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cenate Resvlution 244, A Proposed Study of Major Federal
fetirement Systews, and Three 5ills Arending Title 5 o7 the
Jnlted sStates Code. October 28, 1977. § pPp. *+ 3 enclgsures (7
Poe). -

testimony before the Senate Committec ¢r Governmental Affairs:
Civii service and General Services Sutcommittee; Lty H. L.
Kriegeir, Director, Federal Personnel and Ccopensaticn Jiv,

Issue Area; Personnel Karagement and Ccmpensat.on: Compensation
(305) .

Centact: Federal pPersonnel and Compensation Di..

Budget Function: %5eneral Government: Central rerscnnel
anagement (805).,

Coagr=ssional Relevance: Senate Cormittce c¢n Governmental
Attairs: Civil Service and General Services Sulccamittee.

Authoristy: Civil Service Retirement Act, as amended (5 U.S.C.
3347) . ddministrative Procedures Act, sec. 11. 5 0.S5.C.
8339. H.k. 3447 (95th Cony.}. H.E. 375% (SStn Ccng.). H.R.
6375 (95th Cong.). S. 1559 (95+}4 C2ng.). S. Kes. 24U (S5th
Cong.) .

Senate Resolution 244 (S5th (ongress) calle fcr a study
vt the major Federal ret.rexent systers tc determine the extent
orf the present and futur< unfunded liability of each system, the
methed of financing each system, and the actions necessary tc be
taker to insure the sclvency of each system. The study is to be
made by the Secretary of the Treasury, and a report, including
Tecommendations ror ‘egislation, is to be made to the Ccaugress
by Juane 3C, 1978. Withcut an overall Fclicy to guide development
and improvemsent of Government retirement systens, the kenefil
provisions and funding methods of the varicus retiresent systesas
lhave devalcped on an inconsistent basis. Funding ol Federal
fetiremsnt systewms remains a sevious and grcwing prckles that
tezds further attention. Gnder existing funding provisions, the
urrunded liabilities of major systems will continue to grow. The
{oagress 1s net being provided with realist. < and consistent
iniormation on the cost cf Federal Ietirement programs. The
Ccosts and liapilivies or Federal retirement prcgrams are much
Jyreater than recognized by current costing ané tand.ng
prtocedures. The resoiwtion lists 11 eystems to be covered by the
study, including three District of Columbia retiregent systeas
and Sccial Security. It is suggested that these four Systees be
deleted from this study and thit five cther Federal retireament
SYsStens not listed be added to the study. (SC)
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STATEMENT OF
H. L. KRIEGER, DIRECTOR
FEDERAL PERSONNEL AND COMPENSATION DIVISION
U.S. GENERAL ACCOUNTING OFFICE

BEFORE THE

SUBCOMMITTEE ON CIVIL SERVICE AND GENERAL SERVICES
OF THE COMMITTEE ON GOVERNMENTAL AFFAIRS
U.S. SENATE

OoN

SENATE RESOLUTION 244--A PROPOSED STUDY OF
MAJOR FEDERAL RETIREMENT SYSTEMS-~AND THREE BILLS
- AMEADING TITLE S5 OF THE UNITED STATES CODE

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

' AM PLEASED TO BE HERE TO PRESENT THE GENERAL ACCOUNTING
OFFICE’s viEwS ON SENATE ResoLuTioN 244, H.R. 3447, H.R. 6375,
AND H.R. 3755, [T IS OUR UNDERSTANDING THAT THE PRIMARY
CONCERN OF THESE HEARINGS IS SENATE RESGLUTION 2U4l4; THEREFORE,
[ HAVE CONFINED MY REMARKS TO THAT RESOLUTION. My STATEMENT,
HOWEVER: DOES INCLUDE AS ATTACHMENTS LETTERS TO THE CHAIRMAN
OF THE "~ “MITTEE ON GOVERNMENTAL AFFAIRS PRESENTING QUR VIEWS

on H.R. " " 6975, anp H.R. 3755,
We sT.... FORT THE PURPOSE OF SENATE ReEsoLuTIOoN 244
WHICH 1S TO °© {E MAJOR FEDERAL RETIREMENT SYSTEMS, USING

DYNAMIC ASSUMPTIUI\‘S; TO DETERMINE THE EXTENT OF THE PRESENT
AND FUTURE UNFUNDED LIABILITY OF EACH SYSTEM, THE METHOD CF
FINANCING EACH SYSTEM, AND THE ACTIONS NECESSARY TO BE TAKEN



TO INSURE THE SOLVENCY OF EACH SYSTEM. THE STUDY IS TO BE
MADE BY THE SECRETARY OF THE TREASURY, AND A REPORT, INCLUDING
AECOMMENDATIONS FOR LEGISLATION, IS REQUIRED TO BE MADE TO
THE ComMeress BY June 30, 1978.

THe SUBCOMMITTEE'S MEMBERS ARE UNDOUBTEDLY AWARE OF GAQ's
DEEP CONCERN ABOUT FEDERAL RETIREMENT SYSTEMS. DBEGINNING IN
1974, WE HAVE ISSUED A SERIES OF REFORTS COVERING A NUMBER OF
ISSUES RELATED TO BASIC POLICIES, FINANZInu, ADMINISTRATION,
AND BENEFL 3 0 THE VARIOUS RETIREMENT PROGRAMS. OUR LATEST
REPORT, ENTITLED "FeDERAL RETIREMENT SYSTEMS: UNRECOGNIZED
CosTs, INADEQUATE FUNDING, INCONSISTENT BENEFITS,” ISSUED ON
AucusT 3, 197/. REITERATED AN EARLIER RECOMMENDATION FOR
ESTAB' .SHMENT OF AN OVERALL POLICY TO GUIDE DEVELOPMENT AND
IMPROVEMENT OF GOVERNMENT RETIREMENT SYSTEMS. YITHOUT AN
OVERALL POLICY, THE BENEFIT PROVISIONS AND FUNDING METHODS
OF THE VARIOUS RETIREMENT SYSTEMS HAVE DEVELOPED ON AN INCON-
SISTENT BASIS.

As THE RESOLUTION RECOGNIZES, FUNDING OF FEDERAL
RETIREMENT CYSTEMS REMAINS A SERIOUS AND GROWING PROBLEM
THAT NEEDS FURTHER ATTENTION. FEDERAL RETIREMENT SYSTEMS'
FUNDING REQUIREMENTS VARY, AND IN MOST CASES ARE LE3S STRINGENT
THAN THOSE IMPOSED BY LAW ON PRIVATE PENSION PLANS., SOME
SYSTEMS PROVIDE FOR FULLY FUNDING BENEFIT RIGHTS AS THEY
ACCRUE, SOME PRUVIDE FOR PARTIAL FUNDING, AND SOME ARE
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COMPLETELY UNFUNDED. THE REPORTED UNFUNDED LIABILITIES FOR
THREE MAJOR SYSTEMS HAVE GROWN FROM $157 BILLION IN 1970 T
$280 BILLION IN 1976, AN INCREASE OF 73 PERCENT. UNDER
EXISTING FUNDING PROVISIONS, THE UNFUNDED LISBILIT.ES WILL
CONTINUE TO GROW.

THE CONGRESS IS NOT BEING PROVIDED REALISTIC AND CONSIS-
TENT INFORMATION ON THE COST OF FEDERAL RETIREMENT PROGRAMS,

THUS ITS ABILITY TO MAKE SOUND FISCAL AND LEGISLATIVE DECISIONS
ON ESTABLISHING, AMENDING, AND FUNDING RETIREMENT AND AGENCY

PROGRAMS IS INHIBITED. THE COSTS AND LIABILITIES OF FEDERAL
RETIREMENT PROGRAMS ARE MUCH GREATER THAN RECOGNIZED BY CURRENT
COSTING AND FUNDING PROCEDURES. USUALLY, COSTS ARE DETERMINED
ON A "STATIC" BASIS WITH LITTLE OR NO CONSIDERATION GIVEN TO
THE EFFECT OF GENERAL PAY INCREASES AND ANNUITY ADJUSTMENTS ON
ULTIMATE BENEFIT rAYMENTS, RESULTING IN A CONSIDERABLE UNDER-
STATEMENT OF BENEFIT COSTS ACCRUING EACH YEAR. FOR THE CIVIL
SERVICE RETIREMENT SYSTEM ALCNE, UNRECOGNIZED RETIREMENT COSTS
IN 1976 AMOUNTED TO AN ESTIMATED $7 BILLION. [N SOME PROGRAMS,
NONE OF THE CURRENTLY ACCRUING COST IS RECOGNIZED.

COSTS NOT COVERED BY EMPLOYEE CONTRTBUTIONS MUST ULTIMATELY
BE PAID BY THE GOVERNMENT. WHEN RETIREMENT COSTS ARE UNDER-
STATED, THE COSTS OF GUVERNMENT OPERATIONS AND AGENCY PROGRAMS
ARE ALSO UNDERSTATED. ONE SIDE EFFECT OF THE UNDERALLOCATION
OF RETIREMENT COSTS TO AGENCY OPERATIONS IS THE UNRECOGNIZED
SUBSIDY THLT ACCRUES TO GOVERNMENT ORGANIZATIONS WHOSE PROGRAMS
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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 BENEF{TS WHICH COULD JEOPARDIZE THE
AFFORDABILI"Y OF THE RETIREMENT SYSTEMS.

THE CONGRESS, EMPLOYEES, AND THE TAXPAYERS SHOULD NOT BE
MISLED BY UNREALISTIC ESTIMATES OF RETIREMENT COSTS. OUR
AucusT 1977 REPORT RECOMMENDED THAT THE CONGRESS ENACT LEGIS-
LATION REQUIRING THE COSTS ACCRUING UNDER ALL FEDERAL RETIRE-
MENT SYSTEMS TO BE RECOGNIZED AND FUNDED ON A DYNAMIC BASIS
WITH FULL CONSIDERATION OF THE EFFECT OF PAY AND ANNUITY
INCREASES ON FUTURE BENEFIT PAYMENTS, WE FURTHER RECOMMENDED
THAT THE DIFFERENCE BETWEEN THE DYNAMIC COSTS AND EMPLOYEE
CONTRIBUTIONS BE CHARGED TO AGENCY OPERATIONS.

THE RESOLUTION LISTS 11 SYSTEMS TO BE COVERED BY THE
STUDY INCLUDING 7 FEDERAL STAFF RETIPEMENT SYSTEMS FOR CIVILIAN
AND MILITARY PERSONNEL, 3 DIsTRICT OoF COLUMBRIA RETIREMENT
SYSTEMS, AND SOCIAL SECURITY. THE SYSTEMS ARE DESCRIBED AS

"

“MAJOR FEDERAL RETIREMENT SYSTEMS.” SOCIAL SECURITY IS NOT

A RETIREMENT SYSTEM FOR FEDERAL PERSONNEL AND, IN OUR OPINION
SHOULD NOT NECESSARILY BE CONSIDERED IN THE SAME CONTEXT AS
FEDERAL STAFF RETIREMENT PROGRAMS. IN FACT, MosT FEDERAL
CIVILIAN EMPLOYEES ARE PRECLUDED BY LAW FROM PARTICIPATING

IN SOCIAL SECURITY THROUGH THEIR FEDERAL EMPLOYMENT. SIMILARLY,
SOME FEDERAL EMPLOYEES PARTICIPATE IN THE DISTRICT OF COLUMBIA

RETIREMENT SYSTEMS) HOWEVER; THE SYSTEMS ARE GENERALLY LIMITED
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TO GERTAIN DISTRICT PERSONMEL. UNDER "HOME-RULE,” THE DISTRICT

HAS PRIMARY AUTHORITY OVER THE MANAGEMENT OF ITS RETIREMENT
PROGRAMS . ‘

WE WOULD ALSO POINT OUT THAT THE GOVERNMENT OPERATES FIVE
OTHER RETIREMENT SYSTEMS FOR ITS PERSONNEL IN ADDITION TO THE
SEVEN SYSTEMS LISTED IN THE RESOLUTION., THESE ARE (1) CENTRAL
INTELLIGENCE AGENCY, (2) PResIDENT, (3) DIRECTOR OF THE
ADMINISTRATIVE OFFIcE of THE U.S. CourTs, (4) DIRECTOR OF THE
FEDERAL JUDICIAL CENTER, AND (5) COMPTROLLER GENERAL. ALTHOUGH
MOST OF THESE SYSTEM3 ARE SMALL, YOU MAY WISH TO ADD THESE
SYSTEMS TO THE SCOPE OF THE STUDY AND THERE3Y COVER ALL RETIRE-
MENT SYSTEMS FOR FEDERAL PERSONNEL.

THIS CONCLUDES MY STATEMENT, MR. CHAIRMAN, AND [ AND My
COLLEAGUES WILL BE PLEASED TO ANSWER QUESTIONS.,
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The Bonorable Ahraham Ribicoff

Chairman, Committee on
Governmmencal Affairs

United States Senate

Dear Mr. Chairman:

Your letter of August 25, 1977, askel for our views regarding the
Provisions of H.R. 975 and any recommendations we may have concerning
possible comuittee action. H.R. 6975 is to amend title 5, United States
Code, to provide that hearing examiner- shall be krown as Administrative
Law Judges (ALJs), and to increase the nurber of such positions which
- the Civil Service Coamission may establish and place at GS-16 of the
Gerneral Schedule.

Changing the title from hearing examiner to Administrative Law
Judgs would formalize in statute the Administrative title change
Pramlgated by the Commission in August 1972. The bill vwould also
raise the statutory limit on GS-16 ALJ positions from 240 to 340,
thereby authorizing 100 additional GS-16 ALJ positions. The actual
net increase in GS-16 ALJ positions will be only 60 since at present
the Camission has allocated 40 GS-16 positions from the Govermment-
wide "supergrade pool." If the bill is enacted the Cammission will
be able to return the 40 "borrowed" positions to the pool. The
Camission has indicated that the 60 remaining positions wil be
allocated in those situations where the need for additional 38-16
positions is clearly established.

The Bouse Post Office and Civil Service Commitiee intends that
the Comuission to be "ticht fisted” with regard to reviewing ard
placing these positions. The Committee does not intend for this bill
to be a carte blanche for the Commission to immediately create 100 new
GS-16 hearing examiners, nor give grade increases to 100 hearing
examiners. The Caumittee believes these positions will give the
Conmission the flexibility to manage the pool better, and, as new
agencies are created or agencies suffer severe case backlogs or new
responsibilities, provide a method to get the pecele to eliminate
the problems at hand. HBowever, the Committee expects the Commission
to follow the proper criteria in creating new GS-16 ALJ positions.
These criteria are:
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1. Nurber and complexity of cases assigned hearing
eaminers are handling. _. .

2, Use of ronquota GS-15 hearing examiners.
3. sharing of hearing examiners by agencies.

4. Eliminating nonrroductive nembers of the
ing examiners corps.

Our current review of ALT practices indicates that the Camission
believes its role in most phases of personnel management is limited
by Section 11 of the Adminirtrative Procedures Act. We have found
indications that .the Commissicon: :

1. does not receive regular reports showing the
number and caplexity of cases assigned
hearing exam’ners,

2. does not independently verify agensy needs for -
additional ALJs,

3. has not actively encouraged agencies ror have agencies
been aggressive in eliminating ronproductive GS—-16
members of the hearing examiners corps,

4. did not receive justification clearly establishing
the ne>d for additional GS~-16 ALJ positions.

Also we believe that there may be Jreater oprortunity to use non-
quota GS-15 hearing examiners than is now done.

Our review has shown that agencies do have data showing the
nunber of cases assigned an ALJ but that the data is ot regularly
provided the Commission. We have found that agencies have AlLJs who
bave consistently heard and decided cases in numbers far below their
office averase. We have also fourd indications that one agency does
not. have enough work to keep all its ALJs productive. 7The ALJs
could be used tauorarily at other agencies to reduce backlogs or
transferred permanently to agencies with a greater need. In
addition, the Cammission does not make personnel management
evaluations of ALJ operations. Evaluations would provide information
. how effectively ALT's are used by the agencies.
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Thus, we recamrend that H.R. 6975 not be enacted until the
Comiission can assure the Congress that the proper criteria can be
met. While we are not opposed to formalizing in statute the
Commission's administrative title change and the 40 GS-16 positions
to "pay back" the Govermment-wide supergrade pocol, we & think the
60 additional positions should not be granted until the Commission
takes; a more active role in the personnel managerent of ALJs. While
inreasing the statutory limit would provide the Cammission with
more flexdibility, we feel the Camission should demonstrate that
they have a system which ensures the proper criteria will be met
before being able to allocate new GS-16 pesitions to the agencies.

We vill be glad to brief the Committze on the results of our
review of ALJ mractices. Our work is to be camleted December 1977,

and we will be able to provide the Committee more cawprehensive
information at that time.

Sincerely yours,

ﬁl/j“/ﬁ_—-

Acting Corrpt.roller Genertd
of the United States

| Y
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The Honorable Abraham Ribicoff

Chairman, Committee on
Governmental Affairs

United States Senate

Dear Mr. Chairman:

By letters dated Aigust 23, 1977, you requested our comments on
S. 1559 and H.R. 3755, identical bills "To provide for the reinstatement
of civil service retiremeut survivor annuities for curtain widows and
widowers whose remarriages cccurred before July 18, 1966, and for other
purposes.” :

8y an amendment of July 18, 1966, to the Civil Service Retirement
Act (5 U.S.C. 8341), widows and widowers age 60 and over who remarry
cuntinu? to receive their surviver annuities. 4idows and widowers who
remarry befcre age 60 lose their surviver benefits. Howaver, if their
cemarriage occurred on or after July 18, 1966, their survivor annuities
are restored upor termination of the remarriage. Prior to the amendment,
all survivor annuity payments ceased upon remarriage, regardless of age,

and could n2t be restored.

$. 1559 and H.R. 3755 propose to extend the rights provided by the
amendment to widcws and widc wers of former emplcyees who ware remarried
before July 18, 1966.

We have no basis upon which to comant on the merits of the prooesad
legislation. We woild point out, however, that retirement system liberali-
zations and improvements, such as the July 1966 amsndrant, as well as
benefit reductions have traditicnally been made to apply prospectively
only. S. 1559 and H.R. 3755 would, in effect, be a retroactive applicaticn
of a retirement change which might establish an undesirable precedent for
future consideration.

It is our understa: - that the number of individuals who would be
affected by these bills aknown. The Civil Service Ccmmission estimates



8-83477

that, if 3,500 persons are involved, enactment of either bill would

increase the unfunded Tiability of the civil service retirement system
by about $47 million.

Sincerely vours,
%"'W'-Tﬁ'y}y;
£ /\

L Nl el
Derzt Comptroller General
‘of the United States
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The Honorable Abraham Ribicoff

Chairman, Committee on
Governmental Affairs

United States Senate

Dear Mr. Chairman: .

Your letter dated August 23, 1§77, requested our comments on H.R.
3447, 2 bill which proposes to amend certain survivorship provisions of
the civil service retirement system. .

Existirg law (5 U.S.C. 8339(j)) provides that a married annuitant
receiving a reduced annuity because of the survivor benefits election,
will have his/her full ‘annuity restored upon *termination of. the marriage.
Should the annuitant remarry, the annuity is automatically reduced the
first month after remarriage by the same recuctions that were 1n effect
at the time of retirement and the new spcuse tecomes eligible for survivor
benefits. If an arnuitant is nof married at the time of retirement and
later becomes marriad, the law (5 U.S.C. 8339(k}(2)) provides *hat ne/she
may elect survivorship coverage within 1 year after marriage. The
retiree's annuity is then reduced the first month after the election is
made, regardless of when married.

d.R. 3447 proposes to give an annuitant who remarries, and who had
elected survivor benefits “or his/her previous spouse, 1 year in which
to elect survivorship benefits for the new spouse. Under the bill, the
annuity would not be subject to a raduction until the end of 1 y=ar
after such remarriage. The bill also preposes that en annuitant whoe was
unmarried at the tii: of retire.ant, but wno later marries and elects
survivor benefits, will not be sudbject to an annuity reduction until the
end of 1 year after such marriage.

At the time of retirement .an employee has the opticn of electing
survivorship benefits for his/her spouse. e believe it is reasonable,
as proposad oy H.R. 3447, to . ilow the same option of electing survivor
benefits for any new spcuse acquired after retirement. Yo 4o, howzvar,
question *“e provision which allews the annuitant o continue raceiving
full annuity for 1 year after remarriage. An employes electing survivor
banefits at the time of retirement is subject to an immediate annuity
reduction, therefore, it seems more equitable thaet an annuitant electing

0



-

B-83477

-~

survivorship coverade after retirement be subject to annuity reductions
from the date of remarriage.

Under current Taw (5 U.S.C. 8339(k)(1)) an unmarried employee at the
time of retirement may elect 2 reduced annuity in orcer to provide survi-
vyorship benafits ¥o 2n jndividual wizh an insurable interest. The law,
however, does not provide for restoration of that annuity should the
individual with the insurable interest predecease the annuitant.

H.R. 3447 proposes to restore the full annuity to unmarried annui-
tants electing survivorshiv coverageé 1n cases where the jndividual with
the insurable intarsst predeceases the annuitant. e fully support this
proposad changs because we believe it is reasomable and equitable to put
unmarried annuitants on a par . md.-ried annuitants.

The Civil Service Commissicn estimates that if H.R. 3447 were enactec,
it would dacrease the unfunded liability of the civil service retirement
sysiam by abou® 558 million. If annuitants electing survivor benefits
after retirerant wer2 a0t given the 1 year grace period before annuity
reductions, the unfunded liability of ine retirement fund would bte further =
reuucad. ‘

Sincerely yours,
L// .
T N d

Doput?comptreller General
of the United States





