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RAILROAD RETIREMENT ANNUITY INCREASE-
1980

THURSDAY, SEPTEMBER 25, 1980

U.S. SENATE,
COMMITTEE ON LABOR AND HUMAN RESOURCES,

Washington, D.C.
The committee met, pursuant to notice, at 9:40 a.m., in room

4232, Dirksen Senate Office Building, Senator Howard Metzen-
baum, presiding pro tempore.
Present: Senator Metzenbaum.

OPENING STATEMENT OF SENATOR METZENBAUM

Senator METZENBAUM. The hearing will come to order.
The committee will today consider S. 2979, a bill designed to

address the financial problems confronting the Railroad Retire-
ment System. I introduced this legislation on July 28, with the
cosponsorship of Senators Mathias, Roth, Burdick, Melcher, Mc-
Govern, Church, Bayh, Williams, Culver, Ford, Hart, Baucus,
Moynihan, Durkin, and Javits.
The word, "crisis," has been overworked in recent years, but

there can be no doubt that it is the right word to describe the
situation we shall examine this morning. The committee will give
prompt attention to this legislation. The million railroad retirees
should know that Congress is aware of the fund's problems, pre-
pared to consider ways and means to make it solvent once again.
Today, we will hear testimony from members of the Railroad

Retirement Board, labor representatives, and spokespersons for the
railroad industry on this bill, and on any other steps they might
suggest on how best to avert the human tragedy that bankruptcy
will create for a million of our fellow citizens.
I will put my entire statement in the record, which is a bit

longer than that which I have read.
I also will include in the record a statement of Senators Quentin

Burdick, of North Dakota, and Wendell H. Ford, of Kentucky,
which will be inserted immediately following my own statement.
[Senator Metzenbaum's full statement follows:]

STATEMENT OF SENATOR HOWARD M. METZENBAUM

The committee will today consider S. 2979, a bill designed to
address the financial problems confronting the railroad retirement
system. I introduced this legislation on July 28 with the cosponsor-
ship of Senators Mathias, Roth, Burdick, Melcher, McGovern,
Church, Bayh, Williams, Culver, Ford, Hart, Baucus, Moynihan,
Durkin, and Javits.

(1)
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The word "crisis" has been overworked in recent years. But
there can be no doubt that it is the right word to describe the
situation we shall examine this morning.
The railroad retirement program began in 1935 primarily as a

staff retirement plan intended to induce older workers to retire,
making their jobs available to younger workers. The program was
needed because railroad workers were excluded from social security
coverage.
Over the years, disabled workers spouses and surviving spouses,

children, and parents were added as beneficiaries under the rail-
road retirement program, so that the program coverage today is
comparable to that provided by social security.
But, as with social security, the large increase in beneficiaries

has also created problems for the fund. The total amount in the
railroad retirement account has dwindled from $4.1 billion in 1971
to less than $1.9 billion at the end of 1979.
The underlying reason for this annual shortfall is the large

number of retirees in the program as compared to the number of
workers contributing to the fund.
In February 1979 the GAO reported that only 536,000 employees

were making payments into a pension fund that must meet the
needs of more than a million retirees. This impossible ratio, will
change by 1995. But according to the 1979 annual report submitted
by the President to Congress, 1995 is far too late. In fact, the fund
could well go bankrupt in 1982-2 short years from now.
This is a grave situation for the million retired workers and

dependents who rely on this pension to provide the necessities of
life. And Congress should also be alarmed, because if we allow the
fund to go broke, it will cause an additional burden on our social
security and welfare system.
The proposal before us this morning is not meant as a long-term

solution to the financial difficulty facing the fund. However, it will
bring solvency to the fund while Congress considers a more com-
prehensive solution. It will maintain the current benefit formula
until we can examine the benefit level more thoroughly. The bill
only affects the tier 2 annuity component of the system which is
the railroad industry pension—comparable to a private pension—
and it does two things:

First, the bill would maintain the cost of living increases for pre-
and post-retirement. Second, it would increase the tax that employ-
ers are required to pay into the fund on behalf of active workers.
I am pleased that the committee is giving prompt attention to

this legislation. The million railroad retirees should know the Con-
gress is aware of the fund's problems and is prepared to consider
ways and means to make it solvent once again.
Today we will hear testimony from Members of the Railroad

Retirement Board, labor representatives and spokesmen for the
railroad industry on this bill and on any other steps they might
suggest on how best to avert the human tragedy that bankruptcy
will create for a million of our fellow citizens.
[The prepared statements of Senator Burdick and Senator Ford

and text of S. 2979 follow]
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Prepared for hearing on the Railroad Retirement Act 

STATEMENT BY SENATOR QUENTIN N. BURDICK ON S.2979 

September 25, 1980

The income on which more than one million retired railroad workers,

their spouses, and their widows rely on is in jeopardy.

The plain fact is that there will not be enough money in the railroad

retirement account to pay for these annuities unless something is done

by this Congress in this session.

From time to time in the past, we have heard of and dealt with problems

of actuarial deficits or actuarial insufficiencies in the railroad

retirement program. This time it is different. The problem is that there

will not be enough cash in the railroad retirement account to pay annuities

as they become due unless the Congress acts to replenish the account.

This condition of inability to pay debts when they become due is

called insolvency. It provides a statutory basis for the petition in

involuntary bankruptcy in a business context.

In this context, the depletion of the railroad retirement account

means that when one of my retired railroad constituents in North Dakota

goes to his mailbox for his monthly annuity check in some point in mid-

1982, or mid-1983, there will be no check there. Nor will there be any

checks for any of the retired employees anywhere else in the country if

the insufficiencies of the railroad retirement account are permitted to

continue.

The system is running out of money. More money is going out than

is coming in, and we now find that this condition has been going on for

far too long a period.

If railroad employment should continue to decline in the months

ahead because of economic conditions, this insolvency point will be
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reached in the middle of 1982. Even an economic upturn -- which now

appears to be the case -- will simply postpone the day of insolvency

by about one year -- that is in mid-1983.

What has to be done to avoid this collapse of the railroad retire-

ment system -- is to increase railroad retirement input now -- in this

session of Congress.

The bill, S.2979, now pending before the Senate Committee on Human

Resources, which I cosponsored, does this. This bill proposes to increase

the railroad retirement tax by just enough percentage points to pay these

annuities as they become due -- and nothing more.

We are talking about more than one million beneficiaries and more

than four billion dollars.

The reserve in the account is now falling so rapidly that is will

drop below the solvency point unless something is done by this Congress.

There must be lead time to rehiild this fund if we are to avoid a collapse.

On the basis of what the railroad retirement industry can afford to pay,

the lead time must begin on January 1, 1981. Revenues must be increased

as of that date if a collapse in the system is to be avoided 18 to 24

months later.

The account must maintain a reserve of no less than three months of

annuity payments or about one billion dollars at all times if the system

is to insure payment of annuities as they become due.

S.2979 will do this. It will increase the railroad tax in an Cstuunt

of three percent (3%) of payroll as of January 1, 1981. This is the minimum

amount required to keep the system solvent.

If the Congress is to delay action on this emergency through its next



5

session of Congress, the amount of dollars required to maintain the system

will be beyond the capacity of the railroads to respond. This will mean

that the railroads will ask for same kind of support from the Federal

Treasury to supply the Short fall.

The time to act is now if we are to avoid this condition.

It is my hope and expectation that the Committee on Human Resources

will report the bill favorably at the earliest possible =lent and that

the Senate will take up this reasure promptly once it is reported.

I urge the Senate to take all steps necessary to keep faith with these

hundreds of thousands of railroad retirees who depend upon this program for

their subsistence.

Thank you.

69-002 0-80--4
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STATEMENT OF SENATOR WENDELL H. FORD
BEFORE THE SENATE LABOR AND HUMAN RESOURCES COMMITTEE

HEARING ON S. 2979

MR. CHAIRMAN, the introductory remarks by Railroad Retirement

Board Chairman William P. Adams contained in the 1979 Annual

Report of the Board dramatically illustrate the scope of the

problem which this legislation seeks to correct. Let me quote from

that statement:

"The developments I have summarized threaten the

viability of the railroad retirement and railroad,unemploy-

ment insurance systems. This must be forthrightly addressed

and the problem expeditiously resolved. Prompt,

corrective action is necessary to assure continued availability

of full uninterrupted benefits to current and former

railroad workers, their dependents and their survivors.

Failure to resolve the retirement financing problems

jeopardizes both retirement and unemployment benefits."

Undoubtedly, some of our colleagues will, after reviewing the

problems facing the system, contend that the handwriting is already

on the wall and the numbers cannot be ignored. How can approxi-

mately 500,000 workers support retirees in excess of 1 million?

Certainly, the declining nature of the system has placed a

heavy burden on the system, but the Federal government must still

maintain its commitment to a strong railroad retirement program.



7

For many of these annuitants, this represents the major so
urce

of their income. Many of the beneficiaries are widows of

former railroaders. As of the end of 1978, almost 300,000 aged

widows were receiving annuities. Their average age was almost

78. Several were over 100 years old. Disabled widows, widowed

mothers and children also receive survivors benefits from 
the

system.

A great many retirees and active workers have contacted me ur
ging

quick action on S. 2979. I understand their concerns and, quite

frankly, their anger. These people paid into a system with

the expectation of a secure future in return. Instead of security,

they have been confronted with uncertainty and frustration. This

is another example of the vast governmental machinery bein
g unable to

respond to the needs of the individual. We in Congress may confidently

admit that the system can surely continue for another year or so
,

but that attitude provides no assurances in the least to the

retired railroader or his widow. We have identified the problem

and I see no reason why we have to wait for a crisis situatio
n to

develop before concluding that relief is necessary. I urge the

committee. to act expeditiously so that those dependant on the

viability of the Railroad Retirement System are assured of the

safety and soundness of their futures.
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96Th i CONGRESS S
2D SESSION . 2979

II

To amend the Railroad Retirement Act of 1974 and the Internal Revenue Code
of 1954 to assure sufficient resources to pay current and future benefits and
to extend certain cost-of-living increases.

IN THE SENATE OF THE UNITED STATES

JULY 25 (legislative day, JUNE 12), 1980
Mr. METZENBAUM (for himself, Mr. MATHIAS, Mr. ROTH, and Mr. BURDICK)

introduced the following bill; which was read twice and referred to the
Committee on Labor and Human Resources

A BILL
To amend the Railroad Retirement Act of 1974 and the Inter-

nal Revenue Code of 1954 to assure sufficient resources to
pay current and future benefits and to extend certain cost-
of-living increases.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 That (a) Section 3(b)(2) of the Railroad Retirement Act of

4 1974 is amended by striking "1981" and substituting

5 "1986".

6 (b) Section 3(d)(4) of such Act is amended—
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2

1 (1) by striking "1981" and substituting "1986";

2 and

3 (2) by striking "1980" each time it appears and

4 substituting "1985".

5 (c) Section 3(g) of such Act is amended-

6 (1) by striking "and" which immediately precedes

7 clause (D) in the first sentence thereof;

8 (2) by inserting immediately before the period at

9 the end of the first sentence thereof the following: ",

10 (E) the unadjusted Consumer Price Index for the cal-

11 endar quarter ending March 31, 1981, with such index

12 for the calendar quarter ending March 31, 1980, (F)

13 the unadjusted Consumer Price Index for the calendar

14 quarter ending March 31, 1982, with the higher of (i)

15 such index for the calendar quarter ending March 31,

16 1981, or (ii) such index for the calendar quarter ending

17 March 31, 1980, (G) the unadjusted Consumer Price

18 Index for the calendar quarter ending March 31, 1983,

19 with the highest of (i) such index for the calendar guar-

20 ter ending March 31, 1982, (ii) such index for the cal-

21 endar quarter ending March 31, 1981, or (iii) such

22 index for the calendar quarter ending March 31, 1980,

23 (II) the unadjusted Consumer Price Index for calendar

24 quarter ending March 31, 1984, with the highest of (i)

25 such index for calendar quarter ending March 31,
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1 1983, (ii) such index for calendar quarter ending March

2 31, 1982, (iii) such index for calendar quarter ending

3 March 31, 1981, or (iv) such index for calendar quarter

4 ending March 31, 1980, and (I) the unadjusted Con-

5 sumer Price Index for calendar quarter ending March

6 31, 1985, with the highest of (i) such index for calen-

7 dar quarter ending March 31, 1984, (ii) such index for

8 calendar quarter ending March 31, 1983, (iii) such

9 index for calendar quarter ending March 31, 1982, (iv)

10 such index for the calendar quarter ending March 31,

11 1981, or (v) such index for the calendar quarter ending

12 March 31, 1980";

13 (3) by striking "and (D)" from the last sentence

14 and substituting "(D), (E), (F), (G), (II), and (I)"; and

15 (4) by striking "and June 1, 1980," from the last

16 sentence and substituting "June 1, 1980, June 1,

17 1981,. June 1, 1982, June 1, 1983, June 1, 1984, and

18 June 1, 1985".

19 SEC. 2. Subsection (a) of section 3221 of the Internal

20 Revenue Code of 1954 is amended-

21 (1) by inserting "(1)" immediately after "(a)" at

22 the beginning thereof;

23 (2) by striking out "9.5 percent" and substituting

24 "the percentage determined for a particular calendar

25 year pursuant to paragraph (2)"; and
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1 (3) by adding at the end thereof the following new

2 paragraphs:

3 "(2) For purposes of paragraph (1), the percentage ap-

4 plicable for calendar year 1981 shall be 12.5 percent and the

5 percentage applicable for any calendar year after 1981 shall

6 be determined as follows, but shall not be less than 9.5 per-

7 cent for any calendar year before 1986:

8 "(A) If the account balance-benefit ratio for a cal-

9 endar year is less than 0.7 and is not greater than

10 such ratio for the preceding calendar year, the percent-

11 age applicable for that calendar year shall be equal to

12 the percentage applicable for the preceding calendar

13 year plus the percentage which is numerically equal to

14 100 times the greater of (i) one-tenth of the amount by

15 which 0.7 exceeds such ratio for the calendar year,

16 with the amount computed after multiplying by one-

17 tenth being rounded to the next higher 0.005, or (ii)

18 one-tenth of the amount by which such ratio for the

19 preceding calendar year exceeds such ratio for the cal-

20 endar year, with the amount computed after multiply-

21 ing by one-tenth being rounded to the nearest 0.005.

22 "(B) If the account balance-benefit ratio for a cal-

23 endar year is less than 0.7 but is greater than such

24 ratio for the preceding calendar year, the percentage

25 applicable for that calendar year shall be equal to the
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5

1 percentage applicable for the preceding calendar year

2 less the percentage which is numerically equal to 100

3 times one-tenth of the amount by which such ratio for

4 the calendar year exceeds such ratio for the preceding

5 calendar year, with the amount computed after multi-

6 plying by one-tenth being rounded to the nearest

7 0.005.

8 "(C) If the account balance-benefit ratio for a cal-

9 endar year is at least 0.7 but is not greater than such

10 ratio for the preceding calendar year, the percentage

11 applicable for that calendar year shall be equal to the

12 percentage applicable for the preceding calendar year

13 plus the percentage which is numerically equal to 100

14 times one-tenth of the amount by which such ratio for

15 the preceding calendar year exceeds such ratio for the

16 calendar year, with the amount computed after multi-

17 plying by one-tenth being rounded to the nearest

18 0.005.

19 "(D) If the account balance-benefit ratio for a cal-

20 endar year is at least 0.7 and is greater than such

21 ratio for the preceding calendar year, the percentage

22 applicable for that calendar year shall be equal to the

23 percentage applicable for the preceding calendar year

24 less the percentage which is numerically equal to 100

25 times the greater of (i) one-tenth of the amount by
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1 which such ratio for the calendar year exceeds 0.7,

2 with the amount computed after multiplying by one-

3 tenth being rounded to the next higher 0.005, or (ii)

4 one-tenth of the amount by which such ratio for the

5 calendar year exceeds such ratio for the preceding cal-

6 endar year, with the amount computed after multiply-

7 ing by one-tenth being rounded to the nearest 0.005.

8 "(3) For purposes of this subsection-

9 "(A) The 'account balance-benefit ratio' for a cal-

10 endar year shall be the ratio of (i) the adjusted cash

11 balance of the Railroad Retirement Account as of the

12 close of business on September 30 of the preceding cal-

13 endar year, to (ii) the net benefit payments made from

14 such account during the twelve consecutive calendar

15 month period ending September 30 of the preceding

16 calendar year.

17 "(B) The term 'adjusted cash balance' means the

18 excess of (i) the sum of the cash balance of the Rail-

19 road Retirement Account (as certified to the Railroad

20 Retirement Board by the Secretary and as verified by

21 such Board), plus tax and interest income due and

22 owing under the Railroad Retirement Tax Act which

23 the Railroad Retirement Board believes will be paid

24 before December 31 of the calendar year in which the

25 particular determination of the account balance-benefit

69-002 0-80--2
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1 ratio is being made, and plus amounts of overpaid

2 benefits from the Railroad Retirement Account which

3 such Board expects to recover, over (ii) the total

4 amount of benefits which the Railroad Retirement

5 Board has determined are due from the Railroad Re-

6 tirement Account but which have not been paid as of

7 the close of business on September 30 of the calendar

8 year in which the particular determination of the ac-

9 count balance-benefit ratio is being made.

10 "(C) The term 'net benefit payments' means the

11 excess of (i) the sum of all amounts expended from the

12 Railroad Retirement Account during the twelve con-

13 secutive calendar month period ending September 30

14 of the calendar year in which the particular determina-

15 tion of the account balance-benefit ratio is being made,

16 including amounts expended in loans during such

17 period either to the Railroad Retirement Supplemental

18 Account pursuant to section 15(d) of the Railroad Re-

19 tirement Act or to the railroad unemployment insur-

20 ance account pursuant to section 10(b) of the Railroad

21 Unemployment Insurance Act, plus the total amount of

22 benefits which the Railroad Retirement Board has de-

23 termined are due from the Railroad Retirement Ac-

24 count but which have not been paid as of the close of

25 business on September 30 of the calendar year in
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1 which the particular determination of the account bal-

2 ance-bencfit ratio is being made, over (ii) the total

3 amount of benefits which the Railroad Retirement

4 Board had determined were due but were unpaid from

5 the Railroad Retirement Account as of the close of

6 business on September 30 of the calendar year preced-

7 ing the calendar year in which the particular determi-

8 nation of the account balance-benefit ratio is being

9 made.

10 "(D) The Railroad Retirement Board is author-

11 ized to use estimated amounts for the purpose of

12 making the determinations required by this paragraph.

13 "(4) Not later than 30 days before the beginning of a

14 calendar year, the Railroad Retirement Board shall deter-

15 mine the account balance-benefit ratio for such calendar year.

16 As soon as practicable after the date of such determination,

17 the Railroad Retirement Board shall publish a notice in the

18 Federal Register, and shall advise all employers, employee

19 representatives, and the Secretary, of the ratio so determined

20 and of the tax rate applicable under paragraph (1) for the

21 calendar year for which such ratio was determined.".

22 SEC. 3. The amendments made by sections 1 and 2 of

23 this Act shall be effective January 1, 1981.
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Senator METZENBAUM. We have three panels this morning. The
Chair wishes to announce that at 11:30, I will have to leave. We
have 1 hour and 50 minutes, and I therefore will allocate around
35 minutes to each panel. Therefore, I will ask each person who is
speaking to summarize his statement, and the entire statement
will be included in the record. We have about eight witnesses, and
I will ask each one to confine himself to not more than 7 minutes.
Our first panel is the Honorable William P. Adams, Chairman of

the Railroad Retirement Board; Mr. Charles J. Chamberlain, labor
member of the Railroad Retirement Board, and Mr. Earl Oliver,
management member of the Railroad Retirement Board.
Gentlemen, would you please be good enough to come to the

table?

STATEMENT OF HON. WILLIAM P. ADAMS, CHAIRMAN, RAIL-
ROAD RETIREMENT BOARD; CHARLES J. CHAMBERLAIN,
LABOR MEMBER; EARL OLIVER, MANAGEMENT MEMBER;
ROBERT LARSON, CHIEF ACTUARY; AND NORMAN SOLOMON,
ASSISTANT; DALE ZIMMERMAN, GENERAL COUNSEL, A
PANEL

Mr. ADAMS. Mr. Chairman, for the record, I am William Adams,
Chairman of the Board. On my right is Mr. Chamberlain, labor
member of the Board. On my left is Mr. Oliver, management
member of the Board. On Mr. Oliver's left, we have Mr. Robert
Larson, our chief actuary, and on his left, Mr. Norman Solomon,
his assistant. On Mr. Chamberlain's right is our General Counsel,
Mr. Dale Zimmerman who, as of Monday, has also become our
Acting Chief Executive Officer, just in case we get into technical
questions.
Senator METZENBAUM. I am very happy to welcome all of you. I

doubt very much that this morning's hearings will focus on the
technical questions, but rather, I think we would like an overview
of the positions of the respective parties.
Mr. ADAMS. Well, Mr. Chairman, in the interest of brevity, I

would like to just briefly summarize my written statement.
This bill, which adds five additional cost-of-living increases and

imposes a variable tax rate on the employers to fund the tier II
portion of our retirement system, does propose a solution to the
immediate problem of a possible cash shortage by 1982.
I agree that something should be done. Congress should act with

something that would become effective in 1981 to avoid the possi-
bility of a cash shortage in 1982.
Normally, legislation such as this has always been based upon

negotiation and agreement between labor and management, and it
is my understanding that negotiations are currently in progress. In
my view, I think it would be better, of course, if all parties could,
through negotiation and agreement, agree on one piece of legisla-
tion. But obviously, it is a serious problem that we might run out
of cash in 1982, and it does need to be addressed immediately.
With your permission, I would like to yield to Mr. Chamberlain

for his comments.
[The prepared statement of Mr. Adams follows:]
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STATEMENT OF WILLIAM P. ADAMS,
CHAIRMAN OF THE RAILROAD RETIREMENT BOARD

ON S. 2979,
BEFORE THE COMMITTEE ON LABOR AND HUMAN RESOURCES

OF THE U. S. SENATE

Senator Metzenbaum and Members of the Committee, my name is

William P. Adams, Chairman of the Railroad Retirement Board.

Accompanying me is Mr. Charles J. Chamberlain, the Labor Member

of the Board, and Mr. Earl Oliver, the Management Member of the

Board. We appreciate the opportunity to appear before the

Committee today to testify on the bill S. 2979.

The first section of S. 2979 amends section 3 of the Railroad

Retirement Act of 1974 to provide five additional pre-retirement

cost-of-living increases which would occur on January 1 of each

of the years 1982 through 1986. In addition, section 3 of the

Retirement Act is amended to add five additional post-retirement

cost-of-living adjustments which would occur on June 1 of each of

the years 1981 through 1985.

Section 2 of the bill amends section 3221(a) of the Internal

Revenue Code of 1954 (the Railroad Retirement Tax Act) to

increase the rate of tax imposed upon covered employers from 9.5

percent to 12.5 percent in calendar year 1981 and to

automatically adjust the rate of tax each year thereafter based

upon changes in the relationship between the adjusted cash

balance of the Railroad Retirement Account as of the end of each

fiscal year and the amount of benefits paid from the Account

during the fiscal year. This relationship is referred to in the

bill as the "account balance-benefit ratio". The account
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balance-benefit ratio as of the end of a fiscal year

(September 30), and the relationship of that ratio to the ratio

at the end of the previous fiscal year, would determine the

employer tax rate for the following calendar year. Thus, for

example, the account balance-benefit ratio as of September 30,

1981, would be the ratio for calendar year 1982 and would

determine the rate of tax imposed on employers for compensation

paid in 1982.

Section 3 of the bill provides that the amendents made to the

Retirement Act by the bill will take effect January 1, 1981.

believe that amendments to the Railroad Retirement Act must be

made in the very near future to place the railroad retirement

system on an actuarially sound basis and to avoid an immediate

cash flow problem. The Board's Chief Actuary has estimated that

on the basis of certain assumptions the railroad retirement

system could run out of funds as early as 1982. Providing a

remedy to these serious problems is obviously the first order of

business at this time.

S. 2979 provides a solution to the most pressing concern of

the railroad retirement system of providing adequate funding for

current and future benefits by providing for a fluctuating tax

rate on employers. Changes, such as those proposed in S. 2979,

to the railroad retirement system are usually made based on

negotiation and agreement between representatives of railroad

labor and management, and, in my view, it would be beneficial if

the problems of the system could be resolved by negotiations and



19

legislation supported by both parties. It is my understanding

that such negotiations are presently in progress; however, it is

imperative that Congress act to put the railroad retirement

system on a sound financial basis effective in calendar year

1981. Unless this is done, the Board's Chief Actuary has, as I

have stated, estimated that the system may be without funds in

1982.

Senator METZENBAUM. Fine. Thank you, Mr. Adams.
Let me say that the acting chairman of the committee and the

committee recognize that there is a sense of urgency, and we do
not want to wait until the very last moment. I think it is easier to
solve the problem if we anticipate the problem. We strongly urge
the parties to accelerate the process so that we do not have to
resolve it on a political basis, but try to resolve it on a basis similar
to that which has been used in the past.
Mr. Chamberlain?
Mr. CHAMBERLAIN. Thank you, Mr. Chairman. I am pleased to

appear before your committee today to express my support for bill
S. 2979. I, too, will summarize my statement, since it will be
included in the record.
S. 2979 addresses our problem by amending the Railroad Retire-

ment Tax Act to insure adequate financing of the system. This
would be accomplished through a fluctuating employer tax rate
patterned after the highly successful and efficiency system found in
the Railroad Unemployment Insurance Act. This fluctuating tax
rate is designed to permanently resolve the cash flow problems of
the system. The significance to current beneficiaries and future
retirees of a financing mechanism such as provided by this bill
cannot be overemphasized. Obviously, the people covered by the
railroad retirement system or any other retirement system desire
assurance that money will be available to pay the retirement bene-
fits which they have earned during their working lifetime. Enact-
ment of the variable tax rate provisions contained in S. 2979 will
provide the corrective measures needed.
Furthermore, a variable tax rate and only a variable tax rate

can provide the assurance that the system will not at sometime in
the future again face a financial crisis requiring corrective action.
Enactment of S. 2979 would not, of course, preclude continuing

consideration of changes in the current benefit structure. In fact,
enactment of a variable tax rate would, by eliminating the immi-
nent threat to the benefits due current beneficiaries, provide the
time needed to permit negotiations between the representatives of
railroad labor and management on a comprehensive agreement as
to the future financing and structure of benefits for the railroad
retirement system.
Furthermore, it must be clearly recognized that reductions in the

benefits payable to future retirees and their dependents cannot
prevent the fund from running out of money. The system's cash
problem is too immediate for such a solution. Unless the financial
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interchange between the Railroad Retirement System and the
social security system is put on a current basis, or unless Federal
subsidies are provided, a tax increase is essential to present a
disruption of the benefit payments due people who depend on such
benefits for their livelihood.
In addition, another important factor. S. 2979 provides for the

continuation of cost-of-living increases to the tier II component of
railroad retirement annuities. In inflationary times such as we are
experiencing at present, retired individuals, like all other individ-
uals, need assurances that their incomes will keep abreast of in-
creases in the cost-of-living.
While S. 2979 will not protect railroad retirement beneficiaries to

the same degree as is true of social security beneficiaries, it does
provide them the continuation of the current cost-of-living protec-
tions which would end without passage of such legislation.
In closing, I would like to emphasize the importance that some

action be taken effective in calendar year 1981, if the system is to
continue to pay benefits to the over 1 million retirees, dependents,
and survivors currently on the roles. Delaying any tax increase
until 1982 would undoubtedly mean that additional measures, such
as placing the financial interchange current or providing Federal
subsidies, would be necessary to keep the fund from running out of
money. Tax increases alone, if delayed until 1982, would not be an
acceptable solution, because the tax rates would probably have to
be so high the industry could not afford them.
The problem is serious, and the problem is immediate, and S.

2979 provides a solution, and I strongly urge its enactment.
Thank you.
[The prepared statement of Mr. Chamberlain follows:]
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STATEMENT OF C. J. CHAMBERLAIN, LABOR MEMBER
OF THE RAILROAD RETIREMENT BOARD,

IN SUPPORT OF S. 2979
BEFORE THE COMMITTEE ON LABOR AND HUMAN RESOURCES

OF THE UNITED STATES SENATE

Mr. Chairman and Members of the Committee, my name is

Charles J. Chamberlain. I am the Labor Member of the Railroad

Retirement Board and am pleased to appear before you today to

express my support for the bill S. 2979.

The railroad retirement system is currently operating with a

long-term actuarial deficit and faces extremely serious

short-term cash flow problems. Recent projections of the fund's

cash income and outgo predict cash diffculties in 1982 or 1983

and thereafter, throughout the remainder of the 1980's, a lack of

funds to pay benefits as they become due. These earlier

predictions of financial difficulties than envisioned by the 14th

Actuarial Valuation result largely from current economic

conditions, which have created financial problems for the social

security system as well as for the railroad retirement system.

S. 2979 addresses this problem by amending the Railroad

Retirement Tax Act to assure adequate financing of the system.

This would be accomplished through a fluctuating employer tax

rate patterned after the highly successful and efficient system

found in the Railroad Unemployment Insurance Act. This

fluctuating tax rate is designed to permanently resolve the cash

flow problems of the system.

The significance to current beneficiaries and future retirees

of a financing mechanism such as is provided by this bill cannot

be over emphasized. Obviously, the people covered by the
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railroad retirement system, or any other retirement system,

desire assurance that money will be available to pay the

retirement benefits which they have earned during their working

lifetimes. Yet during the past decade serious doubts have arisen

on two separate occasions as to whether the financial security

which railroad employees and their dependents have worked for and

relied upon will be available when it is needed.

In 1970 questions were raised as to whether the benefits

provided by the railroad retirement system were adequately

financed. Because of these concerns, Congress established a

Commission on Railroad Retirement to study the system and its

financing for the purpose of making recommendations as to the

measures necessary to provide adequate levels of benefits on a

financially sound basis. In its report, which was submitted in

1972, the Commission found that if corrective measures were not

taken the system would run out of money with which to pay

benefits sometime in the mid-1980's.

After receiving this report, Congress instructed

representatives of railroad labor and management to enter into

negotiations that would take into consideration the specific

recommendations of the Commission on Railroad Retirement and to

submit their joint recommendations for restructuring the railroad

retirement system in a manner which would insure its solvency.

In June of 1974 a bill was introduced to implement the

recommendations made by the representatives of labor and

management in accordance with the Congressional directive, and
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that bill was later enacted, with amendments, to provide the

Railroad Retirement Act of 1974.

With the enactment of that legislation, the representatives

of railroad labor, the representatives of railroad management,

and the Congress all believed that the financial problems of the

railroad retirement system had been resolved. Sadly, that did

not prove to be true. In 1974, no one predicted, or could

reasonably predict, the current historically high inflation rates

which have caused benefits to rise to unexpectedly high levels

merely to keep pace with increases in the cost of living. In

1974, no one predicted that the costs of paying dual benefit

"windfall" amounts would increase to such an extent that the

full-cost appropriations authorized by statute to fund these

payments would not be made. In 1974, no one predicted the sharp

increase in railroad unemployment which has caused the gap

between employment taxes collected and the costs of benefits paid

to widen. As a result, only six years after the enactment of the

legislation designed to insure the system's solvency, the

railroad retirement system is again faced with predictions that

the fund will run out of money in the mid-1980's if corrective

measures are not taken.

Enactment of the variable tax rate provisions contained in

S. 2979 would provide the corrective measures needed.

Furthermore, a variable tax rate, and only a variable tax rate,

can provide the assurance that the system will not at some time

in the future again face a financial crisis requiring corrective
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action. With a variable tax rate, the system's solvency does not

depend on the accuracy of predictions as to future economic

conditions or future employment levels or numbers of future

beneficiaries. Indeed, with the variable tax rate the fund will

always be in actuarial balance and the concept of actuarial

deficiency or surplus will not be applicable.

Objections have been raised to the variable tax rate by

representatives of railroad management, largely because of the

substantially higher tax rates which might result. Those

representatives have urged that alternative methods of financing

the system should be explored before tax increases are imposed,

with the possible reduction of future benefits being one of the

alternatives to be considered.

Enactment of S. 2979 would not, of course, preclude

continuing consideration of changes in the current benefit

structure. In fact, enactment of a variable tax rate would, by

eliminating the imminent threat to the benefits due current

beneficiaries, provide the time needed to permit negotiations

between the representatives of railroad labor and management on a

comprehensive agreement as to the future financing and structure

of benefits for the railroad retirement system. Furthermore, it

must be clearly recognized that reductions in the benefits

payable to future retirees and their dependents cannot prevent

the fund from running out of money. The system's cash problem is

too immediate for such a solution. Unless the financial

interchange between the railroad retirement system and the social
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security system is put on a current basis or unless Federal

subsidies are provided, a tax increase is essential to prevent a

disruption of the benefit payments due people who depend on such

benefits for their livelihoods.

In addition to resolving the system's serious financial

problems, S. 2979 provides for the continuation of cost-of-living

increases to the tier II component of railroad retirement

annuities. In inflationary times such as we are experiencing at

present, retired individuals, like all other individuals, need

assurances that their incomes will keep abreast of increases in

the cost of living. While S. 2979 would not protect railroad

retirement beneficiaries to the same degree as is true of social

security beneficiaries, it does provide them the continuation of

the current cost-of-living protections which would end without

passage of such legislation.

In closing, I would like to again emphasize that it is

imperative that some action be taken effective in calendar year

1981 if the system is to continue to pay benefits to the over one

million retirees, dependents, and survivors currently on the

rolls. Delaying any tax increase until 1982 would undoubtedly

mean that additional measures such as placing the financial

interchange current or providing Federal subsidies would be

necessary to keep the fund from running out of money. Tax

increases alone, if delayed until 1982, would not be an

acceptable solution because the tax rates would probably have to

be so high that the industry could not afford them. The problem

is serious and the problem is immediate. S. 2979 provides the

solution. I strongly urge its enactment.
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Senator METZENBAUM. Thank you very much, Mr. Chamberlain.
I will hold my questions until each of you have spoken.
Mr. Oliver?
Mr. OLIVER. Mr. Chairman, I am Earl Oliver, a member of the

Railroad Retirement Board, like my colleagues, for the past 3
years. I am that person the act describes as the member who shall
be appointed from recommendations made by representatives of
the employers.
Charles Hopkins, chairman of the National Railway Labor Con-

ference, will testify at length. I have read his prepared statement
and support it fully.
There is one point I should like to stress, however, and that is

there is no need for tax increase legislation at this time.
The Board's best estimate is that the retirement fund will not

reach a negative cash position until April 1983, and then only for a
couple of months. It will be back in the black again in June, when
the financial interchange takes place.
Management and labor are bargaining earnestly to resolve this

and other railroad retirement problems and have set for them-
selves a target date of December 31, 1980. There is every reason to
believe they can arrive at a negotiated solution, unless Congress
disturbs the bargaining process by passing this bill.
Thank you.
Senator METZENBAUM. Thank you very much, Mr. Oliver.
As the Chair has already indicated, I do not believe we would be

usurping the process. I would think that we would be meeting our
responsibilities, which we will do if the parties themselves fail to
move with dispatch. But that brings me to a concern that we have.
You have testified—well, actually, it was part of Mr. Adams' testi-
mony—that the fund faces possible bankruptcy by 1982. You indi-
cate that there will be a cash deficit by April of 1983, but then it
will be back in balance by June. We will hear a statement from
Mr. Hopkins, representing the National Railway Labor Conference,
suggesting that a negative balance might not appear until 1987 or
1991.
Now, frankly, the Chair is somewhat confused. One says 1982,

the other says 1983, and then back in balance by 1983. The employ-
er statement is 1987 or 1991. I wonder if you, Mr. Adams, might be
good enough to clarify the situation?
Mr. ADAMS. Mr. Chairman, I am not sure that I can really clarify

it in detail. However, these projections have been based on various
economic assumptions—the rate of inflation, the level of employ-
ment in the industry. And the 1982 projection of the possibility of
running out of funds would be what you might call the worst case
scenario; if everything went very badly in all areas. It is possible—
the last I knew, our actuary, based on some assumptions, said it
would be possible to run out of money, possibly in April or May of
1982. Now, again, in June of 1982, the financial interchange would
occur. So this would be like a 1 or possibly 2-month hiatus, under
the worst case scenario.

I think what Mr. Oliver was referring to—and he can correct me
if I am wrong—was that the most likely occurrence would be, say,
a middle projection, would be sometime in 1983; again, early in the
spring, and again in June of 1983, we would have a financial
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interchange, and again we would have some money back in the
Fund, we would be solvent.
Senator METZENBAUM. What does "financial interchange" mean?
Mr. ADAMS. Financial interchange is the payment that the Rail-

road Retirement Board receives from the social security trust fund.
What the railroad retirement fund does is pay into the social
security fund the amount of taxes that would be paid if all railroad
workers were covered under social security. On an annual basis,
the social security fund pays to the railroad retirement fund the
amount of social security benefits those taxes have earned railroad
employees. When we talk about putting that on a current basis,
there is an average 15-month lag in our receipt of those payments.
We received, for example, in June of 1980, the amount of money we
paid out in the previous fiscal year. So, as much as a 20-month lag
and as little as 9-month, average 15-month, lag on that.
Senator METZENBAUM. The Chair is going to declare a 4-minute

recess. They need me for one vote in the Energy Committee, and
they need me for a quorum. So we will be in recess for approxi-
mately 5 minutes.
[Short recess.]
Senator METZENBAUM. I think you were in the process, Mr.

Adams, of explaining why different figures came up. Do you have
your actuary with you?
Mr. ADAMS. Yes, sir. Just briefly, Mr. Chairman, I think what I

was saying is the different dates would be either a pessimistic or a
mediocre or an optimistic projection of what could happen.
I do want to make one point clear. When we talk about running

out of money, say, in April or May of whatever year we are
referring to, 1982, 1983, 1987, and then getting the fund replen-
ished through the financial interchange in June of that year, that
does not mean that that cures our problems when we get that
money in June. When we reach the point where we have run out of
sufficient funds in the account to pay all the benefits in, say, April
or May, that interchange money that we would receive in June,
plus the taxes we would collect, we estimate would carry us prob-
ably through the end of that year, like December of that year.
Then the fund would be actually bankrupt.
Senator METZENBAUM. If Congress were to fully fund the wind-

fall benefit, how much money would it mean to the account, and
would it make the fund financially sound, and for how long?
Mr. ADAMS. The shortfall up to this year in the windfall appro-

priation has been about $343 million. It will get worse, because
right now, we are receiving $350 million. The need for windfall
right now is about $500 million. So we are considerably short, and
that problem will worsen as it continues. But right now, if it were
fully funded, not counting any interest we may have earned on the
money had we received it every year since 1976, we are about $343
million actual dollars short in appropriations.
Now, our benefit payments are around $460 million a month, so

that would not solve our problem.
Mr. OLIVER. Mr. Chairman, may I add a footnote?
Senator METZENBAUM. Surely.
Mr. OLIVER. If the financial interchange were put on a current

basis, that would stave off the cash shortage for a couple of years.
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It would not solve the problem, but it would help give us time to
solve the problem.
Senator METZENBAUM. Tell me this. How long do you think Con-

gress should wait before it says, "It is time enough, and we are
going to move"?
Mr. ADAMS. Well, if—and I believe, at least from the board's

point of view, that we have to try to be prepared for the possibility
of the worst case scenario, which would mean running out of
money in 1982. It seems to me, then, that something has to be done
effective in calendar 1981. If a tax increase is applied, then it
seems to me it should be effective as early as possible in 1981.
Senator METZENBAUM. I understand the House Subcommittee on

Transportation passed a bill last night which included (1) a phase-
in of the financial interchange so it would be on a current basis,
and (2) extending the cost of living increases 1 year and directing
the board to prepare a recommendation for putting the fund on a
financially sound basis. Do you have an opinion with respect to
that legislation?
Mr. ADAMS. I heard about that last night, and I guess it hap-

pened last night. What it would obviously do would be buy some
more time to at least give all parties concerned a chance to come
up with a more permanent solution. As I understand it, by adding
just 1 more year on cost of living and putting the interchange on a
current basis, it would possibly defer any cash problems we might
have for about 2 more years.
Senator METZENBAUM. The Chair will advise the parties who are

in the negotiations that he would like to be advised prior to the
time that we recess, which would be next week, as to what is the
outside deadline, the date for us to wait, before we start to move
this legislation and mark it up.
The Chair wishes to be cooperative, but the Chair usually likes to

anticipate problems, not wait until they occur. If the parties can
agree upon such a date, that is fine with me, but I would ask that
such a date be indicated by next week. If not the Chair will
indicate that he intends to press forward with respect to markup. I
do not know what can be done in the "lame duck" session. I doubt
if very much can be done. But he would then be prepared to move
very rapidly immediately after Congress meets in January.
Thank you very much, gentlemen.
Senator METZENBAUM. Our next witness is Mr. Charles I. Hop-

kins, Jr., chairman of the National Railway Labor Conference,
accompanied by David Lee, counsel.
We are happy to welcome you.

STATEMENT OF CHARLES I. HOPKINS, JR., CHAIRMAN, NATION-
AL RAILWAY LABOR CONFERENCE, ACCOMPANIED BY DAVID
LEE, COUNSEL

Mr. HOPKINS. For the record, Mr. Chairman, I am Charles I.
Hopkins, Jr., chairman of the National Railway Labor Conference,
and in that capacity, chief spokesman for practically all of the
railroad industry in national level collective bargaining and other
national level labor relations matters, including in particular refer-
ence to what is before your committee, matters of railroad retire-
ment.
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I understand that our full prepared text will be received in the

record, and therefore, I will just extemporize, and I think probably

it would be most pertinent if I depart from what would amount to

a summary of the prepared statement and instead focus on some of

the points that arose--
Senator METZENBAUM. Really the thrust of what your concerns

are.
Mr. HOPKINS. One point that I would like to address at the outset

is your comment about a bill that you indicated passed last night

on the House side, that emerged from the subcommittee. I was not

aware of that. We had, just in the matter of the past couple of

days, been advised that an idea or a proposal of that nature was

pending, and what we were told was that there would be two

ingredients, essentially, one being an additional year of extension

of the current cost of living indexing provisions in the Railroad
Retirement Act, and also a provision for a joint study or a report

by the Railroad Retirement Board on permanent solutions with

some kind of a deadline. In addition, a provision on a gradual basis
for putting the financial interchange on a current, rather than the

delayed basis, that we experience at present. That is the extent of

my knowledge, and as I say, it came as a surprise to me to learn

that something actually passed last night.
Senator METZENBAUM. I am sure you understand, Mr. Hopkins,

that my information comes to me from staff. If he is unreliable, I

will fire him in the morning, but he is usually reliable, and I
assume that he knows what he is speaking about.
[Laughter.]
Mr. HOPKINS. I certainly accept that.
Senator METZENBAUM. The facts will speak for themselves,

obviously.
Mr. HOPKINS. I think it might be well for me to speak to the

question you raised about the confusion, and I would acknowledge
that there is confusion, as to what numbers or set of numbers one
might rely on in order to make a realistic assessment as to the
condition of the railroad retirement account. As the others before
me have said, one of the principal reasons for the seeming confu-
sion and the profusion of numbers is the fact that we are dealing
with projections off into the future, either for a short term of 5 or 6
years or, in the case of the actuarial projections, a period of some
75 years off into the future. Obviously, projections of that kind are
extremely sensitive to the economic assumptions, principally, the
employment levels in the industry, the interest assumption, the
movement in the Consumer Price Index, and wage behavior. All of
those factors interact together, and what assumptions one makes
vary greatly what the projections look like.
In addition, however, is the fact that the imminence of a cash

crisis for the railroad retirement account, quite apart from eco-
nomic assumptions, is very crucially involved with whether or not
the Congress fulfills the commitment that was made in 1974 to
fully fund the dual benefit phaseout, or the so-called windfall. And
whether or not the financial interchange with social security is put
on a current basis.
While we have some difference with the organizations on many

details of railroad retirement that are actively under negotiation,

69-002 0- 80-- 5
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there are many key points on which we are in agreement and havebeen for a long time, and among those are full funding of the dualbenefit phaseout, as we had understood and expected would be thecase with the enactment of the 1974 amendment, and putting thefinancial interchange on a current basis. There is no justification—and this was said by the nonpartisan Actuarial Advisory Board onRailroad Retirement—that there is no justification for the railroadretirement account to be in a creditor relationship to the socialsecurity account.
Now, if those two things come to pass—that is, there is anadequate funding of the dual benefit phase and if the financialinterchange is put on a current basis, then we do not have animminent cash crisis.
Now, it is that combination, together with what I think are fairlycalled realistic or intermediate economic assumptions, that--Senator METZENBAUM. But Mr. Hopkins, if you did both of thoseyou would merely be providing some funding for the railroad re-tirement fund, that one would come by an acceleration of theinterchange funds, and the other would come from congressionalappropriations. But the fact is that the railroad retirement fundstill would not be actuarially sound. The outgo would be greaterthan the input, and that would merely be a delaying action.Doesn't it make sense to bite the bullet at the earliest possiblemoment, because the longer you delay it, the more you have toplay catchup?
Mr. HOPKINS. I do not want to plunge into the confusing array offigures, but I think it is fair to say that those developments—thatis, an adequate funding of the dual benefit phaseout, plus a currentfinancial interchange—would accomplish more than just staving offthe inevitable. That is not to say that there would not still be acash shortfall probably in the late 1980s. And the financial inter-change would be a one-time improvement in the cash condition ofthe railroad retirement account of a magnitude of about $1.5 to$1.6 billion.
Senator METZENBAUM. How did that come up? How did thatprocedure of the delayed interchange come about over a period ofyears?
Mr. HOPKINS. Well, it is a creature of statute, and correcting itwould require a legislative change.
Senator METZENBAUM. Why was it put in originally? Why was itput in on a delayed basis? Why did the Congress do it earlier? Iwas not here, and I am not really that familiar with it. Why did itoccur?
Mr. HOPKINS. Nor was I here, sir, so that I cannot speak withfirst-hand knowledge. I can only suppose that it seemed to thosewho were drafting the mechanism at the time a reasonable andpractical way to do it. Perhaps not being sensitive to the potentialit might represent to the cash depletion of the railroad retirementaccount, it was established in a way that protects both the socialsecurity account and the railroad retirement account from an actu-arial standpoint, because the delayed payment is made with inter-est. So that on a long-term basis, the railroad retirement account isnot adversely affected. The serious detriment occurs simply be-cause $1.5 billion or more of cash that should be there is not there.
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Senator METZENBAUM. If you were asked to be a prognosticat
or,

and you looked at the political realities and the financial cond
ition

of the social security fund, and the fact that the social sec
urity

taxes are scheduled to go up, and all of the other aspects of 
that

problem, do you think it is realistic to anticipate that there will
 be

any change in the interchange procedures in the near fu
ture?

Mr. HOPKINS. Well, obviously, I speak from a vantage point. 
I

think it is realistic, and I say that acknowledging the very seri
ous

problems of social security. But the facts are, as I understa
nd

them, that the problems of social security require changes that 
are

quite apart from this financial interchange question. I think p
er-

haps an oversimplified but fairly accurate way to put it is this, t
hat

if the financial interchange were made current, it would impro
ve

the cash position of the railroad retirement account to the ext
ent

that between 1 and 2 years' additional time would go by befor
e

there would be any possibility of a cash crisis. At the same time
,

that would not represent any detriment to the social security ac
-

count by more than a matter of days. So the point is that whateve
r

is done about the financial interchange is not going to affect th
e

social security problems. Those problems are there, they are real,

and they are very serious, but they are not affected in the slightes
t

degree, I think fairly, by putting it on a current basis with th
e

railroad retirement account.
Senator METZENBAUM. But realistically speaking, I do not think

that you can anticipate that kind of impact on the social securit
y

fund, in view of the political realities that presently exist. There-

fore, I think we have to talk about either a congressional resolution

or a resolution by the parties.
Now, a principal point in your testimony is that Congress should

wait until a compromise proposal between labor and management

is produced. Now, I think you and I would both agree that Congress

has the responsibility to concern itself about the interests of the 1

million retirees affected by this fund. Now, as a matter of proce-

dure this has been a negotiated matter between representatives of

the railroad unions, representatives of the railroad industry, on an

informal basis. But the fact is that that is because the parties

wanted it that way, and therefore, Congress acceded to it and

cooperated with it.
I remember many years ago when I was in the Ohio General

Assembly that it had been a precedent for many years for labor

and industry to agree to the changes that would be made with

respect to workmen's compensation legislation. And then one time,

they did not do very well, and they did not come up with an

agreement, and from that point on, the legislature moved forward

on the subject.
But speaking only for myself, I want to say that I would be very

happy to see labor and management resolve this matter, but I do

not intend to delay the legislation while the parties wait until the

very last moment. I have been in labor negotiations over the period

of my lifetime, on both sides. I know that the usual procedure is to

delay and wait until the last moment. I have indicated that I would

like some date set by the parties beyond which the parties would

recognize that the Congress would attempt to accelerate the proc-

ess.
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You, representing industry, do you feel there would be any diffi-
culty in responding to the Chair's request that was indicated when
the previous witnesses were before the committee?
Mr. HOPKINS. We are prepared to do that, and in fact, have been

urging for some time, our original suggestion going back more than
a year ago, that we set for ourselves a deadline of the end of this
year by which time we will have forced a joint labor-management
proposed bill on railroad retirement that would address the prob-
lems. The labor organizations have not accepted that, nor have
they rejected it. I want to try to be fair to their position, and I
think their position is that we want to continue to negotiate with
you, but in the meanwhile, we will see if we cannot get something
else through the Congress.
We have been prepared to commit to a deadline. We have en-

gaged in vigorous negotiations for a number of months. And I
think I would have to say the timetable is ambitious, but we on the
management side are quite prepared to do our utmost to meet it,
and if the organizations share our interest in achieving that dead-
line—and I think they do—I would say the odds are very promising
that we will.
I would like to add that your analogy to workmen's compensa-

tion legislation that has emanated in one State or another as a
result of negotiations or discussions between labor and manage-
ment is not entirely analagous to the situation we have here, one
reason being that in the 1974 amendments to the Railroad Retire-
ment Act, in reporting those amendments, the Congress declared it
to be the case that tier II of railroad retirement, which was the
creature of the 1974 amendments, was in effect the railroad indus-
try equivalent of a private pension plan, and that future changes
in tier II should be the product of collective bargaining between
labor and management. That is what we believe, that is our com-
mitment, and that is what we are engaged in. We consider it
unfortunate in the extreme that this bill should be representing, as
it does, to some degree, at least, an impediment to the bargaining.
And I think it is fair to say that if the bill were to pass, it would be
the end of collective bargaining, because the organizations would
have obtained more by an extreme degree than they really have
asked for or hope to achieve in the collective bargaining and would
have achieved more than I think anyone could expect from this
industry by way of cost increases in order to finance the increased
benefits that the bill would propose.
So even the possibility of passage, I think, would represent a

disaster to the collective bargaining.
Getting, I think, to what is the central point of your question,

trying to zero in on what I take it to be your central point in
various questions, if the negotiations should fail and Congress then
deems it necessary or appropriate to step in, next year is time
enough to do that. We have set ourselves a timetable so that I
think that by the next session of Congress, we would be in a
position to make a judgment, and certainly, we would be prepared
to report to you, and I am sure the organizations would, as well,
just where we stand in the negotiations at that point. Hopefully,
we will have reached a mutually acceptable resolution by that
time.
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Senator METZENBAUM. How much do you think this bill would

cost?
Mr. HOPKINS. Well, let me just take a moment to set a context.

This industry had one of its better years in calendar 1979 and

earned railway operating income of about $800 million. This bill

would increase our costs for railroad retirement next year some

$300 million, and the unions estimate that by 1983, the railroad

industry would be paying more than a billion dollars a year more

in railroad retirement taxes than they otherwise would, and the

tax rate at that time in 1983 would be 20.5 percent. So that is the

disaster that I speak of.
Senator METZENBAUM. I understand. I hear you. What is the

anticipated additional revenue—or, I guess not revenue, but
bottom-line profit—that will go to the railroad by reason of deregu-
lation?
Mr. HOPKINS. Certainly, I cannot answer that. I can only say that

the hope of all concerned—organizations, as well as managements
of the industry and all the others who played such a large role in
achieving deregulation—is that this sets the stage for a resurgence
of the industry.
What it means in bottom-line dollars depends upon what hap-

pens to traffic and revenues. Last year, the return on investment of
the industry was 2.68, and the Interstate Commerce Commission
has said that the industry requires a minimum of 11 percent rate
of return on investment in order to be able to maintain the indus-
try and advance it to the point where it will have the capacity to
handle the expected traffic increases of the future. So that the best
we can hope for in deregulation, I would say in the near term, is
that we improve the profitability to a point where we can begin to
approach the kind of levels of return that I think everyone agrees
are imperative if the industry is going to survive in private enter-
prise.
Senator METZENBAUM. When they use the 11 percent figure, is

that based on cost or is it based upon replacement value?
Mr. HOPKINS. As to what accounting—you are asking wheth-

er--
Senator METZENBAUM. There is a big difference, as we both rec-

ognize. An 11-percent return on cost could very well be—I am sure
some of the equipment you buy is up two and three times what it
originally cost 20 years ago.
Mr. HOPKINS. I do not speak as an authority, but as I understand

it, they were and are talking about 11 percent rate of return on net
investment. And I do not believe that for the purpose of that
figure, the Interstate Commerce Commission was using replace-
ment accounting methods. But I can certainly check that and
correct the record if it needs correcting. But I think it was based
upon what has been conventional accounting methods, given the
existing net investment base in the railroad properties and the
return on that net investment of 11 percent.
Senator METZENBAUM. Is much of the industry carrying forward

a very substantial tax loss?
Mr. HOPKINS. It surely must be. I cannot offer figures--
Senator METZENBAUM. I would think that therefore, the 11 per-

cent would be a higher actual figure because if you are carrying
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forward a tax loss from yesteryear and you had 11 percent on an
assumed tax rate of approximately 47 or 48 percent, you would be
receiving something like 22 percent. But I do not know. I am
merely asking, because I really do not know what the accounting
situation is with respect to railroads, nor have I paid any attention
to their P. & L.'s or their balance sheets. I am just sort of curious.
Mr. HOPKINS. Senator, you are getting into waters in which I

tread only very gingerly.
Senator METZENBAUM. I do not want railroads to go under.
Mr. HOPKINS. But the rate of return on net investment that we

use is related to net railway operating income, which is before
taxes and debt service, as I understand it. And I am talking about
net income, net railway operating income.
Senator METZENBAUM. It cannot be before debt service and ap-

preciation. It just cannot be.
Mr. HOPKINS. Well, I may be mistaken, but I think it would be

very difficult--
Senator METZENBAUM. Would you be good enough just to send

me a letter on this subject, rather than have me explore it with
you and take you into waters which are not your specialty, because
I think it is relevant to our inquiry as to what the tax picture is,
what the 11 percent relates to, and I think it would be helpful to
clarify, at least for this member of the committee, my thinking on
the subject. Certainly, nobody wants to do anything to create more
problems for the railroad industry than they already have. While
at the same time recognizing that there is a kind of responsibility
that exists and that the employers themselves understand exists
toward their retirees.
Mr. HOPKINS. I realize that the time is short, but it has not been

said today, and I think should be said, that whatever our disagree-
ments with the organizations may be now on railroad retirement
or may be as the negotiations progress, we have much in common
and much that has already been tentatively agreed. And one very
important objective that we have in common is that the railroad
retirement system not be allowed to dissolve and not be allowed to
fail railroad people. So Whatever the outcome may be of our negoti-
ations and whenever that point in time may be, I think that that
common principle or common objective will be reflected in the
result.
Senator METZENBAUM. I think that is not only a matter of con-

cern for those directly involved, but I think it is a matter of
concern for the Nation as a whole, because certainly, we need the
railroads of this country to be viable and profitable. So I think we
all recognize that it is not an easy industry at this moment. We
want it to be strong, and nobody wants to do anything to exacer-
bate the problems that already exist.
Mr. Hopkins, we look forward to working with you. I do have

some questions that I may address to you in writing. I would
appreciate that letter that I previously mentioned, and I will in-
quire of the railway labor spokespersons their views as to the
deadline question, as well.
Thank you very much.
Mr. HOPKINS. Thank you very much, sir.
[The prepared statement of Mr. Hopkins follows:]
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STATEMENT ON S. 2979

by

CHARLES I. HOPKINS, JR.

CHAIRMAN, NATIONAL RAILWAY LABOR CONFERENCE

I am the Chairman of the National Railway Labor Conference, a

position that I have held since April 1, 1977. The Conference represents

almost all of the nation's railroads in national collective bargaining with

the unions representing their employees and in regard to other matters con-

cerning labor-management relations in the railroad industry, including

negotiations with the unions upon recommendations for proposed changes in

the railroad retirement system. I am making this Statement on behalf of the

railroads in opposition to S. 2979 because enactment of that bill, in our

judgment, would undermine the integrity of the collective bargaining process

in regard to railroad retirement issues, would drastically increase the very

high employment taxes already imposed upon the railroads under the Railroad

Retirement Tax Act, and would provide increases in railroad retirement

benefits that cannot now be justified.

I understand that S. 2979 has been introduced at the request of

and is supported by the Railway Labor Executives' Association, which is

comprised of the leaders of most of the unions representing railroad

employees. It proposes to increase the rate of the Tier II tax imposed upon

the railroads alone from 9.5% of taxable payroll to 12.5% for calendar year

1981 and to provide for automatic further adjustments in subsequent years in

amounts to be determined by a formula. It also would require pre-retirement

and post-retirement cost-of-living increases in the Tier II benefits payable
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for five additional years. The railroads strongly object to both of those

proposals in and of themselves for reasons that I summarize below. I will

discuss first, however, a more fundamental objection which goes to the bill

in its entirety. In attempting to persuade the Congress to enact S. 2979,

the unions would have the Congress subvert the collective bargaining process

which the Congress, in enacting the Railroad Retirement Act of 1974 (P.L.

93-445), intended to give rise to future recommendations for changes in the

railroad retirement system.

A. Enactment of S. 2979 Would Undermine
Collective Bargaining on Railroad Retirement Issues 

The Railroad Retirement Act of 1974 (the "1974 Act") amended, and

in effect replaced, the Railroad Retirement Act of 1937, so as to provide a

restructured railroad retirement system on a sound financial basis. Follow-

ing a Report by a Commission on Railroad Retirement, established by the

Congress to study the railroad retirement system (P.L. 91-377), the Congress

in 1973 (P.L. 93-69) directed the railroads and the unions representing

their employees to establish a joint committee for the purpose of negotiat-

ing and agreeing upon "joint recommendations for restructuring the railroad

retirement system in a manner which will assure the long-term actuarial

soundness of such system, which recommendations shall take into account

the specific recommendations of the Commission on Railroad Retirement."

The Congress also directed that those joint recommendations by the railroads

and unions "shall be specific and shall be presented in the form of a draft

bill." The railroads and unions did establish a joint negotiating committee
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and, after long and arduous negotiations necessitated by the highly complex

and difficult issues involved, they did reach agreement upon joint recom-

mendations which, in 1974, were submitted to the Congress in the form of

a draft bill. The 1974 Act resulted from the enactment of that bill without

any significant substantive changes. See H. Rept. No. 93-1345, at 27-28;

S. Rept. No. 93-1163, at 26-27.

A fundamental aspect of the restructured railroad retirement

system, which was thus agreed upon by the railroads and unions and enacte
d

by the Congress, is a two tier" system of taxes and benefits: one of which

(Tier I) generally provides for taxes and benefits equivalent to those

imposed or afforded by the social security system (including the autom
atic

application of legislative changes therein), and the second
 of which

(Tier II) constitutes in essence a company pension plan for railroad

employees, over and above the social-security level and based sole
ly on

railroad employment and compensation. As the congressional committees

which recommended enactment of the 1974 Act recognized, Tier II
 thus con-

stitutes "in essence, a company pension program administere
d, for historical

reasons, by the Federal Government," and those committees a
ccordingly con-

templated that "rnuture changes in Tier II benefits will a
rise out of

collective bargaining between the railroads and the unio
ns." H. Rept.

No. 93-1345, at 16-17; S. Rept. No. 93-1163, at 16-17.

This reflects the view, with which I fully concur, t
hat Tier II

of the railroad retirement system not only involves 
issues that in all other

industries are wholly settled through collective bar
gaining, but also that

the long-term integrity and solvency of the railroad
 retirement system can
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best be protected by the collective bargaining process. If the Congress

should enact changes in Tier II benefits and taxes at the behest of one of

the parties, such as the unions are now proposing in S. 2979, without

awaiting joint recommendations arrived at through collective bargaining,

railroad retirement once again will become a political football. The

Congress will be buffeted by conflicting political pressures to make changes

that have not been subjected to the discipline and control of collective

bargaining.

Our concern in this regard is enhanced by the fact that such

retirement benefits in essence are, like other fringe benefits, simply a

part of the total cost to the railroads, and of the total compensation to

their employees, for labor. The current national agreements between the

railroads and railroad unions, which cover the years 1978, 1979, 1980 and

the first quarter of 1981, in themselves increased the wages and other con-

tractual benefits paid by the railroad by some 35 to 40%. That very

expensive settlement would be grossly distorted if the Congress, at the

behest of the unions, should enact S. 2979 so as to almost immediately

increase the Tier II taxes paid by the railroads in an amount approximating

3% of their total payroll.

Moreover, when such railroad retirement issues are dealt with in

collective bargaining as part of a total package, concessions on one side

in regard to a railroad retirement issue often can be justified by conces-

sions on the other side in regard to another issue or issues, so that an

overall agreement can Is reached by both sides with due consideration of

all aspects of the total situation. A recent example of how this may work
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is provided by the latest agreements between the steel manufacturers and

the United Steel Workers which, as I am informed, converted 33 cents per hour

that otherwise would have been added to basic wages under a cost-of-living

provision to use in funding certain increases in pension benefits. As I

also am informed, that amount is the equivalent of some 3% of total wages

under the agreements, and thus is similar in that regard to the percentage

by which the railroads' payroll costs would be increased under the bill

proposed by the unions. That sort of give and take will be much more diffi-

cult in railroad labor negotiations, if not impossible, if Tier II retirement

benefits and taxes are made a political issue to be decided by the Congress.

The railroads recognize that some changes need to be made in the

railroad retirement system, and we hope to reach agreement upon recommenda-

tions to the Congress for such changes by the end of this year in negotia-

tions which are now in progress with the unions.

Experience with the interpretation and application of the 1974 Act

by the Railroad Retirement Board has revealed some costly inequities that

were not contemplated when that statute was recommended by the railroads

and unions and enacted by the Congress. They do not necessarily threaten

the financial solvency of the system on a long-term basis, since the latest

triennial valuation of the railroad retirement account -- the Fourteenth

Valuation published in September of 1979 with regard to the status of the

account as of the end of 1977 -- estimated an actuarial surplus of 2.08%

of taxable payroll on the basis of assumptions that included no changes in
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the existing law. However, four other actuarial estimates based on other

sets of assumptions predicted actuarial deficits ranging from 0.65% to 4.61%

of taxable payroll. I believe that it is fair to say that, under any real-

istic assumptions as to future inflation, there is no long-term actuarial

deficit if the existing law is not changed. A more immediate problem, and a

more important one on a short-term basis, is the cash flow or balance in

the railroad retirement account. The Fourteenth Valuation predicted a

negative balance at some time between 1987 and 1991 on all but the most

favorable set of assumptions, and I understand that more recent estimates

by the staff of the Railroad Retirement Board suggest that a negative balance

may occur as early as for some months in 1982 or 1983 although that is by no

means certain.

Because Of their recognition that some changes are needed, the

railroads proposed to the unions that railroad retirement be included in the

issues to be considered and resolved in the national negotiations which

resulted in the current national agreements. We had some discussions apart

from those national negotiations and indeed seemed to be in tentative agree-

ment upon recommendations for a number of changes in the 1974 Act, but the

unions never were willing to dispose of the railroad retirement issues in

connection with that round of national negotiations and the agreements reached

in 1978 and 1979 did not cover those issues. Since then, the railroads from

time to time have continued to urge the unions to commence serious negotiations

about railroad retirement with the intent and purpose of reaching agreement

by the end of this year upon recommendations to the Congress for comprehensive

changes that should dispose of the matter for at least some years to come.

In the spring of this year, the unions agreed to commence such negotiations
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and they have since been underway and, it seems to me, t
o be making substan-

tial progress. At this very time, a technical committee (composed of 
tech-

nical consultants to the railroads and unions with th
e assistance of the

technical staff of the Railroad Retirement Board) is 
studying various sug-

gested alternatives so as to determine their costs 
and other effects. When

that committee reports around the end of this month
, it is my hope and

expectation that progress towards agreement will be
 even more substantial

and I continue to believe that there is a good pros
pect of an agreement by

the end of this year. That continues to be the goal of the railroads and

if the unions will join with us in further good fai
th bargaining it should

be realized with little or no slippage. It is discouraging, however, that

the unions are now urging the Congress to enact 
S. 2979, despite our nego-

tiations, as that approach is antithetical to a neg
otiated agreement.

I do not propose at this time to go into the det
ails of those

negotiations, particularly since neither side ha
s yet asserted final posi-

tions with regard to many matters. I think it fair to say, however, that

the approaches which have seriously been urged by 
the unions, much less

those suggested by the railroads, have little resembl
ance to what is pro-

posed in S. 2979 either as to taxes or as to cos
t-of-living increases.

It is my considered judgment that enactment of S. 297
9 would disrupt the

ongoing negotiations and make it much more 
difficult, if not impossible,

for the parties to reach agreement upon the
 comprehensive changes in rail-

road retirement that should be enacted by the
 Congress.

To afford some notion of the kind of proble
ms that are being

tackled in the negotiations, but are entire
ly ignored by S. 2979, I will

briefly mention one of the most serious ins
ofar as long-term costs and
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thus any potential actuarial deficit in the railroad retirement account are

concerned. Under the 1974 Act, an employee with 30 or more years of rail-

road service may retire at age 60 with full retirement benefits, including

a Tier I benefit equivalent to what social security would pay if he retired

at age 65. Since the earliest retirement age under the Social Security Act

is 62 and even then the benefit payable is reduced 20% from what would be

payable if the beneficiary had retired at 65, the financial interchange

with the social security system does not recompense the railroad retirement

system for any part of the Tier I benefit paid between ages 60 and 62 or

for 20% of the Tier I benefit paid after age 62. Thus, that cost plus the

entire cost of the Tier II portion of the benefit is borne by the railroad

retirement account without any recompense through the financial interchange.

The cost of this provision has been enhanced by an unanticipated

result when, as interpreted by the Railroad Retirement Board, the Tier I

benefit is calculated on the assumption that the employee is in fact age

65, with the result that his Tier I portion is higher than that of an employee

with identical years of service and compensation who in fact retires at

age 65, and by a 1977 amendment to the Social Security Act which can have the

effect of increasing the amount of the Tier I benefit that is not recom-

pensed. Moreover, the Tier I portion, including the unrecompensed 20%, is

subject to cost-of-living increases measured by 100% of the change in the

CPI, with the result that the unrecompensed Tier I benefit, and thus its

cost, in time may exceed the full Tier II benefit and the cost thereof.

For these and perhaps other reasons, the rate of early retirement and the

cost of that provision to the railroad retirement account has been far
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greater than was estimated when the 1974 Act was under consideration, and

it has become increasingly obvious that the provision must be examined in

our negotiations.

That is only one, even if one of the most important, of many pro-

visions of the 1974 Act with respect to which either substantive or technical

revisions need be considered by the negotiators. Some of them are contro-

versial, others appear to be readily acceptable to both the railroads and

the unions, but all of them take time and seiious good faith negotiations to

work out in detail and fit into an overall package upon which both sides can

agree.

I want to emphasize that the negotiators are not neglecting the

cash flow problem, and I believe it is fair to state that the railroads and

unions already fundamentally agree as to the most appropriate means of resolv-

ing that problem. Indeed, an earlier House bill introduced at the behest

of the unions (H.R. 5144) contains provisions that the railroads are willing

to accept which would remedy any problem in that regard. Immediate relief

would be provided by placing the financial interchange and windfall appro-

priations on a current basis. Permanent relief would be provided by author-

izing temporary borrowings from the General Treasury, when necessary, with

the amounts thus borrowed to be repaid with interest when the necessa
ry

funds become available.

Under the existing law, there is a lag of as much as 18 months in

the payment by the social security trust funds to the railroad retire
ment

account of the amounts owing to that account under the financial 
interchange.
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While interest is paid so that the delay does not significantly affect the

long-term financial condition of the railroad retirement account, the delay

is a very important factor in the cash-flow problem. It has been estimated

that placing the financial interchange on a current basis would postpone

the incidence of any shortages in the railroad retirement account by

between one and two years. On the other hand, the amounts involved

would not significantly affect the cash flow of the much larger social

security trust funds. Furthermore, as the Actuarial Advisory Committee

pointed out, in its July 26, 1979 Statement to the Railroad Retirement

Board in connection with the Fourteenth Actuarial Valuation of the Railroad

Retirement Account: "It is manifestly unfair to require the Railroad

Retirement System to, in effect, lend funds to Social Security." Placing

the financial interchange on a current basis would terminate that unfairness

as well as significantly alleviating the cash-flow problem facing the rail-

road retirement account.

In enacting the 1974 Act, the Congress recognized that the cost

of phasing out windfall dual benefits should be paid out of the General

Treasury. Section 15(d) of that Act authorizes the appropriation, each

year over the 25-year period beginning with fiscal year 1976 and ending

with fiscal year 2000, of "such sums as the Board determines to be neces-

sary on a level basis" to pay those phaseout costs as reduced by certain

interest earnings of the railroad retirement account. The Railroad Retire-

ment Board was directed to "re-evaluate" its estimates as to the amounts

needed to pay such costs every three years in connection with the actuarial
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valuations of the railroad retirement account. Both the General Accounting

Office and the Railroad Retirement Board have recommended that this method

should be replaced by a "pay-as-you-go plan" under which the appropriations

to cover the costs of the phaseout windfall benefits would be kept reasonably

current with the payment of such benefits. Appropriation of those costs on

a current basis would avoid the uncertainties inherent in the actuarial

estimates that must be made under the existing procedure. More importantly

for present purposes, the existing procedure has exacerbated the present

cash-flow problem of the railroad retirement account since, during the early

years when the windfall payments are reaching a peak, the costs are greater

than the estimated amounts to be appropriated, and the consequent adverse

effect upon the cash balance of the railroad retirement account has been

enhanced by the failure of the Congress thus far to appropriate the full

estimated amounts.

Thus, for the period between January 1, 1975 and December 31,

1979, the amount appropriated by the Congress to fund the payment of wind-

fall benefits was more than $600 million less than the amount actually paid.

This is attributable in part to the failure of the Congress to appropriate

the full amount called for by the 1974 Act, but even if that had been done

there would have been a shortfall of about $300 million. I note that OMB,

in recommending the reduced appropriations, has justified such recommenda-

tions on the grounds that the Administration was proposing legislation to

similarly reduce the windfall benefits payable, but insofar as I am aware

such legislation never has been seriously considered and certainly it
 has
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not been enacted by the Congress. The railroads believe that the Congress

should fulfill the obligation it assumed when it enacted the 1974 Act to

fund the windfall benefits provided for therein out of the General Treasury,

but if the Congress is not willing to do so it should eliminate or reduce

those benefits accordingly.

The committee reports on the 1974 Act explained at length why it

would be unfair to impose the cost of phasing out windfall benefits upon

either the railroads or present employees. H. Rep. No. 93-1345, at 2-9;

S. Rep. No. 93-1163, at 2-9. Moreover, prior to the 1974 Act, the payment

of windfall benefits cost the railroad retirement account over $4 billion,

none of which has been reimbursed to that account from the General Treasury

or the financial interchange, and investment of funds in the railroad retire-

ment account was restricted to government obligations paying interest much

less than otherwise could be obtained through prudent investment policies.

And, while the 1974 Act changed those investment restrictions, the increased

interest income resulting therefrom is utilized under the Act to reduce the

amounts which otherwise are to be appropriated out of the General Treasury

for payment of the costs of phasing out windfall benefits. In view of these

circumstances, it seems both just and reasonable to ask that the cost of

phasing out windfall benefits be fully funded out of the General Treasury

on a current basis.

While placing the financial interchange and the windfall appropria-

tions on a current basis certainly would substantially delay the occurrence

of any cash shortage in the railroad retirement account, that might not be

sufficient to avoid the problem altogether. The underlying difficulty is

that there has been a "bulge" in the relative number of beneficiaries as
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compared to active employees which is expected to peak in the 1980s before

gradually subsiding. That is why the system may incur temporary cash

shortages even though it is financially sound over the long term. Neither

increased taxes nor reduced benefits is a fair or appropriate means of

dealing with such a temporary and unusual problem. If any amounts that

may be necessary to avoid such temporary shortages can be borrowed from

the General Treasury and then repaid with interest, artificial distortions

in taxes and benefits can be avoided without any significant long-term

cost to the General Treasury.

Finally, there is no emergency which requires immediate legisla-

tion. It is debatable whether the railroad retirement system is in a deficit

position at all on a long-term basis, and the most pessimistic predictions

as to when the cash flow problem will first result in a negative balance in

the railroad retirement account do not place that occurrence before some

time in 1982. Thus, action by the Congress next year clearly would be in

time to avoid such an occurrence. As I have stated, the railroads intend

to exert every reasonable effort to reach an agreement with the unions by

the end of this year upon joint recommendations to the Congress, and it is

my belief that that can be done if the unions also exert such an effort.

Certainly, such an agreement should be reached or the negotiations have

reached a point where it has become plain that the collective bargaining

process has failed in ample time for the Congress in its next session fully

to consider what should be done and to enact appropriate legislation. In

the meantime, the collective bargaining process should be given an opportunity
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to work without being frustrated through enactment by the Congress of

legislation such as S. 2979 which is supported only by the unions and

is completely one-sided.

B. The Provisions of S. 2979 Are
Objectionable Even Apart from the Effect of
the Bill's Enactment upon Collective Bargaining 

While the effect of the enactment of S. 2979 upon collective

bargaining with respect to railroad retirement issues is sufficient reason

in itself for a quick burial of the legislation, there are other compelling

reasons why the railroads object both to the tax increases and to the benefit

increases which the bill would impose.

1. The proposed tax increases. The provisions of the bill (section

2) increasing the Tier II employment taxes payable by the railroads are

truly shocking, and it is hard to believe that they seriously can be intended.

Substantial concern has been expressed in the Congress and in the country at

large about the increases in social security taxes effective under existing

law on January 1, 1981, when the tax rate on both employers and employees

will increase by 0.52% of taxable compensation. Those increases in social

security taxes will automatically be reflected under existing law in similar

increases on January 1, 1981 in the Tier I railroad retirement taxes payable

by both the railroads and their employees. Yet, the bill proposes to increase

the tax rate of the Tier II railroad retirement taxes payable by the rail-

roads alone by 3% of taxable payroll effective January 1, 1980, and would

establish a formula under which further adjustments in that Tier II tax auto-

matically would be imposed in subsequent years. An employment tax burden
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that already is crushing would become catastrophic with respect to a rail-

road industry that already is in deep financial trouble and at a time when

the railroads, like much of the rest of the economy, are suffering from the

effects of depressed economic conditions.

Employment taxes are imposed upon the railroads and their employees

by the Railroad Retirement Tax Act, which is Chapter 22 of the Internal

Revenue Code, 26 U.S.C. §§ 3201-3233. Those taxes already have reached the

point where they are almost unbearable insofar as the railroads are concerned.

The social security tax rate applicable at any particular time to

employees (26 U.S.C. § 3101) and to employers (26 U.S.C. § 3111) in other

industries automatically is applicable to the railroads (26 U.S.C. § 3221(b))

and to their employees (26 U.S.C. § 3201), and those provisions also auto-

matically apply a monthly maximum on taxable compensation that is 1/12th

of social security's annual maximum. That tax rate presently is 6.13% of

taxable compensation with respect to both employers and employees, is

scheduled under existing law to increase in 1981 to 6.65%, and further in-

creases are now scheduled for 1982, 1985, 1986 and 1990 when the tax rate will

become 7.65%. Social security's annual maximum on taxable compensation is

the same as the "contribution and benefit base" (26 U.S.C. § 3121(a)) under

Section 230 of the Social Security Act, 42 U.S.C. § 430. That base and thus

the annual maximum generally has been increased annually pursuant to an index-

ing formula (based upon increases in annual taxable wages) in Section 230, but

a 1977 amendment (P.L. 95-216) mandated a series of arbitrary increases (ex-

pected to be larger than the formula would provide) for the years 1978-1981 after

69-002 0-80--3
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which the formula will again apply. Those arbitrary amounts are $25,900

for 1980 and $29,700 for 1981, which result in monthly maximums for these

Tier I railroad retirement taxes of about $2158 for 1980 and of $2475 for

1981. Since the maximums on taxable compensation are also the maximums on

creditable compensation for purposes of determining social security benefits

and the Tier I portion of railroad retirement benefits, increases in taxable

compensation also increase the amount of those benefits insofar as based

upon an employee's creditable compensation.

In addition to those Tier I taxes, the railroads alone pay a Tier

II tax which is fixed at 9.5% of monthly taxable compensation (26 U.S.C.

§ 3221(a)). While the monthly maximum on such taxable compensation also

generally is 1/12th of social security's annual maximum, when the Congress

in 1977 amended Section 230 of the Social Security Act to provide the

arbitrary increases referred to above, it declined to make those increases

applicable to the maximum taxable and creditable compensation for purposes

of Tier II of the railroad retirement system. Rather, the Congress provided

in the last sentence of the amended Section 230(c) that such maximums should

continue to be increased in accordance to the formula without regard to the

arbitrary increases. Thus, the current monthly maximum for this Tier II

tax is $1700, which is equivalent to an annual maximum of $20,400. That

maximum will be further increased under the formula on January 1, 1981 and

(assuming continued wage inflation) on January 1 of subsequent years.

Furthermore, the railroads alone also pay a supplemental tax at

a rate applicable to mm -hours of compensated work which is fixed quarterly
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by the Railroad Retirement Board at a level intended
 to make "available

sufficient funds . . . to pay supplemental annuitie
s" (26 U.S.C. § 3221(c)).

That rate currently is 12.5 cents for each such man
 hour. While the employ-

ment taxes thus payable by the railroads cannot s
imply be added to reach a

total, because of the differences in the tax bases, 
in all they result in

the railroads paying employment taxes which this 
year amount to about 15%

of Tier I taxable compensation as compared to the
 6.13% paid by employers

in other industries.

Despite that crushing burden imposed by existing 
law, the bill

would increase the Tier II tax rate imposed up
on the railroads from 9.5%

to 12.5% effective January 1, 1981. If that increase should be enacted,

the employment taxes payable by the railroads wil
l be increased by some

$300 million in 1981 even apart from the increase o
f some $100 million which

will result from the scheduled increase in the Tier I 
tax and an additional

increase of about $70 million which will result fro
m the scheduled increase

in the Tier II maximum on taxable compensation. The magnitude of such tax

increases and their shattering impact upon the railroa
ds can perhaps to some

extent be realized when contrasted with the fact 
that the net operating

income of all railroads for 1979 was slightly less than 
$800 million, which

was the most favorable for any year since 1966. Hence, the increased tax

burden in 1981 could virtually eliminate potential 
profits, forcing even

more railroads into bankruptcy and necessitating 
reductions in maintenance

and service by most, if not all, railroads. The railroads' rate of return

on net investment in 1979 was only 2.68%, that rate
 has not exceeded 3%

since 1966, and"often has been under 2% in 
recent years. The Interstate
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Commerce Commission regards a 11% rate as being necessary to afford the

railroads an adequate return on capital investment under current condi-

tions.

But that is not all even though in itself it should be sufficient

to demonstrate the utter unreality of the bill's tax provisions. For the

years after 1981, the Tier II tax rate imposed upon the railroads alone

would automatically be adjusted as of the commencement of the year in

accordance with the balance-benefit ratio of the railroad retirement

account as of the preceding September 30th, except that the rate could not

be adjusted below 9.5% before 1986. While that "floor" affords another

demonstration of the completely one-sided nature of the proposed legisla-

tion, I doubt if it is significant as the formula can be expected to generate

further tax increases rather than decreases for years to come. Indeed, the

Railway Labor Executives' Association has been quoted as estimating that

the Tier II tax rate imposed upon the railroads may be increased to as much

as 20.5% by 1983 requiring the payment of "very close to $2 billion total

for that year" in Tier II taxes, an increase of about $1 billion over what

existing law requires. If that should occur, it is doubtful whether there

would be much of a railroad industry left to pay such taxes.

Any such automatic formula for increasing the rate of employment

taxes payable by the railroads alone is virtually certain to be self-

destructive. The Congress is aware of the perilous financial conditions

of much of the railroad industry, including the bankruptcy in recent years

of the Penn Central, th, Rock Island, the Milwaukee and a number of smaller

railroads. Such drastic increases in the employment tax burden, which would
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roads, almost certainly would push others over the line into bankruptcy,

and necessitate reductions in maintenance, service, mileage operated and

thus in employment by even those railroads that are in relatively healthy

condition. Such decieases in employment and thus in taxable payroll would

generate ever higher increases in the tax rate in an effort to support th
e

benefits payable from an ever-decreasing employment base, even if the benefi
ts

payable remained static. And, a statutory scheme under which the railroads

automatically would be assessed whatever additional taxes are necessary t
o

pay for benefit increases would encourage the unions, the employees they

represent and existing beneficiaries to pressure the Congress in the futu
re

for ever greater increases in benefits. In short, the adoption by the

Congress of such an amendment would be disastrous to the railroads an
d to

the public interest in adequate and efficient rail transportation, an
d in

the long run also to railroad employees whose employment opportunities

would be reduced and to retirees whose benefits would be placed in 
jeopardy.

That the unions themselves recognize the excessive burden that wo
uld

result from the tax provisions of the bill is evidenced by the fact t
hat

they have not proposed a similar amendment in regard to th
e taxes imposed

upon employee representatives by 26 U.S.C. § 3211. Those union officials

heretofore have paid a tax that in effect combines the taxes paid
 by employees

and the railroads, including the Tier II tax that is now fixed at
 9.5%.

That tax rate would continue to be fixed at 9.5% with regard 
to the employee

representatives, although immediately increased to 12.5% 
and made adjustable

to even higher levels with regard to the railroads.



54

To summarize, the railroads oppose as strongly as they can the

proposed increases in Tier II taxes. Even apart from the principle that

changes in Tier II taxes and benefits should be based upon joint recommenda-

tions arrived at through collectiv bargaining, the railroads simply cannot

afford the increased taxes which would result from enactment of the unions'

bill.

2. The proposed benefit increases. Under the 1974 Act, a portion

of the Tier II benefit amounts automatically are increased by 65% of the

change in the CPI between September 1976 and the September preceding the

employee's year of retirement or calendar year 1981, whichever is earlier; and

after retirement, a portion of the Tier II benefit amounts automatically

were increased on June 1 of 1977, 1978, 1979 and 1980 by 32.5% of the increase

in the CPI during the preceding year ending on March 31. Section 1 of S.

2979 would extend those automatic pre-retirement increases for five more

years through 1985 and would extend those automatic post-retirement increases

for five additional years on June I of 1981, 1982, 1983, 1984 and 1985. The

railroads also are opposed to that proposal even apart from the effect of

enactment of the bill upon collective bargaining.

When the 1974 Act was being considered in negotiations with the unions,

the railroads readily agreed to cost-of-living increases in the Tier I or

social-security portion of railroad retirement benefits that are equivalent

in time and amount to such increases in social security benefits (measured

by 100% of the increase in the CPI), and the 1974 Act so provides, so that

railroad retirees are assured the protection against cost-of-living increases
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that generally is available to retirees from other industries. The rail-

roads were very reluctant to agree to any automatic cost-of-living increases

in the Tier II portion of railroad retirement benefits, however, particularly

since most private pension plans in other industries did not provide for

such increases. Nonetheless, a few major pension plans had recently included

provisions for limited automatic cost-of-living increases and it was thoug
ht

that this might represent the beginning of a trend, so the railroads f
inally

agreed in 1974 that the 1974 Act should include the provisions for Tie
r II

cost-of-living increases described above, in view of the limitations u
pon

both the extent and the times of such increases.

In fact, the anticipated trend to include such provisions in private

pension plans did not develop, and I understand that provisions for au
to-

matic cost-of-living increases in such plans are as rare or even r
arer

than in 1974. I am informed that no major industry has a collectively-

bargained pension plan that provides for automatic cost-of-living increase
s

in benefits. To mandate such increases for five more years in addition

to the four years which the railroads and unions agreed upon as a limi
ted

feature of the 1974 Act would tend to rivet those provisions into the 
law

on a permanent basis however unjustified they otherwise might be. This is

a matter with respect to which the railroads are prepared to negot
iate with

the unions, and in fact one that is being considered in the ongoing 
negotia-

tions although the unions, as well as the railroads, have suggested 
approaches

that differ substantially from the one proposed in the bill. But regardless

of what eventually may be worked out in that regard, it is wor
th repeating
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that railroad retirement beneficiaries are assured of the same cost-of-living

increases that are afforded to social security beneficiaries, with respect

to the Tier I portion of their benefits, so that they have as much protec-

tion against inflation as is provided by the social security system even if

the 1974 Act never is amended.

C. Conclusion 

For these reasons, the railroads adamantly oppose the enactment of

S. 2979. It would impose an immediate increase of almost one-third in

the Tier II taxes imposed upon the railroads alone, even though the employ-

ment taxes imposed on the railroads already are between two and three times

as much as the employment taxes imposed on employers in other industries and

thus have reached any reasonable limit. By providing for automatic future

increases in the Tier II taxes payable by the railroads alone, the intolerable

burden which the bill would thus impose would continue to increase without

further resort to collective bargaining or to the Congress. And, this burden

would be further enhanced by additional pre-retirement and post-retirement

cost-of-living increases in Tier II benefits which have few, if any, counter-

parts in the pension plans throughwhich other industries supplement social

security benefits. This would be done even though the economy as a whole is

in the midst of a recession and even though the financial problems of the

railroads are more severe than those of industry generally and for many years

their earnings have been abnormally low even in the best of times.

Even more fundamentally, as I stated at the outset, the bill as a

whole represents an effort by the unions to have the Congress enact railroad

retirement legislation at their unilateral request, and thus would subvert
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the intention of the Congress in enacting the 1974 Act to
 have future changes

brought about through its action upon recommendations joi
ntly negotiated by

railroad labor and management. Its enactment would upset ongoing negotia-

tions which I firmly believe otherwise will result
 in joint recommendations,

if the parties exert the same good faith effort that
 they have in recent

months, that will provide a comprehensive solution
 to the problems of the

railroad retirement system for years to come that 
will be acceptable to all

concerned in time to be considered and acted upo
n by the Congress next year.

I appreciate this opportunity to present the vie
w of the railroads

that I represent in opposition to S. 2979, particu
larly since it involves

matters of large importance to the railroads in re
gard both to the principles

which would be adversely affected and to the cos
ts that would ensue if that

bill should be enacted.

Senator METZENBAUM. Our last panel is Mr. 0. M. B
erge, chair-

man of the Railroad Retirement Committee, Railway L
abor Execu-

tives' Association, accompanied by Mr. James R. Snyd
er, chairman,

legislative committee of the RLEA, and Mr. Edward
 D. Friedman,

counsel.
Gentlemen, you may divide your time as you please. I

 have been

updated as to my own time commitments, and I will
 have to walk

out of here on 11:15 on the button, which is one-hal
f hour from

now.

STATEMENT OF 0.. M. BERGE, CHAIRMAN, RAI
LROAD RETIRE-

MENT COMMITTEE, RAILWAY LABOR EXECUTI
VES' ASSOCI-

ATION, ACCOMPANIED BY JAMES R. SNYDER
, CHAIRMAN,

LEGISLATIVE COMMITTEE, RLEA; AND EDWAR
D D. FRIED-

MAN, COUNSEL

Mr. BERGE. Thank you, Mr. Chairman.
My name is 011ie Berge, and I am appearing here t

oday as

chairman of the Railroad Retirement Committee of th
e Railway

Labor Executives' Association and as president of the 
Brotherhood

of Maintenance-of-Way Employees, to testify in support
 of Senate

bill 2979.
Appearing with me are James R. Snyder, chairman of t

he legis-

lative committee of the Railway Labor Executives' Associ
ation; and

Mr. Edward Friedman, the committee's counsel.

I will summarize my position and request that my formal
 state-

ment be made a part of the record.
The RLEA was organized more than 50 years ago for the p

urpose

of promoting the common interests and the welfare of
 railroad

workers and their families, both active and retired, and n
owhere in

its history has it dealt with a matter of more importanc
e to these

people than the subject matter of this bill. What is at st
ake here is

the life or death of the railroad retirement program.

The program is going broke. This is the view of the more 
than 2

million railroad people for whom the railroad retirement 
program
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promises the reward for a lifetime of hard and often dangerot.
work.
The leadtime required to build up the account sufficient'

beyond the insolvency point requires that a moderate tax increas
in the tax rate to the carriers be set now. If we wait until nex
year or the year after, what will be needed is an immediate infu
sion of heavy dollars over a very short period of time, too heavy ti
be absorbed by the railroad industry alone.
Senator METZENBAUM. Mr. Berge, let me inquire at this point

The Chair has asked that the parties set their own deadlines. Mr
Hopkins has indicated that they are prepared to set a deadline fot
the conclusion of negotiations by December 31 of this year. HE
indicated that railway labor has not indicated a willingness tc
agree upon some particular deadline.
I have asked that we be advised no later than next week as to

what that deadline is, as set by the parties themselves. Do you
have a position on this subject?
Mr. BERGE. We had initially set a deadline of May 15 a year ago,

trying to get negotiations off of dead center and some progress
made. We feel that the deadline has passed, and the time to act on
this is now, because it is a real emergency.
Senator METZENBAUM. But in view of the fact that the Senate is

going to recess next week, and getting a quorum together is well
nigh impossible in some committees these days, what would you
suggest be that deadline, or are you suggesting that it would be
today or yesterday? Is,that what your point is?
Mr. BERGE. I would suggest that the deadline should be just as

quickly as the Senate can act on it.
Senator METZENBAUM. Well, I would like to ask you to discuss

the subject with others in railway labor. We are not going to be
able to act upon it this moment, that is obvious. We conceivably
could act upon it when we return November 12.
I would prefer that we not start the legislation moving and then

get the parties to actually negotiate. I would prefer that they
negotiate before that. That being the case, would it be agreeable
with you if a deadline were to be set as of, perhaps, November 12,
the first day we are returning, and would railway labor agree to
that; since you said you would agree to yesterday, that would seem
to be a not unreasonable position to take.
Mr. BERGE. Well, we are agreeable to cooperating in every re-

spect. I believe the work that has to be done by the actuaries is
such that it would be difficult to reach an agreement with the
carriers by November 11. But certainly, we are willing to make an
honest and good-faith effort.
Senator METZENBAUM. That, I think, is the old Armistice Day,

and I think that is a good day to set as the deadline.
I would just ask the railway labor spokespersons to see whether

or not that date could not be used as a deadline. That is still
almost 2 months from now, and there does not seem to be any
reason why, if you are ever going to come to an agreement, you
could not come to an agreement by that date. The Chair will
announce that unless there is some strong or persuasive reason to
the contrary, that I would not feel constrained to wait beyond that
point to try to move this bill in committee.
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Mr. BERGE. Railway labor is willing to pursue your suggest
ion,

sir.
Senator METZENBAUM. Please proceed.
Mr. BERGE. Thank you.
Further delay, in my opinion, is likely to mean nothing more and

nothing less than system insolvency, requiring the Congress to bai
l

it out with tax dollars. This must not be allowed to happen. 
The

time for action is now, while there is still time to generate enoug
h

cash within the industry itself to raise the reserves to a leve
l

sufficient to guarantee continuity of the system without a massiv
e

infusion of general tax dollars.
The RLEA has appeared many times before this committee to

press for the enactment of a bill, but never before has it advocated

passage of a bill so vital to the interests of the railroad workers a
s

Senate bill 2979.
While the railroad retirement worked well enough during its

earlier years, it began having financial problems in the 1950's an
d

1960's, largely caused by declining railroad employment followin
g

the employment bulge of the war and the early postwar years. The

words "actuarial deficit" began to surface with more and more

frequency, until finally in the early 1970's, the program began to

show alarming deficits in the range of 9 percent. Most of this

erosion resulted from the payment of the windfall dual benefit.

The Railroad Retirement Act of 1974 restructured the program

into a two-tiered system of benefits. Tier I represents a social

security component computed under the social security benefit for-

mulas, on the basis of the employee's combined railroad and non-

railroad earnings.
Tier II represents the staff level component based on railroad

services only.
The financing of tier I is the same as social security. The tier I

tax rate is the same as the social security tax rate. It is levied on

wages subject to a maximum taxable compensation ceiling identical

to social security. The calculations of tier I benefits are based upon

social security indexing to adjust for inflation.
The tier II benefit resembles a private pension benefit. It is

noncontributory. The carrier pays the full amount of the tax based

on wages subject to a maximum taxable compensation ceiling

which is lower than the social security ceiling.
The existing law provides for preretirement indexing of tier II

components over a period of 4 years ending January 1, 1981, which

are based on lifetime earnings. The indexing is based on 65 percent

of the percentage increase in the Consumer Price Index between

September 1976 and the September preceding the year of retire-

ment through 1980.
Current law also provided for a once-a-year postretirement cost-

of-living adjustment over a period of 4 years ending June 30, 1980,

equal to 32.5 percent of the rise in the Consumer Price Index.

To my knowledge, there is no disagreement on the unqualified

need for some form of indexing. Senate bill 2979 simply continues

existing policy in this respect.
Receipts to cover these expenditures of the system in the form of

tier I and tier II benefits, spouses' and survivor annuities, have

been short over the past decade. The reason for this steady deterio-
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ration is that for too long, more dollars were going out than were
coming in. The bulk of the funds paid into the railroad retirement
account comes from the receipt of payroll taxes and from the
financial interchange.
As shown above, the shortfall between railroad retirement reve-

nue and paid benefits show, by the declining balance in the reserve
account, from $4 billion in April 1971 to $1.8 billion in April 1980.
This represents an erosion of $2.2 billion over the past decade, with
a further projected erosion of another $1.7 billion as of April 1982,
even on the basis of the intermediate economic assumptions.
Senate bill 2979 would check this downward spiral at the earliest

point and would stabilize the system within a few years. S. 2979
would do this in two steps. The first step involves an increase of 3
percent in the tier II tax rate for calendar year 1981. The second
step would be the imposition of a variable tax rate covering the
years thereafter. The variable rate will go up or down as the
railroad retirement reserve account rises or falls.
The rate is a sliding rate designed to insure that the balance in

the account will not drop below 25 percent of the annual benefit
payment. An increase or decrease in the tax rate would be trig-
gered by the up or down movement in the account at the end of
each year. These rates, as high as they may seem, will be totally
accurate to generate the dollars needed to avoid cashlessness, insol-
vency, and default unless S. 2979 is acted upon now. The size of the
rates necessary to be paid by the carriers if congressional action is
not taken this session will surely result in the carriers coming to
the Congress themselves for a general tax revenue subsidy.
In closing, I would like to recall to the committee the testimony

of the former chairman of the National Railway Labor Conference
in 1974 in which he assured this committee that—

Railroad industry is perfectly prepared to fund the railroad retirement system in
every respect in which it bears a reasonable resemblance to any other private
industry pension plan, and what that means is that if somehow these figures go
askew and we run into difficulty in the future because we have not put enough
money in with relation to the benefits that are being paid, we will fund that, we
will take care of it—that is our responsibility.

We have been trying for more than 2 years to persuade the
conference committee to take action with us to avoid the impend-
ing collapse of the program.
As pointed out earlier, we began to make progress some months

ago following the scheduling of hearings. Unfortunately, on the
basis of our progress until now, it appears that an agreement will
not be reached in time to permit legislative action during this
session of Congress.

Therefore, on behalf of the hundreds of thousands of retired and
active workers, their dependents and survivors, we urge this com-
mittee to take prompt action on this bill within the few remaining
weeks of this Congress.

It is imperative that a bill be enacted by the Congress before the
close of this session.
Thank you, Mr. Chairman.
[The prepared statement of Mr. Berge follows:]
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Mr. Chairman and Members of the Committee:

My name is 0. M. Berge. I am appearing here today as

Chairman of the Railroad Retirement Committee of the Railway

Labor Executives' Association to testify in support of S. 2979.

Appearing with me are James R. Snyder, Chairman of the Legisla-

tive Committee of the Railway Labor Executives' Association, and

Edward D. Friedman, the Committee's counsel.

As the members of this subcommittee know, the RLEA is an

association of 21 standard and international labor organizations

representing the classes and crafts of all of the employees

employed by the Class 1 railroads in the United States.

The RLEA was organized more than 50 years ago for the pur-

pose of promoting the common interests and the welfare of rail-

road workers and their families, both active and retired, and

nowhere in its history has it dealt with a matter of more

importance to these people than the subject matter of this bill.

What is at stake here is the life or death of the railroad

retirement program.

The program is going broke. This is the view of the more

than two million railroad people for whom the railroad retirment

program promises the reward for a lifetime of hard and often

dangerous work.

The simple facts are that the current Tier II retirement tax

of 9.5% will not produce enough funds to keep the system in the

black through 1982 or 1983. Each additional month aggravates the

problem--puts the system deeper in the hole--and increases the

risk of insolvency before the end of the next Congress.
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The experts have warned that if something is not done now in

this Congress, the fund will fall so far behind that the 3% tax

increase such as provided by S. 2979 will not be sufficient to

ward off the crisis.

The lead time required to build up the account sufficiently

beyond the insolvency point with a moderate tax rate will have

been lost. If we wait until next year or the year after--what

will be needed is an immediate infusion of heavy dollars over a

very short period of time--too heavy to be absorbed by the

railroad industry alone.

The representatives of the carriers who will testify will

undoubtedly have a different version for the necessity of this

bill. They will say that the system is not expected to become

insolvent at least until a proposal negotiated between the

Railway Labor Executives' Association ("RLEA") and them can be

presented to the 97th Congress next year or in 1982. Their

assertion is illusory because negotiations have been going o
n for

more than 2 years, and there is no indication that the 
carriers

will modify their positions sufficiently to rescue the 
system in

time for legislation in this session of Congress.

Further delay is likely to mean nothing more and nothing

less than system insolvency, requiring the Congress to bail it

out with tax dollars.

This must not be allowed to happen. The time for action is

now, while there is still time to generate enough cash 
within the

industry itself to raise the reserves to a level sufficient to

guarantee continuity of the system without a massive
 infusion of

3eneral tax revenues.
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S. 2979 will accomplish this.

It is a basic and simple bill.

It provides for a variable tax rate designed to produce

enough funds to avoid a systemic disaster. The tax rate will

garner precisely what is necessary to maintain a reserve in the

account of not less than 25 percent of the annual payout. With-

out S. 2979, the danger of insolvency will be ever present.

RLEA has appeared many times before this Committee to press

for the enactment of a bill. But never before has it advocated

passage of a bill so vital to the interests of railroad workers

than S. 2979.

The carriers' assertions that a negotiated bill will be

forthcoming in time to avoid collapse of the system does not bear

analysis in light of their past behavior. They have dragged

their feet for most of the 2 years of negotiations despite the

urgent need for prompt action on this subject. Their attitude

has run the gamut from polite indifference at the start of the

negotiations to a gradually developing position of listening to

RLEA proposals with some comments and few suggestions or counter-

proposals. The RLEA set a deadline of March of 1979 for

agreement, which passed without notice by the carriers.

It has become an absolute necessity for the RLEA to present

a legislative proposal which will reverse the downward spiral of

the railroad retirement account. Since we are now nearly into

the last quarter of this calendar year, it is manifestly apparent

that unless there is action on an emergency bill this session, a

collapse will be unavoidable.
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This will be a tragedy without comparison, for the railr
oad

industry has one of the oldest pension systems in the country.

The original pensions were established more than 100 years ago.

However, the early promises of pensions were largely illusory.

Although 75 percent of railroad workers were covered by pension

plans by the mid-1920's, less than two out of every ten workers

actually qualified for a pension upon becoming too old 
to work.

The benefits these few people were paid were small. About

one-fourth of the 50,000 pensions in force in 1933 p
rovided for

payments of $6.50 per week. The average was about $14 per

week. These meager amounts were drastically reduced during 
the

period of the Great Depression when some railroads eliminated

pensions altogether.

It was in this setting that the railroad retirement system

was born in 1935 upon an understanding between labor and
 manage-

ment that it would become the basic retirement system for the

entire industry. Railroad employees have never been covered by

the social security system.

While the railroad retirement worked well enough duri
ng its

early years, it began having financial problems in the 19
50's and

1960's, largely caused by declining railroad employment following

the employment bulge of the war and the early postwar 
years. The

words "actuarial deficit" began to surface with more and more

frequency until finally in the early 1970's the progr
am began to

show alarming deficits in the range of 9 percent. Most of this

erosion resulted from the payment of the windfall dual
 benefit.
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The result was the Railroad Retirement Act of 1974 which

restructured the program into a two tier system of benefits.

Tier I represents a social security component computed under

the social security benefit formulas on the basis of the

employee's combined railroad and non-railroad earnings.

Tier II represents the staff level component based on

railroad services only.

The financing of Tier I is the same as social security. The

Tier I tax rate is the same as the social security tax rate. It

is levied on wages subject to a maximum taxable compensation

ceiling identical to social security. The calculations ot Tier I

benefits are based upon social security indexing to adjust for

inflation. A 100% cost of living increase is applied

automatically each year to Tier I as in social security.

The Tier II benefit resembles a private pension benefit. It

is non-contributory. The carrier pays the full amount of the tax

based on wages subject to a maximum taxable compensation ceiling

which is lower than the social security ceiling.

The existing law provides for preretirement indexing of

Tier II components over a period of 4 years ending January 1,

1981, which are based on lifetime earnings. The indexing is

based on 65% of the percentage increase in the Consumer Price

Index between September 1976 and the September preceding the year

of retirement through 1980.

Current law also provided for a once each year post-

retirement cost-of-living adjustment over a period of 4 years

ending June 30, 1980, equal to 32.5% of the rise in the Consumer

Price Index.
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To my knowledge, there is no disagreement on the unqualified

need for some form of indexing. S. 2979 simply continues

existing policy in this respect.

The average Tier I benefit paid to one-half million railroad

retirees after offset for a dual social security benefit,

amounted to $305 in the last fiscal year. The average Tier II

benefit, including those who did not retire from railroading

until after 1974, averaged $129

The average combined Tier II and II amount for this group

was, therefore, $434. To this must be added the supplementary

annuity awards, which average about $41 per month covering

employees who retire before their 65th birthday. Also excluded

from this description is the dual benefit windfall, now in the

process of being phased out under the 1974 legislation.

To the foregoing must be included the spouse's annuity,

covering alomost a quarter of a million wives of railroad

workers. Here the average is $210 as of the end of the last

fiscal year.

Finally, we should mention the 330,000 survivor's annuities,

averaging $314 a month.

The total cost of operating this system for the last fiscal

year was $4.647 billion or $331 million more than the previous

fiscal year and $828 million more than in fiscal year 1977.

Receipts to cover these expenditures have been short over

the past decade.

This shortfall is evidenced by the accelerating deteriora-

tion in the balance of the railroad retirement account, as sho
wn
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by the following comparison of the balances in the account on

April 30, 1971, with April levels in recent years as follows:

1971
1975
1978
1979

$4.092 billion
$3.063 billion
$2.021 billion
$1.801 billion

It is estimated by the Railroad Retirement Board's Chief

Actuary that the balance in the account will drop to a low of

$657 million before May, 1981, if economic conditions continue to

be unfavorable.

Even if economic conditions show some improvement and

railroad employment holds reasonably steady, the estimated level

for April 1981 will drop to $1.102 billion dollars, and in 1982

will fall to a shocking $192 million.

This means even if economic conditions improve somewhat over

the next few months, the account will drop to the danger point of

one billion dollars representing two and one half months of

benefit payments and will fall well below that point in 1982.

The reason for this steady deterioration is that for too

long more dollars are going out than are coming in.

The bulk of funds paid into the railroad retirement account

comes from receipt of payroll taxes and from the financial inter-

change.

Each per':entage point of the payroll tax levied on taxable

wages produc-5 about $100 million dollars. The combined Tier I

and Tier If taxl; produced $2.29 billion dollars in the last

fiscal year.

The m, jor source of funds paid into the account comes

from the interchange. This is a form of reinsurance in
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which railroad employees and their families are reinsured under

social security. Interchange transfers between the two systems

are made annually to place the social security trust funds in the

same position they would have been in, had railroad employees

been covered by social security rather than by railroad

retirement.

The tax dollars that the social security trust funds would

have received each year if social security coverage included

railroad employees is compared with the additional benefit

dollars that social security would have paid to railroad

employees, their spouses, or survivors. The difference in the

two amounts is transferred to railroad retirement if the benefit

amount is higher or to social security if the tax amount is

greater. This calculation takes place in October of each year.

The interchange of dollars owing to either system is made during

the following June. There is, thus, an average of a 15-month

delay on reimbursement.

The balance thus far has favored the railroad retirement

program. The financial interchange accounted for $1.477 billion

of railroad retirement receipts in the last fiscal year.

The railroad retirement balance sheet may be broken down as

follows:

Payroll $2.290 billion

Financial Interchange $1.477 billion
Advances for payments of

social security benefits $ 265 million
Dual Benefit Transfer $ 313 million
Interest on Investment $ 186 million 

Total $4.532 billion
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As shown above, the short fall between railroad retirement

revenues and expenses that has increased each year is evidenced

by the declining balance in the reserve from $4.092 billion in

April, 1971, to $1.801 billion in April, 1980. This represents

an erosion of $2.2 billion over the past decade with a further

projected erosion of another $800 million as of April, 1981, and

another $1.7 billion as of April, 1982, even on the basis of

intermediate economic assumptions.

S. 2979 would check this downward spiral at the earliest

point and would stabilize the system within a few years.

S. 2979 would do this in two steps.

The first step involves an increase of 3 percent in the Tier

II tax rate for the calendar year 1981.

The second step would be the imposition of a variable tax

rate covering the years thereafter. This variable rate will go

up or down as the railroad retirement reserve account rises or

falls.

The rate is a sliding rate designed to insure that the

balance in the account will not drop below 25 percent of the

annual benefit payment. Since the annual benefit payment runs in

the neighborhood of four billion dollars, the minimum account

balance under this proposal would be about one billion dollars,

equal to two and one-half months of benefit payments. Throughout

the year, the account goes up and down like a rollercoaster,

largely due to the practice of a lump sum payment of financial

interchanges. Thus, the actuaries tell us that the account would

periodically drop to this level in April of each year prior to

the receipt of the financial interchange payment.
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Any increase or decrease in the tax rate would be trigg
ered

by the up or down movement in the account at the end of each

fiscal year.

If the account balance divided by the account payout for one

calendar year is lower than it was for the previous year, the

railroad retirement tax rate would go up.

If this ratio between account balance and account pay
out for

a given calendar year is higher than it was for the previous

year, then the tax rate will go down.

The adjustment factor is aimed at keeping the account

balance-benefit ratio at about 70 percent as of 
the end of the

fiscal year. If the balance is held at 70 percent in October, it

will drop to about 25 percent in April.

We are told that if the account balance-benefit ratio were

to be pegged at some point less than 70 percent, for insta
nce, 60

percent, the account balance would drop below 25 
percent at its

low point in April, which the actuaries regard as insuffi
cient.

Because the cash flow problem is so severe that the 
tax rate

under S. 2979 will rise for a few years until equilibrium is

established and will fall to lower levels after th
ereafter, it is

estimated that the Tier II tax rate may rise to 16 percent in

1982, and, perhaps, to 20 percent in 1983.

These rates, high as they may seem, will be totall
y accurate

to generate the dollars needed to avoid cashlessne
ss, insolvency,

and default unless S. 2979 is acted upon now. The size of the

rates necessary to be paid by the carriers if Congressional

action is not taken this session will surely result in the
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carriers coming to the Congress themselves for a general tax

renevue subsidy.

The carriers can be expected to emphasize that there are

other methods of curing the cash flow problem in the account.

However, the payment of the windfall benefit on a current basis

by the Treasury will prevent further erosion on this account but

will not relieve the cash flow crisis since it amounts to about

$150 million annually. Further, putting the financial inter-

change payments from social security on a current basis while

clearly desirable and feasible, is not likely to be achieved

within the short period of time within which the railroad retire-

ment account must be relieved. In short, these two methods of

infusing some cash into the railroad retirement account are far

too little far too late to solve the immense cash flow problem

currently threatening the solvency of the railroad retirement

system.

In closing, I should like to recall to the Committee the

testimony of the former Chairman of the National Railway Labor

Conference in 1974 in which he assured this Committee that:

"That railroad industry is perfectly prepared
to fund the railroad retirement system in
every respect in which it bears a reasonable
resemblance to any other private industry pen-
sion plan, and what that means is that if
somehow these figures go askew and we run into
difficulty in the future because we have not
put enough money in with relation to the bene-
fits that are being provided, we will fund
that, we will take care of it--that is our
responsibility.

We have been trying for more than two years to persuade the

Conference Committee to take action with us to avoid the impend-

ing collapse of the program. As pointed out earlier, we began to
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make progress some months ago following the scheduling of hear-

ings. Unfortunately, on the basis of our progress until now, it

appears that an agreement will not be reached in time to permit

legislative action during this session of Congress.

Therefore, on behalf of the hundreds of thousands of retired

and active workers, their dependents and survivors, we urge this

Committee to take prompt action on this bill within the few

remaining weeks of this Congress.

It is imperative that a bill be enacted by the Congress

before the close of this session.

Thank you.

Senator METZENBAUM. Thank you, Mr. Berge.
Do you have any comments with respect to the House subcom-

mittee action last evening?
Mr. BERGE. I just heard of it this morning.
Senator METZENBAUM. I am sure that the railway management

assumed that you had caused it. Now you indicate that you, too,
just heard of it. I am shocked that the Congress is proceeding on its
own in an area such as this.
Mr. BERGE. It is quite possible that we did have some influence

in that line, sir.
Senator METZENBAUM. Jim Snyder, I think, is indicating you did.
Mr. BERGE. I would defer the response to that question to the

legislative representative of the RLEA.
Mr. SNYDER. We were aware of the action, Mr. Chairman. Just a

few days ago, we had some Republicans on the minority side who
were very vitally interested in this, and a proposal was made on
the minority side, such as what the House subcommittee took
action last night in the form of a substitute amendment—the "same
bill that we are discussing here.
In reviewing the amendment very carefully with Mr. Friedman

here, and just briefly mentioning it to Chairman Berge, we felt like
it was a very good compromise, we felt it was important, and we
felt like maybe the carriers would get off center and support such a
proposal, because it has been pointed out here that negotiations in
real good faith have been going on for 2 years now. There were on
the House side proposals made by the two chairmen of the House
Interstate and Foreign Commerce Committee to insert a railroad
retirement bill to correct the crisis in the railroad retirement
system in the railroad deregulation bill. However, this became very
controversial, and inasmuch as the Rock Island legislation was
rejected by the courts, then it became almost an impossibility. But
it was strictly the understanding, inasmuch as railway labor played
a major role in the railroad deregulation, that it should be finalized
today, which will provide billions of dollars for the industry, which
we were very much interested in and were glad to play a part in,
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with a lot of time and hard work and efforts, pounding the Hall
here, on railroad deregulation.
But it has always been our understanding, particularly on the

House side, that once the deregulation was passed to help the
industry, then we would take care of the railroad retirement
system.
So I think this kind of gives you an answer as to why that action,

because we feel like it is very important. They have occasionally
been dragging their feet on this, and it is very important, because
the longer it is drawn out, it is going to cost the industry more, and
then it becomes more complicated. On behalf of our legislative
committee and railway labor, we certainly appreciate your efforts
in this and your staff efforts in this, in trying to arrive at a
reasonable solution. I hope that was not a speech, but those are
some facts that I was aware of.
Mr. Friedman might wish to briefly comment on the amendment

that was passed in the House last night.
Senator METZENBAUM. Very briefly, Mr. Friedman, in doing so,

tell me how it would help if that measure were to proceed forward,
because as I understand it, there are three parts to it. One is to
phase in the financial interchange so it will be on a current basis;
second is to extend the cost of living increases 1 year, and then the
third part and most important, as I see it, is directing the Board to
prepare recommendations for putting the fund on a financially
sound basis. Now, that is where we are at the moment. That is
what you are negotiating about, putting the fund on a financially
sound basis; that is what this legislation is about. How is the Board
going to do something more—how is the Board going to achieve
anything that the parties themselves cannot agree upon and that
the Congress may have to wrestle with directly?
Mr. FRIEDMAN. I think that raises a philosophical question as to

how the Railway Labor Act came about and how it has been
handled legislatively over the past 40 years. It is generally known
as a measure which results in agreed-upon amendments. There has
been some talk as to whether or not the agreements constitute
collective bargaining, but they do not constitute collective bargain-
ing. These are efforts by the parties to work out legislative prob-
lems, to eliminate controversy from a legislative problem. And they
have done that more or less successfully over 40 years. At some
points during that long history, there were disagreements, there
was an inability to eliminate the controversy in the bill, and con-
troversial bills were pressed before the Congress, and one or the
other side prevailed. So the amendments have not always been
agreed upon.
And I think your question basically is—and in other years, in the

1972 legislation, the bill formed a committee consisting of the
parties to make recommendations. This one directs the Board to
come up with something. And after all, the Board is the expert
body, it is the administrative agency charged with the responsibili-
ty for administering this program. It knows more about the intrica-
cies of this program than anybody in this room. And they are in a
position to make suggestions or recommendations as to how this
program can be put on a sound basis. That note is a departure
from the precedent of the parties getting together to try to agree
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upon. I do not think it is bad. I think the Board has a responsibili-
ty. Traditionally, the Board has assisted each of the parties in the
negotiation process and does play a major role in the negotiations.
Senator METZENBAUM. Could somebody please respond as to how

far along you are in the negotiation process? Have you made any
headway?
Mr. BERGE. Not very far. At the present time, we have an econo-

mist and an actuary working for the committee. The Carrier Con-
ference Committee has an economist, I believe, and an actuary, and
they, together with the actuaries of the Retirement Board, are
exploring some of the things we discussed to determine what the
impact is on benefits and whether they are revenue saving or
whether they are cost items. It is very technical work and very
time consuming. It takes a very long time, because these people do
this in addition to their normal duties.
That committee, which we refer to as a technical committee

because it is a committee of experts, is meeting tomorrow morning,
and they tell me that they will have a report for the respective
committees, my committee and Mr. Hopkins' committee, shortly
thereafter.
Senator METZENBAUM. Mr. Berge, the industry suggested that a

variable tax could cripple the industry financially. It occurs to me
that a variable tax could have some impact upon their ability to
raise funds in the marketplace, or from the banking institutions.
That would certainly harm them. Has railway labor given any
thought to this subject, and do you have a response to that?
Mr. FRIEDMAN. The concept of a variable tax was drawn from the

railway unemployment compensation law, and that does provide
for a variable tax and has, I think, since its inception. The rate
goes up or down as the reserves go up or down.
I think the problem here is that there has been too long a delay

in repairing the shortfall. Every year for 10 years, the railroad
retirement account is paying out more money than it is paid in,
and as you said earlier, we are now in a catchup phase. And
because it is a catchup phase, more dollars are required now than
will be required once the system catches up.
Senator METZENBAUM. So do you agree that it will go to a 20-

percent rate?
Mr. FRIEDMAN. No. The estimates made by the actuary, on the

basis of their assumptions, would be that the rate could go as high
as 19 or 20 percent in 1983 or 1984, and then would drop thereaf-
ter. It would drop after that period. I think one of the problems is
that that money has to come from someplace. In other words, this
system cannot continue unless enough dollars go in to pay the
benefits. And I think we have been attempting to negotiate for 2
years to work this out, and now it is suggested that we can wait
still longer. And every year we wait is going to require more
money. That is why we feel if we go on much longer, the carriers
are going to come to the Congress and say, "We need either a loan
from the Federal Treasury, or we need a Federal subsidy." And
this has always been a private system, a system which was fi-
nanced within the industry itself. It has never been supported by
tax dollars.
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Senator METZENBAUM. Gentlemen, I appreciate your comments.
The Chair is going to recess the hearing, but before doing so, I
would like to ask Mr. Hopkins whether or not he finds anything
unreasonable in the November 11 or 12 date. Is that a fair target
date? You had indicated December 31. They are saying yesterday,
and November 11 or 12 seems to be a reasonable point of time. Do
you have any special difficulty with that?
Mr. HOPKINS. No, sir. We are prepared to live up to the deadline

that we have imposed, to so speak, on ourselves. Beyond that, I am
not prepared to commit the people I represent.
Senator METZENBAUM. I understand.
Mr. HOPKINS. We certainly want to be cooperative in every way.

I have no problem with our jointly reporting to your committee on
any date that you might set, but I do have great difficulty with our
being disabled in the negotiations by being required to come up
with a joint resolution by November 12 or whatever date, on pain
that if we do not, of having a bill passed that is a labor bill that
would grant them benefits beyond what any organized group in the
United States enjoys, and that would impose on our industry a
greater cost of pension benefits than any company or industry in
the United States.
Senator METZENBAUM. Well, Mr. Hopkins, let me make this ob-

servation. There is legislation before the committee. It is labor
sponsored. The Chair is the author of that legislation. But the
Chair recognizes, railway labor recognizes, you recognize, and the
Congress recognizes that the final piece of legislation in any area
does not always resemble the original draft. So that although your
point is, "Well, if we have to be negotiating against that bill, that
is what is going to pass," as the author of the bill, yes, I would
press for passage of that bill. But I have been in enough battles
around here, and have won some and lost some, that I know that
sometimes the give-and-take process helps to get legislation
through. And railway labor is not unrealistic about that fact.

Therefore, I would say to you that yes, I am saying that I want
to move a bill if you cannot get together. My position is that there
is a timeliness in moving a bill. That is not to say that you must, in
those negotiations, say, "Well, this will cost us 10 percent less than
that bill, and therefore, we ought to take it," because as a former
businessman and as a former labor lawyer, I understand that there
is a give and take in the process. And I do not wish to put you
under a disadvantage by reason of the fact that there is legislation
pending. I think there is no disadvantage that I put either party
under by saying that I will attempt to get a bill through Congress
if you cannot do it on your own. Exactly what the final framing of
that bill will be will depend upon the give and take of the process
and may also depend upon what happens on November 4, and none
of us can kid ourselves about that.
So the main message I am giving to you is to get off dead center

both of you, get down into the real negotiations that someday you
all thought you were going to get into, and come up with the
product or the end result so that Congress can say that labor and
management have again agreed upon this and move the legislation
on that basis. If you do not do that, then we will have to take it
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into our own hands, and it will not be as good a result, of that I am
certain.
Mr. HOPKINS. Mr. Chairman, we are prepared to do that in

management, and I am quite confident that the organizations are,
as well. I would only add one note, and this is in reference to what
Chairman Berge has said. We are on all sides of this process
dependent in a very large measure on the experts—our own, their
own, and the Railroad Retirement Board experts—and this is an
enormously complex subject. So that we cannot do an intelligent

job unless and until we have the date. We now have it, and they
are meeting tomorrow, as Chairman Berge has said. But I think it
would be a mistake for all concerned, including, of course, the
Congress, to even consider passing something that does not repre-
sent a thorough absorption and intelligent use of expert input that

we expect to get.
Senator METZENBAUM. The Chair heard that the experts are

doing their work on a part-time basis. I think it is time to put them
on a full-time basis and overtime, if necessary. Let us move, and if
they are doing something else, let us relieve them of those other
responsibilities so that they can get you the answers and them the
answers so that the matter can get resolved.
Mr. HOPKINS. That was not a misstatement as intended. I think

the reference there was to the experts on the Railroad Retirement
Board; they have a full-time job to do. Those with whom we consult
on the railroad side have made themselves available, and will, on
virtually a full-time basis. I would hope the same would be true of
the consultants employed by the organizations. I do not know
whether that is the case.
But for our part, whatever our handicaps may be, that is not one.
Senator METZENBAUM. Thank you very much. The Chair is about

to adjourn this hearing.
Mr. BERGE. I did not mean to infer that they were working on a

part-time basis. But as Mr. Hopkins said, the Railroad Retirement
Board people do have their functions to perform, and we are impos-
ing extra work, and I am sure that they are working long hours
and have been trying very hard. And, certainly, the technical
people working for us are available on a full-time basis from this
point on. One of the individuals has not been, but I am assured
that he will be from this point on.
Senator METZENBAUM. I think that clarifies the matter.
Mr. HOPKINS. I think it is only fair to say, too, sir, that whatever

our problems and disagreements may be, we are agreed that we are
most fortunate in having the kind, quality, and caliber of people we
do at the Railroad Retirement Board and the technical personnel.
They provide just invaluable assistance to all of us in trying to
resolve this problem.
Senator METZENBAUM. The Chair would just observe that over a

lifetime I have been involved in any labor negotiations, I do not
know of any instance in which I have seen the high degree of
respect, cooperation, and relationship that exists in this industry.
It is not exactly similar to that which I have seen existing in some
other industries, and I congratulate you on that.
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Having congratulated you upon your respect for each other andthe quality of your representation, now let me urge you to get thismatter resolved as promptly as possible.
The meeting stands adjourned.
[Whereupon, at 11:15 a.m., the committee was adjourned.]

0





N /


		Superintendent of Documents
	2023-12-31T18:16:21-0500
	Government Publishing Office, Washington, DC 20401
	Government Publishing Office
	Government Publishing Office attests that this document has not been altered since it was disseminated by Government Publishing Office




