by the amount
of the annuity purchased by the ac-
count, rather than by the total an-
nuity payments received, as at pres-
ent; on the whole, therefore, a refund
was payable if death occurred within
about 10 years after retirement.” The

18 Under the present law there will prob-
ably be no refund in most instances unless
the annuitant dies within 2 or 3 years
after retirement.

new basis is, of course, much easier to
administer and is equally justifiable,
actuarially and logically.

In addition, under the former law,
annuitants retired for age could elect
a joint and survivor annuity payable
to any designated survivor regardless
of the latter’s insurable interest. The
survivor annuity was payable imme-
diately on the death of the annuitant
and ran for the lifetime of the sur-
vivor, regardless of age or remarriage.
The amount of the reduction was de-
termined on an actuarial basis accord-
ing to the various age-sex combina-
tions of the employee annuitant and
the survivor annuitant and which of
the two options was elected.” In the
great preponderance of the cases, the
new provisions are more favorable to
employees than the old provisions al-
though there are certain disadvan-
tages, such as the limitations in re-
gard to remarriage, the minimum age
at which payments commence, and
who can make the elections. In a few
cases, also, the arbitrary factors for
computing the joint and survivor an-
nuity produce too great a reduction.

Reemployment of Annuitants

Previously, when annuitants re-
turned to work under the system, their
benefits were entirely recomputed,
which occasionally had the effect of
creating some very appreciable ‘“loop-
holes.” TUnder the new law these
loopholes are in most instances no
longer possible, because annuitants
aged 60 or over who are reemployed
must continue to receive the original
annuity. No service credit will be
given for the period of reemployment,
and no retirement deduction will be
made, but the pay is reduced by the
amount of the annuity.

Redeposit of Refunds

All refunds received must. be re-
deposited upon return to service or
else none of the service in the period
covered by the refund will be credit-
able in computing the amount of an-
nuity, though it will be used in de-
termining length of service in meeting

17 The survivor annuity could be for
either the full amount or half the amount
of the reduced annuity. Of course, the
reduced annuity would be less in the for-
‘mer case because of the larger survivor
benefits provided.

eligibility requirements. In all but a
few rare instances—when the annuity
is affected by the 80-percent maximum
on the size of the bhenefit, for ex-
ample—the annuity will be materially
reduced if the refunds are not re-
deposited.

Purchase of Service Credit

Formerly, if there was creditable
service for which contributions had
not been made, credit was given in
determining length of service, though
the annuity was reduced by the
amount that would have been pur-
chasable, on an actuarial basis, by
such contributions if they had been
made. The new law introduces an
arbitrary factor to determine this
“purchasable” amount. Thus the
amount of the annual annuity as com-
puted by counting all service is re-
duced by 10 percent of the accumu-
lated service-credit deposit that was
not made as of date of retirement.
For example, if the annuity would
have amounted to $1,500 a year on
the basis of contributions having been
made for all service, but if a service-
credit deposit of $1,000 (including in-
terest to date of retirement) had not
been made, the annuity actually paid
would be reduced to $1,400. In most
instances this reduction is larger than
it would be on an “actuarial” basis,
which is probably fair enough as a
sort of penalty, though it does not
apply equally to all individuals. As a
result, under the new law it is in most
cases advantageous to purchase all
such service credit, especially just be-
fore retirement; under the old law
there was by no means such a clear
case for this action.

Military Service

Full credit is given for all military
service except when such service is
used as the basis for retired pay for
other than service-connected disa-
bility resulting from enemy combat
or explosion of an instrument of war.

Duplication of Benefits

Except for the relatively infrequent
cases of annuitants who leave minor
children when they die, there is no
provision against the payment of more
than one separate annuity to a par-
ticular individual. Thus a woman can
receive retirement benefits as a result
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Social Security

of her own employment and also as a
widow. Likewise, a widow or a child
annuitant may receive the annuity
and work for the Government at the
same time.

Contribution Rate

In the first full pay period occurring
after June 30, 1948, the contribution
rate will be increased from 5 percent
to 6 percent. For many individuals
thisincrease is larger than the value of
the additional benefits payable, if any,
while for others the very valuable sur-
vivor benefits alone are worth more
than the additional 1-percent contri-
bution. Because of the refund feature
and the sizable governmental share of
the cost of the system, however, no
employee can properly feel that the
benefit provisions as changed are un-
fair.

Voluntary Contributions

The provision for voluntary contri-
butions has been used relatively little.
Of the 111,000 employee annuitants on
the roll as of June 30, 1947, for ex-
ample, only 900 or less than 1 percent
had additional annuities because they
had made such voluntary deposits.
That provision is continued but on a
somewhat different basis. As before,
an employee may deposit up to 10 per-
cent of his total salary back to August
1920. These deposits must be made
while the employee is in service but at
any time before retirement, though
they cannot be made until the em-
ployee has redeposited all refunds re-
ceived and purchased all service credit.
The money accumiulates, as in a sav-
ings bank, at 3-percent interest and is
refunded at the death of the employee
and may be withdrawn on separation
before retirement. Thus, if an em-
ployee leaves the service before he is
eligible for immediate retirement ben-
efits, he may either withdraw the de-
posits plus interest or leave them to
purchase a deferred annuity. At re-
tirement the accumulated amount is
used to purchase an annuity that has
the same cash-refund feature as that
of the regular annuity.” For the ad-

18 Reduced joint and survivor annuity
options will be available for all retirants,
regardless of sex or marital status, on the
same basis as for regular annuities of non-
married annuitants; that is, the survivor
annuity is half the reduced employee an-
nuity.

Table 6.—Annual income (payable monthly) under cash refund annuities per $100 of

.ages.

single premium
Civil-service U. 8. Selected insurance
retirement White | Standard| companies under—
Lives | Annuity
Age Table | Table at
1939-41 at{ 3-percent | Settle- Single
Present | Former |3-percent| interest ment remium
interest option p
Men
$7.00 . 91 $6.35 $5.89 $5.39 $4.48
8.00 7.62 7.08 6.48 5.94 4.90
9.00 8.55 8.02 7.21 6.62 5.39
10.00 9.75 9.23 8.12 7.48 5.95
‘Women
$7.00 $6.45 $6.01 $5.41 $4.93 $4.13
8.00 7.04 6.71 5.89 5.39 4.48
9.00 7.79 7.60 6.48 5.94 4.90
10.00 8.76 8.75 7.21 6. 62 5.39

ditional annuity, however, the refund
period will generally run for 10 to 12
years, since the account is reduced
only by the amount “purchasable” by
the voluntary contributions and the
Government does not directly provide
any of the annuity.

Formerly the amount of such an-
nuity was based on actuarial factors
computed at somewhat of a “bargain”
rate, since the mortality table used
made no allowance for the future im-
provement in mortality that is very
likely to occur, and at the same time
used the generous interest rate of 4
percent. Now the law contains ar-
bitrary factors that vary only by age
and not by sex. Each $100 of volun-
tary contribution in the accumulated
deposit account will purchase an an-
nual annuity of $7 for employees re-
tiring at age 55 or under; * the amount
purchasable increases by 20 cents for
each year that the individual is above
age 55 at time of retirement—that is,
the factor is $8 for age 60, $9 for age
65, and $10 for age 70.

Table 6 compares the annual income
under cash refund annuities from
various sources for a single premium
of $100 for men and women at selected
In addition to the present and
former factors for the civil-service
retirement system, the table shows
those computed from two life tables
using an interest rate of 3 percent,

® A constant factor for ages under 55
is probably justified because this class
consists of disability annuitants for whom
annuity values are relatively constant re-
gardless of age.

which is the rate currently credited
on individual accounts. The first life
table is the official one for white per-
sons in the United States, based on
the experience in 1939-41, while the
second is the Standard Annuity Table
which has been used by most life in-
surance companies as the basis for
their annuity rates.® In addition, -
there are shown factors used by several
representative large insurance com-
panies under their settlement options
(which are in effect the net rates with-
out any allowance for expenses) and
for their single premiums (which do
include an allowance for expense and
mortality selection).

Since the factors used in a govern-
mental system such as this can, no
doubt, justifiably be on a nonexpense
basis, their actuarial adequacy can
more properly be compared with the
net rates under the two life tables and
with the settlement option rates. As
may be seen from table 6, the current
factors under the civil-service provi-
sions are higher than the former ones
by about 5 percent for men and 15 per-
cent for women. In comparison with
the population life table, the current
factors are about 10 percent higher
for men and almost 20 percent higher
for women. In comparison with the
Standard Annuity Table, the differ-
ential is about 25 percent for men and
almost 40 percent for women. Incom-

20 Actually, in the last few years most
companies have adopted a stricter basis
by using this table but rating down the
ages; for instance, a person aged 60 is
considered aged 58.
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parison with insurance company rates
the current civil-service factors give
about 35 percent more for men and
50 percent more for women than do
the settlement option rates, and about
65 percent and 80 percent more than
the single premium rates. The “bar-
gain’ element present in the voluntary
deposit system is therefore very con-
siderable.

Actuarial Cost of the Program

In considering the cost of the new
system it will be of interest to consider
first the cost of the previous law, both
at the time of its enactment in 1942
and when the new law was being con-
sidered.

The 1942 act was originally esti-
mated to cost about 15% percent of
pay roll on a level-premium actuarial
basis, of which 5 percent was paid by
the employees and the other 10
percent by the Government.” The
1948 estimate of the cost of the 1942
act indicated a total level-premium
cost of only 10 percent of pay roll, so
that the employees’ 5-percent contri-
butions paid half the cost; the Gov-
ernment’s share of the cost was only
5 percent of pay roll, in contrast to the
i0Y%, percent estimated earlier. This
great difference appears to be due en-
tirely to two factors, namely, the
higher salary rates® and the use of
different age and service distributions
of active employees.®

The costs discussed above have been
in terms of percentage of pay roil,
which is probably the soundest basis
for cost comparisons. However, dol-
lar figures also might be of interest.
Thus, in 1942 the Government cost
was estimated at $136 million per year
on the basis of the 1940 pay roll, while
in 1948 the corresponding figure was
$224 million. This increase of about
65 percent arose because the rise in
pay roll more than offset the relative

2 Twenty-Second Annual Report of the
Board of Actuaries of the Civil Service
Retirement and Disability Fund, for the
fiscal year ended June 30, 1942 (H. Doc.
259, 78th Cong., 1st sess., p. 9).

22 Because of the weighted nature of
the benefit formulas, increases in salary
did -not produce corresponding propor-
tional increases in benefits.

# With the growth in Government em-
ployment, a greater proportion of the em-
ployees in 1948 had, in general, little or
no previous service,

savings in cost that resulted from the
factors already mentioned.

It has been estimated* that the
total level-premium cost of the pres-
ent law is about 121, percent of pay
roll, of which the employees pay 6
percent. Thus the Government cost
of about 6%, percent of pay roll is
higher than its cost of 5 percent for
the 1942 act but about one-third lower
than was estimated at the time it was
enacted. In terms of dollars, the Gov-

ernment cost for the present law is

prebably about $285 million a year.

The cost of the civil-service retire-
ment system is difficult to determine
exactly, not only because of the neces-
sary range of variation present in any
actuarial estimate but also because of
the numerous optional features avail-
able to employees by election. Since
such features are not on an actuarial
basis, election of any one instead of
another can result in an appreciable
profit or loss to the fund. For in-
stance, if most employees who with-
draw with more than 5 but less than
20 years of civilian service take their
refunds instead of the more valuable
deferred-annuity rights, the system
will “save” money. On the other
hand, if most retiring employees elect
the joint and survivor annuity options
or use the optional deposit system,
the cost to the fund will be greater
because the factors used, in general,
grant more than the actuarial equiva-
lents.

Comparison With Survivor Protec-
tion Under Old-Age and Sur-
vivors Insurance

The survivor protection provided
for Government employees under the
new law differs materially from that
offered to workers covered under the
old-age and survivors insurance sys-
tem. In many respects the civil-serv-
ice retirement survivor protection is
superior, although in other important
respects it is not.

The chief advantages of the civil-
service survivor benefits lie in the
amount of the benefits, which for
long-service employees are at an ap-
preciably higher level than those
under old-age and survivors insur-
ance, and in the lower age at which

# Congressional Record, Feb. 26, 1948,
p. 1808.

widow’s benefits are payable. Also
from the viewpoint of the individual
beneficiary there are advantages in
that the civil-service survivor benefits
are hedged in by fewer restrictions.
The benefit may continue, for ex-
ample, while the survivor is working
for the Government or receiving an
annuity in-his own right.

On the other hand, the survivor
benefits offered by the civil-service
system possess a number of serious
disadvantages:

1. For short-service employees the
benefits are very small, and these per-
sons are probably the ones with the
greatest social need, since they are at
the younger ages when their children
have long potential periods of de-
pendency;

2. Because of the maximum limita-
tions on children’s benefits, more em-
phasis is placed on the annuity for
the widow than for the family, which
seems less desirable from the stand-
point of society as a whole;

3. Survivor protection for the aged
widow of an annuitant is available
only on an elective basis and then
only if the annuitant takes a reduc-
tion in his own annuity. Under old-
age and survivors insurance, on the
other hand, the employee receives his
full benefit, and his wife, if she is
eligible, also receives a monthly bene-
fit. In general, experience has indi-
cated that elective options are rarely
used by many persons, and their po-
tential value is therefore not realized;

4. Employees withdrawing from
service lose all their survivor protec-
tion immediately;

5. Widow’s benefits are payable to
relatively young widows whether or
not they have children in their care;
since this is an expensive feature, the
money could perhaps better be used
for the more socially desirable pro-
tection of children.

Summary and Conclusions

The recent amendments to the civil-
service retirement system have gone a
long way toward providing broad pro-
tection for Government employees.
The new survivor benefits partially fill
a very serious gap. The new annuity
formula is in general more liberal and
is easier to understand. In certain
sectors, however, the system still does

(Continued on page 44)
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