The Sixth Year of the Railroad Retirement
System

Jack M. ELKIN *

In THE FIRsT fiscal year of operation under a full
wartime economy, the railroad retirement system
has reflected the marked effect of the war on the
railroad industry generally. Improved business
conditions in the industry and the general wago
increases effective in Septomber 1941 resulted in
increased pay rolls and, consequently, in larger
tax collections under the Carriers Taxing Act.
Because more full-time employment was available,
and because of the critical need for individuals in
skilled occupations to remain on the job, relatively
fewer employees retired. Postponement of retire-
ment by employees eligible to retire reduces the
immediate demands on the retirement fund. It
also reduces the ultimate total payments which
will be made to these individuals, since retirement
at a later age shortens the period for which they
will be drawing annuities. Although ecarnings
after age 65 are still taxable, their effect on the
annuity paid is negligible. All these factors con-
tributed to strengthening the financial foundations
of the retirement system. In most respects, tho
changes in the operations of the system during
1941-42 were continuations of trends already
observed in 194041,

Benefit Payments

Although the war economy has retarded the
expected rate of retirement, the monthly amount
of net benefit payments certified to the Treasury
increased during the past fiscal year. This net
figure consists of the monthly, or in-force, pay-
ments to annuitants and pensioners on the rolls
at the end of the month, retroactive payments to
individuals newly certified or recertified during
the month, and lump-sum death benefits certified
during the month; minor deductions are made for
cancelations and repayments of amounts certified
in previous months. All but a small proportion
of the payments are made to annuitants and
pensioners on the rolls, who have entered the sys-
tem over a period of years and who, for the most
part,receive payments until their death;that group

*Rallroad Retirement Board, Oflice of Director of Research.
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therefore chiefly determines the level of retire-
ment benefits. Since the number of individualg
on the retirement rolls will continue to grow, the
increase in benefit payments can be expected to
continue with few, if any, interruptions for many
years to come.

Chart 1.—Percentage distribution of benefit payments
certified to the Secretary of the Treasury under the
Railroad Retirement Act by class of benefit, fiscal
years 1936-37—1941~42
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The net benefit payments certified to the
Treasury during the fiscal year 194142 totaled
almost $127 million (table 1), 4.0 percent more
than the amount certified in 1940-41 and 11.1
percent more than in 1939-40.! The immediate
factors accounting for the slackening in the rate
of increase will become apparent from a discussion

1A better measuro of the changing level of obligations aceruing under the
retirement act can be obtained by presenting theso data on an acerual date
basis, 1. o., by alloeating the payments to the period with respect to which
thoy were payable, rather than to the period in which they were certified to
the Treasury. Administrative difficulties, moro marked In the early years
than at present, often result in the certification of payments a number of
months after thoy fall due. Accrual data aro not yet availablo for 1041-42,

but the basie trends are not affected by the certifieation figures used in this
artiele.
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of tho changes in the different types of benefit
payments that go to make up the total.?

Payments on employee annuities constituted 80
percent of the total in 1941-42, compared with
77 percent in the preceding fiscal year and 74
percent in 1939-40 (chart 1). Pension payments,
on the other hand, declined fromm 23 percent of
the total in 1939-40, to 19 and 16 percent, respec-
tively, in the 2 succeeding years. Lump-sum
death benefits amounted to 2.8 percent of all
benefit pnyments in 1941-42, to 2.4 percent in
1940-41, and to 1.9 percent in 1939-40. Sur-
vivor annuity payments were no more than 1
percent and death-benefit annuity payments less
than 0.5 percent of the total in each of the 3 yecars.

By the end of June, the Board had certified a
total of almost $557 million, divided among
275,000 retirement and survivor benefits?® as
follows: $406 million for 161,000 employee annu-
ities; $133 million for 48,600 pensions; $9.9 million
for 655,300 lump-sum death benefits; $4.4 million
for 3,300 survivor annuities; and $2.7 million for
6,600 death-benefit annuities.

Employee Annuities

A sensitive index of the effect of changing eco-
nomic conditions on the operation of the retire-
ment system is provided by the changes in data
relating to employee annuities. It had been ex-
pected, after the first few years during which most
of the large number of aged workers attached to
the railroad industry were absorbed into the re-
tirement system, that the number of new retire-
ments would drop and then level off to a fairly

1 For a detolled description of the different types of benefits, sco the ap-
ponded Technical Notes.

# Chiefly becauso lnmp-sum death benefits are somotimes paid to 2 or more
boneficlaries, the total number of beneficiarics of the rotirement system was
about 280,000,

Chart 2.—Number of employee annuities initially certi~
Jfied and terminated by death during year and in
Jorce at end of year, fiscal years 1936~37—1941-42
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stable figure. Instead, during the past few years,
improved employment conditions in the railroad
industry have brought about a continuous de-
crease in the number of applications filed and a
corresponding decline in the number of annuities
certified. At the same time, deaths among em-
ployee annuitants continued to increase, so that
the number of such annuitants on the rolls tended -
to level off more rapidly than had been anticipated
(chart 2).

Table 1.—Railroad retirement: Net benefit payments certified to the Secretary of the Treasury, by class of benefit,
Jiscal years 1936-37—1941-42}

Ponsions to
Employce Burvivor Death-benefit | Lump-sum
Period Total nnlxllxlt);cs former cartfor annuities annuities | doath bonefits
pensionors
Cumulative through Juno 1942. . ... . oooieoao. $550, 782, 414 $400, 411, 257 $133, 361, 604 $4, 352, 420 $2, 714,931 $9,942,102
Fiscal year:
1030-37 e icccaceceenan 4,514,617 4,400,010 | oo ... ... 36, 7561 08,846 |.cecrcmacaannann
1037-38. . 82, 654, 634 46, 759, 441 34, 880, 960 373,813 606, 300 35,017
1038-30.. 107, 13}, 438 75, 429, 661 28, 886, 178 778, 234 716,328 1,321,040
1030-40._.. 114, 025, 141 84, 530, 0356 25, 969, 281 912, 570 495,271 2,111,082
1040-41... . . 121, 709, 903 94, 300, 246 23,086, 813 1,070, 436, 134 , 800, 0!
L T R P 120, 656, 780 100, 970, 853 20, 838, 403 1,180,373 393,051 8, 674,038

! Figures for annuitics and ponsions include sum of amounts payable for
each month on all clatins certificd to end of month and still in forco plusrot-
roactive payments on claims initially cortified or rccertified during year.
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Figures for lump-sum doath benefits include payments on claim sinitially
cortified or recertified during yoar. Cancelations and r?nymonts of amounts
certified In provious years aro doducted. Conts omitted.
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About 97 percent of the benefit payments certi-
fied with respect to employee annuitants are in
force on a current monthly basis; conscquently,
benefit payments increased during the year, but at
a much slower rate than in previous years. The
amount certified for employee-annuity payments
in 194142 totaled $101 million, or 7.1 percent
more than in the preceding year, while in 194041
the increase was 11.6 percent over the year before.

In the year ended June 30, 1942, the Board
received 18,200 applications for employce annui-
ties, 17 percent less than in the preceding year and
32 percent less than in 1939-40. The number of
new certifications dropped proportionately to 16,-
300, a decrease of 21 and 30 percent, respectively,
from the 2 preceding years (table 2). In part, the
drop in the number of annuities certified was due to
administrative delays resulting from the Board’s
move to Chicago in April. If the number certified
in April and May had been at the average level
maintained in the rest of the year, the total for
1941-42 would have been more than 17,500.

Deaths among employee annuitants were re-
ported to the Board during the year in 8,800 cases,
9.2 percent over the 1940-41 total and 19.0 percent
over 1939-40. By the end of June, 34,500 of the
161,000 annuitics certified had been terminated by
death.

At the end of the yecar, the Board was paying
annuities to 126,000 retired employeces—78 per-
cent of all individuals for whom employee annui-
ties had been certified since the beginning of
operations. A yecar carlier, 119,000 annuities were
in force and the ycar before that, 106,000. The
average payment increased slightly during this
period, from $65.55 at the end of 1939-40 to
$65.70 at the end of 1940-41, and to $65.93 on
June 30, 1942. About 4 percent of the annuities
at the end of June were subject to recertification,
and it is estimated that such recertification will
increase the average for the group by about 25
cents,

The number of annuities certified in a given
year depends not only on the number of applica-
tions received during the year but also on the num-
ber held over from the preceding year. On June
30, 1939, when a number of administrative prob-
lems were still unsolved, about 12,000 applications
were pending. By June 30, 1940, the number bad
dropped to 9,600 and a year later, to 6,500. On
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Table 2.——Railroad retirement: Number and monthly
amount of annuities and pensions initially certified
and terminated by death during period, and in force
at end of period, by class of benefit, fiscal years 1936~
37—1941-421!

In forco at end
of perfod

Terminations

Initial certiftca.
tions by death

Perlod

Num. | Monthly | Num- | Monthly | Num. | Monthly
ber | amount | ber | amount | ber | amonnt

Employee annuities

Cumulative through

June 1042.._ .. ... 161, 017)$10,651,862| 34, 521}1$2, 247, 530]125, 756588, 200, 600
Fiscal year:
1936-37_ .. 7, 162 445, 520 284 17,333 8,870 433,047
1037-38. 88, 710{ 3,014, 201] 2,832 177, 083| 02,870| 4,097,616
1938-39 34, 842( 2,006,225 7,104 450, 108] 00, 185| 5, 806, 101
1030-40. . 23,406] 1,462, 708] 7,428 470, 904/108, 078| 6, 053, 664
1040-41 . ... ... 20, 052} 1,312,078} 8,001 530, 591118, 533| 7, 787, 408
1041-42. .. _____. 16, 330 1,001,957| 8,838 681, 300{128, 765] 8, 200, 600

Ponslons to former carrier pensfoners

Cumulative through N
June 1042.... ... 48, 585/$2, 812, 041| 20, 076{31, 184, 357| 27, 582 $1, 020, 465
Transferred as  of
July 1,1037......_. 47,077} 2,784,873) ... |,
Fiscal year:
1037-38 .. ........ 741 33,454 4,002 250, 233( 43, 014] 2, 551,078
R . 108 5,013! 4,520 255, 402| 30, 00| 2, 305, 770
24 1,302] 4,363 244, 332] 35, 1460| 2,001, 717
39 1,800] 4,107 232, 306{ 31,080| 1,830,876

53 2,130 3,557] 207,007] 27 882| 1. 620, 405

Survivor annufties

Cunmnulative through
June 1942 ... ___. 3,3211 $107,314 259 $8,510| 3,053 $08, 583
Flscal yoar:
1936-37........._ 115 4,050, .|, 116 4,051
1937-38. ... ... 707 27,273 15 533 807 31,489
1938-39 . . ........ 1,009 30, 687 32 1,040 1,783 61, 239
1939-40_ . _.._.._.. 623 18,112 62 1,037 2,341 7, 59
104041 ..., 501 14, 532 71 2,300] 2,771 00, 045
190142 ... 307 11, 330 82 2,815) 3,053 08, 883
Death-henefit annuities 2
Cumulative through
June 1042_.__._____ 0,480 $235,353] 5,015 $214,503 5673 $20, 745
Fiscal yeoar:
1036-37. 9, 380 12 461 238 8,910
1937-38. b3, 518] 1,027, 38,273 050 24,232
1038-30 . 63,008 1,612 60, 001 770 27, 364
103940. . 42, 5481 1,252 43,875 725 26, 182
1040-41__. ,081] 1,041 346, 765 710 25, 840
104142 ... 30,452| 1,003 35, 440 673 20,748

1 Data for initial cortifications are for perlod during which payment was
first certiftod and not for perlod during which it hogan to accrite. Data
for terminations by death are for perlod during which notico of death was
recoived and not for perlod during which beneficlary died. Cumulative
data oxclude claims declared inoligible, orroncous certifications, and erroncous
reports of death. In-forco data as of any date Include only certifications
made up to that date less terminations by death roported by that date; they
are also adjusted for recertiftications, refnstatoments, and ‘terininations for
reasons other than death (suspensiou, return to service, recovery from dis.
abllity, cominutation to lumnp-sum payment). All data are based on ac-
counl.ln[z period onded on approximately 20th day of last month of each
perfod In caso of certifications and 10th in case of torminations. Conts
omitted.

2 1In o fow cases, paymonts aro nade to more than 1 survivor on account of
death of | Indlvldual; such payments aro hero counted as single items, ‘Pere
minations include those by death and by expiration of 12.month perifod for
Fvalchtdemh-bcnoﬂt annuities are payable; nearly all terminations are of
atter type.
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March 31, 1942, there were approximately 5,200 in
the pending load, but by the end of the fiscal year,
because of the move to Chicago, the number had
risen to 5,500. A substantial decrease may be
oxpected during the current year. The Board also
has on file a group of inactive applications which
relato to annuitiecs with beginning dates more than
30 days in the future. These applications during
tho past ycar remained at a fairly stable level of
15,000-16,000.

Pensions
Pension payments differ from employee annui-

ties in that the pensioners represent a fairly

closed group of individuals taken over by the Board
from the private pension systems of the railroads.
Therefore, the pension rolls are being steadily
depleted by death while the new cases added each
year are negligible. Tor 1941-42, payments
totaled $20.5 million, 11 percent less than in
1940-41 and 21 pereent less than in 1939-40.

New pensioners transferred to the rolls come
from the pension registers of companies newly
determined to be employers under the act. The
53 individuals transferred in the last fiseal ycar
brought to 965 the total number of accessions since
tho original group was taken over on July 1, 1937.

The Board received during the year 3,600 re-
ports of death among pensioners, 13 percent less
than the year before. The number of deaths
among persioners decreases with the decline in
the number on the rolls, The ratio of deaths
during the year to the number in forec at the
beginning of the yecar, on the other hand, tends
to increase with the increasing age of the indi-
viduals in the group.*

Of tho 48,600 pensioners transferred to the rolls
of the Board, 27,600 or 57 percent were still
receiving payments at the end of the year. This
number was 11 percent below that of a year ago,
and 22 percent below the number on June 30, 1940.
It is estimated that the number of pensions in
force will remain above 10,000 until about the end
of 1948 and will not fall below 1,000 for at least
10 years after that,

The average pension payable on June 30, 1942,
was $568.97, which was 6 cents higher than the
average at the end of 1940-41 and 31 cents higher
than the year before. The increase, though not

—_—
£ A reversal of this trend occurred In 1041-42 as a result of o greater-than.
normal drop in the number of deaths reported during the last fow months;

the reason for this is not yet clear,
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marked, has been continuous because most of the
terminations occur among the older pensioners,
who generally retired in earlier years and received
somewhat smaller pensions than did the more
recently retired individuals. The main factor
causing the increase in railroad pensions was the
rise, until 1933, in the wages on which they were
based; the great bulk of the pension formulas pro-
vided amounts equal to 1 percent of the average
mouthly compensation in the 10 years preceding
retirement multiplied by the number of years of
service. After a while, it is oxpected that the
average pension in force will begin to decline,
reflecting in part the decrease in the wage base
beginning in 1933.

Survivor Annuities

The number of survivor annuities certified
continued to decrease during the year just ended,
reflecting the declining importance of joint and
survivor employee annuities—that is, those paya-
ble to individuals who elected to take a reduced
annuity in order to provide, after death, a lifetime
annuity to the surviving spouse. The number of
annuities certified under joint and survivor elec-
tion in the past fiscal ycar amounted to only
slightly more than 2 percent of all employee
annuities certified.

The small number of persons who have taken
advantago of the joint and survivor provision of
the act has proved somewhat disappointing, in
view of the efforts of the Board to acquaint appli-
cants fully with its purposes, When the amount
to which the annuitant would otherwise be entitled
is substantial and the difference between his age
and that of his wife is not too great, the amount
of annuity after reduction may be adequate. In
other cases the amount may prove insufficient, and
this fact undoubtedly has been'the major deterrent
to the election of annuitics of this type.

Because of a decreasing number of deaths
among joint and survivor annuitants, along with
an increasing proportion who die without leaving a
surviving spouse, only 367 new survivor annuities
were certified during 1941-42, compared with 501
the year before and 623 in 1939-40. The number
terminated by death is still comparatively small:
82 in the year just ended and 71 in the preceding
year. Because of the relatively small proportion
of these terminations, the number of survivor
annuities in force has continued to increase. On
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Table 3.~—Railroad retirement: Number and average
amount of lump-sum death benefits certified, fiscal
years 1937-38—1941-42

Average
Perlod 1\{)2:’}' amount of
benefit

Cumulative through June 19422 __. . .. ... .... 55,310 $179.70
666 52.70

15,359 86.08

13,370 157, 87

13,172 218, 64

12,833 278.28

1 Represents numbep of individuals with respect to whoso death benefits
were certified, rather than number of individuals certified to receive benefits;
less than 10 percent have been divided among 2 or more individuals.
tl;i (E:lcolgfies cancelations and repayments of benefits subsequent to cer-
June 30, 1940, 2,300 were in force; a ycar later,
2,800; and on June 30, 1942, there were 3,100,

The average monthly payment on survivor an-
nuities in force dropped slightly during these 3
years; on the dates specified, tho averages were,
respectively, $33.15, $32.50, and $32.29. The
main reason for the decrease is the fact that under
the 1935 act a relatively large number of individ-
uals who made joint and survivor clections were
eligible for disability annuities based on 30 ycars
of service, annuities which are usually higher in
amount than any other type. Many of these an-
nuities were terminated by death shortly after they
were certified, and survivor annuities became pay-
able. Under the 1937 act, on the other hand, the
option of election by such individuals was elimi-
nated. This factor, together with several other
restrictions imposed by that act, accounted for the
declining number of certifications of survivor

annuities.
Death-Benefit Annuities

Death-benefit annuitics under the 1935 act are
also playing a declining role in the retirement sys-
tem. The number of such annuities certified in
1941-42 was 861—16 percent less than the number
in the preceding fiscal year and 28 percent less than
in 1939—-40. The decline results both from the
decreasing number of emplovee annuitics in force
under the 1935 act and from the increasing pro-
portion of individuals who die without leaving a
surviving spouse or dependent next of kin entitled
to this type of annuity.

Death-benefit annuitics are payable for 12
months only, and the number of terminations in
1941-42 (consisting for the most part of those
certified the year before) outnumbered the certifi-
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cations. As a result, the number in force at the
ond of the fiscal year dropped to 573 compared
with 710 the preceding year. The average annuity
in force on June 30, 1942, amounted to $36.20, ag
compared with $35.97 on June 30, 1941.

Of the 23,000 annuitants certified under the pro-
visions of the 1935 act, 15,000 were still on the
rolls on June 30. They constitute, along with a
negligible number added currently, the potential
source from which death-benefit annuitics may
ultimately arise.

Lump-Sum Death Benefits

The trend in the number of lump-sum death
benefits certified each year presents a rather unex-
pected situation. Since the number of individuals
with credited service after 1936 has increased by
several hundred thousand during cach of the past
fow years, the number of deaths with respect to
which some benefit was payable has presumably
increased. This supposition is borne out by the
fact that the number of notifications of death re-
ceived from employers, who are required under the
act to report the death of each individual in active
gervice or in an employment relation, has been
increasing. There were 11,900 such notifications in
1939-40; in the following year there were 12,600;
and in the year just ended, 13,100.

Certifications of lump-sum death benefits, how-
ever, have actually been decreasing; 12,800 were
certified in the past year, 2.6 percent less than the
preceding year and 4.0 percent less than 1939-40
(table 3). The number of these benefits paid be-
cause of the death of retired individuals who had
already applied or been certified for an employee
annuity did increase, but such cases at the present
time are relatively few and do not affect the down-
ward trend. More than 90 percent of these benefits
have been paid on the death of employees, or of
individuals who had left the railroad industry but
had not yet reached retirement age.

The decline in certifications does not indicato a
failure on the part of the Board to keep up with
applications that are filed. By the end of the year
only about 1,100 claims were awaiting adjudication
and that number had been decreasing. Rather, the
reason lies in several factors, chief among which
are that: (1) some survivors fail to notify the
Board of the death of employees who had left the
railroad industry some time prior to death; and
(2) others, even after the Board has been notified

Social Security



and has made overy offort to apprise them of their
possible rights, do not make a formal application
for benefits or do not follow up an application by
submitting the necessary documents. In many of
theso cases, the amount of credited compensation
after 1936 is small and the benefit, 4 percent of that
compensation, is considered too small to make fil-
ing worth while. In others, the survivors may not
know or remember that the deceased employee
ever worked for a covered employer, or may
beliove that the only benefits to which they are
entitled are the survivor benefits they may be
receiving under the Social Security Act.

In spite of the decrcasing number of death
benefits certified, the total amount involved has
been increasing as a result of the rapidly growing
amounts of compensation credited to employces
since the beginning of 1937. The average amounts
certified in the last 3 fiscal years beginning with
1939-40 were, respectively, $157.57, $218.64, and
$278.28.

Coverage and Financing

Records of credited compensation carned in
each month after December 31, 1936, for cach em-
ployce subject to the act are maintained by the
Railroad Retirement Board from reports made by
employers. These records do not show the total
number of employees who have rights under the
Railroad Retirement Act, since some individuals
have received and others will receive annuities
based solely on service prior to 1937.  The number
of such individuals is very small, however, in
proportion to the total now covered by the act.
To the end of June 1942, over 3.5 million persons
had acquired credits under the system for service
subsequent to December 31, 1936, More than
600,000 of these did so in the last fiscal yecar alone,
compared with 300,000 in 1940-41 and 200,000 in
1939-40.

The amount of taxes collected under the Car-
riers Taxing Act of 19378 clearly reflects the
changes in railroad employment. In 1941-42,
collections amounted to $170 million, or 24 percent
more than the total for the preceding fiscal year
(table 4). Inasmuch as the tax rate for cach of
these years was 3 percent cach on employers and
employees, the increase is due to the rise in em-
ployment during the year and also, in part, to the

4 For a summary of the tax provisions and tho rolation between tax colleo-
tlons and appropriations, see the appended ’l‘oclmlcpl Notes.
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Table 4.—~Railroad retirement: Coliections under the
Carriers Taxing Act and total pay roll on which pay-
able, fiscal years 1938-39—1941-42

{In miliions]

Pay roll on
Tax
Porlod collec- ta:velsﬂ%l;re
tions! | T vables
Cumulative through June 1942 ... . .. .. $687.7 |-cccooeeoo
Through June 1938 .. _ ..o eccceeacean 180.8 |cvccencannan
Fiscal year:
1038-39 109. $1,080.5
121.0 2,150.2
194041 136.9 2,282, 4
104142 eiececciieceeas 170.0 2,833.5

! Basod on data from the Daily Statement of the U. 8, Treasury.

: P‘Igurm do not correspond precisoly to tho total annual compensation
earned in the railroad industry, since compensation in excess of $300 per month
per omployeo, consisting of about 1.5 porcent of the total, is excluded, and
since taxes coilocted in a givon quartor refer to compensation earned in the
proceding quartor.

increased carrier pay rolls resulting from the wage
adjustment which became effective in September
1941. The cstimated average annual pay roll
assumed in the actuarial valuation of the retire-
ment system as of December 31, 1938, was $2.0
billion, and the original estimates of the cost of
the system placed it at $2.2 billion. The total
pay roll on which taxes were payable in the fiscal
year 1940-41 was almost $2.3 billion and in
1941-42, more than $2.8 billion.?

Aside from the effect which the level of employ-
ment will have on tax collections for the fiscal
year 194243, collections for that year will increase
because of the recent wage increases which will be
in operation during the entire year, and also
because, on January 1, 1943, the tax rate increases
to a total of 6% percent of earnings.

Railroad Retirement Account

For the fiscal year 194142 Congress approved
an appropriation of $141 million for benefit pay-
ments and investment and $3.2 million for admin-
istrative oxpenses. Of the former, $46.4 million
was made available to the railroad retirement
account on July 1, 1941, the amount representing
the oxcess of the appropriation over estimated
benefit payments for the entire year, plus the
amount required to meot payments in the first
quarter. The remaining $94.5 million was trans-
ferred to the account in successive equal quarterly
installments.

¢ Theso figures do not correspond precisely to the total annual compensa-
tion earned in the raliroad industry, since compensation in excoss of $300 for
any month, consisting of about 1.5 porcent of the total, Is not taxable, and

since taxes collected in a given quarter aro based on compensation earned in
tho preceding quarter.
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Through June 30, 1942, the Treasury had trans-
ferred for benefit payments and investments a total
of more than $639 million (table 5), an amount
cqual to the sum of all congressional appropriations
to date. In addition, $9.0 million was made avail-
able for payments to employers for the collection
of service and compensation records prior to 1937,
and $16.3 million for administrative cxpenses of
the retirement system incurred by the Board and
the Treasury. The total made available to the
railroad retirement system was thus almost $665
million. Tax collections under the Carriers Tax-
ing Act totaled almost $688 million for the same
period, or 3.5 percent in excess of appropriations.

In addition to the $639 million transferred by
the Treasury, the account had received, by June
30, 1942, a total of $11.6 million in interest on
investments in special 3-percent notes. Of these
two amounts, $557 million had been certified for
benelfit payments by June 30, 1942, The balance
in the account as of that date was thus $94.1
million, consisting of $91.5 million in the special
3-percent Treasury notes and $2.6 million in cash.

To obtain a more nearly accurate picture of the
financial status of the system, three further factors
must be taken into account: the excess of tax col-
lections over transfers from the Treasury, amount-
ing to $23.1 million; a total of $48.9 million in
taxes which had accrued as of June 30 on 194142
pay rolls but were not paid until the first quar-
ter of the current fiscal year; and, somewhat oft-
sctting the first two, accrued obligations, amount-
ing to approximately $3.0 million, on payments
with beginning dates prior to July 1, 1942, but not
yet certified to the Treasury by the end of the
year. The first item was included in the appro-
priation for the fiscal year 194243 and made

immediately available to the retirement system,
If these factors are considered, the balance in the
retirement account as of June 30, 1942, would be
over $163 million compared with $107 million ag
of June 30, 1941, computed on the same basis,
Relatively high and increasing employment
levels will undoubtedly continue for some time,
and as long as such conditions provail the financial
status of the system will continue to improve,
However, in cstimating the adequacy of the
reserve to meet future demands upon the system,
the Board is fully aware of the necessity of taking
a long-terin view, which allows for alternating
periods of low as well as high employment. Such
an cstimate must await the results of a new
actuarial valuation of the railroad retirement
systemn based on expericnee through 1941,

Administrative Expenses

There has been a steady decrease in the relative
cost of administering the retirement system.
Administrative expenses for 1941-42 totaled $2.9
million, which was 2.3 pereent of benefit payments,
Administrative expenses for 194041 amounted to
2.4 percent of benefit payments and for the pre-
ceding year, 2.5 percent. IFor the entire period
since the beginning of operations they have
amounted o 2.9 percent.

A major factor in the cost of paying benelfits is
the necessity, in a large majority of the cases, of
obtaining pay-roll and service records for service
performed prior to 1937. The Board, with the
aid of the railroads, is now engaged in a program
of collecting such records for each individual who
may ultimately become eligible for an annuity.
FFor this purpose the $9.0 million already men-
tioned was appropriated to compensate the rail-

Table 5.—Ruailroad retirement: Status of the railroad retirement account as of June 30, 1938-42

{In thousands]

! |
Receipts (cumulative) I Balance
Balance in Net benefit o
Date appropriatlon; . puyIent < ;
ransfers certified 3-percent .
account _ | Interest on " . AT M ren<Iry Unobligated "
!rl",:fi'n{‘d:f:r," investments Total (cumulative) ! r,("',\,'\;_:.r} cash balance 3 Total

$04 $146, 466 $ 1 $147, 817 $87, 169 £G6, 200 —$5, 652 $60, 048
11,250 263, FO0 K 3 207, 113 104, 301 67, 200 — 4,388 62,812
10, 780 374,100 5 380, 0456 308, 326 79, 400 -7, 681 71,719
0 408, 500 29 506, 920 430, 126 74, 000 2,803 76,803
0 639, 350 572 650, 922 HhH6, 782 91, 500 2,10 04, 140

1 In addition, $9 million was transferred in October 1940 to prior-service
ac«lmu?t l!g;foliectlon of service and compensation data of railroad workers
prior to .

t Through June 1942, total i3 $10.6 mllllon In excess of amount of checks
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cashed and returned to the Treasury. (Sco the Bulletin, August 1042,
p. 74, table 8.)

¥ Minus figures represent overdrafts pending transfers from appropriations.
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roads for the work involved. The cost of ad-
judicating claims based on theso records will como
out of the appropriations for administrative
expenses, but when the entire project is completed
the cost of administration as a percent of benefit
payments should be counsiderably reduced.

Technical Notes

Benefits Under the Railroad Retirement Act

The Railroad Retirement Act, as passed in 1935 and
amended in 1937, established a I'ederal retirement system
for railroad employces. IEmployers under the act include
carricrs—railroads, express companies, and sleeping-car
companies, subject to part I of the Interstate Commerce
Act; carrier afliliates which perform a service in connection
with transportation by railroad—refrigerator-car loan
companies, for example; organizations such as railroad or
traffic associations maintained by two or more employecrs;
and standard railway-labor organizations, national in
scope. The act provides for five classes of retirement and
survivor benefits:

(1) Employce annuities, both disability and old-age,
based on an employee's yecars of service and average
monthly compensation, exelusive of carnings above $300
in any 1 month, with employers under the act.

The annuity is calculated by taking 2 percent of the
first $50 of the average monthly compensation, 1% percent
of the next $100, and 1 percent of the balance, and multi-
plying the sum of these threce amounts by the number of
years of credited service. The amount thus computed is
applicable to age annuities at age 65 or over and to disabil-
ity annuitics at any age based on 30 ycars of service; In
the case of age annuities at ages 60-64 based on 30 ycars
of service and of disability annuitics at ages 60-64 based
on less than 30 years of service, the amount is subject to
& deduction of Ys0 for each month by which the age at
the time the annuity begins to accrue falls short of G65.
The formula may also be modified by the application of
certain provisions for a minimum annuity. In determin-
ing the average monthly compensation on which the an-
nuity is to he based, the average earned by the individual
during the period 1924-31 is taken as applicable to his
entire period of service prior to 1937, while the average
for his period of service after 1936 is the actual average of
monthly earnings, For the purpose of computing average
monthly compensation and lengih of service, only months
in which there was some employment are counted. Where
service prior to 1937 is considered, only so much of it
is credited as is required to bring the total service period
to a maximum of 30 years, Service after the end of the
month in which age 65 is attained is not credited,” except
that the compensation therefor may serve to increase the
average compensation on which the annuity is based.

(2) Survivor annuities, paid to the surviving spouse of a
deceased employce annuitant who had elected a reduced
annuity during his or her lifetime in order to provide a
lifetime annuity for a surviving spouse. "The reduction in

——

! Unless age 65 was attafned prior to June 1937, in which case service is
credited throngh that month.

Bulletin, October 1942

the amount of employee annuity, which is in addition to
any reduction for retirement before age 656, may be such as
to provide the surviving spouse with an annuity equal to
50 percent, 75 percent, or 100 percent of the employee
annuity,

(3) Dcath-benefit annuities, paid under the 1936 act to
the surviving spouse or dependent next of kin of a de-
ceased annuitant or of a deceased employee who at the
time of his or her death was entitled to receive an annuity.8
An annuity of this type is equal to half the monthly amount
(prior to any reduction because of joint and survivor
clection) paid or payable to the employee annuitant before
his death, and is payable for 12 months only.

(4) Lump-sum death benefits, paid under the 1937 act
to one or more designated beneficiaries or, in the absence
of a designated beneficiary, to one or more of the deceased
employee’s surviving relatives, in a prescribed order of
precedence. These benefits are cqual to 4 percent of the
compensation carned as an employee after December 31,
1936 (excluding compensation in excess of $300 in any 1
month), less the aggregate amount of any employee or
survivor annuitics that may have been paid. If an em-
ployeo annuitant has elected a joint and survivor annuity
and is survived by his spouse, the death benefit is not
payable until aftor the death of the spouse,

(5) Pensions paid under the 1937 act to individuals who
were, on both March 1 and July 1, 1937, on the pension or
gratuity rolls of employers under the act and who were not
cligible on July 1, 1937, for annuities based in whole or in
part on service prior to January 1, 1937. The pensions
are equal in amount to the individual pensions or gratuities
granted by employers, with the restoration of gencral
reductions made after December 31, 1930, but cannot
exceed $120 a month.

Tax Collections and the Railroad Retirement Account

Three taxes are levied under the Carriers Taxing Act:
(1) an excise tax on employers’ pay rolls; (2) an income
tax at an equal rate on employecs; and (3) an income tax
on employee representatives at twice the rate for em-
ployees. Compensation for any employee in excess of
$300 in any 1 calendar month is not taxable. The exciso
and income tax rates are as follows: Calendar years
1937-39, rate 23 percent; 1940-42, rate 3 percent; 1943-46,
rate 3% percent; 1046-48, rate 3)4 percent; 1949 and
subscquent years, rate 3% percent. Thus the total amount
of the tax available for the first 3 ycars of the system was
5Y% percent of total employee compensation (with the $300 .
limitation defined above), and for the year 1949 and
thereafter it will be 7% percent.

Appropriations for benefit payments and for establishing
a reserve under the Railroad Retirement Act are made by
Congress annually on the basis of anticipated tax collec-
tions. Separate annual appropriations are made for
administrative expenses.

Although the Railroad Retirement Act does not specify
that appropriations for the retirement system should equal
in amount the revenue received under the Carriers Taxing

¢ Since substantially all annuities under the 1935 act have already been
granted, in practical effect death-bhenefit annuities are payable only to sur-
vivors of annuitants under that act.
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Act, that practice has, in fact, been followed. When
existing legislation for the retircment system was cnacted,
the taxing act was separated from the act authorizing the
payment of benefits in an effort to avoid the consequences
of the decision of the Supreme Court in the first Railroad
Retirement Act case. Collections under the Carriers
Taxing Act are deposited in the general fund of the
Treasury, and appropriations for bencfit payments and
investments and for administration are made out of that
fund.

The Board prepares each year an estimate of tax collec-
tions under the Carriers Taxing Act for the coming fiscal
year. After agrecment has been reached with the T'reasury
on this amount, the estimate is presented to Congress.
Congressional appropriations for benefits and investments
and for administrative expenses under the Railroad Retire-
ment Act have, in the past, been made in accordance with
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these estimates. The amount appropriated for adminig.
trative expenses is deducted from total estimated collee.
tions, and the balance, adjusted for differences between
previous tax collections and appropriations, constitutes the
annual appropriation for benefit payments and invest.
ments.

This appropriation is credited to an appropriations
account in the Treasury, from which transfers are made
quarterly to a trust fund account as requested by the
Railroad Retirement Board. The amount of each transfer
not required for benefit payments for the first month of
the quarter is invested in special 3-percent Treasury notes
and converted into cash during the subsequent months ag
necessary. The excess of the transfers plus interest earned
on the investments over the benefit payments makes up
the balance remaining in the retirement account as g
reserve fund,
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