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Under the civil service retirement system, em- 
ployees with 30 years’ service can elect to re- 
tire at age 55. In certain circumstances, they 
can voluntarily retire earlier. 

The Office of Personnel Management is per- 
mitting too many employees to retire earlier 
than they normally could. Such retirements 
may be appropriate if they prevent younger 
employees from being laid off, but usually this 
is not the case. Early retirements are being 
granted to solve a variety of perceived or ac- 
tual staffing problems. 

The Congress should amend the Civil Service 
Reform Act to restrict the use of early retire- 
ments to cases where there is a high proba- 
bility that other employees’ jobs will besaved. 
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COMPTROLLER GENERAL OF THE UNITED STATES 
WASHINGTON. D.C. 20548 

B-201496 

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

This report discusses the ccst, effectiveness, and 
reasonableness of permitting voluntary early retirements to 
solve staffing problems. Early retirements add substantially 
to the cost of the civil service retirement system, and, in 
many instances, we believe they are being used inappropriately. 
The report recommends that the law permitting such retirements 
be revised. 

We are sending copies of this report to selected Commit-.- 
tees and Subcommittees of the Congress; the Director, Office 
of Management and Budget: the Deputy Cirector, Office of Per- 
sonnel Management: the Secretaries of Energy, Health and I!uman 
Services, the Army, and the Air Force; the Director, Cefense 
Intelligence Agency: and the Chair, Kerit Systems Protection 
Board. 

of the IJnited States 





COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

VOLUNTARY EARLY RETIREMENTS 
IN THE CIVIL SERVICE TOO 
OFTEN MISUSED 

DIGEST ------ 

Too many Federal civil service employees are 
being allowed to retire earlier than they 
normally could. 

Initially, early retirements were meant to 
open up jobs for younger employees who would 
otherwise be dismissed during agency reduc- 
tions or reorganizations. GAO believes this 
is a laudable objective. However, costly 
early retirements are being used to solve 
a variety of perceived or actual staffing 
problems and are saving few, if any, jobs. 
The law should be revised to preclude early 
retirements unless it is highly likely that 
jobs will be saved. 

Before 1973, Federal employees could retire 
early only if they were being involuntarily 
separated by such actions as a reduction in 
force. In 1973, the law was changed to al- 
low the Civil Service Commission (now the 
Office of Personnel Management (OPM)) to ap- 
prove voluntary early retirements for employ- 
ees not directly affected by work force 
reductions. 

The primary objective of this change was to 
soften the blow of a major reduction by 
making jobs available to younger employees 
who would otherwise be dismissed without 
any retirement benefits. The Commission's 
guidelines authorized early retirement for 
any qualified employee if 5 percent of the 
employees of an organization or unit faced 
involuntary dismissal. (See pp- 1 and 2.) 

The Civil Service Reform Act authorized 
early retirements in additionaL situations-- 
specifically, major reorganizations or 
transfers of function, in addition to re- 
ductions in force. New guidance from OPM 
allowed early retirement for any qualified 

Tear Sheet. Upon removal, the report 
cover date should be noted hereon. 



employee if 5 percent of the occupied 
positions in an organization or unit were 
to be abolished or transferred. (See 
FP* 2 and 3.) 

The Reform Act change substantially liber- 
alized the early retirement program. It 
allowed employees to retire early even 
when position transfers and abolishments 
posed no threat of dismissal or demotion. 
Usually, affected employees were simply 
reassigned to newly created positions with 
the same duties and grades. In many cases, 
new hires were required to replace early 
retirees, and, in others, early retirees 
themselves were brought back as reemployed 
annuitants. GAO believes allowing early 
retirements when employees are not facing 
dismissal is contrary to sound retirement 
policy. 

The following examples demonstrate how the 
expanded early retirement authority has 
been used. 

--The Merit Systems Protection Board, 
created from the old Civil Service Commis- 
sion, was given early retirement authority 
before the Board existed or anyone knew 
how it would be organized. The authority 
was not needed, but seven appeals officers 
retired early and had to be replaced. 
(See pp 10 and 11.) 

--During a reorganization, OPM allowed 149 
early retirements even though no employ- 
ees were faced with dismissal. In most 
cases, positions were abolished and em- 
ployees were reassigned to new positions. 
Few employees were adversely affected. 
(See pp. 7 to 9.) 

--The Department of Energy reclassified over 
half of its headquarters positions. This 
qualified as a reorganization, and the 
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Department received an early retirement 
authorization. Few employees were ad- 
versely affected, but 206 employees re- 
tired early and had to be replaced with 
new hires. (See Pp. 11 to 13.) 

--Fort Bragg received two early retirement 
authorizations in a year, Part of the 
reason for the second was to correct staff- 
ing imbalances caused by the first. Neither 
was needed because staffing problems could 
have been solved by attrition had action 
been taken in time. (See pp. 13 and 14). 

In other cases, agencies' estimates of the 
impact of reductions were poorly documented 
and proved to far exceed the eventual out- 
come. Early retirements in these agencies 
resulted prfmarily in new hiring, not job 
savings. GAO also found a tendency for 
agencies to overstate the benefits derived 
from early retirement authorizations. 

Early retirements are costly--GAO estimates 
they cost at least $109 million in fiscal 
year 19EO-- and should he tised judiciously. 
OPM is now examining earlIF retirement re- 
quests more closely. TIlis should help im- 
prove program administrati.on. However, GAO 
questions OPM's premise that employees need 
only be minimally affectetl for an agency 
to qualify for an early retirement authori- 
zation, even including decreased promotion 
potential due to restructuring of jobs. 
This premise is particularly troublesome 
in view of the improved saved grade and 
pay features of the Civil Service Reform 
Act. (See ch. 3.) 

RECOMMENDATION TO THE CONGRESS 

Because of the program's liberal policies, 
the number of early retirements is increas- 
ing and many are unjustified. GAO recommends 
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that the Congress repeal early retirement 
provisions included in the Civil Service 
Reform Act and mandate that, OPM establish 
controls necessary to insure itself that 
before an early retirement authorization is 
granted it would (1) correct staffing prob- 
lems which could otherwise only be corrected 
by a reduction in force and (2) save jobs for 
other employees. (See p. 27.) 

AGENCY COMMENTS AND GAO EVALUATION 

OPM disagreed with GAO, stating that it is 
too early to consider changes to the law 
since the revised early retirement program 
has been in effect for less than 2 years. 
OPM also stated that the early retirement 
program can be invaluable in helping agen- 
cies reorganize with minimal disruption to 
their operations. GAO believes that this 
position does not appropriately consider 
the unnecessary retirements that have been 
allowed under the program as presently de- 
signed. (See pp. 27 to 30.) 
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CHAPTER 1 

INTRODUCTION ---~------ --. 

Retirement is only one of several programs the 
Government and other employers use to compensate their per- 
sonnel, and these programs must be designed to serve both 
management objectives and employee needs. However, the basic 
purpose of a retirement system is and should be to assure 
employees that their incomes will continue, usually at a 
lower rate, when their working years have ended. Special 
provisions, such as early retirement, may be included to meet 
other objectives, but they should be recognized as unusual 
and outside the basic purpose of the system. 

The civil service retirement system covers approximately 
2.7 million Federal civilian employees. Covered employees 
are generally eligible for optional retirement at age 55 
after 30 years of service, at age 60 after 20 years of serv- 
ice, or at age 62 after 5 years of service. In general, ben- 
efits under the system are computed at the rate of 1.5 percent 
of average pay (hig'nest average annual salary for 3 consecu- 
tive years) for the first 5 years of service, 1.75 percent 
for the next 5 years, and 2 percent for each year of service 
beyond 10. 

In addition to the optional retirement provisions, the 
civil service retirement system allows voluntary early retire- 
ments for employees of agencies undergoing major reductions 
in force, reorganizations, or transfers of functions. 

HISTORY OF EARLY RETIREMENT ---_~-_--------._--_- 
LEGISLATION AND REGULATIONS -----~------ 

Before 1973, 
tirements. 

the law did not allow voluntary early re- 
It allowed only involuntary early retirements 

for employees who lost their jobs through no fault of their 
own. In 1973, Public Law 93-39 was enacted allowing the 
Civil Service Commission (now the Office of Personnel Manage- 
ment (OPM)) to authorize voluntary early retirements (under 
the involuntary retirement. provisions) for employees of agen- 
cies undergoing major reductions in force. To retire under 
these special provisions, an employee must be at least age 
50 with 20 years of service, or any age with 25 years. The 
annuity is computed under the regular benefit formula and 
reduced by l/6 of 1 percen,t for each month the employee is 
under age 55. 



In recommending passage of Public Law 93-39, the House 
and Senate Committees on Post Office and Civil Service 1/ 
stated that, to determine when a reduction; :n force is major, 
the Commission should consider such factors as the impact 
on the local economy, the degree of disruption on the opera- 
tions of an agency or installation, and the effect on the 
agency's or installation's future capability to effectively 
carry out its mission. The legislative history indicated 
that the basic purpose of allowing voluntary early retire- 
ments was to reduce involuntary separations and thereby save 
the jobs of younger workers who might otherwise be dismissed 
in the reduction in force and who would not be eligible for 
immediate retirement benefits. Other objectives were to 
spread the separations over the affected organizations and 
to diminish the effect of work force reductions on local 
economies. 

To implement the 1973 law, the Civil Service Commission 
issued guidelines providing that voluntary early retirements 
would be authorized when at least 5 percent of the employees 
in the geographic area, agency, or unit for which early re- 
tirement is requested are facing involuntary separations. 
The Commission indicated that it used the percentage of em- 
ployees subject to separation as the cornerstone of its 
criteria because "employee separations, or job losses was 
the factor about which Congress seemed most concerned * * *." 
The 1973 guidelines also provided that an early retirement 
authorization would be granted to an agency or installation 
with a separation rate below 5 percent if it was determined 
that the reduction in force would seriously affect the local 
economy and the agency's ability to effectively carryout 
its mission. Those guidelines remained intact until they 
were revised to incorporate the expanded early retirement 
program included in the Civil Service Reform Act of 1978. 

The Reform Act expanded the use of voluntary early re- 
tirements by allowing OPM to authorize them for employees 
of agencies undergoing major reorganizations or major trans- 
fers of functions in addition to reductions in force. 

According to OPM, the expanded early retirement program 
was needed to help accomplish the governmental reorganization 
efforts initiated shortly after the Presidential transition 
of 1977. Public Law 93-39 cou1.1 riot be used without a reduc- 
tion in force: therefore, an ext:4tlded retirement program was 

l/House Report No. 93-98, March 29, 1973, and Senate - Report 
No. 93-152, May 1.5, 1973. 
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needed to carry out a Presidential commitment to reorganize 
without employee separations. A joint memorandum to the 
heads of departments and agencies, dated December 12, 1977, 
from the Acting Director, Office of Management and Budget, 
and the Chairman, Civil Service Commission, implemented 
the Presidential commitment: 

n * * * No employee whose position is directly 
affected by a reorganization may be separated 
for that reason if he or she has not first been 
made a good faith offer of another position, 
preferably at the same grade. Separation action 
may proceed only if the offer is declined * * *" 

In effect, therefore, the new voluntary early retirement 
program was instituted to assist employees who were adversely 
affected by the reorganization even though the Government had 
promised employees that no adverse effects (separations) would 
necessarily result from the reorganization efforts. The ef- 
fect of the new program was to permit early retirements even 
in the absence of involuntary separations. 

When OPM revised its guidelines to reflect the expanded 
early retirement authority, it also revised its criteria for 
approving agencies' requests for voluntary early retirements. 
The new criteria specify that 5 percent of the occupied posi- 
tions must be affected, rather than 5 percent of the employ- 
ees faci-separation as was guidelinesI----'------ required under the previous 

This was a substantial change because it per- 
mitted early retirements in organizations where no employee 
was being involuntarily separated. The new criteria require 
only that the positions be abolished or transferred. 

USE AND COST OF THE EARLY WI_-- 
RETIREMENT PROGRAM _-__---I---- - - 

At the end of fiscal year 1979, approximately 125,000, 
or 10.5 percent, of all civil service retirees had retired 
under the early voluntary and involuntary retirement provi- 
sions. Since the program began in 1973, about 39,000 civil 
service employees have voluntarily retired early. About 
29,000 of these occurred in 1973 and 1974 when agencywide 
early retirement authorizations were given to the Department 
of Defense to ease the post-Vietnam reductions in Federal 
employment. Under authorizations granted from 1975 to 1978, 
voluntary early retirements averaged less than 1,500 a year. 
Under authorizations granted in 1979, at least 3,100 employ- 
ees retired early-- an increase of more than 100 percent over 
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the previous few years. Final numbers from the 1979 authori- 
zations are not yet known, so the total will be even higher. 

The 125,000 early voluntary and involuntary retirees on 
the rolls at the end of fiscal year 1979 were receiving an- 
nuities totaling about $1.3 billion a year. However, not 
all of this cost is directly attributable to early retire- 
ments because some of the individuafs would have been eli- 
gible for normal retirement benefits at a later date, and 
all of them could have received deferred annuities beginning 
at age 62. The added cost to the civil service retirement 
system for permitting voluntary early retirements is esti- 
mated by our actuaries to be $109 million in fiscal year 
1980. The additional cost for early retirement results, in 
part, because the l/6-of-l-percent reduction for each month 
under age 55 fal,ls short of covering the cost incurred in 
allowing employees to retire earlier than normal. Solne of 
the cost is attributable to the fact that not all early re- 
tirees have their annuities reduced. For example, a 55-year- 
old employee with 20 years of service is eligible for early 
retirement but could not retire, under the system's regular 
provisions, until age 60. Yet, his or her early retirement 
annuity would not be reduced. 

OBJECTIVES -.--I SCOP_E_,AND METHODOLOGY - - - 

To evaluate the operations of the early voluntary re- 
tirement program, we reviewed all 110 early retirement au- 
thorizations granted during 1977 through 1979. However, our 
report focuses on nine authorizations which were reviewed 
in more detail: five early retirement authorizations--Fort 
Bragg: Defense Intelligence qger?cy (DIA); Secretary of tile 
Air Force; Department. of Health, Education, and >jeIEdce 
(HEW); l-/ and the Social Security Administration (SSA)-- 
granted under Public Law 93-39 during 1977 and 1978, and 
four authorizations --OPM; Nerit Systems Protection Board 
(MSPB); Department of Energy; and Fort Bragg--granted under 
civil service reform. These authorizations were not selected 
on a statistical basis: most were selected primarily because 
of the large number of personnel involved. 

We analyzed retirement legi,slation, particularly Public 
Law 93-39 an:3 t.he Civil. Service Reform Act of 1978, and re- 
lated documents: impIementing regulations; personnel records; 
justifications for early reti rerIlent. authorizations and reports 

l/Name changed ta the Department ijf Flealth and iluman Services - 
effective May 4, 1980. 



on the results of those authorizations; actuarial valuations; 
statistical reports: OPM's model for estimating the cost of 
its early retirements: and various studies of early retire- 
ment matters. We also interviewed agency officials respon- 
sible for administering early retirement authorizations at 
the audit locations mentioned above. 
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CHAPTER 2 --- 

VOLUNTARY EARL,Y RETIREMENT 

PROGRAM NEEDS TO BE RESTRUCTURED --- --- I_- --- 

The volunt.ary early retirement program is being used to 
solve personnel prijbl..ems that good, sound management actions 
could have solvec i I~ itt..her ways L In some instances, the 
early retiremel:i: ci;l1-hclrizatio,nf simply should not have been 
granted. The prcjgl',:irn has becon.e so liberal through OPM reg- 
ulations that early retirement: c'.3n be granted even when it 
is known beforehand they will. have no jobs. 

The basic objective of the voluntary early retirement 
program, as stated in the legislative history of Public 
Law 93-39--- Co save jobs for younger employees who otherwise 
may have to be irivoluntarily separated--is not being met. 
The legislative pistony of the C.iviI Service Reform Act did 
not indicate that t.his basic otjective was being changed. 
However, in authorizing early voluntary retirements in con- 
junction with ma;or reorganizations and transfers of func- 
tion, the Refer-r,: A(:?: is enahlir:cz .sgencies to grant early re- 
tirements when KC employees are facing dismissal or other 
adverse effects+ ?suaLly, employees in abolished positions 
were reassigned Vo new positions dith the same duties and 
grades. In many cases, new hires were required to replace 
early retirees, and, in others, early retirees were rehired 
as reemployed annuitants. 

APPROVAL OF EARL1 RETIREMENT -- -- 
AUTHORIZATION REGUESTS -_..--.-_..-". 

Under Public Law 93-39, approvals for early retirement 
authorizaticn requests were virtually automatic if an agency 
stated that at least 5 per-cent of its employees were facing 
separation. The Civil Service Commission did not require 
detailed inforrnati~n needed to make a critical evaluation. 

Initially, ~;r?r l.y retiremerIt authorizations granted under 
Civil Service Reil,lli[i 'n'ei=e also virtually automatic if at 
least 5 perc:ez!: 6 an agency's positions were to be abolished 
or transfer ..ec:.. ' 1 l.l ,,., 2 I, :.I J'- 
'because or :' u:: ~.m :1 tlc,.:z. , 

GPM c.fficials acknowledged that, 
i..rk?y : ;,l'P become more sensitive as 

to whether ii :“ea 1 tiY>eti f OL' ear! b' retirements exists in spe- 
cific situations" ri.:c"l P<jV<J Lsetli ! r:C:i‘e critically evaluating 
an agency' s request be?c)rt: ~2 L a I t r“cl tile authorization. In 
addition to the k,!as i.c informal: I ._ r, 1 i.ql.:i.~eeci 3.~ pre-Jious 



request letters, agencies must now answer the following for 
OPM's consideration in determining whether a request should 
be granted. 

--What will early retirements enable the agency to do, 
organizationally as well as on the personnel manage- 
ment side, that it would not be able to do otherwise? 

--To what extent will adverse impact on employees be 
avoided through the use of early retirements? 

--HOW do qualification requirements for positions to be 
potentially vacated by early retirees match up against 
qualification requirements for positions occupied by 

' employees targeted for some type of adverse action? 

--What other steps, if any, has the agency taken or 
does it propose to take, to deal with the situation 
prompting an early retirement request? 

--Should the authorization be limited to certain occu- 
pations and/or grades based on an analysis of where 
the impact of the reduction in force, reorganization, 
or transfer is the greatest? 

EARLY RETIREMENTS UNCER THE 
CIVIL SERVICE REFORM ACT 

Although OPM now scrutinizes requests for early retire- 
ment authority more closely than before, an agency can still 
receive an early retirement authorization if some employees 
are expected to be adversely affected by such actions as 
downgrades. OPM's General Counsel maintains that an adverse 
effect may even entail diminished opportunities for advance- 
ment as a result of restructuring an employee's job within 
an agency. In our opinion, these liberal criteria have re- 
sulted in early retirement authorizations being granted un- 
necessarily. 

A discussion of the four early retirement authorizations 
granted under civil service reform, which we selected for 
detailed review, follows. 

OPM 

No. 2 
OPM was created by the President's Reorganization Plan 

of 1978 effective January 1, 1979, from the old Civil 
Service Commission. OPM was the first agency to receive an 
early retirement authorization under guidelines issued to 
implement the liberal policies in the civil service reform 
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legislation. ZJthoucjh OPM'E request Ear this auth~~ri.zdti.on 
technically met the crite;.ia established by OPM for approving 
ear i.,y retirement authcrizations; it resulted in unnecessary 
retirements. Even at the time GF approval it was known that, 
for the most part, the reorganization and resulting job 
abolishments would ncit result in employee separations. I I1 
most cases, employees or:cupyil\g the abolished positions were 
reassigned to newly created positFzrns with essentially the 
same duties. Such action does not., in our opinion, justj.fy 
use of the early retirement provisions. Very few employees 
were adversely affected by the recrganization and job 
abolishments, 1-i DW e ‘J ‘2 I’ I 149 OPF employees were permitteLl to 
retire early. 

OPM's request Ecr an early retirement authorizativn 
stated that, by June 30, 1979, 220 of OPM's positions would 
be abolished and 150 positions transferred to other commuting 
areas. Because this met the 5-percent criteria for approving 
early retirement authorizations (6,511 occupied positions 
in OPM, with 370 affected--S.7 percent), the request was ap- 
proved. Planning documents for t.he reorganization show that 
most employees occupying abolished positions were to be im- 
mediately placed into new positions without a change in 
either grade or jok: sexi.es. The ,p:csitions to be transferred 
involved job i I': E G r- IL c: e i L :s 11 c r? r-1 t e r- .c; I C)PM later decided to abol- 
ish these positions instead of LLansferring them. 

Most affected employees were not hurt -----------.- -----__. -__I _I-_ 

At the end of June 1979, OPR had abolished 204 occupied 
positions and had transferred nc- positions. No more than 50 
of these employees were adversely affected by the reorganiza- 
tion-- less than e 8 cf 1 percent c:f OPM’s total work force. 
Most of the 204 employees (133) were reassigned, and 21 re- 
tired. We were told by OPM officials that any abolishments 
after June 30, 1979, would also resul.t in employee reassign- 
ments. 

--The C~~LII~II !; +.in\i ?ii~:e L:~~:cI~ 1 liiilil positions of the Civil 
Service Zcr;crniscjon were C!l,'t;lished and individuals oc- 
cupying those positio;i.s ~r:~e appointed to the Cirector 
and Deputy Director ~~~::~si: r (,r)s in OPM. 



--Nine GS-i5 Deputy Regional Director positions were 
abolished, and the individuals in those positions were 
given noncompetitive promotions to GS-16 positions-- 
essentially reclassifications. 

--Six word processor positions were abolished in head- 
quarters, and the employees were reassigned to similar 
positions. 

--Six file clerk positions were abolished in the Compen- 
sation Group, and the clerks were reassigned to simi- 
lar positions. 

--Most of the positions in the Office of Personnel and 
Labor Relations, Civil Service Commission, were abol- 
ished. The employees were reassigned to newly created 
positions in OPM. Essentially, the new position de- 
scriptions were written in a "generalist formatll 
whereas the abolished position descriptions were writ- 
ten from a "specialist concept." 

There were several similar cases. Job abolishments 
alone do not necessarily mean employees will be worse off; 
but under OPM guidelines, they can justify early retirements. 

Under OPM's early retirement authorization, 149 employ- 
ees retired early. OPM officiaLs said they plan to fill vir- 
tually all the positions vacated by these early retirees. 
Twenty-seven of the 149 were in the same grade and job series 
for which OPM issued an open continuous job vacancy announce- 
ment in ApriL 1979. Furthermore, 21 investigators and 4 
claims processors were permitted to retire early, even though 
OPM had a shortage of these employees before the early re- 
tirement authorization. Serious shortages in these positions 
developed and, at the time of our review, OPM was actively 
trying to fill the positions. 

At OPM headquarters, employees in 28 separate job ser- 
ies retired early. Early in 1980, a few months after the 
reorganization and early retirements, staffing in half those 
job series was at or above the Levels just before the reor- 
ganization. Thus, the early retirees had been replaced. 
Vacancy announcements were outstanding in nine other series 
from which employees retired early. 
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MSPB was alsa created by the President ' s ii.e;;.r9aniza-t.icJ~-. 
Plan No. 2 of 1978 offeetive January 1, 1379, from tPLe cld 
Civil Service Commission. In Decenlber 1978 the Commiss~~:?o. 
requested an early retirejment authority for an MSPB reorgahi- 
zation that was Expected t..~ aholis'r, and transfer many jobs. 
The request was ;bppr~:!eG on Janu;li ry 3 ~ 1979. 
actuall'y occurreii La8 far- different 

however, what 
--c,;ne job was abolished, 

none was transferr-ir"i, and the adverse effect cn empioyees 
was minimal + ?‘I-‘$: eq~)lcy not ora:\’ received no benefit -From 

, t,int. WClS h:1 nci.zred by th e early retire 
Of fiC!erS I 

On December 24, ‘L 9 ‘7 8 p the Director, Personnel and Cabot 
Relations Divisicrl, (: ivil Service Commission, requested that 
MSPB be designated as an agency undergoing a major reel-qani-- 
zation/transrer-.of-function for the period January 15, 1979, 
through June 30, !_9'1'3. MSPB would reorganize to accomodate 
new programs and pi,Y!icies and early retirements wou1.d mini- 
mize disruptions t-r:. ?.I!e ~dork force (-'aused by the reorganiza- 
tion. According tc ?..he request, at least 30 central office 
and 10 regional office positions were to be transferred to 
other commuting i~reeas anti at least 1.0 were to be abolished. 
Although there tii;ifi 3s yes lie defi rji ,:.iTle plan for reorganiziny 
MSPB, the Commissii>n approved the request because it stated 
50 of the 27l. projected MSPL: emp:.,yIzes were to be affected by 
the reorganizatjon,'t ransfer * 

MSPB did not finalize its organizational structure and 
begin an internal reorganization dr!+_il September 1979-- 
8 months after the eaely retirement authority request was ap- 
proved. 'Fhe Persc)r;neI. r'::\rec:tor of ilSPB later- advised us that 
the timing of +-ltt: eax’? y retirement (authority was completely 
wrong because during i.he authorization period NSPE had not 
completed its re c ~rcjan.!zation plans. MSPB had the authority 
although it i-?.~d r!; T- kv.~~~.~ I.F tEic ,3::i:hority was needed. 



but with grade and pay retention. About 20 MSPB employees 
are tak.ing advantage of the retraining opportunities offered 
by MSPE--basically retraining as attorneys, with MSPB paying 
for law classes, bar review classes, and certain professional 
fees. For those employees who could not be converted to ex- 
cepted service or who wanted to leave MSPB, the Personnel 
Director contacted other agencies to find positions for them. 

Largely, as a result of these efforts, only one position 
was abolished and none was transferred. The employee in the 
abolished position retired early. Three people were down- 
graded and given grade and pay retention. 

During the early retirement authorization period, 11 
employees retired early, with 1 subsequently reemployed. Of 
those, 7 were appeals officers. This put a hardship on the 
agency because MSPB had a case backlog and no budget author- 
ity to fill the vacated slots. Soon after the early retire- 
ment authorization expired, however, MSPB was able to issue 
an open continuous vacancy announcement for 11 chief appeals 
officers in both headquarters and field offices. As of 
March 10, 1980, seven had been hired. 

The reorganization at MSPB was handled in such a way 
that there was little employee disruption. Management com- 
mitment allowed changes to occur without separating employ- 
ees. The Personnel Director stated that he was convinced 
that, while it may be easier to manage in a smaller agency, 
any group could handle a reorganiz>ation the same way--without 
usinq the early retirement authority--if administrators were 
willing to put in the time and effort, 

We believe it is apparent that. the Civil Service Commis- 
sion should not have requested early retirement authority for 
MSP3, inasmuch as plans for the new organizational structure 
had not yet been finalized. Allowing people to retire before ' 
internal organizational needs are known is not an effective 
way to staff a new agency. Also, since the plan did not re- 
quire jobs to be abolished or transferred, an early retire- 
ment authority should not have been necessary at any time. 

Department of Energy 

The Department of Energy reorganized its headquarters 
in 1979 and received an early retirement authorization 
from OPM. Although the reorganization affected most head- 
quarters' positions, the Departmerlt's reorganization goals 
could have been accomplished without the early retirement 
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authority. In most. Cases where c:inployees were adve-rsely af- 
fected, early retirements did little to lessen the impact. 

On February 12, 1979, the Department requested an early 
retirement authorization in the Washington, D.C., metropoli- 
tan area, because i,t was under,going a major reorganization 
which would abolish 4,699 positions and transfer 44 more to 
other commuting areas. Because this involved 62 percent of 
the Department's occupied posi.ti.ans in the Washington, D.C., 
area--far exceeding OPM*s 5-percent criteria--the request 
was approved. The Department estimated that 682 employees 
were to be downgraded. The initial early retirement author- 
ization period was March through August 1979. It was later 
extended through September 19'79. The Department's request 
letter stated that most employees in the affected positions 
would be reassigned without adverse impact. No employees 
were facing dismissal. 

During the early retiremt?nr: authorization period, 206 
individuals retired early-- 6 were reemployed within 30 days. 
As of November 1979, only one position was abolished where 
the incumbent was not reassigned. About 4,000 positions were 
abolished, and the employees were reassigned to other posi- 
tions at the same grades with little or no change in duties. 
Nine positions were transferred to other commuting areas. 
Also, as of January 1980 there vJere only 191 downgrades-m- 
substantially less than the estimated 682. Of those down- 
graded, 132 received grade and pay retention for 2 years, 
and 59 did not. Moreover, of the 132 downgraded with salary 
retention rights, 40 will be eligible for normal retirement 
before or shortly after the ~‘r:i? of the salary retention pe- 
riod. 

Department officials stat-Ed the early retirements en- 
abled them to change their skills mix to conform with changes 
in program emphasis. We question the extent to which early 
retirements accomplished that lIecause individuals retiring 
early were being replaced with lnm3ividuals in the same job 
series, as shown. 
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Job series 
Number of Number of 

early retirements new hires 

General clerical 
and administrative 31 

Secretary 17 
Program analysis 7 
Accounting 20 
Nuclear engineering 10 
General business and 

industry 8 
Contract and procurement 7 

170 
111 

31 
75 

6 

22 
31 

Similar,hirings were also taking place in other job series 
with early retirees. 

The Department stated that it could not "definitely as- 
certain the number of employees who were not separated, de- 
moted or transferred to other commuting areas because of 
early retirements." Basically, positions were abolished at 
the Department because they were being reclassified to con- 
form with new classification standards. We believe that 
very few additional employees would have been adversely 
affected if the Department had not had the early retire:uent 
authority. 

Fort Bragg -. 

Within a year, OPM granted Fort Eragg two early retire- 
ment authorizations --one in June 1978 under Public Law 93-39 
and the other in April 1979 under the Civil Service Reform 
Act. The 1973 authorization, alt'nough technically in compli- 
ance with OPM's regulations, could have been avoided. (The 
1978 authorization is discussed on pages 15 and 16.) 

On February 28, 1979, the Department of the Army an- 
nounced that a reduction in force would take place at Fort 
Bragg, to be completed by May 2, 1979. In March 1979, De- 
partment of Army officials requested early retirement author- 
ity for Fort Bragg because of the reduction. The request 
letter stated that a reduction in force was necessary to 
reach ceiling levels and correct skills imbalances in the 
work force resulting from the early retirement authorization 
granted a year earlier. There were 3,819 employees in the 
affected activities and grades, and it was estimated that 
263 (6.9 percent) of the occupied positions would be abol- 
ished. Because this exceeded OPM's 5-percent criterion, it 
was approved. 
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During the early retirement authorization period 
(April 3 through 26, 1979) 24 employees retired early, but 
no employees scheduled to be terminated were placed in those 
vacated positions. The scheduled reduction of 115 employees 
was carried out. At the time of our review, Fort Bragg had 
filled 6 of the early retirees' positions with outside hires 
and indicated that it may have to do the same thing with 11 
more. Fort Bragg officials in their report to OPM on the 
results of the early retirement authorization stated: 

U * * * because the skills of the majority of 
surplus employees did not match those of the 
vacancies created by the retirements, the sub- 
section 8336 (d)(2) [voluntary early retirement] 
authority did not make a major contribution to 
lessening the disruptive effects of the sched- 
uled work force reductions." 

The reductions in force: early, normal, and involuntary 
retirements; attrition; transfers; and a hiring freeze 
brought Fort Bragg 50 employees below its required fiscal 
year 1979 staffing ceiling. 

Soon after the reductions in force, Fort Bragg was real- 
located 111 positions previously cut from its personnel ceil- 
ing, putting it in an overall hiring posture. The Department 
of Defense's Priority Reemployment Program guaranteed the 
terminated employees their old jobs back, as they became 
available. At the time of our review, 55 of the 115 termi- 
nated employees were rehired, some part time. 

Fort Bragg put off dealing with the reality of its ceil- 
ing reduction until it was too late to develop a viable pro- 
gram that would not cause severe disruption of the work 
force. If Fort Bragg implemented a limited hiring freeze 
in 1976 when it first became aware of its ceiling cuts, it 
could have easily reduced, through attrition over the 
2-l/2 year period (October 1976 to April 1979), the 115 em- 
ployees that were separated. Attrition averaged from 25 
to 35 each month during the period. The Deputy Chief of 
Staff, the Director of Civilian Personnel, and others at Fort 
Bragg agreed that a reduction in force could have been 
avoided if they had acted sooner to reach their reduced per- 
sonnel ceiling. 

EARLY RETIREMENTS UNDER PUBLIC LAW 93-39 -1-1___1- __--__ - .---_- 

Under Public Law 93-39 OPM did not insure that agencies 
had properly determined the expezterl severity of a reduction 



in force before granting an early retirement authorization. 
OPM officials stated they "were guided solely by the presen- 
tations of the agencies in determining whether an early re- 
tirement authority should or should not be granted." 

Discussed below are the five early retirement authoriza- 
tions we selected for detailed review. 

Fort Bragg 

As previously discussed, Fort Bragg received an early 
retirement authorization in June 1978 under Public Law 93-39. 
We question whether this authorization should have been 
granted since no employees were facing involuntary separa- 
tion. 

In October 1976, the Army notified Fort Bragg of civil- 
ian personnel reductions for fiscal year 1977. However, ac- 
cording to a letter from Fort Bragg's Chief of Staff, at the 
same time Fort Bragg was notified of personnel reductions, 
it also received authority to retain 215 employees above 
the personnel ceiling. This overhire authority took the 
pressure off Fort Bragg to conduct a large-scale reduction 
in force in fiscal year 1977. Nevertheless, in July 1977, 
Fort Bragg asked the Civil Service Commission to grant it 
an early retirement authorization. The Commission refused, 
stating that because of the overhire authority, Fort Bragg 
had not demonstrated that 5 percent of its work force was 
in any immediate danger of being terminated. 

In June 1978, Fort Bragg submitted another early retire- 
ment authorization request. The situation was much the same 
as when it submitted its previous early retirement authoriza- 
tion request-- it was over the authorized strength but still 
had an overhire authority. In addition, Fort Bragg officials 
stated that a Defense moratorium prohibited them from sepa- 
rating anyone in fiscal year 1978 to meet ceiling levels. 
This time Fort Bragg officials changed their approach in ask- 
ing for an early retirement authorization. Rather than argu- 
ing that t'neir overhire authority was only temporary and em- 
ployees would ultimately have to be separated, they contended 
that approval of the request wouLll prevent a reduction in 
force. Fort Bragg officials told us that they did not expect 
the second request to be successful, but felt it was worth 
a try. The Commission approved the request. 

The early retirement authorization was in effect from 
June 20, 1978, through August 31, 1978. Fifty-three employ- 
ees retired under this authority, with 35 surplus employees 
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being placed into positions vacate(~i by early retirees. 
Because these surplus employees were not in immediate danger 
of being separated, we do not believe that this early retire- 
ment authorization saveci a single job. Furthermore, eight of 
the early retirees had to be repl,3.ced by outside hires soon 
after they left. 

Air Force 

The extent to which early retirements assisted the Air 
Force in reducing its staff in the National Capital Region 
is questionable. 

As part of the Air Force's eff;orts to reduce its staff 
in the National Capital Region, the office of the Secretary 
of the Air Force, Air Staff, Headquarters National Guard 
Bureau (Air Force), and the 1,000 Support Squadron in the 
Washington, D.C., metropolitan area together requested an 
early retirement authorization for al1 eligible employees 
in grades GS-7 and above. The request letter stated that 70 
of the 1,051 occupied positions were to be abolished, result- 
ing in between 55 and 60 individua?s being separated. Be- 
cause the expected separation rate was between 5.2 and 
5.7 percent, the request was approved. Some of the separa- 
tion notices were to be issued in January 1978 with others 
following in March 1973. The early retirement authorization 
was granted for December 1.5, 1977, through March 6, 1978. 

In April 1978, the Air Force requested that its early 
retirement authorization be reopened until June 30, 1978. 
The Commission approved the request: for the extension. 

Only one employee was separated during the early retire- 
ment authorization period, although the Air Force had esti- 
mated that between 55 and 60 would be. Furthermore, during 
the 15 months following the early retirement authorization 
period, only four additional. positions were abolished. Air 
Force officials stated that actllal abolishments fell short of 
initial estimates because t-he requirements for some reduc- 
tions were delayed. This delay allowed the Air Force to 
place surplus employees in vacalicies created through normal 
attrition. 

In January L979 the Air FORAYS? reported to OPM that 77 
employees retired earI.y <4nk3 that. coach resultant vacancy had 
been filled by a surplus ez1pL"y:2e---cither an employee -whose 
position had beet: aboLi shed c>r :>ne who had declined an offer 
to transfer to anrjther 3e~qrapi1 ir:: Location. The report also 
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said that the 77 saved jobs and the placement of a consider- 
able number of surplus employees into vacancies created 
through normal attrition during 1978 had made it possible 
for the Air Force to limit the number of actual involuntary 
separations to two. 

The Air Force had no strong basis for saying the 77 
early retirements saved jobs. The Director of Civilian Per- 
sonnel for the Air Force stated that it is doubtful if any 
of the positions vacated by the early retirees had been 
filled directly by employees who otherwise would have been 
separated. Rather, he maintained that some indirect place- 
ments may have resulted from the early retirements, although 
he was unable to provide examples or estimate how frequently 
this occurred. The official was unable to say whether there 
would have been additional separations if the Air Force had 
not been given authority to allow early retirements. He did 
state, however, that, on the basis of his experiences, early 
retirees generally do not vacate jobs that can be filled by 
employees facing potential separations. 

Nevertheless, the Air Force official stated that early 
retirement authority is useful and necessary. He said less 
senior employees are less apt to be forced from their job 
by separations if certain employees retire a few years early. 
Additionally, he stated that early retirements permit reor- 
ganizations and mass transfers to occur without adversely 
affecting personnel. The official stated that an early re- 
tirement authorization can be considered successful even 
if "only one job has been saved+" 

We agree that early retirements can be a useful tool in 
easing the otherwise adverse effects on employees facing 
separations. However, we do not believe that an early re- 
tirement authorization can be considered successful unless 
a reasonable percentage of the early retirements results in 
jobs saved. 

We especially question the success of an early retire- 
ment authorization when new employees are hired into the same 
kinds of jobs that early retirees are leaving. For example, 
14 individuals in the general clerical and administrative job 
series took early retirements and 16 new employees were 
hired. Similar retirement and hiring also occurred in other 
job series. 
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DIA -- 

In February 1977, DIA requested an early retirement 
authorization because of a reorganization that would abolish 
193 of its .2,234 positions. It estimated that 120 employees 
would be separated by reductions in force. The request let- 
ter stated that the reorganization, necessitated by new mis- 
sion requirements, would abolish many existing positions and 
establish new and different positions. For the most part, 
reassignments were not anticipated. The request stated fur- 
ther that, although all occupations and grades would be af- 
fected, employees in intelligence specialties would be hard- 
est hit. The Commission approved the request. 

During the early retirement authorization period, DIA 
reduced the scale of its reorganization plans. DIA officials 
stated that, because of this change they were able to rear- 
range the new positions' duties and, through retraining ef- 
forts, place employees occupying abolished positions into 
new jobs. This change eliminated the need for a reduction 
in force. 

DIA officials indicated that, during the authorization 
period, they knew that no employees would be involuntarily 
separated but decided not to stop early retirements since 
employees had already been informed that early retirements 
would be permitted through April. Twenty-six employees re- 
tired early. Hiring was curtailed except for a few positions. 

HEW 

In November 1977, HEW had requested an early retirement 
authorization from the Civil Service Commission to alleviate 
the adverse impact on certain employees from departmental 
reorganizations and efforts to correct a serious overgrading 
problem. HEW stated, at that time, that no employees would 
be separated and no employees woue.i be downgraded until 
December 31, 1979. This request: was modified in April 
1978 to include only those employees at M-12 and above, or 
equivalent levels outside the General Schedule. HEW stated 
there were 21,884 employees at grades GS-12 and above in the 
designated components. Of these, an estimated 4,149 were 
to be affected. HEW stated that if it were not for the 
Presidential moratorium prohibiting separations, an estimated 
979 would be separated---d4.5 pert:tr?f c?f the employees in the 
affected grades. 

When the November request +:s% received, a moratorium on 
separations caused by Presidentialiy i3rdered reorganizations, 



such as the one c7t tif;W, was in effect iiowever, the Director, 
Bureau of Recruiting and I:Xainini!-Ig, civil Service Commission, 
asked the Commission's General Counsel for an opinion as to 
whether early retir+:menks could be authorized in these situa- 
tions. The November 1977 opinion stal:sr-l: 

1I-k * * the law was clearly iiltended to offer 
voluntary retirement to certain employees 
as a way of curtailing the numk;er of employees 
that would otherwise be involuntarily separated because of a -gyF-jc--g--* --;g -~--t-_&r,;-,< g-r;*- -43-y+ - 
to require an agency, at the very least, to be 
undergoing some kind of RIF before the Commis- 
sion can make its determination on the "major" 
factor * * * and the Ccmmission, notwithstand- 
ing its broad authority, would not be at liberty 
t-.0 make a major KIF determination where reorga- 
nization is not coupled aith a RIF." (Emphasis 
added.) 

A second General Counsel opinion was issued in Xarch 
197ii. This time it was addressed to the Chairman, Civil 
Service Cornmissioll, and stated th;it an early retirement au- 
thorization could be granted HLW because employee separations 
would have resulted if it were not fr,r the Presidential 
moratorium. This second opinion, in effect, reversed the 
earlier opinion, and apparently ignored the congressional 
intent for early retirements-- to save jobs for employees who 
would otherwise be involuntarily separated. The Civil Serv- 
ice Commission granted HEW an early retirement aut'nority for 
April 26, 1978 thrcuyh August 23, i9-78. Very few employees 
were adversely affected by the reorganization, none were 
involuntarily sep?1rated, and no jobs were saved. liowever, 
497 retired early. 

During the earLy retirement autliorization period, 77 
positions were or were r;oing to be aljolished, and 78 posi- 
tions were or werca cjciing to be restructured to a lower grade 
.;r different occupational series-- significantly less than 
the estimated 4,149. HEW officials could not explain the 
wide discrepancy beyond the fact that the request letter was 
an estimate and actiral experience v~il5 'Less 3ecause 0 f attri- 
tion and hiring restrictions. They could not provide docu- 
mentation supporting the original estimates. 

During the earl1 retirement authorization period, HEW 
knew that most of the positions vacated by early retirees 
would be refilled without any chanc;e in classification. 
The agency later hired individuals in the same job series 
as those who retired early. 
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SSA 

We question whether SSA needed or received any benefits 
from its early retirement authorization. 

In June 1978, SSA received approval from the Commission 
to grant early retirements to qualified employees in grades 
GS-11 and below. The request letter stated that, of the 
15,370 employees in these grades, 1,089 (7.1 percent) were 
to be involuntarily separated because of reduced workloads 
and staffing ceilings. The request was approved. 

Dur-ing SSA's early retirement authorization period, 271 
employees retired early, and no employees were involuntarily 
separated. 

We asked SSA officials why there was such a substantial 
difference between their initial. estimates and what actually 
happened. They indicated that they were able to avoid dis- 
placing large numbers of employees because of an intensive 
hiring freeze, cross-training of affected employees, and 
early retirements. The extent to which early retirements 
alleviated the need for reductions in force is questionable. 
SSA was hiring individuals in the same job series as those 
individuals taking early retirements. Of the 271 early re- 
tirees, 104 were in the general clerical and administrative 
job series and 120 were in the social insurance claims ex- 
amining job series. During the early retirement authoriza- 
tion period, SSA filled 446 and 383 positions in those two 
job series, respectively. Similar hiring was occurring in 
other occupations held by early retirees. 

Specifically, of the 271 positions vacated by early 
retirees, 209 were to be filled without change, and 31 were 
to be abolished. We could not determine what happened in 
the ether 31 cases. 

Similar problems may also have existed 
in other early retirement authorizations 
granted under Public Law 93-39 

We reviewed, however not in detail, other early retire- 
ment authorizations granted under Public Law 93-39. For the 
49 authorizations granted in 1977 and 1978 l/, however, we - 

-___-_.-_ 

l/ Of these 49 authorizations, 2 were cancelled, 5 had in- - 
complete files, and 1 was considered an extension of an 
earlier request. 



compared the datd useiZ by the aqcnc i-es in their early retire- 
ment request letters with the reported results and found 
striking differences: 

--Thirty-five early retirement authorizations were 
granted on the basis of agency-supplied information 
showing that at least 5 percent of their employees 
were facing involuntary separations. In 21 of these 
35 cases IbCt percent), the actual employee separation 
rates through early retirements and involuntary sepa- 
rations were less than 5 percent. In six cases, no 
employees were separated even though the number of 
positions vacated by early retirements was much less 
than the number of individuals the agency had said 
were facing involuntary separation. 

-Six were granted on the basis of agency-supplied in- 
formation showing that less than 5 percent of their 
employees were facing involuntary separation. Two of 
these approvals were granted --HEW and the Community 
Services Administration-- even though it was known be- 
forehand there would be no employee separations. 
The four others estimated their separation rates would 
exceed 4 percent. Their actual separations through 
early retirements and separations, however, ranged 
from 0.5 to 2.3 percent. 

This data suggests that agencies substantially overesti- 
mated the severity of reductions in force in their requests 
for early retirement authorizations. 

QPM STUDY OF EARLY RETIREMENTS _~__I_-- 

In June 1980, after being informed about our findings 
and concerns with the early retirement program, OPM completed 
its own study of the use of early retirements since the en- 
actment of civil service reform. "he objectives of the study 
were to determine whether early retirements (1) assisted 
agency managers in carrying out reorganizations, reductions 
in force, and transfers of functions and (2) protected em- 
ployees from adverse actions defined as separations, demo- 
tions, and directed reassignments or transfers with change 
in commuting area. 

Although OPM concluded that the program has been very 
successful, our analysis of the findings confirms our opinion 
that the program needs reform. 
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The report stated that 70 +rcent of the early 
retirements assisted agencies in some ma!- ‘er; that is, they 
enabled the agency to effect organiza6ional realignments, 
eased placement efforts, aided in correcting skills imbal- 
ances or other personnel management problems, enabled the 
agency to move slots to another function within the same in- 
stallation, or assisted the agency in meeting other unspeci- 
fied objectives. 

There is no doubt that early retirements can help over- 
come a variety of staffing and other personnel problems. 
However, on the basis of our work, we believe that overall, 
the high cost of early retirements outweighs the advantages 
cited by agencies which request them. In particular, we be- 
lieve (1) personnel problems associated with reorganizations 
and overstaffing could and should have been solved by other 
means, such as attrition, hiring freezes, retraining, and 
by helping affected employees find positions in other agen- 
cies and (2) agency officials tend to overstate the positive 
aspects of early retirements. For example, the OPM report 
considered the early retirement authorization granted to the 
Department of Energy to be a prime example of effective use 
of the early retirement authority because it "allowed many 
persons who would have been downgraded to retire [early] and 
also created vacancies to be used for organizational realign- 
ment." As discussed earlier, we believe the early retire- 
ments at the Department of Energy were inappropriate. (See 
PP. 11 to 13.) Early retirements were granted the Department 
of Energy because positions were abolished and reclassified 
to conform with new classification standards. It was known 
from the very beginning that early retirements would save 
no jobs, and, furthermore, the early retirees were replaced 
as fast as they left. Also, the effect of demotions is min- 
imized by the special grade and pay retention provisions 
included in the Civil Service Reform Act for employees invol- 
untarily downgraded, Under those special provisions an eligi- 
ble employee may never suffer a reduction in pay. Because of 
these special protection featares, we do not think employee 
demotions justify early retirements. 

Perhaps the most significant finding in OPM's study was 
that only 17 percent of the early retirements protected em- 
ployees from separations, demotions, or directed reassign- 
ments and transfers with change in commuting area. To the 
extent that demotions are included in the 17 percent, even 
these benefits of the early retirement program may be over- 
stated. 
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EARLY RETIREMENTS ARE COSTLY -- ---- -..-. 

The civil service retirement system incurs additional 
costs when employees retire early., A number of factors af- 
fect these costs, including (1) the extra years early retir- 
ees spend on the retirement roll, (2) the loss to the retire- 
ment fund of the employee and agency contributions that would 
otherwise be made, and (3) cost-of-living adjustments the 
early retirees receive, counterbalanced by increased annui- 
ties employees would earn if they worked longer. 

The additional cost to the retirement system is caused 
primarily by early retirees' receiving immediate benefits, 
with little or no reduction. Because early retirees leave, 
on the average, at around age 54, they receive benefits over 
a longer period of time. Prior to Public Law 93-39, employ- 
ees who voluntarily left before meeting the normal retire- 
ment eligibility requirements were? eligible, at most, for a 
deferred benefit. beginning at aje 62. 

Pension plans that allow employees to retire before 
their normal retirement age customarily reduce the retiree's 
immediate annllity to compensate for the anticipated longer 
payment period. Such reductions vary widely reflecting the 
extent to which plans are willing to absorb some of the 
cost of early retirement options. 

Those plans that do not absorb any of the cost are said 
to employ full actuarial reductions in the computation of 
an early retiree's benefits. A fully reduced immediate an- 
nuity is one whose value is equivalent to a larger annuity 
beginning at a later date (usual.ty the employee's normal 
retirement age). 

Under civil service early retirement provisions, employ-, 
ees leaving after age 55 suffer no reduction in their annui- 
ties. Those leaving before age 55 have their annuities re- 
duced by l/6 of 1 percent for each month they are under age 
55. In both cases, the retirement. system is absorbing a sub- 
stantial portion cf the extra cost of the early retirements. 
Full. actuarial reductions for under age 55 retirees would be 
about 8 percent a year if compared to annuities beginning 
at age 55. Similar reductions would apply to early retirees 
over age 55, compared with benefits beginning at age 60. 

At our request, OPM calcul3tcd the effect of early re- 
tirements on the civil service retirement system's normal 
cost and unfunded liability. In actuarial terminology, the 
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value of benefit rights earned (accrued) annually by employees 
covered under a retirement system is referLed to as the normal 
cost of the system. The normal cost is commonly expressed as 
a percent of payroll and, from a financing point of view, sep- 
resents an estimated amount of funds which, if accumulated 
annually and invested over covered employees' careers, will 
be enough to meet their future benefit payments. The un- 
funded liability represents the excess of a system's accrued 
liability over its assets. 

Eoth the normal cost and unfunded liability can be cal- 
culated on either a "static" or "dynamic" basis. Static 
calculations do not consider future general pay increases or 
future annuity cost-of-living adjustments. Dynamic calcula- 
tions do. Consequently, we believe a dynamic valuation repre- 
sents a more realistic measure of the true cost. 

The results of OPM's calculations on a dynamic basis 
follow: 

Normal cost of voluntary 14 percent of 
early retirements--------- -------------l-payrol~ 

Increase in the unfunded 
liability attributable 
to voluntary early re- 
tirements (assumes that 
30 percent of all early 
retirements are voluntary) -------------$520 million 

The estimated fiscal year 1980 payroll for the employees 
covered by the civil service retirement system is $48.6 bil- 
lion. Thus, the normal ccst of voluntary early retirements 
for fiscal year 1980 is about $68 million. In addition, the 
voluntary early retirements have generated about a $620 mil- 
lion increase in the retirement system's unfunded liability. 
Financing this increase in level payments over 75 years would 
cost another $41 million for fiscal year 1980. In total, 
then, the cost of voluntary early retirements in fiscal 
year 1980 was $109 million. 

These cost estimates may well be conservative. For ex- 
ample, they are based on early retirement experience before 
the Civil Service Reform Act. If, as it appears, the number 
of early retirements increases under the Reform Act, then 
the cost will increase. 

Early retirements can result in reduced payroll costs, 
thereby reducing the overall cost to the Government. This 
reduction occurs when early reti].ees are not placed, or are 
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replaced by individuals at lower salaries. Because the nine 
early retirement authorizations which we reviewed in detail 
were not selected on a statistical basis, we are unable to 
make projections as to the reduced payroll cost resulting 
from early retirements. We believe, however, any such re- 
ductions would be nominal. Early retirements at the loca- 
tions visited were generally replaced with new employees at 
the same grade. 

An immeasurable but perhaps greater cost associated with 
early retirements is the loss of knowledge, experience, and 
skills of early retirees. When valuable employees retire 
with several years of useful service still remaining, the 
Government, its programs, and the recipients of Government 
services are deprived of their abilities. 
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CHAPTER 4 

CONCLUSIONS, RECOMMENDATIONS, 

AGENCY COMMENTS, AND OUR EVALUATION ~-_-_-_----__-_-_-----.--_ 

1 

CONCLUSIONS - --- 

OPM has begun to examine more closely agency requests 
for early retirement authorizations: however, its basic 
criteria for approval remains unchanged. OPM continues to 
grant early retirement authorizations to agencies and their 
components when 5 percent or more of its positions are to 
be abolished or transferred. These guidelines permit early 
retirements in organizations where no employee is facing 
involuntary separation. Agencies can reorganize, abolish 
positions, and reassign employees from the abolished posi- 
tions to new positions and still qualify for use of the 
early retirement authority. 

The voluntary early retirement program is not meeting 
its objectives. Too many early retirement authorizations 
are being granted that have little or no effect on staffing 
difficulties. We are concerned that (1) agencies are not 
considering and exhausting other management techniques for 
solving staffing problems before turning to the early re- 
tirement program, (2) early retirements are not restrictive 
enough to insure a high probability of job savings, and 
(3) as the program was revised under civil service reform, 
employees can retire early even though none of an agency's 
employees are facing involuntary separation. 

We believe that the underlying concept of voluntary 
early retirements, as stated in the legislative history of 
Public Law 93-39-- to save jobs for younger employees--is 
good and with proper controls, can be workable. In our opin- 
ion, early retirements should be used only ta correct staff- 
ing problems which would otherwise require a reduction in 
force and only then if it would save other employees' jobs. 
However, on the basis of our work, we believe such instances 
would be rare. 

Under Public Law 93-39, CPM did not have the controls 
needed to assure that an early retirement authorization was 
needed to solve a staffing problem and would save other em- 
ployees' jobs. OPM had no way of knowing whether the agen- 
cies had properly determined the expected severity of a 
reduction in force before requesting an early retirement 
authorization or that the authorization would have a high 

i 
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probability of saving a significant number of jobs. In 
general, we found that the agencies* estimates for antici- 
pated reductions in force were far too 'high and, for the 
most part, backed up with little or no supporting documenta- 
tion. In some cases, the circumstances existing at the 
time the authorization was granted had changed, but the 
early retirements were allowed to +:ontinue. 

The voluntary early retirement program needs overhaul, 
particularly the provisions and implementing regulations 
which allow voluntary early retirements to be authorized, 
e'~en when no emplo.yees are being separated. 

KECOMMENDATIONS TO THE CONGRESS - 

We recommend that the Congress repeal the early retire- 
ment provisions included in the Civil Service Reform Act and 
mandate that, CPM establish controLs necessary to insure it- 
self that before an early retirement authorization is granted 
it would (1) correct staffing difficulties which could other- 
wise only be corrected by a reduction in force and (2) save 
other employees' jobs. 

AGENCY COMMENTS AND OUR EVALUATION - ~._ -..- -.-.._ -, - - _ _ .__. - -_- .-- --.- -.- ---- 

In general, OPM believed that our recommendations were 
premature since the Civil Service Reform Act has been in ex- 
istence for less than 2 years. OPM maintained that the pro- 
gram has been an invaluable aid in assisting agencies in 
achieving their reorganization efforts while at the same time 
protecting employees from actions such as separations, down- 
grades, and reassignments. Moreover, OPM did not believe 
that agencies should be required to consider and exhaust 
other management. techniques for solving staffing problems 
before turning to the early retirement program since the 
program is designed to permit agency use of the early retire- 
citiznt authority without requiring that they first identify 
each position to be affected. 

Cur review included not only ';he expanded early retire- 
ment provisions of the Civil Service Reform Act, but also 
the program as it previously existed under Public Law 93-39. 
Since our review disclosed that inefficiencies have existed 
in the program and its administration since 1973, we do not 
believe that our recommendations are premature or inappro- 
priate. 

Undoubtedly, early retirements can help an agency over- 
ccmn a variety of staffing and personnel problems; however, 
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we continue to believe that such action should only be used 
as a last resort. Sound management practices could have 
negated the need for many of the early retirement authoriza- 
tions discussed in this report. Furthermore, we do not be- 
lieve that personnel actions involving downgrades and reas- 
signslents justify use of early retirements. Such employees 
receive both job and salary protection. We continue to be- 
lieve that early retirements should be used only to correct 
staffing problems which would otherwise require a reduction 
in force and only then if it would save other employees' 
jobs. 

GPM stated that it was important to recognize that the 
expanded early retirement program was instituted to assist in 
carrying out the President's commitment to initiate a 
Government-wide reorganization effort while keeping the ad- 
verse impact on Federal employees to a minimum. Under that 
commitment, no employee whose position was directly affected 
by a reorganization could be separated for that reason unless 
he or she declined a good faith offer of another job. 

Use of the President's commitment as justification for 
expanding the early retirement program is difficult to under- 
stand. If employees had been promised that reorganizations 
would be carried out without employee separations, there 
should have been no need for an expanded early retirement 
program to protect employees from separations. 

In the case of its own early retirement authorization, 
OPM maintained that it was fully justified in using early 
retirement because of the anticipated adverse impact of its 
reorganization on employees. However, our examinaton of 
planning documents for the reorganization showed that most 
employees expected to be affected were to be immediately 
reassigned to other similar positions at their existing grade 
and step. No employees were necessarily facing involuntary 
separation. Again, reassignments, in our opinion, are not 
adverse actions justifying early retirements. OPM's regula- 
tions governing early retirements required only that 5 percent 
of the positions be abolished or transferred. At that time, 
no consideration was given to whether abolishments or trans- 
fers adversely affected employees occupying the positions. 

In the BePartment of Energy case, OPM did not take issue 
Jwith our statement that the 206 early retirements did not save 

a single job bkI:t stated that thc3 LSC cf early retirements at 
Energy allowed many persons who wcjuld have been downgraded 
to retire. 
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As discussed in the report, <,rrade and pay protection is 
provided to employees who are invrLuntarily downgraded. Es- 
pecially in light of this protection, permitting voluntary 
early retirements because some employees are being demoted 
is, in our opinion, a misuse of the retirement system. 

CPM disat;xeed with our estimate that the early retire- 
ment program cost $109 million ir! fiscal year 1980. It 
agreed that the "normal cost" of t'qe program was $68 million, 
'but disagreed with our estimate that an additional amount of 
$41 million should be added for the unfunded liability cre- 
ated by early retirements, OPM estimated the unfunded lia- 
bility amount for 1980 to be only $10.5 million. 

In its estimates, OPM used a Level percent-of-payroll 
approach in amortizing the unfunded Liability created by 
early reti.rements, whereas we used a level dollar amount. 
Actuaries' opinions differ as tc the relative merits of both 
amortization methods. However, there is precedence for 
using level dollars. The Employee Retirement Income Security 
Act cf 1974 requires that private sector retirement plans 
employ this method. The initial amortization payments using 
a level pertlent-of-payroll are less, and later payments are 
substant.FaIl, 1. aher than using level dollars. In the 
run, the total payments 

long 
under either method would cover 

the same unfunded liability. 

ODM stated that an annuity r eduction of 6.3 percent, 
rather than the 8 percent we had estimated, for each year 
the retiree is under age 55 would Eully offset the increased 
cost to the retirement fund resulting from early retirements. 

When actuaries use the term "actuarial reduction" in a 
situation where an employee retires before his/her normal re- 
tirement date, they generally are referring to how much the 
early retirement benefit must be reduced to make it equiva- 
lent in present value to the benefit that would start at the 
normal retirement age. In the civil service retirement sys- 
tem, the age of normal retirement \/aries depending on the 
employee's age at entry into the system. We took a number 
of examples of Lndividuals under age 55 and calculated the 
reduction that would make the early retirement benefit actu- 
arially equivalent to the accrued fJenefit at normal retire- 
ment age. We then averaged the several examples to arrive 
at an about 8 percent a year reduction to maintain actuarial 
equivalence. 

OPM's 6.3-percent calculation is the reduction which 
would leave the normal cost of the plan unaffected by early 
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retirements. It is a cost calclll.ation rather tb3n a benefit 
calculation. Both are valid. In any event, both calculations 
dcnonstrate that the current reduction imposed on the annui- 
ties of early retirees falls far short of covering the full 
cost. OPM's written comments are in Appendix I. 

1 
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APPENDIX I APPENDIX I 

United States 
Office of 

Personnel Management Washington, D.C. 20415 
2 4 SEP 1980 

. 
Mr. H.L. Krieger, Director 
Federal Personnel and 

Compensation Division 
General Accounting Office 
Washington, D.C. 20548 

YUW 

Dear Mr. Krieger: 

This is our response to GAO report FFCD-80-68, concerning the voluntary early 
retirement program, dated August 13,19X0. 

This report contained no specific recommendations for the Office of Personnel 
Management. It did, however, recommend that the Congress repeal the earIy 
retirement provision included in the Civil Service Reform Act and establish in 
law requirements that, before an authorization could be approved, agencies 
must demonstrate that eariy retirements would (1) correct staffing difficulties 
which couId otherwise only be corrected by a deduction in force and (2) save 
other employees’ jobs. The Office of Personnel Management disagrees with this 
proposed change in the law. 

The early retirement pravision of the Civil Service Reform Act (section 306 of 
Public Law 95-454) has been the subject of a great deal of attention since its 
enactment in January 1979. Since GAO began its audit of the early retirement 
program in early 1979, OPM has responded in great detail to a variety of their 
requests for input as well as to requests from the House Subcommittee on 
Compensation and Employee Benefits. For example, in February 1980, we 
responded to GAO’s preliminary findings concerning the early retirement 
provision of the Civil Service Reform Act; in March 1980, we commented on 
GAO’s report number FFCD-80-38, “Civil Service Reform - Where It Stands 
Today” which included a section on early retirement; on June 19, 1980, the 
Deputy Director of OPM bestlfied on the early retirement program before the 
House Subcommittee on Compensation and Employee Benefits; and, in 
Juiy 1980, we responded to a series of 17 questions on early retirement submitted 
by the Honorable Gladys Noon Spellman, Chair, House Subcommittee on 
Compensation and Employee &nefits. We have enclosed copies of each of 
these documents for your review. 

Since each of these documents speak, in whole or in part, to the contents of this 
final GAO evaluation, we do not believe it is again necessary tb address each 
section of this report individually. Our responses to each of the items covered 
in GAO’s final report remain unchanged and are set forth in detail in the four 
enclosures. Therefore, we will speak only to the congressional recommenda- 
tions made in the report. 
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It has consistently been our view that rhct early optional retirement provision is 
designed to meet two obje<tives: (11 :D save jobs for employees targeted 
for some type of adverse impact; and, 12) to provide agencies with a 
management tool useful in achieving organizational and personnel manage- 
ment goals. We have found that there z1r.e a number of situations, over 
and above actual separations, which can cause adverse impact on employ- 
ees and this finding has been supported by agencies faced with undertaking 
major reducrions in force, reorg~anizdtlons and transfers of function. For 
example, job abdishments result not only in separations but in downgrades, 
reassignments, and/or relocations of employees outside their normal com- 
muting area. As recently as May 1980, our General Counsel reviewed 
section 306 of the Civil Service Reform Act and reaffirmed, through the 
following statement, our position that the early retirement provision was 
expanded to include reorganizations anr! tra~fers of functions which might 
or might not invoice separations: 

“The Reform Act amended the law to allow early retirement during a 
major reorganization or a transfer of function, in addition to a major 
reduction in force. To interpret section 306 as requiring a finding of 
eotentiai separation or demotion of employees before early retirement 
s authorized would render the CSRA amendment meaningless. The 
separation or demotion of an employee which results from a major 
reorganization or transfer of function would be carried out through 
reduction-in-force procedures. However, because early retirement 
was authorized in this situation prior to the CSRA, section 306 must 
be seen as expanding 5 U.S.C. X336(d)(Z) to allow early retirement 
during a major reorganizaQon or transfer of function, even though 
reduction-in-force is not necessar) d” (Emphasis added). 

We believe it is important to place the expanded early retirement provision in 
its proper perspective by mentioning the Resident’s commitment to initiate a 
Government-wide reorganization effort which would keep to a minimum the 
adverse impact on Federal employees., It was with this commitment in mind 
that a joint memorandum for the heads of departments and agencies dated 
December 12, 1977, from the then Acting Director, Office of Management and 
Budget and the then Chairman, Civil Service Commission, was issued. Included 
in that memorandum was the following statement: 

“...NO employee whose position is dirrctIy affected by a reorganization 
separated for that reasotiyn>e or she has not first been made a 

arth offer of another position , preferably at the same grade. 
Separation action may proceed only if the offer is declined...” (Emphasis 
added). 

We would specifically like to commeilt ein one statement made in GAO’s 
concluding remarks. GAO states: “We are concerned that (1) agencies are not _ 
considering and exhausting other management techniques for solving staffing 
problems before turning to the early retirement program...” OPM shares the 
belief that the early retirement authsrlty should be used in conjuction with 
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other personnel management tools such as attrition, hiring freezes, retraining 
programs, etc. We also believe, however, that section 306 is designed to permit 
agency use of the early retirement authority without requiring that they go 
through and identify each position to be impacted. In some instances, it may be 
too late to save adversely affected employees if all other personne1 manage- 
ment techniques have been exhausted. 

As Jule Sugarman, OPM’s Deputy Director mentioned in his testimony in June 
.of this year, OPM feels that any change to the law would be premature, unwise, 
and, in fact, ill advised, at. this time. I? has been less than 2 years since Civil 
Service Commission staff worked closely with various congressional committees 
and subcommittees on the markup of every provision of the CSRA and only a 
year and half since Congress passed this milestone piece of legislation. 

We think it is too early, in the context of time, to propose changes to the law; 
further, we believe it is too soon to judge the merits of the new early 
retirement provision given the marked decrease in activity we have experienced 
thus far in 1980, i.e., 22 new authorities have been approved so far in calendar 
year 1980 as compared to 50 granted for the same time period in 1979. This, 
coupled ,with our continuing dialogue with user agencies, affirms our belief 
which is shared by agency management, that the expanded early retirement 
authority has been, and will continue to be, an invaluable aid in assisting 
agencies in achieving the reorganization efforts mandated by the president, 
with minimal disruptive effects to agency operations. 

During the course of the hearings in June, Mr. Sugarman spoke clearly to OPM’s 
concern over the problem of potential abuse of the retirement fund through the 
application of the early retirement authority. In addressing this issue, 
Mr. Sugarman said: 

. . . let me say that as the legal trustees of the retirement fund, we 
share the subcommittee’s, and the full committee’s, concern for the 
integrity of the retirement fund and for watching very carefully to 
see that it is properly administered and that its rather liberal 
provisions are not abused in the course of the actual operation of the 
fund” 

He further stated: 

. . . we will continue to review . . . and to try to seek improvement in the 
system that will prevent abuse.” 

OPM recognizes the need to keep an open mind with respect to changes that 
may need to be made to the early retirement provision after we have had a 
good amount of experience on which to base such changes. In other words, we 
do have a commitment to consider the possibility of changes in the future if 
they are needed to mesh the early retirement program with a number of other 
personnet management programs designed to advance effective workforce 
planning. 
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During the course of our review of the GAO report, we did note the following 
inaccuracies or misstatements which we would like to clarify: 

o On pages 37 and 38, GAO discusses the cost of early retirements. The 
figure given by GAO on the total cost of voluntary early retirements 
in fiscal year 1980 is misleading because the figure of $109 million is 
reached by measuring the two aspects of cost in two different ways. 
The Board of Actuaries of the Civil Service Retirement System, as a 
part of its recommendation for the adoption of dynamic rather than 
static actuarial assumptions, has recommended that both the normal 
cost (the amount that needs to be set aside to cover accruing 
liabilities) and the unfunded liability (the amount required but not 
contributed in the past for current employees) be expressed as a 
percent of payroll, so that the cost in dollars will vary in proportion to 
the changing size of the payroll. 

The GAO report accepts our Actuary’s calculation of the normal cost 
of voluntary early retirements as 0.14 percent of payroll, but then 
switches from percent-of-payroll cost to level-dollar cost to establish 
the 1980 payment to finance the unfunded liability as $41 million. We 
believe the level-dollar approach is misleading because it requires very 
high payments initially to cover the effects of future inflation. Using 
a level percent of payroll, on the. other hand, produces a dollar 
payment each year that is tied directly to the payroll and to inflation’s 
effect on the payroll and on the increase in the unfunded liability. If a 
level percent of payroll is used to determine costs, the total for 1980 is 
$68 million for normal cost -plus $10.5 million for the unfunded 
liability, a total of $78.5 million, significantly less than the $109 
million given in the report. 

We also disagree with the report’s estimate of the full actuarial 
reduction for retirees under the age of 55. Under current law, the 
annuity of an employee retiring before age 55 is reduced by i/6 of 1 
percent for each month the employee is under age 55, i.e., 2 percent 
per year. It is obvious that this reduction does not fully absorb the 
cost of an early retirement. The report says that a full actuarial 
reduction would be 8 percent per year under 55, but gives no detail on 
the calculation. Our Actuary has determined that the age reduction 
would actually need to be 6.3 percent per year under 55 to fully offset 
the increased cost of early retirement. 

o At the bottom of page 10 and top of page 11, GAO states the following 
in connection with OPM’s own use of the expanded early retirement 
provision: 

Even at the time of approval it was known that, for’ the most part, 
the reorganization (of OPIM) and resulting job abolishments would not 
adversely affect employees.” 
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At the time we were doing our planning for the major reorganiza- 
tion/transfer of functions required by Reorganization Plan No. 2 of 
197% and concurrent budget cuts in our recruiting and examining 
program, we had every reason to believe that many OPM employees 
would be adversely affected. Because of the magnitude of the planned 
changes, nearly every job in OPM was going to be affected in some 
way. Fortunately, we were able to use a combination of reassign- 
merits, retraining, outplacements, early retirements, and attrition to 
such good advantage that adverse impact was minimal. However, this 
does not make our initial estimates regarding adverse impact impro- 
per. Management is obligated to use every avaiiable technique and 
management tool in an effort to reduce adverse impact on employees. 
By so doing, the number of people adversely affected in OPM was 
smaller than original estimates indicated. 

o On pages 18, 34, and 35 GAO, in analyzing the Department of Energy’s 
use of the early retirement authority, points out the following: 

- Page 18; “During the early retirement authority period, 206 individuals 
retired early . . . Also, as of January 1980, there were only 191 
downgrades - substantially less than the estimated 682.” It is our 

‘belief that a substantial number of those 206 retirees would have been 
subjected to demotion had it not been for the early retirement 
authority. 

- On pages 34 and 35, GAO focuses on (1) OPM’s opinion that the early 
retirement authority granted to the Department of Energy was a 
prime example of effective use of early retirements because it 
allowed many persons who would have been downgraded to retire and 
also created vacancies to be used for organizational realignments and 
(2) that early retirements at DOE resulted in no job savings. 

DOE was involved in a major reorganization and had extensive 
classification problems. Of the 38 early-out retirees in our sample at 
DOE, 27 were subject to some type of reduction in force action. Also, 
19 of the 38 retirements in our sample enabled DOE to affect 
organizational realignments, according to the agency. 

As to the fact that there were no resulting job savings, our point was 
not that jobs might have been saved but that downgrades were avoided 
and reorganirarion made easier. In fact, downgrades were avoided and 
reorganizing was easier, and both were serious problems in DOE at the 
time. 
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In condusion, I would like to reiterate that we believe that the expanded 
provisions of the early retirement authority under CSRA should not be repealed 
or changed until given a reasonable opportunity to prove their worth. I can 
assure you, however, that OPM will continue to assess the early retirement 
program with a view toward reevaluating and making changes to our own 
implementing criteria as they are required. 

Thank you for this opportunity to respond. 

Sincerely yzrs, 

CA0 Note: .?amz references in this appendix are to pages in the draft renork and Co not-correspond to 
the page numbers in ozr final report. 

(963116) 
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