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ABSTRACT

This thesis develops and evaluates a methodology designed
to quantify perceptions of alternative military retirement
plans and components of retirement systems. The technique
consists of factoring retirement proposals into common
characteristics, surveying a sample of the military popu-
lation, asking them to rank and weight characteristic im-
portance and score how each plan fulfills each characteristic,
and computing a relative weighted preference for each plan.
Based on successful demonstration of this methodology using

a sample of military officer students at the Naval Post-
graduate School, it is recommended that this method be
expanded to a sample of the entire military population. 1In
view of the recent criticism alleging inefficiency and ex-
pensiveness of the existing system, the results of such an
effort could be useful to the effectiveness portion of a
systematic analysis aimed at choosing among alternative

retirement systems.
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I. INTRODUCTION

A. CHARACTERISTICS OF MILITARY RETIREMENT PROGRAMS

The existing provisions for military retirement are just
a subset of the complex U.S. military compensation system
based on laws which now fill several volumnes of the United
States Code, which in turn have been interpreted and ampli-
fied by countless courts and Comptroller General decisions
occupying hundreds of additional volumnes. Compensation
includes basic pay, quarters and subsistence (either in kind
or cash), a guaranteed lifetime annuity in retirement, re-
enlistment bonuses, special hazardous duty pays, commissary
and exchange privileges and medical and dental care.

U.S. military retirement practice itself dates® back to
the Revolutionary War when one-half pay for life was promised
to officers remaining on active duty until the end of the
war. Since then, various retirement plans have been initi-
ated and enacted by Congress. In 1870, the option to retire
after 30 years of active service began and the basis for
the existing system was founded.

At least since the First Quadrennial Review of Military
Compensation (the "Hubbell study" or QRMC) was released in
1966, the compensation system in general and retirement in
particular has been increasingly criticized. The QRMC
charged that retirement provisions provided neither manage-

ment effectiveness for the government nor equity to the

10




member /ref. 2/. The President's Commission on Military

Compensation (PCMC) reported in 1978 that the retirement
system was ineffective, inefficient and too expensive /ref. 12/.
Indeed, the Congressional Budget Office (CBQ) has projected
that retirement costs under the current system would reach
$12.8 billion by 1981, a 33 percent increase over the 1978
appropriation /ref. 3/.

A comprehensive background on the military retirement
issue in the context of the total compensation system is
presented in Appendix A. The compensation issue in general,
and the specific choice of which retirement plan to chose
are significant issues not likely to be easily resolved.

The problem then, was that the existing military retire-
ment plan was perceived by many to be ineffective and too
expensive. Resolution presumably lies in either proving
that the existing system is more cost effective than any
feasible alternative or identifying the most efficient al-
ternative retirement plan from the many under consideration.
This general problem is certainly challenging considering
the difficulty of measuring effectiveness in any terms, much

less attempting to weigh it against dollar costs.

B. PURPOSE AND METHODOLOGY CF THE THESIS

This thesis is directed towards gaining further insight
in the narrower area of perceived effectiveness. The problem
this thesis attempts to solve is, how to measure users'

perceptions of military retirement plans. The methodology

11




employed consists ofs

A survey of a limited sample of the military population.

- Asking respondents to Jjudge recently considered alter-
native retirement plans based on two factors: their
own interests and how each alternative might meet the
defined retirement system objectives of the military.

- Factoring alternative systems into common characteristics.
Respondents are asked to rank and weight characteristic
importance and score how each plan fulfills that
characteristic.

- Computing relative weighted scores for each plan for
each respondent. (note 1)

- Displaying each complete plan and asking respondents
4 to rank order their preference.

? ' The specific objective of this thesis is to evaluate

,,._,.
i

this method as a vehicle for identifying:

- Perceived most crucial components of military retirement
plans.

- Most favored plans on a relative scale.

The four plans evaluated are described in Appendix A,
Figures 43, 46, 47 and 48. They are the existing systenm,
the plan proposed by the President's Ccmmission on Military
Compensation (PCMC), the Two-tier plan developed within DOD
and similar in concept to the Retirement Modernization Act
(RMA) of the early 1970's, and the latest plan submitted by
; the Secretary of Defense (SECDEF) in early 1979 and under

consideration by the President at the time of this writing.

C. STRUCTURE OF THE THESIS

Chapter II discusses the surveyed population, the survey

| document itself, and how relative weighted preference is '
e calculated for each respondent. Chapter III presents the

5

3
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analysis of the reply data. First, the whole sample is
analyzed by detailing their personal profile and how the
respondents judged the relative importance of retirement
plan characteristics, each alternative's provisions for the
characteristics, and the total plans themselves. Then an-
alysis is undertaken to seek perceptual differences among
subgroups (i.e. by rank, service, etc.) of the sample.
Finally, conclusions based on the data analysis are drawn
relative to the surveyed population and also in regards to
the stated objective of the thesis. Chapter IV includes
recommendations concerning further use of this methodology.
References cited throughout the text are listed at the
end of the thesis. Identifying or clarifying notes are

grouped at the end of each chapter.

D. NOTES FOR CHAPTER I

1. The idea of the weighted relative merit technique
was taken from a 1973 Air University thesis by then LtCol
D.L. Anderson. Therein, the existing system, RMA. civil

b service and private sector retirement plans were compared

using solely the author's values and judgements /Ref. 1/.




II. THE SURVEY

A. THE POPULATION AND ITS LIMITATIONS

The population from which the sample was drawn consisted
of the 937 military and~other uniformed service officer
students attending the Naval Postgraduate School (NPS) in
March 1979. While all branches of the military plus the
National Oceanographic Atmospheric Administration (NOAA)
were included, the sample could hardly be considered repre-
sentative of the military population. These NPS students
were all officers grade 0-2 to 0-5 and as indicated by their
selection to attend the school have, at least generally,

enjoyed a successful and promising career or otherwise been

screened from the overall military population.

B. THE SURVEY DOCUMENT

1. Structure and Content

The following discussion addresses the survey docu-
ment which is displayed in Appendix B.

Section I defines both the objective of the survey
and "effectiveness" in terms of a retirement system as it
might be viewed by the military services. The definition
of effectiveness for military retirement programs is taken
verbatim from the First QRMC with the exception of the
deletion of "..., and protected against the inroads of

inflation" from the last sentence under " just treatment of

the member” [§ef. g7. The survey's methodology is then ex-

plained to the potential respondent.
14




Section II contains the survey questions and is
divided into four parts. The first part solicits personal
data, opinions on the impact of the retirement system on
one's decision to join the service, and information on one's
career intentions both now and at time of enlistment.

In the second part, retirement plans are compared
by component. Retirement plans in general are factored into
six defined characteristics: early retirement, annuities,
vesting, severance pay, benefits, and grandfathering. The
various options offered within these characteristics are
presented and respondents are asked to rank order their
preference for how each plan meets each characteristic
(beginning on page 7 of the survey). To further quantify
their preference, respondents are asked to score how well
they feel each plan fulfills each of the six characteristics.
Thus, each respondent is ranking and scoring how he or she
feels a particular retirement plan meets or fulfills each
of the defined characteristics. (Note 1).

The respondents are then asked to consider the rela-
tive importance of the characteristics themselves as parts
of a total retirement plan (page 18 of the survey). They are
asked to rank order, then weight the six characteristics.

In the forth part, the survey displays the four
alternative plans in total (pages 21 to 27 of the survey).
The plans are not identified by name or source in the survey:
however, plan one represents the existing system, plan two

is the PCMC proposal, plan three is the two tier plan, and

15




Plan four is the SECDEF plan. The final survey question asks
that the plans be rank ordered.

Section III of the survey is a feedback request form
for those students desiring a summary of the evaluated survey
results.

2. Limitations and Assumptions

A significant limitation of the survey document is
that it would not be suitable for universal application as
written. It was drafted by a NPS student and intended to
be distributed only to his peers; and therefore is designed to
communicate with only a small portion of the military porulation.
The requirement that respondents reply based on what
they think is btest for them and the military assumes that re-
tirement system effectiveness for the individual is nect in
conflict with effectiveness for the service. Consideration
was given to constructing the survey *to allow for two or even
three replies to each of the key questions: one answer for the
individual, one for the service and perhaps one for an average
or cverall reply. However, after giving a small pre-survey
and finding out how long it took to answer the questicns as they
were (about an hour), it was decided not to expand the document.
The severance pay issue was not directly addressed
under the Two-tier plan. t was assumed that if a Two-tier
plan were ultimately proposed by DOD, it would have similar
severance pay provisions to the SECDEF plan. Therefore, in
the survey, plans three and four share the same severance

pay provisions.
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Several other components of military retirement
systems are noted in Appendix A but are not defined as
characteristics within the survey. They include the con-
tributory/non-contributory issue, bases for retirement pay
raises, social security offset and provisions for dealing
with dual compensation. While these features are relevant
for a general comparison of military retirement alternatives,
they were omitted in this work because they were either common
to all considered alternatives or not sufficiently defined

within the currently considered alternatives.

C. COMPUTATION OF REIATIVE WEIGHTED PREFERENCE
The key perceived merit measure of each survey response |
is the relative weighted preference for each of the four

alternative plans. These relative weighted preferences are

calculated in three steps for each respondent as depicted
in Figure 1 and explained belows:
Step 1. Raw characteristic weights assigned by the re-

srondent are normalized by summing the weights assigned to

each of the six characteristics and dividing each raw weight

by that sum. The result is a normalized weight for each

; characteristic. :
Step 2. The normalized weight for each characteristic

is then multiplied by the fulfillment score the respondent

assigned for each retirement plan's provision under that

characteristic. The result is a procduct (assigned the

symbol "WxS") for each characteristic under that plan.

17




Step 3. These products (WxS) are then summed within

each plan to arrive at a relative weighted preference for

that particular alternative retirement system. (Note 2).

These calculations are based on two assumptions:

1. Since benefits were not currently addressed in
either the Two-tier or SECDEF plan, scores for this charac-
teristic under these plans were assigned values equal to the
average scores allotted by the respondent to the other two
(existing and PCMC) plans. Thus, the first assumption
is that benefits provided under a Two-tier or SECDEF plan
would be equal to the average of benefits perceived under
the existing and PCMC plans.

2. The second assumption concerns the fact that, by
definition, grandfathering cannot be scored for the existing
system. In order to complete the calculation while not
penalizing the existing system, grandfathering under the
existing plan was assigned a score equal in value to the

maximum score allotted to grandfathering under the other

three plans.
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D. NOTES FOR CHAPTER II

1. It may be noted on pages 8-18 of the survey that
within characteristics, there may be two, three or four
options to choose from. This happens because some plans
share common provisions within characteristics.

2. Another assumption, implicit in the method used for
calculating relative weighted preference, is that of
linearity. We are presuming that component characteristic
products (WxS) can be added linearly to arrive at relative

weighted preference for a whole plan.
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III. RESULTS

A. DATA ANALYSIS OF THE WHOLE SAMPLE
1. Profile of the Sample

Two hundred seventy eight survey documents (or 30%
of those distributed) were returned completed. Many noted,
either on the survey or in person to the author, that it
took at least an hour to complete. One hundred thirty nine
students requested feedback, indicating that half of the
respondents were interested in the fruits of their labor,
the retirement issue, or perhaps both.

Twenty of the 278 surveys returned lacked one or
more of the score or weight value replies needed to calcu-
late relative weighted preference. While there are statisti-
cal methods available for dealing with such missing values,
it was felt that omission of this relatively small number
of cases from the large sample was prudent and hence, missing
value techniques were not employed.

Branch, rank, and years of service profiles for the
sample are displayed in Figures 2 through 4 respectively.
(Notes 1, 2).

The sample can be catsgorized by modal tendencies
of career intention and opinion replies shown in Figures 5
through 7. The military retirement system had a significant
effect on their decision to join the service, yet respondents
were unsure about their career intentions when they signed
on. As of now, they intend to stay until first eligible

to retire.
21
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°ELATIVE cum
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Figure 4 - RESPONDENTS BY YEARS OF SERVICE
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2. Retirement Plan Characteristics

a. Characteristic Importance Weights

(1) Mean Characteristic Weights. Recall from

Chapter II that the respondents were asked to assign weights
to the six characteristics of retirement plans based on how

important they felt these characteristics were as part of

a total retirement plan. These "raw weights" were normalized
to facilitate calculation of the relative weighted preference
for each whole plan.

Based on the mean weights shown in Figure 8,
both raw and normalized, those surveyed clearly felt that
early retirement and annuities, respectively, were the most
important characteristics of retirement plans. Benefits
and grandfathering were next, followed by vesting and

severance pay respectively.

(2) Testing for Significant Difference. The

differences among the raw characteristic weight means were
statistically significant well beyond the .001 level. Fig-
3 ure 50 in Appendix C summarizes the one way analysis of
variance (ANCVA) conducted to arrive at this conclusion.
By design, the normalized weights are con-
strained in that they must sum to 1. For this reason ANOVA

would not be statistically valid on these variables.
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NORMALIZED
CHARACTERISTIC RAW WEIGHT WEIGHT

Early Retirement 86.074(20.771) .219(.068)
Annuities 82.628(18.864) .209(.053)
Benefits 69.473(28.332) .170(.067)
Grandfathering 65.733(30.797) .159(.074)
Vesting 53.806(28.048) .129(.062)
Severance Pay 48.632(28.956) w5 06T

(with Standard Deviation)

Figure 8 - CHARACTERISTIC IMPCRTANCE WEIGHTS
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b. Characteristic Importance Rankings

In addition to weighting characteristics respond-
ents were asked to rank order the six characteristics to
indicate how important they felt they were within a military
retirement plan.

Frequencies of rank response by characteristic
are displayed in Figures 9 through 14. The overwhelming
pPerceived importance of the defined early retirement character-

;; istic seems obvious. Almost 59% of the respondents felt it
Q: was number one in importance. Only 13% ranked early retire-
§  ment lower than number three. Annuities seems to be second
#, with 67% of the sample ranking it at least second. Benefits
and grandfathering seem to be perceived as the next most
important characteristics with cumulative frequencies of

59% and 52% at the number three rank respectively. Vesting
and severance pay appear least preferred with cumulative
frequencies of 62% at the fourth rank and 73% at the fift
rank respectively. These rank orderings of characteristic

importance seem to agree with the average weighted preferences

reported in the previous section.
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3. Plan Fulfillment of Characteristics

a. Fulfillment Scores

(1) Mean Scores. Respondents were also asked

to indicate how well they thought various plans fulfilled
defined characteristics by assigning scores from 0 to 1C0 to

available options. These data are summarized in Figure 15

and were analyzed by evaluating the means of the several

fulfillment scores. Within the early retirement and benefits

characteristics, provisions of the existing system were
! clearly favored. The existing plan also scored highest,

albeit by a smaller margin, in annuities and severance pay

respectively. The PCMC proposal scored highest in the

f vesting characteristic, closely follcwed by the Two-tier

plan. The SECDEF plan scored highest in grandfathering,
with the Two-tier provisions a relatively close second.

(2) Testing for Significant Difference. Dif-

ferences among the mean characteristic fulfillment scores
for each plan were analyzed using analysis of variance
(ANOVA) techniques and were found to be statistically sig-
nificant well beyond the .001 level. In other words the
mean score for the existing plan's fulfillment of the early
retirement characteristic differed significantly from the
FCMC, Two-tier and SECDEF mean fulfillment scores for
early retirement. Figure 51, Appendix C provides the ap-

propriate ANOVA tables.




MEAN CHARACTERISTIC FULFILIMENT SCORE, BY PLAN

(With Standard Deviation)

CHARACTERISTIC EXISTING PCMC TWO-TIER SECDEF
Early R-*tirement 92.492 33.930 53,713 Same as
(15.067) (26.413) (25.395) Two-tier
Annuities 82.674 65.953 51.531 Same as
(20.379) (27.417) (27.204) Two-tier
Vesting 22.120 68.686 57.260 65.15%
(35.542) (28.756) (25.824) (28.698)
Severance Pay 61.295 53.403 50.667 Same as
(30.816) (29.797) (30.738) Two-tier
Benefits 80.242 43.322 N/A N/A
(26.120) (30.693)
Grandfathering N/A 58.581 65.678 67.678
T (28.969)  (297151)  (30.879)

Figure 15 - CHARACTERISTIC FULFILIMENT SCORE SUMMARY,
BY PLAN




b. Rank Order Preference
As noted in Chapter II, respondents were asked
to rank order the way they felt plans provided for each
characteristic. Analysis of the frequencies of their re-

sponses seems to support the findings of the average score

method (as summarized in Figure 15). Plans with the
highest frequency of number one rankings also had the high-
est average score within each characteristic and the relative
order of perceived fulfillment/provision appeared to be the
same by both methods.

Figures 16 to 33 detail the sample's response

to ranking plan provisions for each of the six characteristics.
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ure 24 - RANKED PREFERENCE, VESTING, TWO TIER PLAN
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Figure 25 - RANKED PREFERENCE, VESTING, SECDEF PLAN
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Figure 30 - RANKED PREFERENCE, BENEFITS, PCMC PLAN
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L. How Total Plans Fared in Preference

a. Relative Weighted Preference

(1) Mean Relative Weighted Preference. Chapter

II (Figure 1) described how relative weighted preference

was calculated from the survey responses as a measure of
perceived relative merit among retirement plans. Sample
mean relative weighted preferences are provided in Figure 34.
Considering weight and plan fulfillment scores within
characteristics, it is not surprising that, within this
sample, the existing system well outdistanced the other
three alternative plans in average relative weighted prefer-
ence. The SECDEF plan ranked second with the Two-tier

plan a close third.

(2) Testing for Significant Difference. As

depicted in the ANOVA table (Figure 52 of Appendix C), the
difference in mean relative weighted preference among plans
was significant well beyond the .001 level. t appears the
difference is coming primarily from the large difference

between the existing system and the values for the cther

Proposed systems.




MEAN REIATIVE WEIGHTED PREFERENCE j
RETIREMENT PLAN (AND STANDARD DEVIATION)
Existing Plan 75.346(15.083)
PCMC Plan 53.060(16.768)
Two-Tier Plan 57.057(14.899)
| SECDEF Plan 58.270(16.374) 3

T

Figure 34 - MEAN REIATIVE WEIGHTED PREFERENCE
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b. Indicated Preference by Rank Order

The final survey question asked respondents to
rank order their preference for each of the four displayed
plans. The frequencies of their ranking are displayed in
Figures 35 through 38.

It seems clear that the existing system was most
favored (Figure 35) and the PCMC plan (Figure 36) the least
favored, which concurs with the mean relative weighted pref-
erence values Jjust discussed. The distribution of the
rankings for the Two-tlier and SECDEF plans highlights the
closeness of these two plans in the sample's perception (see
Figures 37 and 38). It might be presumed that the SECDEF
plan is slightly favored between the two by virtue of its 8%

margin over Two-tier at the number two rank cumulative

frequency.
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5. Comments on Parity

In the foregoing analysis of characteristic im-

{ portance, plan fulfillment of characteristics and total

4 plan preference, it was noted that the frequencies of the
} rankings tended to support the average weights, scores or

‘ relative weighted preference. While this tendency was

| observed for the sample as a whole, individuals did not
necessarily respond with paritys i.e. with scores or
weights that corresponded with their rankings. Examples of
such a lack of parity could be: an individual ranks early
retirement as the most important (number 1) characteristic
but assigns higher weight to the annuities characteristic;
or a respondent ranks fulfillment of a characteristic by
pians 1, 2, 3, 4 but assigns fulfillment scores of 25, 100,
50, 80 respectively.

As noted in Figure 39, this lack of parity varied
from three percent of the sample for characteristic impor-
tance to 15 percent for judging how plans fulfilled the
early retirement characteristic. Parity checking between

indicated plan preference and relative weighted preference

was not evaluated.




PERCENT OF SAMPLE
VARIABLES NOT RESPONDING WITH PARITY

Plan Preference within the
Characteristic:
Early Retirement
Annuities
Vesting
Severance Pay

Grandfathering

Characteristic Importance

Figure 39 - PARITY SUMMARY




B. DATA ANALYSIS BY SUB SAMPLE

In the previous section, the perceptions of the sample
as a whole were analyzed. Respondent replies were also
evaluated to determine if they differed among subtgroups.
These subgroups were formed by breaking down the population
by branch of service, rank, effect of retirement on enlist-
ment, career intentions and years of service (YoS).

While this methodology was not necessarily appropriate
for application to this sample, it is nevertheless partially
presented here since it is possible it would enhance analysis
of a sample representative of the entire military popula-
tion by identifying different perception among subgroups.

First, average raw characteristic weights were broken
down by subgroup and analyzed for the existence of any sig-
nificant difference. At the .05 level it .was found that mean
weights for the importance oé vesting differed significantly
by rank and current career intentions. The weights assigned
to severance pay also differed among the services. Figure
53 in Appendix C illustrates the latter breakdown and ANQVA.

Next, a similar break down was conducted for fulfillment
scores within characteristics. Mean scores for 11 character-
istic provisions (or 10% of the 108 tests conducted) were
found to differ significantly at the .05 level among one or
more subgroup. Figure 40 lists those variables. This result
is probably not significant since several false re jections
should be expected when a large number of tests are conducted.

Figure 54 in Appendix C details the breakdown and ANOVA of
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one of these set of variables (grandfathering under the SECDEF
plan by YoS).

Finally, mean relative weighted preferences for all four
plans were evaluated by branch, rank, etc. subgroups. Sig-
nificant difference at the .05 level was found among mean
relative weighted preference for the existing system, the
PCMC proposal and the SECDEF plan when broken down by effect
of retirement on enlistment. There also was significant
difference among preferences for the existing system by rank.

Given that differences might exist for relative weighted
preference values by subgroup, it remained to evaluate if
those differences resulted in a change in relative standing
among alternative plans. Therefore, mean relative weighted
preferences among plans was broken down by effect cf retire-
ment on enlistment and rank.

vhil he magnitude of the difference between weighted
preference changed a bit, the overall order of plan prefer-
ence did not change by effect of retirement on enlistment
subgroups. In other words, each group rated the existing
system the highest, SECDEF as second, Two-tier as
and PCMC last, just as the whole sample did. See Fi

When relative weighted preference was broken down by
rank, two subgroups indicated a different overall preferen

from that of the sample as a whole. As noted in Figure 42,

while all subgroups continued to indicate they favored the

existing system, 0-2's preferred the Two-tier to the SECDEF

—

plan for 2nd place; and 0-5's preferred the PCMC to the




Two-tier for 3rd place. This result is probably not sig-

nificant, however, because of the extremely small number

of 0-2's and 0-5's in those subgroups.
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MEAN SCORE
FOR_VARIABLE:

Early Retirement, Two-tier
and SECDEF

Annuities, Existing system

Annuities, PCMC plan

Vesting, Existing system

Severance Pay, Two-tier

Benefits, Existing system

Grandfathering, PCMC

- i p R
Grandfathering, SECDEF

)
G

0y
s

FOUND SIGNIFICANTLY DIFFERENT
WHEN POPULATION IS BROKEN
DOWN BY:

Effect of retirement on
enlistment

Rank

Effect of retirement on
enlistment

Career intentions now

Effect of retirement on
enlistment

Career intentions now

areer intentions at enlistment

Rank

Rank

Branch of service
Years of service

ure 40 - FULFILIMENT SCORES WITH SIGNIFICANTLY
IFFERENT MEANS BY SUBGROUP
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C. CONCLUSIONS

1. Relative to Surveyed Sample

Those sampled clearly perceived "early retirement,"
as defined, to be the most important characteristic of a
military retirement plan. The "annuities" characteristic
followed closely. "Benefits" and "grandfathering" were next,
with "vesting" and "severance pay" receiving the least
support, respectively.

Perceived relative preference for total retirement
plans clearly favored the existing system and indicated
that the FCMC proposal was least liked. Between the inter-
mediately preferred Two-tier and SECDEF plans, the latter
enjoyed a slight edge.

2. Relative to Objective of Thesis

The methodology employed seems to have provided a
viable means of quantifying perceptions of:

- Most favored components of military retirement systems,
on a relative scale.

- Relative preference among alternative retirement plans.

D. NOTES FOR CHAPTER III

1. Numerous frequency tables and histograms displayed
in various figures categorize a code 0 or no code at all.
This represents the omission of a question reply on the
part of one or more respondents. As noted earlier, cases
were removed from the sample if score/weight values were
missing. However, cases were not deleted for lazk of per-

sonal data.




2. The sex breakdown reported by the sample was 3

e A e —

; female, 253 male, and 2 either unsure or neglecting/

‘ refusing to reply.
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IV. RECOMMENDATIONS

Within the sample surveyed, the methodology provided a

way to quantify military members' perceptions of the rela-

tive merit of alternative retirement plans. It seems that

a similar technique could be employed to record the per-

ceptions of a sample of the entire military population with

respect to any set of alternative plans. Such an endeavor

could provide information to the decision makers relevant

to effectiveness analysis. Minimum steps involved in such

Sfat

a future effort might include:

1. Defining component characteristics common to most,
if not all, of the available alternative retirement
: proposals.

2. Factoring each plan according to how it provides for,
or fulfills, each characteristic.

3. Design and distribute to a representative sample of
the military population a survey similar in structure
to that shown in Appendix B, modified for the specific
alternatives under consideration.

4. Collect and analyze responses.

The results could give insight into how the surveyed

population and/or subgroups perceive:

- relative preference among available alternative plans

- most favored components of retirement plans in general,
on a relative scale
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APPENDIX A
RETIREMENT SYSTEMS

I. OVERVIEW
This appendix synthesizes research in the area of U.S.

Military Non-disability Retirement. First, the evolution

of the military retirement concept as perceived today will

be discussed with emphasis on relevant legislation, viewin
retirement as an element of the entire military compensation
system, and specifics of the current retirement policy. Then
the btudgeting, costing and accounting of military retirement
will be examined. Finally, frequently voiced opposition to
existing military retirement plans will be aired and several

current proposed alternatives will be presented.

II. EVOLUTION OF U.S. MILITARY COMFENSATION IN
GENERAL AND RETIREMENT PAY IN PARTICULAR

Brief History of Military Retirement

(From Berkeble and Gaudi 1976, reference 3)
U.S. Military retirement practices date back to the
Revolutionary War when one-half pay for life was promised
to officers remaining on active duty until the end of the
war. After the war, numerous retirement plans were initiated
and enacted by Congress to cover various circumstances; how-
ever, none were permanent in nature, nor designed to provide

more than temporary or conditional benefits.
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From the period 1821-1861 there was no non-disability
retirement plan in effect. Since many officers and soldiers
serving on active duty could not qualify for disability re-
tirement yet were not fit to remain on active duty, the
"physical incapacity due to age" concept evolved. This
served to rid the services of those personnel who had
30-50 year's of service and were simply too old to fight.
Eventually, "An Act for the Better Organization of the Mil-
itary Establishment" was passed in 1861 which established
the "length of service" retirement and pension concept,
designed to remove older personnel and make room for younger,
more vigorous servicemen.

The option to retire after 30 years of active service
began in 1870 and mandatory retirement for officers failing
to be promoted was initiated in 1899 by the Navy. The
latter "up or out" policy remains in effect today for all
services, albeit with differing points of mandatory retire-
ment, as a result of the Officer Personnel Act of 1947.

Recomputation of Retired Pay (RECOMP) was the practice
whereby retired pay was linked to increases or decreases in
active duty pay. If active duty members received a per-
centage increase in pay, retired members received the same
percentage increase. RECOMP was generally in effect from
1861 until the Joint Services Pay Act of 1922, and again
from 1926 through 1 June 1958 when Public Law 85-422 finally
halted the practice. This constituted a significant setback
to retired personnel as it effectively permitted their

retired pay to be eroded by inflation.
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The Uniform Services Pay Act of 1963 (Public Law 88-132)
offset the 1958 Act by tying adjustments of military retired
pay to changes in the Consumer Price Index (CPI).

It is noted here that military retirement affects the
National Oceanic and Atmospheric Administration Corps, the
Public Health Service and the Coast Guard as well as the
Department of Defense.

Retirement as a Subset of the Compensation System

Any detailed discussion of retirement must recognize non-
disability retirement as another element of the total com-
pensation system which also includes (at least) Regular
Military Pay (RMC, defined later), reenlistment bonuses,
special hazardous duty and incentive pays, Commissary and
Exchange privileges, anrd Medical and Dental care.

While placing "Military Compensation Change in Perspec-
tive," the Bureau of Naval Personnel (reference 4) concisely
outlined the evolution of the Military Compensation System:

"To say that we in the armed forces have a ccmprehensive
compensation system 1s like saying that the Constitution of
the United States as it appears now would be recognizable
to the Founding Fathers who drew it up. In Section 8 of
Article T of that very document written nearly two centuries
ago, lies the foundation of today‘'s military compensation

system: ..."To pay the debts and provide for the common

defense...of the United States...To raise and support armies...

To provide and maintain a navy..." From these simple,
J
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broadly-stated phrases has grown a set of laws governing
compensation for the armed forces which now fills several
volumes of the United States Code and which has, in turn,

been interpreted and amplified by countless court and Comp-
troller General's decisilons occupying literally hundreds of
additional volumes. Even if the resulting body of law and
interpreting decisions had been designed as a single, compre-
hensive code for a compensation system, 1ts sheer complexit
would preclude understanding by any single individual. The
fact that it evolved in piecemeal fashion as various situ-
ations arose and service conditions changed, has resulted

in a wide range of pays, allowances, entitlements and related
benefits not only confusing, but occasionally contradictory
among themselves. The size of the forces, requirements for
members possessing vastly more technical skills, and the

basic characteristics of the soldiers themselves have changed;
all of which have created demands for new types and philosophies
of compensation."

"Except during times of mass mobilization, the army and
navy were basically manned up through World War II with men
who had chosen the service as a lifetime career. They were
essentially "All Volunteer Forces" comprised of individuals
who joined the ranks very young ar.i remained until too en-
feebled by age to continue serving. The vast majority of
members, particularly in the enlisted ranks, were unmarried.
They lived aboard ship or in barracks on a military reservation,

most often far removed from urban population centers.
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Virtually all of their needs were provided for in kind -
clothing, food, medical care and even tobacco and rum. The
low levels of cash pay are legendary today, and until the
post World War II era were considered quite appropriate in
view of the Government's virtual "cradle to grave" care

for the physical needs of its fighting men."

"Adding to the problems already mentioned was the fact
that each of the services was originally administered by
a separate governmental department - initially the War
Department for the Army and Navy Department for the Navy.
In addition to responding to each need for change in its
service's compensation system as an isclated event, these
separate departments further compounded the problem by
competing with each other in their efforts toc obtain favor-
able action by Congress for their individual service; thus
creating inequities between compensation for like work in
different armed forces."

"It was in this state of disarrary that the U.S. Armed
Forces entered the post World War II era and the Department
of Defense was founded. Confronted by innumerable problems
posed by the post war era and faced with the critical obstacle
posed by the service's reluctance to surrender their indi-
viduality, Defense was unable to devote much attention to

modernization of pay systems. However, an attempt was made

through creation of the Hook Commission in 1948 to examine

the subject and make recommendations for ¢ =2nge. Many of
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the recommendations presented by the Commission were incorpor-
ated in the Career Compensation Act of 1949. This was the
first attempt in the 170 year history of the United States
to completely restructure the military compensation system!"
"Though the recommendations of the Hook Commission did
result in some changes to the structure of the pays and
allowances, such as establishment of rates for sea and certain
places pay that are still in effect today, the Commission's
real significance lay in the codified compensation philosophy
it created. Rather than overhauling the system, the Com-
mission formally recognized principles of compensation which
had evolved over time and se* down these principles as
guidelines to be followed in years to come."
"While the Hook Commission recognized the continued
need for other special pays and allowances as circumstances
of service warranted, it based equity in compensation on four

key elements: Dbasic pay, quarters, and subsistence either

=

in kind or cash, and a guaranteed lifetime annuity, pro-
portionate to active duty basic pay, in retirement. Several
other studies were made of the military compensation system
over the following two decades, and various modifications to
other special pays and allowances resulted. However, the
four key elements of the system were retained, virtually
unchanged, except for occasional upward ad justments to

reflect the growing affluence of America in the Cold War era.

While these cornerstones of our compensation system went

Appendix A

~
31
o/




4

essentially unchanged, almost imperceptible changes were
occurring in the characteristics of the service member por
ulation; changes which would become dramatically apparent
in the early 1960's and which virtually demanded a total
overhaul of the entire compensation system."

"The circumstances of World War II, Korea and the con-
tinuing tensions of a Cold War required maintenance of lar
standing forces over a sustained period than ever before i
our history. Many members who would not nocrmally have
selected a service career found that they had inadvertentl
become careerists. However, unlike previous careerists,
they basically considered themselves civilians on extended
duty. They were willing to serve, but no longer content t
receive compensation lower than they felt they could recei
in other compensation fields for similar work. t the san
time, these members came to look upon twenty years of mili
service as a normal first career, and the 50% of basic pay
retired annuity as a handsome second career supplement."

"The results of these changes in viewpoint among servi

}4
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men were just becoming recogn the country becar
involved in the Southeast Asia conflict. Concerned by st:
tical evidence that the increasing retirement rolls were ¢
to create staggering retired pay obligations in a few yea:
but equally attuned to the need for full and 1air compens:

tion for servicemen involved in the now unpopular “"Vietnai

Conflict," Congress took two important steps in the mid-s
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| "The first Congressional action occurred in 1967 with
i the passage of Public Law 90-207. In this landmark piece
1 of legislation, the military equivalent of the civilian
. salary was defined as the sum of basic pay, the cash values
of the allowances for quarters and subsistence and the tax
advantage created by the non-taxable status of the two allow-
ances. This military equivalent of the salary was given the
name Regular Military Compensation (RMC), a term and defin-
ition still generally recognized and accepted today. A
second key feature of PL 90-207 was the provision for auto-
matic increases in the basic pay portion of RMC whenever a
E raise was granted General Schedule Federal employees; the
amount of the military raise being equal to the average GS
raise, but applied only to the basic pay rather than equally
distributed among the RMC elements."
"The second Congressional action was begun prior to

passage of PLS0-207, however, its results were not reported

until later. This was the First Quadrennial Review of Mili-
tary Compensation (QRMC) undertaken in 1966 at Congress'
direction. The findings of this comprehensive review headed
by RADM Lester Hubbell, USN and often referred to as the

"Hubbell Study," were released in late 1966. This study,

conducted in the draft environment of the Vietnam era,

resulted in recommendations for differing compensation




policies for "non-careerists"1 and "careerists". For the
"non-careerists" the First QRMC recommended retention of

the existing pay and allowances system, but for the "career-
ists" an extensive series of changes in method of compensation
was Dproposed. Although these recommendations for change in
career military pay philosophy were never acted upon at that
time due to the desire to move toward an All Volunteer Force,
they still set the course for ultimate change in years to
come, and directly or indirectly, have served as the basis

for all changes in compensation instituted since 1968."

"The five-volume report of the First QRMC made four
basic findings relative to the adequacy of the present com-
pensation system: 1) 1t is too complex and confusing;

2) it does not reward equitably for equal work; 3) it cannot
be compared and adjusted equitably in relation to trends in
civilian earnings; and %) its retirement provisions provide
neither management effectiveness for the Government nor
equity to the member. Although the First QRMC made a total
of 31 specific recommendations for changes in active duty
compensation and 45 others affecting retirement and survivors'
benefits, all 76 can be said to flow from the above four
generalized findings."

"In essence, for the active duty careerists, the study

observed that the array of twenty-six separate pays,

1 . : — 3 o
Non-careerists were defined as all E-1's through E-3's and
those E-4's and E-5's having less than 2 years' service or
less than a total commitment for six years.
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allowances, benefits and associated costs existing at that
time made it virtually impossible for an individual to compute
the value of his compensation. For this reason it was con-
cluded that the Government was not realizing the full attrac-
tion and retention benefit from its dollars spent in military
compensation. Further, it was observed, the variances in

pay caused by differing treatment of married and single members
caused inequities in compensation for members performing
identical tasks. An even greater problem was posed by the
lack of a universally recognized pay standard which could

be used by both the Government and the serviceman in determin-
ing comparability of pay with the civilian sector. Finally,
it was determined that the current retirement system tended

to hold down active duty pay scales for all, even though

o~

only careerists ever benefitted from i

ct

; provided too great
an incentive to terminate a career after only 20 years; did
not adequately reward a member for completing a full career;

and unduly compensated the retire

@®

through payment of two
unrelated annuities for the same period of service once
Social Security elegible."

'"To provide corrective action in response to each of these
ills, the First QRMC made two general reccmmendations re-
garding active duty pay for careerists and a series of
interrelated recommendations for retirement system change.

In the area of active duty pay it was recommended 1) that

all careerists be paid a single, fully taxable salary
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equivalent to the value of RMC plus an imputed retirement
contribution, irrespective of dependency status; and 2) that
a standard for pay comparability with the civilian sector

be attained through linkage to the General Schedule and Wage
Board Federal pay scales."

"The recommendations in the area of retired pay were
strikingly similar to the provisions of the Retirement Modern-
ization Act subsequently developed and sent to Congress as
an 0SD legislative proposal. The basic features called for
vesting of the retirement contributions of members, to
be returned if the member should leave service prior to re-
tirement; an increasing retirement annuity multiplier for
service beyond 20 years; calculation of retired annuity on
the basis of the "high one year" average salary rather than
on the terminal active duty salary; and finally, an offset
in the Social Security annuity based upon the proportion
of that annuity attributable to military service."

"In addition to recommendations in the areas of active
and retired pay, the First QRMC also proposed a variety of
other actions designed to ensure that "pay distinctions other
than those in the salary table are justified within the
military career force only 1) to meet hard retention or
manning requirements, 2) to secure the requisite number of
volunteers for special duties, or 3) compensate for un-

S S 2
usually arduous or dangerous conditions of service."

2Finding 18, Report of the First Quadrennial Review of Mili-
tary Compensation, Volume I, 1 Nov. 67.
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"To bring special pays, allowances and benefits retained

in addition to the "military salary" into line with the

above three guidelines, the study recommended:

1) Operation of commissaries and exchanges at no cost
to the government.

2) Elimination of the normal reenlistment bonus.

3) Discontinuance of Government payment for FHA mortgage
insurance premiums for military members.

L) Modifications to the VRB program.

5) Examination of the adequacy and continued need for
the various special hazardous duty and incentive pays."

"As anyone familiar with recent or proposed changes in
the field of military compensation will readily recognize,
the recommendations of the First QRMC, though never acted

upon collectively, have provided the basis for virtually

all compensation policy changes since 1970. Closer examin-

E ation reveals that a move toward the recommended salary

system has even occurred with the passage of Public lLaw
93-419 in September 1974. This law modifies the automatic
raise provision of PL90-207 to provide for an across-the-
board raise in basic pay and allowances for quarters and
subsistence, rather than in basic pay only, thereby further
establishing the military equivalent of the salary. This,
of course, has been modified by the reallocations of basic
pay raises to BAQ over the past two years."

“It is quite understandable how any one of the recent
changes in the military compensation system, when viewed

singly, can be considered as an "erosion of benefits" or
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a “"breach of faith." When viewed collectively, however, it
becomes apparent that they are piecemeal attempts to achieve
a specific objective: creation of a comprehensive compensa-
tion system for the military which ensures just and equitable
compensation for the member in the most efficient and ef-
fective manner for the Government. Efficiency and effective-
ness in this context mean not only cost consciousness, but
also competitiveness with other employers vying for the
skills of the member. Naturally, cost savings must be made
wherever possible in order to free budgeted funds for use

in potentially more critical areas; however, such savings

are a byproduct of a modernized pay system rather than an
objective in themselves."

"The Third Quadrennial Review of Military Compensation
(QRMC) in 1975 again attempted to review the entire spectrum
of military compensation with a view toward devising a com-
prenensive system attuned to the needs of both the service
member and the Government in the environment of an All
Volunteer Force."

"The recommendations of the Third QRMC, although not
acted upon directly, were referred to the recently-completed
President's Commission on Military Compensation (PCMC) for
further review. The PCMC was charged by the President to
review not only the recommendations of the Third QRMC, but
also the findings and opinions of the Defense Manpower Com-
mission and various other bodies and agencies such as the

Congressional Budget Office and General Accounting Office.

Appendix A
88




o o d

In addition to reviewing these orior studies, the PCMC also
held extensive hearings to solicit the views of individual
service members, both military and civilian service leadership."
"The report of the PMCM, issued in April 1978 contains
far-reaching recommendations for redesign of the military
compensation system. Many of these recommendations were
drawn from prior studies, but some are original PCMC concepts."
(Those PCMC recommendations dealing with retirement are
addressed in section IV.)

Current Retirement Policy

The basic "features" of the existing military retirement
scheme are outlined in Figure 43 to facilitate later com-
parison with alternative plans. Briefly, with some variations
by service, military people can retire after 20 years of
service (as a privilege rather than a legal right, although
members do have the "right" to retire after 30 years). The
amount of retirement pay received depends upon rank and time
in service (and in the long run: <time of retirement and how
long one lives following retirement. See section III for
details of costing).

For every year of service, one accumulates 2% percentage
points towards cne's “multiplier”"” - the percentage of basic
pay received when one retires. This simple calculation is
complicated by the retired pay "inversion," the situation
arising from inflation triggering larger increases in re-

tired pay than might be granted for active duty pay and
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culminating in some people making more retired pay than
others (with the same grade and service) who retired later.
Before 1958, "RECOMP" tied retired pay to current active
duty pay and inversion was averted. Nevertheless, Congress
has provided two "save pay" provisions to counter the inver-
sion. The first permits the use of the basic pay scales in
effect on the day you retire or the previous year's scales
as adjusted by the CPI. (i.e. if the last active duty pay

raise was 5% and retirees had just received an 8% CPI

ad justment, it would te more advantagecus to use the pre-
3 vious year's pay scales). The second - the Tower amendment
-, or "look back" - provides that no member who retired since
1 January 1971 can receive less retired pay than he/she
would have received had he/she retired earlier in his/her
career (i.e., one can look back to any point in one's career
when eligible to retire and calculate retirement pay as if
one had retired then).
3 Retirement pay is increased by law on 1 March and 1
September based cn CPI changes from the previous June -
December and December - June periods respectively.

Unless a retiree declines coverage, a deduction for the
Survivors Benefit Plan (SBP - to provide an income of up to

55% of ones retired pay for spouse and dependent children if

1 one dies after retirement) will be made from retirement pay 1

automatically.
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III. BUDGETING, ACCOUNTING AND COSTING FOR

MILITARY RETIREMENT

Military Retired pay is authorized annually by Congress
in the DOD Appropriations bill. For example, the 1978 ap-
propriation was $9,010,000,000 for "Retired Pay, Defense,"
under Title II of the act.

Unlike most other DOD appropriations, Retired Pay Defense
is not programmed in the Five Year Defense Plan (FYDP). Due
to retired pay's (short run) non-discretionary nature, it
would serve no purpose to structure it under a management
tool such as the FYDP. Therefore, retired pay has no pro-
gram relationship in the programming/budgeting process.

The amount annually budgeted for retirement pay is based i
now solely on projected outlay to retirees. It is a straight-
forward calculation with numbers of retirees as the prime
variable. The Director of Military Perscnnel for the Deputy
Comptroller for Programming/Budgeting in the O0ffice of the

Assistant Secretary of Defense (Comptroller) is responsible

for initial submission of the retired budget figures for all
services; his calculations are based simply on:

Projections of the retired roles

Past cost experience

Anticipated changes in the CPI

DOD has, however, proposed to change retirement budgeting1

1If enacted, this proposal would not alter retirement entitle-
ments. Nor does the referenced 'trust fund' have any re-
lation to the trust fund noted in part IV as part of the PCMC
recommendations.

Appendix A




T T .

to an "accrual” system. Rather than the current pay-as-you-
go system, the plan would provide for a trust fund to elim-
inate the growing unfunded liability (given a future rate

of inflation and interest, the fund would pay future annuitie

While DOD would still maintain responsibility for administra-

s).

tion, payment and support of retirees, the retired pay account

would be displayed under another budget function -- the
income security function.2 Thus Congress would be asked to
make two annual retirement appropriations -- one to cover
retirement outlays during that year (i.e., $10.1B in FY 1979)
and another for future retirement costs of people on active
duty (about $7.5B annually to be charged to the defense
budget). While $18B might frighten some lawmakers, others
argue that retirement costs are more accurately reflected
under the accrual concept and therefore anticipated more
precisely.

Cost calculation for the accrual system is accomplished
by dividing the present value of active duty pay by the
present value of retirement benefits toc obtain the percentage
used to calculate the liability.

While this accounting/budgeting proposal is not actually
connected to any of the current proposals for changing the
form of military retirement, it is anticipated that it will
become entangled in the whole retirement issue and noct be

acted on separately.

2Again, do not confuse this with a 1975 bill that proposed

moving the Defense Retired Pay appropriation out of the defense

function (presumably to the income security function).
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Thus we see retirement budgeting as a centralized DOD
function and retirement accounting as currently failing to
recognize a significant accrued liability.

Costing

Projecting the future annual costs of military retirement

is relatively easy (or at least conceptually simple) given

force level profiles. Actuarial "rain dances" are effected
by the Assistant Secretary of Defense (Military, Reserve
Affairs and Logistics) assuming the number of retirees,
when they should die, CPI changes, etc., and generally
undisputed figures are arrived at. For example, as of
December 1977 the total life time retired pay was estimated
by DOD to be:

Amount for Pay Grade with Years Service Retired At

464,115 05 25 Summer 77
183,900 E7 20 Summer 77

(Reference 10)

Disagreement in cost estimates arises when one attempts
to calculate the present value of future payments. Selecticn
of a discount rate then becomes an issue not likely to be
settled easily.

Further complications arise when one considers that
changing retirement policy may very likely sensitize re-
cruitment and retention success -- cornerstone objectives
of the compensation system itself and variables previously

assumed to be constant.
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Costing orientation would also change if the accrual
budgeting concept discussed earlier were to be adopted. For
example, according to DOD, under the current pay-as-you-go
system, major changes to the retirement system would not
show any savings for many years and would cost more initially.
RMA (see section IV) would increase retirement cost by
$50 - $150M annually for a few years before beginning to
show savings. However, the proposed (accrual) budgetary
change would result in an immediate decrease of over $500M.
(Reference 0).

In summary, costing military retirement can be viewed as
a relatively simple mechanical process under static conditions
or a very complex, dynamic and multivariate relationship

involving a great deal of uncertainty.
IV. CRITICS AND ALTERNATIVES

System Criticism

Criticism of current military retirement pay comes from
all levels. The 1S°% QRMC (see section II) made sixteen
findings concerning non-disability retirement, not the least
of which was its expensiveness and inefficiency. Most im-
portant, retired disbursments were seen increasing at a

more rapid rate than GNP. Finally, efficiency was reported

low as measured by the equations "(system fails to meet
objective” effectively) = (High Cost)"
1

Briefly, QRMC's retirement objectives dealt with "management
effectivenss" and " just treatment of members."
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Accordingly, if an alternative system could shown signif
cantly lower costs and at the same time promise more effective-
ness, it would be more efficient than the present system.

The Congressional Budget Office projects retirement costs
under the current systesm to be $12.8B by 1981, a 33% increase
over the 1978 appropriation (reference 5). The PCMC esti-
mates pensions will cost $30B annually within the next 20
years and terms the military retirement system "inefficient,"
"inequitable" and obviously too expensive. (Reference 12).

President Carter is concerned about rising costs and
especially dual compensation. "...ifs too expensive...
‘double dipping'. I think it ought to be eliminated."
(Reference 13)

DOD has stated the present system does not meet its needs.
"The current retirement system requires a restructuring

to correct personnel management, equity and cost deficiencies,"”

(Reference 7). Secretary of Defense Harold Brown favors
ending the present 20 year system. "I think we ought to

g0 to a more flexible system, (rather than) a system where
you don't get anything until you'wve been in 20 years" (Ref-
erence 8).

Change to the existing retirement system seems inevitable.
The unanswered questions are when and how.

Alternatives

This subsection outlines some of the retirement options

or alternative schemes recently proposed and/or considered.
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To facilitate comparison among alternatives and with the
existing system, the details of all alternatives are displayed
in Figures 43 through 49.

RMA was a DOD proposal submitted as legislation earlier
this decade. It has not been resubmitted as of late and is
considered "scrapped."

The Defense Manpower Commission (DMC) recommended general
concepts but no specific action or legislation.

The PCMC recommendations on retirement are the latest
"blue ribbon" input generated external to DOD, with the
“Two-tier” plan and "Early Withdrawal" alternative following in
reactionary fashion as intermediate attempts within DOD to
counter the PCMC plan. The "SECDEF" plan is the proposal
submitted by Secretary of Defense Brown to President Carter

in late 1978, (References 9, 11).
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Figure 43

Comparison of Alternative Retirement Plans

Note: All systems are non-contributory and provide for re-
tirement pay raises based on changes in the CPI
(if plan addresses that subject)

Existing System

Features/Issues

Provisions

Source, Comments

Retirement eligibility,
Annuities

Severance Pay

Vesting (way a member can
buildup a stake in his re-
tirement benefits which he
can collect on separation
with less than 20 years
service)

Social Security

Appendix A

The magic number is 20 years of
service.

Immediate Annuities available
after 20 years service. Re-
tired pay equals 50% of final
base pay at 20 years, this
multiplier increases by 2.5%
per year of service to maximum
of 75% for 30 years.

Enlisteds and officers leaving
voluntarily get nothing but
final paycheck if they leave
service before 20 years. In-
voluntarily separated officers
with at least 5 years service
may qualify for up to $15,000
severance pay. Officers leaving
after 20 years get no severance
pay.

No vesting, however, once 20
years service attained, all
tenefits to which entitled at

30 years are claimed (except

for lower amount of retired pay).

No offset. When retiree reaches
the age to draw S.S. benefits,
they do not affect his retired
pay.




Dual Compensation No restriction on amount of
retired pay and civil service ;
benefits one can receive except i
for regular officers, who must
give up some of their retired
pay (they receive $3662 of their
retired pay plus % of the re-
mainder).

"Benefits" (medical care, Immediate eligibility to persons
exchange and commis- retiring with 20 or more years
sary privileges) service.

"Grandfathering" NA

L]
!
i
'
B
E
£
t




Figure 44

Comparison of Alternative Retirement Plans

Retirement Modernization Act (RMA)

Features/Issues Provisions

Source, Comments Developed by DOD in early 1970's
submitted to 94th Congress; no
action taken, not resubmitted

since.
2 Retirement eligibility, Receivable after 20 years service.
| Annuities Multiplier is 2.5% per year for

20-24 years and 3% for 25-30

! years service to a maximum of

78% of HIGH 1 (last or highest

2 years average base pay). Re-
tiring before 30 years service
reduces multiplier by 15% until

one reaches time at which one

! : would have reached 30 years service.

Severance Pay Involuntary separation: immedi-
ate cash payment plus an annuity
at age 60 with an option of
collecting a double cash payment
in lieu of the deferred annuity.
Cash payment would be 5% of
pay times number of years served.
Possible to collect more than
$15,000.

Vesting VESTING - would provide those who
E | left the service with between

k ‘ 10-19 years with an annuity at
age 60 based on number of years
served.

Social Secruity OFFSET: at age 65, reduction
in retired pay to equal 50% of
S.S. benefit attributable to
military service.

Dual Compensation NA

"Benefits" Presumed same as current policy.
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"Grandfathering" 20 year transition period;

-~ if on active duty when RMA
passed, temporary reduction
will be less than 15% (if
you have 20 years, you
wouldn't be affected).

-~ S.S. offset lowered (years

b service @ enactment = years
. service @ retirement x 50%).
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Figure 45

Comparison of Alternative Retirement Plans

efense Manpower Commission (DMC)

Features/Issues Provisions
Source, Comments The Congressionally formed DMC

recommended general concepts
only after RMA had been sent to
Congress. Its conclusion was
basically that RMA was not the
answer to the retirement problem.

Retirement eligibility, Retirement eligibility was based
Annuities on acquiring 30 points (1 pt/yr
in non-combat job; 1.5 points/year
E | in combat job). Retired pay based
i on average yearly pray for high 3
| years (HIGH 3). 30 points would
result in 80% of high 3 upon re-
tirement at 30 years service.
Retirement before 30 years service
(but with 30 points) would result
in a permanent retired pay re-
duction (determined actuarily).

Severance Pay Those involuntarily separated
after 10 years service would be
paid a lump sum readjustment pay
plus an annuity deferred until
age 65.

@ Vesting VESTING after 10 years service:
3 voluntary separation would yield
i deferred annuity payable at

! age 65.
| Social Security No OFFSET
Dual Compensation NA
: "Benefits" NA
%] - "Grandfathering” NA
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Figure 46

Comparison of Alternative Retirement Plans

President's Commission on Military Compensation (PCMC)

Features/Issues _

Provisions _

Source, Comments

Retirement
eligibility,
Annuities

==

e
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April 1978 - Most significant recommenda-

tions dealt with retirement.

OBJECTIVES: (1) Give people something
when they separate early,
particularly when they
separate voluntarily.

(2) Reduce temptation to
retire after 20 years.

(3) Encourage service until
30 years, or close to
30 years.

"TRUST FUND" Plan: replaces immediate

annuitles at 20 years with an old age

annuity and a government paid trust ac-
count. Navy initially supports this con-
cept because it encourages people to stay
in beyond initial obligation when their
costly skills are in high demand.

01d age annuitiess
Yrs. Service Receive Retired Annuities

at Age
10-19 yrs. 62
20-29 yrs. 60
30 or more yrs. 55

Amount of annuity is based on highest 3
years of base pay:

Yrs. Service % of HIGH 3 Average

20 yrs. 48.75%

25 yrs. 62.5

30 yrs. 76.25

35 yrs. 90.0
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Severence Pay Involuntary separation pays:
5-10 yrs. services ¢ of 1 mo. base
pay/yr. service
10-30 yrs. service: 3 of 1 mo. base
pay/yr. service
(max. in all cases is 1 yr. base pay;
those eligible for immediate annuity
get nothing.)

Vesting "Deferred Compensation" trust fund set
up after 5 yrs. service. This vested
amount would be payable at 10 or more
yrs. services could be with-drawn in
part while in service or let ride and
increase. On separation, could collect
all the money or draw monthly or annual
payments. If die before collection, it

goes to estate.
Trust Fund Accumulation
Yrs. Service % of Base Pay
6-11 20%
11-20 25%
21-25 15%
25-30 5%
| Social Security OFFSET: Retirement pay reduced as a
retiree qualified for S.S. payments.

Dual Compensation People working for the federal civil
service could not collect old age annuity.
Former service time counts towards civil
service retirement and vice versa. Those
qualified for military and civil service
retirement may choose most profitable
annuity.

- ————

"Benefits" If leave service with:
less than 15 yrs: never eligible
15-24 yrs: eligible at 60 or 62
25 yrs. or more: eligible immediately

"Grandfathering" Any member with 4 or more years of ser-

vice when the new rules took effect would
remain under the o0ld retirement system.
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Figure 47

Comparison of Alternative Retirement Plans

Two-Tier (or 2 Step) Plan

Features/Issues Provisions

Source, Comments Similar to RMA, Army and Air Force sup-
port this alternative because they feel
20 yrs. retirement is needed to preclude
loosing too many members between 10-20
yrs. Not as flexible as Trust Funds but
more easily understood.

Retirement 20 yr. retirement but payments between
eligibility, 20 yr. service and old age are smaller
Annuities than current system. 2 Levels of Re-

tirement Payment (based on HIGH 2):
1st Tier Annuities: Immediately eligi-
‘ ble after 20 yrs. service (enlisted

' annuities range from $285-3385/mo. with
current scales) (compared with $480/mo.
under the existing system).
2nd Tier Annuities: Full annuities to
be received at old age (60). Multi-

: plier would be same as "Trust Fund"

but capped at 30 yrs.

Severance Pay Both Two Tier and Early Withdrawal would
be generally comparable to the PCMC (Trust
Fund), with Two Tier tending to be higher

» in value of severance pay than either

E | Early Withdrawal or the Trust Fund; al-

‘ though severance is not "directly ad-

k| dressed" by their current alternatives.

Vesting VESTING for those who leave service be-
tween their 10-20th year in old age
; annuity.
Social Security OFFSET: Same as for PCMC.
Dual Compensation Not dealt with but assumed solved by

new $47K ceiling on civil service pay.

——
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"Benefits" Those with 20 years service are eligible.

Less than 20 years service: not eligible.
"Grandfathering" Grandfathering for all on active duty.
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Figure 48

Comparison of Alternative Retirement Plans

Early Withdrawal Plan

Features/Issues Provisions

Source, Comments Compromise (between Trust Fund and Two
Tier) developed by services. Two Step
System also with members between 10-20
years service being allowed to make
early withdrawals from their first tier
annuities. An attempt to keep 20 year
annuity and still give member some vest-
ed right in that annuity before 20 years.

Retirement Same as Two Tier; however, members hetween
eligibility, 10-20 years service can make early with-
Annuities drawals from amounts credited to their

first tier annuities. (Any payments
made would be deducted from future
annuities).

Severance Pay Both Two Tier and Early Withdrawal would
be generally comparable to the PCMC (Trust
Fund), with Two Tier tending to be higher
in value of severance pay that either
Early Withdrawal cr the Trust Fund;
although severance is not "directly
addressed" by their current alternatives.

Vesting Same as Two Tier except rather than a
trust fund, amounts are credited to
first term annuities. Members leaving
between 10-20 yrs. will receive a portion
of their first term annuities (early
withdrawal) in addition to old age

vesting.
Social Security OFFSET: Same as for PCMC.
Dual Compensation Not dealt with but assumed solved by new
$47K ceiling on civil service pay.
"Benefits" Those with 20 years service are eligible.
Less than 20 years service; not eligible.
"Grandfathering" Grandfathering for all on active duty.
Appendix A
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Figure 49

Comparison of Alternative Retirement Plans

Features/Issues

SECDEF Plan

Provisions

Source, Comments

Retirement
eligibility,
Annuities

Severance Pay

Appendix A

Secretary Brown's compromise among numer-
ous proposals developed by PCMC, the
services and the JCS. Primary features:
(1) would give members more than they
receive now for leaving short of 20 yrs.
(2) reduce lifetime retirement earnings
by about $50K (enlisted) and $80K (of-
ficer) for those leaving with just 20
years service and, (3) makes it more
profitable to stay for 30 years than
retire earlier. (Reference 9)

Also a 2 step plan with eligibility for
1st tier at 20 yrsy, 2nd tier at age
60. First tier annuities would range
from 37.5% of base pay (20 yrs.) to
62.5% (30 yrs.). Second tier payments
would range from 48.5% (20 yrs.) to
76.25% (30 yrs.). The specific multi-
plier propcsed, based on the high two
years of base pay is:

First tier - Paid from Retirement until

age 60

Years 1 to 10: 1.75% times YOS

Years 11 to20: 2.00% times YOS

Years 21 to 30: 2.5% times YOS

Second Tier: Paid beginning at age 60.
Years 1 to 5: 2.00 % times YOS

Years 6 to 10: 2.25% times YOS

Years 11 to 30: 2.75% times YOS

To be paid to enlisted as well as officers
involuntarily separated with 5-19 YO0S.
No formula proposed yet.
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Vesting Yes. With 10 YOS, member can withdraw
funds credited to future retirement,
while on active duty but receive less
retired pay later. Can leave service
short of 20 YOS with annuities at age
60. The specific options include:

Qualify at 10 YOS for either old-age
annuity or early-withdrawal cash.
Annuity would begin at age 60 based
on YOS under second tier formula or:
Early withdrawal cash available after
10 YOS based on one month's basic pay
for YOS 1 to 10 and two months' basic
pay for YOS 11 to 15.

Social Security OFFSET: Annuity partially reduced when
retiree becomes eligible for Social
Security. No formula proposed yet.

Dual Compensation Presumable same as Two-tier.

"Benefits" Not addressed

"Grandfathering" Can stay with existing system or switch
to new plan with 4 YOS additional
obligation.
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MILITARY RETIREJENT PLANS
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A. OBJECTIVE

€arch invelviag

s
1ous Military Retirem=21nt

Plans.
8. AHAL IS EFFECTIVENESS?

for tne purposes Of this survay, "=2ffactiveness" is {
Simply what you thinxXx is best for youa and the secrvice. As
you answar th2 guestions on the ¢ ’ 1

liowing pages, pleass
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consider not only what wdould be to your
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also what would be best for your servicsa or the 7.3,

Milicary in general.

(18
B
[17]
3
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Q
W
S}

"Sffectivaness" as it relates to ¥Military Ratir

pe d=rfined in two areas:

e attracting and retaining thae xiands and nuabers

O
(a1

Juaaliri2d amembers r=2gquired and
a providing 1 socially acceptadle m=2thod of
c2@mo0ving som2 n2mbars who must be s=2p
maintenance of a young and vigorous forc
2
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2. just creatament of the menmber

a providing, after many years of fai=hful service,
some J=gree of <financial security that is undarstood and

assurced.
C. WETHODOLOGY
first, you will be asked soms Ju=stions about yourself
30 your raplies can be analyzel by catagory of cespondent.
Second we will define six general charactsristics of all
n

nilicary rcatirement plans and d4escripnz now diffsr2
t

rovide for thesa characteristics. You will
P

=

to judg2 now 2ach plan tulfills th=32 defin=d

cnaractaristics.

Third, you will b= asx2d how important you think thesa
canaractaristics are in relation to 2acn other and as part of

an entire retirsm=nt plaa.

finally, four altarnative military retirem2nt plans will
be display=d in total and you will oe asked to raax thkem oy
no«’ you <think <they aeet your n223s and the n3eds of tae

service.

I realize that thouthtful complation of this survey will
require a significant amount of your time. Ths topic of
alternativs milizary retirement plans 1s somawhit complax;
and inless you ar2 familiar with tan2 recent p-oposals, it
might <taka some concentration onmn your part td grasp a2
concapts and facts outlined in this survey. Sxperiance with
your peers indicates that it may take you 30 <o 6J minut2as
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to complete this survey. However, your —repliss will o2
carefully analyzed and migat contribute to a b2atter
understanding of how Military Peopl2 perceiv2 reatiremant
plans. If you would like a copy of th2 rasul*s, plzase fill

E e N

out th2 last page of the survey, detatch it and route it to

Ly e

S4C 1783 s=parately €from the gquastionair2 saction (to
pres=2rve your anonymity).

L S

In any event, please complete tne survey and slot it to
SHUC 1783.

In aavance, I thanKk you for your considera<ioa and ¢tinme.

-

§ :
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A. PERSONAL DATA

J1. Please circle your status:

de Branch: usa, Usy, JSAF, U5MC, UscCaG,
Qthar

—— . —— ot s s

p. HRank: @ 1,0 2, @ 3; 0 %, 9 5, O &6, other

Q2 dow would you catsjorize tha 2ffect that existance of
a military ratirement plan had on your dacision ¢> 2nlist in

th2 servic2? (Circle one)

A No effect

C. Significant effect
4 I wouldn't have enlistad without th2 amilitary's

r2tirem2nt plan
2, I was drafted and had no choice

joiaed <the servics, what were your

Appendix B 5
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Q.

O's

Ce

Intended to stay in only for init

Was unsurce

Intanded to stay until far

retircement; then jet out

Q. Intended to stay peyond initial retirement
2ligibility
J4. What are your career inteantions now? (Circls one)
1. Get out as soon a3 @y currsnt opligation is over
D2. Unsur=2
C. Stay in until I can retire, then get out
i. Stay beyond fir-st retirement =1igibili:y
25. How many years of service do you hava so far? (Ciccle
one)
1. Onz to 5 years
b, Six to 10 years
C. Eleven to 15 years
1. 3ixt2en to 20 years
2., QOvar 20 years
.
i
{
b . 6
t Appendix B
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B. COUPARISON OF RETIREMENT PLANS BY COMPONENT

CHARACTERISTICS
dilitacy retiremant plans have savaral kay
characteristics in common. Six of them are defined below

followaed by desriptions of how dicffsrent retireasnt plans
mignt fulfill these characteristics. You Wwill b= asked to
juags how you feel each possible option measurss up to each

of <the defined characteristics. While tahe d=2£finit

follow may not correspond =2xactly to your prior

+he wmeaning <for thesa2 terms, pleise consider

accurat= LOr the purpose of survay standardization. Also,

rC2meaper <O answar basad on whit you <hink is best+

ang the sescvice

2

£r If a  retizsas

ge 1id €he TS50y L
e

a a
irem=nt" to so dagree. A coamon retf=:
-

2n the annuities begin.

For =2xample, receiving retir=2d pay (1) 2=
aftar 20 y=sars servica or (2) at ag=2 52 aftar
ser

vice ar2 both =xamplss of "early cretirzmenc"

notion of

T n
retir=2ment pay (annuitias) before age §
n a t offercs

m

situations

by our defiaition. Howaver, th2 fi-st case would fulfill
tais charactaristic to a jreater ext2anct since rstirsment is
permittad a: an zarliasc age.
Appendix B 7
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With resp=ct to the early retirement characteristic,

let us consider three options:

plan A
Time =21ligible o0 receive ratirsd pay:
immediately aftar 20 yrs. of sarvice (Y2S)
Blan B
Time eligiole to receiva ratirad pay:
wich 10 to 19 YosS, at ags 62
with 20 to 29 Y>S, at age 60
with 30 or more YoS, at ag=2 55
2lan C

Time 2ligibla to receivs retirad pay:
with 10 to 20 £>S, at ag= 60
Wwith 20 YoS, immediat2ly r2c2ive reduceid

b
oy}
=}
]
=
(8
+
P
[ty
[]]

untili age o0, when full apnuities oe

el
-
j=)

Q6. Rank order your preferznce for the way these plaas
provide for the early cetiremen% characteristic (the Dbest

b2ing nuamb=r 1, etc.,)

2lan Bank(circls canking f£ar 2ack plan)
A 1 .23
B 183
c * 23

Q7. To furzhar guantify your preference, judg=2 how you feel
2ach of these options fulfills thas defin=2d early retirsment

Appendix B 8




charactaristic on a 2zero to 100 scale (i.2. 100 would
rcepresent complate fulfillm=nt, 50 would be half
fulfillment, 2tc.)

Blan Fulfillment(fill ia Q cto 100 £2c 2ach)
A -
3 e
€

2. annuities

————_———=sa

Annuities ars funds paid to a retires as a result

of his previous s=rvice. Annuities ar2 also callzd "retira4

pay". The degrse to wahich a cati 2at plan fulfil

iren ls s
charactaristic is daterained by ths amount or sizs of
th2 annuities; it is not concarned w#witn wWhen the retirai

pay oegins.

With <=respect to the "Apnuitiess"™ <characteristic,

thare are three possibls options to chooses from:

Annuity formula, 2.5% of bas=2 pay for =2ach YoS up to
30 yrs.

Examples: Retirem2nt a*t 20 Y05 would yi=li annuitias
2qual to S50% of base pay; 30 YoS would result in ths maximunm

of 75% base pay in reticemant annuitias.

2lan 3

Appendix B




Annuity formula:
for 1 to 5 YoS: 2.00% of base pay for =2ach YoS
for 6 to 10 Yo3: 2.25% of base pay £or esach YoS
for 11 to 35 Y2S: 2.75% of base pay for =ach Yos

Exanmples: When one reach2s the tims 21igitle to
receive ratired pay, 10 f5S would yisld (5x2% + 5x2.25%)
21.25% of Dbase pay; 20 YoS would raturn (5x2% + 5x2.25% +
10x2.75%) 48.75%; 30 Y>2S woula rc=asult in receiving
annuities of (5%x2% + 5x2.25% + 20x2.75%) 76.25%:; 35 YoS
would yield the maximum of 90% of base pay in retirsmenc
ananuiti=s.

2laa C

Annuity formula:

First st2p annuitiss, pail <from <=cetirem2at uatil

for 1 to 10 YoS: 1.75% of base pay f>r each YoS

for 11 to5 20 YoS: 2% bases pay for each YoS

for 21 to 30 Yo0S: 2.5% pase pay f£or =2ach YoS
S2cond step annuities, beginning at aje 39

for 0 to 5 fo>S: 2% of base pay for =ach YoS

for 6 to 10 YoS: 2.25% of base pay £or each YoS

for 11 to 30 YoS: 2.75% of nase pay for =ach

fos

Examples: First step annuitiss would rcange froam
37.5% o0f base pay with 20 YoS to 62.5% for 30 ¥Y>S. S=coad
step annuitiss would pay 21.25% for 10 YoS, 48.75% feor 20

Yos and a maximum of 76.25% for 30 YoS.

Q3. Rank order your prefarances for +tae way thsse plans
m2et the annuizty charactaristic.

10
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Plan Rank(circls canking f£ar 2ach plan)
A e2es
B T2 3
€ 12 3
Q9. dow judge now well these plans aest the raguirsments of
tha annuity characteristic by arading it s fulfillment on z
z2ro *o 100 scale.
Blap Pulfilla=nz(£ill ia 0 go 100 f£2¢ zach)
A S
3 —————
\: —— N ——
3. ¥esting
Vasting provides eligibility <£f£or somz sort Of
ratirsment eatitlzment (either an ima=diate luap sum payment
b=fore or after s:zparation, an annuicy c2ceivei ia 214 ags2,
or a compination or D2th) befor2 tas aocaal cfetirameat
point. Tais eligibility accruas irraspective of whather or
not an individual remains ia tha service until "rnormal

ratireaenct".

Wizh

=
possible options

L

ot

respact to the "vestiag" charactaristic,

™
v

w

ara tour to choosa fcom:

11

Plan A
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No vasting

[y
rh
(e)
s}
w
ct
=]
@®

Example: If you voluntarily ssparat2 b
normal retireuwsnt point, you receive nothing.

an old

th
o]
o]

Members gualify after 10 years of service

age annuicy by ths following formula:
for 1 to 5 YoS: 2.008R of bass pay Ior =2ach YoS
for 6 to 10 Yo3: 2.25% of bas2 pay for sach YoS
for %1 plus Y25: 2.75% of base pay £or =sach YoS
dditiomally, =a "“defarred coapensation trust fund"
a tive y=2ars of servic=2. Tais amount would bps

~

£
payanle in ‘total, in pact, or in combination aftsr 10 Yos.
On separation, it could b= collacted in total or drawn in
mon<thly or anaual piyments. This trust fuand would

accumulat2 by the following formula:

Yos. 3=scvice % 9f Base 2ay Accuaulaz=i per YOS

6 ta 11 20%

11 to 20 254

2% to 25 15%

25 to 30 5%

pxampi=: If you s=paractad e 18 %YoS, ¥you wouid

3]
w

ceive an old aje annuity of 21,.25% ol base pay plus vyou
a

would hava a trust fund of about 20% of your averags pay
over tha last 5 yrs.
2ilan ¢

Y2mbars Jualify at 10 years s=rvice for an old aje
annuaity. Payments would be by the foliowing formula:

£0F 1 to 5 YoS: 2i80% of bas=2 pay for =2ach YoS

Appendix 3B
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for & ta 10 YoS: 2,25% of base pay £2r =ach YoS

3 o —

for 11 plus ¥Yo3: 2.75% of pas= pay per YoS

Example: 10 YoS would rasult in an old ags annuity
of 21.254 of base pay.

2laa D

w .‘n{ 7

Members gualify at 10 y=ars sarvice for =2ither:

\

an old ags anauity by ta2 fora
& | for 1 to 5 ¥o5: 2.00% of b pay for =ach YoSs
f; far 5 to 10 Yos: 2.25% of base pay Eof each Yo5

| for 11 plus Y5S: 2.75% of pase pay for each YoS

or early withdrawal cash in the amounts:

for Yos 1 &5 10, one mo. pay per YoS
for YoS 11 3 1S, two mo. pay per ¥oS

Example: 10 YoS would result in an old 3g=2 arnuity

:
of 21.25% of base pay o9or 10 months pay in early withdrawal

Q10. Rank crder thesa four options according <> how you

(9

a
feel they provids for the vesting charactaristic ( with tae

best being nuaber 1, =2%c.)

] Appendix B 13
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=g
-
[\
w
o

glin fulfillasac(£3l1 a 2 =9 100 Z2: zach)

A e

3 ——— ——

< i

) i
3
: +. S2VerAnce paj
i
[
: g : : g '
E Seysranc2 Pay 1s money paid to those ianvoluntarily
F - . ¥
: separat2d from the service bafore the normal retirement
| poinz.
|
.
; With =zespect to the severance pay characteristic,

there are thrs2e options to choose from:

Appendix B 14
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Offic2rs only with from 5 to 19 YoS receivs

savarance pay by cthe following formula:
two months pay for each YoS, not to =xcs=d 2 yrs.

pas=2 pay or $15,000 (which ever is less)
Plan B

Involuntary separation would rasult in savarance pay
for officacs and =nlisteds by “he following formula:
for 5 to 10 YoS; one quirter of on2 md. pay parC
YosS.

ror T1 to 30 YoS; on2 half of one mo. pay per Yos.

Involuntacy sa2pararion would result in severanc2 pay
for ofrficers and 2nlisteds by “he foramula:

5% of base pay for =ach YoS

=]
< @
(V]
7]
[
o
-
R
]
/7]
M
Q
O
(0}
r
(o}
..l
o]
[Vel
(ad
o
O
=
~3
O
(=)
(2l
D
M
b=
ot
=
w
.3

2lan gank(ciccis canging £oC zach plan)
A 1 2 3

b s

o 1:2'3

215. Now judge how w=21ll these options £ulfill the severance

(9]
(™)
[
Ib
.

pay characteristic on a zero to 100 s
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3en2£fits reler to oli
commissary and exchange privilages

With ©raspect to the bzrne
ar2 two options from which to choo

I'o
I
[8
fal
(-3

No eligibility far those 1
=Y p

2iigibility “£o

I'u
—
(139
[te]
w

IL 0n2 l2aves =h2 sarvice
less than 15 Yo3; never
15 o0 24 Yo3; eligible a
25 or amore YoS3; eligible

16
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'Q15. Now judg2 how w=2ll these optiodns fulfill th2 benefics

characteristic on a zero to 100 scale.

iin fulfillment(fill Zn

Any m2mber with 4 o5r mor=2 Yo3 wnen tas as2

w
tooK efrect wouid remain ander the old retirement systen.

v
I
(1%%
T
(39

All thos2 on active Juty waan <he n2w r2tir2ment
: 3ystzm was enacted would continu2 to be coverad by +the old
Appendix 3 *
I s
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Wh2n the new systam took effact, all thos2 on active
duty could stay wita the 21d system or they could opt to
switch to the new sSystam by obligating 4 additional YoS.

216. Rank order your prefsrences among these thrae options.

21an Rank(circls camking £2z 2agch plan)
A ¥ 2 3
3 t'2 3
C T 2 3

Q17. Now judge how well you think these options fulfill tae
grandfachercing characteristic, using a zaro to 100 scale.
glaa gulfillamznt(fill 1a Q0 to 120 ZaC sach)
A P
3 —— — ——
\: e ——
C. RELATIVE IMPORTANCE OF THE CHARACTERISTICS WITHIN
RITIREMENT PLANS
NOow you aave 32en the dsfini<ions of the charicteristics
that make Jdp milicary retirement plans. Ffurthar, vou have

18

126
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peen 2xposad to how differ2at plans fulfill these
a

characteristics to varying 4

The followinjy two guestions deal with now impoartant you
fo2l1 thess characteristics are within a whole retirement
plan. Again, r2membar to base your judgem=2nt >n what you
thin< is bast for you and the ssrvica.

218. Ranx order th= six charactaristics, wi*h 1 being the
pest, to sho4 how important you f2o1 <they are within a

military cetirsma2nt plan. Circle a nuaber after <eaca

charactaristic to indicate it's rank. i2s ar2 parai+tt2d.

Characteristic

B9
o
=}
=

Zarly Retirsmant 1 2 345 5
Anpuities 1 2 345 %
% Vasting T 2 34 356
1 Sevaraace Pay 12 34356
Senefi=s 12 3 & 3 5
: Srandfataeriny T & 345 5
i
Q19. To further de<ail how iamportant you £esel eaca
characteristic is within a whole retireament plan, wv2igat

2ach characteristic on a 100 point scals. Pleass £€ill in
the value you 4ould assign <tc =2ach of the six definad
p charactaristics, remeabering +that =2aca <eight a

petw=2en z2ro and 100.

i Appendix B 19
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Characteristic Weight Value(fill in)

Z2arly Retirem=2nt

—————

Annuities

Vesting

Severanc2 Pay

Benafics

Grandfatharing

J. RXANKING TOTAL REZTIREMENT PLANS

(@]

n th2 foislowing pages yo
: milictary r=tir=ment plans . Ths plans
: : of the six charactaristics defined =2 s i
2ach plan, compare thea, and indicat2 your prefsrance among
3

thes2 whol2 plans by rank ordering th=am xn

Appendix B 20
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a. =2arly retiremant

Time =21ligible to receive retired pay:
immediately after 20 yrs. of sarvice (Y¥2S)

b. annuities

Annuity £ormula: 2.5% of base pay for each YoS

up to 30 yrs.

c. vestiag: none

d. sS2varance pay

officers only with from 5 <o 19 I5S receive
severance pay oy the £ollowing foraula:
4

©

(39

-
(b}
v
.

two Mmoao*hks pay for sach Yol , not to exce

case pay or $15,000 (which ever is l2s53)

e. penefits

4o eligibility for +thos2 leaving with l2ss than
20 YoS; immediate 2ligibility to persoas retiriag with 20 or

f. grandfathering: NA; this is current plan

Appendix B




2. PBlanp two

a. =arly retirem2nt

Time 2ligitle to receive retired pay:
with 10 to 19 ¥oS, at age 62
with 20 to 29 YaS, at age 64
witn 30 or mor= YoS, at age 55

b. annui:zies

Annuity formula:

for 1 to 5 YoS: 2.00% of base pay for =zach YoS
for 6 to 10 YoS: 2.25% of bass pay for =2ach YoS
for 11 to 35 ¥YoS: 2.75% of base pay foc each Yos

rt

Mambers qualify af*=r 10 years of service for an
0ia age annuizy by the following formula:
for 1 to 5 YoS: 2.00% of base pay for =2achk YoS

for 6 to 10 YoS: 2.25% of base pay for =ach 5

Yo
for 11 plus YoS: 2.75% of base pay for each YoS
additionally, a "deferrad compensation <trust
fund" is s=2t up after fivs years Of s=arvice. This amount
would bpe payable in to%*al, in part, or ian combination after
10 Yos. On separation, it could be collact2d in total or
d-awa in aonthly or annuial payments. This trust fund would
accuaulate by the following formula:
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Yrs. Sacvic: % 2f Basz Pay Accamulatzd pa2r YoS
6 to 11 204
11 to 20 254
21 to 25 154
25 to 30 5%

d. sevarince pay

Involuntary separation woald c£=2sul: in severance
pay for officers and enlisteds by tn2 following foraula:
or 5 to 10 YoS; one guarter of one md. pay par

-
-

or 11 to 30 YoS; one half of on2 mo. pay per Yos.

(2l

e. banefits

or mdore YoS; =ligible immediaczely

£. grandfathering

Any m2amb2r with 4 or mor2 YoS wasn th2 new rulas

took effect would remain urnder the old rstirement systen.
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a. early retiresent

Time eligible to receive retired pay:
with 10 to 20 YoS, at age 60
wizh 20 YoS, immedia*t2ly r=ceive reduced arnnuitiss

until age o0, when full annuities bagin.
b. annuicises

Annuity formula:
First st2p annuities, paid from retiremaant until
age 60
for 1 to 10 YoS: 1.75% of base pay far each Yos
for 11 to 20 YoS: 2% bass pay Lor =23

r
1

for 21 to 30 Yos: 2.54 base pay £

3=cond step annuities, begyinningy at

2
w0
W
N J
O O W

for 0 to 5 foS: 2% of base pay for ea
for 8 to 10 ToS: 2.25% of base pay far each Yol

for 11 to 30 YoS: 2.75% of base pay for each

)

105

c. vesting

M2mbers gualify at 10 y=ars service for an old

age anndity. Payamaents would be by tn2 following form
for 1 to 5 YoS: 2.00% of base pay £or sach YoS

for 6 to 10 YoS: 2.25% of bas2 pay for sach YoS

for 11 plus YoS: 2.75% of base pay per YoS
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a. se@verance pay

Involuntacy separarion would result in severance

pay for officers and enlisteds by th=2 formula:

[7]]
(7]
ot
L
|8 B

U
Ui
ot
W

5% of base pay for each Yos3

€. benefits: not yet addrass=d

f. grandfathering

a

117
(e
ct

o

All those on active duty whsn the new

i

[y
Q
.—A
o

retir
was 2nacted woulldl continue to be covered sy <h
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a. early retirement

Time =ligible to
with 10 to 20 ¥3S,

receive retired pay:

at age ol

until

age

YoS

o0

aje o0,

b.

g

(B

Appendix B

“«ith 20 Yos,

D)

when full annuiti=s bp2gin.

annuities

paid from

ot

o
|
jo ]
=
[
ct

O <
)
O
1

ul
ct
w

=

S
w
o5

i o)
w
2oy

' 4
r
r‘
(I»
u
-

foE 1 to 10 YoS: 1.15% of base
a

for 11 to 20 YoS: 2% bass p
21 tdo 30 YoS: 2.5% pdase pay
step annuities,
J to 5 YoS: 2% of base pay
r 3 to
. 11 %o

30 Yos: 2.75% of

vesting

Members jJualify at 10 years s=2rvice

an old age annuity by tha formula:

T £o 5 YaS:

LOE 6. te 10 ¥os: 2.25%

for 11 plus YoS: 2.75%
26

for
Of bas=2 pay >

of basa pay >

134

for =
beginaning at ag:s 5
for ea

10 YoS: 2.25% of base pay £»>

ima=2diatsly racsive raducei

£ac

-
-

annuitizs

1%
w
O
=
r<
Q
w

0]

+ -
LSl
—_———=

2.00% of base pay for =zach Yos

2ach YoS

each Yos




T T, T

or =2arly withdrawal cash in the amounts:
§ for YoS 1 to 10, one mo. pay per YoS
for ¥osS 11 to 15, two mo. pay per ¥o5S

d. severance pay

Involuntary sspararion would result in severancs
pay for officers and enlisteds by th2 foraula:

5% of base pay for each Yos

€. benefits: not y=2%t address=24

n Y to
active duty could stay with the old sysc
n bl

to switch to th2 new systed

Appendix B 27
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plan you judge Dbest being number
Also, ramember to make your judgement
is best rfor you and the service.
Plan ank (cirgls
on= 7.2 34
TWO 1 2 3 4
“hree T 2 3 &
- four 12 3 4
:
E
:
k
3
|
:
r
E
|
;
:
';- Appendix B 28
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Q20.

complete ratirement plans,

reviewad

Now that you have

rank ordar

and comparad the four

them below, with <%he
1.

based on whit you fesl

Ties are permitted.




o e e SRRSO ... _ ... BEESS———————

ITII. FEEDBACK REQUEST

—-EER S =S a o=

If you would like a suamamary of the evaluat2d results of

this survay, pleasa2 fill in your name and address below and

slot this

sheet (detachad from your survey to pra2serve your
to SMC 1783.

SMC or
'79)

—— — —— o —— o o

address (if you will not oe at NPS through June

———————— —— o o

—_ —— —— e e . o s . o . e

———— ————— o ————— o — —————

RETURN TO 3MC 1783
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SCURCE

Columns

Error

Figure 50 - ANOVA, RAW CHARACTERISTIC IMPORTANCE
Appendix C

APPENDIX C

STATISTICAL TABLES

ANOVA TABLE
SUM_OF SQUARES D.F. MEAN SQUARE
2.242 5 448
5.479 1542 .00k

WEIGHTS LISTED IN FIGURE

138

]

“oe

e

106.704




ANOVA TABLE, Early Retirement Characteristic

SOURCE SUM _OF SQUARES 19 MEAN SQUARE B
Columns 465,274.893 2 232,637.447 LLl.653
Error 403,378.740 771 523.189

ANOVA TABLE, Annuities Characteristic
Columns 125,3&2.624 2 62,671.313 98,588

Error 490,112.659 g 635.684

ANOVA TABLE, Vesting Characteristic
Columns 352,182.674 3 117,394.225 131.145
Error 920,213.038 1028 895.149

ANOVA TABLE, Severance Pay Characteristic
Columns 16,294 .226 2 8,147.113 8.785

Error 715,054.109 7L 927.437

ANOVA TABLE, Benefits Characteristic
E | Columns 175,895.302 1 175,895.302 108.239
Error 417,448,865 257 1,624,315

ANOVA TABLE, Grandfathering Characteristic
Columns 11,729.562 2 5,896.281 6.604
Error 679,121.576 L 880.832

oS B

Figure 51 - ANOVA, CHARACTERISTIC FULFILLMENT SCORES
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ANOVA TABLE

SOURCE SUM__OF SQUARES D.F.  MEAN SQUARE _F_
Columns 75,303.690 3 25,101.030 100.530
Error 256,678.953 1028 249.688

Figure 52 ~ ANOVA, RELATIVE WEIGHKTED PREFERENCE
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