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COMPARISON OF THE PRESENT FEDERAL OLD=AGE INSURANCE PLAN
WITH PROPOSED PLAN AC-1

The purpose of this brief report is to present data in regard
to Plan AC-1 a8 compared (1) with the present Title II and (2) with
the present Title II modified by the proposed age 65 amendment. In
this brief foreword there will be presented a summary of the provi-
sions of Plan AC-1 and a discussion of the limitations involved in
the cost estimates presented.

Under Plen AC-1 a new formula is substituted for the present
formula. In order to pay the additional allowances for wives and
widows of annuitants without too great an increase in cost, the bene-

fit formula was revised as follows:

Preosent Title II Plan AC=1

(Expressed in terms of an annual annuity)
6% of first $3,000 6% of first $3,000
1% of next $42,000 1% of next $12,000

34 of excess over $45,000 %% of next $30,000
1% of excess over $45,000

An ennuitant with a wife over 60 who is not an annuitant in her owmn
right receives an additional 50% of his basic annuity. The widow of
an annuitant receives 75% of her hnsband's basic annuity after she
has ettained age 60 if she is not an amuitant in her own right. If
the wife's or widow's allowance is greater than the annuity which
gshe has earned in her own right, she recelves the larger one. Fur-

ther conditions of this plan are that ennuity payments begin in 1940
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and that wages beyond age 65 are credited under Title II and taxed
under Title VIII.

The death benefit for death before age 65 is the same as um-
der the present Title II. For death after 65 the death benefit is
a refund of the difference, if any, between 33% of total credited
wages and annuity payments actually received by the snnultant end
his widow.

The progress of reserve under Plan AC-1 is shown for three
different tax schedules, nemely, the present tax schedule, a tax
schedule increasing from 2% to 5% by 3 year intervals, end a tax
rate increasing from 2% to 5% by longer intervals. In the latter
tax schedule the increase was so adjusted that the reserve would
never exceed 10 billion dollars. As a result, it was necessary to
maintain the 2% tax rate for 8 years and then to increase it to the
ultimate 5% tax rate by 5 year intervals.

In the "Cost Estimates" report there were set down 23 assump~
tions which were made in order to cerry out the estimates. In such
a plen as this one and others proposed to the Advisory Council many
additional assumptions have to be made in order to determine the
costs for the various survivorship benefits and allowances for wives
and dependent children. All of the assumptions made have seemed
quite reasonable and consistent, but it is obvious that there are
great uncertainties in estimating marital end dependency conditions

in the far-distant future as well as in estimating the proportion
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of women who will be or will have been gainfully occupied. Previous
estimates are probably of a higher degree of reliability since they
involve less empirical factors. Thus, to an even greater degree than
heretofore, the estimates of the progress of reserve from 1937 to
1980 should be teken only as yardsticke by means of which compari-
sone are possible, rather than as representing either the finsl truth
or even the best estimates of probable results.

The reserve in all casee 18 regarded as developed from the
excess of appropriations over benefits, invested to earn 3% interest.
Appropriations are assumed to be the estimated tax receipts under

Title VIII less expense allowances.



Table 1

ILLUSTRATIVE MONTHLY ANNUITIES UNDER PLAN AC~1

Proposed Formuls as

Yesrs Propoged Formule for % of Present Yormuls
of Present Single Married Single Married
Coverasge Formulae Persoéﬁ Persoﬁg/ Perso Persgﬂh/

Aversge Monthly Wage of $25

5 L % * * *»
15 $16.25 $16.26 $24.38 100% 150%
25 18,75 18,75 28,12 100 150
35 21,25 21.25 31.88 100 150
45 23.75 23.75 35.62 100 150

Average Monthly Wage of $50

5 15.00 15.00 22.50 100 150
15 20.00 20.00 30.00 100 150
26 25.00 25.00 37.50 100 150
35 30.00 27.50 41.25 92 138
45 356.00 30.00 45.00 86 129

Aversge Monthly Wage of $100

5 17.50 17.50 26.25 100 150
15 27.50 26425 39,38 95 143
25 37.50 3l.25 46.88 83 125
35 47.50 36425 54.38 76 114
45 53.78 39.38 59.07 73 110

Aversge Monthly Wege of $150

5 ‘ 20,00 20.00 30.00 100 150
15 35.00 30,00 45.00 86 129
25 50,00 37.50 56.25 75 112
35 57.60 41.26 61.88 72 108
45 65.00 45.00 67.50 69 104

Average Monthly Wage of $250

5 26.00 25.00 37,50 100 150
15 50.00 37.50 56.25 75 112
25 62.50 43.75 65.62 70 105
35 75.00 50.00 75.00 67 100
45 85,00 56.25 84.38 66 99

* TNot eligible.

gj Including married men whose wives are amnuitants in their own right,
and such married women.

Excluding men whose wives are annuitants in their own right and such
married women.

i



Table 2

AVERAGE MONTHLY ANNUITIES UNDER PLAN AC-1 COMPARED WITH THOSE
UNDER THE EXISTING FEDERAL OLD~AGE INSURANCE PLAN

Meles with Average for all Persons

Calendar Allowance Females and Eligible Receiving Annuitles Present
Year For Wife Other Males Widows DuglicatedﬂJggggQ;;ggggégl Title IT
1940 $22.50 $15.00 $11.20 $17.80 $12.80 ——
1942 23.60 15.80 11,50 18.40 13.50 $16.70
1945 25.40 16.90 11.80 19.20 14.40 18,20
1950 30,80 20.50 12.70 22.40 17.20 20.80
1955 35.30 23.50 14.30 24.90 19.70 23.90
1960 39.30 26.20 15.80 27.20 21.90 28.10
1965 42.60 28.40 17.70 29.10 23.90 31.60
1970 45.80 30.50 19,30 30.90 25.80 35.20
1975 49.00 32.70 21,00 32.80 27.90 39.40
1980 52.00 34.60 22.90 34.40 30.10 43.50

gJ Totel annuity payments divided by number of persons who receive checks {dupli~
cated persons" receiving annuities as shown in Table 3 ). This column thus
represents the average size of the checks.

b/ Total annuity payments divided hy number of persons in respect to whom payments
are made ("unduplicated persons" receiving annuities as shown in Table 3 ).
This column thus represents the average size of the payment per person with
respect to whom payments are made.



Table 3

ESTIMATED NUMBER OF BENEFIGIARIESQI UNDER PLAN AC~1

(A1l figures in thousands of persons)

Male Annuitants Total
Calendar With Allow- Without Allow=~  Female Primary Eligible Totsal Recelying Annuities
Tear ance for Wife ence for Wife Annuitants  Appultants Widows QgglicatedﬂlUhduplicatedgl
1940 398 484 124 10086 13 1019 1417
1945 , 587 752 222 1661 186 1747 2334
1960 793 1070 ' 342 2205 416 2621 3414
1955 941 1385 517 2843 677 3520 4461
1960 1096 1783 738 3617 949 4566 5662
1965 2170 2059 922 4151 1203 5354 6524
1970 1225 2353 1130 4708 1444 8162 7377
1975 1221 2641 1429 5291 1642 6933 8154
1980 1084 2942 1886 5912 1759 7671 8755

a/ Number of annuitants (those with wage records) is same as shown in Table 9, #Cost Estimates for

2

Various Modifications of the 0ld-Age Insurance Benefits under Title II Suggested to the Soecial
Security Board". Married male annuitant receives an allowance for his wife if she is over age 60
and if she is not receiving an ennuity in her own right. The widow of a man who was receiving or
was eligible to receive an annuity, receives an annuity when she is over 60 if not receiving an
annulty in her own right.

Includes all annuitants and eligible widows, This column thus represents the total number of
individuals who receive checks.

Includes ell annuitants and eligible widows and wives for whom allowance is received. This column
thus represents the total number of different persons for whom payments are made.



Table 4

COMPARISON OF ANNUITANTS UNDER TWO MODIFICATIONS OF TITLE II

(All figures in thousands of persons)

Ratio to Present

Calendar  Present Age 65 Plan Title 11
Year _  Title Il Amendment AC-12/ Age 65 Plen AC-l

1940 ——— ———— 1019 - -

1941 —— sem——— 1224 - -

1942 175 1282 1356 7.3 7.7
1943 343 1375 1485 4.0 4.3
1944 537 1493 1640 2.8 3.1
1945 681 1561 1747 2.3 2.6
1950 1680 2205 2621 1.3 1.6
1955 2594 2843 3520 1.1 1.4
1960 3528 3617 4566 1.0 1.3
1965 4130 4151 5354 1.0 1.3
1970 4705 4708 6152 1.0 1.3
1975 5291 5291 6933 1.0 1.3
1980 5912 5912 7671 1.0 1.3

g/ Includes only primary annuitants and eligible widows.
Wives for whom allowsnce is paid are not included.



ESTIMATED BENEFIT PAYMENTS UNDER PLAN AC-1 BY TYPE OF BENEFIT

(A11 figures in millions of dollars)

Table 5

Annuity Bepefits Death Benefits Total

Calendar Annuitsnts Allowances Eligible For Death TFor Death Benefit

Year In Own Right TFor Wives Widows Before 656 After 65 Paymente
1937 — —— - 4 -— 4
1938 e —— —— 11 - 11
1939 —— —— -— 18 - 18
1940 180 36 2 26 e 244
1941 218 43 6 34 - 301
1942 243 47 10 36 — 336
1943 267 51 15 44 1 378
1944 296 56 21 52 2 427
1945 317 60 26 60 3 466
1950 542 98 63 104 8 815
1955 803 133 116 148 17 1.217
1960 1,138 172 180 192 30 1,712
1965 1,414 199 257 240 42 2,152
1970 1,725 224 334 276 56 2,615
1975 2,076 239 413 309 3 3,110
1980 2,458 225 483 333 94 3,593



Table 6

COMPARISON OF BENEFIT PAYMENTS UNDER TWO MODIFICATIONS OF TITLE II

(A1l figures in millions of dollars)

Calendar Present Age 65 Plan As % of Colump 1

Yeoar Title II Amendment ACm1 Colummn 2 C¥lumn 3

Benefit Payments in Year

1940 48 35 244 73% 508%
1942 124 301 336 243 271
1945 218 395 466 181 214
1950 538 669 815 124 151
1955 921 1,028 1,217 112 132
1960 1,430 1,526 1.712 107 120
1965 1,875 1,975 2,152 105 115
1970 2,355 2,490 2,615 106 111
1975 2,934 3,051 3,110 104 106
1980 3,576 3,668 3,593 103 100

Cumulative Benefit Payments

1940 105 78 277 74 264
1942 232 425 914 183 394
1948 749 1,512 2,185 202 292
1950 2,810 4,325 5,574 154 198
1955 6,661 8,762 10,880 132 163
1960 12,803 15,424 18,497 120 144
1965 21,423 24,476 28,455 114 133
1970 32,240 35,927 40,640 111 126
1975 45,704 - 50,018 55,186 109 121

1980 62,288 67,087 72,176 108 116



Table 7

PROGRESS OF RESERVE UNDER PLAN AC~1 WITH PRESENT SCALE OF TAXES
UNDER TITLE VIII

(A1l figures in millions of dollars)

Interest Balance Cumuletive
Celendar Appropri=- 3Benefit on Federal in Appropri-  Benefit
Year ation Payments Reserve Subsi Reserve ations Payments
1937 528 4 0 0 524 528 4
1938 535 11 16 0 1,064 1,063 15
1939 542 18 32 0 1,620 1,605 33
1840 827 244 45 0 2,262 2,432 277
1941 829 301 68 0 2,848 3.261 578
1942 829 - 336 85 0 3,426 4,090 914
1943 1,125 378 103 0 4,276 5,215 1,292
1944 1,137 427 128 0 5,114 6,352 1,719
1945 1,148 466 153 0 5,949 7,500 2,185
1950 1,813 815 314 0 11,788 15,507 5,674
1955 1,904 1,217 503 0 17,968 24,847 10,880
1960 1,994 1,712 666 0 23,163 34,638 18,497
1965 2,080 2,152 793 0 27,162 44,868 28,455
1970 2,165 2,615 884 ) 29,888 56,825 40,640
1975 2,251 3,110 928 o) 30,998 66,608 55,186
1980 2,259 3,593 910 Oé/ 29,901& 77,887 72,176

g/ A Federsl subsidy is introduced when the reserve falles below 10 billion dol-
Jlars. This will not occur until many years after 1980. An annual Federal
subsidy of 437 million dollars in each year after 1980 ie necessary to main-
tain the reserve at the 1980 level.



Celendar Appropri-
~ation Payments

Year

1937
1938
1939
1940

1941
1942
1943
1944
1945

1950
1955
1960
1965
1970
1975
1980

a2/ Schedule of texes and expense allowances in arriving at appropriations:

Table 8

PROGRESS OF RESERVE UNDER PLAN AC~1l WITH NEW SCALE OF TAXES

UNDER TITLE VIII&

(A1l figures in millions of dollars)

Benefit

528 4
535 11
542 18
827 244
829 301
829 336
1,125 378
1,137 427
1,148 466
1,511 815
1,687 1,217
1,662 1,712
1,733 2,152
1.804 2,615
1,876 3,110
1,882 3,593

Period

1937-29
1940~42
1943-45
1946~

Interest

on

Resgerve

0
16
32
49

68
85
103
128
153

305
444
546
600
603
545
406

Balance

Federal in
Subs1dy?/ Reserve

%OOOOOO OO0 OO0C0 QOO0

Tax Rate

U‘HPW%

524
1,064
1,620
2,262

2,848
3,426
4,276
5,114
5,949

11,178
15,611
18,698
20,176
19,904
17,46

12.21zb

Cumulative
Appropri- Benefit
~ations ~ Poyments
528 4
1,063 15
1,605 33
2,432 277
3,261 578
4,000 914
5,215 1,292
6,352 1,719
7.5C0 2,186
14,906 5,574
22,691 10,880
30,851 18,497
39,376 28,455
48,257 40, 640
57,492 55,186
66,891 72,176

Expense as %

of Taxes

8
6
5
5

1/3%
2/3

b/ A Federal subsidy is introduced when the reserve falls below 10 billion dol=-
Thie will not occur until about 1982.
million dollars will be mnecessary to maintain the reserve at 10 billion dol-~

lars.

lars.

Thereafter, a subsidy of 1,411



Table 9

PROGRESS OF RESERVE UNDER PLAN AC-1 WITH NEW SCALE OF TAXES
UNDER TITIE VIII2

(A1l figures in millions of dollars)

Interest Balance __Cumulative
Calendar Appropri- Benefit on Federal in Appropri=  Benefit
Year ation Payments Reserve §g§§;gxﬁj,Reserve _ations ~ Payments
1837 528 4 0 0 524 528 4
1938 535 11 16 0 1,064 1,063 15
1939 542 18 32 0 1,620 1,605 33
1340 542 244 49 0 1,967 2,147 277
1941 542 301 59 0 2,267 2,689 578
1942 542 336 68 0 2,541 3,281 914
1943 542 378 76 . 0 2,781 3,773 1,202
1944 548 427 83 0 2,985 4,321 1,719
1945 846 466 920 . 0 3,465 5,167 2,185
1950 1,209 815 145 0 5,378 9,850 5,574
1955 1,587 1,217 209 0 7.549 16,393 10,880
1960 1,662 1,712 274 0 9,352 24,553 18,497
1965 1,733 2,152 285 1349/ 9,500 33,078 28,455
1970 1,804 2,615 285 526 9,500 41,959 40,640
1975 1,878 3,110 285 949 9,500 51.194 55,186
1980 1,882 3,593 285 1.426 9,500 60, 593 72,176

gj Schedule of taxes and expense allowances in arriving et asppropriations:

Expense as %
Period Tax Rate . of Taxes
1937-44 2% 8 2/3%
1945~49 3 6 1/3
1950~54 4 5
1955~ 5 5

3/ A Federal subsidy ie introduced when the reserve falls below 9% billion dol-
lars. This first occurs in 1964 when the subsidy is 22 million dollars. The
reserve reaches a meximum of 9,554 million dollars in 1962,



Teble 10

COMPARISON OF RESERVES UNDER TWO MODIFICATIONS OF TITLE II

(A1l figures in millions of dollars)

Plan AC-1
Calendsr Present Age 65 2=5% Tax
Year Title II Amendment g_-_gﬁ Tex Table Table 931/
1940 2,337 2,461 2,262 2,252 1,967
1942 4,005 3,955 3,426 3,426 3,485
1845 7.343 6,717 5,949 5,949 5,378

1950 14,732 13,286 11,788 11,178 7,549
1955 22,765 20,625 17,968 15,611 9,352

1960 30,066 27,268 23,163 18,698 9,500
19656 36,307 32,872 27,162 20,176 9,500
1970 41,626 37,290 29,888 19,904 9,500
1975 45,402 40,066 30,998 17,462 9,500
1980 46,641 40,339 29,901 12,214 9,500

a/ Texes increase from 2% to 5§ by three year intervals.

b/ Tax is meintained at 2% for 8 years and then increased
to the ultimate 5% rate by 5 year intervals.



SUMMARY OF PROVISIONS OF PRESENT TITLE ]I AND
PROPOSED PLAN AC-I

Formula
(Expressed in

Terms of
Annual Annuities)

Maximum
Monthly Check
Earnings
Qualification

Coverage
Qualification

First Annuity
Payments

Allowance for
Wife, Age 60
Allowance for
Widow Age 60

Death before
Retirement

Death after
Retirement

Taxes Under
Title ¥IIT

SOCIAL SECURITY BOARD

PRESENT TITLE I

6% of first $ 3,000
| % of next 42000
Y27 of all over 45,000

$85
$2000

One Day in Each of 5 Years

January, 1942
None

None

3% % of Credited Wages

Same as Above Minus Annuity
Payments Received

"670

PROPOSED PLAN AC-I

6% of first $ 3,000
| % of next 12,000
2% of next 30,000
%7 of all over 45,000

$85

$2000

$100 Earnings in Each of 3 Years to
Qualify in 1940-4 Years for 1941-
5 Years for 1942 and Thereafter

January, 1940
50% of Basic Annuity

75% of Basic Annuity

Based on Credited Wages of V2%
More than Highest Tax Rate Paid by
Worker

Same as Above Minus Annuity
Payments Received by Annuitant

and Widow
2%-5%

OFFICE OF THE ACTUARY



ILLUSTRATIVE MONTHLY ANNUITIES UNDER PRESENT
TITLE I AND UNDER PROPOSED PLAN AC-l FOR A WORKER
EARNING AVERAGE \X/AGES OF $100 PER MONTH

YEARS
COVERED
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COMPOSITION OF ANNUITANTS UNDER
PROPOSED PLAN AC-l 1940-1980

CUMULATIVE
PERSONS

Millions

Eligible Widows

Women Receiving Annuities in Own Right
Unmarried Men
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4

NUMBER OF ANNUITANTS,; PROPOSED PLAN AC-l, AGE 65
AMENDMENT, AND PRESENT TITLE II, 1940-80

PERSONS
Millions
9 B e Proposed Plan AC-/
—-—Age 65 Amendment
8 e Present Title IT
7
6
5
4
3
2
|

1940 42 45 ‘50 - b5 60 65 70 75 ‘80
Calendar Year
*£Excluding Wives for Whom Allowance Is Paid
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AVERAGE MONTHLY ANNUITIES UNDER PROPOSED PLAN AC-|

AND UNDER PRESENT TITLE II, 1940-80

DOLLARS '
6 O = Men with Allowance for Wite
= e |omen and Men with No Allowance
- for Wite _
' == [/igible Widows
5 O | eesees Present Jitle I /_
40 / .................
................ a— a— -
.............. J — a— o —
/ #‘-w-'-»"'::.> - | -
2 O .00..--""..}.. ———————————
B T N I Sty
—— l ———————————————
| O _____
O r Y 4 r 4 r 4 4
1940 42 45 50 55 60 65 70 80

SOCIAL SECURITY BOARD

Calendar Year

OFFICE OF THE ACTUARY



ANNUAL BENEFIT PAYMENTS PROPOSED PLAN AC-, AGE
65 AMENDMENT AND PRESENT TITLE I, 1940-80

DOLLARS
Billions
A
3 T — Propoée;d Plan AC/
- Acge 65 Amendment
------ Present Title Il
2
l
/._l. ..............
O soot®) v .
1940 1945 1950 1955 1960 1965 1970 1975 1980

SOCIAL SECURITY BOARD

Calendar Year

OFFICE OF THE ACTUARY



RESERVES AT END OF YEAR, PROPOSED PLAN ACIl, AGE 65
AMENDMENT, AND PRESENT TITLE II, 1940-1980

DOLLARS
Millions
°°°° Proposed Plan AC-/ 2-5% Taxes (Longer Intervals®) Lo’
' = Proposed Plan AC/ 2-5% Jaxes 3 )r. Intervals) o7
40000 - Age 65 Amendment — ~o” e
= = e Present Title IT .’ -
o’ : ~ -
o’ ’ ” -~
[ 4
l' / /
30,000 ‘ R,
(4
l' /
o’ 7
4
I" /
‘ ’
20,000 X \
10000 At ——
.................. *2% for 8 Years, 3% for b Years,
................ 4% for 5 Years, 5% thereafter
5 T | | | I T |

1940 42 45 50 55 60 65 70 75 80

Calendar Year

S0CIAL SECURITY BOARD OFFICE OF THE ACTUARY



RESERVES AND CUMULATIVE DATA UNDER PLAN AC-I,
AGE 65 AMENDMENT, AND PRESENT TITLE II, FOR 1980
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TOTAL ANNUITY PAYMENTS FOR WOMEN

(A) FEMALE ANNUITANT

(B) WIVES FOR WHOM ALLOWANCE IS PAID

S

PROPOSED PLAN AC-I 1940-1980

PERCENT

90

80
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