
The Second Actuarial Valuation of 
the Railroad Retirement Act* 
" A T INTERVALS not longer t han 3 years 
the Board shall make an estimate of 
the liabilities created by this Act and 
the Railroad Retirement Act of 1 9 3 5 
and shall include such estimate in its 
annual report ."1 In accordance with 
this s tatutory mandate , the Railroad 
Retirement Board has issued the sec
ond actuarial valuation, along with its 
recommendations and a s ta tement of 
the Actuarial Advisory Committee, as 
an appendix to the annual report for 
1 9 4 2 - 4 3 . 

*Prepared by the Office of Director of Research, Railroad Retirement Board. The actuarial valuation was conducted by Robert J. Myers, now lieutenant, AUS. 
1 Section 15 (d) of the Railroad Retirement Act, as amended (Public, No. 162, 76th Cong.), approved June 24, 1937. 

The first valuation covered the pe
riod ended December 3 1 , 1 9 3 8 . The 
experience and data accumulated in 
the 3 succeeding years provided a 
more complete basis for the compila
tion of mortality, disability, with
drawal, and ret irement rates and 
salary scales. They also permitted a 
far more accurate determination of 
the liabilities for years of service be
fore 1 9 3 7 which, although prior to the 
date of enactment, are credited toward 
benefits under the retirement system. 

The second valuation as of Decem
ber 3 1 , 1 9 4 1 , employed methods gen
erally similar to those used for the 
first and, whenever possible, compared 
original estimates against actual ex
perience. The report also took into 
account amendments to the law since 
1 9 3 8 which, except for the military-

service provisions, were administra
tive and had slight effect on coverage 
and other features. By amendments 
in 1940 and 1942, credit toward bene
fits is allowed on account of specified 
past, current, or future military serv
ice. Since the Federal Government 
bears the cost entailed, these provi
sions were not taken into account in 
the valuation. The actuary's report, 
summarized below, was approved as to 
method and presentation by a three-
member Actuarial Advisory Commit
tee consisting of actuaries recom
mended by employees, carriers, and 
the Secretary of the Treasury. 
The First Valuation and 

Actual Experience 
Annual costs of benefits based on 

estimates of the first valuation com
pared with the experience during the 
past few years showed tha t the esti
mated disbursements exceeded the ac
tual expenditures by a steadily in-



creasing percentage—4.6 percent in 
1940, 5.4 percent in 1941, and 6.4 per
cent in 1942. This deviation from the 
expected cost is due mainly to the 
fact that , with improving business 
conditions, there was a sharp decrease 
in the number of actual as compared 
with anticipated ret irements. 

Fur thermore, a level annual pay roll 
of $2 billion into perpetuity was as
sumed in the previous valuation; the 
present actual annual pay roll is close 
to $4 billion (without taking the re 
cent pay raise into account) , and the 
pay roll in the valuation year was 
$2.7 billion. The lower benefit outgo 
and higher pay-roll base do not neces
sarily mean tha t the level cost figure 
of 11.11 percent indicated in the first 
valuation was too high. The short-
range figures used for comparison, it 
must be remembered, have been 
strongly influenced by prevailing 
economic conditions. 
Investigations and Studies 

Mortality investigations.—A series 
of mortali ty investigations empha
sized the high mortali ty rates among 
age annui tants retiring in the years 
1937-38 and the considerably lower 
rates thereafter. Following passage 
of the act, there was some question as 
to its constitutionality. A signifi
cantly large number of the individuals 
who retired were in poor heal th ; o th
ers who were eligible to retire r e 
mained a t work pending the sett le
ment of litigation. The mortali ty in 
more recent years has been 5 percent 
lower t han t ha t predicated by the 
"Railway Employees Mortality Table" 
developed for the first valuation. 

The investigation of mortali ty 
among disabled annui tants indicated 
t h a t the s tandard previously used for 
valuing the costs of their benefits was 
not applicable. Consequently, a new 
table, the "1941 Disabled Railway Em
ployees Select Mortality Table," based 
on actual experience, was constructed 
for this second study. This table was 
used to measure costs not only for dis
abled annui tants on the rolls on De
cember 31, 1941, but also for all future 
annui tants in this class. 

Another investigation dealt with 
deaths in. active service. I t indicated 
t h a t claims for lump-sum death bene
fits have been or will be filed with 
respect to only 55 percent of all deaths 
which occurred before 1942. Actual 
disbursements for such deaths, how

ever, will constitute about 90 percent 
of the total amount which would be 
payable for all deaths. The average 
lump-sum death payment increased 
from $39 in 1937 to $271 in 1941. 

Retirement rates.—The rates of dis
ability ret i rements in 1939-41 were 
much below the 1937-38 rates. The 
trend toward lower rates in the years 
1942-43 was expected because of the 
higher wages, better employment op
portunities due to wartime activities, 
and consequent encouragement to re 
main a t work. In view of these con
ditions, the second valuation in t ro
duced a new set of disability rates 
reflecting the aggregate experience of 
the 5 years 1937-41. These rates are 
considerably below those of the first 
valuation for ages under 55 but for 
the older ages, where the disability 
ra te has its greatest effect on costs, 
the differential ranges from 10 to 20 
percent. 

Conditions in the past few years 
also gave rise to much lower rates for 
age retirements. The new rates, in
troduced to account for these changes, 
range from 50 to 70 percent of the 
figures given in the first valuation 
with the exception of the critical age 
65, for which the ra te is 82 percent of 
the original figure. Despite this 
sharp reduction in rates above age 65, 
the actual decrease in cost arising 
therefrom is less than 10 percent, be
cause retirements are not eliminated 
but merely postponed. Under these 
assumptions, the average ret irement 
age for individuals whose annuities 
will begin to accrue at ages 65 and over 
becomes 67.4 instead of 66.6. For the 
immediate future, ret irement rates 
lower t han those used in the second 
valuation are in prospect. The trend 
may be reversed as economic activity 
slows down. 

The rates of withdrawal prior to re
t i rement age, developed in the previ
ous valuation, were reasonably well 
substantiated by the investigations on 
this issue. They were therefore used 
again. 
Prior-service credit.—The first valu
ation derived its estimate of service 
prior to 1937 mainly on the basis of 
unverified employee reports. For the 
second valuation, however, a substan
tial portion of the data used was veri
fied. Service claims were modified in 
accordance with information obtained 
from the prior-service project con

ducted by the Board.2 Thus, al though 
only a 4-percent sample was employed, 
the results obtained are more reliable 
t han those of the first valuation. Tha t 
study showed tha t 1,349,000 individ
uals were eligible on December 31, 
1938, for prior-service credit. This 
figure included those still living on 
tha t da te whether or not retired. An 
estimated 53,000 of these died before 
the end of 1941. A further exclusion 
of 129,000 persons on the ret irement 
rolls on t ha t date, on an accrual basis, 
left 1,167,000 persons alive and not re 
tired as of December 31, 1941, who 
were eligible for prior-service credit. 
This figure agrees closely with the 
estimated 1,103,000 shown in the sec
ond valuation, which had eliminated 
50,000-75,000 "casuals" who had negli
gible service and who will probably 
never apply for annuities. 

Number of employees.—Following 
the plan of the first valuation, two 
censuses were obtained as of Decem
ber 31, 1941—one for active employees 
and the other for inactive individ
uals—to determine the coverage of the 
system. The 4-percent prior-service 
sample was coordinated with a 4-per
cent wage sample of all employees with 
service subsequent to 1936. This val
uation considered every employee to be 
in t he active-service census if he 
worked in 1941 and was alive and not 
retired on December 31 of t ha t year. 
The number of such persons was 
found to be 1,978,000. The total n u m 
ber of individuals who worked a t any 
t ime in 1941 was 2,005,000, The dif
ference of 27,000 was found to be dis
tributed almost evenly between deaths 
and ret irements in t h a t year. 

For the inactive census, a division 
was made between persons who had 
some service prior to 1937, and those 
with subsequent service only. The 
former group contained 164,000 indi
viduals and the lat ter 824,500, so t h a t 
roughly the inactive-census universe 
comprised a million persons. The 
computations showed tha t , for em
ployees in the active-service census, 
the average service rendered through 
the end of 1941 was 22.1 years, while 
for the inactive census the corre
sponding averages were 9.3 years for 
individuals with prior-service credit 
and 0.4 years for those with service 
after 1936 only. 

2For a brief description of this project, see the Bulletin for November 1940, pp. 84-86. 



New entrants.—The first valuation 
based the age distribution of new en
t ran t s on the 1924-29 survey by the 
Federal Coordinator of Transpor ta 
tion. The second valuation included 
in the new-ent rants distribution in
dividuals with service in the past but 
not in the year immediately preceding 
their reentry. Thus, those who 
worked in 1940 but not in 1939 were 
classified as new entrants , whether or 
not they worked prior to 1939. The 
average age of this group was found to 
be 29.5 years—about 2 years older t han 
the average indicated by the Federal 
Coordinator's survey. 

Salary scales.—The benefit formulas 
prescribed by the Railroad Retire
ment Act determine the annuities as a 
function of earnings and length of 
credited service. I t was therefore 
necessary to develop salary scales for 
all employees who may eventually be
come eligible for benefits. On the 
basis of two 4-percent samples of 
wages and service, four separate sal
ary scales were constructed—three for 
active employees and a fourth for in
active employees. For the former 
group the scales presented are : (a) 
average prior-service compensation, 
(b) total subsequent wages for 1937-
41, and (c) future wages. The last 
was also used for the new ent ran ts 
distribution. The scales for service 
already performed were based on ac
tual data , whereas for the future the 
1940 wages, adjusted upward to make 
allowance for the wage increases 
which became effective as of Septem
ber 1941, served as a base. 
Level-Cost Calculations 

The investigations just described 
provided the foundation for building 
service tables, determining the mone
tary functions, and obtaining the 
present values of the various benefits. 
With respect to the service tables, the 
second valuation deviates from the 
first by considering disabilities which 
occur prior to the ages at which an
nuities would be available as with
drawals from service. 

Fur thermore, in the development 
of salary averages, and the benefits 
dependent thereon, a new assumption 
was made with reference to service 
rendered in any calendar year. In the 
former valuation, it was generally as 
sumed tha t there would be 11 months 
of service in every calendar year. On 
the basis of experience for the past 

several years, however, it was found 
tha t the service pa t te rn for calendar 
years subsequent to entry called for 
5 months in the first year of service, 
7 months in the second, and 8, 9, 10, 
11, and 11 1/2 thereafter for the suc
ceeding years. This service pa t te rn 
was also applied to service already 
rendered to produce adjusted years of 
entry which are sufficiently close to 
the actual ones so tha t for a given 
entrance age the service by at tained 
age will be the same for present em
ployees as for new entrants . By this 
device, computations were simplified 
and the salaries subsequent to De
cember 31, 1941, could be used for all 
groups of employees. 

To t ranslate the value of benefits 
into terms of pay-roll percentages, an 
"equivalent level annual pay roll" 
must be established. The first valu
ation settled upon a $2 billion annual 
pay roll into perpetuity. For the 
second valuation, the pay roll for the 
past several years was projected into 
the future on the assumption tha t it 
would rise to a maximum of $3.84 bil
lion in 1944 and then level off a t $2.29 
billion in 1950 and thereafter. This 
varying pay roll was then converted 
by use of discount factors at 3 percent 
interest to an equivalent flat pay roll 
of $2.5 billion per year. 

The future benefits as of December 
31, 1941, excluding those for new en
t r an t s subsequent to t h a t date, have 
a total present value of $5,586 mil
lion, distributed as follows: 

C l a s s 
A m o u n t 

( i n m i l l i o n s ) C l a s s 
A m o u n t 

( i n m i l l i o n s ) 
A c t i v e e m p l o y e e s $ 4 , 5 0 0 
I n a c t i v e a n d t e r m i n a t e d employees 1 7 2 
R e t i r e d e m p l o y e e s a n d s u r v i v i n g 

s p o u s e s 9 1 4 
The reserves in the railroad ret ire
ment account, amounting to $130 mil
lion on an accrual basis, were sub
tracted from the total, leaving a bal
ance of $5,456 million as the excess 
of such liabilities over funds on hand. 
From tha t point it became possible to 
establish the level cost (table 1). 

I tem A of the table indicates this 
present value of $5,456 million, t ha t is, 
the present value of all future benefits 
to be paid with respect to individuals 
who have already retired, those whose 
employment has been terminated, and 
all active employees alive and not re 
tired on December 31, 1941, over and 

Table 1.—Determination of level cost 1 
in first and second actuarial valuations 

[ M o n e t a r y figures in millions of dollars] 

I t e m 1st valua t ion 2d valua t ion 

A. Excess of present va lue of futu re benefits over funds on hand $4,387 $5,456 
B. Presen t value of 1 percent of ea rn ings of act ive employees $178.4 $318.4 
C. Level cost for new e n t r a n t s (percent) 5.591 5.77 
D . I t e m B t imes i t em C $997.4 $1,837 E. In i t ia l deficit ( i tem A m i n u s i t em D ) $3,390 $3,619 
F . T h r e e percent interest on init ial deficit $101.7 $108.6 
G. E q u i v a l e n t level annua l pay roll 2 $2,060 $2,500 
H. I t em F as percent of pay roll 5.084 4.34 I . Annua l admin i s t r a t ive ex

pense $2.5 $2.5 
J. I t em I as percent of pay roll 0.125 0.10 K. To ta l level cost as of valuat ion d a t e (C p lus H plus J ) (percent) 10.800 10.21 
L. To ta l level cost as of Dec . 31, 1941 (percent) 11.261 10.21 
M . To ta l level cost as of 2 years after valuat ion date (percent) . 11.108 10.45 

1 F l a t tax r a t e to be appl ied against t h e pay rolls for the covered group in order to meet all future p a y m e n t s to t h e var ious classes of beneficiaries. 
2 Actuar ia l equ iva len t of t he assumed future p a y rolls der ived b y discount ing such pay rolls a t a 3-percent r a t e of in teres t . 

above the funds on hand in the retire
ment account as of t ha t date. The 
figure includes the benefits to active 
employees not only for their service 
prior to the valuation date but also 
for their service projected to the age 
of retirement, withdrawal, or death, 
as the case may be. 

I tem C indicates t ha t the cost of 
benefits to new employees would be 
5.77 percent of their own pay roll. 
The figure for such employees is con
siderably smaller than for the group 
as a whole because they receive no 
credit for prior service (on which no 
taxes were collected) and because the 
benefits to these new ent ran ts will, in 
general, be deferred for a compara
tively long time. In addition, the 
taxes paid with respect to new en
t ran ts will accumulate a sizable 
amount of interest, since such taxes 
will be paid for many years before the 
funds are needed. 

I tem B indicates the present value 
of 1 percent of all future earnings of 
active employees. I tem D measures 
the present value of future taxes from 
present employees (individuals work
ing in 1941 who are alive and not 
retired on December 31, 1941) on the 
basis of the tax which has been cal
culated as sufficient for new em
ployees—5.77 percent. The difference 
between the $1,837 million figure thus 



arrived at and $5,456 million is $3,619 
million (item E). 

This figure provides a measure, in 
terms of present values, of the inade
quacy of the funds which would be 
accumulated on this basis. The term 
"initial deficit" as used in item E is 
therefore not synonymous with the 
ordinary use of the term, since it only 
represents the "initial deficit" if the 
tax rates were kept level a t a ra te 
adequate for new entrants—5.77 per
cent. Since even the present tax 
schedule employs a step ra te which 
levels off a t 7 1/2 percent in 1949, it is 
apparent t ha t the "initial deficit" as 
used in item E is only a means for 
arriving a t the final level-cost figure. 
Because the present taxing provi
s ions3 require a uniform tax rate 
regardless of differences among em
ployees as to age or years of past 
service, the deficiency of $3,619 mil
lion in present value must be met by 
a flat addition to the inadequate "nor
mal tax ra te" of 5.77 percent. 

To obtain the flat addition indi
cated above, the assumption was made 
tha t interest charges only will be paid 
on the "initial deficit" into perpetuity. 
The amount required annually on this 
basis is indicated in item P. I t then 
becomes necessary to t ransla te the 
fluctuating future pay rolls into an 
equivalent level pay roll which is 
shown in item G. By taking the rat io 
of item F to item G, the flat addition 
emerges as a percent of pay roll (4.34 
percent). 
The total level cost as of December 
31, 1941, which is indicated in item K, 
is then readily established. Since it 
is the total of item C (the "normal 
tax r a t e " ) , i tem H (the necessary ad
dition above the "normal rate") and 
item J (the annual administrative ex
penses as a percentage of level pay 
roll), the resulting figure of 10.21 per
cent represents the level tax ra te t h a t 
would have been necessary beginning 

3Taxes for the support of the retirement system are levied under subchapter B of chapter 9 of the Internal Revenue Code, formerly the Carriers Taxing Act. These include an income tax on employee representatives and employees and an excise tax on employers. It is assumed that amounts exactly equal to the total proceeds of these taxes will be appropriated and it is further assumed that appropriations in excess of amounts required for benefit payments and administration will be invested in Government obligations bearing interest at the rate of 3 percent per annum, compounded annually. 

in 1942 if the railroad retirement 
system were to be completely self-
supporting on the basis of the as 
sumptions used in the valuation. 
The present tax schedule, however, is 
considerably below tha t . Conse
quently, the level cost as of 2 years 
after the valuation date necessarily 
is increased, since an inadequate 
amount of taxes was collected in 1942 
and 1943—6 percent in 1942 and 6 1/2 
percent in 1943 as compared with the 
10.21-percent level required as of De
cember 31, 1941. 

The $5,456 million set forth as item 
A is not, it should be noted, the excess 
of liabilities over assets. This figure 
includes the present value of all fu
ture benefits based on service prior to 
as well as subsequent to the valuation 
date ; an accounting figure would re 
quire the inclusion of credit for all 
future taxes as well. Since the pres
ent value of all future taxes to be 
collected from this group under 
the existing tax schedule, beginning 
in 1942, is $2,236 million, such an 
accounting figure would be $3,220 
million. 
Implications 

On the assumption t ha t a new tax 
schedule might be pu t into effect in 
1944, a number of possibilities were 
suggested to meet the costs on the 
bases postulated. From an actuarial 
point of view, it makes no difference 
whether immediate increases are 

made, in which case the ult imate level 
taxes would be lower, or whether a 
gradual scale is adopted with a higher 
ult imate tax ra te . One approach 
would be to add a flat 3.32 percent of 
pay roll to the existing schedule so 
tha t the ul t imate level reached in 
1949 would be 10.82 percent instead 
of 7.5 as a t present. Another would 
increase the present tax from 6.5 per
cent to 7 percent and step up the ra te 
by 1 percent every 3 years, to reach 
an ult imate ra te of 12.02 percent in 
1958. The second type of alternative 
s tar ts with a smaller increase, p ro 
ceeds gradually, and consequently 
levels off at a higher ra te a t a later 
date. 

In considering the valuation figures, 
it should be borne in mind tha t cost 
estimates for a broad governmentally 
administered social insurance system, 
even though prepared in a completely 
accurate fashion, cannot be expected 
to be precise. Despite the availability 
of extensive data, assumptions often 
arbi trary and without adequate fac
tual basis must be made concerning 
future conditions. 
Short-Range Projections 

The valuation contains two sets of 
projections of benefits and taxes based 
on two widely different assumptions 
as to the nature of pay rolls and other 
cost factors in the future. The pro
jections do not follow from the level-
cost calculations but were prepared 

C h a r t 1.—Estimate A: Benefit payments on accrual basis, by type of payment, actual 
calendar years 1937-41 and estimated 1942-55 



along the same lines and were based 
on the assumption t ha t the present 
benefit structure and tax schedule 
will remain unchanged. 

Estimate A assumes tha t the pay 
roll will reach its peak at $3.6 billion 
in 1943 and will level off at $2 billion 
in 1950. Estimate B anticipates a $3.8 
billion peak in 1944 and a leveling off 
to $3 billion in 1952. Both assump
tions implicitly indicate a decline in 
railroad activity a t the close of the 
war. Under both of these hypotheti
cal conditions it is supposed tha t , if 
pay rolls decrease, the number of age 
and disability retirements as well as 
the rates will increase. The projec
tions indicate t h a t for the lower pay
roll estimate the disbursement level 
will be $228 million by 1955 (chart 1) 
and $190 million for the higher esti
mate (chart 2) . If the projections 
were carried further, the level of dis
bursements for the higher pay-roll 
estimate would meet and then exceed 
tha t of the alternative estimate, since 
the greater number of individuals in
cluded in the larger coverage would 
be reflected eventually in benefits 
paid. Although the range between 
the disbursements under the two as
sumptions is only about 20 percent by 
1955, the balance in the account will 
be affected far more sharply. Thus, 
for the lower estimate, the fund will 
be exhausted by 1955; in the second 
case, the account increases steadily 
until by 1955 it is almost $1.5 billion 
(chart 3). 

Conclusions 
The second valuation, just as the 

first, indicated t ha t the present tax 
schedule is insufficient to support the 
benefits provided under the Railroad 
Retirement Acts. However, on the 
basis of the assumptions made, the 
constant amount of 3.32 percent of pay 
roll would have to be added in 1944 to 
the present tax rates to render the 
system self-supporting, as compared 
with the figure of 3.81 percent as of 
1941, derived from the first valuation. 
This estimate of the necessary tax in
crease may, under favorable condi
tions, be too high or, under unfavor
able circumstances, too low. A 
possible, but not very probable, 
"favorable" situation arises if: 

1. The equivalent level pay roll is 
$3 billion; 

2. Retirement and disability rates 
continue at low levels; 

3. New employees enter a t younger 
ages than recorded for 1940; and 

4. Mortality rates remain substan
tially at present levels. 

The level cost under these circum
stances might dip to 8.1 percent. In 
such event, the present tax schedule 
would be almost sufficient to make the 
system self-supporting. On the other 
hand, the following set of unfavorable 
circumstances may arise in the future: 

1. The equivalent level pay roll is 
as low as $2 billion; 

2. Retirement and disability rates 
increase sharply; Chart 2.—Estimate B: Benefit payments on accrual basis, by type of payment, actual 

calendar years 1937-41 and estimated 1942-55 

Chart 3.—Funds available in railroad re
tirement account at end of calendar 
year, actual 1937-41 and estimated 
1942-55 

3. New employees enter a t older 
ages than used for the valuation; and 

4. Mortality rates improve appre
ciably, especially at ages above 65. 
These conditions might push the cost 
of benefits to 14.5 percent of pay roll. 
The irreducible minimum below which 
it would be almost impossible for costs 
to go would be a figure not very much 
lower than 8.1 percent. On the other 
hand, the maximum figure for costs 
could be considerably higher t han 
14.5 percent if there should be a 
catastrophic drop in the railroad pay 
roll. 

The assumptions postulated by the 
level-cost calculation which yielded 
a figure of 10.45 percent as of Decem
ber 31, 1943, have been made consist
ent with actual experience, with no 
a t tempt to be overly conservative. 
No precise figure can be set as to the 
exact costs under the present retire
ment system. There seems to be no 
doubt, however, t h a t the present tax 
rates are insufficient. 

The valuation concludes with the 
following s ta tement : "The short-
range projections of income and dis
bursements indicate t ha t receipts will 
very likely exceed disbursements for 
the next 3 or 4 years, but tha t in the 
succeeding decade this situation might 
be reversed. However, if this should 
occur, and if the excess of disburse
ments over receipts is drawn from the 
account, it is probable t ha t no addi
tional revenues would be necessary be
fore 1955." 

Recommendations of the Railroad Retirement Board 
The Railroad Retirement Board 

paid particular attention to the sig
nificant differences between the esti
mates of liabilities incurred under the 



r e t i r e m e n t ac t s a s r epor t ed by t h e 
first a n d second va lua t ions . T h e fol
lowing m a j o r facts were c i ted in t h e 
compar i son be tween t h e two v a l u a 
t i o n s : 

" 1 . T h e increase of s l ight ly over 
$1,000,000,000 in excess of t h e p r e s e n t 
va lue of fu tu re benefits over funds 
on h a n d due largely to t h e inclusion 
of new employees a n d to t h e different 
definit ion of ac t ive employees used in 
t h e second va lua t ion . 

2. T h e increase of .18 p e r c e n t of 
pay roll in t h e level cost for new e n 
t r a n t s . 

3 . T h e increase of s l ight ly m o r e 
t h a n $200,000,000 in the in i t i a l defi
cit, which , however , c an be covered by 
a smal le r add i t iona l t a x r a t e for all 
employees—4.34 pe rcen t as compared 
wi th 5.084 pe rcen t . 

4. T h e inc rease of $500,000,000 in 
t h e e s t ima te as to t h e equivalent level 
a n n u a l p a y roll, a n d 

5. T h e reduc t ion of 1.05 p e r c e n t of 
pay roll in t h e second va lua t ion as 
c o m p a r e d w i t h t h e first in t h e to t a l 
level cost as of December 31, 1941." 4 

I t was pa r t i cu la r ly no ted t h a t t h e 
inc rease in l iabil i t ies a n d t h e in i t ia l 
deficit ind ica ted above were m o r e 
t h a n coun te rba l anced by t h e a s s u m p 
t ion of a $2.5 billion equ iva len t a n n u a l 
pay roll , wh ich would resu l t in a r e 
duc t ion in t h e level t a x r a t e requ i red 
for all employees . Never theless , even 
t h e lower cost figure p roduced by t h e 
second va lua t ion ind ica ted t h a t t h e 
level cost was a lmos t 3 p e r c e n t in ex
cess of t h e m a x i m u m t a x r a t e u n d e r 
t h e p resen t schedule . 

T h e B o a r d s t a t e d t h a t , despi te t h e 
very favorable condi t ions exis t ing 
today , t h e r e t i r e m e n t r a t e s h a v e n o t 
fal len sufficiently to reduce costs a p 
preciably. I n consequence, i t would 
a p p e a r unwise to count on a n y m a t e 
r ia l financial relief because of a d e 
cline i n t h e r a t e a t wh ich workers 
r e t i r e f rom t h e r a i l r oad indus t ry . 
A t t en t ion was also cal led to t h e fac t 

4 Annua l Report of t h e Railroad Ret i re 
m e n t Board, 1943, p . 68. 

t h a t t h e ind ica ted level costs for new 
e n t r a n t s h a d r i sen i n 1941 a s com
p a r e d w i t h 1938, even t h o u g h t h e r e 
h a s been a cons iderable increase in 
t h e vo lume of r a i l road employmen t 
a n d a g r e a t influx of new a n d young 
employees in to t h e indus t ry . T h e in 
t r o d u c t i o n of y o u n g lives i n to t h e 
system, there fore , does n o t assure any 
apprec iab le financial ga ins u n d e r the 
p r e s e n t t a x s t r u c t u r e . 

Since t h e second va lua t ion , based 
on considerably m o r e favorable con
di t ions t h a n t h e first, in a l a rge 
m e a s u r e t e n d s to s u b s t a n t i a t e t h e 
l a t t e r , t h e inescapable conclusion was 
r e a c h e d t h a t t h e exis t ing level of 
t axes is n o t a d e q u a t e to finance p e r 
m a n e n t l y t h e p r e s e n t benefi t s t r u c 
t u r e . 

T h e Board , however , took t h e p o 
s i t ion t h a t o the r r e l evan t fac tors 
should be t a k e n i n to cons ide ra t ion in 
d e t e r m i n i n g t h e advisabi l i ty of a t a x 
inc rease a t t h e p r e s e n t t ime . S u c h 
fac tors i nc lude : 

1. T h e possibili ty of add i t iona l 
legis la t ion w h i c h would p resumab ly 
inc lude a new schedule of t a x r a t e s to 
finance adequa te ly b o t h p re sen t a n d 
proposed benefits . 

2. T h e t r e n d of fu tu re pay rolls. 
(Al though rela t ively h i g h figures for 
1943 a n d 1944 were used in t h e va lu 
a t ion , it a p p e a r s t h a t these have been 
a n d will be exceeded.) 

3. T h e fac t t h a t t h e fund u n d e r 
p resen t t ax r a t e s will be sufficient to 
m e e t all d i sbu r semen t s du r ing t h e 
nex t decade even u n d e r t h e pess imis
tic a s sumpt ions i n h e r e n t in t h e p r o 
jec t ion u n d e r e s t ima te A. 

T h r e e conclusions were r e a c h e d 
f rom t h e foregoing cons ide ra t ions : 
"Fi rs t , t h a t add i t iona l t axes will be 
necessary to finance t h e benefits p r o 
vided; second, t h a t i n c o m e a n d r e 
serves a re a d e q u a t e for i m m e d i a t e r e 
q u i r e m e n t s ; a n d th i rd , t h a t t h e delay 
in c h a n g i n g t h e r a t e s un t i l t h e nex t 
va lua t ion will p e r m i t of b e t t e r es t i 
m a t e s a n d will n o t m a k e a g rea t dif
ference i n t h e r a t e of inc rease neces 
sary ." 

I n consequence of these conclu
sions, t oge the r w i t h t h e possibil i ty of 
changes in t h e benefit provis ions of 
t h e a c t a n d a n a c c o m p a n y i n g new 
t a x s t r u c t u r e , t h e B o a r d h a s r e c o m 
m e n d e d t h a t n o c h a n g e in t a x r a t e s 
be m a d e a t t h i s t ime . 

T h e C h a i r m a n of t h e B o a r d h a s 
s ta ted , however , t h a t t h e r easons for 
re jec t ing a n i m m e d i a t e inc rease in 
t axes a r e n o t necessar i ly persuas ive . 
T h e f ac t t h a t a m e n d m e n t s a r e u n d e r 
cons idera t ion (which do no t c o n t e m 
p l a t e a r educ t ion in p r e s e n t l iabi l i 
t ies) in no way lessens t h e force of 
t h e conclusion t h a t t h e p r e s e n t t axes 
a r e insufficient to s u p p o r t t h e benefit 
p r o g r a m now in force. H e observed 
t h a t fu tu re exper ience m a y reduce 
t h e ind ica ted deficiency in t h e t a x 
r a t e . He no ted also t h a t congres 
s ional policy w i t h respect to t h e S o 
cial Secur i ty Act, wh ich would a p p e a r 
to m a k e inevi table a G o v e r n m e n t 
con t r i bu t ion for t h e s u p p o r t of t h a t 
sys tem, should also be appl ied to t h e 
Ra i l road R e t i r e m e n t Act. N e v e r t h e 
less, h e po in ted out , per iods of heavy 
traffic volume a n d r is ing pay rolls a n d 
profits a re ideal for t a x increases , a n d 
a delay m i g h t resu l t in a n imposi t ion 
a t a t ime w h e n income a n d profits 
a re fal l ing a n d consequent ly cause a 
b u r d e n on employers a n d employees 
which will weigh m o r e heavi ly t h a n 
a t p re sen t . A delay would also r e 
qui re a g r ea t e r inc rease l a t e r t h a n a n 
add i t iona l levy now. I r respec t ive of 
f u tu r e costs, equi ty would bes t be 
served by increases now because p r e s 
e n t r a t h e r t h a n fu tu r e t a x p a y e r s a r e 
t h e chief beneficiaries. H e conc lud
ed t h a t , a l t h o u g h a r i se to t h e full 
ex ten t ind ica ted by t h e a c t u a r i a l r e 
p o r t m i g h t no t be advisable because 
of t h e unce r t a in t i e s men t ioned , a n in 
crease , effective a s soon as possible, 
was advisable . He r e c o m m e n d e d a n 
i m m e d i a t e add i t i on to t h e p r e s e n t 
t axes of t h r e e - f o u r t h s of 1 p e r c e n t of 
t axab le p a y roll u p to $300 a m o n t h 
on employees a n d a s imi lar increase 
on employers . 


