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

This report presents our opinion on the U.S. Civil Service Retirement
System’s financial statements for the year ended September 30, 1984.
We believe the financial statements present fairly the financial status of
the retirement system in conformity with generally accepted accounting
principles. Appendix I is our report on the retirement system'’s internal
accounting controls, and appendix II is our report on its compliance with
laws and regulations.

In the latter report, we identified two situations which do not materially
affect the 1984 financial statements, but are important. In 1984, the
Office of Personnel Management’s computation understated by about
$45 million the federal payment to the retirement system for interest on
the unfunded liability. The retirement system has also lost interest due
to the debt ceiling limitation. In a future report we will address whether
the Department of the Treasury’s noninvestment of retirement system
assets in fiscal years 1984, 1985, and 1986, due to the debt ceiling limi-
tation, was in compliance with applicable laws. This report will also dis-
cuss the amount of interest lost.

We made our examination pursuant to the provisions of 31 U.S.C. 9503
which provide for the Comptroller General to audit federal government
pension plans. We followed generally accepted government auditing
standards in conducting the examination.

The Civil Service Retirement System is a pension plan administered by
the Office of Personnel Management pursuant to 5 U.S.C. 8347. Members
of the retirement system include appointive and elective officers and
employees in or under the executive, judicial, and legislative branches of
the United States government and the District of Columbia government,
except those excluded by law or by regulation.

Each federal pension plan is required by 31 U.S.C. 9501-9504 to submit
an annual report on its financial condition to the Congress and the
Comptroller General in accordance with instructions issued by the
Office of Management and Budget and the General Accounting Office.
The instructions require each report to include general information,
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such as type of plan and actuarial assumptions used; financial state-
ments, which disclose the plan’s financial status at its year-end; actua-
rial status information, which includes projected future benefits and
expenses; and an opinion of an enrolled actuary on the reasonableness
of the actuarial assumptions. We have included this information from
the retirement system’s 1984 annual report as appendixes III through
VII. A glossary of pension terms is included.

We are sending copies of this report to the Director of the Office of Man-
agement and Budget, the Director of the Office of Personnel Manage-
ment, the Secretary of the Treasury, and the Associate Director for
Compensation, Office of Personnel Management.

—Z i

Frederick D. Wolf
Director
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To the Director
Office of Personnel Management

We have examined the statement of accumulated plan benefits and net
assets available for benefits of the U.S. Civil Service Retirement System
as of September 30, 1984, and the related statements of changes in net
assets available for benefits and of changes in actuarial present value of
accumulated plan benefits for the year then ended. Our examination
was made in accordance with generally accepted government auditing
standards and, accordingly, included such tests of the accounting
records and such other auditing procedures as we considered necessary
in the circumstances.

In our opinion, the financial statements referred to above present fairly
the financial status of the U.S. Civil Service Retirement System as of
September 30, 1984, and the changes in its financial status for the year
then ended in conformity with generally accepted accounting principles
applied on a basis consistent with that of the preceding year. The finan-
cial statements of the U.S. Civil Service Retirement System for the year
ended September 30, 1983, were not audited and, accordingly, we do not
express an opinion on them.

Our examination was made for the purpose of forming an opinion on the
basic financial statements taken as a whole. As additional information
for financial statement users, we are including: the supplemental sched-
ules of general information, actuarial status information, comparison of
a funding method whereby the unfunded liability is amortized in level
dollar amounts over 40 years with actual contributions, past and pro-
jected flow of plan assets, and the opinion of the enrolled actuary. The
supplemental schedules and the actuary’s opinion are required by the
Office of Management and Budget/General Accounting Office Instruc-
tions for Preparing the Annual Pension Report under Public Law 95-5695
(31 U.S.C. 9503) and are not a required part of the basic financial state-
ments. The supplemental schedule of actuarial status information has
been subjected to the auditing procedures we applied in the examination
of the basic financial statements and, in our opinion, is fairly stated in
all material respects in relation to the basic financial statements taken
as a whole. The other supplemental schedules have not been subjected
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to the auditing procedures applied in the examination of the basic finan-
cial statements and, accordingly, we express no opinion on them.

%//////

Frederick D. Wolf
Director

September 30, 1985
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Appendix |

Report on Internal Accounting Controls

We have examined the financial statements of the U.S. Civil Service
Retirement System for the year ended September 30, 1984, and have
issued our opinion thereon. As part of our examination, we made a
study and evaluation of the system of internal accounting controls to the
extent we considered necessary to evaluate the system as required by
generally accepted government auditing standards. For the purpose of
this report, we have classified the significant internal accounting con-
trols in the following categories:

» expenditures,

« financial and actuarial reporting,
« revenues, and

« treasury operations.

Our study included all of the control categories listed above. However,
we did not evaluate the accounting controls over financial and actuarial
reporting and treasury operations because it was more efficient to
expand substantive audit tests. The purpose of our study and evaluation
was to determine the nature, timing, and extent of the auditing proce-
dures necessary for expressing an opinion on the retirement system’s
financial statements. Our study and evaluation was more limited than
would be necessary to express an opinion on the system of internal
accounting controls taken as a whole or on any of the categories identi-
fied above.

The retirement system’s management is responsible for establishing and
maintaining a system of internal accounting controls. In fulfilling this
responsibility, estimates and judgments by management are required to
assess the expected benefits and related costs of control procedures. The
objectives of a system are to provide management with reasonable, but
not absolute, assurance that (1) assets are safeguarded against loss from
unauthorized use or disposition and (2) transactions are executed in
accordance with management’s authorization and recorded properly to
permit the preparation of financial statements in accordance with gener-
ally accepted accounting principles. Because of inherent limitations in
any system of internal accounting control, errors or irregularities may
nevertheless occur and not be detected. Also, projection of any evalua-
tion of the system to future periods is subject to the risk that procedures
may become inadequate because of changes in conditions or that the
degree of compliance with procedures may deteriorate.

Our study and evaluation was made for the limited purpose described in
the first paragraph and would not necessarily disclose all material
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weaknesses in the system. Accordingly, we do not express an opinion on
the system of internal accounting control of the retirement system taken
as a whole or on any of the categories of controls identified in the first
paragraph. However, our study and evaluation disclosed no condition
that we believed to be a material weakness. Several opportunities for
improving internal controls and financial statement presentation were
identified and will be communicated in a separate letter to the Director,
Office of Personnel Management.
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Report on Compliance With Laws and
Regulations

We have examined the financial statements of the U.S. Civil Service
Retirement System for the year ended September 30, 1984, and have
issued our opinion thereon. Our examination was made in accordance
with generally accepted government auditing standards and, accord-
ingly, included such tests of the accounting records and such other
auditing procedures, including tests of compliance with laws and regula-
tions, as we considered necessary in the circumstances.

In our opinion, the retirement system complied with the terms and pro-
visions of laws and regulations for the transactions tested that could
have materially affected the financial statements. However, we identi-
fied two situations which do not materially affect the 1984 financial
statements, but which we believe are important enough to disclose in
this report.

The Office of Personnel Management (OPM) is not correctly computing
the amount of the federal payment to the retirement system for interest
on the unfunded liability in accordance with 5 U.S.C. 8348 and 8331.
The law requires OPM to compute the payment according to a prescribed
formula and requires the Department of the Treasury to pay the amount
oPM computed to the retirement system. In OPM’s computation, it uses net
assets available for benefits (with investments stated at book value) as
the fund balance, rather than investments at par value plus the retire-
ment system’s cash balance in the U.S. Treasury, as required by law. Net
assets available for benefits include other accounts such as accrued
interest. If oM had complied with the law, the 1984 federal payment of
$9,395 million would have increased by about $45 million. The law has
required the payment to the retirement system beginning in fiscal year
1971. We did not determine the extent of noncompliance with the law,
although information readily available shows that oPM has used this

1 method of computation in other years. OPM has agreed to recalculate its

\ computations and include any adjustment required in the next request

to Treasury for the annual payment to the retirement system. We will

1 discuss this matter in a separate letter to the Director, OPM.

Regarding the second situation, Treasury did not issue new debt from
the end of September to October 13, 1984, due to the debt ceiling limita-
tion. (See page 23, note D to the retirement system'’s financial state-
ments.) The interest lost pertained only to fiscal year 1985. In a similar
incident, we addressed Treasury’s noninvestment of Social Security
trust fund assets due to the debt ceiling limitation (GAO/HRD-86-45,
December 5, 1985). We concluded that although some of Treasury’s
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Regulations

actions appear in retrospect to have been in violation of the require-
ments of the Social Security Act, we cannot say Treasury acted unrea-
sonably given the extraordinary situation in which it was operating. In a
future report we will address Treasury’s noninvestment of the retire-
ment system'’s assets in 1984, the more recent occurrences in fiscal years
1985 and 1986 of noninvestment also caused by the debt ceiling limita-
tion, and the amount of interest lost.

Nothing came to our attention in connection with our examination that
caused us to believe that the retirement system was not in compliance
with the terms and provisions of applicable laws and regulations for
those transactions not tested.
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Apnpnendix
\ppendi

Fmanaal Statements

Statement for 1983 Unaudited

U.S. CIVIL SERVICE RETIREMENT SYSTEM

STATEMENT OF ACCUMULATED PLAN BENEFITS

AND NET ASSETS AVAILABLE FOR BENEFITS
(Dollars in thousands)

SEPTEMBER 30, SEPTEMBER 30,

1984 1983
ACTUARIAL PRESENT VALUE OF ACCUMULATED
PLAN BENEFITS [Notes B(2) and @]
Vested benefits:
Participants currently receiving
pPaymeENnt s . . ... . i s e s 335,800,000 $ 319,700,000
Participants not currently receiving
Payments . . .. ... e 168,400,000 146,700,000
Subtotal..... et s e 504,200,000 466,400,000
Nonvested benefits............co0evvv.n 32,800,000 48,200,000
TOTAL ACTUARIAL PRESENT VALUE OF
ACCUMULATED PLAN BENEFITS........ PPN 537,000,000 514,600,000
NET ASSETS AVAILABLE FOR BENEBFITS
Assets:
U.S. Securities, at fair value
[Notes B(1) and D)........cc0ievannne 111,392,410 109,029,391
Accounts receivable:
Employee withholdings................ 220,855 147,682
Government contributions........... 232,474 150,199
Accrued interest................. . 2,920,931 2,349,977
Overpayments of annuities and refunds 69,644 65,737
Allowances for waivers and bad
debts [Note B(4))......ceuivvcnonnnn (18,839) (14,205)
Advances for administrative expenses. 4,482 860
Total receivables............ e 3,429,547 2,700,250
Equipment (less accumulated
depreciation of $753,422 in 1984
and $624,143 in 1983)............. . 1,513 425
Cash balance in fund at Treasury
(Note D). viveennnnrecennns e “ee 11,796,568 39,669
Total Assets.......... et e e 126,620,038 $ 111,769,735

The accompanying notes are an integral part of the financial statements.
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Financial Statements

Statement for 1983 Unaudited

U.8. CIVIL SERVICE RETIREMENT SYSTEM
STATEMENT OF ACCUMULATED PLAN BENEFITS
AND NET ASSETS AVAILABLE FOR BENRFITS-CONTINUED
(Dollars in thousands)

SEPTBMBER 30, SEPTEMBER 30,
1984 1983

Liaebilities:

Annuity Payments........ccoo0vececsece8 1,568,034 ¢ 1,533,196
Refund payments..........ccocevvvsnnns 41,822 28,628
Taxes withheld from annuitants........ 160,588 154,199
Union allotments withheld

from annuitents............... ceceran 154 128
Insurence premiums withheld

from snnuitants............... ceseans 102,063 89,698
Accrued annual leave for

trust fund employees.........on000000 1,822 1,799
Total lisbilities.........cocvvnnveaus 1,874,483 1,807,648

NBT ASSETS AVAILABLE FOR BENEFITS....... 124,745,555 109,962,087

EXCESS OF ACTUARIAL PRESENT VALUE OF
ACCUMULATED PLAN BENEFITS OVER
NET ASSETS AVAILABLE FOR BBNEFITS......$ 412,254,445 ¢ 404,637,913

The accompanying notes are an integral part of the financial statements.
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Statement for 1983 Unaudited

U.8. CIVIL SERVICR RETIREMENT SYSTEM
STATEMENT OF CHANGES IN NET ASSETS
AVAILABLE FOR BDENEFITS
(Dollars in thousands)

FOR THE FISCAL YRAR ENDED

SEPTEMBBR 30, SERPTEMBER 30,
1984 1983
NET ASSETS AVAILABLE FOR BENERFITS
AT BEGINNING OF PLAN YRAR..............8 109,962,087 $ 96,078,712
ADDITIONS:
Investment inconme:
Net appraciation (depreciation) in the
fair value of investments (Note D)... (106,455) 61,239
Interest........ G reer bt e s en e e 11,384,675 9,697,673
Total investment income............... 11,278,220 9,758,912
Contributions (Note C):
Employees:
Withheld from salaries......cccvveuen 4,811,457 4,316,359
Salary offeaet reemployed annuitants.. 33,907 32,952
Service credit deposits, redeposits.. 62,469 49,305
Voluntary contributions.... ... cc0veeus 212 201
Bmploying sgencies.........c.oo0uvueen 4,552,854 4,319,901
Jovernment:
New and increased annuities.......... 4,145,296 3,940,183
Annuities under special acts......... 1,278 924
Interest on statutory unfunded
: liability. ..ot iiinneeninsnnnnsnne 9,395,000 9,670,000
| Benefits attributable to
| militery service...... ... i0ivnenn 1,776,300 1,697,000
| Contribution deficiency...cvevivvnve 40,200 0
‘ From U.8. Postal Service for unfunded
retirement expense........ .00 917,407 966,975
From Panama Canal Commission.......... 19,560 19,5660
Total contributions.......cvvvevennven 25,455,937 25,013,360
Gifts to retirement fund.......ccv00vv 1 102
TOTAL ADDITIONS. ..t iivertnrersnsvansens$ 36,734,158 ¢ 34,772,374

e -~ "

The accompanying notes are an integral part of the financial statements.
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Statement for 1983 Unaudited

U.S. CIVIL SERVICRE RETIREMENT SYSTEM
STATEMENT OF CHANGES IN NET ASSETS
AVAILABLE FOR BENEFITS - CONTINUED

(Dollars in thousands)

FOR THE FISCAL YEAR ENDED

SEPTEMBER 30, SEPTEMBER 30,
1984 1983
DEDUCTIONS:
Benefits paid to participants:
Annuities:
Retired employees..........ccievvuen $ 18,402,840 $ 17,601,745
SUrvivors. .. ... it i it it 2,943,457 2,782,727
Refunds of prior year
contributions (Note H):
} Separated employees........... .00 516,590 425,945
! Deceased employees.............. e 34,995 34,874
! Voluntary contributions...........vn. 114 68
f Total benefits paid to participants.... 21,897,996 20,845,359
Net transfers of prior year employee
withholdings to other systems......... 6,577 2,012
Administrative expense................. 46,117 41,628
TOTAL DEDUCTIONS...... et e et 21,950,690 20,888,999
NET ADDITIONS . ...t ntnroosnvenconanns 14,783,468 13,883,375
NET ASSETS AVAILABLE FOR BENEFITS
AT END OF PLAN YEAR. ... ...t iertvense$ 124,745,555 ¢ 109,962,087

The accompanying notes are an integral part of the financial statements.
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Statement for 1983 Unaudited

U.S. CIVIL SERVICE RETIREMENT SYSTEM
STATEMENT OF CHANGES IN ACTUARIAL PRESENT
VALUE OF ACCUMULATED PLAN BENEFITS
(Dollars in billions)

FOR THE FISCAL YEAR ENDED

SEPTEMBER 30, SEPTEMBER 30,
1984 1983
ACTUARIAL PRESENT VALUE OF
ACCUMULATED PLAN BENEFITS AT $ 514.6 § 491.9
BEGINNING OF PLAN YEAR. .. ...ttt it tee, =mmrmmmemrecccccce cceme—occccaa~o~
Increase (decrease) during the
vear attributable to:
Benefits accumulated, less benefits
paid .......ceiiiia.. e e 35.7 22.7
Plan amendments (Note E).......... RN (9.9) 0
Changes in actuarial assumptions
(Note G).ivineivnnrennnssooroannnoses {3.4) 0
Net incre@se... ... ceovvsnnerosensoennss 22.4 22.7
ACTUARIAL PRESENT VALUE OF ACCUMULATED
PLAN BENEFITS AT END OF PLAN YEAR...... ¢ 527.0 ¢ 514.8
SRSz Sczzss=== EZsIZE=s=zZsEs=sxzmcSDnhaex
|
|
1
i
|
|
|
|
1 The accompanying notes are an integral part of the financial statements.
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Financial Statements

U.S. CIVIL SERVICE RETIREMENT SYSTEM
NOTBS TO FINANCIAL STATEMENTS
SEPTEMBER 30, 1984 AND 1983

A. DRESCRIPTION OF PLAN

The following brief description of the U.S. Civil Service Retirement
System is provided only for purposes of general information.

1. General

The Plan is a defined-benefit, single-employer plan which was
established by Public Law 66-125, signed May 22, 1920, and has been
amended by many subsequent Acts of Congress. The Plan is funded through
the U.S. Civil Service Retirement and Disability Fund. Members of the
System include appointive and elective officers and employees in or under
the executive, judicial, and legislative branches of the U.S. Government
and the District of Columbia government, except those excluded by law or
by regulation.

2. Annuity and Disability Benefits

The retirement law provides normal retirement on full annuity at age
65 with 30 years’ service, age 60 with 20 years' service, or age 62 with
five years’ eservice. Dissbility retirement is permitted at any age with
five years’ aservice and involuntary retirement at any age after 25 years’
service or at age 50 with 20 years’ service. Deferred annuities are
payable at age 62 with five years’' service. There is no general mandatory
retirement provision. The "average salary” used in benefit computations
is based on the higheat three years of salary. The annuity formula
provides 1 1/2 percent of average salary for the first five years’
service, 1 3/4 percent for the next five years, and two percent for any
remaining service, up to a maximum of 80 percent of average salary.
Disability ennuitants receive the greater of the preceding computation or
a guaranteed minimum of the lesser of 40 percent of average salary or the
regular formula using service projected to age 60. The law also contains
special eligibility and computation requirements for certain law
enforcement officers, firefighters, sir traffic controllers, Congreasional
employees, Members of Congress, and certain other groups.

3. Death Benefits

Widows and widowers of those who die in service receive 55 percent of
the disability formula as a benefit. Generally this is 22 percent of
average salary. Widows and widowers of deceased snnuitants receive 55
percent of the annuity unless the employee annuitent waived provision of a
survivor benefit, or elected to provide less than a full survivor
benefit. Since the deduction (2 1/2 percent of annuity below $3,600 a
year and 10 percent above) is wuch less than the equivalent actuarial
value of the survivor's annuity, most married annuitants elect the reduced
anpuity with full survivor benefits. Children of deceased annuitants and
employees receive a flat monthly amount.

GAO Comment: Reference to Public Law 66-125 should be 66-215.
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4. Cost-of-Living Adjustments (COLA’s)

In accordance with CSRS lew, (P.L. 98-270, approved April 18, 1964),
annuities are adjusted annually (December 1 of each year, paid on the
first business day in January) to reflect cost-of-living incresses as
measured by the yearly change in the third calendar quarter average
Consumer Price Index (CPI) for Urban Wage Barners and Clerical Workers.
Initial COLA's of retiring employees (or the survivors of an employee) are
prorated based on the number of months the employee is in receipt of an
annuity prior to the effective date of the increase. There have been
several changes to the CSRS COLA provision in the past several years.
From 1877 to 1881, cost-of-living adjustments were made semisnnually in
March and September of each year and based on the December and June
CPl's. In 19881, P.L. 97-38 changed the COLA to an annual eadjustment, to
be made eoach March based on the change in the CPI for the previous
calendar year. In 1882, P.L. 97-233 further altered the COLA provisions,
which resulted in a one-wmonth delay of the 1983 adjustment and modified
the asmount of the increase for nondisabled retirees under age 62. With
the most recent change to COLA provisions brought sbout by P.L. 98-270,
the effective date for all future COLA’s wes changed to December 1 of each
year. Thus, s can be seen from the chart below, there was no COLA
adjustment during fiscal year 1984. The COLA’s since September 1877 have
been as follows:

Bffective Date of Increase Percent Annuity Increase
9/1/11 4.3%
3/1/718 2.4x
9/1/78 4.9%
3/1/79 3.9%
9/1/79 6.9%
3/1/80 6.0%
9/1/80 7.7%
3/1/81 4.4%
3/1/82 8.7%
4/1/83 3.9%x
12/1/84 3.8% (Paid in Fiscal Year 1985)

% 3.3% for nondisabled employee annuitants under age 62
5. BEmployee Deductions and Refunds

Rmployees who are separated from Government service or who are
transferred to a position which is not under the CSRS are eligible for a
refund of the deductions teken from their pay, which includes a payment of
interest (at en annual interest rate of three percent) for individuals
with more than one but less than five years of civilian service. The
total deductions (or accumulated employee contributions) aemount to
approximately $36 billion as of September 30, 1984. This includes the
deductions for the active workforce and deductions of terminated employees
who retain interest in a deferred retirement annuity from the System.
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B. SUMMARY OF ACCOUNTING AND ACTUARIAL POLICIES

The following are the significant accounting and actuarial policies
followed by the Plan:

1. Valuation of Investments

The Fund’s investmenta consist solely of United States Government
securities. These investments represent 89.3 percent of the Plan’s net
assets as of September 30, 1984. (Normally, investments represent 99
percent of the Plan’s net assets, but on September 28, 1984, the Fund was
unsble to invest in Governwent securities; see Note D.) The fair values
of the Fund’s securities are determined as follows. The fair value of the
Special Treasury Bonds and Certificates of Indebtedness equals the par
value. These securities are always redeemed at par value regardless of
the date of redemption or the rate of interest, as specified by 5 U.S.C.
8348(d). The fair value of the U.S. Treasury Bonds was determined by
using the over-the—counter quotations for Friday, September 28, 1984,
reported in the Wall Street Journal. The fair value of the Government
National Mortgage Association Participation Certificates was determined by
using quotations obtained from a Wall Street firm.

2. Actuarial Present Value of Accumulated Plan Benefits

The accumulated plan benefits are those future benefit payments that
are attributable to employees’ service rendered prior to the valuation
date of September 30, 1984. Accumulated plan benefits include benefits
expected to be paid to (a) retired or terminated employees and their
beneficiaries, (b) beneficiaries of deceased employees, and (c) present
employees or their Dbeneficiaries, including refunds of employee
contributions. Total projected service is used to determine eligibility
for (but not the amount of) retirement benefits. The value of voluntary,
involuntary, and deferred retirement benefits is based on the regular
formula using service to the valuation date. The value of disability
benefits and benefits for survivors of employees is determined by
multiplying the benefit the employee would receive on their date of
disability or death by & ratio of service at the valuation date to
projected service at the time of disability or death. Employees are
assumed to continue to earn their final salary as of the valuation date,
with no future increases. Thus, for employees retiring after fiscal year
1987, the projected high-three-year—average salary would be the same as
the final salary in fiscal year 1984. The annuity benefits are assumed to
increase at the assumed inflation rate of five percent per year after
retirement, and are discounted to the valuation date assuming a 6.5
percent rate of interest. (The actuarial interest rate changed from six
percent, used in the September 30, 1983, annual report, to 6.5. percent,
used in the September 30, 1984, annual report; see Note G.)
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3. Depreciation

Capitalized property includes all furniture and equipment having a
unit acquisition cost of $300 or wmore and of a durable nature with an
expected service life of more than two years. Depreciation is based on
the straight-line method without regard to salvage value.

It is assused all equipment has a ten-year life and will be

depreciated ten percent a year. All new equipment is assumed to have
been purchased at the mid-point of the year and will be depreciated for
six months or five percent of cost.

4., Allowance for Waivers and Bad Debts

For those accounts which are in the process of being collected, the
allowance for waivers and bad debts is experience-based using an aging
schedule of accounts receivable. For suspended accounts pending
reconsideration, the allowance for waivers and bad debts is based on the

! sssumption, using past experience, that 25 percent will be waived or
i written-off.

C. FUNDING POLICY

The funding policy for the U.S. Civil Service Retirement System
consists of the following elements:

1. oyee loyin ency Contributions - Most employees, except
those pewly-hired on or after January 1, 1984 (see Note C.5, P.L. 98-168)
contribute seven percent of basic pay to the Civil Service Retirement and
Disability PFund. However, law enforcewment officers, firefighters, and
Congressional employees contribute 7 1/2 percent of basic pay, while
Members of Congress contribute eight percent. Rach employing agency also
matches the employee’s contribution except, again, in cases in which the
employee is affected by P.L. 98-168. The employee and employing agency
contribution of 14 percent is close to the "static" normal cost.

2. Public Lew 91-93 - Under Public Law 91-83, enacted in 1969, the
Treasury makes the following three types of payments to the Retirement
‘ Fund: (1) payments to amortize, over a thirty year period, any increase in

unfunded lisbility that results from new or liberalized benefits
(excluding automatic cost-of-living increases in annuities), increases in
pay, or extension of coverage to new employee groups; (2) a payment of
i five percent interest on the "statutory" unfunded liability; and (3) a
j payment of the estimated cost of benefits attributable to militery service
: less the value of certain deposits made by employees for such service.
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The unfunded lisbility which is used in determining the smount of the
contributions by the Treasury is defined in 5 U.S.C. 8331 as the estimated
exceas of the present value of all benefits payable from the Fund to
employees, former employees, and their survivors, over the sum of: (A) the
present value of deductions to be withheld from the future basic pay of
employees, and of future agency contributions to be made in their behalf;
plus (B) the present value of the remaining thirty-year emortization
payments which had previously been scheduled; plus (C) the Fund balance as
of the date the unfunded 1liability is determined. This "statutory”
unfunded lisbility as of September 30, 1984, is $190.6 billion (see Note
Q).

The present value of benefits determined under the provisions of the
P.L. 91-93 excludes benefits attributable to military aervice, since these
benefits are paid directly by the Treasury and to a minor degree by
certain employee deposits. Also, the present value of benefits and the
present velue of contributions are determined under "static" economic
sssumptions which use a five percent annual interest rate and no future
salary inflation or cost-of-living increases in annuity. This is a
different wmethod of calculating the unfunded liability than wes used in
preparing Table 1 of this report, which is based on "dynemic" assumptions
and assumes future cost-of-living increases in annuities of five percent
per year, future salary increases of 5.5 percent per year, and a 6.5
percent interest rate. OMB/GAO instructions for completion of annual
reports of Federal pension pluns under P.L. 95-595 specify the five
percent inflation rate.

3. U.S. Postal Service - Officers and career employees of the Postal
Service retained coverage under the CSRS when the Postal Service commenced
operations on July 1, 1971. Similar to other Federal agencies, both the
Postal Service and its employees contribute seven percent of basic pay to
the CSRS. However, unlike other Federal agencies, the Postal Service is
required by Public Law 93-349 to meke contributions to amortize, over a
thirty-year period, eny increase in unfunded liability resulting from an
increase in covered Postal Service employees’ pay on which retirement
benefits are computed.

By lew (5 U.8.C. 8348(h)(2)), these thirty-year aemortization payments
are computed by OPM, and the Postal Service is required to make the first
installwent of each thirty year payment at the end of the fiscal year in
which an increase in pay becomes effective. These payments are reflected
on the CSRS's financial statements in the year in which they become due
and payable. Recent employee—management agreements between the Postal
Service and its employees have adopted a two-phased approach for
determining when cost-of-living adjustments (COLA’s) become part of basic
annual pay. For exsmple, COLA’s granted under the 1978-81 agreement were
rolled into basic pay during fiscal year 1982 for only those employees who
were within esix years of eligibility for normal retirement as of the
effective date of the 1981-84 agreement and who elected a roll-in. The
1981-84 agreement did not roll-in the COLA's granted under the 1978-81
agreement for everyone else until fiscal year 1985. This two-phased
epproach wes also followed in the Postal Service’s latest contract signed
in December 1984 (See Note I).
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OPM has determined that the fiscal year 1985 Postal Service samortization
payment should be increased by $188,508,000 due to the second phase of the
COLA roll-in under the 1978-81 agreement. The 1985 payment will also be
increased as a result of the recently signed December 1984 employee
management agreement (See Note I).

4. Panams Cenel Commission - Under the Panama Canal Act of 1979, the
Panama Canal Commission is also required to make contributions to pay for
the wodditional cost of the liberalized retirement benefits that are
provided by the Act. However, in this case, the additional cost was
determined assuming future salary and cost-of-living increases in order to
provide a more aeaccurate measure of the ultimate or true costs, and to
ensure that the Panama Canal Treaty would not result in any additional
costs to the taxpayer.

5. Public Lew 96-168 - Under the Federal Employees’ Retirement
Contribution Temporary Adjustwent Act of 1983, P.L. 96-168, certain
Federal employees who are subject to Social Security withholdings as a
result of P.L. 88-21 (See Note B for further description of P.L. 98-21)
contribute 1.3 percent of their basic pay to the CSRS. Bmploying
agencies, however, still contribute the normal percentage of basic pay -
i.e., seven percent, 7.5 percent, or eight percent as appropriate - for
affected employees. The difference between the employees’ withholdings
and the normal employee withholding rate results in a contribution
deficiency for which the CSRS Fund is reimbursed by direct transfer from
the Treasury, at the end of each fiscal year. The contribution deficiency
as )of September 30, 1984, was $40.2 million, including interest (See Note
B(1)).

D. INVESTMENTS

The Plan’s investments are held in a U.S. Government trust fund
managed by the U.S. Department of the Treasury. The following tables
present the principal smounts and fair values of those investments.

September 30, 1984
($000°’s)
Principal Amount air Value

Investments [Note B(1)]):
Marketable securities:
U.8. Treasury bonds..........$ 2,626,117 ¢ 2,043,365
Government National
Mortgage Association

participation certificates.. 175,000 146,112
Subtotal.......coi0ivnnne 2,801,117 2,189,477
Nonmarketable securities:
Special Treasury bonds....... 102,814,885 102,814,885
Certificates of Indebtedness. _ 6,388,048 6,368,048
Subtotal........c0000000.. 108,202,933 109,202,933
Total investments $ 112,004,050 ¢ 111,392,410

==szsss=z=s szz=zsss=ss
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September 30, 1983
($000's)

Principal Amount Fair Value

Investments [Note B (1)]:
Marketable securities:
U.S. Treasury bonds....... .. 8 2,826,117 $ 2,348,270
Govermment National Mortgage
Associstion participation

certificates..... ceevaans ceus 175,000 146,474
Subtotal........ seessessess 3,001,117 2,494,744

Nommarketable securities:
Special Treasury bonds........ 88,390,259 88,390,259
Certificates of Indebtedness.. _18,144,388 18,144,388
Subtotal.......ce0c000000.. 106,534,647 106,534,647
Total investments.............$ 109,535,764 ¢ 109,029,391
gZI=z=x=z===2 =ESSSEISEER

During FY 1984 and FY 1983 the Plan’s investwents (including
investments bought, sold, and held during the year) depreciated in value
by $106,455,083 and appreciated in value by $61,238,769, respectively, as
follows:

Year Ended Year Ended
t 0
(000°s) (000°s)

Net Appreciation (Depreciation)
in Fair Value

Marketable securities.......$ <105,267> s 62,475
Nopmarketable securities... -0~ ~0~
Unemortized premium and
discount......coocnun0nnee <1,188> <1,236>
$ <106,455> $ 61,239

- - e
3 444344 S=R==T=

The Fund’s uninvested cash balance increased from a normal balance of
840 million at the end of FY 1983 to $11.8 billion at the end of FY 1984,
This was csused by the Treasury's inebility to issue new debt starting
September 28, 1984, and ending October 13, 1984, due to the statutory debt
ceiling limitation. If this additional cash had been inveated as of the
end of the fiscal year, the Fund's Certificates of Indebtedness would have
been $18,188,048,000 and its total inveatments would have been
$123,804,050,000, at principal. In addition, the Fund lost interest in FY
1984 end 1985 estimated at $31.7 million (15 days at various amounts of
principal) as a result of this event.
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B. PLAN AMENDMENTS

Fiscal Year 1983 - There were no amendments (significantly affecting
banefitl) to the CSRS during fiscal year 1983. The Social Security
98-21, enacted April 20, 1983, extended mandatory
Social Socurity coverue to most Federal employees newly hired on or after
January 1, 1984, and certain groups of Federal employees who were
currently employed - e.g., former Federal employees returning to Federal
employment after 1983 after a break in service of more than 365
consecutive days, all Members of Congress, individuals in BExecutive
Schedule positions, noncareer appointees in the Senior Executive Service,
top officials in the White House, and certain others. As a result of this
law, many Federal employees are subject to both Social Security and CSRS
coverage. Bowever, the Social Security amendwents did not amend the
CSRS. The double coverage problem was temporarily remedied by the Federal
Bmployees' Retirement Contribution Temporary Adjustment Act of 1983, which
was enacted in fiscal year 1984 (see below).

Eiscal Year 1984 - Plan amendments in FY 84 decreased the actuarial
present value of accumulated benefits by $9.9 billion. This was primerily
due to the delay in COLA’s caused by P.L. 98-270, explained below. Plan
amendeents were as follows:

(1) [ ' t t _Contributiol

enacted November 29, 1883, roduced
the contribution burden on Fodernl employees subject to double retirement
coverage. Under this law, most CSRS employees hired after 1983 only have
1.3 percent of their basic pay withheld for CSRS beginning on their date
of employment, and until January 1, 1886, or, if earlier, the date on
which a new Government retirement system to supplement Social Security is
established. Agencies, however, are still required to contribute the
normal percentage of basic pay (7, 7.5, or 8 percent as appropriate) for
affected employees. Therefore, employee withholdings and agency
contributions for affected employees are not equal. This funding change
causes a contribution deficiency (the difference between normal employee
withholdings — 7, 7.5, or 8 percent — and the actual 1.3 percent
withheld from aeffected employees) to the Fund, which is paid by a direct
Treasury transfer each year (see Note C.5). The law also included a
provision reducing CSRS benefits to affected employees by the portion of
their B8ocial BSecurity benefits attributable to Federal covered service
after December 31, 1883, or excluding credit for such service under
certain conditions. The total of these reductions is negligible compared
with the size of the Fund.

(2) The Deficit Reduction Act of 1984 (DEFRA), P.L. 98-369, approved
July 18, 1964, amended the CSRS in several ways as follows:

o Amended the Omnibus Budget Reconciliation Act of 1982 to allow
Federal employees retiring between October 1, 1983, and October 1, 1885,
to make a deposit for post-1956 military service after they retire.
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o Allowed an additional period (until September 15, 1984) for certain
Federal employees to make an election (or change a previous election)
under P.L. 98-168 concerning their retirement coverage.

o Amended the Social Security Act, as amended by the Social Security
Amendmwents of 1983, to provide that persons appointed after December 31,
1983, would be subject to Social Security as well as any other retirement
system to which their appointments entitled them unless they had been
employed in the Federal Government and continuously covered by the Civil
Service or other civilian Federal retirement system since December 31,
1983, or unless they returned to a covered position after a break of less
than 366 consecutive days. The effect of this provision of law is to
cover under Social Security persons whose only previous Federal employment
was in the military or in temporary or intermittent employment.

(3) The Ownibus Reconciliation Act of 1983, P.L. 98-270, approved

April 18, 1984, amended the CSRS law by changing the COLA provisions for
annuitants. Under the law’s provisions, COLA’s are effective December 1
of each year, payable the first business day in January, and based on the
yearly change in the third calendar quarter average CPI. In addition to
this, it provided that no COLA would be made during the period beginning
on the date of its enactment (April 18, 1984) and ending November 30,
1984. As a result of this law, no COLA was made during fiscal year 1984.

(4) The Second Supplemental Appropriations Act of 1984, approved
t 22 smended the Omnibus Budget Reconciliation Act of 1982 to

effectively give the seme COLA in FY 1985 to nondisabled retirees under
age 62 as was given to all other annuitants.

F. CONTINGENT LIABILITIES

There are two legal cases pending which address the question of
whether service performed under a contract for personal services is
creditable under the CSRS. OPM has requested the U.S. Court of Appeals
for the Federal Circuit to review the Merit Systems Protection Board's
(MSPB) decision in Raymond Acosta et al. v. OPM. In this case, the MSPB
held that service performed under a contract for personal servicea was
creditable. In a companion case, Devine v. Werley, also pending before
the Federal Circuit, MSPB held that employment with a Federal contractor
was creditable when the work was performed under the supervision of the
Government . OPM is not in a position to predict with any certainty the
ultimate outcome of these two 1legal proceedings; however, it is the
opinion of management that the impact will not be material to the CSRS’s
fiscal year 1984 financial statements.

In the case of Crawford v. United States, 602 F.2d 1185 (5th Cir.
1880), the United States Court of Appeals ruled that the 1966 codification
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of title 5, United States code, repealed the nonretroactive effective date
language of the 1956 smendmsents to the CSRS act, and provided individuals
who separated before 1956, but whose annuity commencing date was after
1966, with an opportunity to elect annuities with survivor benefits for
spouses. OPM has not recognizred this to be binding in other cases and
further litigation is anticipated.

In view of the circumstances, OPM is not in a position to predict with
any certainty the ultimate number and amount of additional survivor
annuity payments that may result from this issue.

G. CHANGES IN ACTUARIAL ASSUMPTIONS AND METHODS

In conjunction with the 1882 Board of Actuaries Report of the CSRS,
this report also changes all of the demographic assumptions and the real
interest rate assumption.

The new demographic assumptions are generally based on 1877 to 1982
;:q;:rience. Some of the major decisions and changes in these assumptions
0110m:

(1) Disability and involuntary retirement rates have dropped
dramatically in recent years — aebout 50 percent. However, this only
reduces the normal cost by 0.6 percent of payroll.

(2) Benefits are paid for a longer period of tiwe because
nondissbility mortality rates decreased and there are fewer remarriages of
survivors before age 60. These two changes cause an increase in the
normal cost of 1.0 percent of pay. (As was the practice for this
assumption in prior reports, we continued to reduce nondisebilty mortality
experience by 10 percent to sccount for future mortality improvement.)

(3) Withdrewal rates decreased dramatically, especially for women.
This incressed the normal cost by 3.46 percent of pay.

(4) The salary scale and certain retirement rates were formerly only a
function of age. Now they are also a function of service. The salary
scale is slightly lower also, and this caused a decrease in the normal
cost of 1.3 percent of pay.

The net effect of all the changes in demographic assumptions was to
increase the normal cost by 3.5 percent.

Increasing the real interest assumption from one percent to 1.5
percent was justified by the recent high real returns and observing their
effect on average real interest rates over the past 30 yeears of
experience. The effect of the change in real interest rate alone is to
reduce the normal cost by 5.1 percent of payroll. Thus, the net effect of
changing both the economic (interest rate) and demographic assumptions is
to decrease the normal cost by 1.6 percent of pay.

The net effect of the preceeding changes in assumptions decreased the
present value of accusulated plan benefits by $3.4 billion and decreased
the unfunded limbility by $4.9 billion.
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H. REFUNDS

Employess who are separated from Govermment service or transferred to
a position which is not covered by the CSRS are entitled to a refund of
their accumulated retirement deductions wunder certain conditiomas.
Bwployees with more than five years of service may leave their sccumulated
retirement deductions in the Fund, thereby entitling them to a deferred
snnuity at age 62. Refunds of retirement contributions are not clessified
on a current or prior year basis. Therefore, all refunds were considered
refunds of prior year contributions.

1. SUBSEQUENT EVENTS

(1) The Civil Service Retirement Spouse BRquity Act of 1984, P.L.
96615, was enacted on November 8, 1984. The law was effective (for most
purposes) on May 7, 1985, and samends the CSRS in the following mejor

ways:

o permits the election of survivor annuities for certain former
spouses at and after retirement;

o requires OPM to comply with court decrees or orders which provide
for survivor amnuities for certain former spouses;

0 requires the writtem consent of an employee’s current spouse before
that employee can elect an annuity without full survivor benefits;

o requires that an employee notify his or her current spouse and
certain former spouses when applying for a refund of retirement
contributions;

o bars the payment of a refund of retirement contributions if a
qualifying court order specifically mentions the refund and payment
of the refund would extinguish the rights of a former spouse to
annuity payments;

o changes the remarriage termination age for certain survivor
annuitents who can now remarry after reaching age 55 (formerly age
60) without losing benefits;

o changes the marriage duration requirement for certain
widows/widowers to nine months (formerly one year);

o allows married employees to elect, at time of retirement, an
insursble interest survivor smnuity (formerly aevailable only to
unmarried employees); and

o esteblishes a new direct Treasury transfer payment to the CSRS to
cover the cost of a limited number of survivor annuities that would
not have been allowed prior to the Act.
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OPM is not in e position to estimate the number and smount of
additional survivor annuities that will result from the enactment of this
law. Bowever, a portion of the cost of survivor amnuities, that would not
have been allowed before the act, is funded by a direct Treasury transfer
payment which should mitigate the impact of the law on the Fund.

(2) On December 24, 1984, the Board of Arbitrators for the 1984-87
employee management agreement between the Postal Service and its employees
published its opinion and award. The award provided for guaranteed 2.7
percent pay increases effective July 21, 1884, July 20, 1985, and July 19,
1986. The retroactive pay increase for July 21, 1984, was reflected in
the tables for fiscal years 1985 and later, but is not reflected in the
accrual basis assets as of the end of fiscal year 1984. However, we do
not feel this would be material in relation to the overall financial
statements. Pay COLA’s from the preceding collective bargaining agreement
become effective for certain employees close to retirement (see Note
c.3.). The pay COLA for the remainder of the employees is rolled into
basic pay three years later. Tables 3 and 3(A) reflect this deferral of
pay recognition for benefit and contribution purposes.
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Table for 1983 Unaudited
TABLE 1
U.8. CIVIL SERVICE RETIREMENT SYSTEM
ACTUARIAL STATUS INFORMATION
AS OF END OF PLAN YEAR
(Dollars in billione)
SEPTEMBER 30, SEPTEMBER 30,
1984 1983
1. Actuarial present value of future
benefits and administrative expenses:
(a) Anpnuitants now on roll.......c......8$ 336.5 s 319.17
(b) Separated employees................ 2.3 4.0
(c) Active employees...........ccotusunn 694.8 626.0
TOTAL 1,033.6 949.7
2. LBESS: Present value of future employer/
‘ eaployee normal cost contributions
1 eand future military service deposits... 366.8 311.6
[ e e e e ———m e o - s = — - ——
3. Actuarial accrued liasbility............ 666.8 638.1
4., LESS: Net assets in fund..........c.... 124.7 110.0
5 Unfunded actuarial sccrued liability...$ 542.1 s 528.1

EEEEZ=Zs=szs=zx TzSszz=EzsSsTTsEs

-——— - ] O o o - o - - - o " 1 - . = — . . AP WS i

6. Normal cost as a percentage of covered payroll:

(a) Employeex 7.00% 7.00%
(b) Employer 27.88% 29.51%
(c) TOTAL 34.88% 36.51%

- - - (- — "~ (- o " - T = - — - — -

7. Ratio of assets in fund to present value of future benefits for annuitants
now on roll plus accumulated employee contributions.

(a) (b) (c) (d)

Value in line 1(a) plus

accunulated employee Assets in fund Col. (b) ratio Col. (b) ratio
contribytionasx divided by col. (e) last year € years ago

9/30/83 - $353.7 3lx 29% 27%

9/30/84 - $372.2 34x 3lx 29%x

1 4 Includcnlclployce contributions of terminated employees entitled to a
deferred vested benefit (see Note A (5)).
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U.8. CIVIL SERVICE RETIREMENT SYSTEM
FOOTNOTES TO TABLE 1

The present value of benefits and contributions for each year is based
on actusl employee and annuitant population models as of the end of the
respective years, while the decrement rates and economic assumptions for
the 1983 figures were the ssme as those used in 1979 through 1982. The
1884 figures were the same ss those used in the 1982 Board of Actuaries
Report (see Note G).

The present value of future benefita and contributions for active
employoss as of September 30, 1984, includes the effect of an assumed 3.5
percent general salary incremse in Fiscal Year 1985 and assumed 5.5
percent general salary increases annually thereafter, although the value
of the accumulated plan bemefits does not include the effect of these
increases. Future COLA’s are assumed to be five percent in fiscal years
196856 and thereafter.

The normal cost is determined for a typical group of new entrants
! based on actual experience for 1977 through 1981, which is a change from
\ the 1983 figures. The change in the new entrant data and the actuarial
| assumptions caused the normal cost to decresse by epproximately 1.6
* percent of pay which is also a change from the 1983 figures.

Item seven, the percent of retiree bepefits which is covered by
assets, shows e continued improvement over the past three years. This
item is a measure of benefit security used by private sector firms.
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Table Unaudited
: CTABLR®2 -
U.8. CIVIL SERVICE RETIREMENT SYSTEM
COMPARISON OF A FUNDING NKTHOD WHEREBY THE UNFUNDED
LIABILITY I8 AMORTIZED IN LEVEL DOLLAR AMOUNTS OVER 40 YRARS
WIIR 1AL CONTR]
(Dollars in billions)
(1) (2) (3) (4) (8) (8) (7)
Actual Contributions
40 year Level Total Total Difference Batween as 8 Percentage of
Amortisation Contribution® Contributioss Total Contribution Total Contribution
of Unfunded (Col. 2 plus to Plan Froas (Col. 4) and Actusl {(Col. 8 Divided by
Plan Yesr Normsl Cost Liability Col. 3) All Sources Contributions (Col. 6) Col. 4)
OLD ASSUNPTIONS (Bee Note G):
' 1979 7.4 $28.3 $42.7 $16.3 $26.4 38.2%
! 1980 sle.8 029.4 $48.2 $18.2 $29.0 39.8x
. 1081 s19.9 031.3 $51.2 $22.2 $29.0 43.4%
' 1982 $321.3 $32.3 $83.8 $23.68 $30.0 44.0%
} 1983 022.8 $33.1 98s.8 $258.0 $30.8 458.0%
|
|
| Ngw AsBUMPTIONS (8ee Note Q)
‘ 1003 821.8 $34.7 $86.2 $26.0 $31.2 44.5%
1984 $233.4 $38.0 $58.4 $28.8 0332.9 43.17%

8The above table shows the parcent of pay for the first year. The percentage for subsequent years will
depend en whether the group is opea or closed sad total payroll iucresses or decresses. '

GAQ Note: Note G refers to the notes to the financial statements.
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Table Unaudited
TABLE 2(A)
U.8. CIVIL SERVICE WETIREMKNT SYSTRM
COMPARISON OF A PUNDING MKTHOD WHKREBY THE UNFUNDED
LIABILITY I8 AMORTIZED IN LEVEL DOLLAR A”OUITS OVER 40 YEARS
WITH ACTUAL. 1
(as o percentage of payroll)
(1) (2) (3) (Q) (5) (8)
40 year Level Total Total Total Comtributions
Amortisatios Contributions Coatributions (Col. 4) less Actual
of Unfunded (Col. 2 plus to Plan Fros Contributions (Col. 8) as
Plen Year Normal Cest Liability Col. 3) 41l Sources a percentage of payroll
OLD ASSUMNPTIONS (See Note 0):
) 1979 36.8% 63.3% 90.1% 34.4% 66.7%
' 1980 36.7% 67.4% 94.1% 37.71% 56.4%
1981 38.8% 66.3% 92.1% 39.9% 52.2%
; 19882 38.5% 86.4% ol.0% 40. 5% 5l.4%
; 1983 36.8% 83.7% 90.2% 40.6% 49.6%
NBYW ASSUNPTIONS (Bee Note 0):
1963 34.90% 66.3% ol.2% 40.6% 60.6%
1984 34.0% 86. 18 81.0% 39.7% 51.3%

$The abeve table shows the perceat of pay for the first year. The percentage for subsequent years will
depend en whether the growp is open or cleosed and total payroll imcresses or decreases.

GAO Note: Note G refers to the notes to the financial statements.
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Table Unaudited
TABLE 3
U.S. CIVIL SERVICE RETIREMENT SYSTEM
PAST AND PROJECTED FLUW OF PLAN ASSETS
(Dollars in billions)
30 Paveent
Fiscal Eaployee Agency Year on Unfunded
Year Contributions Contributions Paysents Liability
PAST FLOW OF PLAM ASSETS:
1979 $3.4 $3.4 $3.1 $5.6
1960 3.7 3.6 3.5 7.4
1981 4.0 3.9 4.0 8.9
1982 4.2 4.1 4.5 9.4
1983 6.5 4.3 4.9 9.7
‘ 1984 4.6 4“6 5.1 9.4
! PROJECTED FLOW OF PLAN ASSETS:
| 1985 4.9 4.9 5.0 9.5
! 1986 5.2 5.2 6.2 9.5
! 1987 5.6 5.6 6.7 9.6
2 1988 6.0 6.0 7.4 9.7
: 1989 6.4 6.4 .0 9.9
1990 6.8 6.8 8.7 10.0
1991 7.3 7.3 9.4 10.2
1992 7.8 7.8 10.2 10.5
1993 6.3 8.3 1.1 11.0
1994 8.9 8.9 12.0 11.6
1998 9.5 9.5 13.0 12.2
1996 10.1 10.1 14.0 12.9
1997 10.7 10.7 15.1 13.7
1998 11.4 11.4 16.3 14.5
‘ 1999 12.2 12.1 17.6 15.5
| 2000 12.9 12.9 10.7 16.5
| 2001 13.7 13.7 19.9 12.7
! 2002 14.6 14.5 21.2 18.9
| 2003 15.5 15.4 22.6 20.3
; 2004 16.4 16.3 24.0 21.8
| 2005 17.3 17.2 25.4 23.3
\ 2010 23.0 22.8 34.0 33.0
| 2013 30.2 30.0 5.8 46.7
( . 2020 39.7 39.3 61.3 66.0
r
2025 52.1 51.6 81.2 92.5
2030 68.3 67.7 107.0 128.4
2035 89.3 88.5 140.6 176.5
2040 116.§ 115.8 184.2 240.5
2045 152.0 150.7 244.1 325.3
2050 199.6 196.8 315.1 437.6
2055 259.7 257.4 411.9 586.2
2060 339.6 336.7 $38.2 782.4

Rounding - Due to rounding, coluans and rows may no

t add exactly to totals.
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Military Total Net Assots
Service Governsent lavestasnt Total Total End of Covered
Paveaent Contributions Incose Incose Expenses Year Payroll
$0.8 $12.9 $3.8 $20.1 $12.6 $63.9 $47.4
1.1 18.6 4.8 24.1 15.0 73.0 81.2
1.3 18.2 6.0 20.2 17.0 83.4 $5.¢6
1.9 19.4 8.7 32.4 19.7 %.1 $8.3
1.7 20.6 9.8 34.0 20.9 110.0 6l.6
1.9 20.0 11.3 3.7 22.0 124.7 64.2
1.9 22.} 13.4 40.8 23.1 142.2 70.6
2.1 23.0 14.9 43.) 24.6 160.6 74.7
2.2 24.2 16.3 4.0 26.3 180.3 79.6
2.4 25.6 12.3 48.9 20.1 201.1 0¢6.0
2.6 26.9 17.9 51.2 29.9 222.4 9.8
2.7 20.2 18.% $3.6 31.7 244.3 97.6
2.9 29.8 19.5% $6.6 33.8 267.1 104.3
3.1 3.7 20.6 60.1 36.2 291.1 111.4
3.3 33.7 21.8 6.0 38.6 316.3 116.0
3.5 35.9 23.0 67.0 4.2 342.9 126.7
3.2 30.3 24.2 72.0 43.9 370.9 138.1
3.9 40.9 25.4 76.3 4.0 400.4 143.9
4.1 43.6 26.7 8l.} 9.9 431.6 183.2
4.3 46.5 28.2 86.2 83.1 464.7 162.9
; 4.5 49.7 29.7 91.6 $6.7 499.¢6 173.2
] 4.7 52.8 31.8 97.3 60.4 $36.4 164.0
i 5.0 $6.2 33.4 103.8 4.4 §758.5 195.4
i 5.2 59.9 35.9 110.3 0.8 617.0 207.2
5.4 3.6 30.5 117.6 73.7 660.8 219.¢
5.6 7.7 41.4 125.4 79.1 707.2 232.4
5.9 71.8 4.4 133.8 ;"9 785.9 246.0
7.1 96.9 60.9 160.0 120.1 1,035.1 325.2
8.4 130.9 81.3 242.4 167.9 1,379.0 427.9
9.9 176.4 106.2 322.2 230.8 1,000.8 $61.7
11.5 236.7 136.0 425.¢6 312.4 2,320.3 737.4
13.9 316.98 174.5 $59.¢ 419.0 2,965.1 966.9
16.9 422.5 221.4 733.2 357.4 3,270.4 1,264.2
21.2 861.4 280.0 957.9 737.3 4,779.1 1,649.4
26.9 744.0 383.7 1,249.7 970.2 6,052.1 2.1%82.2
346 964.2 447.4 1,630.2 1.,272.% 7,675.¢ 2,811.9
45.0 1,300.4 567.7 2,1272.7 1,666.9 9,763.2 3,677.2
50.7 1,215.9 722.9 2,778.3% 2,101.0 12,463.% 4,009.7
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Appendix IV
U, Civil Service Retirement System's

Actuarial Tables
Table Unaudited
TABLE 3(A)
U.S. CIVIL SERVICE RETIREMENT SYSTEM
PAST AMD PROJECTED FLOW OF PLAN ASSETS
(as a percentage of payroll)
30 Pavaent
Fiscal Eaployee Agency Year on Unfunded
Year Contributions Contributions Payments Liability
PAST FLOW OF PLAN ASSETS:
1979 7.2% 7.22 6.5% 11.8%
1980 7.2% 7.0% 6.82 14.5%
1981 7.2% 7.0% 7.2% 16.0%
1962 7.2% 7.0% 7.7% 16.1%
1983 7.3t 7.03 8.01 15.7%
1964 7.2 7.2% 7.9% 14.61
: PROJECTED FLOW OF PLAN ASSETS:
: 1985 7.08 7.01 8.21 13.5%
| 1986 7.0% 7.0% 8.31 12.7%
i 1987 7.0% 7.0% 8.43 12.02
I 1980 7.0% 7.0% 8.62 11.3%
1969 7.0% 7.0% 8.7% 10.98%
| 1990 7.08 7.01 8.9% 10.2%
f 1991 7.03 7.01 9.02 9.682
; 1992 7.03 7.02 9.2% 9.43
! 1993 7.01 7.02 9.32 9.31
! 1994 7.08 7.03 9.5% 9.21
i 199S 7.02 7.02 9.6% 9.0%
i 1996 7.0% 7.0% 9.7% 9.02
1997 7.02 7.02 9.91 8.9%
; 1998 7.0% 7.02 10.02 8.91
1999 7.02 7.0% 10.22 8.9%
} 2000 7.02 7.02 10.22 9.0%
| 2001 7.02 7.02 10.2x 9.1%
i 2002 7.03 7.0% 10.2% 9.1%
j 2003 7.0% 7.0% 10.3% 9.2%
1 2004 7.0% 7.0 10.32 9.4%
| 2005 7.0% 7.01 10.32 9.5%
| 2010 7.13 7.0% 10.5% 10.1%
3 2015 7.1% 7.02 10.72 10.9%
| 2020 7.11 7.02 10.9% 11.8%
; 2025 7.1% 7.02 11.0% 12.5%
2030 7.1% 7.02 11.12 13.32
2035 7.1% 7.0%2 11.12 14.02
2040 7.1% 7.0% 11.22 14.612
2045 7.1%2 7.0% 11.22 15.12
.2050 7.1% 7.02 11.22 15.62
2055 7.1%2 7.02 11.2% 15.9%
2060 7.12 7.02 11.2% 16.3%
Rounding - Due to rounding, columns and rows may not add exactly to totals.
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Appendix IV
U.S. Civil Service Retirement System’s

Actuarial Tables
Military Total Net Asseots
Service Governaent Investaent Total Total End of
Pavaent Contributjons Inconme Income Expenses Year
1.7% 27.2% 8.02 42.41 26.6% 134.0%
2.1% 30.5% 9.42 47.1% 29.32 142.6X
2.32 32.7% 10.82 50.7% 32.0% 150.0X
2.6% 33.32 14,93 55.6% 33.82 164.8X
2.8% 33.42 15.9% $6.5% 33.92 178.6X
2.82 32.4X 17.63% 57.2% 34.3% 194.2%
2.7% 31.3% 19.0% 57.4% 32.7% 201 .42
2.9% 30.8% 19.9% 57.7% 32.92 215.0%
2.68% 30.3% 20.4% §7.6% 33.02 225.93%
2.8% 29.02 20.12 56.9% 32.72 233.8%
2.0 29.32 19.52 $5.8% 32.6% 242.32
2.03 20.9% 19.0% 54.9% 32.52 250.31
2.8% 28.62 18.72 54.3% 32.4% 256.1%
2.8% 28.5% 18.5% $3.91 32.5% 261.32
2.82 20.4% 18.4X 53.7% 32.5% 266.22
2.82 28.32 18.2% 53.52 32.5% 270.6%
2.7% 28.32 17.93 53.32 32.5% 274.52
2.7% 28.4% 17.7% 53.0% 32.52 270.2%
2.7% 28.5% 17.43 $2.91 32.6X 281.72
2.61 28.5% 17.32 52.92 J2.6X 285.3%
2.62 28.7% 17.12 52.9% 32.7% 288.5%
2.6 28.7X 17.1x 52.93 32.682 294,52
2.6X 28.8% 17.22 $3.0% 33.0% 294.5%
2.5X 26.9% 17.32 $3.2% 33.2% 297.8%
2.5% 29.0% 17.5% $3.61 33.612 300.9X
2.42 29.1% 17.81 $4.0% 34.02 304.32
2.42 29.2% 18.0 54.32 34.5% 307.3%
2.22 29.8X 18.72 §5.6% 36.9% 318.3%
2.02 3o.62 19.0% 56.6% 39.22 322.31
1.72 31.42 10.92 57.43% 41.12 320.62
1.6X 32.12 18.62 57.7% 42.42 314.72
1.4X J2.8% 18.0X 57.9% 43.3X 306.7%
1.32 33.42 17.5% 58.02 4.1 298.22
1.3% 34.02 17.0% $8.1X 44.72% 289.72
1.2% 34.62 16._41) $8.1% 45.11 281.22
1.2 35.0% 15.9% 58.0% 45.3% 273.02
1.2% 35.4% 15.4% 57.91 45.32 265.5%
1.2% 35.7% 15.02 57.81 45.32 259.12
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Appendix IV

U.S. Civil Service Retirement System's

Actuarial Tables

The

U.8. CIVIL SERVICE RETIREMENT SYSTEM

S 3

projected flow of plan assets calculated in Tables 3 and 3(A) are

based on the following economic assumptionsk:
Cost of General Schedule
Living Adjustment —Increase
12/84 3.5% 1/85 3.5%
12/85 4.1 10/85 4.0
12/86 4.3 10/86 5.2
12/87 4.1 10/87 5.4
12/88 3.9 10/88 6.3
12/89 3.6 10/89 5.0
Puture Future
Yoars 5.0 Years 5.5

Interest Rate for
New Issues

6/85 10.750%
6/86 10.125
6/87 8.750
6/88 6.750
6/89 5.500
6/90 5.500
Future

Years 6.500

$The economic essumptions for the first six years are from OMB economic
assumptions distributed in December 1984 and used in the compilation of
the 1986 budget.
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Appendix V

Opinion of the Enrolled Actuary

OPINION OF THE ENROLLED ACTUARY
Actuarial Valuation of the U.8. Civil Service

Retirement System as of September 30, 1984

1 bhave reviewed the results of the actuarial valuation of the U.S. Civil
Service Retirement System as of September 30, 1984, which was prepared by
myself and Michael Virga, who also works in the Office of the Actuary at

the Office of Personnel Management. In my opinion, the actuarial
valuation was conducted waing accented actuarial valuation methods and

=<2 congcLec —_—alle ey - e atma Veaalewmwatows

techniques. In preparing this statement, I relied on the financial
information provided by John D. Webster, Chief of the Fiscal Management
Division, Compensation Group. 1 believe the nonactuarial data used by me
to be complete and eccurate.

The actuarial assumptions used in meking the determinations are the same
ss those selected by the Board of Actuaries for its last valuation of the
System as of September 30, 19682. The present values shown herein have

been determined using a 5.0 percent rate—of-inflation assumption set by
the Office of Manadement and Budsat ¢to meat the P I, 98-80 racuirement

Office of Management udgst to mest the P.L, aquirement
for consistency asmong the enrolled actuary reports for Federal retirement
systems. Consistent with the approach used by the Board, this current
valuation assumes general asalary increases averaging 0.5 percent higher
(5.5 percent) than the assumed inflation rate, and investment earnings 1.5

parcent higher (8.5 percent) than the inflation rate

amda awvaisa: Ry

In my opinion, the present values in the Actuarial Tsbles on pages 36 to
42 included in this report have been estimated on the basis of actuarial
assumptions which are reassonable in the aggregate, and reflect my best

eatimante of anticipated evnarience under the Plan hased on Plen nrovisiona

SE=RSe LL SR ACLFSLSE & pPFi il re=eovamalaw

in effect at the end of fiscal year 1884. The effects of subsequent
amenduents (see Note I to the financial statements) bhave not been
reflected in this report, nor have possible plan smendments relating to
the post-83 employees covered by Social Security been reflected. To the

’
I
' beat of my Imowlaedge. the renort is commlete and accurate. suhiect to the
|
I
|

Trves v em LUmpPatie Mt BUTRIwYS; e g See W

previous comment concerning the financial information.

MAY T IETO
Ronald Ggbifardtsbauer
Borolled Actuary #3261
U.8. Office of Paraonnel na e ¢

1900 R Street, N.V.
Washington, D.C. 20418
(202) 632-4656

GAO Note: The actuarial tables referred to by the enrolled actuary are included as appendix IV in this
report.
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Appendix VI

U.S. Civil Service Retirement System’s General
Information Sheet

Information Sheet Unaudited

U.8. CIVIL SERVICE RETIREMENT SYSTEM
GENERAL INFORMATION SHEBT

Report for Plan year ending
— September 30. 1964

1. Neme of Plan: U.S8. Civil Service Retirement System

2. Neme and address of Plan sponsor:
U.8. Office of Personnel Management
1900 B Street, N.W.
Washington, D.C. 20415

3. Name and phone number of Plan edministrator:
James W. Morrisom, Jr.
Associate Director for Compensation
202-632-1854

4. Type of Plan entity: Single-employer Plen

5. Date Plan established: 5/22/1820

6. Plan participants at end of Plan year:

Active employees: 2,750,000%

Separated employees
entitled to deferred benefits: 118,000

Annuiteants:
Retiree annuitants - 1,447,000
Survivor annujitents- 605,000
| Total annujtants 1,852,000%%

% Includes those employees on leave without pay who retain coverage.

% This figure varies from the number (1,910,000) included in the
President’s budget, submitted to Congress in January 1985, as a result of
a timing difference between when annuity cases are issued and when their
benefits commencs.

7. Type of Plan: Defined benefit

8. Administrative Costs:

Are administrative costs borne by the Plan? - Yes
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Appendix VI
U.S. Civil Service Retirement System's
General Information Sheet

10.
11.

12.

13.

In this Plan year, was the Plan merged or consolidated into

another Plan or were sssets or liambilities transferred to amother
Plan? - No (except for certain small transfers to other Govermmental
systems required by law)

Indicate funding arrangement: Trust

Date of most recent sctuarial valuation: 9/30/84 for this report and
9/30/82 for Board of Actuaries’ report (to be printed later in 1985
- see Note G)

Actuarial cost method used in completing tebles:

Actuarial valuations are performed by the Board of Actuaries,
established by section 8347(f) of title 5§, U.S. Code, using

an entry-age-normal—-cost method. The Board’s valuation method

and assumed decrements were used in developing the values shown

in this report.

Actuarial sssumptions (see Note G to Financial Statements for a
description of changes to these assumptions)

a. Bconomic:
(1) Rate of return on Plan investments - 6.5 percent

(2) Ratio of salary expected at normal retirement (age 62
for this purpose) to salary at:

Men Women
Age 25 18.7 18.7
Age 40 4.6 4.6
Age 85 1.5 1.5

The above smounts assume general salary increases of 5.5
percent per annum plus individual merit increases based aon
Plan experience.

(3) Inflation rate - 5 percent

(4) Economic assumptions for Tebles 3 and 3(A) for fiscal years
1985 to 1990 are provided by OMB and differ from those given
above. They are listed on page 42 as footnotes to these
tables.
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Appendix VI
U.S. Civil Service Retirement System'’s
General Information Sheet

b. Decrements (The September 30, 1982, Board of Actuaries Report
provides more details.):

(1) Basis of mortality sssumptions: Plan experience

(2) (a) Normal retirement age: 556 with 30 years’ service
60 with 20 years' service
65 with § years’ service

(b) Lowest age at which employee may voluntarily retire
with full benefits: 55 (certain special groups may
retire at younger ages)

(3) Bassis of withdrawal assumption: Plan experience
(4) Basis of disebility sssumption: Plan experience
14. Attach a brief description of the Plan provisions, including a
summary of the principal eligibility and benefit provisions for
employee and employer contributions.
S8ee Note A of the Financial Statements (Page 23) and
Bxhibit Rl which displays major law provisions (Pages 10 and
11).
I B R R S R R R R N EEEEE
I declare that I have examined this report, including accompanying

tables and statements, and to the beat of my knowledge and belief it
is true, correct, and complete.

Signature of Plan administrator

ames W. Horrl-on. J¥.
Associa rector

for Compensation

MAY T 1885
Date:

GAO Note: See appendixes i, IV, and VII, respectively, for the financial statement notes, tables 3 and
3(A} and the footnotes to the tables, and exhibit R1 referred to by the plan administrator.
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Appendix VII

U.S. Civil Service Retirement System’s Exhibit
R1 - Major Provisions of Law - 1920 - Present

Table Unaudited

UeS., CIVIL SERVICE KETIKREMENT SYSTEM

Exhibit R1]:

Major Provisions of Law

1920 - Present
Act and 1920 1930 1942
Approval 5/22/20 5/29/30 1/24/42
Date
Age-Service
Requirements
to Receive
Annuity
Optional No 68-30 62-15
Provision 60-30
55-30%
Disability Any~-15 Any-5 Same
Involuntary No No 62-5
Provision Provision 55-5*%
Deferred No 55-15% Vested
Provision (1922 Act) Any-5
Payable at 62-5
Mandatory 70-15% Same Same
Employee
Contribution 2 1/2% 3 1/2% 5%
as Percent
of Pay
General Formula{30 to 602 $30 x servicelSame, plus

of salary
by schedule

plus awmount
purchaeable
from contri-
butions;
various maxi-
ma and minima

minimum of
1/70 x salary
x service
(maximua 35
years)

* Annuity reduced for age.
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Appendix VII

US. Civil Service Retirement System's
Exhibit R1 - Major Provisions of Law - 1920 -

Present
1948 1956 1962 1966 1969
2/28/48 7/31/5¢6 10/11/62 7/18/66 10/20/69
Same, except Same, except Same Sanme, except Same
‘ FBI: 50-20 62-5 60~20; no age
i (1947 Act) reduction for
i 55-30
i Same Same Same Same Same
|
3 Any=-25% Any-25% Same Same Sane
| 50=-20*
Same Same Same Same Same
Same Same Same Same None after
4/6/78 Act
62 6 1/2% plus Same Same Samse, except
| Agency Match
C
1 1/2% x salary|(Same 0 ~ 5 Same Same Same, except
x service or years; 1 3/4% unused sick
i (1X x salary for 6 - 10 leave used
; + $§25) x ser- years and 2% in computa-
! vice. Haxiwum |[for 1l years+ tion
1 80Z of salary
|

GAO Note: See appendix lll, notes to financial statements, for other provisions of law affecting the U.S.

Civil Service Retirement System.
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Appendix VII
U.S. Civil Service Retirement System’'s
Exhibit R1 - Major Provisions of Law - 1920 -

Present
Table Unaudited
UeSs CIVIL SERVICE RETIKEMENT SYSTEM
Exhibit Rl: Major Provieions of Law (continued)
1920 - Present
Act and 1920 1930 1942
Approval 5/22/20 $/29/30 1/26/42
Date
Average
Salary Last High Saae
for 10 years 5 years
Survivor
Benefit No No Election
Election Provision Provision by
Retiree
(1939 Act)
Cost-of~1living No No No
Ad justment Provision Provision Provision
(CoLA)
Average Annual
Anpuity for
Issues in Year § 568 $ 952 $ 986
Following
Enactaent
Estimated
i Number of 330,000 415,000 2,000,000
} Employees (3,000,000
| Covered in 1944)
|
3 #% The 1 point "kicker” was eliminated in 1976. From 1977
! to 198! COLAs were made semiannually in March and
j September, based on December and June CPls. In 1981, the
COLA became an annual adjustment made each March based
on the change 1in the CPl the previous calendar year. In
1983, the COLA was delayed one month to April and the
amount was modified (See Note A.4.) for non disabled
retirees under age 62. In 1984, the COLA became an
annual adjustment made each December based on the yearly
change in the third calendar quarter CPl.
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Appendix VII

U.S. Civil Service Retirement System’s
Exhibit R1 - Major Provisions of Law - 1920 -

Present
1948 1956 1962 1966 1969
2/28/48 7/31/56 10/11/62 1/18/66 10/29/69
Same Same Same Same High
3 years
i Cost of elec- Same Same, except{Same, except [Same, except
. |ttoen reduced. student student chil-{guaranteed
| Children to children to |dren to age misinum for
i age |8 added. age 2}; 22. surviving
. spouse be- s pouses 1in
nefit {in- death-in-ser-
creased vice cases
No No Set annually|Automatic, Same, except

Provision

$i, 121

1,735,000

Provision

§1,920

2,133,000

based on 3+
riee in CPI

$2,700

2,300,000

based on 3
month 3%+ CPI
rise above
base month
(1965 Ace)

$3,240

2,450,000

1X over amount
set by CPlse

§4,920

2,700,000

GAO Note: See appendix |ll, notes to financial statements, for other provisions of law affecting the U.S.

Civil Service Retirement System.
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Glossary

Accumulated Plan Benefits

Benefits that are attributable under the provisions of a pension plan to
employees’ service rendered up to the benefit information date.

Actuarial Accrued Liability

The portion of the present value (as of the benefit information date) of a
pension plan’s projected future benefit costs and administrative
expenses that exceeds the present value of future normal cost
contributions.

Actuarial Assumptions

stimates of future conditions affecting pension cost, such as mortality
rate, employee turnover, compensation levels, and investment earnings.

Adtuarial Cost Method

A recognized technique used in establishing the amount of annual con-
tributions or accounting charges for pension cost under a pension plan.

Adtuarial Present Value

The current worth of amounts payable or receivable in the future. If
payment or receipt is certain, the present value is determined by dis-
counting the future amount or amounts at a predetermined rate of
interest. If payment or receipt is contingent on future events (for
example, survival), further discounting for the probability that payment
or receipt will occur is necessary.

Actuarial Valuation

The process by which an actuary estimates the present value of benefits
to be paid under a pension plan and calculates the amounts of employer
contributions or accounting charges for pension cost.

Contributory Plan

A pension plan under which participants bear part of the cost.

Debrements

Assumptions as to rates of plan participants’ withdrawal from the plan,
retirement, disability, and death, which an actuary uses in making actu-
arial projections.

Defined Benefit Pension
Plan

A pension plan that specifies a determinable pension benefit, usually
based on factors such as age, years of service, and salary.
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Glossary

Defined Contribution
Pension Plan

A pension plan that specifies the amount of contribution to be made to
the plan for each employee. Benefits at retirement are those contribu-
tions plus whatever has been earned on them.

An actuary enrolled under 29 U.S.C. 1242 by a Joint Board for the

Enrolled Actuary
Enrollment of Actuaries established by the Secretaries of Labor and the
Treasury.

Future Benefits An estimate of the total benefits payable at retirement, including bene-

fits anticipated to accrue in the future as well as those accruing before
the benefit information date. Future benefits may depend on total length
of service but with pay averaged over only a limited number of years
(often the final 3 years of service).

Net Assets Available for
Benefits

The difference between a plan’s assets and its liabilities. For purposes of
this definition, a plan’s liabilities do not include participants’ accumu-
lated plan benefits.

Noncontributory Plan

A pension plan under which participants do not make contributions.

ir\Iormal Cost

The annual cost assigned, under the actuarial cost method in use, to
years subsequent to the inception of a pension plan. “Static’’ normal cost
assumes no increases in pay or retirement benefits.

|
1‘\
Earticipant
|

Member of a pension plan including active employees covered by the
plan, separated employees entitled to benefits, and retiree and survivor

1 annuitants.

Fay- As-You-Go A method of paying pension benefits as they come due to retired
employees out of annual appropriations.

Plan Year Calendar, policy, or fiscal year the plan chooses for record-keeping

purposes.
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Glossary

“Statutory’” Unfunded
Actuarial Accrued Liability

The unfunded actuarial accrued liability, computed in accordance with 5
U.S.C. 8331, which is used as a base for determining a portion of the
government’s contribution to the retirement system. The actuarial

ncqnmnhnne for the computation do not include increasag in nav or
hWJIAL AJARMT AVJL VAL VAL “\lu\ilvll WAV ARV ALRLAVANANYY AARLL L LAMAT AN qu i

retn'ement benefits.

Unfunded Actuarial
Accrued Liability

(916214)

The amount by which the present value of future benefits exceeds the
amount in the pension fund and the present value of future normal cost
contributions. The actuarial assumptions used for the computations
include increases in pay and retirement benefits.
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