HEARINGS BEFORE THE COMMITTEE ON
REFORM IN THE CIVIL SERVICE OF THE HOUSE
OF REPRESENTATIVES UNITED STATES;
RETIREMNT FUND FOR SUPERANNUATED
EMPLOYEES IN THE CIVIL SERVICE; MARCH
10,11,13,20, AND 21, APRIL 13, 1908



Published @ 2017 Trieste Publishing Pty Ltd

ISBN 9780649501014

Hearings before the Committee on Reform in the Civil Service of the House of Representatives
United States; Retiremnt Fund for Superannuated Employees in the Civil Service; March
10,11,13,20, and 21, April 13, 1908 by Various

Except for use in any review, the reproduction or utilisation of this work in whole or in part in
any form by any electronic, mechanical or other means, now known or hereafter invented,
including xerography, photocopying and recording, or in any information storage or retrieval
system, is forbidden without the permission of the publisher, Trieste Publishing Pty Ltd, PO Box
1576 Collingwood, Victoria 3066 Australia.

All rights reserved.

Edited by Trieste Publishing Pty Ltd.
Cover @ 2017

This book is sold subject to the condition that it shall not, by way of trade or otherwise, be lent,
re-sold, hired out, or otherwise circulated without the publisher's prior consent in any form or
binding or cover other than that in which it is published and without a similar condition
including this condition being imposed on the subsequent purchaser.

www.triestepublishing.com



VARIOUS

HEARINGS BEFORE THE COMMITTEE ON
REFORM IN THE CIVIL SERVICE OF THE HOUSE
OF REPRESENTATIVES UNITED STATES;
RETIREMNT FUND FOR SUPERANNUATED
EMPLOYEES IN THE CIVIL SERVICE; MARCH
10,11,13,20, AND 21, APRIL 13, 1908

ﬁTrieste






I

HEARINGS

BEFORE THE COMMITTEE ON REFORM IN
THE CIVIL SERVICE

¢70
OF THE HOUSE OF REPRESENTATIVES, UNITED STATES” #/

RETIREMENT FUND FOR
SUPERANNUATED EMPLOYEES
IN THE CIVIL SERVICE

MARCH 10, 14, 18, 20, and 21, and APRIL 13, 1608

WASHINGTON
GOVERNMENT PRIRTING OFFICE
1908



-

Eiéafmﬁg

CONTENTS.

Statement of Mr. Herbert D). Brown, of Chieage, IN......coviviiinianns
Statement of Mr. Charles Lyman, Treasury ment. ...
Bratement of Mr, Johe W, Holeombe, Interior Department
Hiatement of Hon, Joseph A, Goulden, M. ©
Btatement of Mr, Jucob W, Starr, mpmsunl:.ug the United Statea Civil Bervice
Retirement Associztion . T2 and 99
Statement of Mr. Llewellyn Iuniun Treasury ansrtmmt.
Statement of Mr, Neileon Falls, War D?a-rtm ......
Statement of Mr, Pickens Neagle, president of the Urli
Retirement Association
Statement of Mr. M. F. ('Donogh emr]}eplﬂ
Statement of Mre, J. M. Monroe, vice -president of the United
Hervige Rotirement Association. . ... ... ... ... jii=]

Statemont of M. Fred Brackeit, Treasury 104
Bill propessd by Mr. Tlerbert D. Brown sl wotroduced by Hon, F.H.
]f RP‘ BORRY, ADPEMBIT A . - st s s b e B s i 115
) ]311] Kﬂ il by subcommittee of Keep Commission and introduced by Ton,
}de'n (H. B. 17869), Appendix B....._. ... ... .o 117
'I‘ables showing salary deductions under pr bills, Appendix C. . 119
Actusry's astatement on plan, by Benedict Ii, Flynn, A o SN T |
Table submitted by Mr. J. W. Starr, showing mumber of separations from the
clamified pervice, Appendix ..o oLl ioll 128
Exeeutive order prohi i influsncing of legislation, JL]lpcnd_i_x F. 128
Analysis of plalla ]'Ill;.' Mr. T'rexl Brackett, _quumlu [ SR e 1%y
Bill suygreated Iy Trad Brackett, J’Lp ________________ 138
Cnrnlputatmn of amemnenw Mr. Fred DBrackett, Appendix T.__... 139

prepared by Mr, Fred rackett, nhovmlg anarahons from the classified
civil service, Appendix J. SR i 138
Table showing eximing mtl.rmncnt mmms, Ap
Letter from the deputy minister of finance,

funds, Appendix L . 144
Digesl of Census Bulletin 94, on civil-service statistics, Appendiz M. . - 144
American mortality tahlas =nd interest tables, Ap sendiz N__...... R
Basia of actuarial study of plan, by Benedict D. ynn, Appendix Q. ... 148



RETIREMENT FUND FOR SUPERANNUATED EMPLOYEES IN THE
CLASSIFIED CIVIL SERVICE.

Tar CoMuirree ox Rerory 18 e Civin Service,
Tuceday, March 10, 1508.

The committee this day met (Hon. Frederick H. Gillett in the
chair) “for the consideration of measures to establish a retirement
fund for superannuated employees in the classified civil service. The
measures immediately before the committee were the report of the
subeommittee on personnel, of the Committee on Department Meth-
ods, the so-called ﬁeﬂicommissim. with an agcompanying hill (Ap-

dix B}, and the bill suggested by Mr. Herbert I). Brown, of

'.'lc;e:lgn, rmerly. of the Deimrt-mnt of Commerce and Labor, and
introduced by Hon. F. H. Gillett {Appendix A).

There werc present: Messrs. Herbert D. Brown, of Chicago; Jobn
W. Holcombe, Interior Department; A. Zap Department of
Aﬁr}iﬂultum; George W. Leadley, ﬁepuﬂmnmt. of Commerce and
Labor; and John %5 Seofield, W{tr ‘Department, of the Committec
on Department Methods.

The Crargman. Mr. Brown, will you kindly explain your schemc
to the committee?

STATEMENT OF ME. HERRERT D. BROWH, OF CHICAGO.

Mr. Chairman and gentlemen of the commitiee, it may not be out of
place to preface what I have to say in regard to the retirement plan
I wish to present to you by a brief reference to some of the other
plans of retirement that have been proposed, in order that the basis
of thiz plan may be more easily understood. When I first came to
‘Washington, five or six years ago, the subject of retirement for the
aged Government employees was reeeiving much attention, and a
number of plans had proposed. The subject being kindred to
that of insurance, I was naturally interested in it. I accordingly
made an examination of the various plans, and, on analysis, I found
that, in a general way, they fell into two classes:

First, those proposing the payment of annuities to the superannu-
ated out of the Federal Treasury; and,

Second, those proposing a uniform deduetion of & given per cent—
more or less adequate for the purpose in view—from the salaries of
all employees to create a general fund out of which to E:.y annuities
to retiring employees. This second class may properly be subdivided
into two divisions:

(@) Those proposing & uniform deduction of a given per cent from
all salaries and the payment of annuities based upon length of
gervice; and

&



6 RETIREMENT FUND—EBUPERANNUATED EMFLOYEES.

{ roposing & uniform deduction of a given per cent from
all s lu'ms and the payment of a uniform annuity ruganﬁeem of length
o e vt lans—th b f

The first group of plans—those p ing the payment o anmlmes
out of the Federal fmsury—um DF‘::JEITSB, cu’l]y]aens:ons, and, in
v1mf the publie sentiment against such measures, need not be dis-
cu

The second group of plans—those proposing a uniform deduction
of a piven per cent from all sslaries to pm\ﬂfae a goneral fund out
of which to pay annuities to employees—aside. from their financial
uncertainties, pmved in every instance, on analysis, to be inequitable
as between emp ZJ ees of different ages. This is true whether the an-
nl.uty qﬁld is uniform or is based on length of service.

o illustrate the unfairness of this group of plans, let us consider,
ﬁrst, the results of plans propoesing & uniform deduction of a given
Fer cent from all salaries and the payment of annuities based upon

h of service. Let us see, for instance, if by making a uniform
deduction of & cent from sularies of $100 per month it will be
possible to establish annuities for men entering the service at differ-
ent ages on that salury, und what the annuitjes will amount to. Take
two men entering the wervice, one nged 20 and the other 60,
each receiving $100 a month, and deduet 3 per cont-of that salary, or
5 a month, with the object of paying ench man on retirement an annn-
ity bused on his length of serviee. Is it feasible? The man of 20
will have fifty (y’(’m‘s to serve before reaching the age of retirement
and the man of 60 only ten years. Now, a deposit of $5 & month
will earn much more interest in u period of fifty years than it will
in ten years, Just what is the difference in this concrete case? Ref-
erence to an interest table shows us that a deposit of $5 a month for
fifty yenrs, improved by 4 per cent compound interest, amounts to
$9,3’1 A4, whlcrl is sufficient to purchase from most insurance com-
panies n llfe annuity of $1,261.10, beginning at age 70, first payment
in one year; but the sume table shows also that a deduction of 5 per
cent from the same salary beginning at the age of 60 years will
provide & fund, on refirement at age 70, of only $735.90, and this
smount would pun.]mu: an annuity at age 70 of but $99.18 a year, a
sum too small te support any employee, however simple his needs.
To make this plan practical it would therefore be necessary to put
the deductions from all employees’ salaries into a general fund and
divide it among all the annuitants in proportion to their length of
service. This arrangement would be exceedingly unfair, however,
to the men who entered the service at an early age, as part of their
savings would go to make up the annuities for tﬁ: men already old
in the service when the plan was put into operation, or who came
into the service at an advanced age. Under such an arrangement the
man who entered the service at 60 and served only ten years would
be retired on more than $89.18 it is true, but to have it so, the man
who had entered at 20 and worked for fifty years would have to give

art of the $1,261.10 his savings had earned and content himself
miﬁ & smaller annuity, a plan that seems indefensible, as it actnall
takes the money of one man fo put it into the I}nudn-t of :mut_hvr who 1
less meritorious, %ud by the standard of length of service. (Ap-
pendix C, Table
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Censider next the second class of plans under this group, namely,
those proposing & uniform deduction of a given ‘Fer cent from all
salaries for the purpose of creating a general fund out of which to
pay uniform annuities to all employees on retirement. This is still
more unfair to the long-service men, as we shall see. Suppose it is
desired to retire all employees receiving $1,200 salary on three-quar-
ters pay, or $900 a year. The price charpged by many of the insur-
ance companies for a life annuity of $900 a year, beginning at a,
70, first payment in one year, is $6.678. To accumulate $6,678 dur-
ing & service of fifty years requires a monthly deduction from a
monthly salary of $100 of but $3.57 if the deductions are improved
by 4 per cent compound interest. That is all the man inning at
age 20 wonld have to set aside each month. But, on the o hand,
to secumulate 36,678 during the ten years of service of a man who
entered the service at 60, or who was already 60 years of age when the
plan was put into operation, would require a deduction from a
monthly salary of $100 a month of $45.37, or 4537 cent—an
impossible deduction under any circumstance, To make this plan

ractical it is therefore necessary to decide upon a cent to be

ucted from all salaries which shall be sufficiently Iarge to sccum-

ulate not merely annuities for those entering the service ut an early

but alse to provide the amounts that the older men lack to retire

Ives on the same snnuity. It thus appears that this plan puts

even a greater penalty than does the first on enirance into the service
at an early age. (Appendix C, Table V.

These illustrations are sufficient, I think, to show how impessible it
is to devise an equitable plan as between all employees of various a
based upon a uniform deduction of & given per cent from all salaries,
either to pay annuities based upon length of service or to pay uni-
form annnities to all empl upon retirement at a given age.

Aside from the inequitable phase of all of thess plans, there arises
the very difficult end perplexing actuarial problem of what annuity
could safely be paid wlllz':re the fund is created by a uniform deduetion
of a given per cent from all salaries, or what per cent of salaries
would be required to create the fund when more or less uniform
annuities are paid. In many instances the uncertainty of these com-
g&efx problems is further complicated by relying for a portion of the

nd upon forfeiture of interest or prineipal. or both, by those who
resign or die prior to reaching the retirement age, and if the estab-
lishment of the fund has any influence upon resignations, as it is
intended to have, the very foundation of this estimate is entirely
undermined. Besides, these plans usually put a preminm on entering
the service at advanced ages, since the total contributions by persons
20 entering are much less in proportion to the annuities they receive
by reason of their shorter period of service, whereas the interests of
the service demand that the reverse should obtain.

Since any error of judgment as to what might be accomplished in
the way of annuities by a uniform deduction of a given per cent from
all salaries would undoubtedly mean a call upon &ngress for assist-
ance, and ibly lead to the establishment of a civil pension, it
seemed probable that any plan that contemplated the commingling of
assets and that was dependent upon uncertain elements, such as length
of service, resignations, salary increase, deaths, forfeitures, and the
like, could not meet with favor on final analysis.



8 RETIREMENT FUND—SUFERANRUATED EMFPLOYEES.

After considering all these facts, I came to the conclusion that any
plan for the retirement of superannuated civil-service employees for
which the approval of employees themselves and the public alike is
desired must meet the following conditions:

(1) The funds necessary for t ayment of the annuities must be
furnished by the employees themselves without expense to the Gov-
ernment other than possibly the payment by the Government of a
reasonable rate of interest on the money held by it and the payment
of salaries to the clerical force required to keep the accounts and
djsgi)huﬂ cihe fni‘!ds. i

- employee must set aside the amount necessary to create
his own annuity, without to the deposits of others, so that
each employee may receive full return on the money set aside by him.

(8) The annuities to be peid employees on retirement must be
graduated according to length of serviee and amount of salary, and
in such manner that the monthly deposits required from employees
for the ereation of such annnities shall be in no cuse excessive,

{4} The annuities, if any, for services rendered prior to the adop-
tien of the should be paid by the Government, rather than by
any form of tax upon the younger employees.

It was for this last reason I decided that the plan should be
divided into two parts: That the first part, which is really the plan
pmtgm'—ﬁinm the operation of the second part will ultimately cease
with the death or separation from the service of all the present
employees—should provide annuities for employees rendering service
from now om, and the second part should provide annuities for em-

loyees who rendered service prior to the adoption of the plan. This
division was made primarily in the interest of the long-service
employese—and incidenta E the public service also—so that every
employee would receive the full benefit of his suTE and gv
employee receive the same annuity as if his deposits begun wit
his entrance into the service, Let us consider at present only the first
part of the ‘fﬂnrleg ;

Having adopted these prineiples as essential to an equitable plan of
retirement, the practical question presents itself of what annuity may
be thought reasonable for a person who has given his entire working
life—from the age of 20 to 70 years—t{o the Government service, It
seemed to me that such a person should be retired on at least * three-
quarters pay,” or 76 per cent of his salary. If this is & reasonable
assumption, a convenient basis for computing annuities for 5E’r:c']iods
of service longer or shorter than fifty years may be establi by
dividinﬁ 75 per cent by fifty years of service. This gives 1.5 per cent
for each year of service as the basis for computing annuities for all
other periods of service. For example, the annuity for forty years of
service—that is, for a person entering the service at age 50 and re-
Lirincg at age T0—would be determined by multiplying 40 by 1.5,

which would give us 60 per cent of salary. For a person entering
the service at age 40, and having thirty vears to serve before reaching
the retirement age, the annuity would be computed by mmitiplying
30 by 1.5, which would give us 45 per cent of salary. And so on
down, so that a person enteri]ﬁg the service at 60 years of age, and
having ten years to serve, would provide an annuity for himself equal
to 1.5 per cent of his pay for each of his ten years of service, or 15 per
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cent. This provision has the advantage of giving the largest nrmuli‘.jr
in proportion to salary to the employes serving 519 longest period

e second practical question is to determme what per cent of
salaries at various ages of entrance into the service would have to
be set aside by each individual in order to provide himself with an
annuity equal to 1.5 per cent of his salary for each year of service.
To illustrate: If a person enters the service at the age of 20 years
and retires at 70 years of age, he will have been in the service fift
years. To make the illustration simple, let us assume thnt he rmmveﬁ
8 salary of $1,200 per annum siraight through. One and one-half
cent of this annual salary is $18. By multiplying this amount, 13
by 50, his number of years of service, we have $900, or the amount of
the annuity we wish to provide for on arrival of the employee ut the
age of retirement.

The price charged & male by many of the insurance companies for
$100 annuity at the age of 70 years 1s $742. Therefore, on this basis
the cost of an annuity of $900 nning at age 70 would be 9 times
8742, or $6,678. I‘hls last-nam is aecordingly the amount
that the mnplnyee would be reqm to accumulate during his fifty
years of service to purchase this annuity. Now, the next step in our
calculation is to ascertain the amount the emp]oyoe would be required
to lay agide monthly in order to accumulate 86,678 during his fifty
years of service, By referving to an interest table we find that a
deposit of $1 a month improved by 4 per cent interest, compounded
annually, in fifty years amounts to $1,871.48. Therefore it would
require a deduction from this employee's pay of as many dollars a
month as $1,871.48 is contained in $6,678, or $3.57 a month, Three
dollars and fifty-seven cents being the deduction from = sglary of
§100, it also represents the cent to be deducted from all other
salaries of persons entering the service at 20 years of age where the
retirement age is to be 70 years. This process of obtaining the required
deduetion from the employee's pay scems rather complicated, but in
actual practice the operation is very simple, and may be further
simplified by reducing the deductions from various salaries at all
ages to a set of tables. The figures on this slip of paper are all that
are necessary to detcrmine the amount.

Mr. Doveras. How do you gel the divisor?

Mr. Brown. The divisor, $1§: 71, is the amount of $1 per month

ounded at 4 per cent per annum for fifty years. If you divide
SG'G? 8, the necessary amount to purchase the annuity, by $1,781, you
get the monthly deduction.

Mr. ?])GUGLAS. ‘What is the average lc.ngth of service in the Depart-
ments

Mr. Browx. I have not any idea. That would be very difficult to
tell.

.Mr.? Doveras. I presume very few of the employees remain fifty
years

Mr. Browx. That is almost the maximum. I might be able to
ascertain the mvernge length of service by making a study of the
rzeords of the Civil Service Commission, but so far I have not done
that,

Mr. Epwaros. The deduction amounts to $3.57 cents a month ¢

Mr. Browx. Yes, sir; that iz the deduction that would be made
from the salary of a person entering the service at 20 years of age at a

.A



