
R T TO CONGRESS 

Federal Retirement Systems: 
Key Issues, Financial Data, And 
Benefit hovisions B.779870 

BY THE COMPTROLLER GENERAL 
OF THE UNITED STATES 



CZOMPTROLLER GENERAL OF THE UNlTED STATES 

WASHINGTON. D.C. 205448 

B-179810 

To the President of the Senate and the 
Speaker of the House of Representatives 

This is our report summarizing benefit provisions, 
financial data, and key issues relating to Federal retire- 
ment systems. 

We made our review pursuant to the Budget and Account- 
ing Act, 1921 (31 U.S.C. 53), and the Accounting and Audit- 
ing Act of 1950 (31 U.S.C. 67). 

We are sending copies of this report to selected Com- 
mittees of the Congress and to the Director, Office of 
Management and Budget; the Chairman, Civil Service Conunis- 
sion; the Secretary of Defense; the Secretary of State; 
the Chief Justice of the United States; the Chief Judge, 
United States Tax Court; the Chairman, Board of Governors 
of the Federal Reserve System; the Chairman, Tennessee 
Valley Authority; and the Commissioner, District of 
Columbia. 

Comptroller General 
of the United States 



Contents 
Page 

DIGEST i 

CHAPTER 

1 INTRODUCTION 1 

2 FEDERAL STAFF RETIREMENT SYSTEMS 
Civil service retirement system 
Uniformed services retirement sys- 

tem 
Foreign Service retirement and dis- 

ability system 
Federal judiciary retirement system 
U.S. Tax Court judges retirement sys- 

tem 
Retirement plan for employees of the 

Board of Governors of the Federal 
Reserve System 

Tennessee Valley Authority retirement 
system 

D.C. judges retirement system 
D.C. policemen and firemen!s retire- 

ment and disability system 
D.C. public school teachers retire- 

ment system 

4' 
4 

8 

9 
10 

11 

14 

14 
16 

17 

18 

3 FINANCIAL STATUS 25 

4 RECENT STUDIES OF RETIREMENT SYSTEMS 30 
Cabinet Committee report 30 
Report of the DOD (Department of . 

Defense) retirement study group 32 
Commission on the Organization of 

the District of Columbia 33 

5 FEDERAL RETIREMENT SYSTEMS--ISSUES 36 
Need to establish a Federal retirement 

policy 36 
Conclusions 40 



APPENDIX Page 

CPI 

DOD 

PGF 

TVA 

I 'Summary and current status of ,recommenda- 
tions of recent retirement system studies 41 

II Actuarial valuations 54 .i 

ABBREVIATIONS * 

Consumer Price Index 

Department of Defense 

policemen and firemen's 

Tennessee Valley Authority 



, COMPTROLLER GENERAL'S 
1 REPORT TO THE CONGRESS 

DIGEST -mm--- 

WHY THE REVIEW WAS MADE 

The U.S. Government operates 10 
retirement systems which provide 
coverage to approximately 5.9 mil- 
lion Federal civilian and military 
personnel. During fiscal year 1973 
the total outlay by these systems 
was $9.1 billion. 

GAO made this review to provide the 
Congress with a summary of financial 
information and other basic data on 
retirement systems which cover es- 
sentially all Federal personnel and 
employees of the District of Colum- 
bia. 

FJNDINGS AND CONCLUSIONS 

Finan&ng of retirement systems 

No uniform practices or principles 
exist on financing Federal retire- 
ment systems. Some systems are 
financed on a contributory basis 
and some on a noncontributory basis, 
some provide for fully funding bene- 
fits as they accrue, some provide 
for partial funding, and others are 
completely unfunded. (See p. 25.) 
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The unfunded liability of Federal 
retirement systems was an estimated 
$201 billion at the end of fiscal 
year 1973. Of this amount approxi- 
mately two-thirds was attributable 
to the unfunded military retirement 
system and one-third to the funded 
civil service system. (See p. 38.) 

FEDERAL RETIREMENT SYSTEMS: 
KEY ISSUES, FINANCIAL DATA, AND 
BENEFIT PROVISIONS 
B-179810 

The unfunded liability of the civil 
service retirement system continues 
to increase, even though it operates 
on a fully funded basis, primarily 
because of unfinanced cost-of-living 
annuity adjustments. 

The Civil Service Commission has es- 
timated that each cost-of-living ad- 
justment adds a minimum of $2.1 bil- 
lion to the system's unfunded li- 
ability. 

Financia 1 reporting 

The Congress does not receive 
complete or consistently developed 
current and projected financial 
information on Federal retirement 
systems. 

Although the Department of the 
Treasury does prepare an annual re- 
port for the Congress on the con- 
tingent liabilities of Government 
retirement systems, the report is not 
complete and the data is not developed 
on a consistent basis but by differing 
;at;arial methods. (See pp. 25 and 

. 

Federa retirement polieg 

There is no overall Federal retire- 
ment policy to provide objectives 
and principles to guide the devel- 
opment and improvement of Government 
retirement systems, Lacking such 
a coherent, coordinated policy, the 
benefit structures of Federal 
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retirement programs have evolved and 
developed in a piecemeal fashion. 
One consequence of this type of 
development has been the creation 
of duplicate and inconsistent bene- 
fits. (See p. 36.) 

There is no centralized mechanism 
for monitoring development of 
Federal retirement systems' bene- 
fit structures, interrelation of 
benefit systems, or the cost of 
these systems. 

RECOMMENDATIOdS 

We are making no recommendations 
for action by the executive branch 
because the issues involved require 
overall policy determination by the 
Congress. 

MATTERS FOR COidSIDERATION 
BY THE CONGRESS ’ 

If,Goveynment retirement systems 
are to develop, collectively, on 
some consistent and financinlly 
sound basis, it is essential that 
the Congress assume a major role 

in establishing and controlling 
an overall retirement policy. 
Therefore, GAO suggests that the 
appropriate Committees of the 
Congress hold hearings to consider 
indepth the issues raised in this 
report. 

The principal purpose of these 
hearings should be to develop 
legislation that would establish: 

--An overall Federal retirement 
policy which provides objectives 
and principles to guide future 
development and improvement of 
Government retirement systems. 

--A centralized mechanism for moni- 
toring the development, interrela- 
tionship, and cost of Federal re- 
tirement systems, and to improve 
the system for reporting financial 
data. 

The Office of Management and Budget 
and those agencies reponsible for 
administering existing retirement 
systems should be requested to 
submit proposals for consideration 
in these hearings. 

ii 



CHAPTER 1 

INTRODUCTION 

A retirement system is basically a program for 
providing a pension to retired employees for life. The 
amount of the pension is generally based on -either length . 
of service, salary, or some combination of both. Although 
a life pension is considered the primary benefit of any sys- 
tem, retirement systems also frequently provide subsidiary 
benefits for death, disability, and termination. 

The 1066 report to the President by the Cabinet Com- 
mittee on Federal Staff Retirement Systems pointed out that 
a retirement system functions to serve both management and 
employee objectives. The report stated: 

'I* * *Operating managers, rightly, look to 
Government's staff retirement systems to-- 

Keep appointment and promotion opportunities 
open, so that a force of the vigor and initia- 
tive required to accomplish the agency's as- 
signments efficiently and economically can be 
maintained; 

Help maintain the Government's competitive 
employment position and reduce expensive em- 
ployee turnover; 

Induce able and still productive men and 
women to remain in the service through the 
peak of their productivity; 

Ease adjustments in the size or composition 
of the force as required to accommodate to the 
impact of automation, occupational shortages and 
surpluses, retrenchment, change in mission, and 
other dislocating conditions; 

Be reasonably flexible and administratively 
usable. 

I'* * *Today's employees look to staff retire- 
ment systems to-- 

Open employment and promotion opportunities 
for them during their working years, through 
orderly removal from the work force of older 
employees of higher rank; 

Preserve their retirement protection when 
they change jobs, locations, or employers; 
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Allow them some measure of personal choice 
about when they retire, but protect them against 
involuntary retirement; 

Provide an adequate income to them (and their 
families) after employment ceases, whether sep- 
aration from employment is owing to age, dis- l 
ability, involuntary separation, death, or their 
own choice; 

Maintain the purchasing power of the post- 
retirement income; 

Cost them little; 
Be equitable and just.” 

This report presents a summary of financial data and 
benefit provisions and illuminates critical issues relating 
to retirement systems which provide coverage for essentially 
all Federal civilian and military personnel and employees 
of the District of Columbia. In fiscal year 1973 the total 
outlay by these systems was approximately $9.1 billion. Ac- 
cordingly, proper reporting to the Congress on the financial 
status of Federal retirement systems is essential for policy 
and legislative deliberations and for an overall understand- 
ing of the’ present and projected financial condition of 
the United States. 

The following retirement systems are included in this 
report:’ 

Civil service Federal Reserve Board 
Uniformed services Tennessee Valley Authority 
Foreign Service D.C. police and firemen 
Federal judiciary D. C. teachers 
U.S. Tax Court judges D.C. judges 

We have prepared a comparative summary of information 
on the general benefits, coverage, and financial status of 
these systems and included a general discussion of the 
actuarial process by which the financial condition of a 
retirement system is determined. 

INot included, due either to the unavailability of informa- 
tion or relative size, are those systems which provide 
coverage for employees of the Central Inte.lligence Agency, 
Presidents of the United States, and Comptrollers General 
of the United States. 
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We have reviewed several recent studies of Federal 
retirement systems and provided information on the status 
of the studies’ recommendations. These studies have raised 
a number of issues related to basic policies, financing, 
administration, and benefits. Many of the major i ssues are 
yet to be resolved. For this reason and in view of the 
number of personnel and the financial obligation of the GOV- 
ernment under these systems, we have prepared this report. 

This report is not meant to duplicate previous studies 
which examined these issues in considerable depth but rather 
to illuminate the still unresolved issues and questions they 
posed. 



CHAPTER 2 

FEDERAL STAFF RETIREMENT SYSTEMS 

CIVIL SERVICE RETIREMENT SYSTEM 

The civil service retirement system was established in . 
1920 and is administered by the Civil Service Commission. 
The most recent amendatory legislation was enacted in 1974. 
The legal authority for the system is contained in title 5, 
chapter 83, of the United States Code. 

Membership includes approximately 90 percent (2.6 mil- 
lion) of all civilian employees of the Federal Government and 
of the District of Columbia. The major exceptions include 
civilian employees covered by other systems discussed in this 
report and temporary or intermittent employees. Participa- 
tion is compulsory except for Members of Congress and certain 
congressional employees who may elect participation. 

There are five types of retirement provided by the sys- 
tem- -optional, deferred, mandatory, disability, and discon- 
tinued service (involuntary separation). To be eligible for 
any type of retirement annuity, there are two general 
requirements (1) the employee must have completed at least 
5 years of Federal civilian service and (2), except for dis- 
ability retirement, an employee must have been employed 
under the system for at least 1 year within the 2-year period 
immediately preceding the separation on which the retirement 
is based. 

The minimum age and service requirements for the various 
types of retirement are presented in table 1 (p. 21). How - 
ever, certain law-enforcement personnel, firefighters, and 
air traffic controllers may be entitled to an unreduced imme- 
diate annuity at lower age and service requirements than 
those indicated in the table. 

With certain specific exceptions, retirement credit is 
given for both civilian and military service performed for 
the Federal Government, including service for the District of - 
Columbia. Credit is also allowed for any unused sick leave 
at the time of retirement. 

The general formula for computing a retiring employee’s 
annual annuity is based on the highest average annual pay for 
any 3 consecutive years and on the number of years and full 



months of service, including unused sick leave. A percentage 
of the “high- 3” average salary is multiplied by years of 
service, as follows: 1.5 percent times the first 5 years of 
service, 1.75 percent times the next 5 years of service, and 
2 percent times all service over 10 years. The results are 
then added to produce the basic annual annuity. An alternate 
formula is used to produce a higher annuity when an employee’s 
high-3 average salary is less than $5,000. 

An employee’s basic annuity cannot exceed 80 percent of 
his high-3 average salary. However, annuity in excess of the 
80 percent that is produced by crediting unused sick leave is 
payable. 

Death benefits in the form of survivor annuities are 
also provided under the system. These benefits are paid 
automatically in the event that an employee dies before 
retirement and after completing at least 18 months of serv- 
ice. Death benefits are also paid to the survivors of a 
retired employee if such coverage was elected at time of 
retirement. 

Both retirement and survivor annuities are automatically 
increased whenever the Consumer Price Index (CPI) rises at 
least 3 percent over the CPI of the last adjustment and 
remains up for 3 consecutive months. Such annuity increases 
are equal to the percentage rise in the CPI rounded to the 
nearest one-tenth of one percent, plus an additional one per- 
cent. 

Financing of civil service system 

The system is financed on a contributory basis and all 
benefits are paid from the Civil Service Retirement and Dis- 
ability Fund, which the Department of the Treasury holds in 
trust. 

Deposits to the fund are mainly from (1) employee con- 
tributions at the rate of 7 percent of basic salary, 
(2) agency contributions in amounts which match their employ- 
ees’, (3) payments by the Treasury for interest on the sys- 
tem’s unfunded liability and for the cost of allowing credit 
for military service, (4) appropriations to finance increases 
in the system’s unfunded liability, (5) interest earned on 
fund assets invested in securities of the United States. 



The Government is obligated to make the deposits 
referred to in (3) and (4) above by title 5, section 8348, 
United States Code, as amended (Public Law 91-93, approved 
October 20, 1969). This law requires that the Treasury trans- 
fer to the fund, at the end of each fiscal year, amounts 
equivalent to (1) interest on the unfunded liability computed 
for that year and (2) that portion of annuities paid during 
the year which are attributable to credit allowed for military 
service. Under the law 10 percent of such amounts were to be 
transferred beginning in fiscal year 1971 and gradually in- 
creased so that 100 percent will be transferred in fiscal year 
1980 and each year thereafter. 

The law also authorizes appropriations to the fund, in 
30 equal annual installments, including interest) to finance 
the unfunded liability created by any new legislation which 
authorizes (1) new or liberalized benefits payable from the 
fund, except annuity increases arising from a change in the 
CPI, (2) extension of coverage to new groups of employees, or 
(3) increases in pay on which benefits are computed. (The 
Civil Service Commission estimates that every $1 pay 
increase ad,ds $1.95 to the system’s unfunded liability.) In 
fiscal year 1973 these requirement installments totaled 
$737,470,000. 

Unfunded liability of civil service system 

The system’s unfunded liability was approximately 
$68.7 billion at the end of fiscal year 1973. This amount 

. represented an increase of $5.2 billion over the preceding 
fiscal year. Approximately 54 percent ($2.8 billion) of the 
increase is attributed to increased annuities due to a rise 
in the CPI. The remaining $2.4 billion is attributed to the 
unpaid portion of the interest on the unfunded liability, 
which, as mentioned above, will be fully paid beginning in 
fiscal year 1980. 

On the basis of the January 1974 CPI adjustment, the 
Civil Service Commission estimates that each one percent 
increase in annuities due to a rise in the cost of living 
adds $527 million to the unfunded liability. Since the mini- 
mum increase provided by the system is 4 percent, it can be 
concluded that each time annuities are adjusted due to a rise 
in the CPI an estimated $2.1 billion is added to the unfunded 
liability. This growth in the unfunded liability will con- 
tinue so long as the cost of living continues to rise and 
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until some provision is made to fund the consequent increases 
in annunit ies. 

Provisions of civil service system 
applicable to Members of Congress 
and congressional employees 

Although most of the provisions of the civil service 
retirement system apply to all participants, certain modifi- 
cations have been made with respect to Members of Congress 
and congressional employees. These provisions concern parti- 
cipation, contribution rates, retirement-eligibility require- 
ments, and benefit formulas. 

As mentioned above, participation in the system is elec- 
tive for Members of Congress and congressional employees. 
Participating Members of Congress contribute 8 percent of 
their basic salary and congressional employees contribute 
7.5 percent. 

The general requirements for retirement eligibility 
differ for Members of Congress only in that (1) their retire- 
ment must be based upon a separation from service as a Member 
of Congress and (2) their last 5 years of service must be 
covered by either contribution deductions from pay or a 
deposit to the retirement fund. 

The benefit formula for computing the annual annuity of 
a retiring Member of Congress is based on high-3 average sal- 
ary and the number of years and full months of service. A 
percentage of the high-3 average salary is multiplied by 
years of service as follows: 2.5 percent times years of 
service as a Member of Congress, military service while on 
leave of absence as a Member of Congress during wartime or a 
national emergency, other military service but not to exceed 
5 years, and congressional employee service; 1.75 percent 
times years of other service which, when added to years of 
2.5 percent service, do not exceed a total of 10 years; 
2 percent times all remaining years of service. 

The benefit formula for computing a retiring congres- 
sional employee’s annual annuity is the same as that for Mem- 
bers of Congress except that 2.5 percent service is limited 
to years as a congressional employee, military service not 
exceeding 5 years, and any service as a Member of Congress. 
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UNIFORMED SERVICES RETIREMENT SYSTEM 

Some aspects of the present day system for military 
retirement are traceable to laws enacted before the Civil War 
era. However, the current system is based primarily on por- 
tions of the Army and Air Force Vitalization and Retirement 
Equalization Act of 1948, approved June 29, 1948, and the 
Career Compensation Act of 1949, approved October 12, 1949. 
The legal authority for the uniformed services system is con- 
tained, generally, in title 10, sections 1201 to 1455; title 
42, sections 212 and 212a; title 14, chapters 11 and 13; and 
title 33, chapter 17, United States Code. 

Participation is automatic for members of the uniformed 
services, which includes the Army, Navy, Air Force, Marine 
Corps, Coast Guard, the commissioned officers corps of the 
Public Health Service and of the National Oceanic and Atmos- 
pheric Administration. 

The Department of Defense administers the system for 
the Army, Navy, Air Force and Marine Corps; while the Coast 
Guard, Public Health Service, and the National Oceanic and 
Atmospheric Administration systems are administered by the 
Department of Transportation; the Department of Health, Edu- 
cation, and Welfare; and the Department of Commerce, respec- 
tively. 

There are three basic types of retirement provided by 
the system-- optional (based on years of service), mandatory 
(depending upon member's age, rank, promotion record, and 
length of service), and disability. Service creditable to- 
ward retirement is generally granted for all active duty and, 
with some modification, for reserve duty. 

The general benefit formula for non-disability (optional 
or mandatory) retirement provides 2.5 percent of basic pay at 
time of retirement multiplied by years of creditable service. 
A minimum of 20 years' service is required for non-disability 
retirement. The maximum benefit payable under the system is 
75 percent of terminal basic pay. 

The general formula for disability retirement provides 
a benefit equal to the percentage of a member's disability 
multiplied by his basic pay on the date of retirement. A 
minimum of 30 percent disability is required, and the maximum 
benefit payable is 75 percent of terminal basic pay. 
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The System’s Survivor Benefit Plan provides survivor 
annuities in the event a member dies after retirement. Par- 
ticipation in the plan is voluntary at time of retirement. 
The plan also provides survivor benefits if a member dies 
while on active duty and had completed a minimum of 20 years’ 
creditable service. However, such benefits are limited and 
paid in conjunction with the Veterans Administration’s 
Dependency and Indemnity Compensation program. The program 
also provides survivor benefits if a member who has completed 
less than 20 years creditable service dies while on active 
duty. 

The system provides for cost-of-living adjustments in 
retired pay and survivor annuities on the same basis as dis- 
cussed under the civil service retirement system. (See 
P* 5.) 

Financing of uniformed services system 

This system is financed on a “pay-as-you-go basis.” 
That is, there is no fund from which benefits are paid. The 
Government finances all benefits through annual appropria- 
tions authorized by the Congress. 

Since the system is operated on a pay-as-you-go basis, 
its entire liability is unfunded. The Department of Defense 
estimated that the unfuned liability was $130 billion at the 
end of fiscal year 1973. 

FOREIGN SERVICE RETIREMENT AND DISABILITY SYSTEM 

The Foreign Service retirement and disability system was 
established by the Rogers Act (the Act of May 24, 1924, 
43 Stat. 140). The act has since been amended and the cur- 
rent provisions are contained in title 22, sections 1061 to 
1121, United States Code. 

Participation is mandatory and includes all Foreign 
Service officers, Foreign Service staff officers and employ- 
ees who have completed 10 years of continuous service in the 
Foregin Service, all Foreign Service information officers, 
Foreign Service Reserve officers with unlimited tenure, and 
persons who have served as chief of mission (ambassador or 
minister) for 20 years or more. 

There are five types of retirement under the system--vol- 
untary, involuntary, disability, deferred, and mandatory. 
Retirement credit is granted for all Federal and District of 
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Columbia service. Credit for military service and unused 
sick leave is also generally granted in accordance with pro- 
visions similar to those of the civil service retirement sys- 
tem. 

The retirement annuity is computed by multiplying 2 per- 
cent of the participant’s high-3 average salary by years of 
creditable service. The maximum benefit cannot exceed 
70 percent of a participant’s high-3 average salary, exclud- 
ing any portion attributable to credit for unused sick leave. 

The system provides survivor benefits automatically 
(after 18 months of service) before retirement and by elec- 
tion at time of retirement. 

Provisions for adjusting annuities on the basis of a 
rise in the CPI are essentially the same as those discussed 
under the civil service retirement system. 

Financing of Foreign Service 
retirement system 

All payments authorized under this retirement system are 
paid from the Foreign Service Retirement and Disability Fund, 
which the Treasury maintains as a special fund. 

Deposits to the fund come from sources similar to those 
outlined under the civil service retirement system. Partici- 
pants contribute 7 percent of their basic salary and the For- 
eign Service makes a matching contribution. The Government 
is obligated to make deposits to the fund on the same basis 
as under the civil service system--Public Law 91-93. 

At the end of fiscal year 1973 the system’s unfunded 
liability was estimated at $727 million. 

FEDERAL JUDICIARY RETIREMENT SYSTEM 

The origins of a retirement system for Federal judges can 
be traced to 1869. 

. 
The present system operates under the au- 

thority of title 28, sections 371 to 376, of the United States - 
Code and provides coverage for Supreme Court justices and Fed- 
eral judges appointed by the President of the United States 
under various provisions of title 28, part I, United States 
Code. Coverage by the system is automatic except for partici- 
pation in the survivors annuity plan which is by election. \ 
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The types of retirement under this system are 
(1) retirement from active service, (2) resignation from 
active service, and (3) disability retirement. The differ- 
ence between resigning and retiring from active service is 
that in the latter instance the judge retains his office. 
Retired justices and judges may be assigned to perform such 
judicial duties as they are willing and able to perform. 

The retirement benefit is the full salary of the office 
from which the participant retires and is paid for life. 
However, the benefit for judges who retire from active serv- 
ice is the current salary of their retained office while the 
benefit for judges who resign is fixed at their salary at 
time of resignation. 

Retirement credit is granted only for Federal judicial 
service. However, other Federal service is creditable in 
computing benefits under the system's survivor annuity plan. 
The system does not provide cost-of-living adjustments for 
either retirement or survivor benefits. 

Financing of Federal judiciary system 

Retirement benefits are financed from funds appropriated 
by the Congress for Federal judiciary salaries. The elective 
survivor benefit plan is financed jointly by participants and 
the Government. Participants contribute 3 percent of their 
salary both before and after retirement. All contributions 
are deposited in the Treasury to the credit of the judicial 
survivors annuity fund. The Administration Office of the 
United States Courts submits annually to the Office of Man- 
agement and Budget an estimate of expenditures and appropri- 
ations necessary for the maintenance and operation of the 
fund and such supplemental and deficiency estimates as may 
be required from time to time. 

The unfunded liability of the judicial survivors annuity 
system was an estimated $14,657,000 as of December 31, 1971. 
No determination has been made of the unfunded liability 
attributable to retirement benefits accrued under the system. 

U.S. TAX COURT JUDGES RETIREMENT SYSTEM 

The retirement system for judges of the U.S. Tax Court 
was established in 1953 and a survivor annuity plan was added 
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to the system in 1961. The legal authority for the system 
is contained in title 26, sections 7447 to 7448, of the 
United States Code. 

The system provides coverage for judges appointed to the 
U.S. Tax Court and consists of both a contributory and non- 
contributory plan. 

The noncontributory plan provides retirement and dis- 
ability coverage to participating judges. Participation in 
the plan is by election, which once made becomes irrevocable. 
Judges who do not elect to participate are automatically 
covered by the civil service retirement system. 

Retirement credit is granted only for service as a judge 
of the Tax Court and as a member of the former U.S. Board of 
Tax Appeals. However, under the survivor annuity plan addi- 
tional credit may be granted for other Federal civil service 
and military service. 

A judge’s retirement benefit is the current salary of 
his former position multiplied by the ratio of his years of 
judicial service to 10 years. However, in no case may the 
benefit exceed the current salary of the former position. 

Unless ill or disabled, a retired judge is subject to 
recall to perform judicial duties for a period not to exceed 
90 days a year. During periods of recall the retired judge 
receives the full pay of an active judge in lieu of his 
retirement pay. 

The contributory plan provides benefits to surviving 
widows and dependent children. Participation may be elected 
any time before or after retirement. 

There is no provision under this system for adjusting 
either retirement or survivor benefits based on increases in 
the cost of living. 

Financing of Tax Court judges system 

Retirement and disability benefits are financed through 
annual congressional appropriations. The survivor benefit 
plan is financed in part by participant contributions (both 
before and after retirement) at the rate of 3 percent of 
annual salary and in part by congressional appropriations. 
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Contributions and appropriations for the survivor 
annuity plan are deposited in the Tax Court Judges Survivors 
Annuity Fund, which the Treasury holds in trust. Annual 
estimates of the expenditures and appropriations necessary 
for the maintenance and operation of the survivor annuity 
fund are submitted to the Office of Management and Budget. 

The unfunded liability of the survivors benefit plan was 
determined to be approximately $173,000 as of June 30, 1973. 
The unfunded liability of the noncontributory plan has not 
been determined recently. 
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RETIREMENT PLAN FOR EMPLOYEES OF THE BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

The retirement system for employees of the Board of 
Governors of the Federal Reserve System was established in 
1944 to provide Board employees financial benefits comparable 
to those granted under the civil service retirement system. 
The benefit and contribution provisions are essentially the 
same as under the civil service system and are revised when- 
ever civil service retirement law is amended. 

Financing of Federal Reserve Board system 

Creditable service is granted for all Federal Reserve 
System service, including service with the Federal Reserve 
banks, and generally any service creditable under the civil 
service system. 

The system is financed on a contributory basis. Employ- 
ees contribute 7 percent of basic pay and the employer con- 
tributes the difference between what employees contribute 
and the "normal cost" (see p. 55) of the plan, The system 
had an unfunded liability of $715,000 as of December 31, 
1972. 

TENNESSEE VALLEY AUTHORITY RETIREMENT SYSTEM 

The Tennessee Valley Authority (TVA) retirement system 
. was established in 1939. The system provides coverage to 

permanent TVA employees. Membership is compulsory, except 
for those who enter TVA from a Government position in which 
they had civil service retirement coverage. Members of this 
system have also had social security coverage since 1956. 

There are five types of retirement provided by the sys- 
tem-- optional, deferred, disability, mandatory, and involun- 
tary separation. Retirement credit is granted for all TVA 
service for which required contributions have been made. 
Credit is granted for military service performed between two 
contiguous periods of coverage under the TVA system provided _ 
the member makes contributions to cover such service. Credit 
is also allowed for any unused sick leave at time of retire- 
ment. 
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The normal retirement benefit is composed of two amounts, 
an annuity and a pension. The annuity is the employee 
financed portion of the benefit and may be either fixed or 
variable depending on election. The amount of the annuity 
is based on the member’s total contributions and age at re- 
tirement. The pension is the employer financed portion of 
the benefit and amounts to 1.3 percent of the member’s high-3 
average annual salary multiplied by years of service and re- 
duced by a social security offset. 

In the event of a member’s death before retirement, the 
system provides for an automatic refund of contributions and 
a lump sum payment to the member’s designated beneficiary. 
However, in lieu of this automatic provision a member, while 
in service, may elect to provide a life annuity for his des- 
ignated beneficiary. In the event of a member’s death after 
retirement, survivor benefits are provided only if such cov- 
erage was elected at the time of retirement. 

The TVA financed portion of retirement and survivor 
benefits has been adjusted each year since 1968 for cost- 
of-living increases. An increase is made in January follow- 
ing each year that the CPI average exceeds by at least 1 per- 
cent the average for the last year on which an increase was 
based. The benefit adjustment is the percent increase in 
the CPI, up to 5 percent in any 1 year. The system has no 
provision for cost-of-living adjustments of employee financed 
benefits. 

Financing of TVA system 

The system is financed by employee and employer contri- 
butions, The standard member contribution is 6 percent of 
basic pay but may be more depending on the member’s date of 
entry into the system or less if the member elects to reduce 
his contributions by 3 percent on that part of his salary 
not in excess of the social security base. The employer 
makes contributions in the amount required to cover the ad- 
ministrative cost of operating the system and to provide all 
benefits other than those derived from members’ contributions. 
The amount of the employer’s contributions is determined by 
an annual actuarial valuation and consists of a normal contri- 
bution and a contribution to amortize any unfunded liability. 

The system had an unfunded liability of $100 million at 
the end of fiscal year 1973. 
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D-C. JUDGES RETIREMENT SYSTEM 

The D.C. judges retirement system was established in 
1964. The legal authority for the system is contained in 
title 11, sections 1561 to 1571, of the D.C. Code. 

Membership is compulsory and includes any person with 
"judicial service" as a judge in the District of Columbia 
Court of Appeals, the Superior Court, or the former Juvenile 
Court of the District of Columbia, District of Columbia Tax 
Court, Police Court, Municipal Court, Municipal Court of 
Appeals, or District of Columbia Court of General Sessions. 

The types of retirement under the system are (1) optional, 
(2) mandatory, (3) disability, and (4) deferred. 

Creditable service includes all judicial service, mili- 
tary service, and any service allowable under the civil serv- 
ice retirement system. 

The annual annuity for any type of retirement consists 
of two parts, but may in no case exceed 80 percent of the 
member's final salary. One part is based entirely on judicial 
service and is that percentage of a member's basic salary at 
time of retirement equal to the ratio of his years of judicial 
service to 30 years. The second part is based on all other 
creditable service and is computed under the civil service 
retirement formula, except that salary at time of retirement 
is substituted for average high-3 salary. 

Participation in the system's survivor annuity plan is 
voluntary. Participants contribute 3 percent of their annual 
salary while serving as a judge and the same percentage of 
their annual annuity during retirement. Survivor benefits 
are contingent on the member having completed at least 
5 years of service and are provided to both a surviving 
spouse and dependent children. 

Retirement and survivor annuities are adjusted for cost- 
of-living increases in the same amount and at the same time as 
annuities under the civil service retirement system. 
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Financing of D.C. judges system 

The system is financed by member contributions and Dis- 
trict of Columbia appropriations. Members contribute 3.5 per- 
cent of basic salary for retirement benefits and an additional 
3 percent for participation in the survivor annuity plan. All 
contributions and appropriations are deposited in the District 
of Columbia Judicial Retirement and Survivors Annuity Fund, 
which the Treasury holds in trust. Whenever the balance in 
the fund is insufficient to pay the current obligations of 
the system the District of Columbia is required to appropriate 
to the fund amounts necessary to pay the current obligations. 
The system had estimated unfunded liability of $8.5 million 
at the end of fiscal year 1973. 

D.C. POLICEMEN AND FIREMEN'S 
RETIREMENT AND DISABILITY SYSTEM 

The D.C. policemen and firemen's retirement and disabil- 
ity system was established in 1916. The legal authority for 
the system is contained in title 4, sections 501 to 539, of 
the D.C. Code. 

Membership is compulsory and extends to members and of- 
ficers of the D.C. Metropolitan Police, D.C. Fire Department, 
Executive Protective Service, and the U.S. Park Police. Also 
nonclerical employees of the U.S. Secret Service who have 
10 years' service directly related to the protection of the 
President of the United States may elect coverage under this 
system. 

There are three types of retirement under the system-- 
optional, disability, and mandatory retirement at age 60 
(at the employer's discretion). 

Creditable service is granted for service with the 
D.C. Metropolitan Police Force, D.C. Fire Department, U.S. 
Park Police, Executive Protective Service, U.S. Secret 
Service, and certain military service. Additionally, credit 
may be purchased for all Federal and D.C. service performed 
before appointment to a position covered by this system. 

The optional retirement benefit formula provides an an- 
nual annuity of 2.5 percent of basic pay at time of retirement 
multiplied by years of creditable service, except that years 
of police or fire service in excess of 20 are computed at the 
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rate of 3 percent. The maximum annuity is 80 percent of 
basic pay at time of retirement; however, annuity in excess 
of the 80 percent that is produced by crediting unused sick 
leave is payable. 

Survivor benefits are provided automatically regardless 
of whether death occurs before or after retirement. In the 
event of a member's death survivor annuities are paid to 
both the surviving spouse and dependent children. In addi- 
tion to any survivor annuity if a member's death occurs in 
the performance of duty each survivor receiving more than 
one-half support from the member will receive an equal share 
of a $50,000 lump-sum payment. 

Retirement annuities are adjusted whenever there is a 
salary increase for D.C. police and firemen. In the event 
of such an increase, retirement annuities are recomputed on 
the basis of the new pay schedules. Survivor annuities are 
adjusted for cost-of-living increases in the same amount and 
at the same time as annuities under the civil service retire- 
ment system. 

Financing of D.C. police and 
firemen's svstem 

The system is financed essentially on a pay-as-you-go 
basis. There is no trust fund maintained and member contri- 
butions of 7 percent of basic pay are deposited in the U.S. 
Treasury to the credit of the District of Columbia. Current 
benefits are paid out of the general revenue of the District 
of Columbia, part of which comes from the District's annual 
appropriation from the U.S. Government. The Government ap- 
propriates monthly, as necessary, funds to reimburse the 
District for benefit payments to or for members of the U.S. 
Park Police, Executive Protective Service, and members of the 
U.S. Secret Service who are or may become entitled to benefits 
under the system. The amount of the monthly appropriation is 
the excess of such benefit payments over the contributions of _ 
the respective members. At the end of fiscal year 1973 the 
system had an estimated unfunded liability of $564 million. 

D.C. PUBLIC SCHOOL TEACHERS 
RETIREMENT SYSTEM 

The D.C. public school teachers retirement system was 
established in 1920. The legal authority for the system is 
contained in title 31, sections 701 to 746, of the D.C. Code. 
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Membership is compulsory and extends to all public school 
teachers employed by the District of Columbia and certain 
other educational employees of the D.C. Board of Education. 

The types of retirement provided under the system are 
voluntary, involuntary, deferred, disability, and mandatory. 
A member must have completed at least 5 years of eligible 
service to qualify for any type of retirement. Eligible 
service refers only to actual service in the D.C. public 
schools under a temporary, probationary, or permanent appoint- 
ment. Creditable service is granted for all service from the 
date of original probationary appointment as a teacher in the 
D.C. public school system. Creditable service may also be 
granted, upon deposit to the retirement fund, for (1) public 
school service outside the District of Columbia, not to ex- 
ceed 10 years, (2) continuous temporary service in the D.C. 
public schools immediately before a probationary appoint- 
ment, (3) service with the Federal Government or D.C. govern- 
ment, and (4) a leave of absence without pay for educational 
purposes. Credit is also allowed without deposit, for cer- 
tain military service and educational leave of absences with 
partial pay. 

The retirement benefit formula provides an annual annuity 
which is the larger of (1) 1.5 percent of average salary 
earned over a period of 3 consecutive years of eligible serv- 
ice or (2) 1 percent of average salary, plus $25, times years 
of service not to exceed 5; plus the larger of (1) 1.75 per- 
cent of average salary times years of service in excess of 5 
but not exceeding 10 or (2) 1 percent of average salary, plus 
$25, times years of service in excess of 5 but not exceeding 
10; plus the larger of (1) 2 percent of average salary times 
years of service in excess of 10 or (2) 1 percent of average 
salary, plus $25, times years of service in excess of 10. 

The system's provisions for survivor benefits are basi- 
cally the same as under the civil service retirement system, 
with one major exception. In the event a member dies and is 
not survived by a spouse or any dependent children an annuity 
may be paid to the member's surviving dependent parents. 

The system's provisions for adjusting retirement and sur- 
vivor annuities for increases in the cost of living are the 
same as under the civil service system. 
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Financing of D.C. teachers system 

The system is financed by member contributions at the 
rate of 7 percent of basic pay and an annual appropriation 
by the District of Columbia. The annual appropriation is an 
amount necessary to maintain the system's fund balance at 
approximately its June 30, 1969, level or the amount neces- 
sary to maintain all members' equity in the fund, whichever 
is greater. All contributions and appropriations are 
deposited in the U.S. Treasury to the credit of the Teachers' 
Retirement and Annuity Fund. The system had an estimated 
unfunded liability of $263 million at the end of fiscal year 
1973. 
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CHAPTER 3 

FINANCIAL STATUS 

The methods of financing and funding Federal retirement 
systems vary substantially. Some systems are financed on a 
contributory basis (employer-employee) and others on a non- . 
contributory basis (by employer only). Some systems provide 
for fully funding benefits as they accrue, some for partial 
funding, and others are unfunded and operate on a pay-as-you- 
go basis. The Cabinet Committee's study on Federal retirement 
systems (see p. 30) reported that there is disagreement over 
the extent to which the individual should share retirement 
costs and over how best to approach financing retirement sys- 
tems. Methods of resolving these problems will have a tre- 
mendous impact on the administrative budget of the Government, 
as well as on the sense of security of hundreds of thousands 
of persons who depend on their retirement benefits for eco- 
nomic security. 

The liabilities which accrue under Federal retirement 1 
systems represent a sizable financial commitment of the U.S. 
Government. Although this commitment is of a contingent 
nature, its consideration is essential in determining the 
current financial condition of the United States. 

The Secretary of the Treasury is required by title 31, 
section 757f, United States Code to report to the Congress 
on the first day of each regular session the amount (both 
on an aggregate and on an individual basis) of the contingent 
and unfunded liabilities of the Federal Government, determined 
as of June 30th of the previous year. The law specifically 
requires that the report include data on the contingent and 
unfunded liabilities of Federal retirement systems. In addi- 
tion, the Secretary is to include information on the assets 
specifically available as security for such liabilities, with 
Government securities noted separately, and all other assets 
available to liquidate such liabilities of the Government. 
The required data is to be presented in a complete and concise 
form with such explanatory material, including an analysis of 
the significance of the liabilities in terms of past experience 

I and probable risks, as the Secretary determines to be necessary 
or desirable. 

c; 
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The need for such a report , prepared on a uniform basis, 
is expressed in the legislative history on section 757f by the 
statement that: 

“Indeed, the committee recognizes a responsibility 
to make available in such a report - as clear and 
complete as possible - the overall financial condi- 
tion of our Government. Such a report, consolidat- 
ing information now available only in part (in 
many diverse reports) with information which is not 
now available at all, will enable Congress and the 
public to have a better understanding of the cur- 
rent fiscal needs of the Federal Government.” 

The legislative history also indicates that the report 
should include information regarding the actuarial status of 
Federal retirement systems on both a balance sheet basis and 
a projected source-and-application-of-funds basis. However, 
neither the legislative history nor the law itself prescribes 
what actuarial cost methods should be used in determining the 
liabilities of the systems and apparently has left this mat- 
ter to the discretion of the Secretary of the Treasury. 

Although the Secretary’s report, in its present form, 
provides information on only 5 of the 10 retirement systems 
included in our review, it does include the principal ones. 9 
For each of these five systems the report presents total as- 
sets, total liability, and the unfunded liability. The 
legislation requiring this report recognizes the need for the 
visibility of the current financial status of retirement sys- 
tems. However, in its present form, the report does not com- 
pletely satisfy this need. 

It lacks completeness because all Federal retirement 
systems are not included. It lacks consistency because dif- 
ferent actuarial methods are used in computing the liabilities 
of the various systems. Because of this inconsistency it is 
not possible, as noted in the Secretary’s report, to determine 
the total liability of all the systems combined. Further, it 
does not indicate for each system the assets specifically 
available as security for their liabilities nor other assets 
available to liquidate such liabilities. However, much of the 
problem with the report is a result of inconsistencies in the 
retirement systems themselves. 
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The following schedules present a summary of the finan- 
cial data compiled on the retirement systems covered by this 
report. The data is presented as it was reported for the 
various systems. We have not audited the data. Schedules A, 
B, and C present for each system, current and projected 
figures on annual outlays, fund balances, and unfunded lia- 
bilities, respectively. 

SCHEDULE A 

ANNUAL OUTLAYS FOR FISCAL YEARS 1973, 1978, AND 1983 (note a) 

Projection A 
Assumes no changes 

beyond FY 1973 
in work force, 

Projection B 
Assumes annual increases 

in pay and CPI at rates 
of 6 and 4 percent, 

respectively, but no 

Retirement System 
Actual p y, or CPI changes in work force 
FY 1973 FY 197: FY 1983 FY 1978 FY 1983 

(000 omitted) 

Civil service $4,523,296 $ 6,981,OOO 
Uniformed services 4,497,375 b6,664,000 
Foreign Service 30,754 42,500 
Federal judiciary 7,455 Cd) 
U.S. Tax Court 229 260 
Federal Reserve Board Cl,400 Cd) 
Tennessee Valley Authority 14,266 Cd) 
D.C. police and firemen 32,596 41,000 
D.C. teachers 16,901 22,400 
D.C. judges 318 500 

$ 9,588,OOO 
b7,829,000 

55,800 
Cdl 

319 
(dl 
Cdl 
48,300 
25,700 

700 

$ 8,927,OOO 
b8,101,0D0 

52,000 
Cdl 
Cdl 
Cdl 
Cdl 
53,100 
27,500 

700 

$16,110,000 
bi2,145,000 

86,900 
Cd) 
Cdl 
Cdl 
Cdl 
83,300 
40,100 

1,200 

Total $9.124.590 $13.751.660 $17.547.819 $17.161.300 $28.466.500 

aOutlays generally include annuity payments, refunds of contributions, transfer payments 
. between systems, and administrative expenses. 

b Includes annuity payments for all uniformed services except the U.S. Coast Guard and Com- 
missioned Officers Corps of the National Oceanic and Atmospheric Administration and U.S. 
Public Health Service. 

'Actual outlay for calendar year 1972. 

dNot available. 

Note: The data presented in this schedule was obtained from actuaries of the Department 
of Treasury, Department of Defense, Civil Service Commission, or actuarial reports 
on the respective retirement systems, or The Budget of the United States Govern- 
ment, Appendix, Fiscal Year 1975. 
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Retirement System 

Civil service 
Uniformed services 
Foreign Service 
Federal judiciary 
U.S. Tax Court 
Federal Reserve Board 
Tennessee Valley 

Authority 
D.C. police and firemen 
D.C. teachers 
D.C. judges 

Total 

SCHEDULE B 

FUND BALANCES AS OF JUNE 30, 1973, 1978, AND 1983 

Projection A 
Assumes no changes 

beyond FY 1973 
in work force, 

Projection B 
Assumes annual increases 

in pay and CPI at rates 
of 6 and 4 percent, 

respectively, but no . _ 
Actual P Ys or CPI- changes in work force 
FY 1973 FY 197; FY 1983 FY 1978 FY 1983 

(000 omitted) 

$31,079,512 $48,903,000 $67,315,000 
(a) (al (a) 
69,355 118,100 257,100 

8,192 (cl (cl 
376 451 532 

b31,436 (cl (cl 

363,497 
(al 
59,273 

854 

(cl 
(a) 
61,700 

0 

ii; 
61,700 

0 0 

$31.612.495 $49.083.251 $m $58.001.400 $,95.89a.soo 

aNo fund exists. System is financed on a pay-as-you-go basis. 

bAs of December 31, 1972. 

CNot available. 

$57,780,000 
(a) 

159,700 

i:i 
C 

$95,375,000 
(a) 

445,000 

pi 
C 

Note : The data presented in this schedule was obtained from actuaries of the Department 
of Treasury, Department of Defense, Civil Service Commission, or actuarial reports 
on the respective retirement systems, or The Budget of the United States Government, 
Appendix, Fiscal Year 1975. 
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