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Previous reports have discussed shortcomings n the
disability provisions of Federal and District cf Columbia
reti!.ement programs. Action on recommendations made in irior
reports is still needed. Findings/Ccicl uaions: The number of
retirees receiving civil service disability annuities more than
dcubled from 1970 to 1977. The Civil Service CoCaission'.
(CSC's) interpretation ol er.titlement tc disability retirement
-s based on an employee"s ability to pertorm specific functions,
and employees are not obligated to accept reassignmirt. Within
the civil service retirement system, earlier and mo.:e generous
retirement benefits are authorized for federal law enforcement
and firefiqhter personnel. The costs cf providinq early
retirement benefits under the special tetirement Folicy are over
50~ greater than they would be for rcSula ocptional retirement.
Seven retirement systems cover most Ede-.ai perscnne! and there
is wide variation in the disability provisions ot these systems.
The District of Columbia policy and fireren's retirement system
permits members to retire on disability for service-conncctad
disability or after 5 years for other disabilities. Cpticnal
rutirement benefits under this system are along the best in the
ccuntry, but most of the personnel have retired under the
system's Aqravation clause. Recomsaedaticns: The Congress
should: .ract leqislation that will encourage retention of
potentially productive employees uader the civil service system;
revise this system's definition of eccnccic recovery to preclude
disability retirees from retaining annuities if they are earning
more than the current pay for their icrer jobs; study and
leqislate a resolution to the issue of using Federal tax returns
to verify reported income; reevaluate the need to continue the
special retirement policy, and it it is needed, reevaluate
eliqibility criteria; establish an overall Federal retirement
policy; and anact leqislation makinc neo f&deral perscnnel in



positions now covered by D.C. systems subject to civil service
systems, revising eligibility criteria anG tenefits for
disability re'tii:eents under the D.C. ;clice and firemen's
retirement systci, and precluding retirees from benefiting from
coast-of-liviiq increases that occured while they were elaicyed.
The CSC shouLd *.ncourage -iob reas3igament, diconccinue its
policy of advising employees to use Qxtended sick leave btefore
filing for Gisaliility retirement, require acre information on
annuitants' current job duties, develop Beaus to vezify reForted
income, and ana:.yze the adequacy of annuities for those severely
disabled, (HTW)
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Many employee disability retirements under
Federal and District of Columbia retirement
systems have added substantially to the cost
of these systems. The Congress must take cor-
rective measures to reverse the trend and to
improve the financial stability of the retire-
ment programs.

Several recent reports have discussed short-
comings in the disability provisions of various
employee retirement programs. This oire high-
lights the seriousness of the situation, sum-
marizes the findings and corclusions of those
reports, and reiterates GAO's recommenaa-
tions fir needed reform.

SD Sr42F

_-~"~-~.~0 FPCD-78-48
1ccOUV JULY 10,1978



COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. R8uM

B-118638

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

Many Federal and District of Columbia employees retire
on disability, which contributes greatly to the growing costs
of Federal and District retirement systems.

We issued several reports on the disability provisions
of Federal and District of Columbia retirement programs.
Enclosure I highlights the seriousness of the situation by sum-
marizirg the findings and conclusions from these earlier re-
ports and reiterating the recommendations made for needed re-
form.

We made our report pursuant to the Budget and Accounting
Act, 1921 (31 U.S.C. 53), and the Accounting and Auditing Act
of 1950 (31 U.S.C. 67).

Copies of this report are being sent to the Chairman,
Civil Service Commission; the Director, Office of Management
and Budget; and the Mayor and City Council, District of Colum-
bia.

rorller General
of the United States
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THE CASE FOR DISABILITY RETIREMENT REFORM

We have issued several reports which have discussed major
shortcomings in the disability provisions of various Federal
and District of Columbia (D.C.) retirement programs. The pur-
pose of this report is to highlight the seriousness of the
situation by (1) summarizing the findings and conclusions
from those reports and (2) reiterating the recommendations
made for needed reform.

This report discusses the following matters.

--Disability retirements under the civil service retire-
ment system.

--Special early retirement policy for Federal law en-
forcement and firefighter personnel.

--Inconsistent disability provisions and practices among
Federal retirement systems.

--Disability retirements under the D.C. police and fire-
men's retirement system.

IMPROVEMENTS NEEDED IN THE CIVIL SERVICE
DISABILITY RETIPPMENT PROGRAM

The number of retirees receiving civil service disabil-
ity annuities more than doubled from 1970 to 1977. At the
end of fiscal year 1977, there were about 306,000 disabled
retirees that will collect annuities totaling about
$1.9 billion annually. In our report entitled "Civil Serv-
ice Disability Retirement: Needed Improvements" (FPCD-76-61,
Nov. 19, 1976), we discussed the need for revising the civil
service disability retirement program. The major findings,
conclusions, and recommendations are summarized below. The
report's digest is included as appendix I.

The civil service retirement law provides that a covered
employee may retire on disability after 5 years' civilian
service if, because of disease or injury, the employee is un-
able to perform useful and efficient service in the grade or
class of position last occupied. Conditions caused by "vi-
cious habits, intemperance, or willful misconduct" within the
last 5 years do not qualify as disabling. All disabled em-
ployees retire on full disability because no provision exists
for partial disability.
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Under the civil service disability retirement program,
employees can be considered disabled for their jobs and yet
do other work. If the disabled employee can perform in other
positions and the agency can find a position for which the
employee is qualified, we believe the agency should have re-
assignment authority and actively seek an alternative posi-
tion. Retirement and reassignment can be effectively used
as long as decisions to retire or reassign are based on sub-stantive information and prudent professional judgment We
estimated that about 15,000 annuitants receiving disability
benefits in fiscal year 1975 were probably capable of per-
forming other types of work at the time of retirement. Em-
ployees, however, are not obligated to accept reassignment
and have several major disincentives for not doing so. Agen-
cies may also see disability retirement as more advantageous
than reassigning an employee with less motivation.

According to Civil Service Commission (CSC) regulations,
agencies are responsible for retaining the skills and serv-
ices of employees who, though unfit for service in their pres-
ent position, are medically and otherwise qualified to per-
form in another available position without detriment to them-
selves or the Government. CSC, however, does not adequately
enforce agencies' adherence to this instruction. A disabil-
ity retirement application requires information regarding
agency efforts to reassign the employee to a suitable posi-
tion. This information was not included in 62 percent of
the cases sampled in our November 19, 1976, report. In such
instances, CSC does not attempt to gather the required data.

CSC encourages employees to exhaust their accumulated
sick leave before applying for disability retirement. We
believe this policy is inappropriate. Use of extended sick
leave can adversely affect agency operations, increase costs,
and increase the likelihood of hardships if disability ap-
proval decisions are delayed.

We issued a report on February 19, 1974, which also ad-
dressed sick leave usage immediately prior to retirement.
Of 263 employees optionally retiring at five military bases
during the 6-month period ending May 31, 1973, 139 used an
average of 172 days of sick leave, valued at over $1 million
after their last day of work. Moreover, 246 employees were
on extended sick leave pending optional retirement as of
May 31, 1973, and received approval for an average of 222
days of sick leave, valued at about $2.7 million. The re-
port's digest is included as appendix II.

In monitoring employment of disabled annuitants, CSC
needs more specific information on current job duties to
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properly evaluate annuitants' disability status. CSC has no
way of knowing whether permanently or temporarily disabled
annuitants are performing functions similar or identical to
those performed in their last Government job. A review of
51 disability cases in our November 19, 1976, report showed
18 annuitants who could be performing jobs similar to their
prior Government jobs. The files, however, contained no evi-
dence of attempts to obtain more details on the nature of
the work.

DisabiliLy payments continue until annuitants become
medically or economically recovered. Economic recovery is
assumed if, in each of 2 consecutive years, annuitants' earn-
ings equal or exceed 80 percent of the current rate of com-
pensation for their last Government job. This income lim-
itation provision can be manipulated. Annuitants have earned
more than the pay for their prior Government jobs over a
2-year span, received sizable annuity payments, and yet were
not considered economically recovered. We reported the fol-
lowing excmpios.

Outside earned Salary of prior Earned income
income Government ijo in exceeding

Annuitant :1972 1973 Tetal 1972 1973 Total Government pay

A $50,007 $ 5,393 $55,400 $ 6,406 $ 6,781 $13,187 $42,213

B 16,777 47,480 64,257 2i,014 22,055 43,069 21,188

C 43,850 8,291 52,'41 16,608 18,090 34,698 17,443

In addition, the income limitation cannot be effectively
enforced without verifying the accuracy of reported income
data--a procedure CSC discontinued in 1970.

The following recommendations, which have not been acted
upon, were made to the Chairman, CSC:

--Encourage job reassignment by (1) directing agencies
to try all possible alternatives to retain productive
employees through job modification or job details as
opposed to disability retirement and (2) requiring
agencies to include, on any disability application,
sufficient information concerning these efforts.

--Discontinue its policy of advising employees to use
extended sick leave before filing applications for
disability retirement.
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-- Require more specific information on disabled annui-
tants' current job duties to use in evaluating their
disability status.

-- Develop means to independently verify annuitants' re-
ported income.

-- Analyze, as part of its ongoing disability retirement
policy study, the adequacy of annuities for those
severely or totally disabled.

In addition, we recommended tIhat the Congress:

--Reevaluate the civil service disability retirement
provisions and enact legislation that will encourage,
instead of discourage, retention of potentially pro-
ductive employees. Any new legislation enacted should
require Federal agencies, except for compelling rea-
sons, to reassign employees to vacant positions within
the same occupational class when the applicants are
able to do that job. Reassignment to a lower graded
position should also be authorized with appropriate
incentives, such as saved pay.

--Revise the definition of economic recovery to preclude
annuitants from earning more than the current pay for
their former Government jobs and yet retaining their
annuities. Because payment of arnnuities is predicated
on a level of earned income, the sensitive issue of
using Federal income tax returns to independently
verify reported income should be studied and a resolu-
tion legislated.

In its July 1976 comments on our report, CSC said it be-
lieved it should encourage job reassignment but did not be-
lieve it had the authority to require reassignment. CSC had
initiated a study of disability retirement policies intended
to address many of the areas discussed in our report.
CSC, therefore, reserved comment on needed policy changes,
pending completion of its study. CSC also reserved comment
on sick leave usage pending completion of another CSC study
started in December 1974.

A recent report by the Defense Audit Service further sup-
ports the need to reexamine the disability program. In its
February 28, 1978, "Report on the Audit of Department of De-
fense Civilian Disability Retirements," the Service reported
similar findings, conclusions, and recommendations, as dis-
cussed above. It also found that;
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"DOD civilian disability retirements in FY 1976
included about 300 individuals who had previously
been granted military disability retirement. In
25 percent of these cases, military disability
data were available. In one-half of these cases,
both the civilian ard military retirements were
justified by a similar medical condition. Al-
though there appears to be no legal restriction
against drawing more than one disability pension
from the Federal Government, we believe this con-
dition represents an unwarranted extension of the
real intent of the civilian disability retirement
program."

The Service also reported that about 45 percent of all
Department of Defense retirements in fiscal year 1976 were
for disability, while the Government-wide disability rate
in recent years has run at about 30 percent. The report's
summary is included as appendix III.

We met with CSC officials in late March 1978 to dis-
cuss the results of their disability retirement policy study
and actions taken on our recommendations. They informed us
that action has not been taken on the above recommenddtions
and that their study had not been finished because of higher
priority work related to (1) civil service reform and (2)
Federal agency reorganizations.

Although civil service reform and agency reorganizations
are important, the need to reevaluate the civil service dis-
ability retirement program cannot be overlooked. Our report
on this program was issued in the fall of 1976; it is now mid-
1978; recommendations have not been implemented; and the num-
ber of disability retirees is increasing. CSC was studying
the disability program before we issued our report but, to
date, has presented no firm conclusions, alternatives, or
recommendations to change the program.

ZiECIAL RETIREMENT POLICY FOR FEDERAL
IAW ENFORCEMENT AND FIREFIGHTER PERSONNEL
NEEDS REEVALUATION

Within the civil service retirement system, the law au-
thorizes earlier and more generous retirement benefits for
about 52,)00 Federal employees whose primary duties are (1)
investigating, apprehending, or detaining persons suspected
or convicted of Federal crimes or (2) controlling and extin-
guishing fires, or maintaintng and using firefighting equip-
ment. The provision provides retirement benefits to these
employees who, because of age, are presumed to be unable to
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perform their jobs. In a sense, it is a broadly based dis-
ability program which enables employees to receive higher bene-
fits than other civil servants, without demonstrating a dis-
abling condition.

Ccvered employees are eligible to retire at the age of
50 after 20 years of service, with an annuity of 50 percent
of average pay. Additionally, they receive 2 percent of
average pay for each year of service thereafter. By compari-
son, the earliest most other civil servants can retire is at
age 55, after 30 years of service, and their benefits are com-
puted using a much less liberal formula.

The purpose of the special retirement provision is to im-
prove the quality of law enforcement and firefighting services
by helping to mainttain a young, vigorous work force. It is
not intended as a reward for performing hazardous duty, as evi-
denced by the Congress' changing the law in 1974 by deleting
all references to employee hazard as a basis for coverage.

We reviewed the special retirement provision for law en-
forcement and firefighter personnel at the request of the Sub-
committee on Compensation and Employee Benefits, House Commit-
tee on Post Office and Civil Service, and issued the report
on February 24, 1977. Our statement, which was presented to
the Subcommittee during subsequent hearings on the report, is
included as appendix IV.

The special retirement policy is an expensive :method of
marginally reducing the age of retirement. CSC actuarial es-
timates show that the costs of providing the early retirement
benefits are over 50 percent greater than the costs would be
if these employees were provided regular optional retirement
benefits. Despite the increased costs, covered employees
have only retired 1 to 3 years younger than other civil ser-
vants. Consequently, we question whether the special retire-
ment policy should be continued.

In 1947 the policy offered a potential reduction of
10 years in the minimum retirement age of covered employees
compared to most other civil servantps However, liberalized
pay and retirement benefits for all civil servants have re-
duced the overall average retirement age. This, combined
with the fact that most law enforcement and firefighter per-
sonnel choose not to retire when first eligible, has reduced
the potential decrease of 10 years in average retirement
age to an actual decrease of 1 to 3 years. Mandatory retire-
ment at age 55, which began in January 1978, will further re-
Ouce the average retirement age of covered employees. How-
ever, other Federal employees are allio retiring earlier.

8
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Although maintaining a trained, alert, and vigorous work
force is difficult, these problems exist, to varying degrees,
in most Federal occupations. Such problems are normally re-
solved by using available personnel management techniques,
other civil service retirement programs, and special rates of
pay. Moreover, many law enforcement and firefighter duties
do not require youth and vigor. For example, a questionnaire
sent to a random sample of program retirees who retired be-
tween July 1, 1974, and February 20, 1976, disclosed that over
half served in administrative and supervisory positions at the
time of retirement. Although some administrative and super-
visory positions involve occasional operating-level duties,
many primarily involve management activities which we believe
do not require an exceptionally young and vigorous work force.

If it is considered necessary for recruitment, retention,
or other purposes to compensate certain law enforcement and
firefighter personnel for the hazard and stress commonly as-
sociated with these occupations, we believe that compensation
should be reflected in pay, not in retirement benefits. Em-
ployees who cannot perform satisfactorily before reaching nor-
mal retirement eligibility should be reassigned to less de-
manding duties, or, as a last resort, retired under existing
civil service or Federal workers' compensation disability pro-
grams.

If the Congress decides to continue the special retire-
ment policy, it should reevaluate the (1) eligibility criteria,
(2) age 55 mandatory retirement provision, anrd (3) benefit
structure.

In commenting on our Graft report in December 1976, the
Director of CSC's Bureau of Retirement, Insurance and Occupa-
tional Health, agreed that the policy needed to be reevalu-
ated but withheld comment on the continued need for special
benefits, pending completion of a CSC review. As part of
his statement provided to the Subcommittee on November 30,
1977, the Director said:

"* * * we have carefully studied this special re-
tirement program and have found evaluations of its
effectiveness to be much more complex than we ori-
ginally thought. * * * In summary, the Commission
feels that on the basis of its review of the
special retirement program, a further study is
needed. 'sic] One w..ic;- is far broader based and
which includes a number of aspects other than re-
tirement."
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INCONSISTENT DISABILITY PROVISIONS AND
PRACTICES AMONG FEDERAL RETIREMENT SYSTEMS

Different committees of the Congress have legislative
jurisdiction over the various Government retirement systems,
and no overall Federal policy exists to guide retirement sys-
tems' development. In the absence of a coherent, coordinated
policy, Federal retirement programs have evolved on a piecemeal
basis. Fideral :ersonnel may be treated quite differently de-
pending upon which Government retirement system applies to
them. While legitimate reasons may exist for treating cer-
tain types of employees differently, many (f the differences
are without apparent explanation. Appendix V contains the
digest from an August 3, 1977, report we issued on this sub-
ject.

Seven retirement systems cover most Federal personnel
and each system provides benefits to employees who become dis-
abled before retirement. However, as shown in appendix VI,
the disability provisions of the systems vary considerably.
The major differences are summarized below.

-- Basic eligibility: Ranges from immediate eligibility
to 20 years creditable service or at least 30-percent
disability.

--Definitions of disability: Range from totally dis-
abled or incapacitated for useful and efficient serv-
ice to the inability to perform efficiently in the
specific position occupied.

-- Establishment of disability: Some programs require
documentary evidence and medical examinations by des-
ignated physicians, while others allow employees to
provide their personal physician's report. Some
programs require only that employees certify their
own disability.

--Periodic reexaminations: Range from no reexaminations
to annual reexaminations for those individuals whose
disability is classified as temporary.

-- Periods of coverage: All systems provide life-long
benefits to individuals who remain disabled, although
some impose earning restrictions.

-- Benefit levels: Benefits are computed on various
bases, such as salary at time of retirement, pay for
the 3 highest paid years, or percentage of disability.

10
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We believe that these and many of the other differences
in Federal retirement programs are caused oy the lack of an
overall Federal retirement policy. The fact that different
committees of the Congress nave legislative jurisdiction
over Federal retirement systems has probably contributed to
the situation.

Our report recommended that the Congress establish an
ove-all Federal retirement policy to guide retirement system
actelopment and improvement. Centralization of committee
jurisdiction over all Federal employee retirement systems
would facilitate establishment and implementation of such a
policy.

DISABILITY RETIREMENTS UNDER THE D.C.
POLICE AND FIREMEN'S RETIREMENT SYSTEM

Members of the D.C. police and fireman's retirement sys-
tem include any officer or member of the Metropolitan Police
force, the Fire Department of the District of Columbia, the
U.S. Park Police force, and certain officers or members of
the United States Secret Service. In a January 12, 1978,
report entitled "Federal and District of Columbid Employees
Need to Be in Separate Pay and Benefit Systems," we reported
that the 1,500 Federal law enforcement personnel covered by
the District's system receive higher pay for the same levels
of work and have much better retirement benefits than their
counterparts covered by the civil service retirement system.
The report's digest is included as appendix VII.

The D.C. police and firemen's retirement system permits
members to retire on disability (1) if they are injured or
contract a disease in the performance of duty or if an in-
jury or disease is aggravated by duty and permanently dis-
ables them for the performance of duty or (2) if, after com-
pleting 5 years of service, they are disabled for further
service due to injury or disease contracted other than in the
performance of duty.

Employees with service-connected or service-aggravated
disabilities receive nontaxable annuities equal to 2.5 per-
cent of high 12 months' salary (generally the final year of
employment) for each year of creditable service, not to ex-
ceed 70 percent but not less than two-thirds of that salary.
Employees whose disability is nonservice-connected receive
a taxable annuity equal to 2 percent of high-12 months' sal-
ary for each year of creditable service, not to exceed
70 percent but not less than 40 percent of that salary.

Although the optional retirement benefits provided un-
der the D.C. police and firemen's system are among the best
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in the United States, most have been retired on disability
under the system's aggravation clause. Of all former Dis-
trict police and firemen and Federal personnel on the re-
tirement rolls as of December 31, 1976, 81 percent were on
disability retirement.

The percentage of new D.C. police and firemen retir-
ing on disability has decreased in recent years, however.
It began to decrease in calendar year 1970, following a
change in the law that year which permitted optional retire-
ment after 20 years of service at any age. Before then, in-
dividuals had to be at least 50 years of age, with 20 years
or more of service. The District's records show the follow-
ing numbers and percentages of new optional and disability
retirements for each calendar year from 1966 to 1977.

Number Percent Number Percent
Number of op- of op- of dis- of dis-

of tional tional ability ability
Calendar retire- retire- retire- retire- retire-

year ments ments ments ments ments

1966 201 24 12 177 88
1967 201 1l 8 185 92
1968 254 10 4 244 96
1969 245 3 1 242 99
1970 176 5 3 171 97
1971 234 40 17 194 83
1972 191 45 24 146 76
1973 187 75 40 112 60
1974 145 70 48 75 52
1975 175 67 38 108 62
1976 171 69 40 102 60
1977 175 79 45 96 55

Several bills have been introduced since January 1977
to modify the D.C. police and firemen's retirement system.
Among other provisions, the bills would change the eligibil-
ity criteria and benefits for disability retirements.

Some of the major proposed revisions to the system are

-- changing from a high 12-month salary average to a high
3-year salary average for annuity calculations;

--restricting application of the special provisions
for injuries or diseases "aggravated by the job";

-- providing for partial disability depending on the na-
ture and extent of the injury or illness (whether job

12
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relnted or not) in lieu of the current definition of
disr.oility, which assumes that the employee is com-
pietely disabled and therefore entitled to the maximu.,
benefit; and

-- adopting a cost-of-living annuity adjustment process
for retirees under the system ratner than the current
recomputation of annuity amounts each time active em-
ployees' pay is increased.

On February 15, 1977, the Chairman, House Committee on
the District of Columbia, requested our views and comments on
one of the bills--House bill 2465. We generally supported the
changes to the disability provisions and cost-of-living ad-
justment process as each affected D.C. employees. Regarding
the effect on Federal employees, however, we stated:

"H.R. 2465 would not change any of the currer.n
benefit provisions for the 1,500 Federal employees
covered by the policemen and firemen's system.
Although we have reservations about the inclusion
of FEdetal employees in pay and retirement systems
under District control, we believe that since their
pay and Venefits are currently tied to those of
District police and firemen, the benefit changes
in H.R. 2465 should be made to apply to these
Federal employees, as well.

"We recommend that Section 208(a)(1)(b) providing
annuity cost-of-living adjustments equal to the
percentage rise in the Consumer Price Index (CPI),
plus 1-percent, to survivors of former Federal em-
ployees covered by the policemen and firemen's sys-
tem be modified to eliminate the 1-percent add-on
feature."

Our complete comments on House bill 2465 are included as ap-
pendix VIII.

The major Federal retirement systems and the current
bills to modify the D.C. retirement system for police and
firemen permit disability and other retirees to benefit
from cost-of-living increases that occurred while they
were still employed. A more rational and less costly method
would involve prorating initial cost-of-living adjustments
of new retirees to include only that portion of the increase
that occurred after their retirement. Using the proration
method, for example, would have saved the civil service re-
tirement system over $800 million in lifetime annuity pay-
ments to employees retiring in 1978 alone. A detailed
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explanation of the current method of computing semi-annual
increases and our recommended method, with examples, is in-
cluded in our November 17, 1977, report entitled "Cost-of-
Living Adjustments for New Federal Retirees: More Rational
and Less Costly Processes Are Needed." (See app. IX.)

CONCLUSIONS AND RECOMMENDATIONS

There are many basic shortcomings in Federal and D.C.
retirement programs as evidenced by the disability retirement
problems detailed in this and our prior reports. Action
must be taken by the Congress as well as the administering
agencies to reform the disability programs. Disability re-
form would assist considerably in reducing retirement pro-
gram costs and assuring greater equity for all covered per-
sonnel.

We continue to believe that actions on the following
recommendations made in our prior reports are needed to cor-
rect these serious problems.

The Congress should:

-- Enact legislation that will encourage, instead of dis-
courage, retention of potentially productive employees
under the civil service systenm.

-- Revise the civil service system's definition of eco-
nomic recovery to preclude disability retirees from
earning more than the current pay for their former
Government jobs and yet retaining their annuities.

-- Study and legislate a resolution to the sensitive is-
sue of using Federal tax returns to independently
verify reported income of disability retirees.

-- Reevaluate the need to colitinue the special retirement
policy for Federal law enforcement and firefighter
personnel. If the Congress decides to continue the
special retirement policy, it should reevaluate the
eligibility criteria, the age 55 mandatory retirement
irovision, and the benefit structure.

--Establish an overall Federal retirement policy to
guide retirement system development and improvement.

--Enact legislatior making all new Federal personnel in
positions now covrered by D.C. compensation systems
subject to civil service pay and retirement systems.
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-- Enact legislation revising the eligibility criteria
and benefits for disability retirements under the
D.C. police and firemen's retirement system.

-- Enact legislation to preclude disability and other
retirees under Federal arid D.C. retirement systems
from benefiting from cost-of-living increases that
occurred while they were still employed.

The Civil Service Commission should:

--Encourage job reassignment as opposed to disability
retirement by (1) directing agencies to try all pos-
sible alternatives to retain productive employees
through job modification or job details and (2) re-
quiring agencies to include on any disability ap-
plication sufficient information concerning these
eff rts.

-- Discontinue its policy of advising employees to use
extended sick leave before filing applications for
disability retirement.

-- Require more specific information on disabled annui-
tants' current job duties to use in evaluating their
disability status.

--Develop means to independently verify annuitant's
reported income.

-- Analyze the adequacy of annuities for those se-
verely or totally disabled.
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APPENDIX I APPENDIX I
COMPTROLLER GENERAL'S CIVIL SERVICE DISABILITYREPORT TO THE CONGRESS RETIREMENT: NEEDED

IMPROVEMENTS
Civil Service Commission

DIGEST

Civil service disability retirements almost
doubled from 1970 to 1975. At the end of
fiscal year 1975, about 258,000 disabled
retirees collected annuities that totaled
over $1 billion annually. (See p. 2 .)

The Congress should change the disability
policy for civil service retirement to en-
courage reassigning or retaining poten-
tially productive employees under certain con-ditions. Civil service employees are legally
disabled if they are unable, because of
disease or injury, to perform usefully and
efficiently in the grade or class of position
last occupied. The Civil Service Commission's
interpretation--that an employee unable to do
one essential functfon of his job is entitled
to disability retirement--was based on adminis-
trative precedent. Employees are not obligated
to accept reassignment, and they have several
significant disincentives for not doing so.
(See p. 8.)

The Commission needs to improve its adminis-
tration of the current reassignment policy by
requiring that disability retirement applica-
tions submitted by agencies contain sufficientinformation on reassignment efforts. Although
this lack of enforcement may have resulted in
employees retiring needlessly, it is perhapsindicative of the difficulty of attempting
reassignment within existing authorities.
Efforts should be made to encourage greater
use of job details, job restructuring, and
job reassignment. (See pp. 9 and 10.)

About 20 percent of disability retirement ap-
plications GAO reviewed had been approvedwithout sufficient evidence. GAO estimates
the Government pays about 15,000 retirees an-
nual annuities totaling $65 million although

November 19, 1976 FPCD-76-61
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records do not contain sufficient justification
for these payments. The Commission needs to de-
velop documentation criteria and to establish
quality controls to insure that sufficient
medical information has been obtained before
approving disability claims. (See pp. 12 to
15.)

During the same period that the disability
workload has almost doubled, the Civil Serv-
ice Commission had encountered difficulties
attracting enough qualified medical personnel.
Despite these problems, tie ever-increasing
cost of the retirement prog-t ,,tmKe3 it es-
sential that unentitled employees no' be ap-
proved for payments. (See p. 16.)

The Commission needs to strengthen proc-.iures
to determine continuing medical and economic
eligibility of disabled annuitants. In recent
years, the Commission has removed less than
1 percent of those on the disability rcll be-
cause of medical recovery or excess earned
income. The Commission needs to develop de-
tailed criteria to use in annually reviewing
the temporarily disabled, require more
specific information on job duties, and de-
velop means to independently verify annui-
tants' reported income. (See pp. 19, 21, 22,
and 24.)

The Congress should revise the definition of
economic recovery. Although many annuitants
are considered disabled for their specific
jobs, they obtain employment in the non-
Federal sector. The income limitation per-
mits them to earn more than the pay for their
prior Government jobs over a 2-year span,
receive annuities tax-free up to $5,200 a
year, and yet not exceed income limitation.
A better definition and stronger enforcement
procedures would provide assurance that only
those annuitants entitled to benefits con-
tinue to receive them. (See pp. 23 and 28.)

The Commission believes it should encourage
job reassignment but does not believe it has
the authority to impose reassignment as a
requirement. Near the end of GAO's review,
the Commission initiated a study of dis-
ability retirement policies and intends to
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cover many of the same areas discussed in this
report, including the recommendations to the
Congress. Pending the 1977 outcome of its
own study, the Commission did not comment
on needed policy changes.

It agreed there was a need to study costs and
benefits of developing minimum documentation
standards but hesitated to implement additional
review procedures because of potential hardships
to applicants during anticipated processing
delays. Although agreeing to move toward re-
quiring more specific information on annuitants'
current job duties, the Commission said it would
be too Expensive to verify the income annuitants
report without using Federal tax returns. Be-
cause annuity payments are predicated on a level
of earned income, GAO believes that the Congress
should study and legislate a solution to the
sensitive issue of using Federal tax returns to
independently verify reported income.
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;c.,.. V.-.A CCu,,T.rZ;~G 0o1.FI- ADEQUATE MEDICAL EVIDENCE NEEDED.Z. ", ,jj~' *-ha Y ^hyF WHEN APPROVING EXTENDED SICK LEAVEFOR RETIRIiG EMPL'YEES U-152073

DI ES T

iY ,-:';:; FE:;W- ;iS A'L'E Of 263 employees optionally retir-
ing during the six-montn periodFederal civilian 'nployees earn ended May 31, 1973, at the five bases13 days of sick leave a year and reviewed, 139 used ai; average of 172any not lsed rmay be accumulated. days of sick leave va ued at overBefore 1969, unused sick leave was S1 million after thei, last day offorfeited when employees retired. work. Moreover, 246 ....ployecs wereTo prevent the forfeiture of unused on extended sick leave pending op-sick leave, the reire-ent law was tional retirement as of May 31,amended in 1969 to permit unused 1973, and received approval for or.sick leave to be used to increase average of 222 da.ys of si¢c leaveemployees' service time in comput- valued at about ';2.7 million. (Seeing their retirement annuities. pp. 5 and 6.)

At three installations extended sickDuring other reviews, the General leave was routine'y approved for em-Accounting Office (GAO) noted at ployees who requested it. Determina-some military bases tist a large tions of inrapacity generally werenumber of employees had taken ex- based on opinions of private physi-tendpd nerivrs of sick leave im- cians which were c.,,lly nn,, " C'nnTr.ve meHditeoly, prior to their retirement. by adequate medical. :..r.z-: 6- :orAccordingly, CAO made an examination robcrate the employee:' incapacityduring t973 at five military bases for work. Physical examinations orto evaluate the procedures for ap- independent mediral rvidence wereproving extended sick leave in con- g9ee; ally no; reluired nor was therejunction with optional retirements a requirement 1.r periodic reevalua-and to determine the extent and im- tion of employees on extended sickpact of this practice. leave. One base required adequate
support for all sick leave requests
and the other prohibited extended
sick leave in connection with op-While the amendment to the retire- tional retirement. These varyingment law created some incentive practices mn.y have occurred be -usefor conserving sick leave, it still tie Department of Defcnse has notis financially more advantageous issued guidelinte; to administerfor em:ployees to use sick leave im- this aspe . of sick leave. (Seemediately before retirement. By pp. 5 to 12.)doing that, the emplcyees generally

oSitain a larger increase in tlheir Employees on sick leave beforere..irere.nt annuities as well as re- retirement are included in agencyceiving full pdy while using ac- personnel ceilings and continue oncumulated sick leave. the payroll until their leave

February 19, 1974
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expires and they retire. Limita- 1. Establish uniform policies for
tions on manpower spaces and funds approving extended sick leave
have prevented the hiring of addi- which would include:
tioral permanent employees to re-
place those on sick leave. Con- --requiring medical examinations,
sequently, some work was deferred,
the workload of employees on duty --defining the type of medical
.,as increased, overtime and hiring evidence that should be ob-

tenporary employees were re- tained to support an incapac-
iirec, and funds were diverted from ity for further duty,

other programs to pay for the in-
creased costs. (See pp. 13 and 14.) --monitoring extended absences,

and
About 300,000 DO00 employees--one
third of the work force--are --if practicable, reassigning
either now eligible for optional disabled employees to other
retirenent or will be in the near positions which they could
future. Under these conditions, perform.
the improper granting of extended
sick leave prior to optional retire-
ment could become a major problem 2. RequirL 003 installations to re-
throughout the Department unless view current cases of employee.
sound and uniform administrative who are on extended sick leave
controls and practices are in- pending optional retirement and
stituted. (See p. 15.) obtain sufficient redical evi-

dence for those who were deter-
?£;;._.'4_£::,,:,:o._ _ :__ mined to be incapacitated based

on iinadequdte ,leaicai evidence.
The Secretary uf Deoense snouia: (See p. 15.)
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COPY

SUMMARY FROM DEFENSE AUDIT SERVICE
FEBRUARY 28, 1978,1; REr)RT ON THE AUDIT OF

DEPARTMENT , DEFENSE
CIVILIAN DISABILIiY RETIREMENTS'

SUMMARY

The high rate of civilian disability retirements within the
Department of Defense has been a topic of growing interest
at higher management levels. About 45 percent of all DoD
retirements in FY 1976 were for disability, while the
Government-wide disability rate in recent years has run at
about 30 percent. Our review was made to test DoD compliance
with basic Civil Service retirement policies and procedures,
as well as to assess the equity and rationale of these
fundamental guidelines.

In general, we found that DoD activities needed to improve
procedures and practices for processing medical examinations
and granting leave to retirees. Further, we believe there
are more serious difficulties with the basic Civil Service
regulations on disability retirement, which we feel are not
realistic in some respects. The reforms which we are pro-
posing could, we believe, be accomplished without imposing
undue hardships on employees, and should produce substantial
savings to the Government.

We estimated that due to a liberal Civil Service interpre-
tation of total disability, about 25 percent of the approx-
imately 15,000 DoD employees separated under disability
retirement provisions during FY 1976 were not totally dis-
abled in the general sense of the term, and could have been
productively employed had they been reassigned to less
physically demanding jobs, at a savings of $22.5 million to
the Government.

DoD civili4n disability retirements in FY 1976 included
about 300 individualc who had previously been granted mili-
tary disability retirement, often for a similar medical
condition.

Unnecessary accrued leave costs, estimated at about $5.4 mil-
lion for FY 1976, were being incurred by DoD because Civil
Service regulations do not provide for prompt separation of
approved disability retirees with unused sick leave.

DoD components should strengthen the administration of
their disability retirement programs in the areas of appli-
cants' medical examinations and retirees' use of leave.

22



APPENDIX III APPENDIX III
COPY

A draft of this report was furnished to and discussed with
representatives of the Office of the Assistant Secretary ofDefense (Manpower, Reserve Affairs and Logistics) and the
Office of the Assistant Secretary of Defense (Health Affairs).
Ic was also furnished to the Services and to the Civil
Service Commission. The OASD (Manpower, Reserve Affairs andLogistics), OASD (Health Affairs), and the Navy were generally
supportive of the report. The Civil Service Commission
stated that the issues discussed in the report were under
study. The Army and the Air Force raised some philosophical
and procedural arguments for maintaining the system as is.
We considered all responses in preparing the final report.

Defense Audit Service
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STATEMEI4T OF

H. L. KRIEGER, DIRECTOR

FEDERAL PERSOWNNEL AND COMPENSATION DIVISION

U.S. GENERAL ACCOUNTING OFFICE

BEFORE THE

SUBCOMMITTEE ON COMPENSATION AND EMPLOYEE BENEFITS

OF THE COMMITTEE ON POST OFFICE AND CIVIL SERVICE

U.S. HOUSE OF REPRESENTATIVES

ON A

GENERAL ACCOUNTING OFFICE REPORT LNTITLED

"SPECIAL RETIREMENT POLICY FOR FEDERAL LAS

ENFORCEMENT AND FIREFIGHTER PERSONNEL NEEDS

REEVALUATION" (FPCD-76-97), FEBRUARY 24, 1977

Madam Chair and Members of the Subcommittee:

I am pleased to be here to discuss the General Account-
ing Office's report to the House Committee On Post Office
and Civil Service on the special, early retirement policy
for Federal law enforcement officers and firefighters.

The Subcommittee's members are undoubtedly aware of
GAO's deep concern about the civil service and other Federal

retirement systems. Beginning in 197., we have issued a
series of reports covering a number of issues related to
basic policies, financing, administration, and benefits of
the various retirement programs. In the latest report, for
example, issued on August 3, 1977, we reported that the
actual cost of the civil service system is about two and

one-half times the cost generally recognized and also pointed
out that many of the differing and inconsistent provisions
of the various systems are without apparent explanation. Our
reports have consistently called for the establishment of an

overall policy to provide objectives and principles to guide
retirement system development and improvement. Our previous
work has convinced us of the importance of giving serious
consideration to need, design, equity, and the cost of any
proposed changes or inprcvements to the retirement programs,
particularly when the changes apply only to selected groups.
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At the request of the former Chairman of the House Com-
mittee on Post Office and Civil Service and this Subcommittee,
GAO evaluated the adequacy, effectiveness, reasonableness, and
costs of the Government's policy of providing earlier and more
generous retirement benefits to Federal law enforcement and
firefighter personnel.

EXISTING LAW AND ITS HISTORY

Federal employees whose primary duties are (1) investi-
gating, apprehending, or detaining persons suspected or con-
victed of Federal crimes or (2) controlling and extinguish-
ing fires or maintaining and using firefighting apparatus
and equipment are permitted, by law, to voluntarily retire
at age 50 after 20 years of such service. These employees'
annuities are computed at the rate of 2.5 percent of average
annual pay (average high 3 years' pay including administra-
tively uncontrollable overtime for law enforcement officers)
for the first 20 years of service plus 2 percent of average
pay for each year of covered service thereafter. Employees
and employing agencies each contribute 7.5 percent of basic
pay toward retirement. Effective January 1, 1978, the law
requires mandatory retirement of such employees at age 55
or upon completion of 20 years of service, whichever comes
later. The head of the agency can, however, retain an em-
ployee to age 60.

In comparison, Federal employees under the regular
civil service retirement provisions are generally eligible
for voluntary retirement at age 55 after 30 years of serv-
ice, at age 60 after 20 years of service, or at age 62 af-
ter 5 years of service. Their annuities are computed at
the rate of 1.5 percent of average annual pay (highest aver-
age annual salary for 3 consecutive years, generally ex-
cluding all premium pay) for the first 5 years of service,
1.75 percent for the next 5 years, and 2 percent for each
year of service beyond 10 years. Retirement is mandatory
at age 70 after 15 or more years of service. Employees
and employing agencies each contribute 7 percent of pay
toward retirement.

The Congress' objective in providing early retirement
to law enforcement and firefighting personnel was to im-
prove the quality of these services by helping to maintain
a young, vigorous work force. The more generous annuity
formula was designed to make early retirement economically
feasible--not to reward those employees for performing de-
manding or sometimes hazardous duties.
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In 1947 the Congress enacted legislation permitting Fed-

eral Bureau of Investigation (FBI) agents to retire with an
increased annuity at age 50 after 20 years of service. Many
agents had been lepaing the FBI to receive higher salaries
in the non-Federal sector. The special retirement provisions
were believed necessary to offset the lure of the higher non-
Federal salaries and help the FBI become a career service.
Also, a young, vigorous force was desired because FBI agents
worked long hours; maintained irregular eating and rest sched-

ules; were subject to many pressures, risks, and hazards; tra-

veled for long periods; and were exposed to adverse environ-
mental conditions. Congressional testimony indicated that

the cost of this liberalized retirement program would not be
great because only 30 agents would be eligible to retire when

the law was passed and only 64 agents would become eligible
for retirement during the next 5 years.

Almost immediately, other employee groups began request-

ing equivalent benefits. In 1948 the Congress extended spe-
cial retirement benefits to all employees in positions with
duties that were primarily investigating, apprehending, or
detaining persons suspected or convicted of committing Fed-
eral crimes. In 1956 the Congress further extended coverage

to employees of correctional institutions who had frequent
and direct contact in the detention, direction, supervision,
inspection, training, employment, care, transportation, or
rehabilitation of persons suspected or convicted of violating

the criminal laws of the United States, the District of
Columbia, or the Uniform Code of Military Justice. In 1972,

the liberalized retirement provisions were accorded to em-
ployees in positions whose duties primarily involved corn-
trolling and extinguishing fires or maintaining and using
firefighting equipment. In addition, these laws provide

coverage for employees who are transferred to supervisory
or administrative positions.

Finally, a 1974 law (1) further liberalized the benefitF,

(2) deleted all references to employee hazard as a basis fcc

coverage, (3) emphasized in its legislative history that the

special retirement provisions are provided to improve the

quality of law enforcement and firefighting services by help-

ing to maintain a young and vigorous work force and that the
generous benefits are provided to make earlier retirement
economically feasible, and (4) established, effective Janu-
ary 1978, mandatory retirement at age 55 or upon completing
20 years of covered service, whichever comes later.

The Civil Service Commission (CSC) is responsible for

administering the special retirement provisions and certify-
ing employees' eligibility.
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JOBS COVERED

Many occupational groups of employees are eligible for
benefits. Examples of the types of positions included fol-
low.

Investigation and apprehension of criminals--includes
such employees as special agents in the FBI, Internal
Revenue Service (IRS), Secret Service, and Drug En-
forcement Administration. Customs and immigration
border patrol officers and airplane pilots, game
wardens, postal inspectors, and Bureau of Indian Af-
fairs and Panama Canal Zone police also receive bene-
fits.

Detention of criminals--includes all employees working
inside the walls of a Federal or District of Columbia
detention facility. Covered positions include not
only correctional officers but also cooks, plumbers,
carpenters, paint foremen, nmailclerks, telephone op-
erators, accountants, and secretaries. Also covered
are research chemists, pharmacologists, physicists, and
photographers at a drug addiction center and parole
hearing examiners in the Department of Justice.

Fighting fires--includes employees fighting both struc-
tural and forest fires. In addition, the eligibility
criteria have been interpreted to cover such positions
as tanktruck operators, certain airplane pilots, and
certain foresters.

Supervisory and administrative personnel--includes em-
ployees who transferred from covered operating positions
to positions responsible for supervising operating-level
employees or to positions where operating experience is
required to perform the various administrative duties.
Included are program administrators in headquarters or-
ganizations, accountants, personnel officers, adminis-
trative officers, and training course developers and
instructors.

CSC regulations specifically exclude employees in pos-
itions whose primary duties involve (1) maintaining law and
order, (2) protecting life and property, or (3) guarding
against or inspecting for violations of law or investigating
persons other than those suspected of violating criminal laws.
Also exclu.ded are employees whose duties only occasionally or
incidentally require the investigation, apprehension, or de-
tention of persons suspected or convicted of violating cri-
minal laws.
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About 52,000 employees in various Federal agencies and
the District of Columbia government are covered under the
special retirement program. As of June 30, 1976, 11,603
retired employees were receiving annuities totaling about
$150 million a year.

CONTINUED NEED FOR SPECIAL
RETIREMENT IS QUESTIONABLE

A need for the special retirement program may have
existed in 1947, when the program was established to make
certain Federal jobs more attractive and to make it economi-
cally feasible for employees in such jobs to retire at a
younger age. But the continued need for special retirement
is questionable because

-- regular civil service retirement benefits have been
increased substantially, thus reducing the average
retirement age for all civil servants;

-- covered employees are not retiring much earlier than
employees who do not receive the additional benefits
but the costs of covered employees' benefits are much
greater;

-- many covered employees could continue to perform their
jobs satisfactorily after age 50 and others could be
assigned to less demanding jobs; and

-- civil service disability retirement and Federal work-
ers' compensation benefits are available to employees
who can no longer perform their duties.

The special retirement policy for law enforcement and
firefighter personnel is an expensive method of marginally
reducing the age of retirement. In 1947 the policy offered
a potential reduction of 10 years in the minimum retirement
age of covered employees compared to most other civil ser-
vants. However, liberalized pay and retirement benefits for
all civil servants have reduced the overall average retirement
age. This, combined with the fact that most covered erploy-
ees choose not to retire when first eligible, has reduced
the potential decrease of 10 years ir average retirement age
to an actual decrease of about . to 3 years. Covered employ-
ees are retiring at earlier ages but then so are all other
Federal employees. Mandatory retirement will, of course,
further reduce the average retirement age of covered employ-
ees beginning in 1978. However, we question whether further
reauctions in retirement ages will be great enough to jus-
tify the high costs of the special benefits. And mandatory

28



APPENDIX IV APPENDIX IV

retirement at age 55 will still permit most covered employees
to work a full 25- to 30-year career and to receive greater
benefits than regular civil service employees with similar
earnings and years of service. Also, many of the covered
employees who will be mandatorily retired at age 55 will be
supervisors or administrators who generally do not need to
be any more vigorous than any other Federal supervisor or
administrator.

To achieve the current 1- to 3-year reduction in the
average retirement age of covered employees, the Government
pays heavily. Based on CSC actuarial estimates, the Govern-
ment's annual normal cost was $311 million in 1976--$118 mil-
lion (61 percent) more than the cost of providing regular
optional benefits to these employees (assuming a 3-percent
annual salary adjustment and a 4-percent annual annuity ad-
justment). CSC estimated that the unfunded liability of
the special retirement program was $5.3 billion under those
assumptions. The normal cost of the special retirement
benefits--the present value of all benefit rights earned
annually, expressed as a percentage of total payroll--without
considering general pay increases and annuity cost-of-living
adjustments (static basis) was estimated by CSC to be
19.7 percent of pay, considerably more than Lhe combined
agency-employee contribution rate of 25 percent. On a dy-
namic basis--assuming 3 percent pay and 4 percent annuity in-
creases--the estimated cost was 43.6 percent of pay. By com-
parison, the composite normal cost of the civil service re-
tirement system, including the special retirement provisions,
was estimated by CSC to be about 13.6 percent of pay on a
static basis and 28.7 percent of pay if the conservative as-
sumptionp of 3 percent pay and 4 percent annuity increases
are used in the cost calculations.

Maintaining a trained, alert, and vigorous work force is
difficult, but such problems exist, to varying degrees, in
most Federal occupations. Such problems are normally re-
solved by using available personnel management techniques,
other civil service retirement programs, and, if needed for
recruitment and retention purposes, special rates of pay.
Employees who cannot perform satisfactorily before the op-
tional retirement age should be reassigned to less demanding
duties or, as a last resort, retired under existing civil
service or Federal workers' compensation programs.

The Congress should reevaluate the need for providing
special retirement benefits to law enforcement and firefight-
ing personnel.
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Agency and union comments
on need for special benefits

The Civil Service Commission agreed that the special
retirement policy needs to be reevaluated but withheld com-
ment on the continued need for special benefits, pending
the completion of its own review.

Operating agencies and employees unions generally dis-
agree with GAO's conclusions. They said it was premature to
question the effectiveness of special benefits in helping to
maintain a younger, more vigorous work force because (1) the
current annuity formula had been in effect only since July
1974 and (2) the mandatory retirement provision beginning in
1978 will eventually result in earlier and more equitable
retirements for covered employees. They also said the special
retirement benefits are necessary for recruiting and retaining
employees, maintaining a high level of employee morale, and
rewarding employees for doing demanding and dangerous jobs.

GAO evaluation of agency
and union comments

We do not believe those are compelling reasons for not
reevaluating the continued need for the special retirement
benefit_. The ineffectiveness of the special retirement
benefits in helping to maintain a younger, more vigorous
work force is only one of several factors which raise ser-
ious questions about the continued need for the special re-
tirement policy. Over the early retirement policy's 30-year
history, including periods when there were substantial dif-
ferences between the special and regular retirement benefit
structures, covered employees have never retired much earlier
than employees under the regular civil service optional re-
tirement provisions. We believe that a 30-year period is
long enough to judge the special policy's overall effective-
ness.

Because the special benefits for certain law enforcement
personnel have existed for 30 years, we could not determine
exactly what effects they have had on recruitment and reten-
tion. We could also not ascertain exactly what impact elim-
inating or reducing the special benefits would have on the
recruitment and retention of prospective employees. The
special benefits obviously enhance recruitment and retention.
But are they justified and necessary to attract and retain
competent people?
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In that regard, CSC recently said that, nationwide,there were about 24 applicants for every Federal job open-
ing--about 30 applicants for every Federal job in the Wash-ington, DC, area. There were reportedly about 1,000 qualifiedapplicants for FBI special agent jobs, but no openings. In
comparison with local governments' retirement systems, Bureauof Labor Statistics compensation surveys in major U.S. citiesshowed that the benefits of 38 of 47 local police and fire-fighter retirement systems are generally less liberal thanthe special Federal benefits. In relation to the 38 localretirement systems, the Federal system generally had moreliberal minimum age and service requirements and provided a
higher percentage of salary. Also, a recent CSC study showedthat Federal criminal investigators and firefighters are
generally paid more than their non-Federal counterparts.

Like all other Federal white-collar positions, law en-forcement and firefighter jobs are placed in appropriate
grades in accordance with their duties, responsibilities,
and qualification requirements. The knowledge, skills, andabilities required by these jobs' characteristics have beenconsidered in setting position classifications which inturn establish basic rates of pay. Job characteristics (for
example, hazard; working conditions; and the physical, mental,and emotional stress commonly associated with law enforcement
and firefighting occupations) are generally not considereddirectly in valuing or classifying Federal positions. If itis considered necessary for recruitment, retention, or other
purposes to provide additional compensation for certain Fed-eral jobs because of such factors, that additional compensa-
tion should be reflected in pay, not in retirement benefits.

SEVERAL MATTERS NEED REEVALUATION IF
SPECIAL RETIREMENT POLICY CONTINUES

If the special, early retirement policy continues, webelieve the Congress should (1) reevaluate the eligibility
criteria, mandatory retirement provision, and benefit struc-ture and (2) amend the law to require additional retirementcontributions by employing agencies.

ELIGIBILITY CRITERIA--
PRACTICAL CONSIDERATIONS

Despite the concern over maintaining a vigorous workforce, the present retirement eligibility criteria do notaddress the need for vigorous incumbents ir determining
coverage. Instead, benefits are provided to all employeeswho occupy certain positions. As a result of these occupa-
tionally based criteria, many individuals receive coverage
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even though the primary dutier of their positions do not
require extraordinary vigor.

These occupational criteria are probably the result of
law enforcement and firefighter personnel persuasively stat-
ing their case to legislators and the public over the years.
On the other hand, many other groups have sought and been
denied coverage throughout the 30-year history of the program
because of the occupationally based eligibility criteria. In-
cluded among these groups have been customs and immigrations
inspectors, aircraft pilots, coal mine inspectors, and em-
ployees with abnormal exposure to disease or accident. The
law automatically excludes coverage of these positions be-
cause the duties do not primarily involve the "investigation,
apprehension, or detention" of criminals or the "control and
extinguishment of fires," and not because the positions do
not require exceptional vigor.

To more fully meet the law's objective, the eligibility
criteria would have to be based on the need for extraordinar-
ily vigorous employees. Especially vigorous employees could
be necessary where lapses in performance significantly and
immediately inhibit accomplishment of the agency mission and
where the duties of the position require

--extraordinary physical stamina and continual mental
alertness over long periods or

--frequent short-term extraordinary physical exertion
under environmentally adverse conditions.

These criteria could encompass, for example, the duties
of an individual frequently required to maintain continual
alertzess during all night investigative surveillances or to
make arrests of dangerous criminals or fight forest or
structural fires. In such situations, lapses could result
in immediate negative consequences. However, we know of no
practical eligibility criteria or administrative procedures
which would make certain that special retirement is granted
only to employees whose duties require exceptional youth and
vigor.

Considering the administrative and financial burden that
would be incurred in trying to identify specifically which
Federal employees perform duties that require youth and vigor
and considering the employee rotational policies employed by
some agencies, we believe that continuing to grant special
retirement coverage on the basis of the primary duties of
overall job classification may be the most practical criteria
for coverage under the special retirement program.
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Agency and union comments
on eliqibility criteria

CSC withheld comment pending completion of its indepen-
dent review. Operating agencies generally believed that the
eligibility criteria should be left alone. Some agencies
said, however, that coverage has been unduly expanded over
the years to positions that do not require exceptional youth
and vigor through changes in law, innovative interpretations
of law and modifications to or interpretations of job descrip-
tions. Employee unions said the eligibility criteria should
be expanded to specifically include other Federal jobs which
involve hazard or physical stress.

MANDATORY RETIREMENT PROVISION
MAY ENCOMPASS TOO MANY

Effective January 1, 1978, all covered employees must
retire when they reach age 55 or complete 20 years of service,
whichever comes later. Agency heads may grant individual
waivers up to age 60 on a selected basis.

The mandatory retirement provision beginning in 1978
will apply to all covered employees, including supervisors
and administrators who frequently possess valuable experience.
Especially young and vigorous individuals are normally not
needed to perform supervisory or administrative duties or
many covered operating duties. The premature retirement of
such employees through the generalized application of the
mandatory retirement provision may unnecessarily cost the
Government the vital resource of experience.

Agency and union comments
on mandatory retirement

CSC withheld comment pending completion of its indepen-
dent review. Operating agencies indicated tl;.t they do not
plan to seek exceptions to the age 55 mandatory retirement
provision. Employee unions generally were opposed to manda-
tory retirement at age 55.

AN ALTERNATIVE BENEFIT
STRUCTURE IS AVAILABLE

The existing benefit formula--2.5 percent of average
pay for each of the first 20 years and 2 percent of average
pay for each year thereafter--provides an economic incentive
for law enforcement and firefighter personnel to retire at
an earlier age and with fewer years of service than regular
civil service employees. But, the program goes beyond
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compensating for an assumed occupationally shortened careerby continuing to extend liberal benefits when full careersare served. That is, covered personnel who work full 30-
year careers receive greater benefits than regular employeeswith similar preretirement earnings and years of service. To
correct this, the benefits could be restructured like thosefor air traffic controllers.

The law also provides special retirement benefits to airtraffic controllers. Controllers are eligible to retire onan immediate annuity after 25 years of service or up n reach-ing age 50 after 20 years of service. Like law enfc ement
and firefighter personnel, the purpose of special retirement
for controllers is to improve public safety by maintaining ayoung, vigorous work force. Controllers' annuities are not,however, computed under a more generous benefit formula.
Instead, their annuity is equal to the higher of (1) thatproduced by the regular civil service formula or (2) 50 per-cent of average pay. Thus, controllers meeting the age/service criteria are guaranteed an annuity of at least
50 percent of average pay. The special retirement provi-
sions for controllers p, vide an economic incentive to
retire early, but they ao not permit controllers choosing
to serve full 30-year careers to receive greater retirement
benefits than other civil service employees.

Agency and union comments
on benefit structure

CSC withheld comment pending completion of its independ-
ent review. Operating agencies generally took the position
that covered employees should receive greater benefits than
other employees with similar earnings and years of service.
In that regara, most agencies believed the benefit structure
used for air traffic controllers would not be appropriate forlaw enforcement or firefighter personnel. Employee unions
said the more liberal benefit structure is justified.

FULL COSTS OF RETIREMENT BENEFITS
SHOULD BE RECOGNIZED AND FUNDED

In previous reports to the Congress and the Post Office
and Civil Service Committees and testimony before this Sub-
committee we have taken the position that the full costsof civil service retirement benefits; including expected payand annuity increases should be fully recognized and fully
funded. This applies equally to the additional costs of thespecial retirement benefits. The proper recognition of re-tirement costs would enable the Congress not only to makewell-informed decisions on retirement matters but also to
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better evaluate the cost effectiveness of agency programs.
In our opinion, the preferable approach to retirement fund-
ing would require cost recognition and funding on a "dynamic'
basis, with full consideration of the effect of pay raises
and cost-of-living adjustments on ultimate annuity payments,
and allocation of all Government retirement costs to agency
operations.

Until the true costs of civil service retirement bene-
fits are fully recognized and fully funded, the Congress
should amend the law to require contributions from employing
agencies equal to the difference between employee contribu-
tions (currently 7.5 percent of pay) and the static normal
cost of special benefits (currently about 20 percent of pay).
Such additional contributions would serve to better recog-
nize the costs of special retirement benefits and law en-
forcement/firefighting functions.

This concludes my statement, Madam Chair, and I will
be pleased to answer questions.
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COMPTROLLER GENERAL'S FEDERAL RETIREMENT SYSTEMS:
REPORT TO THE CONGRESS UNRECOGNIZED COSTS,

INADEQUATE FUNDING.
INCONSISTENT BENEFITS

DIGEST

This report states once again GAO's concern
over Federal employee retirement systems.
In 1976, seven of the Government's retire-
ment systems paid over $15.6 billion to
retirees and the survivors of deceased
employees and retirees--an increase of $10
billion since 1970. The systems also reported
liabilities exceeding $320 billion for
which less than $44 billion had been set
aside in Federal trust funds.

Thr Congress sh:ould enact legislation requiring
that the full cost of Federal retirement
systems be recognized and funded and that the
difference between currently accruing cost
and employee contributions be charged to
agency operations.

Federal retirement systems' funding require-
mentr vary, and in most cases are less strin-
gent than those imposed uy law on private
pension plans. The cost and liabilities of
Federal retirement programs are much greater
thean recognized by current costing and fund-
ing procedures. Usually, little or no con-
sideration is given to the effect of future
general pay increases and annuity adjust-
ments on ultimate benefit payments. resulting
in a considerable understatement of benefit
costs accruing each year. For the civil
service retirement system alone, unrecognized
retirement costs in 1976 amounted to an esti-
mated $7 billion. In some programs, none of
the currently accruing cost is recognized.
(See pp. 3 to 5.)

Because most Federal retirement trust funds
are required by law to be invested in Federal
debt securities, full funding of Govern-
ment retirement liabilities would not elimi-
nate the need for future taxing and borrowing
to meet benefit payments as they become due.

FPCD-77-48
August 3, 1977
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Howeter, full funding would enhance cost
recognition and budgetary discipline as
well as promote sounder fiscal and legis-
lative decisionmaking. Under existing fund-
ing provisions, the unfunded liabilities of
Federal retirement systems will continue
to grow. (See pp. 5 to 13.)

Costs not covered by employee contributions
must ultimately be paid by the Govern-
ment. When retirement costs are understated,
the costs of Government operations and
agency programs are also understated. One
side effect of the underallocation of retire-
ment costs to agency operations is the unre-
cognized subsidy that accrues to Government
organizations whose programs are required
by law to be financed by the users of their
services. Understatement of retirement costs
may also result in a tendency to adopt bene-
fits which could jeopardize the affordability
of the retirement systems. (See pp. 16 to 21.)

Some of the agencies responsible for adminis-
tering Federal retirement programs agreed
with GAO that the full cost of retirement
benefits should be recognized. The Depart-
ment of Defense did not comment on the report,
and others had no comments on GAO's recommend-
ations. Self-supporting agencies, whose
retirement contributions would be higher if
costing and funding techniques recognized
general pay increases and annuity adjust-
ments, generally agreel tht the costs of
their operations were beirn understated.
Some believed the Congress should appropriate
funds to pay the higher -'osts ratheL than
increase charges to the users of the agencies'
services. (See jp. 21 and 22.)

GAO further recommends that the Congress
establish an overall Federal retirement
policy to gluide retirement system develop-
ment. Centralization of committee jurisdic-
tion over all Federal employee retirement
systems would facilitate the establishment
and implementation of such a policy.

There is no standard or method of assessing
the adequacy of Federal employee retirement
programs. Different committees of the Congress
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have legislative jurisdiction over the various
systems. There is no overall policy for guid-
ance in establishing, financing, or amending
these programs.

Federal retirement systems have developed on an
independent, piecemeal basis. Many inequities,
inconsistencies, and common problems exist
among the systems. Some of the differences may
be legitimate, but many of the benefit provi-
sions differ without apparent explanation.

--Employee contribution rates vary. Some
systems require no cost sharing by the
covered employees. (See app. I.)

--Each system has its own age and service
requirements that employees must meet to
become eligible for a retirement annuity.
(See pp. 23 and 24.)

--Transfers of service credits between re-
tirement systems are treated inconsistently.
(See pp. 23 and 25-26.)

--Benefits payable at retirement vary from
system to system. (See pp. 26 to 28.)

--There are wide variations in the survivor
benefit programs of the systems. (See
pp. 28 and 29.)

--Each system has differing provisions re-
garding the ca.iounts reemployed annuitants
may receive. (See pp. 29 to 31.)

--Disability provisions and practices are
not consistent. (See pp. 31 and 32.)

--Social security coverage is provided to
employees under two of the retirement
systems. Employees in the other systems
are prohibited by law from participating
in social security through their Federal
employment. (See p. 32.)

Most Federal agencies responsible for admin-
istering the various retirement systems made
no specific comments to GAO on whether the
many different provisions and practices fol-
lowed are justified. (See pp. 32 and 33.)
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DISABILITY RETIREMENT

CIVIL SERVICE RETIREMENT SYSTEM

Basic eligibility--5 years' creditable service.

Definition of disability--inability to perform useful
and efficient service in the specific position
occupied at the time application for retirement is
made.

Establishment of disability--application by the employee
or employing agency accompanied by a statement from
the employee's superior officer showing how the em-
ployee's condition affects job performance and a
report from the employee's doctor fully describing
the disability. The Civil Service Commission may
also require the employee to undergo an additional
medical examination by an approved physician. The
employee's disability is rated either temporary or
permanent.

Periodic reexamination--for temporary disabilities, the
Coi, !ission reviews the case annually until the retiree reaches
age 60 or is reclassified permanently disabled.

Payments for partial disability--none.

Length of coverage--until death, medical recovery, or
restored earning capacity before reaching age 60.
If the retiree recovers, payment of the annuity
continues for 1 year. Earning capacity is deemed
restored if in each of 2 succeeding calendar years
the annuitant's income equals at least 80 percent
of the current rate of pay of the position oc-
cupied immediately before retirement. However, the
annuity is restored if the earnings fall below
80 percent in a later calendar year.

Computation of annuity--the larger of amounts derived
from the general formula or the guaranteed minimum.

(1) General formula--larger of the following two
amounts:

(a) 1.5 percent of the high-3 average pay for
each of the first 5 years of creditable
service, plus 1.75 percent for each of
the second 5 years of service, plus 2 per-
cent for each year over 10 years; or

39



APPENDIX VI APPENDIX VI

(b) substitute 13 percent of the high-3 average
pay plus $25 for any or all of the percent-
ages in (a) where it will yield a larger
amount, multiplied by the years of service
as shown in (a).

(2) Guaranteed minimum--the lesser of the following two
amounts:

(a) 40 percent of the high-3 average pay or

(b) the amount obtained under the general formLla
after increasing the employee's actual credit-
able service by the time remaining between
the date of separation and the date he at-
tains age 60.

FOREIGN SERVICE RETIREMENT AND DISABILITY SYSTEM

Basic eligibility--5 years' creditable service.

Definition of disability--totally disabled or incapacitated
for useful and efficient service by reason of disease,
illness, or injury not due to vicious habits, intem-
perance, or willful misconduct on employee's part.

Establishment of disability--application by employee ac-
companied by a description of the disability and a
full explanation of the manner in which it affects
the performance of duties; must inform immediate
supervisor of application for disability retirement
and undergo medical examination. Disability is
determined by the Secretary of State, or his desig-
nated representative, on the basis of advice pro-
vided by one or more duly qualified physicians or
surgeons designated to conduct examinations. The
employee's disability is rated either temporary or
permanent.

Periodic reexamination--unless the disability is rated
permanent at the time of retirement or at a later
date, examinations by duly qualified physicians or
surgeons designated by the Secretary are made
annually until annuitants reach the mandatory re-
tirement age for their class in the service.

Payments for partial disability--none.

Length of coverage--remainder of lifetime unless annu'i-
tant recovers to the extent that he can return to
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duty. If the retiree recovers, payment of theannuity continues 6 months after the date of examina-
tion.

Computation of annuity--2 percent of average basic salaryfor the high-3 consecutive years, times years of
service not exceeding 35. The average high-3 years donot have to be consecutive for a Chief of Mission
whose service in that capacity was interrupted. Forretirees with less than 20 years' service, the annuity
is computed as though the employee has 20 years' serv-ice; but the additional service credit may not exceed
the difference between the employee's age at time ofretirement and the mandatory retirement age.

UNIFORMED SERVICES RETIREMENT SYSTEM

Basic eligibility--20 years' service, or at least 30-
percent disability and (1) 8 years' service, (2) dis-ability being the proximate result of performing
active duty, or (3) disability being incurred in
line of duty during war or national emergency.

Definition of disability--unfit to perform the duties
of office, grade, rank, or rating because of aphysical disability which did not result from themember's intentional misconduct or willful neglect
and was not incurred during a period of unauthorized
absence.

Establishment of disability--report to sick bay and
request physical evaluation board's ruling onphysical fitness to maintain duties in the military.
Physical evaluation board makes decision on dis-ability on the basis of medical advice from military
doctors. The disability is rated either temporary
or permanent.

Periodic reexamination--if the disability is temporary,
the retiree must undergo a physical examination atleast every 18 months. If the disability still
exists after 5 years, it is considered permanent.

Payments fore partial disability--yes. If member has lessthan 20 years' service, disability must be at least
30 percent.
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Length of coverage--remainder of lifetime unless retiree
recovers from disability or fails to report to an
examination without just cause.

Computetion of retired pay--monthly basic pay on daybefore retirement multiplied by either (1) 2.5 per-
cent times yeas of service or (2) the percentage
of disability. The retired pay cannot exceed
75 percent of the monthly basic pay. Those tem-
porarily disabled receive at least 50 percent of
the monthly basic pay.

FEDERAL JUDICIARY RETIREMENT SYSTEM

Basic eligibility--judges and justices of the United
States: appointment to position of judge or justice
of the United States. Judges of the District Court
of Guam, Canal Zone, and the Virgin Islands: 10
years' creditable service.

Definition of disability--unable to discharge all duties
efficiently because of permanent mental or physical
disability.

Establishment of disability--written certification to the
President signed by the chief official of the court.
The President may retire any judge or justice whom he
finds to be mentally or physically incapable of dis-
charging all the duties of his office.

Periodic reexamination--none.

Payments for partial disability--no provisions.

Length of toverage--remainder of lifetime.

Computation of annuity--justices and judges of the
United States: if 10 years' service, the salary
of the office; if less than 10 years' service,
one-half the salary of the office. Judges of the
District Court of the Canal Zone, Guam, and the
Virgin Islands: if 16 years' service, salary of
the office at the time of relinquishment; if
10-15 years' service, salary times years of
service, divided by 16.

U.S. TAX COURT JUDGES RETIREMENT SYSTEM

Basic eligibility--appointment to a U.S. Tax Court
judge position.
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Definition of disability--unable to discharge efficiently
all the duties of the office by reason of permanent
mental or physical disability.

Establishment of disability--written certification to the
President. The President must concur with the Chief
Judge's disability retirement. The Chief Judge must
sign any other judge's disability certification.
The President shall declare any judge retired if he
finds the judge to be permanently disabled from per-
forming duties.

Periodic reexamination--none.

Payments for partial disability--none.

Length of coverage--same as Federal judiciary.

Computation of annuity--if 10 or more years' judicial
service, 100 percent of the salary payable to a judge;
if less than 10 years' judicial service, 50 percent
of the salary payable to a judge.

TVA RETIREMENT SYSTEM

Basic eligibility--5 years' creditable service.

Definition of disability--inability to continue in
present position because of a physical or mental
disability that is likely to be permanent and a
lack of another available TVA pt:sition for which
the employee is qualified. The determination
must be made by the TVA Retirement System Board
of Directors on the basis of a report either by
the medical board (three physicians independent
of TVA) or by the director of the TVA division of
medical services and information from the TVA
employment branch.

Establishment of disability--application by TVA or
by employee, who authorizes the retirement system
to obtain reports from his personal physician(s),
the TVA physician. his supervisor, and the TVA
division of personnel. The completed file is
then reviewed by the Director of the TVA division
of medical services and, if appropriate, by the
medical board, and approved by the TVA retirement
system board of directors.
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Periodic reexaminations--as may be determined by the
board of directors.

Payments for partial disability--none.

Length of coverage--until death, reemployment in a
position covered by TVA retirement system, or until
earnings plus regular disability benefit exceed
his prior position's salary, which initiates a
reduction. Obligated upon request by the directors
to file, within 30 days, a proper application for
social security disability insurance benefits or,
at age 65, a social security old-age benefit; if he
does not, the TVA disability pension may be dis-
continued.

Computation of disability retired pay--disability benefit
consists of two parts:

(1) An annuity--the actuarial equivalent of the
employee's accumulated contributions.

(2) A pension from TVA's contributions to the
system. The pension is equal to 1.1 percent
of the member's average compensation for each
year of creditable service. However, an
alternative formula is used if this results
in less than a 30-percent pension. Under
the alternative formula a 30-percent minimum
is provided, except for older employees with
short service.

If the member becomes entitled to social security dis-
ability insurance or old-age benefits, the TVA pen-
sion is subject to reduction.

FEDERAL RESERVE BOARD RETIREMENT SYSTEM

Bas.c eligibility--5 years' creditable civilian service.

Definition of disability--inability to perform useful
and efficient service in specific position occupied
at the time application for retirement is made.

Establishment of disability--application accompanied
by a report from member's personal physician fully
describing the disability. A medical examination
is also made by a physician designated by the em-
ployer. Decision of disability is made by the
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medical board, based on the examination reports of
the physicians. The disability is rated temporaryor permanent.

Periodic reexamination--if the disability is rated
temporary or subject to improvement, a reexamination
is required annually until retiree reaches age 60.

Payments for partial disability--none.

Length of coverage--same as civil service.

Computation of annuity--same as civil service.
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COMPTROLLER GENERAL'S FEDERAL AND DISTRICT OF COLUMBIA
REPORT TO THE CONGRESS EMPLOYEES NEED TO BE IN SEPARATE

PAY AND BENEFIT SYSTEMS

DIGEST

The Congress should end the longstanding pay
and fringe benefit interrelationships of
Federal and District of Columbia employees
so that each government controls the nature,
level, and costs of its employees' compensation.

About 1,500 Federal law enforcement personnel
of the Executive Protective Service, Park
Police, and Secret Service participate in
pay and/or retirement systems designed for
mun4cipal police and firemen and administered
by the District. They receive higher pay for
the same levels of work and have much better
retirement benefits than their Federal civil
service counterparts. The District's retire-
ment system is considerably more costly than
the Federal civil service system, but partici-
pating employees' contributions are less. The
Federal Government should administer and con-
trol these Federal protective services employ-
ees' compensation so that it is equitable,
affordable, and consistent with that provided
to other Federal law enforcement personnel.

Most District employees are covered by Federal
general salary and wage schedules and civil
service retirement and other benefit programs.
Before home rule began in 1975, District
employees were considered Federal employees,
and, properly, their pay and fringe benefits
were the same as those of other similarly
employed Federal personnel. But the Home Rule
Act established for the District a form of
municipal government somewhat like that of
other U.S. cities--responsible and accountable
to local residents. The act requires the
District to establish an employee merit
system by 1980 and gives it the option of
creating its own employee compensation
systems or continuing to participate in all
or part of the Federal civil service systems.

January 12, 1975 [PCD-77-71
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GAO believes the District should control
and administer the pay and fringe benefits
of all District employees so that their
compensation is consistent with its local
personnel management objectives and
affordable for District residents.

To achieve the proper separation of
Federal and District of Columbia compen-
sation systems, GAO is recommending that
tne Congress enact legislation:

--Masing all new Federal protective
services employees of the Executive
Protective Service, Park Police, and
Secret Service subject to Federal
civil service pay and retirement
systems. (See p. 20.)

-- Excluding existing Executiv- Protective
Service employees from the District's
police and firemen's annual pay adjust-
ment process and providing them annual
pay adjustments equal to the average
percentage increase in Federal General
Schedule salaries. (See p. 20.)

-- Requiring the Civil Service Commission,
with the assistance of the Office of
Management and Budget, Department of
the Treasury, and Department of the
Interior, because of the potential
impact on affected employees, to study
and report to the Congress on the
desirability and feasibility of trans-
ferring existing Federal employeas now
covered by the District's police and
firemen's retirement system to the
Federal civil service retirement system.
(See p. 20.)

-- Providing that the District government
(1) establish its own pay and benefit
policies and systems for District
employees now subject to Federal pay
and retirement systems and (2) make,
if it chooses to administratively
adopt Federal pay systems, independent
decisions about granting any future
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Federal pay raises to existing District
employees. (See p. 30.)

-- Requiring the Civil Service Commission,
Office of Management and Budget, and
District government to study and report
on the desirability of (1) transferring
existing District employees covered by the
Federal civil service retirement system
to a District administered and controlled
system or (2) retaining them in the Fed-
eral system. (See p. 31.)

GAO is also recommending that (1) the Civil
Service Commission expeditiously complete its
ongoing study of Federal protective services
employees' pay systems and propose any appro-
priate legislative changes to the Congress
(see p. 20), (2) the District government es-
tablish its own pay and benefit systems for
District employees now subject to Federal
compensation systems (see p. 30), and (3) the
Congress require all Federal retirement sys-
tems to be fully funded and the costs charged
to participating agencies and instrumental-
ities (see p. 31.)

The Civil Service Commission, Office of
Management and Budget, and Departments of
Treasury and Interior agreed that Federal
employees should no longer be covered by
District pay and retirement systems. The
District government is considering new in-
dependent pay and benefit systems for Dis-
trict employees but believes that its ex-
isting employees should be permitted to
retain their vested Federal benefits.
(See apps. I through VI.)
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COMPTROLLER GENERAL OF THE UNITED STATII
WASHINGTON. D.C. 0o4

b-11636
FPC-77-18 MAR 23 1977

The honorable Charles C. Diggs, Jr.
Chairman, Committee on the District

of Columbia
House of Representatives

bear Mr. Chairman:

Your letter of February 15, 1977 requested our views and
comments on H. R. 2465, 95th Congress, 1st Session, a billrTo establish an actuarially sound basis for financing retire-ment benefits for policemen, firemen, teachers, and judges of
the District of Columbia and to make certain changes in suchbenefits." Because of the limited time available to us tostudy the bill we were not able to analyze the many provisionsin detail. ve were alad to see that our comments on a previous
bill, h.R. 12441, 94th Congress, 2nd Session, were consideredin preparing h.Rt. 2465. The following comments represent ourgeneral observations on the major provisions of H.R. 2465.

The primary objectives of H. R. 2465 appear to be to (1)establish a sound means of funding District of Columbia retire-
ment systems, (2) provide Federal funds to assist the Districtin meeting the costs of its retirement programs, and (3) chancecertain benefit features to less costly ones.

The District operates separate retirement programs for itsFolicemen/firen.en, teachers, and judges. About 1,500 Federalemployees (Park Police, Executive Protective Service officers,
and certain Secret Service agents) also participate in theDistrict's Policemen and Firemen's Retirement and DisabilitySystem. Furthermore, approximately 31,000 District employeesare under the Federal Civil Service Retirement and Disabilitysystem.

As of September 1975, the unfunded liability of the threeDistrict retirement systems was about $1.6 billion ($1.1billion, policemen and firemen; $513 million, teachers; and$9 million, judges). Under existing law, the systems arefinanced essentially on a 'pay-as-you-go" basis. Policemen,
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B-1'R6 8

firemr.n, and teachers contribute 7 percent of pay each.
Judges contribute 3.5 percent of pay for retirement bene-
fits and an additional 3 percent if they elect to parti-
cipate in the survivor annuity plan. The District pays the
remaining annuity costs. Except for about $59 million in
the teachers and $1 million in the judges retirement funds,
the District's retirement obligations art unfunded.
Federal employees in the District's system also contribute
7 percent of pay, and the Federal Government reimburses
the District for the additional amount needed to make
retirement and survivor benefit payments to Federal
annuitants.

The bill would establish three retirement funds, con-
trolled and managed by a 10-member Board. The Board is to
be composed of eight active and retired District employee
participants in the three retirement systems, one member to
be appointed by the District Council, and one member to be
appointed by the Mayor. The Board would elect one member
to be Chairman. The ratio of beneficiaries of the fund
to public representatives seems to be out of proportion
considering their financial contributions to the fund.
Except for prohibiting investment of the funds in
District-issued or guaranteed securities and District real
property, the bill provides no specific guidance on fund
investment policies that are to be followed by the Board.
In carrying out its responsibilities, the Board is to engage
the services of investment counsel or counsels and necessary
staff. Board expenses are to be borne by the District.

The bill calls for Federal payments totaling $42.2
million to the policemen and firemen, teachers, and judges
retirement funds in fiscal year 1978 and payments of up to
$787.3 million from 1979 to 2003 based on a formula in-
cluded in the bill. These payments would be in addition
to those now paid for Federal employees covered under the
District system--about $5.2 million in fiscal year 1975.
The benefits for Federal employees in the policemen and
firemen's system would not be paid from these retirement
funds. Instead their benefits would continue to be on a
pay-as-you-go basis.
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u-118636

The issues of whether the Federal Government should con-
tribute funds towara District retirement liabilities and the
amount of such contributions are matters of oolicy i>- the
Conaress to decide.

We fully endorse the purpose of H.R. 2465 which is to
place the financing of retirement systems for policemen, fire-
men, teachers, and judges of the District of Columbia on an
actuarially sound basis. we have continually taken the posi-
tion that the full costs of Federal retirement benefits
should be recognized and funded. It should be noted, how-
ever, that H.R. 2465 would require Federal assistance in
fully funding the District's retirement systems at a time
when full funding of federal retirement systems is not re-
quired.

le are concerned that, in its present form, the bill
would result in a cash outflow from the Federal Treasury.
Under Federal retirement programs, fund balances are invested
in Feoeral securities, and cash is needed only at the time
of annuity payments. ie believe serious consideration should
be given to requiring the Federal payments under H.R. 2465
to be in the form of Federal securities. It is entirely
possible that the return from investments in Federal securi-
ties could be even greater than -he net return that couia
be received from other investments after payment of the
Board, staff, investment counsel, and other expenses in-
curred in making the investments. Alsc requiring tne fund
assets to be in federal securities does not seem unreason-
able since the fund assets would consist entirely of Federal
dollars and associated investment earnings.

Beginning with fiscal year 1979, the Federal payment
to each fund under H.R. 2465 would be the lesser of (1)
the estimated amount specified in the bill or (2) that
amount determined by subtracting the District's share of
pay-as-you-go cost (the amount of benefits to be paid by
the District including refunds and lump-sum payments less
employee contributions) from the net level percentage of
payroll cost (the amount required to be deposited in each
fund annually in perpetuity in order to meet the outlays
of the funds in perpetuity less employee contributions).
The Federal payments would cease whenever the District's
share of pay-as-you-go cost equals the net level percent-
age cost and the District would be paying the level per-
centage cost in perpetuity.
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The ultimate purpose of the Federal payments is to
build the funds' assets to a level which will generate inter-
est income that, when added to the District's level percent-
age contributions and the employees' contributions, will be
sufficient to pay all benef *s in perpetuity. Therefore,
since the pay-as-you-go cos will not exceed the level per-
centage cost fcr at least 20 to 25 years, H.R. 2465 would
provide no financial relief to the District until that time.
In fact, the cost of operating the proposed board will be an
additional financial burden on the District.

A stated purpose of H.R. 2465 is to help the District
finance its retirement system liabilities incurred prior to
the establishment of home-rule. If the District is to be
completely responsible for any additional retirement
liabilities incurred for its employees after home-rule, it
should contribute more to the Federal civil service retire-
ment fund under which most District employees are covered.
The required combined contribution rate of 14 percent of
pay from the District and its 31,000 employees participating
in the Federal civil service retirement system are far short
of covering the cost of benefits being earned by those em-
ployees. Using economic assumptions that are conservative
when compared to the assumptions used to compute the Federal
payments to the District under H.R. 2465, we estimate that
the Federal Government subsidized the DistLict by more than
667 million in fiscal year 1975 through the civil service
retirement system. This subsidy will continue and probably
grow each year as long as the District is permitted to
participate in the civil service system and the current
financing arrangements remain unchanged.

H.R. 2465 would reduce retirement benefit provisions
for new District employees under the policemen and fire-
men's system. The major revisions concern (1) changing
from a final 12-month salary average to a 3-year salary
average base for annuity calculations, (2) establishing
eligibility for an immediate annuity at age 50 after 25
years of service instead of the current requirement of 20
years at any age, (3) restricting the application of the
special disability retirement provisions for injuries
"aggravated by the job", (4) providing for partial disability
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depending upon the nature and extent of the injury or illness
whether job related or not in lieu of the current definition
of disability which assumes that the employee is completely
disabled and therefore entitled to the maximum disability
benefit, and (5) adopting a cost-of-living annuity adjust-
ment process for retirees under the system rather than
the current recomputation of annuity amounts each time
active employees' pay is increased. The restricted ag-
gravation clause and the annuity cost-of-living adjust-
ment provision would also apply to current District
employees.

H.R. 2465 would not change any of the current benefit
provisions for the 1500 Federal employees covered b~ the
policemen and firemen's system. Although we have reserva-
tions about the inclusion of Federal employees in pay and
retirement systems under District control, we believe that
since their pay and benefits are currently tied to those of
District police and firemen, the benefit changes in H.R. 2465
should be made to apply to these Federal employees, as well.

We recommend that Section 208(a)(1)(b) providing
annuity cost-of-living adjustments equal to the percentage
rise in the Consumer Price Index (CPI), plus 1-percent, to
survivors of former Federal employees covered by the police-
men and firemen's system be modified to eliminate the 1-
percent add-on feature.

Studies have shown that District policemen and firemen's
benefits are quite liberal in comparison to those received
by policemen and firemen in other major cities and will re-
main comparatively more liberal even if the changes are made.
If the benefit changes are not made, the District's retire-
ment costs will increase substantially.

Both the current police and fire system and the system
proposed by the bill provide for a retiring employee's
benefits to be calculated at 2.5 percent of his salary base
for each of the first 20 years a. sc:;ice and 3 percent for
each year of service thereafter. The legislative history
of the current retirement system shows that the purpose of
the increased multiplier after 20 years was to encourage
continued employment with the District of Columbia employees
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eligible to retire. This purpose would seem to be no
longer valid with the changes made by H.R. 2465 since it
requires employees to work until age 50 and complete 25
years of service to qualify for immediate retiremnnt.

,Ne trust that these comments will be of assistance to
you in considering H.R. 2465.

Sincerely yours,

Deputy Comptroller General
of the United States
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REPORT TO THE CONGRESS BY THE
CCMPTROLLER GENEM-C--THE UNITEDS- ES ENTITLED

"C'£r-OF-LIVING ADJUSTMENTS FOR NEW FEDERAL RETIREES:
MORE RATIONAL AND LESS COSTLY PROCESSES ARE NEEDED"

(FPCD-78-2), DATED NOVEMBER 17, 1977

A pension system operates on the premise that those whohave worked are entitled someday to stop working and to re-
ceive a retirem.ent income as a right earned through their
past service. Inflation shrinks the purchasing power of all
Americans, especially pensioners, annuitants, and others on
fixed incomes.

To protect the purchasing power of retirement income,
the annuities of those under the civil service, uniformed
services, foreign service, Central Intelligence Agency, and
Federal Reserve Board retirement systems are automatically
adjusted each March 1 and September 1 for the increase in
the Consumer Price Index (CPI) during the preceding 6-month
period ending December 31 and June 30, respectively.

Since, by law, cost-of-living adjustments are appli-cable to all annuities payable on the effective date of the
increase, retiring Federal employees benefit from cost-of-
living increases which occurred while they were still em-ployed. They can receive a higher starting annuity which
reflects the preceding annuity cost-of-living adjustment
and, depending on the timing of their retirement, may beeligible for an additional adjustment immediately. Such in-
creases escalate the already high costs of Federal retire-
ment by inflating the basic annuity upon which succeeding
adjustments are applied and can encourage valuable, exper-
ienced employees to retire.

This report updates our comments to the Congress, var-ious congressional committees, and individual Congressmen
on the Government's annuity adjustment policy for new re-
tirees. In this report, we are reiterating our concerns
about the inflated starting benefits and the cost implica-
tions which will continue to result if the existing policy
is not changed. The following comments are generally limited
to the civil service system, since it is the largest system
and often leads the other systems to change. Most of our
observations, however, also pertain to other Federal retire-
ment systems.

ADJUSTMENT PROCESS INFLATES
PURCHASING POWER OF NEW RETIREES' ANNUITIES

The legislative purpose of the cost-of-living adjustment
process is clearly to protect the purchasing power of the
annuity at retirement. Thus, retiring employees should not
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benefit from a process designed for those already in a re-
tired status. But the law permits new Federal retirees to
receive annuity increases based on CPI changes that occurred
while they were still employed. we believe it is inappro-
priate and inequitable for individuals drawing full salary
when the CPI increases occur to reap the additional benefits
of those increases in their annuities. Federal pay rates
are adjusted periodically to maintain pay comparability with
the private sector. To the extent that cost-of-living
changes influence private sector pay levels, they are re-
flected in the Federal pay rates upon which retirement an-
nuities are based.

The amount of a civil service retirement annuity is
determined by an employee's average annual salary during
his/her 3 consecutive highest paid years and his/her years
and months of service, including unused sick leave. The
earned annuity is a direct function of the average salary
and length of service and usually increases proportionately
to these two factors.

But an anomaly was introduced into the retirement sys-
tem along with the periodic CPI-related adjustment provision
in 1965. That law--Public Law 89-205--removed the require-
ment of prior law that, to be eligible for a cost-of-living
adjustment, retirees had to be on the retirement rolls for
more than a year prior to the effective date of the adjust-
ment. When the automatic adjustment process became law in
1962, it called for an annual annuity adjustment if the CPI
rose by at least 3 percent during the preceding year. The
process was changed in 1965 to gear adjustments to monthly
changes in the CPI because the annual process had not pro-
duced an adjustment. The legislative history of the 1965
law is not clear regarding the rationale for removing the
1-year waiting period for annuity adjustment eligibility,
but it appears that the change was made so that all annui-
tants would receive the December 1965 legislated annuity
adjustment--tile first adjust...ent in almost 3 years.

The 1965 law provides that cost-of-living adjustments
are applicable to all annuities payable on the effective
dtte of the increase. Until 1973 that provision permitted
a. employee who retired on that date to receive a higher
starting annuity than an employee who retired the following
day. For the most part a decision to remain on the job
resulted in lower future annuity payments and, consequently,
large numbers of employees, particularly those whose pay rates
were frozen, retired immediately before scheduled annuity in-
creases.
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To correct this anomaly, the law was changed in 1973--Public Law 93-136--to guarantee that retiring employees wouldreceive a basic annuity at least equal to the annuity they
could have earned if they had retired as of the effectivedate of the last cost-of-living adjustment. Retiring employ-ees receive the higher of (1) an annuity based on their aver-age salary and length of service at retirement or (2) an an-nuity based on their salary and service at the time of thepreceding annuity cost-of-living adjustment, plus that adjust-mealt which they would have received if they had retired atthat time. Although the 1973 amendment has reduced the numberof retirements occurring before a scheduled annuity increase,it allows employees who retire immediately before a cost-of-living increase to receive that increase and to have the pre-ceding cost-of-living increase considered in their basic an-nuity calculation.

The existing process overcompensates retiring employeesby providing annuity increases based on changes in the CPIwhich occurred before their retirement. For example, employ-ees who retired August 31, 1977, had considered in their basicannuity calculation the March 1, 1977, 4.8-percent increasewhich represented the percentage rise in the CPI from Decem-ber 1975 through December 1976. The resulting starting an-nuity frequently would have been greater than as -nnuity basedsolely on salary and service. Additionally, the new retireewould have received the full 4.3-percent annuity increase ofSeptember 1, 1977, which was based on the percentage changein the CPI for the 6-month period ended June 30, 1977.

Eliminating the added enrichment of compensating retir-ing Federal employees and new Federal retirees for living costincreases which occur while they are still i, -n active statuswould still fully protect the purchasin, power of retirementa.nuities. Federal annuity cost-of-.; ing adjustment processes,
which fully protect the purchasing power of retirement incomeas living costs rise, would still be more liberal than thoseof essentially all non-Federal pension systems. Few non-Federal plans have automatic adjustment provisions and thosewhich do generally limit the amount of increase that can begranted in any 1 year. A 1974 survey by the Conference Board--an independent, nonprofit business research corporation--revealed that only 4 percent of the benefit programs of1,800 major private employers had pension plans which wereautomatically adjusted for increases in the cost of living.Further, a recent congressional task force survey disclosedthat less than 5 percent of the 371 largest State and local
government pension plans had unlimited automatic adjustmentsfor cost-of-living increases.
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ELIMINATING THE OVERCOMPENSATION ASSOCIATED
WITH THE EXISTING POLICY WOULD RESULT IN
CONSIDERABLE COST SAVINGS

Despite the fact that cost-of-living adjustments are
designed to protect the purchasing power of those already in
a retired status, existing law also permits nety Federal re-
tirees who were not retired when the living cost increases
occurred to benefit equally from those adjustments. A more
rational method of computing adjustments of new retirees
would be to prorate their adjustments to reflect only the
cost-of-living increases that occur after they retire.

Proration of the annuity adjustments of new retirees
would be much less costly than the existing process. For
the 92,000 civil service employees expected to retire in
1978, we estimate that the retirement fund would save over
$800 million in annuity payments over their expected remain-
ing lifespans. (See app. I.) This savings estimate is
conservative since annuity payments to survivors of former
civil service employees and retirees were not considered in
the calculation.

To illustrate how prorating the adjustments would be
less costly than the existing process, assume that a civil
service employee retires February 28, 1978, is entitled to
a $1,000 basic monthly benefit based on length of service
and average salary, and the CPI rises by 3 percent each 6-
montn period ending June 30 and December 31. Under existing
law, the retiring employee's basic monthly benefit would be
increased to $1,030 the next day, March 1, 1978, to reflect
the CPI increase occurring the 6-month period ending December
1977 when the employee is still working. Effective September 1,
1978, the retiree's monthly benefit would be increased to
$1,061 to reflect the CPI increase during the 6-month period
ending June 30, 1978, including the months of January and
February when the employee is still working and drawing
full salary. Under a policy of prorating adjustments to
reflect only CPI increases after retirement, the same re-
tiree would not be eligible for the March 1, 1978, adjust-
ment since it would represent the percentage rise in the CPI
during the last 6 months of 1977, when the individual is
still working. Instead, the new retiree would continue to
receive the basic $1,000 monthly benefit from March 1978
through August 1978. Effective September 1, 1978, the
monthly benefit would be increased by 2 percent to $1,020
to reflect the 4 months--iMarch 1978 through June 1978--the
individual would actually be retired.
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,nile we did not develop estimates of cost savings
which coula also be realizea under the other Federal retire-
ment svstems if tne annuity cost-of-living adjustments of
new retirees were prorated, the savings woula be consider-
able. For example, over 50,000 military personnel retired
in fiscal years 1975 and 1976, ana those trends are expected
to continue.

Federal employees should always earn a higher basic
annuity by continuing to work rather than by retiring early.
We believe tnat the annuity aajustment policy should be
changed to require prorating new retirees' annuity adjust-
iments to reflect only CPI increases after the effective date
of retirement. A similar policy exists for tne Federal Em-
ployees Compensation Act program--to be eligible for a cost-
of-living adjustment a recipient's disability must have occurred
more than 1 year before the effective date of the adjustment.
such a policyitwould insure higher basic annuities for con-
tinued Federal service ana should encourage valuable employees
wnc are considering retirement to remain.

Aaditionally, procating new retirees' annuity adjust-
ments would eliminate the need for the annuity guarantee
provision of the 1973 amendment. In that regard, the al-
ternate annuity calculations requirea by law are difficult
and time consuming for the administering agency. The Civil
Service Commission said that those required calculations have
increased the administrative costs of the civil service re-
tirement system which, like the benefits, are financed by
employee and Government contributions.

RCOcMlENDATiONS TO THE CONGRESS

The Congress should enact legislation making the cost-
of-living adjustment processes of the civil seLvice, uni-
formea services, foreign service, Central Intelligence
Agency, and federal Reserve Board retirement systems more
rational ana less costly by (1) repealing the provisions
of existing law which permit retiring employees and new re-
tirees to receive higher starting annuities because of
changes in the CPI before their retirement and (2) providing
that new retirees' cost-of-living adjustments be prorated to
reflect only CPI increases after their retirement.
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COMPARISON OF PETIREMENT PAYMENTS UNDER THF

PRESENT METHOD AND THE PRORAPION METHOD OVER

THE REMAINING LIFESPANS OF CIVII, SERVICE EMPLOYEES

FXPFCTED TO RFTIRF IN 1978 (note a)

PotentialAverage Total annuity eayments savinaoYearpulat ae Present menod -Proraton eth-' (note b)

(00 no0 omitted)-- -
1978

(note c) 92,000 57 S 429,364 $ 418,286 S 11,0791979 90,068 58 822,501 795,112 27,3891980 87,996 59 851,801 i22,669 29,1321981 oS, . 60 880,267 850,162 30,1051982 83,480 61 907,595 876 555 31,0401983 81,I115 62 933,800 901,864 31,9361984 78,546 63 959,518 926,702 32,8161985 75,875 64 982,430 948,831 33,5991986 73,068 65 1,003,078 968,773 34,3051987 70,145 66 1,021,031 986,112 ' 34,9191988 67,059 67 1,034,653 999,268 35,3851989 63,840 68 1,044,103 1,008,395 35,7081990 60,520 69 1,049,175 1,013,293 35,8821991 57,070 70 1,048,718 1,012,852 35,8661992 53,532 71 1,042,750 1,007,088 35,6621993 49,892 72 1,030,170 994,938 34,2321994 46.200 73 1,011,179 976,597 34,5821995 42,504 74 986,093 952,369 33,7241996 38,806 75 954,317 921,679 32,6381997 35,158 76 916,464 885,121 31,3431998 31,607 77 873,333 843,465 29,8681999 .28,099 78 822,992 794 846 28,1462000 24,727 79 767,674 741, 420 26,2542001 21,463 80 706,326 682,170 24,1i62002 18,372 81 640,870 619,952 21,9192003 15,451 82 571,316 551,777 19,5392004 12,763 83 500,233 493,125 17,1082005 10,313 84 428,464 413 81l 14,653200b 8,137 85 358,345 346 090 12,2552007 6,217 86 290,216 280,291 9,9252008 4,563 87 225,786 218,064 7,7222009 3,180 88 166,794 161,090 5,7042010 4,077 89 115,477 111,528 3,9492011 1,254 90 73,903 71,376 2,5272012 683 91 42,667 41,208 1,459j01 3 320 92 21,190 20,465 725:J14 117 93 8,212 7,931 2812)] l 31 94 2,306 2,227 79.'oJ6 4 95 315 304 11
Total S25,525,426 $24,656 806 $868,620

a'Using J 5700 anticipated average starting monthly annuity based on averaqesalary and length of service, 6-Percpnt annual rate of inflation and mor-tality factors for those a-e qroups.

b/Based on adjustin 3 the $700 averagqe monthly starting annuity of 1978 re-tirees only for cost-of-livinq increases that occur after they retire.
c/1978 amounts based on an ave'aqe of only about 6-1/2 muntiis in retireastatus.

(963094)
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