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Minister but in close consultation
with the profession.

In proposing a public-~ubility cor-
poration of members of the medieal
and allicd professions, to administer
the system, the Medicnl Association
of South Africa was following the
preference expressed by n majority
of the members who responded to the
Association’s questionnaire, accord-
ing to the British Medical Jowrnal
“By a majority of something lke
twelve to one they declarcd against
& moedical service on the lines of the
Civil Service or the Army. On the
other hand, there was a majority of
flve to two in favor of a service under
the Minister of Health . . . with an
elected council, and the prohlemn has
been to reconcile a comprehensive
national health service initiated and
organized by the State with, so fay as
possible, the adininistration by the
profession of its own affairs.”

The Medical Assoclation of South
Africa was nlso in closc agreement
with the British Medical Association,
its parent body, which has demandcd
that the central administrative au-
thority for the British health service
shall be vested in a corporate body
rather than s Government depart-
ment.

In addition to the central adminis-

ogupplement, Jen. 1, 1044, p. 2.

trative authority, both plans recom-
mend an advisory council, to consist
of members of the medieal and allied
professions. The White Paper pro-
posed o Central Health Services
Council of some 30 or 40 members,
who would be appointed by the Min-
ister of Health in consultation with
the appropriate professional organ-
izations. The Council would select
its own chairman and regulate its
own procedure. Of the 28 members
of the proposed National Health Ad-
visory Council in South Africa, only
9 woulgd represent and be nominated
by the Government; 3 would repre-
sent the public, and the other 16
would represent the professioits, half
of them being nominated by the
Medical Assoclation. There would be
close liaison between this Council and
the Board of Governors.

At one impoirtant point the propo-
snls of the South African Association
diverge sharply from the recom-
mendations of the Representative
Body of the British Medical Asso-
ciation and are more specific than
those in the While Paper. In the
plan for South Africa, all doctors join-
ing the service, whether as apprentices
or on full appointment, would receive
a speeified salayy, vorying with the
quality and kind of work they do,
The snlary scale allows for promotions

within the grades speeified as well as
from one grade to ancther.

The Representative Body of the
British Medical Association favors “n
method of remuneration which relates
reimuneration to the amount of work
done or the number of pcrsons for
whom responsibility Is accepted,” that
is, a econtinuance of the capitation sys-
tem of relmbursement, *“In the opin-
ion of the Representative Body the
creating of a whole-time salaried
State medical service is not in the
best inlerests of the - community.

{This was carried by 20 votes to 10.)""

The White Paper offers alternative
proposals. In discussing the remu-
neration of general practitioners, the
White Paper says that, while “the
Governinent do not contemplate the
introduction of a universal salavied
system , . . they proposc that doc-
tors taking part In the public service
should be remunecrated on a basis of
salaries or the equivalent in any part
of the service in which this form of
payment {5 necessary to efficiency.
They contemplate also that it may be
possible in certain other cases to of-
fer remuneration by salary where the
individual doctors coneerned would
prefer such an arrangement.’®

“Bupplement to the FBritish Aedical
Journal, Qct, 30, 1943, p. 75.
8 White Paper, op. clt., p. 80.

The Second Actuarial Valuation of
the Railvoad Retivement Act®

“AT INTERVALS hot longer than 3 years
the Board shall make an estimate of
the liabilities ereated by this Act and
the Railroad Retirement Act of 1935
and shall include such estimate in its
annuai report.”! In accordance with
this statutory mandate, the Railroad
Retirement Board has issued the scc-
ond actuarial valuation, along with its
recommendations and a statement of
the Acluarial Advisory Committee, as
an appendix to the annual report for
1942-43,

*Prepared by the OfMce of Director of
Research, Rallrond Retirement Board, 'The
netuarinl valuntion was conducted by Rob-
ert J. Myers, now lisutonnnt, AUS,

1 Sectton 15 () of the Railroad Retire-
ment Act, ns nmended {Publle, No. 162,
76th Cong.), approved Junc 24, 1937,

The first valuation covered the pe-
riod ended December 31, 1938, The
experience and date accumulated in
the 3 succeeding years provided a
more complete basis for the compila-
tion of mortality, disability, with-
drawal, and retirement rates and
salary scales. They also permitted a
fer more accurate determination of
the linbllities for years of service he-
fore 1937 which, although prior to the
date of enactment, are credited townrd
benefits under the retirement system.

The second valuation as of Decem-
ber 31, 1941, employed methods gen-
erally similar to those used for the
first and, whenever possible, compared
orlginal estimates against actual ex-
perience, The report also took into
account amendmenls to the law sincc
1938 which, except for the military-

service provisions, were ndministra-
tive and had slight effect on coverage
and other fentures, By amendments
in 1940 and 1842, eredit toward bene-
fits is allowed on account of specified
past, current, or future military sery-
fce. Since the Federal Government
bears the cost entailed, these provi-
sions were not taken into necount in
the valuation. The actuary's report,
summarized below, was approved as to
incthod and presentation by a thice-
member Actuariagl Advisory Commit-
tee consisting of aetuaries recom-
mended by embployees, earrlers, and
the Sceretary of the Treasury.

The First Valuation and
Actral Experience

Annual costs of beneflts based on
estimates of the first valuation com-
pared with the experience during the
past few years showed that the esti-
mated disbursements exceeded the ac-
tual expenditures by a steadily in-
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erensing 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 thaf, with improving business
conditions, there was o sharp decrease
in the number of actual as compared
with enticipeted retirements,

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

Investigations and Studies

Mortality investigalions.—A series
of moertality investigations empha-
sized the high mortality rates among
age annujtants 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 healih; oth-
ers who were eligible to retire re-
mained at work pending the settle-
ment of ltigation. The mortality in
more recent years hias been 5 pereent
lower than that predicated by the
“Railway Employees Mortality Table"”
developed for the first valuation.

The Iinvestigation of mortality
among disabled annuitants indicated
that the standard previously used for
valuing the costs of their benefits was
not applicable. Consequently, & new
table, the 1941 Disabled Railway Em-
ployees Select Mortality Table,”” based
on aectual experience, was constructed
for this second study. 'This table was
used to measure costs not only for dis-
abled annuitants on the rolls on De-
cember 31, 1941, but also for all future
annuitants in this class.

Another investigation dealt with
deaths in active service. It Indicated
that clains for lump-sum death benc-
fits have been or will be filed with
respect to only 55 percent of all deaths
which occurred bhefore 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 retirements in 1939-41 were
much below the 1937-38 rates. The
trend toward lower rates in the years
104243 was expected beconuse of the
higher wages, hetter employment op-
portunities due to wartime activities,
and consequent encouragement to re-
main at work. In view of thesc con-
ditlons, the sccond valuation intre-
duced & new sct of disability rates
reflecting the ageregate expericnce of
the 5 vears 1937-41. ‘These rates ave
considerably below thosc of the flrst
valuation for ages under 55 but for
the older apes, where the disability
rate has its greatest effect on costs,
the differential ranges from 10 to 20
percent. *

Conditions in the past few yeal's
also gave rise to mucly lower rates for
age retitements. The new rates, in-
troduced to account for these changes,
renge [rom 50 to 70 percent of the
flgures given in the flrst valuation
with the exception of the critical age
85, for which the rate is 82 percent of
the original flgure. 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 retirement
age for individuals whose annuitics
will begin to accrue at ages 65 and over
becomes 7.4 instead of 66.6. For the
immediate futuve, retirement rates
lower than 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-
tirement age, developed in the previ-
ous valuation, were reasonably well
substantiated by the investigations on
this issue. They were thercfore used
again.

Prior-service credil.—The first valu-
atlon 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 date used was veri-
fled. Service claims were modified in
accordance with information obtained
from the prior-service project con-

ducted by the Board.? Thus, although
only a 4-pereent snmple was employed,
the results obtained are more reliable
than those of the first valuation, That
study showed that 1,349,000 individ-
uals were eligible on December 31,
1938, Ior prior-service credit., This
figeure included those still living on
that date 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 retivement
rolls on that date, on an acerual basis,
left 1,167,000 persons alive and not re-
tired as of Deccmber 31, 1641, who
were eligible for prior-scrvice credit.
This figure agrees closely with the
cestimated 1,103,000 shown in the scc-
ond valuation, whieh had ellminated
50,000-75,000 “casuals” who had negli-
gible service and who will probably
never apply lor annuities.

Number of employecs—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 employces with
service subsequent to 1936. This val-
uation considered every employee to be
in the active-service census if he
worked in 1941 and was alive and not
retired on December 31 of that year.
The number of such persons was
found to be 1,978,000, 'The total num-
ber of individuals who worked at any
time in 1941 was 2,005,000, The dif-
ference of 27,000 was found to be dis-
tributed almost cvenly betwecen deaths
and retirements in that 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 latter 824,500, so that
roughly the inactive-census universe
eomprised a million persons. The
computations showed that, for em-
ployees in the active-service census,
the average service rendered through
the end of 1941 was 22.1 years, while
for the inaetive census the corre-
sponding averages were 9.3 years for
indlviduals with prior-service credit
and 0.4 years for those with service
after 1936 only.

1 por a brief description of this project,
sco the Bulleitn for Novemher 1040, pp.
B4-D0.
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New entrants—The first valuation
based the age distribution of new en-
trants on the 1924-29 survey by the
Pederal Coordinator of Transporta-
tlon. The second valuation included
in the new-entrants distribution In-
dividuals with service in the pasl but
not in the year immediately preceding
their reentry. Thus, those who
worked in 1940 but not in 1939 were
elassifled as new entrants, whether or
not they worked prior to 1939. The
average aege of this group was found to
be 29.5 years—about 2 years older than
the average indicnted by the Federal
Coordinator’s survey.

Salary scales—The benehit formulas
prescribed by the Railroad Retire-
ment Act determine the annuitics as a
function of earnings and length of
credited service, It was thcerefore
necessary to develop salary scales for
all employees who mny eventually be-
como eligible f[or beneflts, On the
basis of two 4-percent samples of
wages and service, four separate sal-
ary scales were construeted—three for
active employees and a fourth for in-
nctive employecs. TFor the former
group the scales prescnted are: ()
average prior-service compensation,
(b) total subsequent wages for 1937-
41, and (e¢) Ifnture wages. The last
was also used for the new cntrants
distribution. The scales for service
already performed were based on ag-
tual data, whereas for the future the
1040 wages, adjusted upward to make
allowance for the wage Increases
which became effective as of Septem-
ber 1941, served as & base.

Level-Cast Calcilations

The investigations just described
provided the foundntion 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
oceur prior to the ages at which an-
nuities would be available as with-
drawals [rom service.

Furthermore, 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 genherally as-
sumed that there would be 11 months
of service in every ealendal year,
the basis of experience for thie past

on -’

several years, however, it was found
that the service pattern for calendar
ycars 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 thereafter for the suc-
ceeding years. This service pattern
was also applied to scrvice already
rendered to produce adjusted years of
entry which are sufficiently close to
the actugl ones so that for a given
entiance age the service by attained
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 employecs.

To translate the value of benefits
into terms of pay-roll percentages, an
“equivalent level annual pay roil”
must be established. The first valu-
ation settled upon a $2 billion annusal
pay roll into perpetuity. TFor the
second veluation, the pay roll for the
past several years was projected into
the futurc on the assumption that it
would rise to n maximum of $3.84 bil-
lion in 1944 and then level off at $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-
trants subsequent to that date, have
a total present value of $5,586 mil-
lion, distributed as follows:

Amotni
Class (in millions)
Active employees. . _________ &4, bO0
Innctive and terminated employ-
BB e e e ———— 172

Retired employees and survlving

EDOUBCE  cvrm e mamvamm————— 814

The reserves in the railroad retire-
ment account, amounting to $130 mil-
lion on an accrual basis, were sub-
tracted from the total, leaving a bal-
ance of $5,456 milllon as the excess
of such liahilities over [unds on hand.
Prom that point it became possible to
establish the level cost (table 1},

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

Table 1.—Determination of level costl
i first and second actuarial valuations

[Monetary Dgures In milions of dollars)

Hem 1st val- | 2d val-
untion | untion
A. Fxcess of present value of fu-
{ure benefl(s oyer fands an
BB, el 24,387 | 45450
B, Iresent volue of 1 pereent of .
earnlngs of aclive employees.| $178.4 | §118.4
3, Level cost for new enirants
(pereenly .. &, 6L 5,77
D. Itemn B thaes ftem O ... $0U7.4 | $1,837
1. Initial deficit (itein A wlnus
Mewm I ... 43,350 | 43,010
F, Three lporeeni. interest on Ini-
tinl deflelt o eme e $101. 7 $104.0
. Equivalent Tevel anvual pay
Toll e eiaen 2,000 | 2,500
H. Ttern I es pereent of pay roll .| 5 084 4.3
1, Annyal  admipistrative  ox-
3 LR 2.5 $2.5
J. Item [ as pereent of pay roll...; 0,125 .10
I, Total lovel cosl as of valuation
date (C plus I plus J) (per-
(/LI T1 A DA 10 B0t 10.24
Y. Total level cost as of De
1041 (pereent) . .| 11261 10.21
M. 'Potnl level cost as of 2 years
after valuation dote{pereent) 11.108° 10. 45
1 Flnt tox rate to ba applled ngeinst the pay rolls

for tho covered group In order Lo meet nll future
payments {o Lhe various classes of beoeficiarles.

7 Actuarial equivalent of ¢he assumed fulure pay
ralls ¢erlved by discounting such pay rolls at o
J-prerevant rate of interest.

above the funds on hand in the retive-
ment account as of that date. The
figure includes the henefits to active
employees not only for thelr service
prior to the valuztion date but also
for thelr service projected to the apge
of retirement, withdrawal, or death,
as the case may be,

Item C indicates that the cost of
benefits to new employees would be
5.77 percent of their own pay roll
The figure for such employces 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
beneflts to these new enlrants will, in
general, be deferred for o compara-
tively long time. In addition, the
taxes paid with respeect to new en-
trants will mccumulate a sizable
amount of interest, since such taxes
will be paid for many years belore the
funds atre needed,

Item B indicates the present valuce
of 1 percent of all future earnings of
active employees. Item D measures
the present value of future taxes frrom
present employees (individuals work-
ing in 1941 who are alive and not
retired on December 31, 1841) on the
basis of the tax which has been cal-
culated as sufflicient for new em-
ployees—>5.,77 percent, ‘The difference
between the $1,837 million figure thus
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arrlved at and $5,456 million is $3,619
millicn (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 deflcit” as used in item E is
therefore not synonymous with the
ordinary use of the term, since it only
represents the “initial deflcit” if the
tax rates were kept level at o rate
adequate for new entrants—5.77 per-
cent., Since even the present tax
schedule employs a step rate which
levels off at 734 percent in 1049, it is
npparent that the “initinl deficit” as
used In item E is only & means for
arriving ot the final level-cost flgure.
Because the present taxing provi-
sions® require a uniform tax rate
regardless of differences among em-
ployees as to age or years of past
service, the deflciency of $3.619 mil-
lion in present value must be met by
o flat addition to the inadequate “nor-
mel tax rate” of 5.77 percent.

To obtain the Aat addition indi-
cated above, tiie assumption was made
that interest charges only will be paid
on the “initial deficit” into perpetuity.
The amount required annually on this
basis is indicated in item F. It then
becomes necessary to translate the
fluctuating future pay rolls into an
equivalent level pay roll which is
shown in item G. By toking the ratio
of item ¥ o item G, the flat nddition
emerges as a percent of pay roll (4.34
percent) .

The total level cost as of December
31, 1941, which 15 indicated {n item K,
is then readily established. Since it
is the tota! of itcm C (the “normal
tax rate’), item H (the necessary ad-
dition above the “normal rate”) and
{tem J (the annual administrative ex-
penses as a percentage of level pay
rolD), the resulting figure of 19,21 per-
cent represents the level tax rate that
wolld have been necessary heginning

5 Taxes for the support of the retlrement
system are levied under subchapter B of

chapter 0 of the Internal Revenue Code,’

formerly the Carrlers Taxlng Act. These
include an income tax on employee repre-
sentatives and ecmployees and on exclsc
tax on cmployers. It 18 nssumed thot
amounts exanctly equal to the total pro-
ceeds of these taxes will he approprinted
and it 1s further assurned that approprin-
tions In excess of amounts required for
benefit ponyments and ndministration witl
he lnvested In Qovernment obligations
bearing interest nt the rate of 3 percent
per annum, compounded annually.

in 1042 if the rallroad 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 that, Conse-
quently, the level cost as of 2 years
after the valuation date necessarily
is increased, since nn jnadequate
amount of taxes was collected in 1942
and 1943-—¢ pereent in 1942 and 6%
percent in 1943 ns compared with the
10.21-percent level required as of De-
cember 31, 1941,

The $5,456 million set forth s itemn
A is not, it should be noted, the excess
of liabilities over assets, This figure
includes the present value of ail fu-
ture benefils based on service prior to
as well as subseguent to the valuation
date; an accounting flgure would re-
quire the inclusion of credit for nll
future taxes as well. Since the pres-
ent value of all future tnxes to be
collected from this group under
the existing tax schedule, beginning
in 1042, is $2,236 million, suech an
accounting flgure would be §3,220
miltion.

Implications

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

made, In which case the ultiinate level
taxes would be lower, or whether a
gradual scale 1s adopted with a higher
ultimate tax rate. One approach
would be to add =a flat 3.32 percent of
pay roll to the existing schedule so
that the ultimate level reached in
1948 would be 10.82 percent instead
of 7.5 as at present, Another would
increase the present tax {rom 6.6 per-
cenf to 7 percent and step up the rate
by 1 percent every 3 years, to rench
an ultimate rate of 12.02 percent in
1958. The second type of alternntive
starts with a smaller increase, pro-
cecds gradually, and conscquently
levels off at n higher rate nt a later
clate.

In considering the valuation figures,
it should be borne in mind that cost
estimates for a broad governmentally
administered social insurance system,
even though prepared in a completely
accurate fashion, cannot be expccted
to be precise, Despite the availability
of extensive date, assumptions often
arbitrary and without adequate fac-
tual basis must be made concerning

fulure conditions,

Short-Range Projections

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

Chart 1. —Estimate A: Benefit payments on accraal basis, by rype of payment, actual
ealendar years 1937—41 aud estisnated 1942-55
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along the sane lines and were based
on the assumption that the present
beneflt strueture and tax schedule
will remain unchanged.

Estimate A assumes that the pay
roll will reach its penk at $3.6 billlon
in 1943 and will level off at $2 billion
in 1050. Istimnate B anticipatesa $3.8
billion peak in 1944 and a leveling off
to $3 billion in 19562, Both assump-
tiong imnplicitly indicate a decline in
railrond activity at the close of the
war. Under both of these hypotheti-
cal conditions it is supposed that, if
pay roils decrcase, the number of age
and disablity retirements as well as
the rates will increasé. The projec-
tions indicate that for the lower pay-
roll estimate the disbursement level
will be $228 million by 1855 (chart 1D
and $190 million for the highcr esti-
mate (chart 2). If the projections
were earried further, the level of dis-
bursemments for the higher pay-roll
estlmate would meet and then exceed
that of the alternative estimate, since
the greater number of individuals in-
cluded in the larger coverage would
be reflected eventually in Dbenefits
paid, Although the range between
the disbursements under the fwo 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 vatuation, just as the
first, indicated that the present tax
schedule is insufflcient to support the
benefits provided under the Railroad
Retirement Acts. However, on the
hasis of the assumptions made, the
constant amount of 3.32 percent of pay
roll would have to be added in 1944 to
tlie present tax rates to render the
system self-supporting, as compered
with the fligure 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 nob very probable,
“favorable” situation arises if:

1. The c¢quivalent level pay roll is
$3 billion;

2. Retirement and disability rates
continue at low levels;

3. New employces enter at younger
ages than recorded for 1940; and

4. Mortality rates remain substan-
tinlly at present levels,

The level cost under these clrcum-
stanees 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 disabilily rates
increase sharply;

Chart 2.—Istinate B: Benefit payments on accrual buasis, by type of payment, acttial
calendar years 1937—41 and estimated 1942-55
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3. New employces enter at older
ages than used for the valuation; and
4, Mortality rates improve appre-
cinhly, espeeially at ages above 65.

These conditions might push the cost
of benefits to 14,5 percent of pay rotl
The irreducible minimum below which
it would be almost impossible for costs
to go would be a flgure not very much
lower than 8.1 percent. On the other
hand, the maximum figure for costs
could be considerably higher than
14.5 percent If there should be a
catastrophic drop in the railroad pay
roll.

The assutnptions postulated by the
level-cost calculation which yielded
a fAgure of 10.45 percent as of Decem-
ber 31, 1943, have been made consist-
ent with actual experience, with no
attempt to be overly conscrvative,
No precise figure can be set as to the
exact cosls under the present retire-
ment system. There seems {0 be no
doubt, however, that the present tax
rates are Insufficient.

The valuation concludes with the
following statement: “The short-
range projections of income and dis-
bursements indicate that receipts will
very likely exceed disbursements for
the next 3 or 4 years, but that 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 probahle that no addi-
tional revenues would be necessary he-
fore 1955.”

Reconnmendations of the

Railroad Retirement Board.

The Railroad Retirement DBoard
patd particular attention io the sig-
nificant differences between the esti-
madtes of Habilitics incurred under the
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retirement acts as reported by the
first and second valuations, The fol-
lowing major facts were cited in the
comparison between the two valua-
tions:

“1, The increase of slightly over
$1,000,000,000 in cxcess of the present
value of future benefits over funds
on hand due largely to the inclusion
of new employees and to the different
definition of active employees used In
the second valuation.

2. The increase of .18 percent of
pay roll in the level cost for new cn-
trants.

3. The increasc of slightly more
than $200,000,000 in the initial defi-
cit, which, however, can be covered by
a smaller additional tax rate for all
employees—4.34 pereent as compared
with 5.084 percent,

4, The increase of $500,000,000 in
the estimate as to the equivalent level
annual pay roll, and

5. The reduction of 1.05 percent of
pay roll in the second valuation as
comparcd with the first in the total
level cost as of December 31, 1941,

It was particularly noted that the
increase in liahilities and the initial
defieit indicated above were more
than counterbalanced by the assump-
tion of a $2.6 billion equivalent annual
pay roll, which would result in a re-
duction in the level tax rate required
for all employces. Nevertheless, even
the lower cost figure produced by the
second valuation indicated that the
level cost was almost 3 percent in ex-
cess of the maximum tax rate under
the present schedule.

The Board stated that, despite the
very favorable conditions existing
today, the retirement rates have not
fallen sufficiently to reduce costs ap-
preciably, In econsequence, it would
appear unwise to count on any mate-
rlal finaneclal relief because of a de-
cline in the rate ot which workers
retire from the railroad industry.
Attention was also called to the fact

tAnnusl Report of the Ratlroad Retive-
ment Board, 1043, p, 68,

that the indicated level costs for new
cntrants had risen in 1941 as com-
pared with 1938, even though there
has been a considerable increase in
the volume of railroad employment
and a great influx of new and young
cmployees into the industry, The in-
troduction of young lives into the
system, therefore, does not assure any
appreciable financial gains under the
present tax structure,

Since the sccond valuation, basecd
on considerably more favorable con-
ditions than the frst, in a large
measure tends to substantiate the
latter, the inescapable conclusion was
reached that the existing level of
taxes is not adequate to finance per-
manently the present beneflt struc-
ture.

The Board, however, took the po-
sition that other relevant factors
should be taken into consideration in
determining the advisability of o tax
increase at the present time. Such
factors include:

1, The possibility of additional
legislation which would presumably
include a new schedule of tax rates to
finance adequately both present and
proposed beneflts, '

2. The trend of futuve pay rolls,
(Although relatively high figures for
1543 and 1944 were used in the valu-
ation, it appenars that these have becn
and will be exceeded.)

3. The faet that the fund under
present tax rates will be sufficient to
meet all disbursements durlng the
next decade even under the pessimis-
tic assumptions inherent in the pro-
jection under estimate A.

Three conelusions were reached
from the foregoing considerations:
“Pirst, that additional taxes will he
necessary to finanee the benefits pro-
vided; seccond, that lncome and re-
serves are adequate for immediate re-
quiremnents; and third, that the delay
in changing the rates until the next
valuation will permit of better esti-
mates and will not make a great dif-
ferenee in the rate of increase neces-
sary.”

In conseguence of these conclu-
sions, together with the possibility of
changes in the beneflt provisions of
the act and an accompanying new
tax structurc, the Board has recom-
mended that no change in tax rates
be made at this timme,

The Chairman of the Board has
stated, however, that the reasons for
rejecting an imnediate increasc in
taxes are not neccssarily persuasive.
The fact that amendments are under
consideration (which do not contem-
plate a reduction in present liabili-
ties) in no way lessens the force of
the conelusion that the present taxes
are insufficient to support the henefit
program now in force. Hce observed
that future experience may reduce

‘the indicated deficiency in the tax

rale. He noted also that congres-
sional policy with respect to the So-
cial Sceurity Act, which would appear
to make inevitable a Government
coutribution for the support of that
system, should also be applied to the
Railrond Retirement Act. Neverthe-
less, he pointed out, periods of heavy
traffic volume and rising pay rolls and
profits are ideal for tax increases, and
a delay might result in an imposition
at a time when income and profits
are falling and consequently cause a
burden on employers and cmployecs
whichh will weigh more heavily than
at present. A delay would also re-
quire a greater increase later than an
additional levy now. Irrespective of
future costs, equity would best be
scrved by inecreases now because pres-
ent rather than future taXpayers are
thiec chief benefleiaries. He conclud-
ed that, although a rise to the full
extont indicated by the acluarial re-
port might not be advisable becausa
of the uncertainties mentioned, gh in-
crease, effective as soon as possible,
was advisable. He reccommended an
immediate addition to the present
taxes of tlhwee-fourths of 1 pereent of
taxable pay roll up to $300 a month
on cmployees and o similar inerease
on employers.



