
October 3, 191K)

Board of uoveraors integration of the Retirement
System of the Federal Reserve Banks

Division of rersonnel Aurainistration with Social Security

FOU :•.,...

Attached is a report of the ^tirenieni Uosauittee to the
Board of Trustees of the I-votirersent i/ster. ox the Federal ftaooA'tQ
Bankl date tr 3j 1$JQ, which outlines a program Tor inta-
grating the benefits of the Retireaaat wystc^ of the x'uuerai reserve
Banks with those provided la the amended Social Security Aot willoh
will be applicable to the employees of the F«*aeral «ieser\re Banks on
January 1, 1951 • ^his report ha* boon approved by the Conference
of -Presidents, and it has requested advice as to whether or not the
Board of Governors will give favorable consideration to the proposed
program prior to a meeting of the Board of Trustees. The plan, if
approved, will go into effect January 1, 195l«

Under the social Security lot as amenced, the employee,
as well as ti; ioyer, must make contributions on the first 13*600
of annual salary at 'ohe rate of 1 1/2 per cent up to Januarv 1, 195Uj
ana thereafter at increasing rates until January 1, 1970, mtien con-
tributions of 3 l/k per cent vdll be requireu. it **as not oeiieved
feasible to aaa the costs of Social ..ucurity DHMMTltt to the present
costs of our xtetirenient L,ysteG, and* oar-rtfore, an attest was maae
to work out a plan v»;iich would not increase costs materially.

Inasmuch as the aetaiis of the proposea plan are outlined
in the attached report, it is not proposed to aiseuss fully each
change In tnis •emnranrhiBJ howeverj it night bo helpful to point out
some of the general provisions of hhe proposal.

At the present tine, saployooa of the Banki contribute a
percentage of their salary to the Botlreaent Cysten, {ho rate of
contribution, which is bai • kge at uatrance, averages approx-
Ittoijr & >or cent. I h m oo&trlbutione purchase an annuity at
t3w time of retirtiiaont, tho pPOpOOOd piaii proTidef that the employee
vdil continue his sase rate of contribution but the amount credited
to the Federal ftooorfe &etir»aent oystes will i>e reduoed by the
amo'unt of social becur^tj" tax* Aocordingly, his accumulations in
the Hetireaent oystes for the purchase of an annuity mill be reduced.

cootriuutions Uo . tireaeot system at
present tiiae provide a pension for employees on a ttraight life
basis equal to one per cent of final average salary for each year
of service, it is proposed that ti. elon benefit on the first
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$34600 of salary bo reuuceu DO 1/2 of 1 per cent ox i'inai average
salary for each /ear of service with the provision that in no case
is the reduction in pension to excees 50 per cent of the Social
Security primary benefit, the theory beiunu. this proposal is tl
the employes and the oaplo/vr m rchase 1/2 of the social
Security benefits,

inference to the tables submitted with the attached report
will show that the proposed integration plan will provide employees9
particularly those in the lower brackets and Kith short service, with
•attrttHjr increases benefits, and in no case will -its be
less than they now ara. The increases for the 3hort service employees
in the lower brackets are very substantial because social security
benefits c;o not increase as the length of service increat? .

Kmployees of the Pectoral Befterve banks will generally
become eligible for social Security benefits after 13 months of
service, and, therefore, anyone retiring after July 1, 1952, will
oe eligible for such benefits. In view oi1 trie substantial benefits
which employees will receive from Sooifcl Security, it is proposed
that the board's policy of requiring employees to retire upon
attaining age 65 be suspended until July 1, 19p2, so that anyone
reaching retirement age before July 1, 1952, may, at the discretion
of the Eeserv . M continued in service until he is eligible for
Social Security benefits. Bill vil] mt the unfortunate situation
of requiring an employee to retire shortly before be rmfin—a eligible
for Social oecuriGj btnfcflt*j end thereby i^eccive an allowance vihicli
wouia be substaiitiaiiy less than that of a .erson retiring after
July 1, 19^2. ~ >posal al^o providei that roachi

luriag this perioa who does not -wish to stay in service until
July I, 19521 inay have Ids ailGwanoe 1 ,c-u in an amount which
vrouiu proviae ti Lob hi ».o>J.̂  b en entitled

I not been covc-rea by social Seourity* Xht coat of tUfl
suppleniental paysenLs in an incdvi^uai case will be sroaii.

social Seoorit^ Act IMIMHI no provision, for the paymmt
of any allowance prior to age 6l>. masiuuch as unaer the Federel

tireinont System a person ca•) • retirement allowance
.•ariy ae a^c ^0, a problem is createu witn inspect to etupioyeea

who are separated from a Reserve bank prior to age 6> and who
elect an immediate retirement allowance. In those cases the feefik
has no moral obligation, but when the retirement is suggested by
the link because it feels such action Mould be mutually 'beneficial,
there is a certain responsibility in regard to trie auequacy of the

ioyeefs retirement allowance. la recognition of tnis fact the
Boara has authorized I ikf to supplement the allowance of an
involuntarily separated er in an amount not to exceea 1/2
of a month's salary for eacn year of service witn a maxinum tquftl to
six ijonths1 salary or, in cases of employees vita 2> yeeTl of service
and who are io years of age, by an amount tttffioieilt uo r the
benefit to what it would nave been if the actuarial reduction were
only 2 1/2 per cent for eaoh yuar bike r lacks being age 65»
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MttUM the proposed integration plan materially reduces
tiie Federal iieserve allowance, the amount receivea by an employee
will be very small when Social Security uenefitg av being
receivea concurrently, as will ue the case nhen an esploy< is

iratea prior to age 6> elects an 1—ortiatf allowance. ,;tire
inent Uoasmiutee hai recommerueu that bard ol' Governors review
its authorisations Tor sur M reliant benefits in such
cases in order Ull allowances may be

The proposes plan oi1 integration dl es not affect the
benefits I .iave accrued to present . i . EUOh as
the- proposed reduction la pension appliea only Co future service5
an employee inroluntarily separate i service within the nest

ytajrf Mill not be affected materially by one changes result-
froa inte.:_;ration. U is folt, 'ore, that kbo present authori-
zations to §u ant rtti it tHovaao Lake care of the few
cases that arise, tndj as at ^rosent, . OcUi present 1,0 the
Boarc for consideration any unusual cases ;ii,ioiial supple-
mental Gontributlona i

There are seventeen SMI oX the Board1• staff who are
also meiubera of b ian. it would obviously be an injustice
to apply tin reviseu oenefits to t/ ^3 sine r will
not have social Security coverage* ibtroforOj it will be necessary
to make provision in uhe rules m d regulations so that the profx>sea
changes will not effect tlMM Mi bow of U M P1AB« H M probl
of hanalinp this until group on the board's staff will b
to the Board for consideration at a later

In connection wioh the plan o£ integration with social
yurity, the retirement Committee has also oonaiclered the proposal

of the Chairmen's OoflRlttee that consideration be given to increasing
the active service ueath benefit in cases «hare an employee dies
in active service be foi retirement. At the present time, wiien an
employee diea in active service, his beneficiaries receive a refund
of ills contributions to the Betireoent Syntei ay-
ment equal to his salary during the previous 12 Month* of eerrici .

1 Qhairsen1! CoflMLttee has roouwwended that thii ueath benefit be
increased on a sliding scale to 1 UKHB of two years1 salary and
the Retirement domnittee in its report, re;. r sixteen
years of 3er utod by t [ >tY
cent for eacn year of service with a âxisnuru uqual to two years'
salary, in aoot cases the 11TJ*WI uoath benefit would not be attained
until soaptLotioa of 36 years of i - ill Mould eliminate
the present disparity where I >n ai<̂ s s;iortiy before roaohJ
retirement age as compareu with benoXiti accr _n the case of a
porton who dies siicrtiy after rotiroaao.t«

lor present rules the a death benefit payable ia
|25#OOO« It ii pro . . . I tatted tot that
in Ooaputing the death bOOOflt any salary _n excess of ^2>>CXX) ue
diarofardod* This proposal, which will benefit only a few of the top
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officers, has the effect of raising trie maximum to $50*000* i'he
Committee, in recomaienuintf tola change, felt it would he inconsistent
to raise the basis of payment from one to two years without making a.
corresponding adjustment in the maximum limit.

As shown in the report, the proposed plan of integration
will result in a reduction in tht Bank*1 average rate of contributions
to the itetirersent bysiem from 10*23 per cent to 9•hi per cent of
pay roll, but that shell consideration is given to the social security
ttx to be pftldj U M over-ail Qoeta to the i&nks will je 10.97 per cent*
It should be kept in ftiadj however, that »U3 of 1 per cent of this
increase is aoeounted for by the coats of the Additional active
service ue&fch benefit, which also will require a lump sura parent
of |2*5l2»258< For the first tiiree years, therefore, the over-all
costs to t] . .r the proposed plan due to integration will
not be .materially higher than present coats. Howeverj as the Social

Ourity U P G M increase over the aoxt f«i yeciro, the cost to the
iianks vail increaoe IlkwJ

• • • • : : .

It ii recor.inierL.. -••residents ana the
of the .joar^ of Trustees be informaiiy aavisea that the Boaru of
Governors will ^ivu favorable consiu€;rat»ion to the proposea plan of
integration with Social security ana the necessary changes in the
rules and atioBi to effect oho plan if foxv:?ialiy aoprovoa by
the iioard of

It is also recoEfflienae' Board approve the proposed
change in the active service death benefit aru authorize the Banks
to make lump suia payments to cover the additional accrued liability
incurred by such change.

it is also recommended, that the Board euapend until
July 1, 1952, its letter of rebruar^ k$ I'?a6, L>-Q95,
specific approval of the iioar-u in cases of retention of employ-:.-
in service after a§t (yj an.^ that the present authorizations with
respect to supplemental pftyBeatf to ,oes leaving the BlTiln
(letters S<—7i|X ana 3-905} be oontinued without modification.
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